)

M

University of
HUDDERSFIELD

& ' ( $
$$$*
$/° 0
-
1 2 '
1
* &3 1
S
5 26 $$ $

$$8*



Reverse Knowledge Transfer
from Subsidiaries to Multinational Corporations:

Evidence fromKorea

KUM -SIK OH

A thesis submitted to the University of Huddersfield
in partialfulfilment of the requirement®r

the degree of Doctor of Phgophy

The University of Huddersfield

December2016



Copyright Statement

i. The author of this thes{gcluding any appendices and/or schedules tdhieisis) owns
any copyright in it (the3 & Right” D Qi&has given Theniversity of Huddersfield
the right to use sin Copyright for anyadministrative, promotional, educationadaor
teaching pyposes

ii. Copies of this thesis, either in full or in extracts, may be made omlgoordance with
the regulations of the University Library. Details of thesgulations may be obtained
from the Librarian. This page must form partanfy such copies made

lii. The ownershipof any patents, designs, tradarks and any and all othertellectual
SURSHUW\ ULJKWV H[FHSW IRU WKH &BBIKHWINKW DW& HD &,
reproductions of copyright works, for example graphs tades S5 HSURGXFWLRQV
which may be described in this thesis, may naiweed by the author and may be owned

by third parties. Such Intellectudfoperty Rights and Reproductions cannot and must not

be made availabléor use without the prior written permissi of the owner(s) of the
relevantintellectual Property Rights and/or Reproductions



Abstract

Kum-Sik Oh

ReverseKnowledge Transfer from Subsidiaries to Multinational Corporations:
Evidence fromKorea

Keywords:Multinational Corporations,.ocal Market Information, Reverse Knowledge
Transfer, Knowledge Transfer Capacity, Relational Capital

Knowledgeis a source of competitive advantagdich strengthensmultinational
corporatios YMNCs) market positionand thus theget upoverseasubsidariespartly
to access other firmffknowledge which residesin local markets.From the MNC
viewpoint,overseasubsidiaries hava chance tacces$ocal market information (LML)
develop new competences themsekledshake thisinformationwith theirheadquarters
therebycontribuing to the formationR1 01&VY FRPSHWLWLYH DGYDQWDJF

This studyposits thathe extent to which overseas subsidiaries reversely transfer local
information is influenced by their knowledge transfer capacity and relatiapdahl both
of which enhance thkarning environmenivhich facilitatesthe knowledge exchange
process.In this context, theresearchobjective isto identify the effects of factors
encompassing knowledgensfercapacityand relationatapitalon the reverse transfer
of LMI from subsidiaries within MNC networks. kddition this studyalso triesto
examine the different fluences of those determinants differentsizes oforganisation
Although study on reverse knowledge transfdRKT) from subsidiaries toits
headquarterss becomingincreasingly prominenf the debatediscussingthe key
determinantsvhich affectit has not reachegihacademic consensuBy integratingboth
knowledge transfer capacity and relatiooapitalas ovearching theoretical lensesd
exploringcauseandeffect relationshipghis studyfills certainextant research gaps

A conceptual frameworls developedind thenit is investigatedempirically using a
sample ofA32subsidiaries operating in ti@reanmarket OLS regressioand $earman
rank order correlation coefficiengse used to interrogate the dathe OLSregressions
find that knowledgedevelopment capability, subsidiary willingness and autonomy are
critical factorsaffectingRKT within MNC networks Both socialisatiormechanisraand
trustarethe primaryfacilitators ofrelational capitabetweersubsidiaries and MNCs and
extendRKT from the former to the lattein addition,thekey drivers forRKT for large
sizedsubsidiaries are kndedge development capability, subsidiary autonomy and trust.
For mediumsizel subsidiaries the key driversare subsidiar willingness, trust and
organisationaldistance. For smallsized subsidiariesthe key drivers of RKT are
knowledge development capability, subsidiary autonomysacdlisatiormechanisms

Based on the results, the contributions of this studyhaeefolds. First, the research
identifies whatdetermines RKT from subsidiaries to MN@s the Korean context.
Second,in doing so, it corporateboth the relational capital and knowledge transfer
capacity perspectives. Thus, it theoretically contributes to those perspectives.itThird,
also elucidates theffectof organisationasize onRKT.
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Chapter 1. Introduction

1.1 Introduction

As globalisationand subsequent corpogativalry haveintensified, knowledge is
often referred to as one of the key strategic resourcemittinational corporations
(MNCs), to achieveorganisationagoals and to overcongtobal competition (Lylesind
Salk, 1996; Park, 2081 Thepossession of invaluable knowledge, which is not imitable
and geographicallgpecific does not only help to develop the foundation of sustainable
competitive advantage, but also funcs@s a vehicle to facilitate loAg@rm innovation
(Inkpenand Dinur1998). Knowledge can beategorisedhto two different types: explicit
vs. tacit. Explicit knowledge is information that is relatively uncomplicated to learn in
that it is easy to articulateerballyandis codifiable, whereas tacit knowledge hasmaue
characteristien that it iscommonlyabsorbed through personally embedded experjence
and thus it is difficult to acquire from external sources (Noraidvon Krogh, 2009).
However,although a firmmay currently enjoya competitive advantage based onita
knowledge andhe mobilisationof tacit information from one firm to another is difficult,

it does not guarantee that the preservation of such a capability is automatic.

The possible reasons are IT)okvledge constantly evolve) aher firmstry to
developin-house new technology and skilich can offset competing knowledge, and
3) organisationscan learn new external information (elgcal market information
through establishing subsidiaries in foreign markatspite of thaelative impatanceof

the third issugempirical examinationsf thetopic are still in their infancyMNCs also
12



need to attempt to learn new external information while they try to retain internal
knowledge In addition, fromthe perspective of MNCs entering foreigrankets,the
absorptionof local market information L(MI) is not only one ofthe shortcuts to
overcomethe liabilities of foreignness in foreign marketsut it is also a catalystto
improve organisationacompetitiveness to defeatals in the global arena as well as
locally residingorganisationsin this vein, the main domain that this study wants to
examine is subsidiariggeverse transfeof tacit knowledgelt focusesspecifically on

LMI amongthevarioustypes oftacit information.

1.2 ResearchGap

This sectiorhighlightsresearch gapbat need to biiled in the discussions of reverse
knowledgetransfer(RKT). Most importantly, the gaps can déeagnosedn terms of
theoretical backgroundi.e., knowledgetransfer capacity and relational capjtaind

research context (i.e., research locativhich is South Korea).

In terms of theoretical lenses learning capacity (e.g., absorptive capacity) has
received great attentio€fiang and Lee, 2008linbaeva,Pedersen, Bjorkman, Fey and
Park 2003; Piscitello and Rabbiosi, 2006chlegémilch, Ambos and Chini2003;
Simonin, 2004) from researchengo havescrutinis@ knowledgeexchange between
headquarters and subsidiaries, gt extant literatureends to eglect the importance of
teachingcapacity(i.e., knowledgetransfercapacity in the discussions on knowledge
transfer and/or RKT (Park, 20H Tang, 2011). For instance, the importance of

knowledge relevance between headquarters and subsidiaries was investigated to explore

13



knowledge flow from the former to the latmndvice versaYang, Mudambi and Meyer
2008), but the impact of the factor haet been exploredn orderto elucidateits

contribution to teaching ability.

In a similar vein, previous studieshed light onrelational capitalas anessential
component influencing conventionalearningenvironmen{Boh, Nguyen and X2013
from the perspective of headquarteksowever these studiesseen to overlook the
possibility that suchrelational capital (e.g.socialisationmechanismstrust between
knowledge exchanging entities and cultural congruencyhich help to mutually
understand cognitive structujesan also be a facilitator enhancingconventional
knowledge transfer (i.eRKT) from the perspective ofubsidiarieqalthough Borini,
Oliveira, Silveira and Concer (2012) and Rabbiosi and Santangelo (2aEtienally
included some factors relevant to relational capital to explore RKY the not
theoretically examineelational capitaper sg. For instanceTakahashi (2010and Park,
Oh and Choi (2012jrgue that the considerationrefational capitais very importanto
discuss successful knowledge transéspecially in the case of culturaljounddatg
such as market knowleddmcal market knowledge is typical information that MNCs
want to learn)In this vein, thistudy willexaminethe role ofsuch elements RKT from

the perspective of subsidiaries

The efficient absorption of LMI is decisive for MNCs to achieve orgsiunal

competitiveness sincé will be a crucial factor determining the success of direct

investment in foreign marketsPérk et al, 20123). Michailova and Zhan (2015)

emphasig thatforeignsubsidiaries play a critical role knowledgedevelopmentvithin

14



MNC networks. According to them, MNGgaduallyestablish ogrseas subsidiaries in
order toacquire forgn valuableand uniqgueknowledge whichhas not been available
within MNCs. Suchforeign knowledge of subsidiaries contribatéen developinghew
ideasof MNCsfor innovation.In otherwords,foreignsubsidiariehielpMNCsto develop
new productsin that local knowledge absorbed by the former throaghessing,
monitoring, exploitingand integratinguccessfully locatesourcess transmitted to the
latter, thus subsidiaries enlarge subsequeMINCs fknowledgereservoirthroughtheir
global opertions (Manolopoulos, Papanastassiou and Pearce,)2bi@svever, despite
the importance of RKT from subsidiaries to MNC headquarters, this topic has received
scant scholarly attention, whicimplies the presence o&notherresearch gamand
indicatesthat theinvestigations othe effect ofknowledgetransferon LMI are few in

number.

Theorganisationasize of subsidiaries matters for RKT in that larger size offers some
advantages iterms ofgaining support from MNGCsas size often represents strategic
position. Simonin (1997) documentsin his empirical study thasubsidiary =e
considerablynfluencesthecollabordive sharing of experience witreadquartex Large
subsidiarieshould have moraffinity with the knowledggossessed by their MN@san
smallones(Shenkar and Li, 19997ccording to Minbaeva et al. (2003), firm setands
for the level of strategic positiowithin MNC networks and thus bettesuppors, aids
and other resourceswned ly the MNCs are offeredto a firm in a stronger strategic
position However, previous studies seem to hagglectedo observe the subsidiary size
issue sothis studydeens it to be important tanvestigateit empirically in the RKT

context.

15



With respecto the research contextternational business scholars hageognsed
that MNCs are increasingly establishitiigir subsidiariegn countries which are rapidly
growingorwhich haveecentlyapproacheddvanced economies. South Kofeereatfter,
Korea)can be regarded as such an econdfoyea,Hong Kong,Taiwan andSingapore
are emeging markets, but their economiase now approaching developed countries
(Kim and Park, 2015), andoreahasachieved more rapid economic growth than other
Asian countriePark and Choi, 2014Pespite tle increases in inward foreigfirect
investment (FDI) in the countries considered as dynamic rising pawglobal markets
empirical studies dealing with the identification othe main factors influencing
knowledge trasfer betweersubsidiariesand MNC headquarterbave been carried out
primarily in transition economies, such@hina,Vietnamand easandcentral European
countries (e.g. Hungary) artaveneglectedadvanced emerging economidforeover,
in recent studiesf MNCs, a number of studiésve found that subsidiaries play a critical
role in providing various sources of new knowledge for MNC headquarters to absorb
(Ambos, Ambos and Schlegeilch, 2006 McGuinness, Demirbagnd Bandara2013
Rabbiosi, 2011; Rabbiosi and Santangelo, 2013), but to this resefulmbsrknowledge,
no one has tried to discoviére key determinants affecting the revetsensferof LMI

from overseas subsidiaries to their headquarters in the Korean context.

The RKT from Korean subsidiaries may be different from that of other countries, such
as India, Chana and Vietnam for the following reasons: First, in terms of the value of
Korean local market information. Korea has functioned as a representative foarket
MNCs to target other Asian markets, and thus MNCs learn new-kioewwwhich can be

applied to attract other customers in other Asian economies through the RKT from Korean

16



subsidiaries (Lee et al., 2014a). For instance, local market information fornoeghh
FRRSHUDWLYH SDUWQHUVKLSY EHWZHHQ ORFDO .RUHDAQ
Korea can provide MNCs with a crucial input to their Asian market strategies (Giroud,
Ha and Yamin, 2014). Secorifpreais perhaps one of the most dynamic econenme

the world and has developed sophisticated knowledge and advanced technologies, and
thus LMI in the country can be very useful for many MNCs. This indicates clearly that
compared to other Asian countries, LMI residing in Korea may strongly motivate MNC
headquarters to absorb it from subsidiaries established in the economy in order to utilise
the information in other foreign markets and strengthen their market positions abroad.
Third, Korea is appropriate as a research context as the country attraciedl HDI at a
remarkable speed after the Asian crisis in 1997, and MNCs are eager to seek international
knowledge, particularly the countspecific knowledge of Korea, which is one of the

main motivations of FDI to Korea (Lee and Rugman, 2009). Finatlye& is one of the

most favourable economies in Asia as western and Japanese MNCs regard the country as
a preferred location for FDI, particularly from the perspective of knowledge transfer via
FDI (Park, Vertinsky and Lee, 2012). These explanations itedibat examining RKT in

the Korean context rather than in other Asian economies is potentially of value.

To sum up, many extant empiaicstudieshavestressed the crucial role played by
overseas subsidiaries in providiogportunitiesfor MNC headquarters to leaddMVi
(Ambos et al., 2006Bjorkman BarnerRasmusserand Li, 2004 Dobrai, Farkas,
Karoliny and Poor, 2012; lwasa and Odagiri, 208éorderhaven and Harzing009
Oddou, Osland and Blakene3009 Park et al., 2012 Rabbiosi and Santangelo, 2013;

Roth, Jayachandran, Dakhli and Colt@909;Yang et al., 2008 However there is no
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empirical studywhich attempts tadentify theoreticallythe components associated with
knowledge transfer capacity and relatiooapitalasthe key determinantaffectingthe
transferof LMI, particularly in advanced emerging economidéasf growing emerging
economiesas well asapproaching advanced economjes)ich as Korea. Moreover,
although empirical papers dealing wihhowledgetransfer an@cquisitionarenumerous
they have focused on the examinatiasf technological knowledgeather than LMI,
which is one ofthe centralelements of theacit informationcontributingto corporate
competitivenessAdditionally, organsationsizecan influencesubsidiarie§ D X Wah& U L W\
thus help them tmake independent decisions to acquire and developviith can be
applied to the knowledge currently possessed by the $ANIC particular, large
subsidiariesan make independedecisions based on accumulated experieasavell
as various tangible and intangible assetgyich, in turn, enables them to enhance
knowledge development for achieving compavige innovationDespite he importance

of the size issueno one has tried tavestigate its impact via empirical investigation

1.3 Research Objectives

Zhan, Chen, ErramilllndNguyen (2009point out that MNCs operating in the global
market usually possess managerial kdwmw and advanced technologthat are not
easilyobtainableo other firms an@mphasis¢hatthe acquisition of suclinformationis
crucial in enhancingrganisationatompetitiveness. The same researshéso indicate
that the level of technological cultivatiodetermineslongterm corporate destiny
whereas the presence of mgeaal knowhow plays akey role inenabling effective

adaptation tarapidly changing business circumstanthsrebysubsequentlyncreasing
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organisationalperformance. Té researchexr have a parallel opinionthat sufficient
internal accumulation of technological knowledge and managerial-kiooware vitafor

any organisation However, a problem is that most previous studies have generally
attempted to explore factors affectiagpuisition otechnology(e.g, Mowery, Oxley ad
Silverman, 1996; Rebentisch and Ferretti, 1995). The primary reason why empirical
examinations have focused acertain type of knowledge Isecause it is relatively easier

to measure the extent to which subsidiaries learn technology from otherthams$or
example, LM] due to their diffeences in tacitness (Park et 2012). In this vein, except

for a fewexceptions (e.gParket al.,2012; Rowley, Chae, Jung and Park, 2D18is

hard to find empirical experiments dealing with skills forrttenagement of local market
characteristics, which is one ttie essentialparts of managerial knoWwow. Unlike
technology, LMI plays a boundary spanning role connecting firms and custdragrs (
and Ku, 2019 which causes difficulties in measuring the effects of the absorption of that

knowledgeandin conducting empirical experiment3drk et al., 20113).

To reiterate, altbugh researchersfie overlooked an explorationtodw subsidiaries
acquireLMI from asubsidiary perspective and then reversely transfer it to Mi@se
is, in fact, a general consensus th#l functions asa spurto strengthercustoner
relationships and increasgales and growth rate®drk et al.,2012b). Moreover,
subsidiary knowledg accumulated ialocal markebffersbusiness opportunities ather
overseasnarkets and thpossibledevelopment of market knowledge by @bl (Miao,
Choe and Son@011).Due tochanges irthe business environmeffbreign subsidiaries
have becom#he primary meansf dispersingand scatteng LMI within MNC networks

In this vein, Roth et al. (200®ointout thatthe acquisition o£MI is one ofthe central
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motivesfor MNCsto set up subsidiaries in overseas marketseanphasisé M| astacit
knowledge containng important businessinformation on the preference of foreign
customersforeign competitors for the development of new prodacidthe means of
obtairing legitimacy in new markets. However, despite the importancehef LMI
described, ounnderstandingf thetransferof subsidiary knowledge to headquartaensi

its connedion with bothknowledgeransfer capacity and relational capital@d complete

Based on these discussiofekeyobjective of this research istacovertheprimary
determinants comprisingnowledge transfer capacity and relational capdtad their
influenceon the transferof LMI from subsidiarieso MNC headquarters the Korean
context An extensiveliterature reviewidentified four factors commsing knowledge
transfer capacityig., knowledge development capability, praiated knowledge,
subsidiarywillingness andsubsidiaryautonomy) and threeomponents making up
relational capitali(e., socialisatiormechanisms, trust amilganisationatlistance)In the
context oftheresearch objective indicated above, fiblowing research questions were

developed.

1. What are the keglementof knowledgetransfer capacityhich affectRKT?

2. What are the kefactors of relational capitathich affectRKT?

1.4 Research Contextwhy Korea?

As briefly explained insection 1.2, one dhe main research gaps resides in the fact

thatwith theexcepton of China, researchers have a propensity to overlook the necessity
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to put their efbrts into empiricainvestigationdocated in rapidly developing markets.
This study is different from othe previous empirics in that investigatesKorea by
focusing on foreign subsidiaries in Koreaand alsoendeavoursto identify the
determinantof RKT. Korea is one of the Asianountrieswhich has achievedapid
economic growth over the past 30 years by implemeatirezonomic strategy based on
bothexpors and high rates of domestic investm@nt and Hsu, 2006). Aftet suffered
from afinancial creisin 1997 the Korean economy recoverés economic powewith
GDP growth risingrom 5.8 percent in 1998 to abdl@ percent in 1999 (Lee, 2001) and
achieved more than 4 percent of GDP growth each year over the last 1(Rar&ts
Vertinsky and Becea, 2015)and aarge increase iRDI occurred in Korea (Froese, Pak

and Chong, 2008)ndeed the success of the Korean economy is often attributed to FDI.

FDI generally occurs when MNCs can find places for saving ptmgtucosts as well
as having darge local market. Ahough Korea neithenasa large local market such as
the USA,China, andthe EU, nor providedower production costcompared to other
developing countries like Vietharmward FDI hasncreasedapidly since 2000 aghe
Koreangovenmentintroducel policies to promote inward FDI (Lee and Hwang, 2014).
According toareport bythe Ministry of Strategy and Finanaée 2012 a large number of

MNCs havenvestedn Korea as shown in Figure 1.1.
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Figure 1.1 FDI in Korea
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Several factors also contributed to #table levebf foreign investmenin the market.
Korean governments offered explicit and implicit incentiies MNCs to build
subsidiaries (Cho and Lee, 200dhd the implerantation ofMNC friendly policiesto
attract more FDI in Koreandenhancehe locational attractivenesstbi countrySaxer,
2012). Thestrategy of FDI promotion waselected for national economic development
asthe Korean government believithtlargeFDI inflows offered various benefits tthe
economy(Filippov, 2014) Thepotential benefitstemming from inward FDI may include
WKH pWUDEghl WH FKIQRORJLFDO DQG iR@Daydnkht® iH @& VNLO
balance of current accoufitand [ncreases in local firm§production efficiency and
HPSOR\PHQWY 6D[HU $FFRUGLQ@Y WRenipitidal .ZDN D
research in Korea, the foreign subsidiaries of MNCs learn and upgrade knowledge based
on host markets in order to continue toecate and competguccessfully inforeign
markets and those activities contribute to the diversification of market and product
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domains of theMINCs, and consequently lead to MEIBtrategic development (Ha and
Giroud, 2015). In this vein, MNCs intend t@cmire valuable knowledgwhich is
available in Korea via FDI (Lee et al., 2@).4In other words, through FDI, MNCs intend
to learn and access knowledge or information about local customers and comgetitors
well as new ideas thaionsequenthcan be egloited in otheg markets (Cho and Lee,
2004); hus FDI in Koreais away of upgrading the countgpecific resources within

MNCs (Lee and Rugman, 2009).

The acquisition of LMIin the Korean economymay be important for MNCso
achieveorganisationasuccess iglobal marketandthereverse transfer of LMI is worth
investigating for the following reasongzirst, Korea achieved economic development at
a remarkable speed and Korean Idoahs became key globalompetitors (Hemmert,
2012)and thusLMI gained in the country may indirectly let tidNCs know howto
overcome competition froddorean MNCs (e.g., Samsung, LG, Hyundai and SK among
others) As Korean companies have managed to exceed western competitors in terms of
quality and cost of produst MNCs try to learn management prees fromthem (Jain,
Malik and Cruickshank, 2006l is also expected that such information helps MNCs to
sustain and enrich their ovkmowledgereservoiras well asmprove the quality otheir
products (Lee et al2014g). In addition to the value of local informatiger se Korea
hasfunctioredas a representativearket for MNCs to target othaeighbouringnarkets,
suchasHong Kong, Taiwan an8ingaporeand thusvINCs learnnew knowhow which
can be applied tattractother customers iAsian economieghrough RKT by overseas
subsidiaries established in Korfzee et al., 2014). For instance,iroughcooperative

partnerships between local Korean firms and foreign subsidiaries loca€edeim, MNC
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subsidiariesare acrucial VRXUFH R1 01&V ffo N&Ydap @digeratd strategy
(Giroud, Ha and Yamin, 2014Third, the introduction of newtechnological)product
development in MNCs is inevitable in a competitive environment, and understanding
customer need a high-technology markelike Koreais regarded as ond the most
importantdeterminants guaranteeitige success of the development (Lee, Garrett, Self

and Musgrove, 2012).

Korea is a dynamic country in terms of innovatias Korean MNCshave been
driving technological development through large investment in R&D (Giroud et al., 2014).
Thus, when MNCgparticularly indevelopingand emerging countriesyonitor market
relevant technology rooteith a rapidly evolving marketand catch up withthe skills
through demonstration effecthey are abléo find new opportunities angply themto
other marketsywhich leads tahe enhancementof MNCs ftompetitivenessAdditionally,
this empirical study may offer good guidelines for MNCs in other countries that desire to
achieve rapid economic growth like Korea throtiyttransfer of LMI.For these reasons
Korea is selected as the research context to address the research g(stateohsn

Section 1.3).

1.5 Research Methodology

In order to findthe answerso the research questisn What are the keglementsof
knowledgetransfer capacitywhich affectRKT ", D Q @hat are the keyactors of
relational capitalvhich affectRKT? " a questionnaire surveas a dataollectionmethod

is adoptedThe use of secondary data analysis cannatleguatdor this research since
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secondary data doesot provide complete or available information for the research
qguestions.In addition, an niterview islikely to be ineffectivein the Korean context.
Korean societydrcespeople not to express clearly privatginions; therefor&oreans

tend to bdoo passivend silenin orderto use the interviewechnique (De Mente, 2004)

After reviewingprevious empirical studies (Choi and Johanson, 2012; Pak and Park, 2004;
Park et al., 2019 on knowledge transfeand RKT a mailed questionnaire survey sva
chosen athe bestesearch methoith order to coveall geographical areas of Koraad

to save fime and costffor a selffunded studentA total numberof 1,343 firmswere
compiled for the research sampl@op managerswere targeted because thbgtter
identify and noticahe clanges in the information withiarganisationghan middle or

functional managers

1.6 Significance ofstudy

The contributions of thistudyare threefold. First, huilding onthe aforementioned
observatios and employing both knowledge transfempacityand relational capital
perspectives as overarching theoretical lenbestudy contributes to the extant literature
by expandingheaetically and empiricallyhe areas obur understanding dRKT (i.e.,
knowledgetransferfrom subsidiaries to MNQsThe studyargues in particularthat the
use ofa single fragmentary theoretical concefs.g. mere relational capital alone) in
conducting empirical examinations may not befficient to grasp precisely the
phenomenoiin the overall picture. Second, previous studies have generally focused on
FDI from conventioally advanced to developing economies, but the rise of direct

investmenfrom less developed @dvanceaountries isanewtrend in thenternational
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businessdomain One of the mainreasons forthis is because MNCs based i
comparatively less developed economies often use FDI steengthencustomer
relationshigand contribute tthe adjustment afervicesand productsso that MNCs can
betteradapt tothe local environments whidhey targetand catch up with other global
firms (Tsai, 2@1). Thismeans thathe absorption ofLMI is no less important than
improving knowledge of technologgndthat thereversetransferof former knowledge
from subsidiaries to MNCs igritical to examine Third, this study empiricaly
investigateghe Koreancontext becauséhe countryhas often been overlooked RKT.
Thus, to reiteratethe aim of thisstudy is to identify the key determinants affeicig
subsidiariegtransferof LMI to their headquarterdsy observing the MNGubsidiaries

operating irkKorea

1.7 Outline of Thesis

This studyconsists obevenchapters, and each chapter starts with an introduction and
finishes witha conclusion. Chapter 1 identifies tlesearch gapesearch objectives, the
reason for studying in th€orean contexttheresearch methodologndthesignificance

of the research.

Chapter 2 serves as a literature review dludtrates parious international entry
modes and their characteristitgheories explaining the formation of subsidiaries
foreign marketq] msummary of previous literature on knowledge, knowledge acquisition,
international knowledge transf§rand theoretical arguments and insights on RKT

Finally, the chapter ends with a theoretical framework and a conclusion.
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Chapter 3identifies theresearch frameworklt developshypothegs about the
determinants affectinBKT based on knowledgeansfer capacity and relational capital

perspectiveslhe chaptealso includes description of control variables and a conclusion.

Chapter 4 outlinetheresearch methodology employed in orttecollect data to test
the hypotheseslt also containsa discussion b data collection methods, research
procedures, sampling, and the desigthefresearch questionnairé.culmunatesith a

description othesurvey responseamnd a conclusion.

Chapter 5 describesvidence confirming the minimum presenceommon method
variance,the statisticalanaly®s, and result§rom collected data by usindescriptive
analysesa reliability test,confirmatory factor analysisnultiple linearregressionsand

Spearman rank order correlations

Chapter 6discusses the research findings in the context of extant literdtuee.
chapter illustratewhether specific statistical outcomes ardine with previous studies
and identifiesprimary reasons why some other results are not congruent to current

empirics.

Chapter 7serves as a conclusion whigtlates to the summary tie key findings,
implications, and contributions of th&udy The limitations ofthe studyand future
directionsfor researchare alsassuggestedin brief, the outline othis studyis shownin

Figure 1.2
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Figure 1.2Research Outline
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Chapter 2. Theoretical background

2.1 Introduction

This chapter reviews previous literatutencerning themotivations of MNCs to
establish overseas subsidianie$oreign marketsBased on extant empirigsarticularly
in internationalbusiness domains, the primary objective of this chapter is to provide
appropriate explanations about relevant international business theoriegresht
arguments about whRKT is worth examining. In this vein, this chapter subsequently
examines the different characteristics eafchentry mode and international business
theorieswhich accountfor the reasons why MNCBY to enter internationainarkets
despite the presence of liabilities of foreignnassl identifies that RKis a crucial
prerequisite not only in guara®ng the operational success of overseas subsidlautes
alsoin enhancing the competivenessvifiCs operating in the global arena. In particular,
the primary rationafor the latter argument is that RKT is tlnansfer oflocally specific
tacit or explicit knowledge from MNGubsidiaries to their headqueng (Millar and Choi,
2009).The knowledge absorbed by subsidiaries helps them to win business competitions
against local firms as well as other subsidiaries established by multinational rivalries and

aids MNC headquarters overcomingtheir organisationbweaknesses.

This chapter is divided intgix sestions. After the introduction, e next section
attempts to define foreign subsidiaries by observing various international entry modes
and theircharacteristicdn this process, international joint ventures (1JVs), wholly owned

subsidiaries (WOSs) and mergers and acquisitions (M&As) will be reviewed. In addition,
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the section also identififavourableenvironmentdacilitating subsidiary formations of
MNCs. The third section discusses theorigslated to overseassubsidiariesand
knowledge transfewithin MNC networks (i.einternalisatiorntheory,eclecticparadigm
resourcedependence theoryprganisational learning theory, absorptive capacity,
knowledge transferapacity perspective and relational capital theory).fobeh section
summariseknowledge, knowledge acquisition aRKT in order to identify research
gaps.The subsequenifth section attempts to indirectly suggest valuable insights on RKT
determinats thatareappropriate to answer an enqualyoutwhat plausibly influences
RKT phenomenon througlan extensive literature review and provide the basic
foundatiors of a theoretical frameworkihat is this section combines and blends both
theoretical argments and insights on RKT and creates a theoretical frameWogk,

finally this chapter draws conclusions.

2.2 Exploration into OverseasSubsidiaries

This section offers eompressiveeview of international market entry mode strategies
that can be aqiwed by MNCs and identifiefavourableenvironmentsstimulatingthe
formationof subsidiaries. This section gsitical as it allowsusto understand precisely
the network ties between MNCs and subsidiariggough knowledgetransfer from
foreign subsidiaries taheir headquarters, foreigaubsidiariescan contributeto the
product development gfarent companieshe coordinatiorof a global strategy antthe

creation of MNC competitive advantage (Rabbiosi, 2011).

The entrymode choices areften mentioned as a bgroduct of compromise among
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four elements: risk, return, control and investment (resource commitment). According to
Agarwal and Ramaswami (1992), the four most widespread entry modesparting
licensing, IJV ad WOS althoughmergers and acquisitions (M&ASs) are also increasingly
popular and seem thave taken over somestrategicoptions, such as arfh length
contracts (i.e., licensing). First, exporting encompasseslduels of investment, low

risks and low oprational contrglbut offers the lowest probability ajrganisational
profits. Second, licensing is commonly referred to as the best substitute for FDI. However,
it is popular merely as a substitute anduitable in the case where local governments are
antagonistic toward FDI or local markets experience serious economic voladititing

in anticipated profitsvhich cannot justify the risks associated with FDI in any context.
Third, 1JVs are a useful path for MNCs to select bec#useption contais relatively

low levels ofinvestment through sharing initial investments vattal firms and offersa
valuable means of leang LMI from local firms. Fourth, MNCs prefer to establish
WOSs giving the highest return on capital and conthmugh MNCs wil bear a high

investment risk.

It may be difficult for MNCs to choodbe besentry typesThis is because the choice
of entry modes is influenced by various factors, such as degrees of market attractiveness,
resource engagement, competitive advantagatrol and risk disclage (Kaynak,
Demirbag and Tatoglu, 2007). Moreover, each entry mode @ifferent implication for
the level of control over the foreign operation, resource commitment, and risk
accompanying expaion into foreigncountries(Hill, Hwang and Kim 1990). Yiu and
Makino (2002) furtheremphasisdhat the choice ofentrymode is founded on firnf

intentional premeditate@fforts to progress their efficiency, competitiveness,cmdrol
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over crucial resources. Ovawide range of intexst and various objectives, the principal
goals of MNCsare to maximise organisationaloutputsand addvalue to the MNCs
(possibly through the acquisition of external knowledge) (Kyaw and Theingi, 2009). In
this vein, the entry mode selection is a veryc@ldecision since it implieasignificant

loss of time and money, and the choice of options among FDI strategies particularly

influences future directions for corporate success (Agndal and Chetty, 2007).

In order to understand the market dynamics ictipg on subsidiary formation, this
section compares strategic approadioamarket entry mode#s the selection of entry
modeis a critical strategicdecision when MNCshooseforeign market to enter, more
investigation of entry modes needs to be uradten in order to expand our understanding
of why and how MNCgxpand internationallfAgndal and Chetty, 2007 DI (e.g, IJVs,

M&As and WOSSs) is often referred to e most populamarket entrystrategyinto

foreign countries. It maximisédNC profitsand helg international firms to sustain and
developorganisationalortes through absorbing locally residing information (Lee, 2b03)
Similarly, Kyaw and Theingi (2009) argue that although international business can be
undertaken by various options, such as international trade (exporting and importing),
licensing, franchisingand management contract (according to the degree of control
required and the degree of resource commitment), FDI is a more popular device when

MNCs possessome ownershispecific advantages.

Chen and Messner (2009) define ten standard entry modes that can be taken into, for

1 Aspreviously said, compared to FDI, an exporting strategy has a crucial drawback and offers minimum
profits for MNCs. In addition, a licensing can be considered as a substitute for FDI, but its potential profits
do not outweigh direct investments.

