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ABSTRACT 

 

As an inter-organisational network organisation, MNC subsidiaries possess the advantage of 

having relations with their headquarters (HQ) and peer subsidiaries, as well as with external firms 

such as suppliers, customers and local agencies in the host country. Realising this, my study 

examines subsidiaries’ internal network embeddedness and local network embeddedness on 

vertical and horizontal knowledge outflows. My conceptual framework is developed from the social 

capital and social network literature. Internal embeddedness and local embeddedness are 

hypothesised to positively influence vertical and horizontal knowledge outflows. Local network 

embeddedness, however, is conceptualised to have an indirect association with vertical and 

horizontal knowledge outflows through localised subsidiary innovation. Mixed methods of inquiry 

are adopted to test the hypotheses and explain subsidiaries’ inherent tensions in managing dual 

network embeddedness. My study is contextualised within MNC subsidiaries located in Malaysia. 

Findings of my study demonstrate that vertical and horizontal knowledge outflows are influenced 

differently by subsidiaries’ network embeddedness. Vertical knowledge outflows are driven by 

subsidiaries’ internal embeddedness, while horizontal knowledge outflows are influenced by local 

network embeddedness. The study also explains how subsidiaries manage dual network 

embeddedness and its impact on vertical and horizontal knowledge outflows. My study provides 

theoretical contributions to subsidiary embeddedness and subsidiary-focused knowledge 

management literature and practical implications in managing subsidiaries, HQ-subsidiary 

relations and firms located in the host country. 
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“Because new ways of cooperating cannot be easily acquired, growth occurs through building on 

the social relationships that currently exist in a firm”  

(Kogut & Zander, 1992, p. 383). 
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Chapter 1 INTRODUCTION AND RESEARCH BACKGROUND 

 

This chapter sets the background of the study on subsidiaries‟ dual network embeddedness and 

vertical and horizontal knowledge outflows. The multinational corporations (hereafter referred to as 

MNCs) context, particularly MNCs‟ structural evolution, subsidiaries‟ strategic roles and the shift of 

the literature on MNCs and subsidiaries, will be presented to explicate how subsidiaries are 

increasingly regarded as sources of valuable knowledge to headquarters (hereafter referred to as 

HQ) and peer subsidiaries. The motivations for the study‟s focus on subsidiaries, intra-

organisational knowledge outflows, and network embeddedness will be discussed to set the stage 

for the research questions and the objectives of the study. 

 

1.1 Background and Motivations of the Study 

Subsidiaries of multinational corporations are increasingly acknowledged to possess knowledge 

repositories that are valuable for the entire corporation. Building knowledge block within 

subsidiaries facilitates the development and construction of subsidiary specific advantages (e.g., 

Moore, 2001; Rugman & Verbeke, 2001). Transferring subsidiaries‟ knowledge repositories to HQ 

and peer subsidiaries provides opportunities for HQ and peer subsidiaries to exploit and combine 

the knowledge and contribute to the overall corporation‟s performance and competence 

development. MNCs‟ competitive advantage and global competitiveness thus, increasingly lie in 

their abilities to leverage, manage, integrate, transfer, create and exploit knowledge embedded in 

their globally dispersed locations (Bartlett & Ghoshal, 1989; Subramaniam & Venkatraman, 2001).  

 

Managing, leveraging and transferring knowledge residing in distantly located subsidiaries prove to 

be a greater challenge for MNCs because of functional, physical and cultural distances between 

focal subsidiary and HQ, and between subsidiaries. Recognising these difficulties and challenges, 

researchers examined the motivations (Burgess, 2005; Gupta & Govindarajan, 2000; Jensen & 

Szulanski, 2004; Minbaeva, Pedersen, Björkman, Fey, & Park, 2003), infrastructures (Gold, 

Malhotra, & Segars, 2001; Zhao & Luo, 2005), mechanisms (Björkman, Barner-Rasmussen, & Li, 

2004; Persson, 2006; Simonin, 2004) and subsidiaries‟ abilities, capabilities and competences to 
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transfer or receive knowledge (Minbaeva, et al., 2003; Minbaeva, 2007; Schlegelmilch & Chini, 

2003; Sunaoshi, Kotabe, & Murray, 2005).  

 

Traditionally, MNCs follow a hierarchical structure (Hedlund & Kogut, 1993). The hierarchical 

structure puts the HQ, usually located in developed countries at the centre, and subsidiaries, 

usually located in lesser developed and developing countries at the periphery. The traditional 

structure has also been called the mother-daughter structure (Hedlund, 1984), or the pyramid 

structure (Hedlund & Kogut, 1993), all of which denotes HQ‟s power and dominance, and 

subsidiaries‟ peripheral roles within the corporation. Following this traditional hierarchical structure, 

HQs are the source and contributor of knowledge to the distantly located subsidiaries around the 

world. Technological transfer from HQ to distantly located subsidiaries was the focus of knowledge 

transfer literature in the early 1990s (e.g., Ali, 1992, 1993; Kogut & Zander, 1992, 1993; Zander & 

Kogut, 1995). 