32



example, international construction rkets:local agentstrategic allianes joint venture
company,licensing, representative office, sole ventaanpany branch office, equity
project sole venture project, and joint ventyreoject, but propose FDI (among those
options) as a shedut toimprove market share in foreign markets. Kayeakl.(2007)
classifyentry modes as neequity base@nd equitybased Contractual agreements, such
as franchising, licensing, and exporting belong to-eguity modesEquity-based modes
selected by MNCsrgyaged in crosborder FDI are WOS (full ownership), 1JV (shared
ownership), M&A (majority ownership), or greenfield investments (stpriof new
operations with 100 percent ownershipfey also understand FDI as the modes which
yield the higher extent dinancialreturns,controls by MNCsand better means to obtain
external knowledge repositories thamequity modes. firee strategic options (i.e., IJVs,
M&As and WOSs) associated with FIIl be reviewedn the next sectichasthey can

be simultaneoug used as viable choices for MNCs which intend to enlarge profits and

growth, as well as useful devices to access external knowledge sources.

2.2.1International Joint Ventures (1JVs)

An 1JV is oneof the key strategiesiiinternational business when MNCs consider
market expansion toward foreign countries (Park, Bp2n 1JV is formed when two or
more parent firms join together into one entity to create a newly incorporated company;
thus each firm has an equiposition(Glaister and Budky, 1998). Geringer and Hebert

(1989) indicate that it can be regarded as an IJV wherhead office ot least one

2 For refeence, this study wiljenerallyillustrate only entry characteristiper sein the next sectiorand
then move to relevant theoriesd key concepts that will be employed for empirical examinations. As
explained in section 2.1, these discussions wik tmthetheoretical framework.
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partneris locatal in a foreign country where the joint venture does not run or the venture
mainly operates in more thaone country. According thlemeth and Nippa (2013an

IJV is an entityin which two or more partneegeinvolved in operation and development

by creating synergies from combining resources in a competitive global market. Taken
together, an IJV can be fileed as a cooperative formatian which two or more
companiesre involvedn theoperation ofa newly incorporated firrmndhawe an equity

position.

When MNCs enter foreign markets, they may consideperativaelationships with
local firms as a fedlsle option mainly perhapsto overcome the variousresenceof
foreignnessn the markets. In this vein, 1JVs are established due to various motivations
to surmount such foreignness: examples may include knowladgsfer between
partners (Griffith et a).2007), accesgo foreign markets anthe gainng of competitive
advantage (Barkem#ell and Pennings, 1996) and the sharing cost andaiskhieve
high-cost projectyHodl and Puck, 20103 In the process of relationship fortiwen, a
complex issue may emerggeuch asminimising cost, sharing risk, and learnimgther
than revealing their own precious knowledge (Barringer and Harrison, 200Q)V can
be the best option fafirm § investments particularly as it wantsmnimiseresource
commitmentgMiller and Folta, 2002)but at the same time, cooperate with local firms

within I3V management (Buckleglaister and Husar2002).

To reiterate, although there may diferentmotivations for thggrominenceof 1JVs
as a market entry strategyowledge acquisition isne of the main reasons (Park, 2011

Previous 1JV studies assert that knowledgmuisition and learning are important
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motivations for the formation of IJVs (e.g., Lyles and Salk, 1996; InkeghBeamish,
1997; Zhan et al2009). In transition countries, such as China and Vietnam, which are
moving from centrally planned economies to fnregrketslocal firms tend to suffefrom

a lack of marketingmanagerialandtechnologicalkapabilitiesthat are required to face
increasingcompetitiors appropriately. Thus, the primary motivation focal firms to

form IJVs is oftento obtain advancedrganisationaknowledgefrom foreign parents
(Zhan et al 2009). By contrast, foreign firms use 1JVs to learn about local market
characteristicslabour resourcesand government issuewhich significantlyinfluence
business environments (Si and Bruton, 1999). According to Barringer and Harrison
(2000), due tohese complementary motivations, local firms generally provide local
market and relevant industryinformation to MNCs, whereas the latter divulge
sophisticated technological and management khow to the former. Therefore, the
formation of IJVs is regardedas a wiRwin strategy that allows access to foreign

knowledgefor local firmsand providesMNCs withan opportunity to absorb LMI.

Based on resource sharing motivatis®)olarshaveemphasized the importance of
resourceshat can be shared within 1IJ\&ccording toSirmon, Hitt and Ireland (200y7)
afirm Y Yesources allovit to carry out more efficient and effective strategasdoften
function as &ey component determining whether the firm loseganisatioal power to
other rivals, sustasits maket position ois able to even develop competitive advantage
Obviously, resourceshould have some value to generate waiitd helporganisations
to cut losses and their innate characteristics are hard to create, purchase, repitate or
(Miller and Shamsie, 1996)n this vein,organisationshould be involved in exchanges

with their circumstanceto acquire resources and combine interactively complementary
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resources (Mutinelli and Piscitello, 199&nd knowledge sharingn 1JVs (not only
betweenforeign andlocal firms but also between MNCs and overseas subsidiases)
regardedhs a crucial process determining corposatecess (Lee, Chen, Kim and Johnson,
2008) Zhan et al. (2009) point out thet IJV is frequently selected as an entry mode for
accessing local market resources suclpragertybased (PB) resources and knowledge
based (KB) resourcg®.g., marketbased resourcesPB resources can be regarded as
precious resources that can léadnincrease in corporaté&successful output generation.
By contrast, KB resources are generalfyrderto imitate and replicate as they are often
formed through complicated social interactions within firms. This implies that KB
resources are to be a resubstantial source of competitive advantage. In particular, as a
part of KB resources, anketbased resources can be generated from the intersotion
relationships with externabrganisationsincluding customers, partners, government
agencies, etdn this vein, learning and gaining accdessuchresources are the most
importantreason for IJV formatignf all possible partners do not have equally valuable

resources (Stuart, 2000).

In the discussions of IJV formation, national institutional envivens signify factors
relaing to political, economic and cultural/social conditionibus the environment in a
host country influencegreatly theMNC § choice of entry mode (Chiao et al., 2010j)e
sub-nationalinstitutionalenvironmentis critical, asit both constrics and facilitats the
strategies initiated by foreigaffiliatesand local firms Chan, Makino and Isob010).
Local governments often enforce resource sharing entities to undertake corporate
activities by means of a legal contract and tend to bind MN@tgs and obligations with

it (Chalos and OConnor, 2004). That is, many local governments try to restrict foreign
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influences and increase the extent to wHadal firms enjoy an opportunity to learn
foreign technology so that they waearning race against MNCs and eventutabyjlitate
knowledgetransferto the local economy (Blomstrom and Sjoholm, 1999)orf the
perspective of MNCs, partner selectionespeciallyimportant to promote balanced
mutual sharing of knowledge between local and foreign firnthigsituation. Wright
Filatotchev, Hoskisson and Pef(005) argue that it is not difficult to observe lsuc
situations when MNCs attempt to invest in emerging or developing economies where the
presence of undeveloped institutional regimes is prevalent. For instardghinese
governmenhaserectedvarious hurdlesvhich inhibit FDI, such ashe establishmenof

IJVs and imposes many difficulties for MNCs in operating their business witein
Chinese systenmhus,MNCs fontrol of 1J\6 can be more difficult in China tham other
developed markets (Burger and Padgett, 2009). Incentives for cooperativensbiato

with local partners and restrictive regulations in the host country against WOSs also affect
the selection of cooperative modes of entry (Mors¢i8thramnKlein and Swoboda
2010). In this vein, in order to share more resoupedseenforeign am local) partners,

a hostgovernmentrestriction regarding foreign entrants and the existence of adequate
local partners may beonsidered carefullwhen MNCs go for an 1JV strategy and select

IJV partners.

Although host country governments regulate MNICsD F W LMNO#&/ bav¥ a
propensity to choose entry modes according to their interestseinolwn criteria(Chiao,
Lo and Yu,2010). According t&shi, Sun and Pen@012), when a foreign firm chooses
an IJV partner in emerging countriegnsiderationsnay includealocal firm § network

positions, along withhe institutionalenvironmentof the host countryrhe local firm$§
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network positions andtructures stand for an alternative channel that allows crucial
resources and knowledge to flow betweenitpreand local firms, giving a chance for
MNCs to ultimately acquire and then share LMI within MNC networks and influencing
by theinstitutional environments ilocal markets Howeverknowledge sharing between
MNCs andlocal firms (and eventuatransferof LMI from subsidiaries to MNCSs) is

definitely anadvantage of a cooperatiequity partnershiglChoi and Beamish, 201.3)

2.2.2Mergers and Acquisitions (M&AS)

M&A s have become increasingly common as a way of international expansion for
MNCs pursuing gloal reach (Teerikangas and Very, 2006). A merger is formed when two
firms agree to become a single new firm rather than remain separately operated and
owned over (Chen and Ha, 2010 other words, rargers can be viewed as the
amalgamation of two firms iota single firm By contrastunlike mergers, @uisitions
can becharacteriseds the obtaining of one firm from another where the acquiring firm
obtains controlput may or may noguarante¢he autonomy of thacquired firm(Mike
and Dennis, 2003). However, schol&i@ve tended to use the words interchangeably
(Chen and Ha, 2010and anM&A is premised on the assumption that the value of the
combined company will be greater than the value of the two companies alone (Faelten,
Gietzmann and Vitkova, 201%An M&A is apreferred entry mode for MNQxrticularly
when theydesire complete operational and managerial control to maintain critical
resources and services by way@hoval of competitors in local markets agansion
into new and emerging markets, with the hope of penetrating tidngge market (Palik,

2005). Due to this, mssborder M&As have considerably changed the business
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landscape in global marlke{Ghauri and Park, 20123nd have becomene of the

dominant mode of global expansion (UNCTAD, 2007).

One of the main reasanfor pursuing M&A strategies ido attainaccess to new
knowledgeresiding in locaimarkets; thusinternational firmsare more likely to choose
M&A strategiesrather than Greenfield investmer{t®., IJVs and WOSsh order to
expand into foreign markets if thereligle overlapwith existingorganisationaknow-
howbetween MNCs and local firnfghammad and Glaister, 201BKT from the newly
acquired firm to headquarteand to other subsidiries within MNC networksis an
importantmotivationfor MNCs to choose the strateg&hammad and Glaister, 2011).
Bresman, Birknshaw and Nobel (1998)nilarly suggest that a primary reason for an
M&A is to accesg&nowledge of the acquired firm, and to transfer that knowledge to other
organisations/divisionef MNCs. An M&A provides access to a local intelligence base
and core competence without bearing the burden of building up a subsidiary from zero

(Teerikangasrad Very, 2006).

To reiterate, when MNCs intend to obtain an advantagkiding knowledgewhich
has not been accumulated internally tnich is available in local markets, thegay
consider crosvorder acquisitions and mergecsbe a viable optionGhen and Young,
2010) In particular, the main motivation behiiedoss border M&A is not only to shut
out threats of increasegrotectionism,but also to achieve the potential synergies of
accessing innovative practices and modern technoldgiesand Woywode, 2013).
When firms fall behind the level of technology necessary to survitigeitarget and/or

global markets, and cannot develop the required technology by themselves, MNCs may
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try to acquire other firms which own more advanced technology or tegnthat they
need(Chen and Young, 2010y hus, ptential benefits of M&Asre various anahclude
market risk reduction through global market diversification, lower costs and instant

market access with an established sales volume (Datta and Puia, 1995).

Some other benefits also inclubelping MNCs toreact more quickly to changing
market conditions as MNCs tend to select wvdeleloped firms which currently are
operating in local markets and are potential targetsl#As (Georgopoulos and Preusse,
2009). In addition, crossorder M&As may reduce competition in foreign (i.e., host)
markets through the purchase of local competiémddecrease the implicit or explicit
tradebarriers teentry(Vasconcellos and Kish, 199)articularly when the existirfgms
have already obtained a strong background for a customer base and knowledge
advantages which are unlikely to be easily traded (Mihai Yiannaki, 26i®yever,
among others, the most significant factor afss border M&Asis to acquire

complementaryesources and knowledgeich isembedded in target firms.

While an M&A is anattractiveoption,companiesnustalso accept all risks related to
the acquired firm (Paik, 2005). As cross border M&As are more likely to include people
with dissimilarbeliefs and valuesompared to internal M&As, thefy.e., crossborder
M&As) will be accompanied by largemational as well asrganisationalcultural
differences (Ahammad and Glater, 2011). As linguisticultural differences make cress
border M&As mordlifficult (Lees and Mauer, 2003jrms need to give greater attention
to cultural compatibility in the process of overall M&A evaluation (Mike and Dennis,

2003). Cultural differences between the acquired and acquiring firms can lead to an
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insufficient unetrstanding of a foreign market, and this leads to acquiring firms
overpaying for an acquisition as well as an increase in consolidation problems and
administration posacquisition (Datta and Puia, 199%Yhile an M&A representone of
themainforms of cooperationbetween foreign ankdcd firms, it is also accompanied by

the disruption ofa FRPSDQ\fV KXPDQ UHVRXUFHV GXH WR XQ
organisationathangegAmin, Hagen and Sterrett995).Mirvis and Marks (1992) also

identify the human anldgisticsdifficulties, engendered in local acquired firro§cross

borderM&A as follows:

1. Turnover of keyocal employees

2. Refusal of employee assignment

3. Cost of relocation and downtime

4. Performance decline of pesterger

5. Loss of synergies, capacipnd customers

6. Moral hazards

Despite thoseproblems foreign firms often consideM&As as a strategy for
internationalexpansion in circumstances wheneydo notown sufficient resources to
develop in a new market (Park, 201By utilising complementaryesources, such as
countryspecific capabilities from local firms, MNCs can save costs and enhance
synergies through M&As (Bauer and Matzler, 201#hus, mtential merger and
acquisition partners are generally identified accordirayganisationastraegies in order
to acquire potential strategic synergy (Mike and Dennis, 2003). A government may never

allow full acquisition if aargetcompany is involved in a critical industry imastcountry;
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thus, firms(i.e., MNCs)will need to construct detailed and comprehensive assessment

of the environment (Paik, 2005).

2.2.3Wholly Owned Subsidiaries(WOSS)

FDI innately accompanies investment risks in that MNCs need to either purchase local
firms or establish nevorganisationsn alien environmentgEkeledo and Sivakumar,
2004). In this regard, Yiu and Makino (2002) argue that the choice of market entry mode
is mainly affected both by isomorphic pressures stuck in local environments and by their
perceptive limits relatingo the choice. They alscexplain that the entry modsrategy
chosen by MNCs needs to adapt to the local environments to acquire legitimacy
particularly under conditions of environmentimcertainty Within this paradigm, MNCs
attempt to enter foreign markets generally with corf@ornfidence stemming from
adequate possession of ownerstpecific advantages and the motivationudifising
capabilities and exploitintheir ownresources. In suchsituation, the common way of

expanding through FDI is the creation of WOBKMNCs estblisha newfirm in the host

country using their own resources, while retaining pe@cent of theequity (Lopez

DuarteandGarce-Canal,2003.

Although there are various benefits offered by a WOS strategy, one of them is to allow
MNCs to improve the efficiency of resourakocation andutilisationof theirtransfer in
company (Chiao et al., 2010). AWOS makes this explanation comeeitaasehrough
the use of the strategy, MNCs are eligible to mainth@ir own precious knowledge

internally and do not need to worry abadisclosuresof important organisational
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information to other firms. In addition, foreign firms haveativationto selecta WOS
over an IJV in thesituation of behaviouraluncertaintiesthat involve opportunistic

behaviourby 13V partnerd (Yiu and Makino, 2002).

In spite of these circumstances, another critical element affecting degiaking
about market entrytategy is concerned with tietent of cost and control which MNCs
are likely to bearAccording to Hill et al. (1990), MNCsstablishingVOSs have to cover
all coss of starting up and operating businesses in foreign markets, and thus ththehold
entire income generating assets and bear high resource commitment accordingly. They
alsosuggesthat control over daily operations and specific strategic decisions may be
entrusted to foreign subsidiaries, but ultimate control is aMagatedin the MNGs
corporate office. Kyaw and Theingi (2009) furtlpaint out the two factors affecting the
choice between 1JV and WOS. From the perspectivepefationalcost, an 1JV mode
requiresadditionalresourcesand costs irorder to search for adequate localtparsas
well asto integrate the assets jointly invested by IJV partners. In terms of control, a WOS
provides firms withabsolutecontrol, which requires the highest resource commitment,

compared to shared control in an IJV.

When MNCs choose WOSs asmgnodes in order to expand into foreign markets,
they can eitheestablishnew ventures (i.eGreenfield investmeitor acquire existing
firms (some scholars viethe acquisition ofirms as a part of WOS strategy) (Chen and

Zeng, 2004). In terms of bramdputation barriers, Chen and Zeng (2004) also propose

3 In such asituation IJV partners acquire precious assets and kinow possessed by foreign firms without
providing foreign firms with useful information.
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that starting up new ventures can allow MNCs to exploit braodgnition By contrast,
acquiring existing firms may provide MNCs with a way of overcoming reputation barriers
in foreign countrieshy which, in turn, the transfer of weleputed brands from local firms

to MNCs can occur. By doing so, the foreign firm sesg@me control rights over the

entire package of assets of the acquired comfaipezDuarteandGarca-Canal,2003.

In the case of Greenfield investment, in order to overcome a lack of knowledge about
local information, MNCs should hold some distinctive fispecific assets such as
peculiar technological knowledge and management kmow that can beutilised in

foreign markets a smallcost (Park, 2012).

On averagethe Greenfield type of WOSs tends to perform better than full
acquisitions (i.e.the Bownfield type of WOSSs) in terms of costs and risl&nce
acquirers neetb implant their own dissimilaorganisationatulturesto acquired firms

the latter undergoea difficult organisationaintegration processesnd MNCs suffer

HPSOR\HHVY UHYVL VWWhé ré&s@uctuivol iua@dri ¢lllitseh, Beamishand

Makino,1999. In terms of knowledge transfer, as LMI tends to be {peitticularly shce

most proprietary knowledge is uncodifjed is difficult to transfer it without a close and

long-term relationship between firms; therefore, WOSs are appropdatbtainhigh

levels of intangible and tacit knowled@geg., LMI) transferin that thestrategy enables

MNCs to tightly control overseas subsidiari@Shang, Chung and Moor2013).
$FFRUGLQJ WR %XFNOH\ &OHJJ DQG 7DQTYV HPSL
implement RKT better than 1JVs as full ownership can provide a strong ground for the

RKT by diminishing conflicts and constraints on RKT, as well as enhancing management

cortrol.
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2.3 Theoriesexplaining FDI and knowledge byproduct

This section outlines a range of current theories related to MMCerseas
subsidiaries and knowledge transfer within MNC netwoltkstarts withinternalisation
theory as the point of depare.Internalisation theory has long been considered as one of
the mainstream international business theories in that it provides central reasons why
MNCs go for overseas markets despite the presence of the liabilities of foreignness. In
addition, it explins that the exploitation oR U J D Q L ¥ridowleddgelaseti assets across
national boundariess possible when firms achieve thaternalisationof markets
(Buckley and Strange, 2011n other words, riternalisationtheory suggests thahe
transmissiorcosts of knowledge are normally low within firms dirdhs shouldtry to
internaliseexternal markets in order to overcommarket imperfection in intermediate
products By contrast, it also posits themowledgehasa public goodattribute, and thus
it shals light on FDI rather than arfhlength contracts (e.g., licensing) as a means to
control and prevent knowledge flow from one firm to anotAd¢heory, which develops
further internalisationtheory, is the eclectic paradigm. This theory argues that firms
become MNCs when they simultaneously own three advantages (owrspshific
advantage, locatieapecific advantage, and internalisation advantage) (Dunning, 1981).
The eclectic paradigm suggests tHiat instance, ownership of firapecific knowledge
allows firms to go for overseas markets, whereas the presence of precious knowledge in
local markets functions as a locatispecific advantageattracting investments from
MNCs. Moreover, internalisation advantage throagieduction in transaction costs i

one of the key motations forMNCs to create and internalise an external market
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Meanwhile, although knowledge plays a critical role for MNCs to increase their
organisational competitiveness, a problem is that no one firm has sufficient resources to
survive in competitive business environments, and thus they should sometimes rely on
other firms to complement and remedy their own organisational weaknesses (Pfeffer and
Salancik, 1978)ossibly through FDIThe main point of the resourdependence thep
illustrates these perspectivedrganisational learning theory takes a step further and
suggests that firms shoukekploit information processing experience accumulated in
corporate memory and attempt to develop absorptive capabilities in order tes$uitge
share knowledge across national boundaries. In addition, according to the theory, firms
should also try to cultivate the skills of switching aimderpreting strategic signals

specific to foreigrenvironmentgBarkema, Shenkar, Vermeulen and B&897).

In order for learning (including conventional learning that is subsidifigasning
from MNC headquarters and unconventional learning that is vice versa) to occur,
absorptivecapacitydoes not only explaithe ability to recognisenew knowledge rad
then assimilate it, but also illustratan ability to commerciallapplyit to accomplish
organisationahims(Cohen and Levinthal, 1990). Applying new external knowledge to
commercial purposescludes the abilit to distribute the knowledge within MIE
networks, spread tb other subsidiaries by MNGeadquarterand to develojit further
and create new knowledge from itape, Salk and Lyle2001). That is, through the
application process, MNCs not only learn valuable knowledge which has not been
avalable internally but also innovate to competeith other rivals efficiently Anh,
Baughn, Hang and Neupgef2006).As globalisationhas intensifiedabsorption alone

from RWKHU [ILUP Vdr extérraZ0ouioaddes not seem to be enoughwin the
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learning racelt has become critical for MNCs to teach and distribute knowledge, which

has been acquired from other firms, to overseas subsidiaries within MNC networks and
VKDUH WKHLU FRPSHWLWLYH DGY D QW DNarfdweRtXXwlig,L GH WK
Datta and Rasheed, 2008). In this vein, knowledge transfer capacity theory sheds light on

D ILUPYVY SRVVHVVLRQ RI DGHTXDWH FDSDFLW\ WR HQL
subsidiaries (Tsai, 2001). From the viewpoint of relational capital thé&owledge

transfer and sharing is a process that involves multiple counterparts; and the relationship
between headquarters and subsidiaries is critical to overcome geographical distance and

boost learning environments within MNC networks (Matrtins, 2012).

This section considers each of these s¢lreariegnamelyinternalisatiortheory,the
eclectic paradigm, resourcependence theomyrganisationdlkearning theory, absorptive
capacity, knowledgéransfer capacity perspective and relational cagibry) to find

out how each explain factors related to RKT.

2.3.1Internalisation theory

Internalisatiortheory asserts that MNCs exigith the aim ofinternally exploiting
firm-specific knowledge by extendintpeir organisationalboundaries intooverseas
markets througtight ownership(Cannice, Chen and Danie003). By doing so, firms
have amotivation to maintain their own knowledge or technology within their
subsidiaries. In this regard, from timernalisatiorperspective, firms prefer wstablish
WOSs rather than contradike licensing.As awritten contract cannot fully protect the

firm from postcontractual opportunism by ttieenseejt commonly hesitates to reveal
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it to potential competitor§.e., licenses) when a firm hagnportantknowledge (Norma,

2000). Thus, nternalisationtheory clearly provides an account of the development of
MNCs and explains the reasons for their FDI (Kalfadellis and Gray, 2002). The theory
suggests why firms would possess and manage productionidadititplace ofitilising
licensing or supply agreemeantvith local firms in foreign markets (Ekeledo and
Sivakumar, 2004). The theory also illuminatifferent contractuahrrangements and
explains theselectionof the arrangements made to coordinatgous types of economic

activity (Buckley and Casson, 2011).

Internalisation theory lays outthe scope for internalisation and argues that
internalisatiorshould proceed continuously until the benefits of internal coordination are
offset by the costs oeplacing external market€ésson, Dark and Gulamhuss2809).

The costs ofinternalisationare often ignored, but markets will not imeernalisedand
external licensing or outsourcing will be selected when costs exceed advantages (Buckley,
2009). In this veininternalisatiortheory andransactiorcost theory (TCT) magverlap
to some extent (Madhok, 1997) in that MNCs should choose entry nwd&aimise

transaction costs (Dunning, 2003)

In terms of RKT andrganisatioal capacity for knowledge transfenternalisation
theoryproposeghat the costs dknowledge transmissioare often minimised through
internalsation strategy in thatknowledje has a public goodharacteristic. MNCs
commonly own sophisticatekhowledge advancedechnologyand betteR&D know-
how and managerial skilthan local firmsoperatingin overseas markets. Due to this

is not difficult to expect thathbse knowledg factorspossessed by MNCgenerate

48



positive benefits throughlstablishingsubsidiariesvhich are geographadly diversified

As knowledge has a public goattribute inthedomain ofinternalsationtheory MNCs
should directly invest in foreign economies and pueshiendled FDI approach in order
to protect their precious internal knowledgeich can be easily transferred to otfiens.

In this vein, giverthe negative perception of internalisation theamyaerning knowledge
transfer / acquisitionthis framework is appropriate to study how firms can retard
unwanted knowledge transfer akdowledge leakage to local firms rather than to
examine how MNCs learn LMI vighe direct control of production and seer In
addition, the additional drawback iiternalisationtheory* is that although iaccounts
for why firms may select FDI as an entry maitlexplains only part of FDI flows (Denisia,
2010) and idoes not cover the role of location advantages, whéshcontributed to the

birth of theeclectic paradigniEkeledo and Sivakumar, 2004)

2.32 Eclectic paradigm

The gist ofthe eclectic paradigm of FDI, initially propounded by Dunning (1981), is
that the level, type and patteof internationalproductionare decided by threses of
advantages ownershipspecific advantage locationspecific advantage and
internalisatioradvantage(OLI) (thus, the main difference between the eclectic paradigm
andinternalisationtheory is that the former adds both ownership and locatecific
advantages to theoretical discussions). Ownersbéeific advantagesrefer to the
possession o¥aluableintangible assets that are unique or monopolistideast for a

period of time.In other words, ownershigpecific advantagemean competitive or

4 This theory generally focuses FDI flows from developed to delaping economies.
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exclusive advantagahat assist an MN@ surmount disadvantages against local firms
(Ekeledo and Sivakumar, 2004). The advargagmuld beenoughto make up forthe

costs of internatiorigoroduction and be more beneficial thaternalisingproduction.

The advantagean be tangible, such @soprietarytechnology, patents on particular
products or processes, or domestic firm sit@ch creatdransferable economies of scale

and scope (Nanan, 2000)By contrast, it can bimtangible such a&mbodiedn a brand

name, trademark or other identification of prodgaslity, or GHULYLQJ IGRP D
preferredaccess to certain customers. Thus, $ippssessing ownership advantsaugeist

be moe profitable when theinternalisets advantages kiyreirown activities rather than

externalisingheadvantages such & licensing and contracts with other firms.

Ownershipspecific advantage is a push factor, which pushes MNCs to go for
overseas markets. Locatispecific advantageis a pull factor, which attracts direct
investments from MNCs. For instance, chéapourcoss in labourabundant countries
and high technology and advanced R&D skills in advammesthomiesan be regarded
as typical locatiorspecific advantageThat is, locatiorspecific advantaganean market
and countrypotential thatmake business profitable in foreigmarkets (Ekeledo and
Sivakumar, 2004)Foreign markets can show location advantages when the benefits of
local production in foreign markets outperform exportiigorman, 2000). The
advantagesnclude market volume, natural resourceharacteristis of infrastructure,
governance structure, the education system, and other features of political and

government action (Rugman, 2010).

The third component is thiaternalisationadvantages associated wéRkplanations
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given byinternalisatiortheory(Agarwal aml Ramaswami, 1992Norman (2000) arguse
furtherthattheinternalisationadvantageare based on a firfhbeliefthat its ownership
advantages are best exploited internally rather than sold directly; for example, through
contracts or management contaéscording to Dunning (1993), the advantages may
includeminimising production and transaction costs, assuring proper quality camigol
preventing the risk assoogat withresource commitmestWhile the advantages indicate

the motivations which decidefiam to internaliseits operations iroverseas markets, the

firm needs to maintain an adequate balance between the lespéoificadvantages and

its ability tointernaliseoperations in the markets (Kaynak et al., 2007).

However, Rugman (20103ays that the paradigm istoo eclectic and the three
advantages for FDdreoverstatedn manyrespects. First, some country factasch as
the legal, cultural and organisational environmang included in ownershigpecific
advantages, and a very broad interpretation of the advantage is applied in explaining the
ability of MNCs to brm an allianceSecond, the locatiespecific advantage is broadly
definedand it is difficult to distiguishbetween O (i.e., ownership) advantages and L (i.e.,
location) advantage#\s MNCs canobtainO advantages by lobbyirthe governments
of host countrieshe L advantage of a host country can be converted into an O advantage.
Finally, O and | (i.e.interralisatior) advantages are linkéd each other as O advantages
might not exist on their own without beingernalisedoy the firm. Moreover, the model
disregardsthe influence of extensive product characteristics (servigessusgoods),
characteristics foa home country, and other variables (egpsts of transport and
distribution, foreign exchange rates between home and host countries, and weight to value

ratio of the goods) on the selection of entry mode (Ekeledo and Sivakumar,M004a
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(2015:301)alsocriticisesWKH GUDZEDFNV RI HPSLULFDO WHVWLQJ
recognisedhat advantages due to ownershigernalisationand location may change
over time and accepts that if counsiyecific characteristics are important determinants

of FDI it may be invalid t@eneralisel URP RQH FRXQWU\TV H[SHULHQFH \

In particular, when this study applies L advantagda¢dopic that it experiments, the
drawback of this theory is clearer. Onetloé key locationadvantagesvhich generates
FDI from MNCs is local knowledge residing in foreign markétke theinternalsation
perspective, the eclectic paradigm sheds lighttten integration ofexternal markets
through internalsation In addition, it suggests th&howledge includig marketing,
technology andR&D has a public goodattribute, and thus MNCs cautilise such
knowledge characteristics through employing adequate location strategies and by doing
this, they may be able gainLMI from local markets. However, a problemlstit does
not provide necessary explanatiaisow firms can actually learn local knowledge and
maximise benefits through the location strategy associated with RKT #&winsidiaries
(andorgangation capacity for knowledge transfeih this vein, the @ectic paradigm is
relevant to this study, bus not appropriate as a main theoretical lens to achieve the

research objectives.

2.3.3 The Resourcalependenceperspective

The Resourcedependence perspective states that firms attempt to manage their
dependencies against uncertainties which they encountée inusiness process and

searclhfor closer relationships to improve informatierchange¢Fink, Edelman, Hatten
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and James2006). The key point ofthe resourcedependence perspective can be
summariseas follows. Firms do nqiossess sufficient resourdescope withuncertainty
andto competewith other firms;thus they should manage external dependencies for
reducing envionmentaluncertainty (Pfeffer and Salancik, 1978). Rivas (2012) also
argues that ncertainty is detrimental since it prevents firms froomtrolling resources
and selecting strategider their business and thus, organisations need to cope with
uncertaintyin order to survive.Moreover, organisationalinterdependence with the

environment cateadto an uncertain future for therganisation

3IHIITHU DQG 6DODQFLN DUJXH 3(QYLURQPHQWYV
HQWHU DQG H[LW DQG WKH VXSSO\ RI UHVRXUFHV EHFR
and unsure environment, one of the possible alternativedINis to cope with such
resource insufficiencgnd environmental changesistering foreign markets via various
entry modesThis is becausstable exchange relatioaadresources amongarticipating
organisations magecurecompetitiveresourcesn response to thes@lentervironments.
Thus for instancethe establishment of an international collaboration is selectéchiy
in order to lessen risk and build joint bonds which help to enhtér&ecapabilities
throughutilising complementary resources most of all. Gaffney, Kedia and Clampit (2013)
explain the reasons why regardiagfirm engage in M&As from the perspective of
resource dependence theory: (1) in order to reduce its competition by absorbing key rivals,
(2) to divesify its operations to lessen reliance on its current organisational network, and
(3) to deal with interdependence on buyers or suppBgrsloing sqit canalsoenhance

its own competitive position in varying environments.
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According to resource depesnice theory, firms should respond to the external
environments through int@rganisational relations in order to maintain and acquire
tangible and intangible resources to survive in the global compet{@afingy et al.,
2013).The key concepts of thegbry’ DU H WKH VLIJQLILFDQFH RI D
obtain and sustain resources to survive its competition, (2) firms exist within
organisationahetworks that affect access to necessary resources, and (3) firms try to
make otheprganisationsnore reliant on them and to lessen their reliance on other firms
at the same tim@Pfeffer and Salancik, 1978 ubsequent studies have extendedcore
concept ofthe resource&lependencéheory in various ways, including) the role and
impact ofthe resourcedependence perspective on strategic decision makiegiti,
Bhatti, Magsal, Mansoor and Nave@@10),2) the link between customers and suppliers
via theconcepibf theresourcedependence perspective (Fink et al., 2006),3rww to
cope withthe uncertainenvironment through the lens of resoudspendence theory

(Rivas, 2012).

Tosumup,te LQFUHDVH LQ 01&VY H[SDQVLRQ LQWR IRUHLJC
the realization of MNCs that foreign subsidiaries can be important sources ctiomnov
and that this then requires RKT (Chung, 2014). However, the resdepemdence
perspective shows that the degree of RKT can be affected by the intention of maintaining
a dependent relationship between foreign subsidiaries and MNCs (Chen, Chen and Ku

2012). In other words, critical knowledge transfer can be restricted between subsidiaries

5> Barringer and Harrison (2000) propose that although Huhesourcebased view and the resource
dependence perspective shed light on the importance of resources that firms, plosgem® innately
different in the following essentials. The resoubased view focuses mooa internal resources despite
thefact that there is some perception that critical internal resources can be acquired from external sources.
However, the resoueadependence perspective focuses solely on resources that must be acquired from
external sources for a firm to flourish and survive.
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and parent firms in order to sustain a dependent relationship. As foreign subsidiaries are
embedded in local markets, they are likely to leverage local knowledgethan
knowledge will become a critical factor in acquiring organisational power against MNCs

(Chen et al., 2012).