 

The evolution of MNC sees the changing structure from the traditional hierarchical MNC structure 

into a heterarchical structure (Hedlund, 1986), a transnational structure (Bartlett & Ghoshal, 1989), 

and a differentiated network (Nohria & Ghoshal, 1997). The heterarchy, first used in the context of 

MNCs by Hedlund (1986), invites a non-hierarchical concept to organisations. A heterarchical 

MNC disregards the notion that competitive advantage only resides at the HQ. Subsidiary 

managers are given strategic, as opposed to purely functional roles, and not only for the 

subsidiaries, but also for the entire MNC. A heterarchical MNC also has many different centres 

revolving around global responsibilities and coordination. Characteristics of a heterarchical MNC 

most relevant to the discussion on MNC subsidiaries is the recognition that foreign subsidiaries are 

no longer perceived as reactive operational locations purely at the receiving end of resources, 

capital and know-how from HQ. A heterarchical MNC breaks away from bureaucratic and 

regulatory control but adopts a predominantly normative or cultural control. A heterarchical MNC 

also encourages coalition and active relationships with external actors residing in the host country. 

The exploitation and strategic utilisation of local relationships are encouraged to optimally use its 

global capabilities. The heterarchical concept of MNC is best described that “thinking [in the 

corporation] is not only restricted to one exclusive center (such as HQ), but goes on in the whole 
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enterprise” (Hedlund, 1986, p. 26) thus, including subsidiaries not just in the operations, but also 

strategic formulations and directions of the entire corporation. 

 

The notion of a transnational MNC proposed by Bartlett and Ghoshal (1989, 1998) implies 

dispersed, interdependent, and specialised assets and capabilities, with overseas operations 

expected to uniquely contribute to the worldwide operations. Knowledge of the corporation exists 

and is developed and widely shared throughout the entire corporation. The MNC is personified as 

an integrated network with large flows of resources, products, components and knowledge 

between the units within the corporation. Of particular interest is the role of subsidiaries as 

“strategic partners whose knowledge and capabilities are vital to the corporation‟s ability to 

maintain a long-term global competitive advantage” (Bartlett & Ghoshal, 1998, p. 117). The shift to 

the transnational mentality by MNCs reflect the increasing importance of subsidiaries as a source 

of knowledge and capabilities to the corporation, and to continuously upgrade, develop and learn 

from various sources within reach of the subsidiaries. 

 

The differentiated network MNC, proposed by Nohria and Ghoshal (1997), is closely related to 

Bartlett and Ghoshal‟s (1989) transnational corporation. The structural evolution of MNC no longer 

position subsidiaries at the periphery, but rather recognises subsidiaries to have more contributory 

function than mere recipients of resources and knowledge from HQ. Central to differentiated 

network concept are differentiation and integration. HQ-subsidiary relations are redefined by 

differentiated fit and shared values. Differentiated fit essentially means that the controlling 

mechanisms of the subsidiaries by HQ are according to each subsidiary‟s unique context. The 

principle of shared values encourages the adoption of common and synchronised interests and 

values by HQ and subsidiaries all over the world. Integration of the differentiated network MNC 

rests on strong and frequent inter-unit communication built primarily through interpersonal network 

(Nohria & Ghoshal, 1997). The differentiated network MNC de-emphasises the role of formal 

internal structure and focuses on informal socialisation mechanisms across the corporation. 

MNC‟s interpersonal network serves as „glue‟ that binds the entire corporation together, the 

absence of which will lead to coordination and communication breakdown. The role of social 
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capital to build strong interpersonal network across the differentiated network MNC is also 

emphasised (Nohria & Ghoshal, 1997). 

 

Subsidiary evolution and development matures with the changing structure of the overall MNC. 

MNC structure has evolved from the traditional hierarchical pyramid structure, which placed the 

subsidiary at the periphery, to the transnational structure and differentiated network, which de-

emphasise the central role of HQ and focus on the potentials of subsidiaries to the corporation. 

Subsidiary evolution via the changing structure of MNC mandated subsidiaries with greater 

strategic roles and responsibilities within the corporation (Hedlund, 1986). Subsidiaries‟ roles such 

as World Mandate (Birkinshaw & Morrison, 1995), Strategic Leader (Bartlett & Ghoshal, 1986), 

Active Subsidiary (Jarillo & Martinez, 1990), and Global Innovator and Integrated Player (Gupta & 

Govindarajan, 1991) signify the integrated, strategic and entrepreneurial functions of previously 

primarily reactive subsidiaries within the MNC. Subsidiaries possess strategic autonomy as World 

Mandate (Birkinshaw & Morrison, 1995) and are partners with HQ in strategising and developing 

MNC overall strategy as a Strategic Leader (Bartlett & Ghoshal, 1986). MNC subsidiaries are now 

contributing knowledge to the rest of the MNC as Global Innovators and Integrated Players (Gupta 

& Govindarajan, 1991). In terms of the integration-local responsiveness framework, subsidiaries 

are both highly integrated within the corporation and highly responsive to the local demands and 

environments as Active Subsidiaries (Jarillo & Martinez, 1990). Frost, Birkinshaw, and Ensign 

(2002) conceptualised and demonstrated that subsidiaries are now increasingly recognised as 

Centres of Excellence. Subsidiaries as centres of excellence, according to Frost et al. (2002) 

“embody a set of capabilities that has been explicitly recognized by the firm [MNC] as an important 

source of value creation, with the intention that these capabilities be leveraged by and/or 

disseminated to other parts of the firm”  (p. 997).  

 

MNCs‟ structural shift and increasing strategic roles and responsibilities of subsidiaries have  

disregarded the previously held notion that competitive advantage, strategic positioning, 

knowledge and information must reside at the HQ (Hedlund, 1986). Parallel to this shift, the 

perspectives on knowledge within MNC have acknowledged the changing roles of subsidiaries as 

merely reactive recipient of knowledge from HQ to having the abilities to create its own knowledge 
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and contribute the uniquely held knowledge at the subsidiaries with the rest of the corporation. 

This changing perspective of subsidiaries as the source and contributor of knowledge in the MNC 

is reflected by the shift in the knowledge management models of MNC by Grant, Almeida, and 

Song (2000). The knowledge diffusion model of the MNC, which builds on the notion that 

knowledge is developed at the HQ and subsequently diffused to the other distantly located 

subsidiaries have been disputed (Grant, et al., 2000). Scholars and practitioners increasingly 

subscribe to the knowledge leveraging model of MNC (Grant, et al., 2000), which emphasises that 

knowledge creating abilities may exist throughout the entire corporation, and are not exclusive to 

only subsidiaries located in specific locations or performing specific functions. This has sparked 

research on examining MNC subsidiaries as the source and contributor of knowledge to the 

corporation (e.g., Ambos, Ambos, & Schlegelmilch, 2006; Andersson, 2003; Andersson, Björkman, 

& Forsgren, 2005; Björkman, et al., 2004; Cho & Lee, 2004; Foss & Pedersen, 2002; Gupta & 

Govindarajan, 2000; Hakånson & Nobel, 2000; Harzing & Noorderhaven, 2006a; Minbaeva, et al., 

2003; Wang, Tong, & Koh, 2004; Zhao & Luo, 2005). The increasing recognition of subsidiaries as 

knowledge contributor and generator provides the primary motivation of my research to focus 

particularly on subsidiary knowledge outflows to HQ and peer subsidiaries.  

 

Following the shift in the structures of MNCs, reflecting and acknowledging the increasing strategic 

roles and responsibilities of subsidiaries, International Business (IB) and International 

Management (IM) research has transcended from the centre-periphery view to the more inclusive 

approach of subsidiaries as the centre of attention. A less-macro perspective on the MNC (Gupta 

& Govindarajan, 1991, 2000) focussing on subsidiaries are gaining heavier emphasis and 

importance in the IB and IM literature (Uhlenbruck, 2004). An increasing number of research now 

put subsidiaries as the central focus of research examining a range of issues in IB and IM such as 

knowledge, learning and innovation (e.g., Johnston & Paladino, 2007; Li, Barner-Rasmussen, & 

Bjorkman, 2007; Mu, Gnyawali, & Hatfield, 2007; Mudambi, Mudambi, & Navarra, 2007; Phene & 

Almeida, 2008), strategy (Luo & Zhao, 2004), HQ-subsidiary relations (Andersson & Forsgren, 

1996). The increasing attention put on MNC subsidiaries as the focus of research provides another 

motivation of this study. I follow the less macro perspective on the MNC (Gupta & Govindarajan, 

1991, 2000) and put subsidiaries at the centre to examine subsidiary knowledge outflows. 
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The international knowledge management literature examining knowledge flows, transfer, sharing 

and integration, specifically focussing on subsidiaries, have focused on the structures (Buckley & 

Carter, 2002; Persson, 2006; Zhao & Luo, 2005), strategic roles (Harzing & Noorderhaven, 

2006a), motivations (Gupta & Govindarajan, 2000; Minbaeva, et al., 2003), infrastructure (Zhao & 

Luo, 2005), mechanisms (Björkman, et al., 2004; Hong & Nguyen, 2009; Persson, 2006), and 

barriers and challenges (May, Puffer, & McCarthy, 2005) of knowledge flows within MNCs. These 

shall be explained further in Chapter 2. The more effective determinants of intra-MNC knowledge 

flows point to the informal mechanisms and practices that exist within the MNC (e.g., Gupta & 

Govindarajan, 2000; Hansen, Mors, & Løvås, 2005; Noorderhaven & Harzing, 2009; Persson, 

2006; Reiche, Harzing, & Kraimer, 2009) compared to the existence of infrastructures, and 

formally established mechanisms. Gupta and Govindarajan (2000), Persson (2006), and 

Noorderhaven and Harzing (2009) demonstrated the dominance of informal and lateral integrative 

socialisation mechanisms in determining knowledge flows from subsidiaries to other peer 

subsidiaries and HQ. Schulz (2003) examined informal relations while Hansen et al. (2005) 

investigated the characteristics of social network to knowledge flows and sharing. Tsai (2001) 

examined the network position of subsidiaries as determinants of innovation and knowledge 

transfer in MNC. Trust in and commitment of subsidiaries to the corporation also received 

increasing attention in relation to knowledge flows within MNC (Kostova, 1999; Kostova & Roth, 

2002; Li, Barner-Rasmussen, et al., 2007). Furthermore, the emerging structure of MNCs, as 

discussed above, supports the adoption and implementation of social and behavioural control as 

opposed to the coercive, regulatory and bureaucratic control (Baliga & Jaeger, 1984) previously 

exercised under the traditional hierarchical MNC structure. The implementation of social and 

behavioural control within MNC foster a „moral commitment‟ (Baliga & Jaeger, 1984) and common 

objectives to pursue the interest of the entire corporation. Additionally, the differentiated network 

concept of the MNC focuses on the informal mechanisms of socialisation and interpersonal 

network and contacts in building the MNC‟s global advantage (Nohria & Ghoshal, 1997). This in 

turn, is argued to create a conducive environment towards instilling the willingness and abilities to 

transfer knowledge to as well as accepting knowledge from others in the MNC.  
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Responding to the strength/power/dominance of informal relations within various units within MNC 

in determining intra-MNC knowledge flows, Argote, McEvily, and Reagans (2003) singled out the 

significance of social relations in further delineating the effective process of knowledge transfer 

and management. Both structural properties of social relations such as network position (Tsai, 