Although resourcelependence theoshowsclearlywhy firms want toenterforeign
markets and explairthatone of the motivation&r FDI is associated with the fact that
veryfew firms ownself-sufficient critical resourceshis theory also hdgmitations with
regard to illustrating thdeterminant®f RKT andorgansationalcapacity for knowledge
transfer.Sincefirms do not havedequateesources to compete efficiently against other
firms, some firms may haue look for anotherforeignorganisatiorwhich has adequate
power to incapacitate competit@sd abundant resourdeshelpthemto strengthertheir
market position.In addition, bcal knowledge can be an important resource, which
motivates MNCs to coperate and collaborate with local firms through FRkinstance
when MNCs do not possess relevant | Miey may seek out potential collaborative
partners that can complement thegaknesses and try to establish an 13V \eitial firms
to make use ahe latter§ (i.e., local firms) capability. In this casec@n beassumd that
MNCs may attempt tgain LMI from the subsidiary (i.e., 1JVs). Howevet,does not
elucidatespecificmechanisms for such RKT. Moreover, although the theory agrees that
the inter-organisationafelationshipgpromoteorganisationalearningand opportunities
for localknowledge acquisition mayapperthrough these strategio-operationsit does
not make ¢ear how subsidiaries can improwganizationcapacity for the transfer of
knowledgeto MNCs. Thus, it can be concluded that the theory is relevant to this study to

some extent, but it is hard to argue tiat resourcelependence perspective is concerned
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primarily with mechanisms for knowledge exchange between MNCs and subsidiaries.

2.3.40rganisational learning theory

The main objective obrganisationalearning is both thesfficient and effective
acquistion of external new knowledge and continuous developmentiuduse know
how (Pemberton and Stonehouse, 2000). Thus, successful leargengsationsare
commonly able to respondapidly to changes inorganisationalenvironments and
combine internally aaemulated knowledge witlorganisationalassets acquired from
external source$Vhile organisationalearning is relatetb the continuous development
of new knowledge to add value to current asgeiswledgemanagement mainlyandles
the formalisation cugody, sharing and coordination of current knowledge assets
throughoutorganisationgo createand exploit core competences that induce outstanding
performance (Pemberton and Stonehouse, 2000)oMjanisationalearningapproach
suggests that firms havepeopensity to establisldVs mainlyto learn criticaknowledge
whichthey are lacking or to rent sukhowledgeto other firms (Shenkar and Li, 1999).
Powell, Koput and Smitboerr (1996) further argue thainter-organisational
collaborations are not only supplementnsufficientinternal skills but also to develop

and strengthen internal competencies.

When a firm based in a developed country forms a strategic alliance with
organisationsin developing countriesthe existene of a large gap of technical
competency between these two firmsommon(Tsang, 1999)-or examplewhile local

partners (i.e.prganisationdn developing countries) desire to learn management and
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technological skills from foreign partners (firms hatbeir headquarters in developed
economies), foreign partners seek business experiencéMhdrom local partners
(Tsang, 2002).Tsang, Nguyen and Krishn2004) argue that IJVs offethe best
environment for intepartner learningAs local firms often hck the technological,
managerial, and marketirgapabilitiesto compete against oth&ey local competitors
and MNCs 1JVs can be an alternative way for local firms to acquire sagabilities
from foreign partnerdMoreover IJVsare also used as a velai for foreign firms to enter
transition economies (i.e. economies which @esmsferringfrom previously planned
economic systems to op@marketcapitalistic structuresgnd to acquire LMI. Moreover,
subsidiariessuch asJVs and international WOSgrovide MNCswith an opportunity to
learn valuable knovlhow which allove MNCs to efficiently manage and operate business
in alien foreign environments gradualand toenlarge effective learning experierfoe

theirsuccess

Based onan organisationallearning perspective, learningspecially in 1JVsis
recogniseds a method adcquiringknowledge, collaborative knatwow and experience
(Hau and Evangelista, 2007), and alliances are also regarded as a way to learn or acquire
critical capabilitiesandskills from partners (alliances include 1JVs and thus the former is
a broader concept than the lattefple, Singh and Perimutte2000). Taken together,
organisationalearning is facilitated through certgimocessesvhich helporganisational

membergo acquire knowledgd_éne et al.2001).

Organgational learning theory is very useful toelp tounderstandhe process of

knowledge exchange between MNCs arslbsidiaries,in that it indicatesthat
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organisationalearningis an importanimotivationfor FDI. For instance, Moon and Roehl
(2001) findthatakeyreason why LG showsraoreenthusiastic attitude toward FDI than
Samsung is that the former ha®d to learna foreign knowledgeand by doing this, it

tries to catch up with the lattévloreover the organgationallearning perspective is a
good theoretical lenshenresearchers want to have a general idea about |legreirsg

This statement points out that it is suitable clmgnse a generalphenomenonon
knowledgeflow (e.g., he process ofitferent knowledge conversions between tacit and
explicit knowledge withilMNC networks)ln other words, organisational learning theory
suggests that foreign subsidiaries with LMI can be an important source for MNCs and the
VXEVLGLDULHVY MF§Xdrexequisite for RKTRHolvever, LMI is often tacit

and sticky which makes it difficult to implement RKT. Thus, to overcome these
difficulties and effectively fulfill RKT, the development of effective knowledge transfer
mechanisms between subsidiarend MNCs is required (Miao et al., 2011). Thus, this
study selected relational capital theory in order to investigate the relationship between
socialisation mechanisms and RKT, as organisational theory does not clearly explain the

effects of the mechamiss and ofubsidiary capacity oRKT.

2.3.5 Absorptive capacity

In order to acquire external knowledge, firms shagltbgnise where or hote find,
assimilate, and distribute the external knowledge (Muscio, 2@®Hen and Levinthal
(1990) define theseapabilies DV D ILUPYV DEVRAt&WIhy td theBhSD FL W\
absorptive capacity includes three principal dimensions. These are: the capacity to

understand different knowledge, the capacity to assimilate the knowledge into the firm
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and the capacity teommercially apply it.Daghfous (2004) argues thabsorptive
capacity is acquired by developing (1) then §ability to approach new knowledge, and
(2) the firm§ capabilityto convertand useexternal knowledge within th@ganisatiorto

improve itsfundamentatompetencies.

A firm § absorptive capacity is a critical determinant of its growth, survival, and
economic performancélLi, Poppo and Zhou, 2010). It is generally accepted that
absorptive capacity indicates & U J D Q L ¥ri2Metidike@oibiljtandis composed with
different dimensions; angach dimension perforsa different but complementary role in
interpreting how absorptive capacity affedtnowledge acquisition and business
performance (Deng, 2010). Deng (2010) further argues that fiithdawer absorptive
capacitymay have difficultybuilding, assimilating and interpreting néawowledge. This
makes the firm less effective in progressing and appkipdicit and tacit knowledge to
commercial ends. The reasons why absorptive capacity lbeayifferent across
organisationsare the level opreviousrelatedknowledgeand the level okimilarity

between the sending and receiving units (Gupta and Govindarajan, 2000).

Zahra and George (200 conceptualis@absorptive capacity by suggesting that it
includes fourkeydimensions pertaining to knowledge acquisition in otdexchieve and
sustain a competitiveadvantage. They view absorptive capacity as a dynamic
organisationatapability, which is embedded &n R U J D Q LsYobDtWek Rrighfpcesses
and affects the firn§ capability tagenerat@ndorganiseotherorganisationatapabilities
(e.g, production, distribution, and marketingdccording toZahra and Georgg002),

the four dimensions are: the ahjlib acquire new knowledge, the ability to adapt it, the
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ability to modify it, and the ability taitilise it in a commercially viable sensé&/hile the
first two components build potential absorptive capacitypthertwo partsform realised

absorptive capacityrhis process is visually explained in Figaré.

Figure2.1. A model of Absorptive @pacity

Absorptive capacity

Knowledge |__, Potential N Realised ,| Competitive
Source Advantage
Acquisition Transformation
Assimilation Exploitation

Source: Adapted from Zahra and George (2002: 192)

Afocus of the first dimension is tlecogniion and identification of the value okw
knowledge and it explains hovintenseefforts affect absorptive capacity. The intensity
of efforts indicates the amount of energy spent by employeesatveproblems thus
such an effortdeepes interactions amongrganisationalmembers and facilitates
knowledge conversion (Kim, 1998)Zahra and Georgg2002) also argue thathe
concentratiorandrapidity of a firm § learning efforts toecogniseand collect knowledge
candecidethe valueof a firm § knowledge acquisition. Moreover, the intensitylwfse

efforts determines a firr§ ability to understand new knowledge (Ghauri &adk, 2012

The qualityof the first stage learning (i.eacquisitionof new knowledge) can be
affected by three dimensions: retention of prelated knowledge, intention to leaand

level of human capita(Ghauri and Park, 2012According to them, imilarity of
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precedingassociateknowledgebetweenknowledge transfers and receivénglds the
basis of an essential capacity to acquire new knowledlgis. previousknowledge
consists of fundamentabmmon knowledge askills, whichsharesa similar operating
structureand standards to those of the knowledge transferor, and thyseteding
relatedknowledgeaffects positively a firn§ absorptive capacity (Park, 2@L1Kim and
Inkpen (2005) also gue that the firn§degreeof previous relateé@nowledges regarded

as a main factor affecting absorptive capacity. The extent to which firms pdissess
willingness to learn from external sourdssanotherfacetof organisationalearning
Domestic huma capital may be an important element in understanding overseas high
technologies embodied in imports and absorbing therhé&domestic markeeconomy

(Kwark and Shyn, 2006).

If a firm owns the related prior knowledge neededréoognisecritical extenal
knowledge, the next challenge it encoustsrhow tointernaliseit (Lane and Lubatkin,
1998). Absorptive capacity isonsiderablydetermined by an ability to assimilate new
information. Assimilation can be defined as the ffproceduresindsystemshat allow
it to processanalyse digest andigure outobtained knowledge from external sources
(Zahra and George, 20Q023)nd it stands foa firm § capabilityto absorb new knowledge
(Daghfous, 2004). For instance, in 1JVs, assimilation of foreign firm knowledge is a
sensemaking process in which IJVs conneetn skillsto new knowledge. In this vein,
Lane et al. (2001) propose tlaganisationahdaptabilityandflexibility are vital in order

to facilitate theprocedure

The primary elements which influence a fiffrassimilatiorcapacitymay be related
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to experience intensity (Ghauri ardark, 2012 Intensity of experience provides
organisations with comprdéiending knowledge, and comprehensi@ncourage
knowledge assimilation that enables firmsniernaliseand process externally produced
information(Zahra and George, 2002). Anotipgominentfactor, which isconsidereds

an importanitomponeninfluencing the assimilation of new knowledge and predicting
the extent of knowledgacquisition is employee$ability to learnper se(e.g. human
capital) (Anh et al., 2006). For instance, an $¥nowledgeacquisitionfrom foreign
firms dependssignificantly on the available stock of human capital, and the 13V will
experience difficulties in digesting external knowledge in dheenceof appropriate
human capital (Park and Glaister, 2008)e organisationalulture betweetransferring
and acquiring firmss also an importantpart which is considered as a decisive factor

influencing the assimilation of new knowledge.

Transformatiorrepresentshe firm$§ capacityto build practiceshat enhancénking
newly acquired and assimilated knowledge and previnawledge thus, transformation
can besimultaneouslyulfilled by interpreting existing knowledge, eliminating redundant
information, andreplacing it with new knowledge in @iverseway (Daghfous, 2004).
This is developed bgestructuring ochangingthe knowledge reservoir through rotating
new information, or byadjustingthe existing knowledgstockthroughallocatingnew

skills within firms (Ghauri andPark, 2012

Exploitation refers tmrganisationaability based on the routines thatow firms to
organise enlarge and leverage currerapabilitiesand/or todevelop new ones by

integratingacquiredand transforme#nowledgeinto its operations (Zahra and George,
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2002). Thenumberof new producsttatements aa firm § patentgan indicatelte level of
exploitation capability (Daghfous, 2004). In order to efficiently obtain and incorporate
information and knowledge into a firfhoperations, it requires structural and systematic
mechanisms that offer it toontinue exploiting new information so that it enhances
organisationaperformance (Ghauri anBark, 2012 For instance, Anh et al. (2006)
highlight the role of investment in training and joint participation in business activities
which facilitate knowledge sharing between partners andmately enhance the

commercial uses dhenew information shared.

To sum up, all dimensions of absorptive capacity play crucial roles in the process of
knowledgeacquisitionin subsidiaries, and each dimension perfoanunique role in
helping subsidiaes to bemajorknowledge acquirers in local markets (Anh et al., 2006).
Subsidiary learning isa continuous process encompassikigowledge acquisition
assimilation of existing knowledge, transformation of the knowledge to explicit
information andhe utilisationof the skills to create new knelow, which subsequently
leads to RKT. However, subsidiarifebsorptive capacitper seis a prerequisite and
foundation for RKT to take place. This study tries to identify key factors affecting the
reverse transfer of LMI from subsidiaries to MNCs by looking at subsidifoagscity
for RKT. In other words, the primary objective of thisidg is not an answer to the
question, hat are fundamental foundations for RKdand does not narrow down the
scope of theesearcho such a basic prerequisifgdditionally, this study looks at foreign
subsidiaries as knowledge transferring organisatratiser than knowledge receiving
organisations. Although previous studies on knowledge transfer propose that the

absorptive capacity of receiving organisations is the most important determinant of MNCs
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knowledge transfer (Minbaeva et al., 2003), this stuld FXVHV RQ WKH VXEV
knowledge transfer capacity and views a foreign subsidiary as a knowledge transferor in

RKT.

2.3.6 KnowledgeTransfer capacity

MNCs oftenimplementinternationalexpansion in order to acquire knowledugsed
advantagg butthe possession of such advantadees noguarantee thaheycan exploit
them withoutan ability to transferknowledge withintheir MNC networks (Martin and
Salomon, 2003)In the same vein, an overseas subsidiary edgoiresorganisational
capabilities to effectivelyransferits local knowledge tdVINCs (i.e., knowledge transfer
capacity).Martin and Salomon (200363 define knowledge transfer capacity dlke
ability of a firm (or the relevant business unit within it) to articulate ude$s own
knowledge, assess the needs and capabilities of the potential recipient thereof, and
transmit knowledge so that it can be put to use in another loéafitis definition
emphasiseghree related conditions that contribute to a f§nknowledgetransfer
capacity.First, a firm needs to be able tecognisepotential applications anrmsfor
effective knowledgautilisation Second, a firm needs to be able to decide how ready a
receivers to use and assimilate the knowledge. Third, a firm nigeble able to transmit

the knowledge to targeted recipients in an appropriate way.

Previous research about MN@sowledge transfer haamphasisedhat absorptive
capacity is critical fodearningorganisationsand the relationshipbetweenknowledge

senckrs and acquirerdut it seers to overlook another critical elementhe teaching
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capability of knowledge transferors that promotes double learning effects (Park).2011
However, according to Minbaeva et al. (200Bg competitive advantagef MNCs ae
considerably determined bye knowledge transfer capacity owned by MNCs and
overseas subsidiarieis. other words, although a knowledge sending firm may have the
capability to absorb new knowledge that can be accessed, both initially intended and
subsegent knowledge transfer between MNCs and subsidiaries may not happen without
the presence of sufficient knowledge transfer capacity, which allows the knowledge
senders to spread the information to other firms within their netw@eksg, Mu and

MacLachlan 2010).

Some empirical studies relating to knowledge transfer in MNCs highlight the
significanceof the knowledge transfecapacity of knowledge holders. The knowledge
transferomeeds capacity timlentify the potential value dinowledye fortransferrngto
the recipient and requires irtoaganisationaltransfer capability if the knowledge
transferorintends to make the information available to the recipient iafticient way
(EasterbySmith, Lyles and Tsan@008) Thatclearly indicates that the #nt of learning
is considerablyaffected by a teachd capability to transfer knowledge (i.e., knowledge
transfer capacitywhich signifies an ability toadequatelytransfer and teach new
knowledge (Park, 20H)L In this study,the definition ofknowledg transfer capacity
follows that of Tang Mu and MacLachlar(2010: 1587) %he ability of knowledge
holders to efficiently, effectively, and convincingly frakm@owledgein a way that other

people can understand accurately andlpeit learning into practicé

For more details on the abiljtfirms are required toetainspecific internal capadgs
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so ado be involved irknowledge transfgprocesss(Tsai, 2001). Knowledge transfisr
determined byhe capacityof the sender to commicate the knowledge in the wéyat

the receiver can understand; and the decision to transfer knowledge is affected mainly by
the sende$ willingnessto transfer knowledgéMinbaeva and Michailova, 2004). Park
(2011a) also suggests thattent to sharesaan elemernf theMNC VIhowledge transfer
capacity significantly affestthelJV § knowledge acquisition. In other words, if foreign
parents do not possesgroperwillingness to shareknowledge cannot be sezftectively

to recipientsin short, thentent to share blgnowledge transferolis aprerequisitefor

efficient knowledge acquisitioby knowledge acquirers

Along with intent to share, two additional elements are essential prerequisites for
effectiveknowledgetransfer (Tang, 2011). Firknowledge senders have to be qualified
to transfer knowledge. The second factor is khewledgesender§ strongtransfer
capacity(i.e., dissemination capacityWith respect to the first conditiolyang, Tong
and Koh(2004) argue that the transfer capacity to transmit the knowledgeyjre that
can be assimilated by theceiveris mainly decidel by (1) thelevel of knowledg
foundationof the knowledgesender, and (2) thabilities of the employees (i.e., human
captal). Human capital can play a pivotal role in deciding the ability of a firm to connect
new information to otheorganisationswithin its networks and access the sources of
externaknowledgg(Muscio, 2007). In other words, the richness and sophisticatitre
knowledge sendefexistingknowledge stock ancompetenemployees whown higher
managerial and technical skills have a positividuenceon the extent of knowledge
transfer.Miao et al. (2011) also support thexpatriates who arelikely to be more

involved inthe entire MNCR U J D Q L WebfovhhaRE@Ch sometimes be more effective
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andsupportivein enhancingnowledgeransfetbetween headquarters and its subsidiaries
than locallyemployedmanagersThus, existing internal capabilities affdaowledge

transfer Park, 2014).

With respect to the second condition for effective knowledge transfer (i.e., transfer
capacity), he way to interpret ancbmmunicatehe knowledge of the knowledge sender
impacts significantly on the knowledge recipi§niearning processes (Tang, 201h).
otherwords,the ability of knowledgéransmittergo spread and diffusknowledge has a
substantiaimpact on the extent of knoadgetransferlMinbaeva and Michailova, 2004).
As valuable knowledge is often tacit, knowledge transmitters need to haviomredid
capabilitiesto formulate the knowledge and communicate with knowledge recipients
Thesecapacitiescould bedevelopedthrough training, instruction and wedquipped
manuals (Minbaeva, 2007).hi6 approach is valuable becausesheds light on an
organisatior§ capacity for knowledgéransferand suggests potential mechanisiois
facilitating knowledgetransmittance and this study afecuses on identifyinghe main
determinants for RKTThrough areview d this perspective,tiis anticipatedthat RKT
from subsidiaries to MNCwill be dependent othe former§ capacity to transfer local
knowledgeto its headquartersTo sum upthe extent ofknowledge transfecan be

considerablyaffected byD W U D QkvidudedigeUr§insfer capacity.

2.3.7Relational Capital Theory

In general, previous studies have provided support for the proposition that knowledge

characteristics affect the process of knowledge transfer in some way or other (Michailova
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and Mustaffa, 2012). Relationehpital theor§ argues thastudesneed to movéeyond
investigating the effect of knowledge characteristics alone on knowledge transfer, but
shouldalso investigate the associations between knowledge senders and re€gmers.
cangainaccess to knowledge, resources, markets or technologies thretwgbrks, but
social capital (as a part of relational capital) plays a pivotal role in knowtealgsfer
between networksSimilarly, Inkpen and Tsang (2005) define relational capital as the
collective of resourcesreatedrom the relationshipwith networksheld by an individual

or organisation thus the relationships between networks are a critical resource for

knowledge sharing to occur.

Tacit knowledge is transferred not simply by observation but through active
involvement between knowledgexchangng parties; thus strong relational capital is
evidentlyan essential element for knowledge transfer to come(Rak et al., 2013).

For examplelocal market information tends to be tacit as a salespdiknowledgeand
customerrelationship knowledge is subjective and personal; thus transferring the
knowledge requires coordination between transmitters and recipsatiegelmilch and
Chini, 2003).Stronger relationships provoke effective communication and faeiltatre

rapid knowledge sharing, particularly in the case of tacit knowl@égezNordtvedtet

al., 2008). Kale et al. (2000) also argue ttabng relational capital generally provokes

6 Based on previous studiés.g., Liu, Ghauri and Sinkovics, 2010; Park 201t research employs a
relationalcapital instead ofsocial capitalperspective. In addition, the social capital encompasses three
different dimensions, which astructura) cognitive and relational capitals ¢Ahbbaa and Ankrah, 2016),

but the other two dimensions are beyond the scope okffsairchfocusing on the relationship between
knowledge transferors and acquirérie relationship between firms can be decided by the extent of social
ties, sharing values, and trust between them, and relational capital can affect the degree of knowledge
transfer between the firms (Liu et al., 2010). Additionally, Park (2011) arguesnitvatedge exchange is
determined by three elements: absorptive capafitypurablelearning environment anénowledge
transfercapacity and favourablelearning environrant is significantly influenced by relational capital
betweerthe knowledgesxchangingparties (see pp.#78).
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close interactiombetween firms; thus, it enhances exchange amsfea of knowledge,

especially tacit and sticky knowledge.

The relationakapitalview suggests that the competitive advantage of firms derives
not only from their difficultto-imitate resources or capabilities, but also from network
relationships (YHRenko, Autio and Sapienza, 2001Relational capital, such as
interactions and trust, plays a significant role in facilitating knowladgesfersince
relational capital acts a& coordination mechanism and determines the quality of the
relationship betweetheorganisations concerné@hen and Wu, 2007Y¥.li-Renko et al.
(2001) further argue that interganisationatelationships enhance not only knowledge
exchange, but subsequent exploitatRelational capital strengthens knowledge senfiers
confidencein routine activities and integrity ttransfer knowledge more freelyrhe
obtainedconfidence often promotes transparemaey interactiondetween knowledge
exchangng parties, anthe degree dfansparencgnd interactiongdeterminesheextent
of knowledge transfer betwed¢hem (Liu et al.,2010). The interactios of knowledge
transfer participants arathersocialisatiormechanisms (e.g. frequent personal contacts)
may berequired for successful knowledge transfer including R&Aufng, 2014}y ang
et al., 2008)In this situation, the key concept investigated by extant empirical studies is

relational capital, such a®cialisatiormechanisr, trust, andrganisationatlistance.

As continuous discussions on paths for knowledge transfer, comationiand close
interactionsbetweenfirms areuseful to learn or transfer important knowledge (Kale et
al., 2000).Active social interactions facilitate knowledge exchange by enhancing both

SDUWLHVYT FRRUGL QD W LR&nfBs8D Bdridna 200MSocidllsativhD U Q H U
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is related to the capability to enhance the sense of closeness and intimacy between units,
which logically facilitates their knowledge sharing (Borini et al., 2012). In particular,
knowledge acquiring firms may learn more easily mnoave quickly in the case of explicit
knowledge learning, but the acquisition of tacit information, such as LMI, involves

complicated processes, and thus for efficient knowléggesfer social tiesare essential.

Trust between firms is also a constittief relational capitaand plays a critical role
in knowledge exchange between firms by diminishing the effort to protect their
knowledge and provides firms with benefits, such as preferential knowledge access
(Inkpen and Tsang, 200Mloreover, trusbased relational capital can facilitate freer and
greater exchange of knowledge between knowlenghangeactors, as they feel free
from opportunistidehaviour(Kale et al., 2000)In other wordsit functions as a vehicle
to share knowledgebetween transferring andcquiring entities, because oncea
knowledge sender does not trust their busipastersi.e., knowledge recipients), the
former may be unwilling to share their knowledge any more (Chung, 2B&@d)nore
details on the role ofrast, it builds a background of intimacy, reliability, and
predictability, which promotedearning organisationsto be more receptive ward
inflowing knowledge (Li et al., 2010). Additionally, trust provokes transfefi@adiness
to make extra efforts tovercome difficulties and concerns that knowledge will be shared
with competitors (McEvily and Marcus, 200B)oreover Lane et al(2001) suggest that
inter-organisationatrust encouragesansferring firmsto dynamicallyassistreceiving
firms to understand thi#ansferrecknowledge, and@onsequentlyt results in an increase
in the extent of knowledge transfer and the effectiveness dfaheferbetween firms

(Park, 2014).
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Converselywhen a subsidiary works toward a shared goal, suchcesaising sales
revenue, the subsidiary will try to fulfil the goal regardless of having conflicting interests
(Park et al., 2012bWith shared goals as a partasfjanisationatongruenceknowledge
transfer is unlikely to be misdirected as the goals teetjuild a shared understanding and
to achieve the collaborative objectivieg solving conflicts of interest (Li et al., 2010).
Moreover, shared goals stand for the degree of sharing a common understanding and the
realisationof network business(Inkpen and Tsang, 2005f5hared value is another
element affecting both trust and relationship commitment between firms, and it is a
measure of the extent of having beliefs in common about polibedsaviours and
organisationalobjectives between firmgMorgan and Hunt, 1994). Taken together
organisationaldistance for instance, on shared goals, values and visenminimise

inter-firm knowledge transfer (Park, 204)1

Lyles and Salk (1996)ndicate that misunderstandingstemming fromcultural
differences cametard flows of information anderect barriers causing considerable
psychic distance, which functions as a hindrance negatively influencing successful
learning (also see Liu, 2013s a typical examplesultural distance between IJV parents
(i.e., foreign and local parents) often triggextra problemdan that (1)the cultural
distance inhibitsmanagersfrom working together effectively androm developing
common values (Park, 20d)land (2)it impedegheharmonisatiormf business objectives
andappropriatananageal and operationalecisiors (Berrell, Gloet and Wrigh2002).
Ultimately, all these problems will negatively affect knowledge exchange between

concerned parties and their learning confeane et al., 2001
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In MNC-subsidiary relationships, foreign subsidiaries commonly provide important
knowledge to headquarteasdvice versaThe level of social ties, trust, and shared values
andsystemsnayaffectthe degree of knowledge transbatweerthem for thefollowing
reasos (Dhanaraj, Lyles, Steensma and Tihar®d04). Firstly, the level of interaction
and communication indicates tlsrengthof social ties between the two firms, and
relational embeddednedacilitates learning by building a common identitywhich
encourages free knowledge sharing. Secondly, trust allows access to resources and shared
understanding between headquarters and subsidiaries by preventing them from taking
advantage of the other paffyweakness; thusrust enhanceknowledgeexchange by
ensuring that the knowledge will not be used beyond what is intended. Lastly, shared
values and systems betwdwadquarterand subsidiaries help to build common identity
and mutualunderstandingthus shared systems help to form a shared commatioit

protocol that promotes knowledge exchange.

In conclusion the relational capital view seeks to explain how relational capital
influences knowledge transfer between subsidiaries heradiquartersA relationship
betweerheadquarterandtheir subsidiailescan be characterised in terms of ihiensity
of social ties, thelegreeof trust, and the degree of shared common values and processes
between them (Dhanaraj et al., 200¢@lational capital in MNC networks refers to firm
specific relatioships that MNCs build with other subsidiaries through a process of
interactions and plays a critical role in intyegansational learning (Evangelista and Hau,
2009). Similarly, Lee et al. (2008) argue that the effedtrmiwledge sharingdiween
subsidizies and MNCs depends greatly on relational capitalthis vein, relational

capital can be applied tdhe researchframework of this studyas an overarching
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theoretical lens promoting an organisatforcapacity for knowledge transfer and

eventually enlaging the extent of RKT.

To sum up the discussions introduced iBection2.3, boththe internalisation and
eclectic theaes explainprimarily whatthe motivations for firms to become MNGse
and whyMNCs directly invest in foreign markets despite the presence of liabilities of
foreignness.They also explain some dhe knowledge issues associated with the
objectives of this study (thus, they are generally related to section 2.2) (i.e., a public good
attribute of knowledge and knowled§econtribution tdocationspecific advantagesBy
contrast, a theory playing an intermediate role, which links FDI and knowledge issues, is
the resourcelependence perspective in that #uggests that MNCs use
internationakation (i.e. FDI) in order to maintain and acquire resources to survive and it
implies that knowledge is one dtiie key resources tdbecome globally competitive
(Gaffney et al., 2013)Organisational learning theory takes stépther to knowledge
issuesand argues why knowledge is important to improve organisational competitiveness.
Three theoretical lensesnamely absorptive capacity, knowledge transfer capacity and
relational capital identify which components facilitate learning amaake knowledge
flows possible within MNC networks. In this sense, the three perspectiyeds laast in
part, background overarching theories that can be used for framing this study whose
objective is to identify factoraffecting reverse transfer of LMI from subsidiarito
MNCs in which absorptive capacity functions as a foundation for RKT (this will be

furtherexplained in section 2.5heoretical framewor}.
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24 Reverse Knowledge Transfer

The objective of this study is to identify factors affecting reveesesferof LMI from
overseas subsidiaries to MN@sorder for MNCs to simultaneously pursgiebalisation
and localisationstrategies andn compliance with the need to maintain balance the
pressures of internationainarket integration and local respadmeness, overseas
subsidiaries play a pivotal role @bsorbing locally residing invaluable information,
further creating nevknowledgewith the information and reversely transferring the
knowledgeto MNCs for headquarter competitivenéBabbiosi, 2011)MNCs are able
to sustain and improve their competitive advantage by combining and integrating various
sources of knowledge whidtawe not been available internallgut are generated within
their global networkby learningfrom the external environment (ha et al., 2001)In
addition, knowledge transfer does not occur as-wag flow but has a Hiateral
characteristic (that is, MNCs acquire LMI through their networks, whereas local firms
also learn advanced knowledge and kAmw from foreign subsidiariesvhich refers to
knowledge spillovers in local markets). In tlisntext Singh (200@) points out that
many FDHriendly governments expect that local firms acquieeenttechnology and
know-how, such as technolo@f product and processdjstribution administrationand
marketing skills from foreign firms (however, this (i.e., knowledge spillovelsdal
markets) is not the focus of this study). This secti@mganisedn three parts: knowledge,

knowledge acquisition, arKT.
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24.1Knowledge

Knowledgeis often regarded as a source of competitive advantage for MNCs
particularly in the situatiomwherethe competition between firms in the global market is
increasinglyintense and seve(Roth et al., 2009)n addition, aglobalisationntensifies,

MNCs may furthersearch DFFHVV WR RWKHU whidd lhdJdebsl &xRIZOHG JH
knowledge embodied in certain products and routines as well as tacit knowledge

embodied irorganisationatoutines (Inkpen and Dinur, 1998)

Meanwhile, esearchers haveariously classified the knowledgeénto different
categories according to its characteristics such as transferability, tacithess or
embeddednes§.or example, ecording toexplanations given by Byosiere and Luethge
(2008), knowledge can lmategorisednto two major types: explicit and taciExplicit
knowledge stands fdmowledgethat can beonvered into systematic language as it is
moderatelyeasy to transfer and tecognise Tacitknowledgeis difficult to formaliseas
it is intenselyrooted inan organisationatommitmentas the knowledges acquired by
internal individual processessuch asexperienceand reflection (Hau and Evangelista,
2007).Thus,the transfer of tacit knowledgeom one firm to anotheis difficult in that
learning organisaibns need toorganisesuitable platforms that provide themith
appropriate chances to access other flkmew-how and capabilities (Park et al., 20).2
Tacit knowledgecan be groupedhto three different types according to the levels of
knowledge tacitass: human knowledge, social knowledge, and structured knowledge
(Bhagat, Kedia, Harveston and Triand2002). First, human knowledge usually

embracs both explicit and tacit knowledge to some extent,camaprise an individua§
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knowledge, which is mafasted in critical skills. Second, sodkalowledges largely tacit
and consists of cultural norms that exist as a resulthefrelationships between
individuals or groups. Lastly, structured knowledge is relatively embedded in

organisationaschemespractices, rules, and routines.

By contrast, Doz and Santos (1997) classify fdifferent types of knowledge
according to tacitness and embeddedness: ex@iperiential endemic an@xistential
knowledge (see Figure 2.2). First, explicit knowledge is mostly articulable, cdraext
and objective. It imcquiredby study and observation, and thus requires patience, time
and other resources faodificationand articulation. Second, experientiaowledge
such as personal skills, uncomplicatedyanisationalroutines and some uncodified
industry standards, has high tacithess and low codegpé¢ndency. It is acquired by
experience and is easiigcognisabland explicable. Third, endemic knowledig mostly
articulable, but understanding thfe knowledge relies on studying and livingeontext.

It includes knowledge about markebusiness, management and operations, such as
customerbehaviour companygovernment relations, incentive systems aperating
procedures. Finally, existentiaknowledge characterisedby high tacitness and
embeddedness can be learnedelzperience practice, feeling and livingt includes
cultural manifestations and sophisticatedjanisationalroutines, such as uncouiél

procedures (Doz and Santos, 1997).
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Figure2.2. Knowledge Complexity
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Foss and Pedersen (2002) suggest that knowleddmsically transferable and

categorise it into three different sets:

1. Knowledge that igreated primarilfhroughparticipatingin internal production
(e.g. much R&D) or from learning by doing atilising, etc.