2001) and tie strength (Dhanaraj, Lyles, Steensma, & Tihanyi, 2004; Reagans & McEvily, 2003) 

and the qualities of social relations such as trust (Li, 2005; Li, Barner-Rasmussen, et al., 2007; 

Lucas, 2005) are identified as emerging themes in the knowledge management discipline. Argote 

et al. (2003) emphasised that,  

“Although existing research points to the important role of informal networks for 

effective knowledge transfer, the available empirical evidence on the association 

between informal social networks and knowledge transfer is limited” (p. 577).  

 

Picking up on Argote et al.‟s (2003) call, I focus on the role of informal social networks within 

MNCs. More specifically, I examine the role of informal social network embeddedness of 

subsidiaries in relation to knowledge outflows. I. This is the third motivation for my study. 

 

While Argote et al. (2003) argued that empirical evidence of social networks in relation to 

knowledge flows is rather limited, the existing evidence specifically in the MNC context have 

mainly focused on either the structural properties of social network and the internal network within 

MNCs (Hansen, 2002; Hansen, et al., 2005; Tsai, 2001; Tsai & Ghoshal, 1998).  The social capital 

theory, which is the theoretical underpinning of much of previous research on social network 

embeddedness (Frost & Zhou, 2005; Li, Barner-Rasmussen, et al., 2007), has been considered in 

three separate dimensions, which are structural, relational, and cognitive dimensions (Nahapiet & 

Ghoshal, 1998; Tsai & Ghoshal, 1998). The structural dimension of social capital relates to the 

properties of the social network. The relational dimension of social capital, on the other hand, 

according to Granovetter (1992) refers to the “kind of personal relationships people developed with 

each other through a history of interactions” (Nahapiet & Ghoshal, 1998, p. 244). The cognitive 

dimension of social capital refers to the shared representations and interpretations by the actors in 

the network (Nahapiet & Ghoshal, 1998). Studies that have focused on social capital and 

knowledge transfer in MNCs and their subsidiaries, however, have mainly been biased towards 
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the structural element of social capital, mainly focusing on network position and network centrality 

(Tsai, 2001), with the exception of Tsai and Ghoshal (1998), who focused on the three dimensions 

of social capital in a one company intra-organisational knowledge sharing. Following this 

argument, I focus particularly on the relational and cognitive elements of social capital in relation to 

MNC subsidiaries‟ social network embeddedness and knowledge outflows. This motivates my 

study to examine the role of social network embeddedness, particularly focusing on the relational 

and cognitive elements of social capital, in determining knowledge outflows from subsidiaries. 

 

Drawing from the theory of MNC as an inter-organisational network, Ghoshal and Bartlett (1990) 

posited that MNCs have links and network not just within the subunits and subsidiaries in the 

entity, but also expand network and links to those firms located in the proximity of the local host 

country. Previously acknowledged simply as cheap manufacturing locations for MNCs, host 

countries are now increasingly recognised as sources of knowledge (Birkinshaw & Hood, 1997; 

Frost, 2001), sources of knowledge creation for innovation (Almeida & Phene, 2004; Frost, 2001; 

Phene & Almeida, 2008) and sources of learning (Luo & Peng, 1999; Mu, et al., 2007) for 

subsidiaries. Firms located in the host country hold strategic importance to MNC subsidiaries thus 

their roles should not be sidelined. Research in knowledge flows within MNC subsidiaries that 

examined social capital and social network have either focused exclusively on intra-organisational 

network (Forsgren, 2004; Li, Barner-Rasmussen, et al., 2007) or local or external relations in 

isolation (without considering the internal network) (Prashantham & McNaughton, 2006). 

Considering the MNC as a differentiated network, solely focussing on one type of network 

marginalises the notion that MNC subsidiaries have multiple relations both intra-organisationally as 

well as inter-organisationally. The literature has addressed the dilemma or duality of MNC 

subsidiaries including institutional duality (Kostova & Roth, 2002), dual organisational identification 

(DOI) (Reade, 2001b; Vora & Kostova, 2006), dual legitimacy (Li, Yang, & Yue, 2007) – having 

been embedded internally with HQ and peer subsidiaries, as well as externally with local host 

country. Zhao, Anand, and Mitchell (2005) has adopted the dual network perspective, but focused 

on international joint ventures (IJVs). Acknowledging the importance of subsidiary‟s both internal 

and local relations on knowledge flows, I examine the role of subsidiaries‟ internal and local 

relations on knowledge outflows, which serves as the fourth motivation of the study. 
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The literature on subsidiary-focused research on knowledge flows has examined knowledge flows 

within MNCs, particularly focussing on the role of subsidiaries as sources of knowledge for the 

entire corporation (e.g., Gupta & Govindarajan, 2000; Mu, et al., 2007; Schulz, 2001). One 

criticism of this stream of subsidiary-focused literature is the narrow focus on subsidiaries located 

in certain countries or groups of countries. For example, Schulz (2001) examined knowledge 

outflows of Danish subsidiaries in the US-owned MNCs and US subsidiaries in Danish-owned 

MNCs. Mu et al. (2007) and Frost and Zhou (2005) examined knowledge outflows of subsidiaries 

located in the USA. Subsidiary-focused knowledge flows research is predominantly focused on 

subsidiaries located in the Nordic (Hakånson & Nobel, 2000, 2001; Persson, 2006) and the greater 

Western European region (Ambos, et al., 2006; Foss & Pedersen, 2002; Holtbrügge & Berg, 2004; 

Mahnke, Pedersen, & Venzin, 2005). Subsidiary-focused knowledge flows research that has 

ventured outside the Triad primarily focused on subsidiaries located in China (Björkman, et al., 

2004; Li, Barner-Rasmussen, et al., 2007; Wang, et al., 2004; Zhao & Luo, 2005). Cho and Lee 

(2004) examined subsidiaries located in Korea while Johnston and Paladino (2007) studied 

knowledge involvement of subsidiaries located in Australia. While the knowledge leveraging model 

of the MNC (Grant, et al., 2000) is an emerging theme specifically for subsidiaries located in 

emerging economies, IB and IM scholars have ignored subsidiaries located in emerging 

economies outside China. The literature has not sufficiently examined subsidiaries located in 

developing countries and emerging economies that are increasingly acknowledged as sources of 

knowledge for the entire MNC prescribed by the knowledge leveraging model (Grant, et al., 2000). 

With the exception of China and Korea, the lack of focus on non-Western context within the stream 

of literature is a cause for concern given the presence of MNCs in non-Western countries. This 

lack of focus on subsidiaries located outside the Triad and Chinese contexts may also lead to 

insufficient and potentially distorted understanding and perception of subsidiaries‟ located in these 

contexts. This apparent gap within the subsidiary-focused knowledge flows literature provides 

another motivation for my study, which addresses knowledge outflows from subsidiaries located in 

a non-Western, developing country, namely Malaysia.  

 



10 

 

The core of this study rests on subsidiaries‟ dual social network embeddedness – the internal and 

local embeddedness - and their influence on knowledge outflows originating from focal 

subsidiaries. I use the term internal embeddedness and local embeddedness to signify the extent 

of informal social relations of subsidiaries with their internal and local counterparts, respectively. 

The term embeddedness has been subject to a great variety of definitions (Please see Dacin, 

Ventresca, and Beal (1999) for a recent comprehensive overview of „embeddedness‟). Granovetter 

(1992, p. 33) refers to the term „embeddedness‟ as the notion that „economic action is affected by 

actor‟s dyadic relationships and by the structure of the overall network of relations.‟ A number of 

researchers have analysed the concept in the context of MNC and subsidiaries in relation to 

various issues including subsidiary roles (Andersson & Forsgren, 2000), competence development 

(Andersson, Forsgren, & Holm, 2001, 2002), knowledge flows (Yamin & Otto, 2004) learning (Mu, 

et al., 2007). In this thesis, I argue that subsidiaries‟ dual network embeddedness influence 

differently knowledge outflows to HQ and peer subsidiaries. Subsidiaries possess a distinct 

advantage because they are positioned within the internal corporate network as well as within the 

host country environment. The extent and characteristics of relations internally with HQ and peer 

subsidiaries or the internal corporate network, are different from those with local external relations 

such as with suppliers, customers and local agencies. Therefore, I argue that subsidiaries‟ dual 

network embeddedness – the internal and local network embeddedness - have different influence 

on the extent of knowledge outflows from subsidiaries to HQ and peer subsidiaries. 

 

1.2 Research Questions and Objectives of the Study 

Subsidiaries‟ knowledge outflows to HQ (hereafter referred to as vertical knowledge outflows) and 

to peer subsidiaries (hereafter referred to as horizontal knowledge outflows) have been argued to 

have different motives, intentions and contents (Gupta & Govindarajan, 2000; Schulz, 2001, 2003) 

and should therefore be examined separately. Because of subsidiaries‟ distinct advantage of being 

embedded internally with HQ and peer subsidiaries, and locally with suppliers, customers and 

local agencies, subsidiaries‟ dual network embeddedness can have differing influence to vertical 

and horizontal knowledge outflows. The central research question of my study thus, seeks to 

understand how subsidiaries‟ dual network embeddedness influence vertical and horizontal 

knowledge outflows. 
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The overall objective of the study is to examine vertical and horizontal knowledge outflows through 

the lens of the social capital theory. More specifically, the objectives are: 

1. To examine various social networks of subsidiaries; 

Setting the MNC as a differentiated network, subsidiaries possess multiple informal social 

relations both internally with HQ and peer subsidiaries, and locally with firms within the host 

country that act as their suppliers, customers, and supporting agencies. I will examine the 

existence of these various social relations and how subsidiaries define and perceive the 

various social relations with their internal and local networks; 

 

2. To investigate localised subsidiary innovation; 

A distinct advantage of subsidiaries is the ability to draw knowledge from their local networks 

and potentially transfer the locally built knowledge to HQ and peer subsidiaries. In this thesis, I 

will examine the extent of localised subsidiary innovation, or the extent to which subsidiaries 

innovate through their local networks and whether local network embeddedness leads to 

vertical and horizontal knowledge outflows through localised subsidiary innovation; and 

 

3. To examine the influences of subsidiaries‟ dual network embeddedness on vertical and 

horizontal knowledge outflows. 