2. Knowledge that is largely produced imyolvementdrom network relationships
to external parties (suppliergjstomers, ety.

3. Knowledge that mostly is produced bwolvementsfrom a localgroup (e.g,

well-educatedvorkforcesandexcellentresearclorganisations

Park (2010) classifies managerial knowledge (as a crucial part of knowledge) into six
categoriesR&D/product developmergkills, marketing knowledge, strategic planning
skills, HRM skills and financial skills. According to Park (2010), marketing knowledge

concentratesn meeting customer needs by providing values, and strategic planning skills

77



which embrace plans to achieveganisationabbjectives. Strategic marketing activities
encompass planning, product innovation, pricing, logistics, personal selling, promotion
and other value creating activities for the customer;, tinasketing is directly aseiated

with organisationaperformance (Ramayah and Mohamad, 2010).

Hong and Nguyen (2009) classiknowledge according to various degrees of
complexity, tacitness, stickiness, ambiguity and hierarchical levels and group it into three
types: technicaknowledge systemic knowledge and strategic knowledge. Technical
knowledgeis related to techniques faguality measurement andrganisedmarket
research. Knowledge of neawmganisationasystems and processis systemidknowledge
Finally, strategic knowldge is related to the mental changes of senior managers for

organisationasuccess.

Basically, the transfer of knowledge can be divided into the transfer of technology
and knowhow, and thus it compriseg L Q | R U P préadudR &pd echnolodyor gkills
for managerial and marketing kndvow {[Giroud, 2000). Giroud (2000) further argues
that the most common source of knowledge transfer performed by overseas subsidiaries
is related to the technical support of the product and the production processt Curren
research on intesrganisationalknowledge transfer focuses largely on technology
transfer, and empirical studies dealing with the transfer of marketing-koamor LMI
are still in heirinfancy (Park et al., 201). Meanwhile, Gupta and Govindarajéi994)
classifymarketing knowledge as follow§l) Market data about customers; (2) Market
data about competitors; (3) Marketing knbwew; (4) Distribution knowhow; (5)

Technology knowhow; (6) Purchasing knodwow. The knowledge types discussed by
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previaus studies arsummarsedin Table 2.1.

Table2.1 Knowledge types in MNCs

Study Knowledge types
Gupta Market data on customers
&Govindarajan | Market data on competitors
(1999 Marketing knowhow
Distribution knowhow
Technology knowhow
Purchasing knovhow
Bhagat et al Human knowledge
(2002) Social knowledge

Structured knowledge
Foss& Pedersen | Knowledgecreated througmvestingin internal production

(2002 Knowledge produced from network relationships
Knowledge produced from a local cluster

Schulz Knowledge aboutechnologies

(2003 Knowledge related to sales and marketing

Knowledge pertainintp governmenagencies, competitors,
and suppliers
Yang et al Knowledge about technological kndvow
(2008) Knowledgeabout saleand marketing
Knowledge about financial resources
Knowledge about management.
Hong & Nguyen | Technical knowledge

(2009) Systemic knowledge
Strategic knowledge
Park R&D/product developmerskills
(2010) Marketing knowledge
Strategic planning skills
HRM skills

Financialskills

2.4.2KnowledgeAcquisition

The importance of local firms learning from MNCs is regarded as a determinant
enhancing the success kifowledge recipient§Anh et al., 2006)Among the various
entry modes, m@ny authors suggest that IJV is an effective vehicle for knowledge

acquisition (an 13V is often referred to as a useful means for knowledge acquisition not
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only for local firms but also for MNCs) (Hau and Evangelista, 2007; Lane et al., 2001,
Park and Glater, 2009; Park, 20b)l. Knowledgeacquisitionoccurs via tweway
directions, which means thiatcal firms absorb advanced technological skills and know
how, whereas foreign firms also learn localyecific information through FDthus,the
outcomeof knowledgeacquisition (the extent of learningglies on the efforts of both

sides (Hau and Evangelista, 2007). As one mode of entry strategies, foreign parent firms
(i.,e., MNCs) in 1JVs acquire knowledge through participating in joint venture
management ahsupervising its operation by dispatching expatriates; thesamount

of time and effort paid by parent firms to understand the venture operation is one of the

main determinants dhowledgeacquisition (Tsang, 2002).

Contrary to foreign firms, locdirms knowledge acquisition from foreign partners is
a continuing activity from defining knowledgeto contributingit to organisational
knowledge structure; thuseveral factors, such as absorptive capacity, shared ownership,
and active involvement of feignfirms, influencethe amount of knowledgacquisition
by 1JVs (or local firms) from foreign firm@yles and Salk, 2007). Anh et §2006) also
argue that absorptive capacity plays an important role ifkribevledge acquisitioof
IJVs. According tdPark (201b), technology acquisitiom Korean 1JVs by Western and
Japanese parent firms is affectedamyjintenseeffort, active assistance of parent firms
and relatedknowledgepossession. Sharegbals trust and formal contracts enhance
communicatiorfor knowledgeexchangend support intimate connectioasd therefore
have a positive impact on knowledge acquisition (Li et al., 2010). Intense effort and
similarity in the business background between acquired and acquiring firms are also

important element®r knowledge acquisition (Kim, 1998; Park and Ghauri, 2011). These
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enumerations imply that there is no general agreement abarittbal determinants of

knowledge acquisition. Thegpeevious research findings asemmarisedn Table 2.2

Table2.2siRzZV WKH WUHQGV RI ORFDO ILUPVYT NQRZOHGJH
firms from 1995 to 2016. This research stream needs to be developed in order to show
the differences and research gaps between knowledge acquisition and RKT by
investigating the extatiterature on knowledge acquisition in terms of theoretical lenses,
research area, research questions and key findings. The majority of previous studies used
organisational learning theory (Barkema et al.,, 1996; Barkema & Vermeulen, 1998;
Berrell et al.2002; Doz, 1996; Gulati et al., 2009; Hakanson, 1995; Hayward, 2002; Kale
et al., 2000; Lane & Lubatkin, 1998; Norman, 2004; Shenkar & Li, 1999; Stuart, 2000;
Tsang, 2002); the knowledge or resource based view (Anand et al., 2005; Barkema et al.,
1997; Lee at al., 2014b; Mowery et al., 199ielsen & Nielsen, 2009; Pak & Park, 2004;

Park et al., 2009; Park et al., 2015; Rebentisch & Ferretti,; 998eimer et al., 2014,
Simonin, 1997; Simonin, 1999&imonin, 1999b; Zhan et al., 2009); and absorptive
capacity (Anh et al., 2006; Chang et al., 2012; Ghauri & Park, 2012; Junni & Sarala, 2013;
Lane et al., 20Q1Lyles & Salk, 1996; Park et al., 2008; Park & Glaister, 2009; Park et
al., 2009a; Park et al., 2009b; Park, 2011a; Park, 2011b; Park & Ghauri P20k, 2012;

Park et al., 2012a; Tsai, 2001) as the main theord¢icaésThe research on knowledge
acquisition is focused on the perspective of learning organisatinss;the majority of

studies on knowledge acquisition tend to use those theories.

However, recent research on knowledge acquisition has been based on different

theories, such as the @uwolutionary view (Ho & Wang, 2015), Internalisation theory
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(Berry, 2015), and Contingency theory (Jiang et al., 2016). In terms of research questions
the previous studies tried to find out the key factors affecting the degree of knowledge
acquisition in terms of absorptive capacity, knowledge characteristics, cultural factors and
trust. Previous studies on knowledge acquisition found that absorppeaeity, partner
compatibility in culture and goals and trust and interaction are positively related with
knowledge acquisition. Although many scholars have investigated the factors affecting
knowledge acquisition in MNCs, the results are still stimulatiagate and generating

further research studies.
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Table2.2 Summary of prior research on knowledge acquisitiorth@anternational market entry modes of MNCs

Research | Theoretical Research ResearciQuestion(s) Key findings
lens area
Hakanson, | Organisational| Learning R&D Discovers factors affectin| Efficient R&D integration is closely associated w,
1995 learning capabilities transferring, sharing, an three processes:integration of managerial an
utilising synergistic technicg sociocultural, technical, and procedural.
capabilities.
McGee et Transaction Knowledge gaining, | Examines relationshipbetween When managemetdams possess sufficient experien
al., 1995 cost &strategic| performance and knowledge gaining and new ventures acquire most benefits from internatig
behaviour experience experience. collaboration.
Rebentisch | Knowledge Technology transfer| Suggests combined framewq Four categories (i.e. transfer scope, methog
& Ferretti, | based process of technology transfer process.| architecture, and organisational ability to adlamte
1995 critical factors otransfer process.
Mowery et| Knowledge Transfer of Exploresinterfirm Equity arrangements promoting absorptive capacity
al., 1996 based Technological knowledge transfelin strategic| greater knowledge transfer are critical factors in s
capabilities betwee| alliances. alliances to some extent.
firms
Lyles & | Absorptive Knowledge Identifies the critical factorg Adaptation mechanisms (i.e. capability to leg
Salk, 1996 | capacity acquisition ang influencing knowledge verbalised goals) and structural instruments
absorptive capacity | acquisition. training, foreign parent support) are positively relate
,-9V]I NQRZOHGJH DFTXLVLWLR
Barkema ef Organisational| Learning and culture Examines relationshipbetween Presence of cultural barriersignificantly retards
al., 1996 learning cultural distance and learning. | organisational learning.
Doz, 1996 | Organisational| Learning process | Examines how learning tak¢ Successful projects in alliances are highly evolutior

learning

place in strategic alliances.

and go through a series dafteractive rotations o
learning, reevaluationand readjustment.
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Table 22 (continued)

Research | Theoretical Researcirea ResearciQuestion(s) Key findings
Lens

Barkema e{ Organisational| Learning, Examines organisational learnit 1JV longevity is positivelyinfluenced by experienc
al., 1997 learning experience, an( to handle 13Vs, and its impacts ( with local JV and international WOSs.

longevity longevity.
Simonin, Resource Relationship betweel ([DPLQHYV ILUPVY (Experience alone is not sufficient to satisfy advanta
1997 based experience an( their strategic alliances. by doing collaborations. Once experience

learning internalised, the development of collaborative kn(

how is required for the experience in order to res
future advantages.
Barkema &| Organisational| Learning from| Confirms that diverse nabnal | Multinational diversity results in foreign starps rather
Vermeulen, | learning diversity settings lead to the establishm¢ than acquisitions. Product diversity leads to curvilin
1998 of new ventures rather thg effect on the tendency to use stapis.
acquisitions.
Lane & | Organisational| Learning and relativ Determines key factors Partner compatibility (e.g. knowledge ba
Lubatkin, learning & | absorptive capacity | influencing learning in 1JVs. organisational structure and compensation guaces)
1998 absorptive LV SRVLWLYHO\ UHODWHG WR ,
capacity
Nagarajan | Evolutionary | Technology Explores the relationshipetween Firms use equitypasedarrangements to obtain kne
& Mitchell, acquisition forms of technological chang¢ how for encompassing changes, +equity
1998 and ways that firms use to obtg arrangements for complementary changes, and int
technology. R&D for increasing changes.

Powell, Network Learning network Discovers how knowledgeis | A broad range of intelLUP QHWZRUN\
1998 generated, translated and ac| learning, knowledge transfer, and technolg

upon intechnologically intensive
areas.

development.
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Table 22 (continued)

Research | Theoretical Researcirea ResearciQuestion(s) Key Findings
Lens
Bresman el Knowledge Knowledge transfer | Identifies factors facilitating Technology transfer is promoted by communicat
al., 1999 management knowledge transfer and patter| visits & meetings and age. Transfer of patent
of knowledge transfer. enhancedby articulation of knowledge, size at
recentness of acquisition. Immediate pasfuisition
period is attributed by imposed ode&ection
knowledge transfer from acquirer to acquired, but
provokes higkguality mutual knowledge transfer
time goes i.
Shenkar &| Organisational| Knowledge searcl Questions whether 13V is a w¢ Ownership of complementary knelow is a pre
Li, 1999 learning and absorptive for the transfer of embedded a| requisite for knowledge search. Transfer of tacit
capacity tacit knowledge. embedded knowledge is realised through 1JV.
Simonin, Knowledge Process ol Examines the role ofnowledgel Knowledge ambiguity plays a critical role as
1999a based knowledge transfer | ambiguity in the process of facilitator of knowledge tacitness, previous experief
knowledge transfer betweq and organisational/ cultural distance on knowle
partners. transfer.
Simonin, Knowledge Transfer ofl Examines the antecedentsf | Tacitness is a critical determinant of knowleg
1999b based marketing knowhow | knowledge  ambiguity  an( transfer. Period of alliance, extent of collaborati
various theoretical constructs. | experience and firm sizafluence orcultural distance
previous experience, and unique characteristics of g
Dussaugeet | Evolutionary | Outcomes ang Explores outcomes and duratig Link alliances are ways to acquire complement
al., 2000 durations ag of strategic alliances b| capabilities, whereas scale alliances are mean

indicators of learning

observing learning behaviour
partner firms.

learning similar competencies. Learning and acqui
capabilities between partner firms are better able t
realised in alliances than $ealliances.
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Table 22 (continued)

Research Theoretical Researci\rea ResearclQuestion(s) Key Findings
Lens
Kale et Organisational| Role of relational Confirms whether relationahpital| Relational capital (e.g. trust and interactioteates
al., 2000 learning & capital for learning functions as means of learnif learning opportunities and prevents leakage of crit

transaction cos

and protection
know-how

(0]

partner knowhow and protec
core proprietary assets.

know-how by curbing opportunistic behaviour.

Stuart, 2000

Organisational

Acquisition of

Investigatesassociation betwee

Organisations with innovative partners fulfil better tk

learning & technological interfirm technology alliance| other organisations. Strategic alliances with s
network knowledg& and firm performance. partners are more advantageous to small and young
performance large and old.

Griffith et | Relationship | Knowledge transfer,| Examines impacts of knowledq Uncovers close relationship between level

al., 2001 development | commitment & transfer on commitment & NQRZOHGJH WUDQVIHU DQG and

satisfaction satisfaction. commitment in terms of their relationships.

Lane et Absorptive Elements influencing Tests  IJV  learning  an| Finds positive influence d¢howledg understanding an

al., 2001 capacity knowledge performance on the basis of thn application prediction®n knowledge acquisition ar

acquisition dimensions of absorptiv| partial support for knowledge assimilation predictio
capacity.

Tsai, 2001 | Network & Network position & | Examines the influences ( Finds significant and positive influence of interact
Absorptive Absorptive capacity | network position and absorptiv| between absorptive capacity on performance
capacity capacity on learning innovation.

effectiveness.

Vermeulen | Own theory Internal knowledge| Tests idea that IAs enhance { ,$V LQFUHDVH ILUPTV NQRZOH

& Barkema,| (theory nameg base YLDELOLW\ RI D |development of new knowledge by combining exist

2001 was not expansions. knowledge.
provided)
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Table 22 (continued)

Research | Theoretical Research Research Key Findings
Lens Area Question(s)
Berrell  et| Organisational| National culture & | Investigates influence of nation| Lack of shared cultural compatibility effects negativ
al., 2002 learning learning culture on learning. on learning inJVs.
Finkelstein | Transfer Transfer effects & | Explores positive and negatiy Acquisitions in similar industries are positive
& performance effects of transfelin acquisition| associated with performance in acquisitioB&cond
Haleblian, performance. acquisitions do not perform better than first acquisiti
2002 when first and second targets are from dissim
industries.
Hayward, | Organisational| Learning & Investigates how performancg 7TKH SHUIRUPDQFH RI ILUPYV
2002 learning experience and period of acquisitio| positively associated with preceding acquisitions.
experience supports firm to lea
how to select adequate and rig
acquisition.
lvarsson &| Eclectic Technolgy Examines extent to which MN(Q While technology integration in MNCs is positive
Vahine, integration coordinate and integral related to the period of time which affiliates have b
2002 technology through IAs. part of parent corporation, dynamic technold
integration is positively related to affiliates operating
competitive industry clusters. Crebsrder learning
allows firm to develop technologyintegration
combining with internally achieved experience.
Tsang, 2002 Organisational| Acquisition of local | Examines how firms acquin Overseeing effort and management involvement
learning knowledge local knowledge from [J\| two key elements for knowledge acquisition.
experience.
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Table 22 (continued)

Research | Theoretical Researcirea ResearciQuestion(s) Key Findings
Lens
Norman, Organisational| Knowledge Explores the impacts of intent] SDUWQHU YV LQWHQW WR OHD
2004 learning & acquisition, learn, opportunities to learn, ai associations with the extent to which firm protects ¢
Transaction knowledge loss & | ability to learn on allianc¢ knowledge, but only have significant effects
cost satisfaction outcomes. knowledge loss. With more trusted partners, firms
more likely to share knowledge, tend to aht more
knowledge and achieve greater satisfaction.
Pak & Knowledge Transfer of| Exploresthe effects ofelation & | Social interaction between partners determines
Park, 2004 | based & knowledge (produc| knowledgespecific variables ol extent of knowledge transfer. In addition, results &
absorptive development & knowledgetransfer. confirm that knowledge attributes and absorp
capacity manufacturing capacity are critical for effective knowledge transfer,
process)
Anand et Resourcdased Resource (including Examines whether multination{ Acquirers likely to redeploy resources from targets
al., 2005 & knowledge) transfer| geographic scope of target firm| improve capabilities when acquisitiondwaultinational
evolutionary important for resource transfer.| scope.
Zhao et Network Transfer of R&D Investigates the influence Finds both positive and negative effects of recipient
al., 2005 capabilities networks in IJV partners g source networks oknowledge inflow to and outflov
knowledge transfer an from 1JVs.
dissemination.
Anh et Absorptive Knowledge Determines key factors whig ,QYHVWPHQW LQ WUDLQLQJ H
al., 2006 capacity acquisition influence on knowledge joint participation aresignificant factors affecting

acquisition.

knowledge acquisition.
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Table 22 (continued)

Research | Theoretical Research Research Key Findings
Lens Area Question(s)
Park et Absorptive Acquisition offoreign | Explores  critical elements 7KH FULWLFDO IDFWRU DIIHF\
al., 2008 capacity S D U Hman&gémen influencing the acquisiton ol LQIRUPDWLRQ LV IRUHLJQ SBU
skill and management skillfrom 1JVs]
collaborative suppor| foreign parents.
Zou & Process Process of Examines process learning | Process involves three stages: assessment, sharir
Ghauri, Knowledge impacts on successful IAs. assimilation.
2008 acquisition Obtained knowledge types as well as the proces
learning contribute to successfals.
Gulati et Organisational | Gainsfrom Explores the conditions unde Specific partner experience provideggreater,
al., 2009 learning partneringexperience which the past partnerin contributions to value creatisghan common experieng
in alliances experience of firms enhanc( of partnership.
creating valuen new alliances
Nielsen & | Knowledge The influenceof trust| Investigates the influence of Tacitness and trugtlay a different rolein obtaining
Nielsen, based, and tacitness in knowledgetacitness and trust i knowledge and realisingllianceoutputs.
2009 organisational | internation&strategic| outcomes of acquiring
learning &| alliances knowledge and innovation.
social capital
Pak et Knowledge Crossborder éarning| Examinesdeterminants foJV | Similar strategic gal and compatible culturéave
al., 2009 based andperformance performancen learning positive effects on learningndindirect influences or
performancef IJVsthrough learning.
Park & Absorptive Knowledge acquisitiof Intends to compare the mail Factorsinfluencing knowledge acquisition in 1JVs a
Glaister, capacity determinants of knowledge| conditional on the context in which they are examin
2009 acquisition in IJVdoundedboth

pre- and post thédsian crisis.
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Table 22 (continued)

Research | Theoretical Research Research Key Findings
Lens Area Question(s)
Park et Absorptive Acquisition of Identify the factors influencing| Finds that intent to learn, international experience, t
al., 2009a | capacity managerial knowledgeacquisition fronforeign| and active managerial engagement are critical fac
knowledge parents affecting knowledge acquisition in 1JVs.

Park et Absorptive Acquisition of Investigates the influence of| Knowledge acquisition is significantly influenced
al., 2009 capacity marketing knowledg¢ compatble characteristics betwe{ compatible organisational culture rather than firm s
parent firms on acquisition of

marketing knowledge in 1JVs.
Zhan et Resource Acquisition of Examines how the competitiy The sustainable competitive advantage of 1JVs cg
al., 2009 basedview organisational advantage of IJVs is influencq from  acquisition of property/knowledgdased
resourcesind by resources acquisition. resources from foreign partners, and matiated
competitive resources from the local environment.
advantage of 1IJVs
Park, 2@l1a | Absorptive Acquisition of Explores the impacts of th1JVs¢{learning is closely related tthe key factors
capacity technology in IJVs | knowledge transfer capacity of | regardng foreign firmsftapabilities.
MNCs on technology acquisition
Park, 2@1b | Absorptive Knowledge acquisitior] Explores whether learnin Foreign origins do not significantly affect learni
capacity mechanisms IJVswith Western| mechanismsacilitating technologyacquisition.
vs Japanese parents &
dissimilar
Park & Absorptive Acquisition of Identify the significant factors| An intense effort, similar business background
Ghauri, capacity technological influencing acquisition o] collaborative support are critical elements of the ex
2011 capabilities technological capabilities from | of learning.

foreign acquiring firms.
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Table 22 (continued)

Research | Theoretical Researcirea ResearciQuestion(s) Key Findings
Lens
Park, 2012 | Absorptive Knowledge acquisitiol Investigates the key facto| Learning of asubsidiaryrelies onabsorptive capacity
capacity in WOSs influencing knowledgeq relational capital and parent firffisbehaviour
acquisition Additionally, investment mode and direction are &g
affecting factors.
Ghauri  &| Absorptive Knowledge Investigates  critical  factor] Priorrelatedknowledgeand compatible organisation
Park, 2012 | capacity acquisition affecting knowledgeacquisition| culture affect knowledge acquisition in presis. Intent
in cross border acquisitisn to learn and efficient internal communication influer
knowledge acquisition after crisis. Integration a
involvementof foreign expatriates axitical factors in
pre and after crisis.
Park et Absorptive Acquisition ofLMI. | Examines the key factorg Intent to learn,international experience and prio
al., 2012 capacity influencing theacquisitionof LMI. | relatedknowledgeaffectknowledgeacquisition
Park et A model The transfer of taci How exchange climate attribut¢ Key factors positively affecting tacit marketing
al., 2012b | suggested by marketing and contextual factorbetween knowledgetransferbetween parent firms in 1JVs a
Robson et al | knowledge parent firms in 1J¥ influence| conflict resolution and cooperation whereas
tacit marketing knowledge| communication does not impact on it
transfer
Chang et al.| Ability- Performance Expatriate = competencies Expatriate competencies in knowledge trans
2012 motivation enhancement by knowledge transfer affect a | determine the extent to whiesubsidiary improves it
opportunity Subsidiaries] subsidiary'sbut it is particularly| performance. Tis indirecteffect is increased whea
framework and knowledge stronger in the case whe subsiGLDU\fV DEVRUSWLYH FDSD
absorptive acquisition from subsidiary absorptive capacity
capacity expatriates greater
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Table 22 (continued)

Research Theoretical Researcirea ResearciQuestion(s) Key Findings
Lens
Fang et Dynamic The transfer of What is thanfluence on Findings are 13ubsidiaryperformance isonsiderably
al., 2013 capability technological and | subsidiary performance df) the | influencedby the interaction effect othe extent ta
marketingknowledge| interface between multiple parer, which aparentpossessetechnological and marketin
knowledge assets 2) between knowledge 2) VXEVLGLDU\YV PDU
parent and subsidiary knowledgi( relevance moderates theimpact R1 WKH §
assets and 3) between multiplg knowledge asseten subsidiary performaecand 3)
subsidiary knowledgasset3 different forms of redvancecan interact with yield
synergistic benefits to the subsidiary
Junni & Absorptive Knowledge Identifies antecedents of | Confirmsa positiveassociatiorbetween the absorptiv
Sarala, 2013 capacity acquisition through absorptive capacity in | capacity of a receivinfrm and knowledge transfer, i
international internationalacquisitions. terms of bothmutualknowledgetransferbetweenthe
acquisitions by acquirerandthe target.
Finnish firms
Verbeke et Procedural The transfer of | Does procedural justice mattg Procedural justice, rather than absorptive capal
al., justice information and for ICT transfers more tha determinseffectivenessparticularlyin the case wher
2013 communications | absorptivecapacity MNCs transfer ICT
technology (ICT)
Asmussen | Accommodation| The  relationshig Suggests thataccumulation ol A high level of externally obtaineshformationin a
et al., effect betweerknowledge| externally obtainednformation| subsidiarybrings abouta high level of knowledg
2013 transfer and in a subsidiary redusehe value| transfer from that subsidiary onlwhen a specific
accommodation of transferring that knowledg tipping point of internally obtained kowledge hag
effect within MNC networks. been exceeded.
Schomaker | Linguistic The role of languag| Examines the role ahe structura| Linguistic relatedness  eases knowledge
& Zaheer, | theory and knowledgq aspects of languaga increasing communicationrand normative integrationyhereast
2014 transfer inf MNC  knowledge transfer t(is negatively associated with knowledge

manufacturing secto

manufacturing subsidiaries.

understanding
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Table 22 (continued)

Research | Theoretical Research Area ResearciQuestion(s) Key Findings
Lens
Schleimer ef Knowledge Knowledgetransfer | Investigates the association| Findsa moderateanediation route where the mediati
al., 2014 based view influences on | between MNC headquarters an route of the subsidiary marketing unit's process
marketing strateg] marketing units in Australian| capabilityis dependent upahe extent of headquars
implementation subsidiaries. inputs.
Lee et al.|Organisational| The impact of Explores whether differences| The outcomeof foreign subsidiaries is influenced
201% learning &| knowledge transfe| existin the styles of innovativ{ patterns of innovative knowledge transfer strategieg
resourcebased| patterns of groug knowledge transfer strategies
affiliated emerging globalised group  affiliated
market MNCs orn companies and whethethese
subsidiary differences affect subsidiary
performance performance.
Lunnan &| Not specified | The role of regiona Explores the role of region{ Regional headquarters contribute to MNE knowle
Zhao, 2014 headquarters in MN( headquartersy MNC knowledge transfer, buthe design of théneadquarters affe¢he
knowledge transfer | flows. type ofknowledge generated and transferasiyell as
the efficiency of transfer
Park et al.| Knowledge Comparisons betweg Examines the associatiq IJV ageinfluencesthe transfer of tacit knowledge, b
2015 based tacit and explicit betweenlJV age and tacit vs.| does not affect that afxplicit knowledgeThe transfer

knowledge transfers i
1JVs

explicit knowledgetransfer ang
also exploresheir comparative
influences on I1JVperformance
for young versus older 1JVs.

of tacit knowledgeplays a pivotal role in impacting g
the outcome of &th young and mature 1JVs, eteas
the transfer of explicit knowledge only hascatical
influence on the outcome of mature 1JVs
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Table 22 (continued)

Research | Theoretical Researcirea ResearciQuestion(s) Key Findings
Lens

Ho & Co The effects of Testswhetheractiveinteractions, Institutional distance between partnersieters
Wang,2015 | evolutionary | institutional distance, mutual trust and reciprocall knowledge protection The decreased absorpti
view absorptive capacity] commitment between allianc¢ capacity deterioratesalliance performanceHowever,
and relational capital | partners positively lessen th{ the presence of relational capitaltWween partners
effect of knowledgeprotection| alleviatessuch negative effects of countrgnd firm

on absorptive capacity and| specific characteristics

subsequently affect performang
Berry, 2015 | Internalisation | The influence of | Investigates whethetransfers of Transfers oMNC technological knowledge positive
MNC knowledgel MNC knowledge always brings affect the subsidiary pdormancein the cases wher
transfer on subsidiar| aboutadvantages tsubsidiaries. | home countryinnovation is prominent Subsidiaries
performance situatedn technologically lagging countriedsoenjoy
benefitswhen foreignnnovation is prominent.

Jiang et al.| Contingency | Partner knowledge | Explores he influences o] Basicallyy, mutual trust between alliancgartnes
2016 acquisition in knowledge exchange onMNC | promotesknowledge acquisitionlt lessensa negative

international alliance

competitiveness.

influence on knowledgdeakage in noiftompetitive
alliance, but complies with a -Bhaped pattern i
competitive alliances
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24.3Reverse Knowledge Transfer

As previously mentioned in Section 2.4.1, the importanceofanisational
knowledge (tacit or explicit) has beemphasisedDV D VRXUFH IRU VXVWDLC
competitive advantage his sentence cleartjemonstratethat critical knowledge&vhich
has not ben available within MNC networks maistin international markets, and thus
MNCs perceie localinformationas being valuable for sustainirggr advantage and are

more likely tocommenceactions that facilitate revers¢eansferof such knowledge by

using overseas subsidiarig®éfezédordtvedt et al., 2008).In addition, MNCs are

complex multi-dimensioml entities which indicates that RKT within MNC networks

arise from multiple directions (Gupta and Govindarajan, 2000).

According to previousstudiesexploring knowledgetransfer (andRKT), thereare
various definitionof the conceptKnowledge transfer is not a process of merely moving
knowledge from oneorganisationto another, but it is rather an adaptation and
modification process of knowledge, which has been generated in diffegamisational
and sociecultural contexts (Choi @hJohanson, 2012). Moreover, Wang el al. (2004: 173)
GHILQH NQRZOHGJH WUDQVIHU D Vorgdanis&lexeHarpe \of R1 V\V
LQIRUPDWLRQ DQG VNLOOV EHWZHHQ HQWLWLHV"™ $FF
SNQRZOHGJH WUDQVIHU hdtgénisatiomabriit vevredi®s Z somipleéx, D
causally ambiguous set of routines in a new setting and keeps the routines functioning.
These routines appear in the form of krleaw, R&D capabilities, managerial techniques,

DQG VR RQ™ 6FKRO QigeMrarsdeDiW &cbdrdadd@ Rith@hidse criteria.
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Pérez&dordtvedt et al. (20083uggest four dimensions of knowledge transfer/RKT:
comprehension, usefulness, speed and economy. First, comprehension of transferred
knowledge stands for the extent to whicle tknowledge is fully understood by the
receivers. Second, usefulness of transferred knowledge means the extent to which the
knowledge was relevant and significant aoganisationalsuccess.Third, speed of
knowledge transfer reflects how quickly the reeigi acquires new knowledge. Lastly,
economy of knowledge transfer is associated with effectiveness and efficiency of

knowledge transfer in terms of costs and resources.

With respect talirections of knowledge transfer, Eden (2009) argues that most MNCs
now have vertically andhorizontally integrated networks wher@KT occursvia all
directions within the networkRKT is a process that both parties (i.e., knowledge
transferors and acquing® make efforts to achieve regardieffective knowledgéransfer,
and embed new knowledge withimeir organisationgLucas, 2006). Knowledge flows
within MNCs embrace boththe vertical knowledge transfer from head offices to
subsidiarieandknowledge flows from subsidiaries to headquart@R&T) (Dobrai et al.,
2012) In thisstudy the RKTis defined ashe extent to which a subsidiary transfieksl

to MNCs (i.e., headquarters/parent fipms

A prerequisitefor RKT taking place is thatraoverseasubsidiary accumulates
sufficientstockof information,ZKLFK LV FULWLFDO IRU 01&V 6XFK VXE
primarily represented by LMI (e.g. marketing, purchasing and mapetific
technological knowledge), can help MNCs to coordinate and madifipbal strategy,

enhance their own operatairskills and develop new prodg¢Ambos et al., 2006). LMI
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covers information and knoWwow about the local culture, economy, politics, business
practicescustomedemands and preferences, and informatia@utbuppliers, customers,
governments and production (Murray, 200Epss and Pedersen (2002) classife

sources of subsidiary knowledge available to headquarters through RKT as follows;

1. Internal and tacit knowledge that is formed mostly through investnm R&D
and learning by doing.

2. Networkbased knowledge is produced from network relations to external parties,
such as suppliers and customers.

3. Clusterbased knowledge is created from ldagting interaction with a local
cluster, such as highly educdteemployees and high quality research

organisations.

Previous studies on knowledge transfer are based on the-demtree view of
knowledge flowqi.e. from the headquarters to the subsididyy},more recent literature
emphasisesghe critical importancef leveragingknowledgefrom strategically located
subsidiariesand reverse knowledge transfers (i.e. from the submdido the
headquartersjMudambi, Piscitello and Rabbigs2014 Ambos et al., 2006)RKT is
more complicated than conventional knodde transfer and knowledge characteristics
in the RKT play a more critical role than in traditional vertical trangfer, knowledge
flow from MNCs to subsidiaries) (Dobrai et al., 2012). In particular, Ambos et al. (2006)
highlight that RKTcontributes extensively to thelevelopmentRI 01& VY FRPSHWLW|
advantageand the enhancemerdf headquarteefficiency and effectivenessléo see

Najafi-Tavani, Giroud and Sinkovic20132. In this vein, sibsidiariesof MNCs can be
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regarded as importantontributos to the valuecreating activities of the parents
(Holtbrugge and Berg, 2004).sAhe absorption of LMI clearly hefpheadquarters to
modify and coordinate globalstrategy, upgrade processeshiairown or other network
units, or give clues tdevelopnew products, LMI transferred from subsidiaries to MINC

functions as a vehicle sirengtherhe latter§ competitivenesgAmbos et al., 2006).

In particular the reasons why many scholammphasise¢he importance of RKT are
as follows. First, theversassubsidiaries of MNCs contribute to the traditional task of
adapting headquartefechnology to local market neednd the former facilitateglobal
learning by easing access to extekrawledgeresourcesesidingin their environments
(Hakanson andNobel 2001) Second,overseassubsidiaries have access daternal
knowledge and develop new capabilities themselves; thus, sharing this knowledge with
headquarters may contribute to teastainmentRl1 01&VY FRPSHWLWLYH
(Najafi-Tavani et al.,2012). Finally, when operating in foreign markets, international
subsidiariesttempto concentrate on changes in local business environments in that their
operational success is determineghsiderablyby obtaining necessary resources
knowledge deeply embedded in local market conditipnsommercial practices and
cultures (Li et al., 2010)rheyalso try to adapt tthe localatmosphere becaugequent
interactions with locabrganisationsre crucial for survivalthus subsidiariesare likely
to havean advantageous situation to absorb and combine new mafkemationin
innovative waygHakanson and Nobg2001) Given the importance of the topich®lars

havebeen exploringlifferent perspectivesn factorsaffectingRKT (see tle Table 2.3).

This subsection 2. Hasexamingl theliterature on knowledge transfer/acquisition and
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RKT, andTable 2.3 showsghe key essentials of previous studiesRKT from 2000 to
2016. The key findings of Table 2.3 can be summarized as folléwgs, the general
focusof extant empirics has moved from knowledge acquisition to RKT (for reference,
knowledge acquisitiomefers toconventionaknowledgeflow from MNCs to overseas
subsidiariesBy contrast, RKT is related tmowledge flows from subsidigs to MNC3.

This measthat it is the right time to investigate minutely the REifenomenonwhich

is the emergingfocus of current empirics. Second, generally speaking, three theories,
namelythe knowledgebased vieworgangational learning theory, ahthe absorptive
capacity paradigm have been used as overarching theoreticd ilepsevious studies
(they conclude that factors comprising these theories play a pivotal refeduraging
knowledgeexchange). However, this researcher argues that if absorptive capacity is
important to identify key determinants affectikgowledgeflows between MNCs and
their subsidiarieknowledge transfetapacityand their relationships based on relational
capital should beequallytreated as crucial theoretical backgroundsdiansational
learning. In this veinTable 2.3 highlights theecessityof focusng on teaching firmg]
capability to transmit information (i.e., knowledge transfer capacity) and the fole o
teaching and student firnfelationshig promoting learning environments (i.e., relational
capital). Third, agan beseen clearly in Table 2.8)ere aranconsistencies the results

of extant researchn thefactors impacting RKT, which confirms thscholarly attention
need to be paid to this research area. Thhse,facilitators and inhibitors affectirigKT

will be discussed in Chapter 3.
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Table 2.3 Investigation gdrevious research regardifagtors affecting the extenf RKT

Study Theoreticalens Researclarea Key findings
Gupta & Communication Knowledgetransfer & RKT| pPORWLYDWLRQDO GLVSR Vand/théRp@sene
Govindarajan within MNCs. richnessof transfer mechanisms (in case of informatialisation
, 2000 (374 subsidiaries) mechanisms) hee no association with knowledge outflows frg
subsidiaries to their parent corporason

Foss & Knowledge based | Subsidiaryknowledge The source of subsidiary knowledge has a positive assoc
Pedersen, view transferin MNCs. with the extent of knowledge transfer.
2002 (2107 subsidiaries)
Minbaeva et | Absorptive Knowledge transfer within| Both subsidiary absorptive capacity amativation are require
al., 2003 capacity MNCs. to increase the transfer of knowledge within MNCs.

(169 subsidiaries)
Ambos et al.,| Economic and Knowledge transfer fron There is no negative effect afrganisationaldistance on thg
2006 capabilitybased subsidiaries. SDUHQWYV EHQHILWYV IURP 5.7

theories (66 overseas subsidiaries)

Yang et al., | Knowledge Conventional an@RKT. Knowledge characterisicsM XEVLGLDU\fV NQRZ(
2008 relevance (105 acquired subsidiaries) a decisive factor for RKT
Noorderhave | Social learning Knowledge sharing withi Subsidiay capabilities have a significant influence on knowle
n & Harzing, MNCs. transfer to their parent firms.
2009 (169 MNC subsidiaries)
Schotter & Not specified Intra-organgational knowledge Persorto-person communication rucialfor reverse capability
Bontis, 2009 transfer: revees capability| transfer to occur.

transfer in MNCs.

(6 subsidiaries)
Miao et al., | Organisational RKT. Efficient formal mechanisms facilitate knowledge transfer fro
2011 learning theory (81 foreign subsidiaries i| subsidiary to its parent firm.

South Korea)
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Table 23 (continued)

Study Theoreticalens Researclarea Key findings
Rabbiosi, Coordination RKT. The combination of greater use of personal coordina
2011 mechanisra (358 Italian MNCs) mechanisms and a high extent of subsidiary autonomy posil
affecs the extent oRKT
Blomkvist, Evolutionary Subsidiary knowledge transfi The increase in subsidiary willingness subsequently enhanc
2012 theory, in MNCs. SHUIRUPDQFH RI WKH VXEVLGLDU\Y
Knowledgebased | (63 subsidiaries)
view
Borini et al., | Resourcébased Reverse innovationtransfer | 6 XEVLGLDU\TV VWUDW H 3ttoRg intddratiqn
2012 view (93 subsidiaries) (communication) between a subsidiary and its parent affeq
reverse innovation transfer.
Najafi-Tavani | Knowledgebased | RKT. Willingness and socialisation mechanisms have significa
etal., 2012 | and retworkbased (178 subsidiaries) influence on the extent of RKT.
views
Kumar, 2013 | Network-based RKT. The organisationabistance between knowledge traaisfctors
view (2 pilot studies) needs to becarefully considered in order to achieve high
knowledge transfeirom subsidiaries.
McGuinness | Received theory | RKT in MNCs. Adequate consideration of cultural difference is importan
et al., 2013 &RDWYV SOFTV F[ facilitateand encouragRKT.
Rabbiosi & | Ecology theory RKT. There is a significant association betweensocialsation
Santangelo, (84 foreignsubsidiaries) mechanismsan®WKH SDUHQWVY EHQHILWYV
2013
Chung, ®14 | Resourcebased Reversdransfer. Adequate international control for human resource manage
view (503 Hong Kong MNCs) | frequent personal contacnd active trust building determir

the reverse transfer of practices.
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Table 23 (continued)

Study Theoreticalens Researclarea Key findings
Filippov, Not specified RKT. Factors facilitating subsidiarigenowledge shareith theirpeer
2014 (100 subsidiaries in Czeq subsidiaries and parerfirms include subsidiary initiative,
Republic, Poland and subsidiary autonomy, local dynamism, and corpora]
Hungary) embeddedness.
Mudambi et | Not specified RKT. The effect of subsidiary innovativenessmi RKT shows an
al., 2014 (358 MNE9 invertedU shape, and the curvilinearity is greaiteigreenfield
type of subsidiaries rather than subsidiaries based or
internationalcquisitiors.
Najafi-Tavani | Resourcébased RKT. The ownershipof strategic resourcesuch asknowledge or

foreign subsidiaries in Japan)

et al.,2014 and networkbased (184 subsidiaries in the UK embedded relations, enhances subsidiary eff@ctRKT. In
views addition the level of RKT decides the influences of subsidis
headquarters embeddedness, external embeddedness
knowledge development within MNCs.
Nair et al., Not specified RKT. Factors having positive influence on RKT ar@oWwledge
2015 (329 Indian MNCs) relevance and subsidiary capability
Najafi-Tavani | Network and RKT. The extent of RKT enlarges subsidiary power within M
et al., 2015 | dependency (183 subsidiaries in the UK| networks and subsequently increases its autonomy. In parti
theories the trendis (@) strengthenedvhen the level of interng
embeddedness is higind (b)lessenedvhen the level of extern:
embeddedness is high.
Peltokorpi, Media richness RKT. A mediation effect ofufficient communication media found
2015 (661 functional departments | for the relationshifppetweerlocal employee&orporate languag

proficiency and RKT. Local employee commitment tg
headquarter alsbas a moderating influence between suffici
communication media arRKT.
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Table 23 (continued)

Study Theoreticalens Researclarea Key findings
Driffield et Agency theory RKT. Inter-frim relationships and location MNC affiliates affectthe
al., 2016 (1673 parent companies a extent to whichMNCs acquire knowledge from subsidiaries
4196 overseas affiliates)

Nair et al., Springboard  an(¢ RKT. The level of RKT is considerably influenced Iperceived

2016 LLL (i.e., linkage | ( Indian multinationals with subsidiary ability, knowledge relevance and absorptive cap:
leveragelearning) | overseas acquisitions In the discussions of RKT, knowledge relevance ha
frameworks moderatingeffect whereas absorptive capacity playsediating

role.
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2.5 Theoretical Framework

This chapter has explored theories associated with both MNCs and subsidiaries
(possibly with learning) and relevditeratureon knowledge knowledgeacquisition and
RKT. The theories and relevant literatuage blendedn this sectionto produce a
concepual framework for subsequent empirical analygithough other theories are
related to the topic (i.e., reverse transfer of LMI from overseas subsidiaries to MNCs) to
some extent, subsidiari&KT to MNCs would not be plausibiéthey do not possess
adequate absorptive capacity andX E V L GdufiidiehtHex &l ofknowledgetransfer
capacity as well as build wgppropriateelational capital promotintavourablelearning
environments. Thus, in order to draw an overall picture of RKT and completely
undestandthe phenomenaqithis researcher revisits batie knowledgeransfercapacity
perspective and relational capital theory anéxplains them in this sectioal{sorptive
capacity will be integrated into the knowledge transégracityin the explanabns below

and in the next chapter).

Subsidiaries, as parts of MNC networks, often have chances to access various local
resources or to acquimiverseknowledgeresiding in different countries, which may
mean that subsidiarignnovative internal chargeristics and ability to innovate can
influence the extent to which they share knowledge with MNCs (Joao, Serralvo and
Cardoso, 2011). Meanwhile, knowledge exchange between MNCs and overseas
subsidiariess critical for both in that MNC technology helpssidiaries tamprovethe
guality of new products for gaining competitive advantage (Lee et al., 2008), whereas

subsidiariegability to cultivate and thetransferLMI may determine the new creation of
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competitive advantagesfMNCs (Minbaeva et al., 2@).

Even though important LMI is available, not everganisatiorsuccessfully shares it
mainly due to subsidiariggifferent learningapabilitiesand their insufficient knowledge
transfer capacity (Park, 2061 When subsidiaries learn LMI, knowledge often needs to
be modified in their digestion process, and thus RKSigwificantly affected by the
capacity to which the absorbing units are eligible to develop further and exploit it for their
own organisatiorf Yurposes (Minbaeva et al., 2003he extent of reverse transfer of
LMI by subsidiarieds determined by the knowledge senflerapacity to transmit the
knowledge, which eventually influences MNC competitiveness (Tang et al., 2010). For
this reason, theadity to transfer and deploy LMI has become one of the main competitive
priorities for many overseas subsidiaries (Subramaniam and Venkatraman, 2001).
According to Park (201, this ability isfrequentlypromoted by information send€fs
innate charactestics and capacitper se such aknowledge development capability,

possession of prior related knowledge, willingness and autof@myhasis added).

According to Martin and Salomon (200&)ge knowledge transfer capacity of a firm
can be classified imio dimensionscapacity to develop knowledge and capacity to access
knowledge. In addition, they define knowledge transfer capaciihasability of a firm
to articulate uses of its own knowledge, assess the needs and capabilities of the potential
recipient thereof, and transmit knowledge so that it can be put to use in another
location’(p. 363). This definitionemphasiseghat knowledge transfer capacity is
dependent upon a firfh ability to understand the value of new exterkabdwledge

identify the potential use of the knowledge and assimilate it appropriately for effective
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knowledgeutilisation This is often referred to as knowledgedevelopment process
within MNC networks. MNCs, in fact, implemenntternationalexpansion, in partn

order to acquire locally specific knowledge (ileM1) which has not been availaliteit.
Howeverthe acquisition of the knowledge would not be plausible if overseas subsidiaries
do not own basicompetenceto teach the knowledge (Martin and Salom2003).In

other wordswithout the presence &howledgetransfer capacity by subsidiaries, MNCs
would not obtain previous external information and use it for their commercial ends in
that knowledge transfer capacity is a prerequisite for RKT and algs teeidentify the

value of knowledge which is onethiekey elements boostirgyganisationgberformance.

Meanwhile, the basic competences to instruct are commonly promoted when
subsidiaries possess a range of prior relewaganisationaskills andcapabilities, which
also help the teacher firms to access locally residing kmmw However, although
subsidiaries meet the prerequisite by accumulaisgfficient stock of prior internal
knowledge, some firms sometimes show a propensity to be reluoctaopen their
knowledgereservoirfor various reasons (e.g. to maintain stratégiportancewithin a
MNC network). This $ a serious obstacte enhancing knowledgeansfercapacityand
smoothing RKT, as such reluctandeequentlytriggers a result that subsidiaries lose their
capability to be able to transmit knowledge to targeted recipients (i.e., MNGg) in
appropriate way (Park, 2041 In this situation, a shedut to uphold subsidiary
motivation to be transparent is perhdps MNCs to allow the subsidiary to enjoy
organisationahutonomy. This will also helpubsidiarieso make a decision quickly in
order to adapt to changes in local business environmentsiliivdteautonomouslyheir

own capability talecidehowprepaedareceiveris to use and assimilate LMI, which will
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substantiallyincreasesubsidiary knowledge transfer capacity.

Another point which needs to be considered in the RKT discussions is relational
capital betweenknowledge senders (i.e., subsidiariesy aecipients (i.e., MNCSs).
Relational capital means the bundleoofanisationatomponents greasing headquarter
subsidiary relationships within MNC networks, which enlarge logically the extent of their
cooperation andheir key knowledge sharindRelatioral capital in the MNC networks
refers particularly to firmspecific relationships that MNCs develop with other
subsidiaries through a process of interactions and plays a critical roleaitingintra-
organisationalearning (Evangelista and Hau, 2008)milarly, Lee et al. (2008) argue
that the degree of RKT between subsidiaries and MNCs depends highly on relational
capital encompassirgpcialisationmechanismssuch as social interactions. Activecil
interactions facilitate knowledge exchange by arding both partie§coordination
capabilities (Li et al., 2007pocialisatioris related to the capability to enhance the sense
of closeness and intimacy between units, which facilitate their knowledge sharing (Borini
et al, 2012). In particular, knowtlge acquiring firms may learn more easily and move
quickly in the case of explicit knowledge learning, but the acquisition of tacit information,
such as LMJis a frustrating and complicated process, and thus for efficient &i€ial

tiesinfluencing RKTfrom subsidiaries to MNCs are essential.

Trust plays a critical role irdeterringopportunisticbehaviourwhich suggestshat
mutual trust facilitates knowledge transfer from MNCs to subsidiaries and also their
reverse riansferby saving transaction caestaind time for screening amelcognisingthe

perceived value of transferred knowledge (Li et2007).The presencef relationaltrust
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signifies a capability to exchange a high degree of mutual understanding, which probably
indicates that trust is prerequisitefor the exchange dtnowledgeand especially the
transfer of tacit knowledge (e.g. LMI) (Roberts, 2000). These discushkighsight
clearly that theachievemenbof MNC Vdlccess in the global marketplace is dependent
largely upon the effective management of relationships between MNCs and subsidiaries,
but suchrelationships are influenced by the degree of thejanisationaheterogeneity

(i.e., organisational distancg Forinstance thebehaviourand attitudes of eployees in
foreign subsidiaries are likely to differ from those of employees at the headquarters when
their organisationatultures arenot identical (Hewett and Bearden, 200) this vein,
relationalcapitalbetween subsidiarieend MNCscan becharactesedby their level of
sharing common processes and val@gsesentingrganisationatlistance(Dhanaraj et

al., 2004)

In short, strong relational capital provokes the effective upkeepooialisation
mechanismencouragingnteractions and communidams within the networks, develops
friendly relations and mutual trust, ahelpsto minimisevariousorganisationatlistances
such as culturakstrangementpsychic gap and goal heterogeneity.other words,
althoughsubsidiariesre effcient platforms forRKT, allowing MNCs to access LMI and
giving them an opportunity to learnme skills and competenci@s local marketsthe
MNCs fabsorption of LMI is not likely to happen withouproper socialisation
mechanismgNajafi-Tavani et al., 2012)rust betweerknow-how exchanging parties
(Buckley and Park, 20} &ndminimumorganisationatlistance (Ghauri and Park, 2012).
This is becausthe maximisationof the level of RKT from subsidiaries to MN@soften

accomplished by relational capital protimg afavourablelearning environment within
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anorganisationatontext.

2.6. Conclusion

This chapter starts with defining the subsidiaries which are formed through various
international market entry moddsthen reviews$avourablesnvironments and conditions
for the establishmenof subsidiaries. To observe those contingencies, different forms of
marketentry, such as IJV, M&A and WOS, are compaieds found that when MNCs
possess relatively low levels of assets, intenthit@imise cost and riskand face host
government restrictions, they are likely to prefer joint venture establishment with local
partners.The existence of an appropriate partner for IJVs in the local market is also
important as the local partner should haveplementaryresources anknowledg and
a network position. Inaddition the institutional environmentof the host country is
another determinant influencing IJV formation. On the other hand, WOS is selected when
MNCs possess sufficient assets for coveraly costs, there is a high resource
commitment from subsidiary operations, and they do not want to révealown
previous knowledge and knelow tootherlocal firms. By choosing the entry strategy,
MNCs can maintain tight control against wholly foremmned subsidiaries, so that they
can retain all previousrganisationahssets. MNCs are likely to select M&As as a market
entry strategy possibly when they do not possess sufficient assets to develop in a new
market (i.e., the complementary assets peeskby target firms are expected to enhance
synergy effects). However, MNCs need to consider carefully the presence of cultural

incompatibility and a way tochievean issue omrganisationaintegration.
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Although each market entry mode has advantages and disadvantages, one of the main
reasons why MNCs establish overseas subsidiaries in alien environments is closely
associated with motivations for RKT from subsidiaries. For example, full ownership such
as WG is set up for MNCs to enhance management comérabve potential conflicts
with partners and obtain a strong ground for RKT. Compared to WOS, an IJV can
implementsuccessfuRKT under the conditions of tttwmplementaryature of partner$
aptitude and abilities. Previous studies have paid scholarly attention to knowledge
acquisition from MNCs bgubsidiarieandconventionaknowledge transfer from parent
firms to their subsidiaries, but given the importance of the topic, this study attempts to
identify thekey factorsaffectingknowledgeransferfrom subsidiaries to parent firnfise.

RKT).

From the perspective of MNCs, RKT is an important way to acquingue
knowledge from their subsidiaries for further innovation and the creation of competitive
competence (Chung, 2014). When MN&sablishsubsidiaries, they intend to acquire
idiosyncraticresources from subsidiaries, such as local information on government,
labour resources and margeviudambi et al. (2014) argue th@teenfieldsubsidiaries
share more knowledge with thdweadquarterghan acquiredsubsidiariesas shared
cultures and routines have positive effectskanwledgeflows. However, browsfield
types of subsidiary also clearly contribute to the improvement of MplGisal positions

through the acquisition of complementary knowledge.

Theorieswhich are often used in international busindssnaing(i.e., internalisation

theory, eclectic paradigm, seurcedependence theorgrganisationalearning theory,
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absorptive capacity theory, knowledge transfer capacity perspectivihanelational
capital view) have long attempted to explain why MNCs attempt to enter foreign markets
despite the presencetbik liabilities of foreignness and illuminate the primary reason for
their investment motivations. Moreover, all these theories have their own attributes and
different perceptions orsubsidiariesand knowledge transfelt is concluded that both
knowledgetransfer capacity ancelational capital view are useful to draw an overall
picture on RKT and fully understand the phenomenon (note that absagpiaeitywill

also be incorporated into the part of knowletlgasfercapacity in that RKT would not

be phusible if subsidiaries do not have adequate absorptive capacity as an initial starting
point for knowledgetransfer). To reiterate, the objective of the study is to idefttidy

main factorsaffectingRKT from overseas subsidiaries to MNCs and the twortteal

lenses are expected to help to investigate the RKT phenomenon.

Previous studiesf organisationalearninghave tended téocus either on interfirm
linkage between alliance partners (Inkpen Rien, 2006; Tsang et al., 2004) or linkage
between international subsidiaries and local business units (Liu et al., 2010; McEvily and
Marcus, 2005). This study extends the scope of earlier works and investigates the cause
and-effect relationships on RKTrdm subsidiaries ttheir headquarters. In addition, the
exploration will be based on the view that knowledge is a critical resource for MNCs to
upgrade sustainable competitive advantage (Liu et al., 2010). By combining relevant
theoretical perspectives Neompassing absorptive capacityis study attempts to
investigatewhether NQR Z O H G J Hknéow&geHansfr capacityfluences the
extent to which learningrganisationgscquire precious informaticandwhat determines

the extent. Moreover, thiswsty also examirgethe effects ofelational capital between
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knowledgeexchange parties on the extent of RKh explicit researctframeworkwill
now be drawn up to undertake empirical investigation of these questions and from which

hypotheses will be devabed
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Chapter 3. Research Design and Hypotheses

3.1 Introduction

The previous chapter revied MNCs finternational market entry modes, the
formations of subsidiaries and the main theories explaining the denisiking in these
areas.In addition, it also revieed previous research abdutowledgeacquisition and
RKT. As national boundaries become more permeable, subsidiaries are increasingly and
significantlyinvolved inthereverseransferof knowledge and generate the fundamental
sources of competitiveness for MNCs (Lucas, 2006). Although headmgteatitionally
play a critical role in providing knowledge and competencies within MBi@/orks, they
increasingly become receivers kafowledge from their globally dispersed subsidiaries
(Schlegelmilch et al., 2003). As MNCs seek subsidianbgh can turn into creative
subsidiariegontributing to the improvement of their innovative competencies (Davis and
Meyer, 2004; Yang and Jiang, 200Khowledge which is reversely transferred from
overseas subsidiarigs significantly considered as onetbékey foundations of MNC§
competitive advantage (Fetygang and Jinghen 2011).The term3N QR Z OiH Gid H
study is LMI and follows the classification by Gupta and Govindarajan (199%)
information on market databout customers; (2) informatioon market databout
competitors; (3) Marketing knowow; (4) Distribution knowhow; (5) Marketspecific

technological knowhow; 6) Purchasing knowhow.

The efficient absorption of LMI is importaparticularly for MNCs as itanbe a

crucialand decisivdactorfor the success of direct investment in foreign markets (Park
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et al., 2013). Knowledge transfer within a firm (i.e., MNC networks), especially among
the variouggeographidocations of MNCsgubsidiaries, is subject to diverse determinants
and scholars have researched different perspectregarding factoraffecting RKT.
Michailova and Mustaffa (2012) suggest three clusters (knowledge characteristics,
characteristics of actors associated with the 4MNC knowledge flows and
characteristics of the relations between the aconsernedvith the knowledge flows)

of variables in ader to explairthe outcomes of knowledge flowBhe pevious studies
dealing withdeterminants oRKT can be classified in three perspectivéselevant
entities involved inthe phenomenonknowledge sender (a subsidiary), knowledge

receiver (a parentriin) and therelationshi between the two.

With regard tahe perspective of subsidiarjéabbiosi and Santangelo (2013) argue
that subsidiaries have different levels of local embeddedness and integration within
MNCs; thus these elements affect the degs of subsidiarifnowledge accumulation
and RKT. For instancesubsidiary age ipotentialy a critical factor of asubsidiary§
capacityto accumulate capabilities akeaiowledgeand to add vakl to the MNCs via
knowledgetransfer(Rabbiosi andsantangelo, 2013)wasa and Odagiri (2004uggest
that the subsidiary needs to hasefficient absorptive capacitior RKT to make a

contribution to the competitive advantage of parent firms.

In terms ofthe headgqD UWHUVY SHUVSHFWLMWH201&KdiQe thdat DQG 6
parent firms may implement various types of activities to facilitate RKT. First,niagy
execute personnel exchanges through regularly sgnparentfirm researchers to

subsidiaries oby transferring researchers in the subsidiandseadquarterueto the
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strategic significance obrganisationalearning in a global economy, the repatriating
knowledge which is acquired through intefoatl assignments is importa@®ddou et
al., 2009); thus personnel transfers are important conditions for succe$il
(Lazarova and Tarique, 200econdheadquarters can acquire relevant kdew of
products through purchasing products developed bguhbsidiarieslwasa and Odagiri
(2004 suggest thahe parent firms alspeed to have a sufficient absorptive capacity to
make a contribution to the competitive advantage of thdoavever this area is beyond

the scopeof thisstudyin that it focuses on subsidiary§ capability.

From the perspective oélationshi between a subsidiary and its parent fiBorini
et al. (2012)argue that RKT can be affected, for example, by subsidifsiestegic
orientation and strong communication between the parent firms and its subsidiiagies
use ofsocialisatim mechanism@robablyhas apositiveinfluence on the extent of RKT
by increasing the frequency of subsididwgadquarter interactisrand communicaticsn
(Najafi-Tavani et al., 2012 Rabbiosi (2011) alsproposs that coordinatiorthrough
faceto-face me#ngs assiststhe enhancment of accumulatingand tansferring

knowledge withinMNC networls.

As mentionedn Sectiors 2.3and 2.5both knowledgéransfer capacitgnd relational
capitaltheoresseneas the overarching thezircal lengsto develop testable hypotheses.
The objective of this chapter is to outline aonceptual framework and proposee
researchhypotheses identifying the main determinant®Kfl. The ability to transfer and
deploy LMI has become one of the main competitprgorities for many overseas

subsidiaries (Subramaniaamd Venkatraman, 2001)and the twdheoreticallensesare
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appropriate to observe the phenomenarthe contexif knowledgetransfer capacity
and relational capital, aray intensively reviewing and investigating previous empirical
studies exploringhe determinantsef knowledgetransferand RKT, this studyidentifies

two categories of RKT determinantke characteristics of knowledge senders associated
with knowledge trasfer capacitydomains and theharacteristicof the relationships
between knowledge senders and receivers related to relational .cKpitaltledge
development capabilitypossessiorof relevant knowledge, willingness to shaead
autonomyrepresenknowledgetransfer capacity. With regard to relational capital, this
studyfocuses orsocialisatiormechanisms, trust amaganisationatlistanceHypotheses

are identified according tihe impacbf those determinants dhe extent of RKT.

3.2Subsidiary 1V N Q R Zranidfer tapacity

Subsidiaries, as parts of MNCs, gain opportunities to access various resources or
acquirediverseknowledgeresiding in different countries; thusubsidiarie§innovative
internal characteristics and ability to innovate atiact knowkdge sharing within MNCs
(Joao et a).2011). Knowledge sharing wih MNC networks (as a resuf subsidiary
RKT) is critical to MNCsfnew product developments fachieving competitive
advantage (Leet al, 2009 in that subsidiarieflevelopment anttansferof knowledge
may determine the creation of competitive advantages of MNCs (Minbaeva et al., 2003).
However, although knowledge is present in local markets, not all subsidiaries successfully
acquire the knowledgeajueprimarily to their different learning capacity and insufficient
knowledge transfer capacity denoting knowledge serfdeilgy to spread the knowledge

to otherorganisationg;eeding it (Tang et al., 2010).
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Thus, the flows of knowledge are dependent upon the knowkssiyger§ capacity
thatis able to help the knowledge recipients to understand and acquire the transferred
knowledge (Tang et al., 2010). For this reason, the ability not only to deploy but also to
transfer knowledge has become one of the main compefiiiaities for many
subsidiaries (Subramaniam and Venkatraman, 2001). Meanwhile, the decision to transfer
knowledge is driven by theability of knowledge transferorsto share knowledge
(Minbaeva and Michailova, 2004; Minbaeva, 2007). In additibe, intenn to share
enlarges a probabilityhat knowledge is transferreth such a way that it can be
assimilated by the receiving units (Martins, 2012). In this vkemwledgetransfer
capacity is also often shaped by a flrmternal capability (Zhuang and G@®13).This
studysuggests four elements of subsidiafteansfercapabilitiesas a catalyst promoting
RKT: subsidiary§ knowledge development capability, possession of prior related

knowledge, willingnessaand autonomy.

3.2.1 Knowledge developmentcapability

A subsidiary§ ability to eébsorbandacquireexternal knowledge ia prerequisite to
sustainand developcompetitive advantag@Persson, 2006; Ramayah and Mohamad,
2010; Bierly Ill, Damanpour and Santoro, 20083 well as transfethe knowledge to
MNCs (i.e., RKT) Minbaeva et al., 2003yVith respect to the RKThe reverseransfer
of knowledge fronsubsidiarieso theirheadquarters can take pla=zeticularlywhen the
former has a stock dénowledgethat is firmspecifically developedbut valuable for
MNCs (Mudambiet al.,2014).Thus,this explanation clearly informs scholars thia

starting point of RKT isubsidiarie§successful developamt ofthe knowledge learned
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from local markets (Martins, 2012l also implies thastome sibsidiaresarebetter able
to improvethe value of theipossessekinowledge byacquiringnew localknowledgeand
combiningit with holdingknowledge and theemployingit for operatiors in their local
markets.By doing so,compared to othesubsidiaries withirlMNCs, they canachieve
higher competitivenessand performanceln that situation MNCs have aendencyto
support such subsidiari@gth the intention ohavingan opportunity tacquirecritical

LMI through RKT RugmanandVerbeke, 2001).

In the same vein, many previous studies shed light on the role played by the
knowledge development capability of subsidiaries for RBA&venport and Prusdk998)
argue that once MNCs regard specific subsidiailes as an attractivecollaboration
countepartowningadequate capability to assimilate LMI and turn it into niovaluable
information the former commonly strongly tries to acquire and learthe subsidiary
knowledgeln this circumstanca\INCs which activelyinvolve RKT and MNCs tend to
try to provide more education and trainingportunitiesto subsidiarie{Gupta and
Govindarajan, 2000y0 that the latter will be able to developn-duplicable and
distinctiveskills, such as specific markietowledge for MNCs (Bjorkmanet al, 2004).

In addition, RKTbecomes especiallyivid when these efforts between subsidiaries and
MNCs trigger the virtuous circles above for their knowledge exchange and MNCs

endeavouto apply the reverselyansferrecknowledgewithin MNC networks.

Moreover, similarto given discussions, extant empirics have a propensity to argue
that subsidiarie§knowledge development capabilities ahe primary channels for

identifying and attainingnarketrelated knowledger local informatiorfrom their local
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environmentsand this knowledgé&unctions as the foundation tarry outRKT (Najafi-
Tavani et al., 2012Strube and Berg, 2011An overseasubsidiary is more likely to be
involved intensively with local business partners by increasitegactiors in order to
accesdocally uniqueknowledge(Gammelgaard, McDonald, Stephan, Tiselmand
Doérrenbacher 2012) and these activities facilitate the enlargement of subsidfaries
knowledge development capability (Piscitello and Rabbiosi, 20@éxnwhile, sucta

V X E V L GhilbyodeVelopnew knowledge frontheirexternalkenvironmens becomes

a powerful spur promoting RKT to MNCaiidersson, Forsgren and Hql2001) and

the knowledge transfer from a subsidiary is tekgected when subsidiary hasaluable
knowledge for MNCs (i.e., has strong capabilitiédporderhaven and Harzing009.

On the basis of these argungrthe following hypothesis is formed;

Hypothesisl: Knowledge developmemiapability by subsidiaries is positively related

to their reverse knowledge transfer to MNCs

3.2.2Possession gbrior related knowledge

Organisationaknowledgeis a crucial element for sustainable competitive advantage,
and thus knowledge absorption from external sources aiggmficantly influences
organisationaekfficiency, quickadjustmerg to changing business environments and the
long-term existence of fims (Dobrai et al., 2012; Inkpen and Tsang, 200 level of
knowledge basiss critical for anyorganisatiorand often determines its destiny and the
survival of the firm.Similarly, from the perspective of MNCs, RKT from subsidiaries

ought to function as a vehicle not only to maintain their compet#dge but also to
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further improve their market position the global arenaThese explanations imply that
leveragingknowledgefrom geographtally different subsidiaries ise primary source of

competitive advantage for MNCs (Yang et al., 2008).

However, knowledge has sticky characteristics, which makesd to transfefrom
one firm to another (Park, 2041 thus to overcome such a difulty, a subsidiang
existingknowledge base can be impoitamthat it does nateed to use an experimental
way when it possesses prior related knowletfgether words, for knowledgeansferos
(i.e., subsidiaries), aorganisationaknowledge base stemming from the possession of
relevantknowledge stands for the level of familiarity incartain area and offers
organisationatonfidence in teaching, which helps knowledge recipients (i.e., MNCs) to
successfully receive new informatimom knowledge senders (Park, 2@L1Accordng
to Cohen and Levinthal (199 whenorganisation®wn prior related knowledge they are
better able to achieve difficuttrganisationamissions in that it provies a clue to solve

problems whiclthey encourdr in the process of business operations.