Subsidiaries‟ internal and local network embeddedness are conceptualised along different 

dimensions. Subsidiaries‟ internal network embeddedness examines subsidiaries‟ intra-

organisational network relations and are defined by subsidiaries‟ trust in HQ, organisational 

identification with HQ and shared vision with the entire MNC. Subsidiaries‟ local 

embeddedness relates to subsidiaries‟ local inter-organisational networks, and are defined by 

inter-organisational trust, information sharing and joint problem-solving. Chapter 3 of my thesis 

will explain the development of this conceptual framework. In this thesis, I will empirically test 

whether subsidiaries‟ vertical and horizontal knowledge outflows are influenced differently by 

internal and local network embeddedness. 
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1.3 Significance of the Study 

My study is significant in responding to the growing recognition of subsidiaries‟ abilities to learn 

from the local host country and build their own valuable knowledge base and their increasing role 

as knowledge contributors for the entire global MNC. My thesis challenges the knowledge diffusing 

model of the MNC (Grant, et al., 2000) and provides evidence of the knowledge leveraging model 

of the MNC, especially relating to subsidiaries located in „peripheral‟ locations. The chosen 

Malaysian context for my study adds to the significance of my study in providing evidence of the 

knowledge leveraging model of the MNC from a non-Western, developing country context that the 

IB and IM literature has largely ignored. 

 

Another significance of my study is the focus on social networks, which are informal mechanisms 

that are proposed to be the more effective determinants of knowledge flows compared to the 

structured infrastructure and mechanisms set up by organisations to transfer knowledge. Greater 

calls for the inclusion of social relations in the discussion of knowledge transfer are put forward by 

Argote et al. (2003) and the notion is echoed specifically within the MNC context (Kostova, 1999; 

Kostova & Roth, 2003; Li, Barner-Rasmussen, et al., 2007; Persson, 2006; Reiche, et al., 2009; 

Vora, Kostova, & Roth, 2007). Studies that particularly examined subsidiaries‟ network 

embeddedness focused instead on the business network and relationships between subsidiaries 

and their suppliers and customers (e.g., Andersson, et al., 2005; Andersson, Forsgren, & Holm, 

2001, 2007). My thesis differs from these subsidiaries‟ embeddedenss studies in the IM literature, 

and put focus on the informal social relations that occur within the MNC network, rather than the 

widely examined business networks or relationships. My study will contribute to the growing 

discussion on the role of informal mechanisms, more specifically social capital and social 

networks, in determining knowledge transfer in the context of MNC.  

 

Subsidiaries‟ network embeddedness studies in the IM literature, especially from the social capital 

and social network theoretical lenses, have been biased and focused on the structural properties 

of networks, such as network size and tie strength (Hansen, 2002; Hansen, et al., 2005) and 

network centrality position (Tsai, 2001) and structural embeddedness (Reagans & McEvily, 2003; 

Uzzi, 1996, 1997), rather than the other dimensions of social capital. My study will examine how 
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subsidiaries‟ social network embeddedness influence knowledge outflows, more particularly 

shifting away from the structural properties of networks, and focus on the relational and cognitive 

dimensions of social capital. This provides another significance of my study in relation to the 

existing subsidiary-focused knowledge flows literature. 

 

Examining subsidiaries‟ dual network embeddedness with regards to knowledge outflows also 

provides another significance of my study. Previous subsidiary-focused research on subsidiary 

embeddedness has not examined the phenomenon of subsidiaries‟ duality position in terms of 

social networks and how the inherent tensions of possessing multiple social networks can 

influence subsidiaries‟ knowledge outflows. My thesis empirically examines the phenomenon of 

subsidiaries‟ dual network embeddedness and provides further insights and evidence of the 

concept of embeddedness as a strategic resource for MNC subsidiaries (Andersson, et al., 2002).  

 

Previous related studies (Björkman, et al., 2004; Minbaeva, et al., 2003; Minbaeva, 2007) on 

subsidiary-focused knowledge flows have treated knowledge flows to HQ and to peer subsidiaries 

homogenously, and did not differentiate, both theoretically as well as in the measures, between 

vertical and horizontal flows. Schulz (2001) argued that knowledge flows to HQ and peer 

subsidiaries differ because of the structural dynamics within the corporation, as well as contextual 

dynamics of the knowledge possessed at different units within the corporation. My study follows 

the practice of Gupta and Govindarajan (2000) and Schulz (2001, 2003) and Noorderhaven and 

Harzing (2009) of differentiating between vertical and horizontal knowledge outflows. By 

differentiating explicitly between vertical and horizontal knowledge outflows, my study will 

empirically examine how subsidiaries‟ different dimensions of internal and local embeddedness 

knowledge outflows influence vertical and horizontal knowledge outflows. 

 

1.4 Organisation of the Thesis 

The thesis is organised into seven chapters. The first chapter introduces the thesis and provides 

the background and motivation for the study. Chapter 2 reviews critically the literature on 

subsidiary-focused knowledge flows. The subsidiary-focused literature is organised into four 

categories that have been identified to be widely examined and discussed. Chapter 2 also 
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provides the discussion on how this study departs from the existing literature. Chapter 3 presents 

the development of the conceptual framework and hypotheses. The theoretical foundations of the 

study are laid out, with particular emphasis on the social capital theory and the social network 

perspective. Chapter 3 further explicates and argues the conceptual framework of subsidiaries‟ 

internal and local embeddedness and how they influence vertical and horizontal knowledge 

outflows. Chapter 4 describes the research design of the study, provides the justification for the 

choice of mixed methods, discusses the contextualisation of the study, and explains the 

quantitative and qualitative data collection and analyses adopted in this study. Chapter 5 presents 

the findings and results of the quantitative and qualitative data analyses. Chapter 6 discusses the 

results of study. The chapter starts with the discussion of the phenomenon of subsidiaries‟ dual 

network embeddedness derived from the findings of the study. The chapter continues with the 

discussion on subsidiaries‟ internal and local embeddedness and vertical and horizontal 

knowledge outflows, and how the findings corroborate or differ from the existing subsidiary 

embeddedness literature. Chapter 7 concludes the thesis by presenting the theoretical, 

methodological and practical contributions of the study, the limitations and suggestions for future 

related research. 
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Chapter 2 REVIEW OF RELEVANT LITERATURE 