Park (2014) punctuates these discussions by pointing out that the possessiar of
relevant knowledge is thekey for knowledge transferors to support acquirets
effectivelylearnnew knowledge from thenThe same researcher also arguesdiaed
relevantknowledgen subsidiarie§memory aids thenotlesseroperationalincertainties
by increasing MNC attention througtfesttively transferringocal informationin foreign
markets which implies that sudidiaries capability to transferLMI based on the
possession aklevantknowledgeaffecs the learning of LMI by MNCgalso see Ghauri

and Park, 2012). Hencthis leads to Hypothesis 2.
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Hypothesi2: The possession of prior related knowledge by subsidiesri@ssitively

related taheir reverse knowledge transfer to MNCs

3.2.3Willingness

Knowledge is deeply embedded onganisationsand therefore RKT is a time and
resource consuming process. Due to thissuésidiaryis sometimes unwilling to
contribute to the knowledge base of its pafem (Najafi-Tavani et al., 2012 Szulanski
(1996) contends that the major reasons behin#nbw/ledgetransferor§ protectiveness
are generally feanf losing ownership, a desire be sustainablen a superior position,
inadequate reward for sharing havdn success, and unwillingnessiedicateime and

resources for transferring knowledge.

Husted and Michailova (2002) also suggeeit knowledge senders have hostility
towards sharing knowledge faix reasons 1) possible loss of market value and
bargaining power and sustainimglividual competitive advantage,r2Juctance to spend
time andresources on knowledge sharing, 8jillingness to share knowledge with the
other party who put less or nd@t into knowledge development, gotecting against
externalassessmendf the quality of theknowledgepossessed, 5)ngertainty of the
knowledge U H F L Sihtétipetétiofi and percepti about the shared information, and 6)
high respect for hierarchy and official power in the case of holding know|&igeto
these reasonthe importance ahotivatingknowledgeW U D Q Willhgresd Yafiansfer
and subsequently promoting knowledge trangterhighlighted by some scholars

(EasterbySmith et al., 2008; Lee et.aR008 Osterloh and Frey, 2090
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These arguments indicateonversely that subsidiarie§ willingness to share
information can play a pivotablein substantiallyundertakingRKT (Najafi-Tavani et al.,
2012. Moreover, a subsidiaryaving a favorable tendency to shasd Ml will achieve
better knowledge transfer capaci#ccording to Park (2011a), knowledge transfer
capacity is affected bg NQ R Z O H G J H s\iitgrDt@ shake wRkfiowledgeith a
knowledge acquirerand thewillingnessdetermines the potential fdearning bythe
knowledge acquirefi.e., RKT). In other words, when theubsidiariesdecideto be
entirelyopen in sharing knowledge througariousways(e.g.codified documentations,
facilities or systems), the subsidiaries can become a more effeetiidefor MNCs to

learn LMI (Inkpen and Dinur, 1998).

To sum up, knowledge generated, for example, through continuous interactions with
customers and local suppliers (i.e., LMI)dificult for overseas subsidiaries to codify
and is unlikely tobe easily transferrable without open interactions betvkeemwledge
senders (i.e., subsidiaries) and receivers (MNCs); thverseas subsidiari§stent to
share and willingness to teachdiscisivefor the exploration, integration and agsjtion
of tacit information fromthe perspective of MNCs (Teigland and Wask®09).
Moreover, th&knowledge transmitteimay need to allocate a considerable amount of time
and resources in the case where they wastitocessfly transfer their owrknowledge
which clearly indicates than the alsence osubsidiariegwillingness, RKT would not

be pssible(Najafi-Tavani et al., 2012 In this regardHypothesis 3 is formulated.

Hypothesis3s 6XEVLGLDULHVY ZLOOL QJQ H¥posiay kltbdJH RZQ

to their reverse knowledge transfer to MNCs

122



3.2.4Autonomy

MNCs undertake countrgpecific strategies orderto competeagainst rivas. Due
to this, many subsidiaries often obtain substantial strategic independence in various
aspects of their operations, which subsequently resultseim obtainingconsiderable
intra-firm bargaining powewhich affectghe distributionR1 WKH ILUPYV UHVRXUFF
power plays a critical role ithe flow oforgansational knowledga&vithin MNC networks

(Mudambi andNavarra, 2004).

When a position oftrategidmportance is enhandgsubsidiaries are likely to receive
better support from headquarters and be able to quatkdypt tochanges in business
environments in local markets, whiekientuallyenlarge the extent to whiesubsidiary
shars LMI with MNCs (Joao et al.,, 2011)By contrast when connection of the
VXEVLGLDU\YV GHVWLQ\ WR WKH 01 &sipsidex RutoNorhyy W L J K
is not guaranteed, the subsidiary probably has to subordinate its own decisions to those
of the néwork. As a consequence it will often fintself locked into a trajectory shaped
E\ WKH SDUHQW L H 01& ZKLFK OHVVHQV W& VXEVLC
the local business environment. Similarly, Berdrow and Lane (2003) c¢kamthe
enODUJHG FRQWURO E\ WKH SDUH itlonaHIexkikty) WhidhK H V X E \
again impedes the improvement of its own ability to adapt internal resources to local
demands, and to develop new capabilities by itself. In a modern competitivenemeiro
the key to any successful strategy seems to be seganal flexibility, in that itnot only
helps to adjust quickly to changing demand and resource requirements, but also facilitates

absorption of new knowledge from external sources, which isrti@al foundation of
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RKT (Mohr and Sengupta, 2002).

However scholars definesubsidiary autonomy in different ways. According to
Harzing and Noorderhaven (2006), decentralisation/autonomy refers to the extent of a
subsidiary§ decisioamakingauthoritydelegated by headquarteedsubsidiariesvith
a high degree of autonomwill have more freedm to make a decision on several
activities andemployhigher levels of decisiemaking power for the activitie€Chiao
and Ying, 2013)Gammelgaard et al2012) also define subsidiary autonomy as the
decisionmaking rights that are granted by headquarters; khgis autonomarises when
the subsidiary makes mainly operational and/or strategic decisibiis Jow autonomy
occurs when headquarters primanihake such decisions. They furtharguethat the
ranges related to strategic decision mgkiilghts are (1) areas of targetinwarket, (2)
category of products, (3) prodwtd R&D development, (4roduction, and (5) financial
and human resource managemefiutonomy also provides subsidiarieswith the
opportunity to makedecisionsregarding the following arsa(Ghoshal, Korine and
Szulanski 1994): (1) mainly reorganising subsidiary departments, (2) planning career
development for subsidiary managers, and (3) changing product desighing
subsidiaries to make decisions for product alteration in order to respond quickly to market

and custmer needs (Ambos and Birkinshaw, 2010).

Nowadays, badquarter®ften WDNH FKDUJH RI FRRUGLQDWLQJ DQ
business activities by providing the subsidiaries with resources for operations and
encouraging subsiaries to make profits for MNCdyut subsidiaries need to have a

certain level of autonomy througllecentralisation IRU FRQWULEXWLQJ WRF
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development (Chiao and Ying, 2013). Autonomy of the subsidiary significantly and
positively affects RKT, on the condition that (1) subsidiaridsialy access and form
local knowledge, (2) communicationhsiilt between knowledge holders and recipients,
and (3) theelatedsubsidiary knowledg is really accessible other units of MNCs that
need it (Foss and Pedersen, 2002ius in order toensurethe enhancement oftimely
knowledgesharing between MNCs and subsidiafiRKT), the headquarters need to meet
these conditions by decentralising authotittheir subsidiarie@nkpen and Tsang, 2005).
As foreign subsidiariedbecome valuable sourcef competitive advantag®r MNCs,
MNCs often have a propensity to suppthre selfdetermination of subsidiaries about
their businessactivities which commonly triggers substantial increase ieffective
knowledge outputs byulsidiaries (Mudambi, Mudambiand Navarra 2007). This

discussioreads to the following hypothesis:

HypothesisA: 6 X E VL G L D U L H3phsibveW &z tetheir reverse knowledge

transfer to MNCs

3.3Relational capital

This studyconsidergelational capital between the headquarters and their subsidiaries
as a useful theoretical view helping to idenéffecual determinantsf RKT from the latter
Lee et al (2008) point out thaboth knowledge sharingndknowledgetransferbetween
headquarters and its subsidiaries and subsequent RKT would mpatssiblewithout
relational capital promoting learning environments. Evangelistra and Hau (2009) suggest

that this is becauselational capital refers to the sort of individual amarganisational
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relationships developed through a process of close and frequent interactions, and thus it
facilitates mutual understandirand resolves unnecessary conflicts, whicgically
enlargesthe probability of interorganisationallearning In addition, a elationship
betweerknowledge sharing entitiesan becharacterisedsthe power of their social ties,

the degree of trust, and their level of sharing common processes and (fauésal
element can be replaced drganisationatongruence or distancé)hanaraj et al., 2004)

This studyproposeshat there are three elementgalftionalcaptal, which significantly

affectRKT: socialisatiormechanisms, trust and orgsational distance.

The first elenent of relationalcapital is its socialisationmechanism, such as
organisationahteractions, frequemommunicationand efficient transmissiarhannels
Intenseorganisationalinteractions facilitate knowledge exchange by enhancing both
partiesftoordination capabilitie (Li et al., 2007). A strong relationship between a parent
firm and its subsidiaris one of the maimfluences orRKT, and such strong relationships
are a conduit for mutuaocialisationbetween units, which promotéieir relational
capital (Borini etal., 2012). Relational capital is also related to their trust relationships
(Borini et al., 2012). Trust plays a pivotal roledaterringopportunisticbehaviar and
boosts keeping an open mind, which indicates that it is otleeafentral components
comprising relational capital. Therefore, trastelerateRKT by saving transaction costs
and time for screening amdcognisinghe perceived value of transferred knowledge (Li
et al, 2007) (This will be further discussed in the process of hypothisiglopmeny

In addition, heterogeneous characteristics in cultowsjness schemes and psychic
distance increase retardation in enhancing relatioapital between MNCs and

subsidiaries (Lord and Ranft, 2000he achievement of MNC4&success in the global
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marketplace is largely dependent on the effective management of relationships between
MNCs and subsidiaries, but the relationships and subsequent accumulation of relational
capital are closely and significantly influenced by thostoia discussed above (Hewett

and Bearden, 2001). Based on thesef illustrations (an@xplanations ofhetheoretical
framework aitlinedin section 2.5), thistudyconsiders these elements (isacialisation

mechanismdyustandorganisationatlistance) a the essential parts adlationalcapital

3.3.1 Socialisationmechanisms

As knowledgetransfer and RKT processes arormouslycomplex and hard to
capture(due to complicated intgrersonal and intesrganisationatlimension}, the use
of appropriatesocialisatiormechanisms are importatd reinforce knowledgexchange
between subsidiaries and their parent corporations (Schlegelmilch and Chini, 2003).
Socialisation is the level of interaction and communication between f{@uossins,
Handfield, Lawson and Petersen, 200Byupa and Govindarajan (2000) shight on
socialsationas the crucial part of such knowledge transmission mechanisms. They argue
that socialisationmechanims create interpersonal familiarity and persoiméimacy
betwea subsidiaries and other unita.a similar veinKhan, Shenkar and Lew (2015)
also highlight thasocialisationrmechanismsre socially interactive mechanisnag the
inter-organisationalevel that enhance knowledge trandietween firmsThey further
suggest that suchocialisationmechanismsan be divided into formasocialisation
mechanisms (expressing the degree of structural interaction between knowledge
exchange parties) and infornsacialisatiormechanisms (reflecting the levdlioformal

social interactioabetween knowddge exchange partieshi$ studyadopts Khan et a$
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(2015) opinion and view thahe socialisationmechanisms include both formal and

informal socialisatiormechanism's

According to Gupta and Govindarajan (20G0ymalsocialsationmechanismssuch
as liaison personnel, task forces gedmanentommittees, play a critical role mixing
multiple units. Formasocialsationmechanisms have positive impacts on the density of
communication interfaces and knowledge outflows from subsidiarlesatdquarter8y
contrastRabbiosi and Santangelo (2013) proposeittfiatmal socialisatiormechanisms
such as teamwork involving pele, meetings and visits between subsidiaries and parent
firms (i.e., MNCs) function asgreasdin the RKT processThis is because they guide
manages in knowledge acquiring organisationsto paths to initially recognisethe
characteristic®f knowledge effectively understand the value of new information, and
apply itappropriatelyto business operations, which logically ls&mlthe enhancement of
knowledge sharing between theihese explanations clearly inform thatcmlisation
mechanismssignificantly enhance thextent to which subsidiariea®versely transfer
locally specialisedknowledgeand the level of interactions between subsidiaries and

headquarter Najafi-Tavani et al., 2012

Pedersen et al. (2003) suggest that the choiceechamisms istronglyrelated to the

7 Rowley et al. (2013) suggest thstructural collaborative connectors which are used for -imés

knowledge and informatioooperationplay a lubricant role in enhancingRKT from subsidiaries to
headquarters, and term this factor as knowledge integration mechanisms. According to them, the factor
includes parious structural interchangesdjusting relevantGHSDUWPHQW VY E kKetwe®HVYVY DFWI
knowledge transferring and acquiring firffes well asgystematidnstrumens, which etend intimacy

among individuals andsealateinteractions amongubsidiaries within MNQetworks{ which is parallel

to socialsation mechanisms in this studBoth knowledgeintegration andocialsation mechanisms may

function as a conduit thadrganisationsvigorously share necessaryinformation through formal and

informal channes, andin this vein, they can bieterchangeable
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characteristics of the knowledgEoltbruggeand Berg (20044istinguishapplicable
mechanismsfor knowledge transfer and RK@&ccording to knowledge typelacit
knowledge, compared to explicit knowledge, has the characteristics -afodarg and
monopolising and thus firms need to select proper mechanisms in order to facilitate the
occurrence of RKT (Zhuarand Gug2013). Moreover, in the case of tihender of tacit
knowledge (e.g. LMI), socialisationmechanisms(e.g. the international transfer of
managers and global teams) can function as a vehicle to share the knowledge in that such
information is significantly embedded in human memories. This meaaisrith
communication media aessential for the transmission of tacit information. In particular,
as much of market relevant knowledge, sucbMs, is tacit knowledge that is embedded

in organisationapractices and the cognitiwtructureof human bodies, the feasibility of

its transferequiresrepetitiveobservation by receivers and intensive interactions with the
transferors (Park et al., 2042 In this vein, frequent interpersonal communications in the
daily routine, mutual meetingsid headquarter visits enhance tacit knowledge transfer
(Bresman et al., 199®hodes, Hung, Lok, Lien and Wu, 2008) addition, as LMI is
knowledgedeveloped from different foreign markets and it is difficult to codify, RKT
should be undertaken in a syistatic way, including the formation of cresational teams
whose members have previous fgre experience and experience @fequent
communications between team members and foreign manddpseall compriseof

socialisatiormechanisms (Subramaniam arehkatraman, 200%)

To sum up, subsidiaries may learn and accumulate important lspeijic

8 By contrast explicit knowlelge can be transferrable mainly through writterdi@mesuch as manuals,
guides and reports.
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knowledge that is pentially useful to headquarters, bineffectiveuse ofsocialisation
mechanisms could hinder thansferandutilisation of thatknowledgeby MNCs (Miao

et al., 2011). Meanwhilesocialisatiormechamsmsarelargelyreflected inthe quality of
the relationships between a parent firm and its subsidiandéay, Chadee, Mattsson,
Johnston and Millet,2003). A good relationshifbetween the tworequires rich
communicationincludingconversations in daily routine through crasst teams and job
rotation (Foss and Pedersen, 2002). Harrington and Guimaraes (2005) also document that
internal communication channels (i.e. the methiadshich knowledge is moved from
one side to another within the firm), such as cffasstional teams, formal reports, and
official and unofficial meetings linkingrganisationamembersimprove knowledge flow.
The communication between subsidiaries aacept firms is also important because
frequent contacts enhance greater information exchangésissnificantly associated
with the enhancement of subsidiarfabilities to develofxnowledge(Birkinshaw, Hood
and Jonssqri998; Lazarovand Tarique2005. It significantlydiminisheghe obstacles
to sharing information and improving capabilities fkomowledge assimilation and
transformation (Park, 204L Consequently, thgualityof communicabn determines the
degree oformal and informal sharing of precious knowledge (Ghauri and Radk),
which confirms that the success of RKT is mainly a matter dféggiencyof subsidiary
headquarters communication (Ghoshal et al., 1994). These explanations also shed light
on the importance ofertaininteractions. Frequent anddepth interactions are positively
associateavith sharing and developing knowledge within MNC netwoi®ikmanet
al., 2004)Nonaka, 1994; Park, 201@rganisationainteractions between differentits
and MNCs are also a crucial facemcouragingknowledgesharing and are especially

advantageouso the transferof tacit and norcodified knowledge (Noorderhaven and
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Harzing, 2009)This discussioteads to the following hypothesis:

Hypothesiss: Socialisatiormechanismsrepositivelyrelated toVXEVLGLDULHV Y UH

knowledge transfer to MNCs

3.3.2 Trust

An important element that not only consistsrelaiond capital but hasalso often
beenargued by previous studies as a lubrictadlitating knowledgeflow between
knowledgetransferringand acquiring firms igrust. Trusipositivelyinfluenceghe extent
of knowledge disclosure, tlaithenticityof knowledge, and knowledge embracement by
themembesinvolved(Sieand Yakhlef, 2009)Additionally, thepresence ofrtistlessens
knowledge possessdfsfforts to protect their own crown jewels and incredle level
of transparency and openness to knowledge recipients (Buckley and Park, 2013). When
knowledge possessotake the risk dbsinga competitive advantage from delivering and
distributing valuable knowledge over othegangations trust provokes acceptance of
vulnerability and enhances the quality and frequencycahmunicationbetween
knowledge exchangingarties (Sankowska, 2013By contrast mistrust disturbs
knowledge sharing between subsidiaries and MNCs and ditengverse flow of
knowledge. These discussions cleanlyicatethat trust plays a pivotal role in escalating
subsidiariegmotivation toshare various and potentially valuable LMI witkadquarters

(Inkpen and Tsang, 2005).

Similar commentariepointing out trustas a catalyst promoting knowledge sharing
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andsubsequent RKT can easily be found from previous esudior example, both Lee,
Gillespie, Mann and Wearin@010) andMayer, Davis and Schoorm#h995) highlight

that trust positively affects motivations to disclose and share information from one to
another and facilitates the exchange agtlosureof knowledge ¢eealso Quigley,
Tesluk, Locke and Bartp2007). Tsai and Goshal (1998) further document that when two
partiestrust each other, they commonly shoprapensity to share their resources without
concern that the other party will take advantage away for notBindoing sotrust can
contribute to a reduction imansactiorcosts by diminishing the feaf opportunism by
knowledge transferodhamseh and Jolly, 2008and trusmayplay a critical role as a
facilitator totransfernew knowledge(Buckiey and Park, 2013Park (2010) also shed
light on the importance of trust organisationalearning. According to hiargument1)

trust reduces thgossibility of opportunistidoehaviours?) it alleviates potential conflicts
betweenknowledge sender and receiver andt3)rovides firms withenvironmentsn
which they actively participate in exchanging and shakngwledgewithout various
safeguardsn placeto protect themselves. All these series of explanations provided by
previous studieemphasisehat trustacceleratesrganisationalearning by saving time
and resource commitmerntsverify the accuracy and validity ¢ieknowledge conveyed

(McEvily, Perrone and Zahe&t003).

Trust influenceknowledgesharing in two different ways: from the point of vied
the knowledge sender and of the knowledge receiver (McEvily et al., 2003). First, from
the standpointof the sender, trust affects the ser§letegree of openness in sharing
knowledge with another party, and their openness helps the p#rgr to lean

organisationdy embeddedinformation by increasing the possibility of knowledge
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sharing. Second, from the perspective of the receiver, when the receivers trust the value
of knowledge transferred by thexchanging parties, they accept #reowledgeat its

actual value. In this vein, inteandintra-organisationalrust is crucial since it encourages

the sender to actively asstbie recipients tounderstand th transferred knowledge and

helpsthe latter teadequatelyecognisehe value of the infanation (Lane et al., 2001).

Taken together, thistudy suggests that trust between headtgrar and their
subsidiaries s apre-condition for cooperation between the two and such cooperation
positively influences the extent of effective RKT (Boh et al.,, 2013). In particular,
organisationaltrust is important when subsidiaries transfer knowledge to their
headquartertocated in a differentountry (Boh et al., 2013)in that the source of the
knowledge which is amsferred to the recipient tends to be uncertain (Gallie and Guichard,
2005). In thissituation, trust promoteshared understanding angen communication
(Bener and Glaister, 201(nd increases mutual transparency to share knowledge
(Khamseh and Jolly008), and thugrust functions as an important mechanism both for
building fiduciary relationship andencouragingknowledge exchange between them
(Hewett and Bearden, 2001 a similar vein Kale et al. (2000) arguehat relational
capital based on mutual trust can facilitate greater exchaagkancecooperative
behaviourwhich is necessarior the exchange or combination of knowledgel as a
result, promote th&ansferof information and knowhow betweencommitted exchange

organisationgalso see Tsai and Ghoshal, 1998). Hetius,leads to Hypothesis 6.

Hypothesis: Trustis positivelyrelated toVXEVLGLDULHVY UHYHUVH NQRZ

MNCs.
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3.3.3 Organisational distance

Organisationaldistance is often referred to as a risk facterhich increass
ambiguity intheknowledge exchange procegsi{bos et al.2006). Largeorganisational
distance mayresult ina misunderstanding of the logical linkages between business
activities andperformancesinputs and outputs, and the causes and effects of specific
marketbased competencgnd thus diminish subsidiariflsnowledge transferability to
MNCs (Simonin, 1998). Organisationablistance is defined as the difference between
headquarters and subsidexiin terms of values, practices and structuiesbs et al.,

2006). Simonin (1998) also definesrganisationatlistance as the degree of dissimilarity
in business practicesrganisationaheritage and culture. Taken togethmganisational
distance stnds for the difference between headquarters and subsidiaries in terms of

organisationatulture, vision, goals and operational directions.

Previous studiege.g., Ghauri and Park, 2012; Guptand Govindarajan, 2000)
commonly claim that knowledge is one of the most critical assets of MNCs in order to
keep up with othezompetitorsandefficiently cope in a global competitive market. Under
the premiseprganisationadistance (that is, sompatibilty of organisationakulture,
recurrent conflicts in corporate vision and goalsd dissimilaroperational directions)

between subsidiaries and headquarters within Mié@vorks yields serious barriers

% Some may suggest thatgansationaldistance is associated with cognitive capital rather than relational
capital. However, this researcher argues that there may be an intersection between the two concepts (Al
Tabbaa and Ankrah, 2016). In other wordsgangational similarities/distances inrganisationavision,

value and culture may influence the extent to which brganisationsharecognitive structures. The
similarities/distances consecutively affect their relationships, which eventually militate in favor of
promoting relational capitaln this vein, Park (2011) proposes theganizationatlistancesuch as cultural
difference is one dhecore elements comprising relational capital (refer to P.77).
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obstructing theikknowledgeflows (Martins, 2012). Maover, sucHirms experiencing
difficulties in sharingacorporate vision and missiortgough similar processes and value
chains and harmonious normshba&haviouy cannot win ina mutual learning race, which
plausibly causes a situation that subsidiaries are not able to reversely transfer LMI
(Ambos et al., 2006). According to Hennart and Zeng (200@),result particularly
emerges in the case wheoeganisationaldistance can become a fuse preventing
organisationalmembers from promoting communication, interacting in the routine
activitiesandsharing mutual ideaand thessubsequently bring aboateduction inthe

motivation to collaborate

As the part oforganisationabdistance, theoccurrenceof RKT may be difficult if
knowledge providers and recipients do not share a conamgamisational culturé@8oh
et al., 2013 As human behavis and perception are often deeply rootedsatial
structures, norms and customs, transplantation of LMI, whichahasliosyncratic
attributewithin MNC networks should bdifficult for headquarters (Schlegelmilch and
Chini, 2003). In additionprganisationakultural distance not only provokesnflicts
between firmgPothukuchi, Damanpour, Choi, Chen and Park, 2d8i#)also amplifies
misunderstandings anarriers for communicating with the other parg§eter and
Glaister, 201Q) Cultural distance may also diminish the perceived value of new
information by recipiens in that cultural gaps often make it difficultrfthem to
understand itadequately which suggeststhat the presence of cultural barriers
significantly impedes the flow of new information between knowledge senddrs an
receiversZeng Shenkar, Lee and SoriZ013).As anadditionalcomplementary note for

the role of cultural distancegrganisationalskills are often tacit and embedded in
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organisations thus the creation of afavourable learning environmentbased on
compatibleorganisationatulture is essential for the efficiemansferof the skills (Ghauri

and Park, 2012)Similarly, Buckley and Park (2013) and Park et al. (2009a) argue that
effective knowledge exchange between firms rehesvily on their organisational
cultural compatibiliy, and cultural compatibilitgignificantly enhanceshe opportunity

to acquire knowledge, which subsequently contributes toibgiédnew corporate culture

(Buckley and Park, 2013).

The influence of shared vision and goals between knowlergeangindgirms has
alsobeenhighlighted in much literature dealing with knowledge transfer and RKT.
shared vision refers to the extent of fit between different business units in terms of
ambitions,organisationaboals and missions (Tsai and Ghoshal, 198&haredvision
has theotential b link betweerorganisationss it enhances a common understanding of
cooperativegoals (Colakoglu012). $ared vision embraces the collective goals and
ambitiors of the individuals ofin organization and thusvhenorganisationamembers
share similar visions they can prevent potential misunderstandings in their
communications and have more chances to exchange or integrate resources and
knowledge (Tsai and Ghoshal, 1998). In addition, as strategically important knowledge
is likely to be embedded in arganisatiorand supported bgrganisationavision, the
absence of commarrganisationagoals may triggesituations that knowledge acquirers
may skew the value of new information whémey share the informatiomvith
organisationsvithin MNC networks Holtbrugge and Berg (2004ijstinguishthe source
of knowledge flows between external knowledge that is generated largely from local

constituents (customers, supplieeg)ployeesconsultants, etc.) and interrdalowledge
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that is genaated and accumulated mainly in own knowledggervoir They alsgpoint
out that the use of external knowledge.g. LMI) is influenced greatly by the
organisationatlistance between subsidiaries and MNCs, and such distancgbstayct

rapid and unconstrained flow of knowledge within MNC networks.

To sum upfirst, knowledge sharing and RKT cawcur with ease when knowledge
exchangingparties have similavalues (Ajmal and Koskinen, 2008; Lane et al., 2001).
Second, the development sifiared goals and visions may as&wveconsiderablyas a
catalystto enhanceknowledge sharing because sharing lergn visions and goals
between different units suppsibusiness collaborations arkcrease their efforts to
understand each other, which eventually has a positive influence on the extent of resource
transfer and complementary knowledge exchan@8rKman et al., 2004).Lastly,
different organisational culture between MNCs and subsidiarieokesva significant
obstacle to developing mutual commitment and the quality of knowledge exchange (Zhan

and Chen, 2013All these explanations highlight the followilypothesis:

Hypothesis7: Organsational distancas negatively related tsubsidiarie§ UHYHUVH

knowledge transfer to MNCs

3.4 Control Variables for RKT

3.4.1Mode of establishment

Knowledge is thdundamentalesouce of firms that want tsustainand/ordevelop
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a globally competitiveposition; thus MNCs often seekinformationresiding inforeign
countries through FDh orderto complementheir own knowledge whictnas not been
available internallyKedia, Gaffney and Clampit, 2012Jowever the levels of RKT can

be affected by the entry mode through which a subsidiary hasektsblished (Mudambi

et al., 2014)Althoughthis studyfocuses only on foreign wholly owned subsidiaries or
majority foreignowneship subsidiariegthe reason for this will be explained in Chapter
4), the impact of different market entry strategies RKT can be differentin the case

of Greenfield subsidiariedMNCs need toinput their knowhow at the onset stage
however acquired subsidiarie@.e., local firms running in local markets prior to MNC
acquisitions) posseskeir own knowledge that ison-duplicative within the context of
MNCs (Bjorkman et al., 2004). Gupta and Govindarajan (2000) also argue that acquired
subsidiaries are likely to have a larger pool of relevant knowledge to provide to their
headquarters than Greenfield subsidiarlasaddition, RKT betweenGreenfieldand
acquired subsidiaries is systematically diffef@vitdambi et al., 2014For exampleat

low level of innovativenes$&;reenfield subsidiariesan implement higher levels of RKT
than an acquired subsay as Greenfiel subsidiariesshare cognitive structuse
language and cultuneith their headquarter8ased on these discussions, it seems to be

critical to control for the potentiahfluencesof subsidiariegestablishment mode

3.4.2 Industry Characteristics

As the nature of industry can influence knowledge characteristics, diffierent
industrial characteristics may potentially influence knowledge sharing between

subsidiaries and parent firms, indicating that it is important to control for inetypiey
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effects(Rabbiosi, 2011 In other words, industry type is likely to influence knowledge
transferpractices within an organisation (Ambos et al., 20085 noted by Minbaeva et

al. (2003),ndustrycharacteristics affect MNC knowledge transfer (and vice versa), since
some industries are innately more international and implemehigtzer level of
knowledgetransfer between MNC units. Moreover, the speed of changes in technologies

and processes varigsdifferent industrie (Rabbiosi and Santangelo, 2013).

Servicesectorsarerelativelymore culturally specific than manufacturimglustries;
thus subsidiariesin service industriesmay hold different motivations for sharing
knowledge [Lane et al.2001). In line withYang et al. (2008 who suggest thamdustry
type is likely to influence knowledge transfer within MNC network&Gupta and
Govindarajan (2000argue that industriehatcontain characteristics greatefevels of
knowledge intensityre likely to be more internationetian other industriesThis study

considerghat it iscrucial to ontrol for the potential influenced industrytypes.

3.4.3 Subsidiary size

Firm sizestands forthe level of a subsidial§y strategic position; thus stonger
strategic positionenable better access to resources and knowledge possessed by
headquarters, andrger subsidiaries are able to create more knowlbgdkeemselves
instead ofacquiringknowledge from MNCgMinbaeva et aJ 2003).It is also possible
that a subsidiar§ resources in largerganisationsre already enough for them to create
and develop valuable knowledge; thissger subsidiaries may not need to relytba

resourcesind knowhow of headquartersvhich heninfluences the extent of their RKT
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to MNCs Guptaand Govindarajar2000)

To reiterate, larger subsidiaries tend to have more resources that can enhance their
learning activities anknowledgetransfer (Tsai, 2001), are likely to possess larger
knowledge stocks (Li et al., 2007) and can be more likely to providedupficative
knowledge to badquarters (Mudambi et al., 20)1In the same vein, large units may
control the process of knowledge sharing withiganisationgnd tend to possess more
financial and managerial resources to produce kreowledgefor units which need it
(Tsai, 2002)By contrast compared ttargerorgansations smallerorganisationsnay be
eager to acquire headquarter knowledgkeaathan gainingheir knowledgefrom local
markets as they may lack the capability to cultivate and luibadviedgeby themselves
(Park, Giroud and Glaister, 2008Based on these discussions, it seems to be ctitical

control for the potentiahnpactof subsidiarysize on RKT.

3.4.4 Subsidiary Age

The longer the subsidiaries have been in business, the more embedded they are with
local business environments; thusye canbe associated witlthe transfer of tacit
knowledge, such dsMI (GentileLudecke and Giroud, 2012).9ubsidiary§ innovatie
knowledge creation depends on the subsidia@snbeddedness concept which requires
time and strong effort; thuslder subsidiaries, which already have sufficient timed@apt
to the local environment, may more easily leaftacal knowledge thanyounger
subsidiaries (Borini et al., 2012for a younger subsidiarya lack ofexperience may

function as a barrier to leaomfamiliar skills and knowhow.
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The effects of subsidiary age on the extent of RKT have lsified in previous
studiegNajafi-Tavani et al., 2012). For instance, Yang et al. (2008) use subsidiary age as
a control variable when investigating RKT and conventional transfer from svidC
subsidiaries Older subsidiaries have more time to acquire and develop valuable and
distind capabilities and resources which are the basis of effective RKT, but it can be
difficult for young organisations to absorb knowledge from the local context and
independently create knowledge due to a lack of learning exper{&ad®biosi and
Santangelp2013) Conversely,older subsidiaries may be moimnovative andmore
intereseédin knowledgeexchangethus subsidiary age has perhaps a positive influence
on knowledge transfer/RKB6rini et al., 2012Minbaevaet al., 2003). Based on these

discussionsthe subsidian§ age also needs to be considered as a control variable.

3.4.5 Knowledge tacitness

Knowledge tends tooriginate from exclusive experiences and it often remains
embedded, not only in written manuscripts but also iptbeedurespractices, standasd
and values obrganisationsthus knowledgewhich isdeeply embedded iR UJDQLVDWLRQ
cognitive structureplays a critical role in developingtheir extra capabilities and
generatingcompetitive advantag@hagat et al., 2002As was noted earlieikknowledge
can be divided into two different fasetexplicit and tacit knowledg@Nonaka and/on
Krogh, 2009).Compared to tacit knowledge, explicit knowledge is relatively easier to
imitate, substitute and learn in that it can be codifiable through manuals, guides and
instructions.By contrast tacit knowledge is difficult to absorb becauséais sticky

characteristics and thus it does not move from one firm to andthese different
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attibutes ofknowledge and its innate nature (i.e., the level of knowledge taciimess)
determine significantly the extent to which subsidiaries reversely transfer their

information to headquarters (Eastei®mith et al., 2008).

As a complementargxplandion, the domains and features kriowledgecan be
classified as tacit or explicit (Dharag et al, 2004).Explicit knowledge can be found in
manuals, databases, or contracts (Khamseh and Jolly, ,2668) technological
knowledgeproducing products are teh referred to as explicit knowledge (Hau and
Evangelista, 2007). Explicit knowledge does not Uguglquire an intensive meaas
absorling it as explicit knowledge can baughtwith relativeease (Dhanaraj et al., 2004).
Tacitness can bdefined 3n terms of how difficult it isarticulate anccodify a given
domain of knowledgé(Minbaeva, 2007: 573By contrast wittexplicit knowledge, tacit
information is commonlyembodied in employees and their experiengasoud and
Mirza, 2006) and thusit is logically hard toarticulate andcodify and subsequently
transferto another entityln this vein, the effet of tacitness may influendee level of
RKT from subsidiaries to MNCs, arldusit is worth controling the potential impact of

the element.

Based on the above discussianconceptuaramework for thisstudyis presented in

Figure 3.1.
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Figure 3.1 Conceptualr&mework
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3.5 Conclusion

This chapter bemn by introducing the variable constituents kafowledgetransfer
cgoacity and relational capital frortine perspectives of subsidiariaad headquarters
respectivelyandhighlighted the importance tie relationships between a subsidiary and
its headquarter In Section 2, hypotheses wereveloped by proposirthatknowledge
development capability, possessiompabr relatedknowledge, willingness to share and
subsidary autonomy will havea positive influence on the exteof RKT. Section 3.3
discussed hypotheses explaining the effects of relational capital (socialisation

mechanisms, trust and organisational distance) on the extent oftR¥dnticipatel that
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socidisation mechanisms and trust will haapositive impact on the extent of RKWith
respect to organisational distance, tltsidy posited that it would be negatively
significant) Section 3.4 describetle control variables (mode of establishment, ingust
characteristics, subsidiary age, subsidiary size and knowledge tac¢ivigsimay have
a potential influence othe dependent variable (i.e. the extent of R next chapter
will attempt to provide the appropriate research method and backgrouhd sampling

procedure usenh order to achieve the research objectives.
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Chapter 4. Methodology: Sample and Variable
Measurements

4.1 Introduction

The previous chapter illustratélde conceptual tameworkand hypotheses, and thus
thischapter outlines a strategy to colldedata which will be used to test the hypotheses.
In other words, this chapter will identify the research methods which will be appropriate
to this study. This will be related to the issuevbiich research methodugy is required
to provide the foundation of the answer for an inquimgw the research will be carried
out to identify associations between variables and their anbeffect relationship§n

the next analysis chapter.

After the introduction sectin, the next sectioaxplains why ajuestionnairesurvey
is the best method to achieve the objectives of this stadyddition, this section also
describeghe pros and cons of tliata collection methods and the methods used in the
previous key studiesfknowledge transfer and RKT. The third section discusses the
issues relating to sampling procedures #ral choice ofappropriate participants. The
fourth sectiorsummarisethe process of questionnaire development procedures with pre
test which is necesary tofinalisea questionnaire. The subsequent fifth section suggests
the measuremestof dependent, independent and control varighlespectively The
sixth section describes the main data collection process. The seventh sectionthandles
descriptions of survey responses in terms of industry, mode of entisubsdliary age
(i.e.,subsidiaries established before the Asian economic crisis in 1997 vs. after the event

This section also includegéstresults to confirm the minimum preserad@onresponse
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bias. The final section is a conclusion.

4.2 Researchviethodology

4.2.1 Characteristics of Questionnaire Surveyg

The type and number of data to be collected can be determined by the nature of a
study and its research objectives (Hair, Babin, Money and Samouel, 2003). For example,
an exploratory study is likely to collect narrative data (i.e. qualitative data) hy fasins
groups, observations, and personal interviews. By contrast, when the study is descriptive
or causal, a relatively large amount of quantitative data is required and the data can be
collected through largscale surveys or the utilisation of existialgctronic databases
(i.e., secondary data). The difference between quantitative and qualitative data in social
science research is clear in that one is based on numerical data and the other is rooted in
nonnumeric data; for example, an observation metisoqualitative, and quantification
often makes the observation more explicit (Babbie, 2003). Saunders et al. (2009: 414)
QRWH WKDW 3YLUWXDOO\ DQ\ EXVLQHVYVY DQG PDQDJHPE
involve some numerical data or contain data tioald usefully be quantified to help you
answer your research question(s) and to meet objectives. Quantitative data refers to all
such data and can be a product of all research strategies. To be useful, these data need to
be analysed and interpreted. QW WDWLYH DQDO\VLY WHFKQLTXHV D"
In particular, gantitative data examination can be descriptive or explanatory and such an
analysis can comprise one, two or several variables (Babbie, 2003). Quantitative data
collection is mainly accomplished through questionnaire surveys. The use of
guestionnaire surveyis convenient to identify causal relationships between dependent
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and independent variables by asking respondents to jpdgeeptuallya certain
phenomenon(This study seeks tadentify a causal relationship between RKT from
subsidiaries to MNCs and various determinants potentially expected to influence the
event. In this vein, questionnairsurvey isappropriateo achieve the research objectives

of this study)

A questionnake is an effective dateollection mechanism if the researcher knows
how to measure theesearchvariables and what is requisite (Sekaran, 2003). A
guestionnairas % preformulated written set of questions to which respondents record
their answergysuallywithin closely defined alternatives (Sekaran, 2003: 236). Although
there are different definitions of a questionnaiteincludes alltechniqus of data
collection where a respondent is askeddply to an identical set of questions in a
prearragedorder (deVaus, 2002). Augstionnaire survey wftenregardedasa popuér
strategyfor conductingsocial science research (Saunders et al9)20® particular, itis
acommontechniqueallowing researchers to obtalarge amounts of data from a t@n
population. Thekey strengthof this method are 1if is possible to standardise the
collected data from a certain population; 2) it is also commonly convenient avhen
relatively small amount of informatiameeds to be acquirdtbm respondents, arf®) it
is useful when potential respondents are geographically dispersed (Rob2002

Saunders et al., 200

Questionnaires can be administeiadividually or mailed to the respondents, or
handed ou¢lectronicallySekaran, 2003). According to Sekaran (2003), when the survey

is limited to a local area, the compargnarrange groups of employees to reply to the
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questionnairesn the workplace and so personally admistl questionnairesare
appropriate to collealata. The ma@ld questionnairés themost common form of self
administeredquestionnaire(Babbie, 2003).Mailed questionnaires can cover a wide
geographical area, andespondentscan fill out the questionnaires at their own
convenience (Sekaran, 2003).iMasurveys have advantages: 1) theycan@paratively
low in cost; 2)they encourage respondents to provide thoughtful replieshe3) can
control possible interviewer bidsetter tharpersonal interviews (Kanso, 200@nd 4)
they provideconsiderablesavingsof time, they areconveniem to respondentsthey
providegreaterguarante®f anonymity,identicalwording,no interviewer biasand they

secue responsegBailey, 1994).

However, there are also downsides to mailed questionnaires, such adlexbidify,
low response rage an inflexible written format, uncontrolleddate of response and
question order, impossibility of recordisgpontaneouanswersdifficulty of sepaating
wrong address from neresponses, amdifficulty of usingcomplexquestionnairéormat
(Bailey, 1994). As the response rates of swhfuestionnaireare generally not as high
as mightbe expected, techniques for enhancing the responsenayelserequired.This
study usd monetary incentives (i.e., small gifts), follewp post cardsintroductory
notification by letters and stamped return postageré@okehigher response rates and
counteracthe weakness of the questionnaire survey stated abares@<2000). Hair et

al. (2003)suggestedvays toraiseresponse rates in mail surveggee Table 4).
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Table4.1 Methods to increase mail survey response rates

Methods Examples

Preliminary Contact | Letter,emailor phone call iradvance

Personalisation Personally typed and addressed letter, personal signature.

Response Deadline | Supply a due date in the letter.

Appeals Provide evidence that survey is crucial.

Sponsorship Indicating sponsorship in case survey sponsor is an impd
organisation.

Incentives Norn-monetary gifts and small monetary gifts.

Questionnaire Length | Print on both sides of the paparess tharfour pages.

Type of Postage Includes a postageaid envelop to return the questionnaire.

Follow-ups Send followup reminders and sometimes a second copy
guestionnaire.

Source: Hair et al. (2003: 133)

Usinga 3ZKDW’"~ W\SH RI TXHYVWdfBWQuriajuddtdihBireCsuriMey O \
approach. This study also uses this type of question in the keyFelkediI X HVWLRQ L H 3
are the key factors which affeRKT""~ 7KLV FDQ HiesKgatdaSpasidRof a
circumstanceand the building of caesandeffect relationships between variables is
especially usefuto the strategy (Robsor2002. In addition a questionnaire survey
approach is appropriate for descriptresearchwhich asks questions suchasKk DW KDY H
you transferred to headquartérdhis W\SH Rl 3ZKDW ™ TXHNddRoQe LV EDVL

LQTXLU\ W\SH RI D 3KRZ P kusRentiniagck Bagds more

likely to lead to gprefeence forsurvey methods than otlseand a survey can be easily

designed to list thewhat” (Yin, 2008). Other questions which are well handled by a
TXHVWLRQQDLUH VXUYH\ VWHDMW HW\ PH R IVHKHT XZKR ™~ 5RRE ¥

Yin (2008) argues that the first and most crucial condition for distinguidiebhgeen
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different research methods is to categorise the type of research question being asked; thus
he differentiates research methods adit to the type of research question presented as

follows (Table 42).

Table4.2 Appropriate research questions for diffemeisearchmethods

Method Form of Research Question
Experiment How, why?
Survey Who, what, where, how many, how much?

Archival Analysis | Who, what, where, how many, how much?

History How, why?

Case Study How, why?

Source: Yin (2008: 8)

Astime playsacritical role in the design and implementation of research, researchers
need to consider a set of timelated options in the design of their research: longitudinal
studies andatrosssectional studies (Babbie, 2003).longitudinal study isdesignedo
allow observations of the sampbenomenoifor the long term and the studies can be more
difficult for quantitative approachesuch as largscale surveys (Babbie, 2003).
guestionnaire survey approach degquatefor a crosssectionalexamination(Bailey,

7KH W H U\PHFWHRREQOCoverage o sample havinglifferent ranges of
dissimilar backgrounds terms ofage, education, income, race, religion and others. Thus,
the method makes it possiblefe@uson the situation of events in thesearchpopulation
at a particular point in timén a crosssectional study, various segments of the population
are sampled so that relationships between variables can be explored kplondetson
(Zikmund, 2003). By examining various factors betweeadigearters and subsidiaries,

this study focuses ahetransfer of LMI from subsidiaries to its headquarters via a cross
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sectional approach.

In short, thechoiceof data collection methodglieson the availability of facilities,
the level of accuracyequired, the professionalism of the researcher, the period of the
research, and othekpenseand resources related to and available for collectingatee
(Sekaran, 2003)The data collection methods can affect the accuracy and reliability of
research dta; thus, it is very critical to select the appropriate method (Hair et al., 2003).
By comparing research topics with the advantages and disadvantages of each method,
researchers can choose one that is appropriate for their needs (Cooper and Schindler,

2008).

In terms of cost and deadlineaihquestionnaires generate a much larger chance of
nonresponse error thougfreyaretypically less expensive, for instance, than interviews;
thus several techniques are generalged in ordeto promote higher response rates
(Zikmund, 2003). Although data collection methods contain many ethical issues, such as
theright to privacy of respondents, respondeffight to understand the objective of the
research, the need for honesty in data cbtle and keepingbjectivityin reporting data
(Zikmund, 2003), selbddministered questionnaires may be maeful for sensitive
issues (e.g., RKT). (Babbie, 2003). More importantly, a questionnaire survey is one of the
best methods when a researchezmatits to identify a causand-effect relationship, like

in this study.
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4.2.2 Selection of Data Collection Method witkvaluation of the Methods Employed

by Contemporary Research

In line with theexplanatioraboutquestionnaire surveyn the previousection the
most appropriate data collection technique to achieesearch objectivesf this study
can be determined bgvestigatingthe methodsemployed inpreviousstudies.Table 4.3
shows the research populations, methodologies and respondehts pnevious key
studies on RKT (including knowledge transfer) within MNCs (from MNCs to foreign/
Korean subsidiaries or from foreign/ Korean subsidiaries to MNCs) from 1995 to 2015.
As shown inTable 43, many extant studies that have investigated kndgééncluding
know-how, technology and marketing knowledigeansferbetweenheadquarteraind
subsidiariesitilise predominantly a quantitative methodology (eggestionnairsurvey)
more than a qualitative one (e.g., interviews) (&gipos et al., 206; Bjorkmanet al.,
2004;Boh et al., 2013; Borini et al., 201R9ss and Pederse2002 Hakanson and Nobgl
200% McGuinness et al., 2013; Minbaeva, 200&r et al., 2015; Najaffavani et al.,
2012 Peltokorpi, 2015; Péretgordtvedtet al, 2008;Yang et al., 2008, among others).
The consistent use of thlguantitative methodologgnay be derived from the research
objective of finding the causal relationships between the change in a variable and impact
of the change on another varialfkdm, 2003). Fbwever, some studies used interviews
for data collection (Bjorkman et al., 200@pbrai et al., 2012; Doz, 1996; Hakanson,
1995; Li et al., 2010; Mudambi et al., 2014; Rabbiosi, 2011; Rabbi8sir&angelo, 2013;
Roth et al., 2009; Zou & Ghauri, 2008ndsecondary data (Barkema et al., 1997; Chen
et al.,2012; Iwasa & Odagiri, 2004) asterviews are suitable to obtain complex and

sensitive information, or in a situation requiring a lot of explanations to answer research
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topics (Hair et al., 2003) armkcondary data areseful wherresearchers cannot conduct

primary research due to cost, legal and physical const(@iatgper and Schindler, 2008).

With regard to the populations, the majority of previous studies collected data fr
subsidiaries (IJVs, acquisitions, R&D units, and other foreign subsidiaries) rather than
MNCs in order to investigate the determinants of knowledge transfer and RKT. To sum
up, studies about knowledge transfer and RKT have generally selected questionnai
surveys although there were exceptional studies employing secondary data and interviews.
One possible reason for this may be that scholars have selected methodology in
accordance with data availability, respondent accessibility, and time and cost.ddowev
the prevalence of the selection of questionnaire survey in the previous studies on
knowledge transfer or RKT suggests that questionnaire survey is an appropriate
methodology for this study. Additionally, earlier studies collected data mainly from
foreign subsidiaries. Thus, obtaining responses from foreign subsidiaries in this study in

order to investigate the key factors affecting RKT should not be problematic.
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Table 43 Methods used ithe previouskey studies orknowledgetransfer (including RKTpr Koreansubsidiarie

Research Research objective Population Sample Methodlogy Respondents
H &anson, Identifies conditions influencing sharin| Swedish MNCs | 3 case studies| Interview General managers
1995 transfer, and synergistic exploitation
technicalcapabilities.
Doz, 1996 Examines how learning takes place| Strategic alliancey 3 alliance casey Secondary data ¢ 56 executives an
strategic alliances. of new product interview managers
development and
business
Barkema el Examines organsational learning to| Expansions of 2% 224 1JVs Secondary data | -
al., handle 1JVs, and its impacts on longev| large Dutch firms
1997
Lane & Determines critical factorsaffecting| Alliances in 69 R&D | Panel data, Executives
Lubatkin, learning in 1JVs. biotechnologyand | alliances guestionnaire
1998 pharmaceutical survey &
industries secondary data
Bresman el Identifies factors facilitating knowledg Swedish MNCs | 210 R&D Questionnaire R&D managers
al., 1999 transfer and patterns of knowled operations & | survey &
transfer. 3 cases interview
Gupta & Explores the determinants khowledge| 75 MNCs 374 subsidiarie§ Questionnaire Presidents
Govindarajan| flows within MNCs headquartered il survey &
2000 the U.S., Europe secondary data
and Japan
Kale et al.,| Confirms whether relational capit| US alliances 592 companieg Questionnaire Managers
2000 functions as means of leang partner survey

know-how and protect core proprieta

assets
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Table 43 (continued)

Research Researclobjective Population Sample Methodlogy Respondents

Hakanson & | Examines the influence of 17 Swedish Foreign R&D | Questionnaire Directors
Nobel 2001 | organisatioml characteristics oreversel MNCs units survey

technology transfer
Lane etal., | Tests IJVperformance andearningin | HungarianlJVs 78 1JVs Questionnaire Presidents or gener
2001 terms ofthree different dimensions of survey managers

absorptive capacity.
Tsai, 2001 Examines the effects of network positi| 2 large MNCs 60 businesy Questionnaire Employees

and absorptive capacity @ffectivenesg divisions survey

of learning.
Foss & Examines the role of subsidia| Subsidiaries of 7 2107 Questionnaire Executive offices,
Pedersen knowledge sources the organisationg countries subsidiaries survey managers or
2002 methodsand conditions for successful controllers inthe

knowledgetransfer in MNCs subsidiary
Ivarsson & | Examines extent to which MNC IAs located in| 364 Questionnaire Local managers
Vahlne, 2002 | coordinate and integrate Sweden inM 993 acquisitions survey

technologythrough I1As
Tsang, 2002 | Examines how firms acquire loc| Hong Kong and| Manufacturing | Questionnaire Executives

knowledge from 1JV experience. Singaporean 1JVs | IJVs (550 | survey &

in China Hong Kong interview
and380
Singaporan)

Bjorkmanet | Examines the influence of 150 subsidiaries it 134  Finnish| Interview Top managers
al., 2004 organisationamechanismsn Finland and 30( and Chinese

inter-unit knowledge flows in MNCs. | subsidiaries in MNC

China subsidiaries
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Table 43 (continued)

Research Research objective Population Sample Methodlogy Respondents
lwasa & Investigates the role of overse Manufacturing firmsg 137 Japanese Secondary Data | -
Odagiri, 2004 | R&D subsidiaries in enhancin (for the 1998) with multinationals
the technological capabilities ¢ one or more
firms. subsidiaries in th¢
Us
Norman, 2004 | Examines how intent to lear| Alliances in micre | 357 firms Questionnaire Senior managers
opportunities to learn, and abili| electronics, survey
to learn impact on allianc/ telecommunications
outcomes. andcomputers
Pak & Park, Examines the effects of relatio| Korean 1JVs 195 Vs Questionnaire Directors
2004 & knowledgespecific variables survey

on knowledge transfer.

Simonin, 2004

Investigates the process
knowledge transfer if
international strategic alliances

Large and mediun
US companies

147
multinationals

Questionnaire
survey

Top executives

Anand et al., | Examines whether th| Horizontal 2020 acquisitions| Questionnaire CEOs and senig
2005 multinational geographic scope | acquisitions in survey executives
the target firm is critical for | Europe and North
transferring resources America between
1988 and 1992
Zhaoet al., Examines how networks in whig Sino IJVs 4 1JVs Observation & Managers
2005 IJV partners operate influeng interview

transfer and diffusion of

knowledge.
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Table 43 (continued)

sector in China

Research Research objective Population Sample Methodlogy Respondents
Ambos et al., Investigate K HD G T XlizhkWd Subsidiaries belon{ 66 overseas Questionnaire Managers
2006 from RKT to 33 MNCs subsidiaries survey&
headquartered in secondary data
Europe
Minbaeva, 2007 | Analyse the impacts of foul 358 Danish MNCs| 305 Danish Questionnaire HRM manager
determinants  of  knowledg subsidiaries survey general manager
transfer on the extent ¢
knowledge transfer fron
headquarters to subsidiaries
Pérezee || Explores the influence of | Firms having at 1948 firms Questionnaire CEOs and senio
Nordtvedgt al, | knowledge characteristic| least 100 survey executives
2008 learning intent of receers,| employees and &
attractiveness of sources, and | least 10 per cent i
quality of relationship  or international sale|
knowledge transfer from th in 2003 from2004
internationalorganisations CorpTech directory
Yang et al., 2008 Explores the determinants | 4027 foreign| 105 subsidiaries | Questionnaire CEGCs
knowledgetransferto and from| subsidiaries survey
subsidiaries in transitio|
economies.
Zou & Ghauri, | Examines process learning | Acquisitions in| 4 cases Interview CEOs and
2008 impacts on successful IAs. manufacturing executives
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Table 43 (continued)

coordination mechanisms on

with more than 5(

Research Research objective Population Sample Methodlogy Respondents
Noorderhaven | Investigate the impacts of soci 2754 subsidiarie} 169 MNC Questionnaire Managing directors
& Harzing, interaction on intraVINC of MNCs subsidiaries survey
2009 knowledge flows
Roth et al., Exploring conditions for subsidian 15 MNCs 34 interviews Interview Marketing managers
2009 use oftransferred marketing

knowledge
Lietal., 2010 | Examines impacts of relational al Foreign 168 foreign Interview Senior managers
contractual mechanisms on forei| manufacturing subsidiaries
sX EV L G kriowledgeV 1 subsidiaries
acquisitions from local suppliers.
Rabbiosi, 2011 | Investigate the effects of All Italian MNCs | 358 Italian MNCs| Interviews Top managers

MNCSs) revers&nowledge

spillover through FDI

2008

subsidiary roles and RKT employees
operating in
manufacturing
industries
Borini et al., Investigates factors affecting th 46 Brazilian| 93 subsidiaries | Questionnaire CEOs
2012 reverseransferof innovationof multinationals from 30 survey
foreign subsidiaries. operating until | multinationals
2006
Chen et al., Examines emerginrgarket 9953 EM MNCs | 493 EM MNCs| secondary data | -
2012 multinational FRUSR U [BM| between 2000 an
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Table 43 (continued)

Research Research objective Population Sample Methodlogy Respondents
Choi & Explores thampactof expatriates Employees with 480 employees ir] Questionnaire Employees
Johanson, 2012 in knowledge translation fror expatriation 5 Korean survey

headquarters to foreign experiencet multinationals
subsidiaries. Korean MNCs
Dobrai et al., Examines critical issues of Hungarian 74 subsidiaries | Interview and| Top managers or to
2012 knowledge transfer in MNCs subsidiaries Questionnaire HR managers
Najafi-Tavani et| Explores the impacts of subsidia UK subsidiaries | 178 subsidiaries | Questionnaire Managing directors
al., 2012 characteristics and relationsh survey CEOs or generg
characteristics on the extent of managers
RKT.
Park et al., Identify the key factors affectin| 14,765 foreign 1389 1JVs Questionnaire CEOs (allowed pas
2012a the acquisition oMl of IJVs investments survey the questionnaireto
the next alternative)
Boh et al., 2013| Explore factors affecting Vietnamese 70 employees il Questionnaire Employees
knowledgetransferfrom parent subsidiaries the  Viethames¢ survey
firm to subsidiary headquartered | subsidiaries
Norway
McGuinness €] Investigate the attributes that Geographically | 3 subsidiaries Case study base Managing directol
al., 2013 enhance RKT within MNCs. dispersed on an indepth| and headsof three
subsidiaries of 4 questionnaire divisions
MNC survey
Rabbiosi & Investigates the role of subsidig 84 foreign 146 transfers o| Interview Managers
Santangelo, age in RKT subsidiaries to 4] knowledge
2013 parentcompanies

159

(continued)



Table 43 (continued)

industries with
more than 50
employees)

Research Research objective Population Sample Methodlogy Respondents
Mudambi et al.| Explores therelationshipbetween All Italian MNCs | 293 ltalian| Faceto-face Top managers
2014 subsidiary innovativeness ar (operating in subsidiaries structured

RKT. manufacturing interview

Nair et al., 2015

Investigates the effects of pare
absorptive capacity, perceive
subsidiary ability and knowledge
relevance on RKT.

The Indian MNCs
with acquisitions
between 2000 an
2010.

329 Indian MNCs

Questionnaire
survey

Managers

Peltokorpi
2015

Investigate the effects of corpore
language proficiency and the
richness of communication med

on RKT

Foreign
subsidiaries
located in Japan

(Tokyo)

1,363 host
country national
employees

Questionnaire
survey

Middle manager

160




As shown in Table 4.3, in previous studies, madeéstionnairg interviews, and
secondary data are used as the main research methodsmldfehisstudyis to examine
WKH H[WHQW RI 5.7 Ehé&kgy\ele@eaentd ok0wWeddetchRisfer capacity
ZKLFK DIIHMN 6. 7ZkieWeyEackdts ofelational capitaZ KLFK DIITHFW 5.7
Lane et al. (2001) demonstrate that it is difficult to find out available and reliable
secondary data in emerging countries, thus researchers examining foreign subsidiaries in
those countries need to umeveys for data collection. Therefore, secondary data analysis
is not suitabldor this research due to its unavailability and/or incomplete information

relating to the research questions.

Interviews areparticularly inappropriatein the Korean contextAccording to De
Mente (2004)Korean society induces people not to express directly personal opinions;
therefore, Koreans tend to be too silent and passive in order to use the interview technique.
Due to the unique cultural characteristics, Koreans havdly\ SQR"~ FOHDUO\ LQ WK
of the person concerned. In such situations, main data collection through interviews may
provoke distortion of the real world and subsequently incorrect research résults.
addition, compared to a questionnaire survagrinews are likely to be a costly and time
consuming process to collect data as researchers need to travel to the location of

participants and carry out a fairly lengthy conversatt®eunders et al., 2009).

Therefore a questionnaireusvey will be undertaken by covering all geographical
area of Korea, and thus availability of respondents is cruciabdditionally, sel&-
administrated questionnaires are typically cheaper and quicker thartofiace

interviews. This considerationis importantfor a lf-funded studentwwho wants to
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conduct a survey for a studiBgbbie 2003) Finally, Table 4.3 indicatethat all three
studies (Choi and Johanson, 2012; Pak and Park, 2004; Park et al., 2012b) investigating
knowledge transfer empirically in the Koreamtaxt usech mailed questionnaire.ded

on previousstudieshatconducted their empirical experiments in the Korean corttext,
guestionnaire survey method seetbse more suitable for thistudythan otherdata

collectiontechniques.

4.3 Questionnaire Surveyfor Data Collection

Selecting the appropriate data collection method is very critical for researchers, as the
selected tool may affect the quality of data and results, and finally decide the success of
the empirical investigations. hErefore, a questionnaire survey targeting foreign
subsidiaries in Korea was selected as a data collection method in this study. The

background and reason for selecting the method were discussed in the previous section.

4.3.1 Sampling Process

The targets for thistudyaresubsidiarieestablished by MNCs in order to examine
the subsidiarie§RKT to their headquarter3.he initial population idbasedon Foreign
Direct Investmen{2014) published byhe KorearMinistry of Trade, Industry and Ergy
(MOTIE). Foreign Direct Investmen2014) includes significant reliable information
which is authorised by the Korean government. Additionally, the information contains
various types of foreign investments which have been managing buassessated

adivities in Korea, and it provides comprehensive datéist of 15,566 foreign
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investmentskForthis reason, previous studies (e.g., Choi and Beamish, @b@riand
Park,2012 Park et al., 2023, Park and Choi, 2014€hoi and Beamish, 201®&hich have
attempted to examine thefiuencesof FDI in Korea also used the sanuata fortheir

research.

To reiterate, this study attempts to identify key factors affe¢tiegransfer of LMI
from MNC subsidiarieslocated in Koreato their headquarters and obserthe
phenomenorirom the perspective of subsidiarfésThis means thahe population for
this study consists of foreiggubsidiariesvhich have a no#orean parent company and
are operating in Korean this regard, this research adopts the followsagnpling

criterion for the empirical experiments:

(1) Subsidiaries which hold more than 50 employees. (Mstzed subsidiaries may
be run like personal or family businesgbBao et al., 2011)thus theywill be unlikely
to beinvolved in knowledgetransferto headquarters)

(2) Subsidiaries which have at least two year®drationalexperienceby 2013
(Rowley et al. (2013) argue that it may be difficultaccumulatefully local market
knowledge when they run their business over a shortganed)

(3) Foreign wholly owned subsidiaries or subsidiaries in which MNCs possess more

10 Someone may argue thabettersample should be headquarters rather than sukieilia that teacher

firms (i.e., subsidiges) may think the transfeaf local informaion is well undertaken and any failuoé

RKT is due to MNCs. This possiblyiggers common method and response biases. In ordeatniree

whether this study suffers from common method llaegway methodsvere conducted. However, it was

not found to be a serious probldthis issue will be revisited again). In additidhis studyacknowledge
thepossibleexistence of response bia the casehere this researchexaminethe extent of RKTper se

(in this situationthat subsidiaries insist they have transmitt@chuge amount of knowledgean be

problematig. However,the objective of this study is not an examination of the ex¢é®RKT, but an

inspecibnon FKDQQHOV IDFLOLWDWLQJ WKH VXEVLGLD @lamvigtion.of WR WKH |
subsidiaries would not be problematic.
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than 50 per cent equity ownership. They are potentially liable for providing LMI to their
KHDGTXDUWHUY DV IRUHLJQ LQYHVWRUV KROGSGRPLQDC
Similarly, in a study about the transferld¥1l in 1JVs, Park et al. (208 also include

only 1JVs in which MNCs possess more than 50% of the equity.

After following three sampling process subsidiaries were doubtdhecked by using

website data. The farmation can be obtained by using an online website

http://dart.fss.or.k§/which is a web site of Data Analysis, Retrieval and Transfer System

authorised byhe Financial Supervisory Service, a government department. By using the
website, it ispossibleto find out the current corporate names and their homepage
addressesThe data is updated every year by the Korean government, but it is possible
that somesubsidariesmight not run the business any more, dua switchover to local
firms, end of contractbankruptcy diversification by foreign firmsand otherreasons.

Thus it wassuggestedo verify the maintenance obusinesoperationdy visiting the
companywebsites of the directorylhis is also necessary to find adime location of
subsidiariesIn addition, in the case where homepage addresses have been ctienged
online database is able to trace it, and thus it is useful to obtain the pnémis®ation

on thewebsiteaddresss. Through these processestotal of 1,343 firms were finally

compiled as a sampling frame.
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Figure 4.1 Sampling process

[ Foreignsubsidiaries in Korey MOTIE § Foreign Direct Investment
I L

Foreignsubsidiaries by three sampling criteria

.

L1

Finalisethe research sampling frame of foregpbsidiaries

U A Y S S —

[ Verification by visiting DART and each subsidiary homepage

4.3.2 Selection of Respondents

It is critical for researchers to select suitable informants, since data collection through
inadequate respondents may cause inaccurate empirical outcomes as well as incorrect
reflection of real phenomena. With regard to respondent selection, reseaachelsain
some ideas about the best informants who recognise the changes in internal knowledge
base better than other personnel within organisations through reviewing previous studies,
which investigated similar topics. Table 4.4 shows that prior stueligsding knowledge
transfer (including RKT) selected different participants/ respondents for data collection

through questionnaires.
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Table 4.4 Respondents/participantsthie previouskey studies on knowledge transfer

(including RKT)

Positions Studies

Employees Choi and Johanson, 2012; Boh et al., 2013

Managers Ambos et al., 2006; Dobrai et al., 20Minbaeva, 2007

General managers | Minbaeva, 2007Najafi-Tavani et al., 2012

Directors McGuinness et al., 2013Najafi-Tavani et al.,, 2012
Noorderhaven and Harzing009

Executives Rowley et al., 2013

CEOs Borini et al., 2012; McGuinness et al., 20N#jafi-Tavani et

al., 2012 Rowley et al., 2013yang et al., 2008

It can be seen thafuestionnaires were distributed to different levels of respondents
in previous studies. Whatevireresearcher chosestheir respondents, no oneayrdeny
that respondents can Hehotomised into two groupsuch asl) top management (e.g.,
CEOs, execlnes, directors angeneral managers) a@iifunctionalor middle managers,
andresearchergenerally have a propensity pyeferto send the questionnaire to the
former. Moreover, the choice cédspondentsr aknowledge transfestudymay be related
to the information typehat researchers want to investigate. That is, in the case where
researchers want to explore the transfer paiiculartype of knowledge, functional or
middle managers are perhaps better informants. For instance, when Bresm@9@9hal.
tried to examinespecific learning mechanisms associated with the absorption of

operational skillsthey posted their questionnaires to R&D managers.

However,the main objective of this study is ntd discover the critical factors
influencing the acquisition of functional knowledge, but to identify the key factors
affecting the RKT ofocal marketinformation(e.g.,market data about local competitors
and customers, knoWwow of marketing and market digtution, and markespecific

technological knowhow). By taking into consideration the two important facts indicated
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above, top managers are obviously better informants in this study, as they are likely to
identify the changes in organisational informatibetter than middle (functional)
managersin addition, general managers of foreign subsidiaries in Korea are likely to
work closely with local firms on the basis of the same knowledge; thus, they can be the

eligible person for implementing RKT (Park aviertinsky, 2016).

4.4 Questionnaire development and Préest

Once a questionnaire has been completed, each question and the questivaraire
needto be checked and evaluatbdroughlybefore final data collection, which is called
pretesting or pilot testing (questionnaire design will be explained ldder)aus, 2014).
Pretesting is considered to be a necessary process in survey research as it is not only
important to recognse quesionnaire problems but also crucial tofacilitate the
eliminaton of ambiguitiesand othercauss resulting in bias anérrors(Singh, 200B6).

In other words,a pretest is a wayto confirm that the respondents understand the
guestionnairesand are indeedhble to answer meaningfully (Perneger, Courvoisier,
Hudelson and Gayeétgeron, 2014). In this regard, ptesing is a central part of the
guestionnairelevelopment process; thuke pretest in this study is used to clarify that
the questionnaires suitable for data collection in terms of its language and structure in
order to successfully collect adequate informatiequiredfrom the target population

(Reynolds and Diamantopoulos, 1998).
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4.4.1. Questionnaire development procedure

It is critical that a researcher chooses the appropregpondentto answer the
research questions and to address research objectiveshérasearcheneeds to review
literature carefuly and discusss ideas with colleaguesthe supervisor and other
interesed parties (Saunders et al., 2009). This study employed-itenttiscales in order

to collect data on most of the main constructsrantsedthequestionnairseveral times.