 

This chapter will start with the overview of the concepts, models and terminologies used in the 

knowledge management literature, particularly within the MNCs context. The review of subsidiary-

focused knowledge flows literature will be presented by using a four-categorisation organising 

framework of characteristics of knowledge, characteristics of actors, characteristics of the 

relationships between actors, and the outcomes of knowledge flows. Next, I will discuss the points 

and arguments of how my study differs from the current subsidiary-focused literature. 

 

2.1 Knowledge Management in Multinational Corporations (MNCs)  

MNCs are proven to be superior vehicles of knowledge transactions and mobility compared to 

domestic companies and the market (Almeida, Song, & Grant, 2002; Grant, et al., 2000; Zander & 

Kogut, 1995). With operations, manufacturing plants, service centres and R&D units sparsely 

located in strategic locations around the world, MNCs increasingly rely on the abilities to leverage, 

manage, integrate, transfer, create and exploit knowledge embedded in these globally dispersed 

activity centres for global competitive advantage and survival (Bartlett & Ghoshal, 1989; Gupta & 

Govindarajan, 1991; Hedlund, 1986; Subramaniam & Venkatraman, 2001). The differentiated 

network concept of MNC (Nohria & Ghoshal, 1997) exemplifies MNC to have various networks 

internally with HQ and peer subsidiaries around the globe, as well as locally and regionally with 

firms that act as customers, suppliers, and local agencies. MNC and their subsidiaries are 

increasingly recognised to have knowledge flows with external firms within their local host country 

environment. For this reason, the IB and IM literature has covered the antecedents, barriers, 

challenges, and determinants of intra-organisational MNC knowledge flows, and is increasingly 

examining MNC inter-organisational knowledge flows. In this chapter, I review the relevant 

literature on subsidiary-focused knowledge flows. Below, I discuss the evolution within the IB and 

IM literature that has led to the expansion of subsidiary-focused research on knowledge flows. 

 

The practices of knowledge management within MNCs have followed the evolution of the structure 

of MNC. Following the traditional hierarchical pyramid structure of MNCs (Hedlund, 1984; Hedlund 
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& Kogut, 1993), HQs, typically located in developed countries, act as „parent companies,‟ and the 

subsidiaries in various strategic locations are the recipients of resources from HQ. The 

international knowledge management literature perceived and primarily examined technology 

transfer (Grosse, 1996; Mansfield & Romeo, 1980; Teece, 1976) and knowledge transfer (Kogut & 

Zander, 1992; Zander & Kogut, 1995) from HQ to subsidiaries. Grant et al. (2000) referred to this 

as the knowledge diffusion model (Figure 2.1), according to which the HQ in the home country is 

the origin of knowledge and resources and the rest of the corporate network are dormant 

recipients. Research on knowledge management practices following the MNC traditional 

hierarchical structure and the knowledge diffusion model examined at the MNC or HQ level are 

primarily interested in the cost and speed of transfer (e.g, Kogut & Zander, 1993; Teece, 1977), 

while those examined at the subsidiary level investigated the extent and occurrence of mostly 

technology transfer to the subsidiary from HQ (Ali, 1993; Giroud, 2000; Lai & Narayanan, 1997). 

 

 

 

 

 

 

 

 

 

 

Figure 2.1 Knowledge Diffusion Model of the MNC (Adapted from Grant et al. (2000)) 

 

To reiterate the discussion in the previous chapter, the evolutionary theory of MNC has witnessed 

MNC structural shifts from the centre-periphery traditional hierarchical structure to a heterarchical 

structure (Hedlund, 1986), a transnational structure (Bartlett & Ghoshal, 1989), and a differentiated 

network organisation (Nohria & Ghoshal, 1997). MNCs are building centres of excellence (CoEs) 

(Frost, et al., 2002) among their distantly located subsidiaries, challenging the traditional 
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hierarchical structure and practices.  An MNC is now perceived as a networked organisation 

having multiple strategically-located operational and strategic centres all around the world. 

 

Besides the MNC overall structure, subsidiaries‟ roles and responsibilities in the host countries are 

also changing to Strategic Leader (Bartlett & Ghoshal, 1986), Active Subsidiary (Jarillo & Martinez, 

1990), Global Innovator and Integrated Player (Gupta & Govindarajan, 1991) and World Mandate 

role (Birkinshaw & Morrison, 1995), which equip subsidiaries with autonomy and encourage 

entrepreneurial initiatives. Knowledge management practices within MNCs following MNC 

structural shift and redefinition of subsidiary roles have been positioned as the knowledge 

leveraging model (Grant, et al., 2000) (Figure 2.2). 