There were severalhanges to the questionnaire drafts as follows. Rinst,first
version of thequestionnairavas developed in English and reviewed by the supervisor.
The contents of the covering letter and the order of questions were revised several times
according to the feedback by the supervisor. For instance, the idefinftthe term
Knowledgefin the questionnaire was changed from lonarketingknowledge tdocal

market informationin addition gompanyfin the questionnaire was changedgion {

Second, theguestionnairevas translated into Korean and then baekslatedto
English by the researcher, Korean research students and a university professor, who was
teaching English Educatipm order to confirm the accuracy of the English version of
the questionnaire and search for more appropriate words iKatean version of the
guestionnaire. By doing sepme grammaticarrors anaxpressions were amenddthe
questionnairesvere senin boththe English and Korean languagjim order to enhance
response rates in that respondents can be a Korearioogigner. Although foreign
respondents may have various national origthss study prepared onlgn English

version ofthe questionnairtor a foreigner sinc&nglish is an international language and
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commonly used worldwide. It iskely that respondents, who do not spé&adglish(i.e.,
Korean respondentsyvould not be motivated to respoma a questionnairavritten in
English; thus mailing the questionnaire in both languages is expected to enhance

response rates in surveys (Brick, Montaquila, Han and Williams, 2012).

After that, the questionnaire was shown to a university professor, who has published
in journals such as International Bsiness Review, Journal of World Business and
Management International Review with the topic of knowledge transfea@mndsition,
in order to confirm its appropriateness and explicitness. Following his comments, the
order ofthequestions was modified glitly. The revised version tfie questionnaireas,
in turn, confirmed by the supervisor, again. Finally, some more items asking general

information on firms were added according to the feedback recgomdhe supervisor.

4.4.2. Pretestadministration

According to Baker (1999), a ptest can be conducted in two stages: preliminary
pretest and a formadne Preliminary preestis generally usedo check the meaning of
questions at the first stage. Afterwards, a formaltpse is implenentedin a way that it
is almost identicalWwith actual surveyposterior toconducting the preliminary tesAs
suggested by explanations given by previous stutlissstudy also empl@gdtwo stages
of pretest.For the preliminary testhe questionnaie waspre-testecby 10 PhD students
who are studying Economics, Marketing and International Business in Korea. They
suggested that some thfe questions werambiguous and thusseveral items were +e

worded forthe sake o€larity. Additionally, some questions were added to the section of
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firm background according to their suggestions.

For the formal preest, thisstudy conducteda mailed survey tdirms, which are
similar tothe targeted sample as a final{best methodthe reaon for this is given below)
5H\QROGV DQG 'LDPDQWRSRXORYV DOV-RsV XJIJHVW
covers all aspects of the field survey, it would appear necessary to use the planned survey
PHWKRG ™ ,Q WH WA YheRampld{ad ol pratestiDe Vaus (2014) suggests
that it is important to test the questionnaire with as large a number of people as possible
becausé¢oo few respondents may provoke problesugh as nomesponseAccording to
his advice the sample sizeshouldbe somewhere between 75 and 100 respondents. He
arguesfurther that it will be desirable taindertakethe pre-test with respondentsvho

closely match the final sample.

To adopt these comments regarding the-tps¢ this researchesent out the
questionnaire to90 subsidiarieswhich were selected by thredifferent formation
characteristics: 13ubsidiaries which employ less than 50 employeéhssubsidiaries
which had less than two years of operational experience by a8#i33)sulsidiaries in
which MNCs posseskessthan 50 per cent equity ownership. Three sampling criteria
were imposed for the pitest in order to avoid the situation that they overlapped with the
actual sample (to sebe criteria used for théinal research samplgo to Section 4.3.1)

By doing so the pretest sample had similar characteristics to the final sample, and the
main survey was not repeated to the sample of théeptdfor reference, as the sample

for the pretest, 90 subsidiaries weerandomly choseaccording tadhethreecriteria).

170



The overall response rate tife pretest was 17.8 per cent (see Table 4T5)e
importance oafollow-up process to raise response ratas noted from the priest The
respondents, who participatedto the pretest said that they had ndifficulty in
understanding and answering the questions. Bas#tkorieedback, hefinal version of

thequestionnairevascompletedsee Appendid).

Table 4.5Result of pretest

Sample type Number in pre Returned Response rate
testsample number (%)
subsidiarieswith less than 50 30 6 20.0
employees
subsidiarieswith less than twg 30 5 16.7
years of operational
experience
subsidiariesn which MNCs 30 5 16.7
possess leghan 50 per cent
equity ownership
Total 90 16 17.8

4.4.3. Final questionnaire

The finalquestionnairgvas completed via several stages of drafts andgsterocess.
It consists of three parts. The first part consists of general questions afldng
organisationalbackgroundand subsidiary characteristics, such gge of industryf
pumber of fulitime employees, managerial employees and expatfjaggsar of
establishment and foreign investm§nt pR Z Q HaMpssitiGn] the degree of
competitionin subsidiary industrie§ main activities of a subsidiaffyand fypes of

factory or facilityq

The second part of the questionnaire is made up of three sectimicerned with
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knowledge tacitness, knowledge transfer capacity and relational capital. The first section
deals withquestionsabout the degree ddnowledgetacitness. The second section is
designed to assess subsidiaVKhowledge transfer capacity (e.g., knowledge
dewelopment capability, possession of priefated knowledgesubsidiarywillingness

and subsidiary autonomy). In the last section, the questionnaire measures the level of
relational capital between headquarters and subsidiaoegl(isationmechanisms, tist
andorganisationatlistance are included as components comprising relational capital in

the research framework).

The final part of the questionnaire was related to the degree of &R Tinformation
on market data aboulocal customers, local competitors, marketing krlogw,
distribution knowhow, marketspecifictechnological knowhow, and purchasing knew
how). Additionally, respondents were asked to prowlugr name, job title and contact
detailsin the case wheithey woud like to receive a copy of the summary of the research

findings The measurements of each variable will be illustrated in the next section.

4.5 Measurements

4.5.1. Dependent variable

The dependent variable is the extent to which subsidiaries trahMérto
headquarters. The measure of RKT was adapted from Najafii et al. (2018) and
focuses on six types @Ml : information on market data about local customerarket
data aboutiocal competitors, marketing knelow, distribution knowhow, market

specifictechnological knowhow, and purchasing knehow (classifiedby Gupta and

172



Govindarajan, 1994). This variable was measured by apfwat Likert scale (1 = very
little, 5 = to very much), by asking respondents to answer the questéiRat extent

has this firm successfully transferredto headquarters?

4.5.2. Independent variables

The independent variables expectednttuencethe RKT are categorised into two
dimensions (see the research framework in detaitpwledge transfer capacifie., the
characteristics of knowledge sendda)d pelational capital (i.e., theharacteristic®f
the relationships between knowledge senders and recefvéh® first dimensionis
related to factors determining knowledge transfer capacity, whablesubsidiaries to
teach or transfer LMI to headquarters. The second dimension is mainly comprised of
factorsexplainingrelational capital, which may affect the relationship betwbkeparties

directly involved in RKT.

4.5.2.1 Knowledge Transfer Capaity
Knowledge development capability
In order to transfer valuable knowledge to headquarters, subsidiaries need to have

knowledge development capability order to accumulata stock of knowledge/Vhen
subsidiariesown adequate knowledge developmeapability they will be able to
efficiently access locally residing knowledge, turn it into articulate khow and
transform theknowledgeinto absorbable informatioTsai, 2001). Simonin (2004)
argues that the capability corresponds to the approgtegilmyment of human capital.

That is, a sufficienkevel of welleducated ersonnel involvement is critical for effective
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learning andthe enhancement of internabilities which are required to assist in the
acquisition proceséncludingstorag¢ and thadissemination of relvantinformation.The

influence of knowledge development capability on RKT is measured by an index relating

to qualified employees, training and local embeddedness. To decide items for knowledge
development capability, various facetsggested by previous studies areorporated

Andersson, Forsgren and Hol@2002) and Gammelgaard et al. (2012) suggest that the
HIWHQW RI D VXEVLGLDU\TV NQRZOHGJHKorRBigdrahlyby DQG Gl
the relationships or frequency of ireetions with different business partnegpresenting

local embeddednesadditionally, knowledge development capabilityalsorelated to a
VXEVLGLDU\fV OHYHO RI KXPDQ FDSLWDO DV H[WHUQD
exploited when the subsidiara$and holds excellent individuals (Holtbrugge and Berg,

2004; Wang et al., 2004).

Accordingly, respondentsere asked to answer thaestions.®Our employees in the
firm have adequate academic backgrotmdnderstandnd usdocal market information
very well. © 3This firm has expatriates who possess superior managaréitiechnical
skills.” Ve commit significant resources to educating and traif@gron-managerial
employees antb) managerial employe#s mastetocal market information” 3This firm
has(a) a closerelationship(b) frequent contacts (fage-face contacts, letter, phoregc)
with its local business actors, such @sstomers suppliers and local institutions.
Knowledge development capability wagerationalisedy a 5point scale (ranging from

3 H Q Wdidddieeifo Eextremely agred.
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Possession of prior related knowledge

Knowledge is a valuable resource within MN@tworks (Schulz, 2003); thus,
accumulatiorandstorageof organisationaknowledge often features as the main success
HOHPHQW RI 01&V +ROWEUXJJH DQG %HUJ $ VXEVI
to successfully develop competitiveew product by providing a comprehensive
understanding fospecificlocal marketsand exerdse adequatdocalisationstrategy(Lee
et al., 2008)In addition,the possession of relevaktowledgeby subsidiarieplays a
pivotal role in helping parent firms to paparticularattention to subsidiary knowledge
and recognisethe possible benefits ahe knowledge (Yang et al., 2008yhese
explanations may indicate thagtability to transfer and teach valuable knowledge largely
comes from a function dinowledgetransferringl URP D ILUPYV OHYHO RI SU
knowledge That is knowledge transfer can be greatest wteaxthefirms possess prior

related knowledge (Park, 2011a).

Although there may be various ways to find out the possession of prior related
knowledge of subsidiaries, the assessment of business relatedness evitHipas can
be one of the most efficieapproacheg¢Park, 2010). As business relatedness between a
knowledgesender and a receivegflectsthe factthat the knowledge sendpossesses
some previouknowledgeof industry,customersand products that amssociated with
the knowledge possessed by the knowledge receiver, it (i.e., the level of business
relatedness) can be used as a proxy for the measurenmevaiusrelated knowledge
(Anh et al., 2006). Ghauri and Park (2012) also document that tHeofesienilarity in
products or services betwe&nowledgetransfers and receivers can be useddsess

prior related knowledgeMudambi et al. (2014) further argue that activity similarity
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between knowledge exchanging partiafluences decisively RKT Taken together

knowledge relevance between subsidiaries and headquadsmmeasured by asking
fompared to headquarters, how similar are (is) a) the products, b) the service, c) the
customers, d) the basic technology, and e) the basic skills which Japeo@kiced (or
SURYLGHG DQG VKDUHG E\ WKLV ILUP ~ (Dfiv&pdiiXHVWLRC

ILNHUW VFDOH UDQJLQJ IURP S HQWLUHO\ GLIITHUHQW ™~ WHF

Willingness

The extant literaturesheds light on the role of willingness as a feseouramg
knowledge transfer (Martins, 201Minbaeva and Michailova, 2004Xnowledge
holders will be more willing to shareir knowledge if they receive aecognisean
obvious reward (benefit) for doing so; thusotivation toincrease this willingaessis
important to theoccurrenceof successful knowledge transf@vinbaeva 2007). The
same logic can be applied to subsidiary and MNC relationships. Tlegmness of
subsidiaries commonlyas a positive effect dhetransferof localinformationto MNCs
(Minbaeva and Michailova, 2004). In order to measure subsidiary willingness, the
perceptual measuresggested biajafi-Tavani et al. (2012)ere adapted. Respondents
were asked to answelo what extent does this firm receive motivation which is
asVRFLDWHG ZLWK WKH WUDQVIHU RItdwat eXtenRdbEsH GJH W
headquarteremphasiseNQRZOHGJH WUDQVIHU DV D FULWHULRQ I/
ZKDW H[WHQW LV WKLV ILUPYY PDLQ HVWDEOUWKPHQW F
LWV NQRZOHGJH WR whbt@xEehtxdbdd Wis! funy tommit a considerable
DPRXQW RI WLPH DQG UHVRXUFHV IRU NQRZOHGJH WUD

were basedonafiv& RLQW /LNHUW VFDOH UDQJLQJ TURP 3YHU\ O
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Autonomy

Although subsidiaries play critical roles amganisationalearning and knowledge
diffusion within MNC networks (Kim et al., 2012) and subsididrgadquarter
relationship is represented ahierarchical connection, intensentralisation(reverse to
subsidiary autonomy) is unlikely to have a positive impadtrmwledgesharing asnuch
asextreme centralization (i.e. tight control by the headquarters) may harm subsKliaries
creativeness, whicls detrimental for theiknowledgesharing (Bai, 2002. Several
studiesalsoprove that subsidiary autonomy has a positive effect on-amgyanisational
knowledge sharing. Miao et al. (2011) find that subsidiary autonomy can influence both
the development of valuable knowledge and the occurreraeofledge transfer within
MNC networls. Foss and Pedersen (2002) comment tiaautonomy of the subsidiary
can be aucial for transferring knowledgego MNCs. Accordingly, following the
operationalization of Miao et al. (2011), subsidiary autonomy was measured by asking
respondents to indicat¢ KH H{WHQW RI D VXEVLGLDU\fV VWUDWH
KHDGT XD UW H U Byfusirg W fivépoidtllike@ Bddle (1 = entirely disagree, 5 =
WR H[WUHPHO\ DJUHH WKH IROORZLQJ TXHVWLRQV ZHU
to make decisions in terms of the following categories: 1) developments and changes in
products/services for the domesticdaexport markets; 2) subsidiary human resource
management; 3) financial management including pricing pobeyl 4) marketing

DFWLYLWLHYV ~

4.5.2.2 Relational Capital
Socialisationrmechanism

This variable was measured by four items using apgiviet Likert scale (1entirely

177



disagree; 5to extremely agree)he first two itemsverebased on the study &hauri,

Cave and Park (2013)nd respondents were asked to indicaté\if KH U H Ddieht HII
channels for communication, and (&kquent interfaces (i.e., visits and meetings)
EHWZHHQ WKLV I|LU P Mor@dBerkKilDs@dy)pieslppbsesvihé influence of
socialisationmechanisms between a subsidiary andhéadquarters on RKTt posited
thatsocialisatiormechanismgnhance significantly the extent of RKNajafi-Tavani et

al., 2012)and the degree @éamwork involving people from both headquarters and its
subsidiaries can be ustxigauge theocialisatiormechanismsRabbiosiand Santangelo,

2013). Accordingly, espondents weralso asked torespond to the following two
statements:  our employees are often dispatched to£ZB UN ZLWK KHDGTXDUW

SDFWLYH PDQDJHULDO VXSSRUW E\ KHDGTXDUWHUV L

Trust

Morgan and Hunt (1994) conceptualise trust as a component, which can exist when
both entities have overall confidence in an exchange of one arfotiediability.
Accordingly, the one itermeasues the overall feature of trust in the workne¢ationship
with headquarters by askiifg¥here is a high level of trust between headquarters and the
WRS PDQDJHPH QYAhokheritWri ndasiirds Bhe degree of trust of subsidiaries
in its headquarters, and respondents were asked to respbedtatemenéve trust that
headquartersvill make no decisions detrimental to tHism “In addition, the third
question,dve believe that headquarters trust that we will make no decisions detrimental
W R KHD G TnXielguestibhvaire. Eaajuestionwas associated with fave-point

Likert scale(ranging from3 H Q Wdidddgie&fo extremely agre§.
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OrganisationalDistance

Some factors, such as cultural differenddi®syncraticcorporate vision, incongruent
goals, dissimilabusinessractices and neientical operationainechanismsgenerate
a perception of%rganisational distance.The presenceof these factors may create
various problems in thenowledgetransfer proces®\fmbos et al., 2006Anh et al., 2006;
Rabbiosi and Santaetp, 2013 Schlegelmilch and Chini, 2003As an example, shared
vision enhances the level of mutual understanding and meaningful communication in the
process of knowledge sharing (Li et al., 20@\ditionally, knowledge transfer usually
requires the share of common organisational goals and a high degree of mutual
understanding of its cultural aspedslilding on the contributions of previous research,
several items were used to capture different facets @n@ational distance. Using a
five-point Likert scale (ranging from 3H Q W ldigddred to 3%¥xtremely agre§,
respondents were asked to indicate the extent to which they agree or disagree with the
following statements. (1¥This firm has similar organisahal culture to headquarters
(2) Cultural differences with headquartensive not been issues ingHirm ’, (3) 3The
formal vision statemenof this firm and headquarters is simila(4) 3This firm shares
the same goalwith headquarters and (5) The businesspractices and operational
mechanismsf this firm and headquarters are simildhen, the data have been reversely

coded.

4.5.3Control Variables
Mode of establishment
An important reason for an internationacquisition, ompared to Greenfield

investment, igo learn target firm§knowledge and to transfer the knowledge to other
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MNCs funits (Bresman et al., 199Bjorkman et al. 2004). Unlike Greenfield
subsidiarieso whichMNCs need to transfer own knowledge, acquired local units tend to
hawe a unique local knowledge bagéupta and Govindarajar2000, which also
indicates thainternationalacquisitions rather than Greenfields implement more RKT
activities to MNC headquarters (Foss and Pedersen, 2088%, the levels of RKT
betweenGreenfield and acquired subsidiaries are likely to be diffeMntambi et al.,
2014).For this reason, the mode of establishment is selected as a control variatder

to control the potential influence of the factor on RKT, a dummy variable wdqlrse

Greenfield subsidiaries, and 0= brownfield subsidiaries).

Industry Characteristics

Industry characteristics may have the critiofluenceon knowledge transfer within
MNC networks since the innate attributes of knowledgediffer according tandustry
(Minbaeva et a) 2003). For example, local market relevant knowledge used in service
sectos is more difficult forsubsidiariego learn, in that knowow in such industries is
typically embeddedin human beings, which logically lessens the eixtien which
headquarters have opportunities to absorb the information (Lane and Lubatkin, 1998;
Rabbiosi, 2008; Y#Renko et al., 2001)So services aremore likely to contain tacit
knowledge and may require a processdasformtacit knowledge to explicknowledge
so that knowledge moves from one firm to anotiRarket al, 200%). In other words,
the patterns of knowledge fl@in manufacturingndustries are different frorthose in
service industries (Yang et al., 2008herefore industry charactestics need to be

controlledand measureldy adummy variable (1= service industries, and otherwise 0).
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Subsidiary size

Several studies (e.g. Bjorkman et al., 2004) have shown that subsidiary size can affect
knowledge transfer. Given tharganisationapowerwhich is derivedrom size, &rger
firms often have the chanceto interact with local entities, generate knowledge by
themselves and usually accumulate more information than smaller(firetsal., 2007).
This explanation indirectly implies thehowledge outflowwill be higher when the size
of subsidiaries is larggMinbaeva et al., 2003Based on these argumersisbsidiary size
is includedin the research framewarkxtant empiricexaminingknowledge transfer in
international domains commoniyeasure the variable as the number of employees in
each subsidiary (e.gMinbaeva et al., 200®ark et al., 2008; Park, Whitelock and
Giroud 2009 Tsai, 2001; Yang et al., 2008)his studyuses the same criteria. The
respondents ereasked tandicatethe total number of employees in their firms by means
of an operended questianForthe complementary analysis (i.e., Spearman rank order
correlation), subsidiary size was divided into three different groups (i.e.,-sizedl
subsidiaries with less thd®0 employees, mediusized subsidiariewith betweenl00

and 300employeesand largesized subsidiaries with more than 300 employees).

Subsidiary Age

Older subsidiaries tend to be more innovative and interested in knowledge exchanges
to other MNC unitg§Minbaeva et al., 2003). In addition, older subsidiaries have had more
time to embed in their local environment and accumulate a knowledge stock which is the
basis of effective RKT (Rabbiosi and Santangelo, 2013). Thus, subsidianasonof
operations has been related to organisational knowledge; that is, older subsidiaries tend

to have higher levels of such knowledge (Mudambi and Navarra, 2004). Foss and
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Pedersen (2002) and Park et al. (2)G8so argue that older IJVs tend to have thebe
knowledge base as they have greater time for knowledge accumulatitime$e reasons,
this study includes subsidiary age as a control variable. FolloMntget al. (2008
Mudambi et al. (2014), Park et al. (2@D%nd Yang et al. (2008)ubsidiay agewas
measured by the number of years since creation dbrtenisations(Its criterion was

year 2015)

Knowledge tacitness

Knowledge can be generally categorisextacit or explicit. Someknowledgehas
more tacit characteristics than the otffRabbiosi and Santangelo, 201B)oreover, {
has long been argued that tacit knowleddeaislerto codify and difficult to transfer due
to its sticky attributes (Blomkvist, 2012). In this vethis study views the factor as a
necessary element to be controlled as a control variable and imdug@d®owledge
tacitnes$ to measure the extent to which the subsidfgkgowledgeis characterisethy
tacit information. This study focuses on six types dfMl classified by Gupta and

Govindarajar(1994).

Using a fivepoint Likert scale ranging fromdaH Q Wdisdd#e@ to %extremely agreé
respondents were asked to indicate the extent to which they agree or disagree with the
following questions. (1)3t is hard toverbally transfer market data about customers to
headquarters 3t is hard to encode and write down market data about customers in
reports or documents with the purpose of transferring the knowledge to headduarters
3t is hard to verbally transef market data about competitors to headquarters It i%

hard to encode and write down market data about competitors in reports or documents
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with the purpose of transferring the knowledge to headquartersit i3 hard to verbally
transfer marketig knowhow to headquarters It i3 hard to encode and write down
marketing knowhow in reports or documents with the purpose of transferring the
knowledge to headquarterg7) 3t is hard to verbally transfer distribution kndvaw to
headquarters R is hard to encode and write down distribution kAmewv in reports
or documents with the purpose of transferring the knowledge to headquarterdt i3
hard to verbally transfenarketspecifictechnological knowhow to headquarters

3t is hard to encode and write dowmarketspecifictechnological knowhow in reports
or documents with the purpose of transferring to headquarters 1t i3 hard to verbally
transfer purchasing knetow to headquartefs D Q G 3t is hard to encode angrite
down purchasing knosiow in reports or documents with the purpose of transfetang

headquarters
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Table4.6 Operationalisationf the \ariables using Likerttype questions

-To what extent has this firrmuccessfullytransferredmarketspecific technological
know-how to headquarters?

-To what extent has this firm successfully transferred purchasing -koawto
headquarters?

-Overall, to what extent has this firm successfully transferred local market inforn
to healquarters?

Variables Measure indicators Sources
Reverse -To what extent has this firm successfully transferred market data about custor Najafi-Tavini
Knowledge Transfer | headquarters? et al. (2012);
-To what extent has this firm successfully transferred market data edropetitors tq Gupta and
Measured on headquarters? Govindarajan
a five-point scale -To what extent has this firm successfully transferred marketing +maw to| (19949
1=very little, headquarters?
to 5=very much -To what extent has this firm successfully transferred distribution #rmw to
headquarters?

Knowledge
developmentapability

Measured on

a five-pointscale
1=entirely disagree,
to 5=extremely agree

-Our employees in the firm have adequate academic background to understand
local market informatiowery well.

-This firm has expatriates who possess superior managerial and technical skills.
-We commit significant resources to educating and trginionmanagerial employeeg
to mastetocal market information
-We commit significant resources to educating and training managerial employ
masteriocal market information

Wang et al.
(2004,
Andersson et
al. (2002)
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-This firm has a close relationship with its local business actors, suchsasners
suppliers and local institutions.

-This firm has frequent contacts (fateface contacts, letter, phoretc) with its local
business actors, such as customers, suppliers and local institutions.

Possession of nor- | -Compared to headquarters, how similar are the products which are produced| Park (2014)
related knowledge .
firm?
-Compared to headquarters, how similar isswerice which is provided by this firm?
Measured on -
, . -Compared to headquarters, how similar are the customers who are shared by th
a five-point scale o : .
. . -Compared to headquarters, how similar is the basic technology which is shared
1=entirelydifferent, .
10 E—ext heimil firm?
0 5=extremelysimilar . : . :
» -Compared to headquarters, how siméae the basic skills which are shared by
firm?
Willingness -To what extent does this firm receive motivation which is associated with the tr| Najafi-Tavini
of its knowledge tdheadquarters? et al. (2012)

Measured on

a five-point scale
1=very little,

to 5=very much

-To what etent does headquarters emphadismowledge transfer as a criterion
assessing this firm?

-TR ZKDW H[WHQW LV WKLV ILUPYVY PDLQ HVWDEO
of its knowledge to headquarters?

-To what extentoes this firm commit a considerable amount of time and resourc
knowledge transfer to headquarters.

Autonomy

Measured on

-This firm is free to make decisions developments and changes in products/sery
for the domestic and export markets.

-This firm is free to make decisionssnbsidiary human resource management.

Miao et al.(2011)
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a five-point scale
1=entirely disagree,
to 5=extremely agree

-This firm is free to make decisionsfinancial managment including pricing policy.
-This firm is free to make decisionsnmarketing activities.

Socialisation
mechanisns

Measured on

a five-point scale
1=entirely disagree,
to 5=extremely agree

-There are efficient channels foommunication between this firm and headquarters
-There are frequent interfaces (i.e., visits and meetings) between this firn
headquarters.

-Our employees are often dispatched tevawk with headquarters.
-Active managerial support by headquartersammon for this firm.

Ghauri et al.
(2013)

revised from
Najafi-Tavani et
al., 2012;
Rabbiosi &
Santangelo, 2013

Trust

Measured on

a five-point scale
1=entirely disagree,
to 5=extremely agree

-There is a high level of trust between headquaatedshe top management of this fir
-We trust that headquarters will make no decisions detrimental to this firm.

-We believe that headquarters trust that we will make no decisions detrime
headquarters.

Created by thig
study

Organisational
Distance

Measured on
a five-point scale
1=entirely disagree,

-This firm has a similaorganistionalculture to headquarters.

-Cultural differences with headquarters hae¢been issues in this firm.

-The formalvision statemenf this firm and headquarters is similar.

-This firm shares the same goal with headquarters.

-The business practices and operational mechanisms of this firm and headqua

similar.

Li et al. (2007)
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to 5=extremely agree

Knowledge tacitness

Measured on

a five-pointscale
1=entirely disagree,
to 5=extremely agree

-It is hard to verbally transfer market data about customers to headquarters.
-Itis hard to encode and write down market data about customers in reports or dog
with the purpose of transferring tkeowledge to headquarters.

-It is hard to verbally transfer market data about competitors to headquarters.
-It is hard to encode and write down market data about competitors in repg
documents with the purpose of transferring the knowledge to heaeiguar

-It is hard to verbally transfer marketing kndww to headquarters.

-It is hard to encode and write down marketing kdAww in reports or documents wi
the purpose of transferring the knowledge to headquarters.

-It is hard to verbally transfer digtution knowhow to headquarters.

-Itis hard to encode and write down distribution kAmaw in reports or documents wi
the purpose of transferring the knowledge to headquarters.

-It is hard to verbally transfenarketspecifictechnological knowhow toheadquarters
-It is hard to encode and write dowrarketspecifictechnological knowhow in reports
or documents with the purpose of transferring to headquarters.

-It is hard to verbally transfer purchasing knbew to headquarters.

-Itis hard to encodand write down purchasing knelmow in reports or documents wi

the purpose of transferririg headquarters.

Blomkvist (2012)
Gupta and
Govindarajan
(1999
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4.6 Main data collection

This studyfocuses on foreign subsidiaries in Korea, and the data for this research
were collected from March 2015 to June 2015 (four months). Aé&egral revisions and
pretest processeghe finalised questionnairewas sent tosubsidiariesvia first-class
postag@ mail (i.e., recorded delivery). The post also included a covering letter and pre
paid envelope for returit the same time, the same questionnaire alsssentthrough
e-mail that wasalready checkeat the onset stage tiie surveyin order to provide
respondents with conveniencd participation inthe survey as well as to increase
response rate$-ollow up phonecalls were madand reminder postcards were st
nonresponding subsidiaries every two weekghen the researcher phoneshme
responders wanted to receive the questionnaire bynal. In that case another
guestionnaire assent to their individual-enail, again Moreover, some respondestid
theydid not find the questionnaire, and thus another questionnaire was sent to them to
help trem not to waste time and efforts to find the questionnaire which had been sent

before.

As aforementioned in Section 4.2.2., monetary incentives are likely to improve higher
response rate€onsequenththis research used monetary incentives in orderciease
response ratesnd indicated thaften respondents will receive a Portmeirion wall clock
LQ D SUL]H GUDZ’ L &sanofhRivayito InQivat® tesyonderits to participate
in the surveythe researcheguaranteedespondentthat they wald receive a copy of the
research summamyhere theyprovide their personal details (e.g., phone/ fax number and

e-mail address) at the end of the questionnaire.
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A total of 454 responsesvere receivedout of the 1343 questionnaires sent to
respondentdlowever, 22 responsegerenot usbledue to an incomplete questionnaire
which resulted in432 usable questionnaires tratuld beused for data analysesnd
represented a 3per cent response rat€ompared to previous studieghich have
generally achiexd 10 to 20per cent response rates in the Korean context (e.g., Park, 2010;
Park and Ghauri, 2011 32 per cent can be consideredvasy good. To sum up, the

procedure of the main data collection is described in Figure 4.2.
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Figure 4.2The procedure of the main data collection

Time Process

1%t Jan, 2015 z The Questionnaire wdmalisedafter revising through pre
test.

g z Sample was drawn from sample procedures.
28" Feb, 2015

z Participants were selected by comparing previous rese

on knowledge transfer.

15'Mar, 2015 z The Questionnaires were sent by fickiss postage mail

with covering letters and pigaid envelopes.

z Follow-up phone calls were made every two weeks an

mails were sent to enhance response rates.
30" April, 2015

z First due date of the survey (for two months, 292

15t May, 2015 guestionnaires were collected)

z Another questionnaire was sent by post aincad
targeting norrepondents.

z Reminder postcards were sent to megpondents
30" June, 2015 z E-mails with attached questionnaires were sent
z Follow-up phone calls were made every two weeks.

z Final due date of the survey (for more two months, 16:

guestionnaires were collected)

z Atotal of 454questionnaires were collected and 22 of tF

were disregarded due to incomplete data

4.7 Descriptions of Survey Responses

Respondentsvere asked tgrovide the basic profiles of their companjesuch as

190



industry, firm size (number of futime employees), organisation age, and the mode of
establishment (i.eGreenfieldvs. brownfield) Frequencies in sampling frame are similar
to those inthe sample which confirms that the data collected are represeataf
representative samp#tands for a sample whicbpresents a whole and larger data (Lee,
Taddy and Gray, 2010) and stands for a sedte@n version of the whole sample,
expressing its characteristics (Grafstrom and Schelin, 2014)ddition,the esponses
were tested for neresponse bias by using key parametdise data comparisons
between sample and responses in termisvollved industry characteristics, the mode of
entry andthe year ofestablishmenfe.g. beforethe Asian economic crisis 1997 vs.
after the eventare conducted in order to estimate the possibility ofresponse bias

(Ambos and Birkinshaw, 2010; Chung, 2018he following illustrate these profiles.

4.7.1. Main industry involved

Respondents were askedreport themain industry sectoin which they operate.
Table 4.7and Figure 4.3how that all dathad an equal collection rate in nearly every
industry though they were not exactly the same as the actual sanmgendjority of
sampleswere from machinery (12.1%glectronics (12.8%), and chemistry (9.2%).
Similarly, mostrespondentsanswered thatheir industry was engaged in machinery

(10.9%), electronics (13.7%), and chemistry (8.1%).

191



Table4.7Respondents by industry sector

Sector Industry Frequency % Response
Sampling | Sample | Sampling | Sample | Rate (%)
frame frame

Manufacturing| Food Products 40 9 3.0 2.1 22.5
Textile & garment 41 9 3.1 2.1 22.0
Paper & wood 14 5 1.0 1.1 35.7
Petroleum 8 2 0.6 0.5 25.0
Chemistry 124 35 9.2 8.1 28.2
Medicine 33 17 2.4 3.9 51.5
Ceramics 27 7 2.0 1.6 25.9
Metal 45 21 3.4 4.9 46.7
Machinery 163 47 12.1 10.9 28.8
Electronics 172 59 12.8 13.7 34.3
Transportation 76 25 5.7 5.8 32.9

eguipment
Other 104 49 7.7 11.3 47.1

manufacturing

Subtotal 847 285 63.0 66.0 33.6
Service Electricity& gas 9 3 0.7 0.7 33.3
Construction 13 4 1.0 0.9 30.8
Wholesale & retalil 48 11 3.6 2.5 22.9
Trade & repairs 59 16 4.4 3.7 27.1
Hotel & restaurants 53 15 3.9 3.4 28.3
Transportatior& 23 13 1.7 3.0 56.5

warehouse
Finance 40 8 3.0 1.9 20.0
Real estate 5 2 0.4 0.5 40.0
Other service 246 75 18.3 17.4 30.5
Subtotal 496 147 37.0 34.0 29.6
Total 1,343 432 100.0 100.0 32.2

Notes:

1. Sampling frame (%) = sampling frame frequency / total sampling ft&/343 x 100
2. Sample(%) = sample frequency / total sampi32) x 100
3. Response rate (%) = sample frequency / samplin