 

 

 

 

  

 

 

 

 

Figure 2.2 Knowledge Leveraging View of the MNC (Adapted from Grant et al. (2000)) 

 

The structural changes of MNCs, and the redefinition of subsidiary strategic roles have led to a 

change in view of knowledge management practices within MNCs and have opened avenues in 

international knowledge management research that focus on MNC subsidiaries as the centre of 

research and level of analysis (e.g., Gupta & Govindarajan, 2000; Minbaeva, et al., 2003; Schulz, 

2001). As discussed in the previous chapter, my thesis focuses on subsidiary level research. The 

discussion that follows reviews particularly studies on knowledge flows, transfer, sharing, and 

integration that put MNC subsidiaries at the focus of research or as the level of analysis, or what I 

call subsidiary-focused knowledge management research. Although the focus of this study is on 

knowledge flows, I also include studies that use the word „transfer,‟ „sharing,‟ „exchange,‟ 
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„integration,‟ „diffusion,‟ „implementation,‟ and „utilisation‟ because these terms have been used 

loosely in the literature to denote knowledge mobility. Besides knowledge, I also include studies 

that examine the transfer or implementation of technology (e.g. Hakånson & Nobel, 2000) and 

technological competence (Hansen & Løvås, 2004), and organisational practices (e.g. Jensen & 

Szulanski, 2004; Kostova, 1999), as long as subsidiaries are the focus of research. In the following 

paragraphs, I provide some definitions of the central notions and terminologies used within the 

literature. 

 

Knowledge transfer is perhaps the most widely used term within the context of MNC subsidiaries 

(e.g. Chini, 2004; Foss & Pedersen, 2002; Tsai, 2001), but the term is used rather loosely by 

researchers. Receivers, not senders, should ideally determine whether a transfer of knowledge 

has occurred (Nonaka, 1994; Nonaka & Takeuchi, 1996), though that is not usually the case in 

studies that have used the term. For example, Björkman et al. (2004) measured the outward 

knowledge transfer from MNC subsidiaries by asking subsidiary managers to indicate the extent to 

which the subsidiary‟s knowledge had been transferred to other MNC units. Similarly, Foss and 

Pedersen (2002) used the term „knowledge transfer‟ but measured it as the extent to which 

subsidiary knowledge has been of use to other MNC units. Persson (2006) and Hakånson and 

Nobel (2001) also used the same approach to measure and operationalise knowledge transfer. 

This approach asks the sender of knowledge to indicate the knowledge transfer process, and 

violates the central notion of knowledge transfer process put forward by Nonaka (1994) and 

Nonaka and Takeuchi (1996). Tsai (2001), on the other hand, used the term „knowledge transfer‟ 

in the title of his article, but actually measured subsidiary innovation and business performance, 

indicating that the intra-organisational knowledge transfer is implied. There is an apparent lack of 

consensus concerning the term „knowledge transfer‟ within the subsidiary-focused knowledge 

management literature. Ideally, the phenomenon or the occurrence of knowledge transfer should 

be examined at the recipient‟s side, rather than the sender, but this has not been the case with the 

practices within the literature. 

 

Less used terms are knowledge diffusion (Ghoshal & Bartlett, 1988) and dissemination (Teigland, 

Fey, & Birkinshaw, 2000), knowledge sharing (Zhao & Luo, 2005), and knowledge integration 
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(Frost & Zhou, 2005), all of which explicate the flows of knowledge within the MNC. The term 

knowledge flows has been used (Gupta & Govindarajan, 2000; Noorderhaven & Harzing, 2009; 

Schulz, 2001, 2003) in the context of MNC subsidiaries. Knowledge flows is defined as the 

“aggregate volume of know-how and information transmitted per unit of time” (Schulz, 2001, p. 

602; 2003, p. 444).  The concept captures the flow or transmission of knowledge via various ways 

– e-mails, documents, telephone, regular mail, policy revisions, meetings, and trainings. The term 

„knowledge flows‟ has also been used to examine various issues in MNC such as the modelling of 

the MNC (Adler & Hashai, 2007) and MNC competence creation (Cantwell & Mudambi, 2004) and 

in subsidiaries such as subsidiary roles (Gupta & Govindarajan, 1994; Harzing & Noorderhaven, 

2006a; Harzing & Noorderhaven, 2006b; Harzing & Noorderhaven, 2005), the phenomenon of 

subsidiary isolation (Monteiro, Arvidsson, & Birkinshaw, 2008), subsidiary performance (Jaw, 

Wang, & Chen, 2006; Mahnke, et al., 2005; Mahnke, Pedersen, & Venzin, 2006), subsidiary 

innovation (Yamin & Otto, 2004), and subsidiary power within the MNC (Mudambi & Navarra, 

2004). I adopt the word „knowledge flows‟ throughout the thesis because I examine knowledge 

flows from the source of knowledge, namely the subsidiaries.  

 

2.2 Review of Subsidiary-focused Knowledge Flows Literature 

Essentially there are four types of knowledge flows in the workings of MNCs (Gupta & 

Govindarajan, 2000): (1) knowledge inflows from HQ to subsidiary (also called the traditional, 

conventional, or vertical flows), (2) knowledge outflows from subsidiary to HQ (also called reverse 

flows), (3) knowledge outflows from focal subsidiary to peer subsidiaries, and (4) knowledge 

inflows from peer subsidiaries into focal subsidiary (also called lateral flows). Following the 

publication of Gupta and Govindarajan‟s (2000) seminal article on knowledge flows within MNCs, 

research on internal or intra-MNC knowledge flows has flourished. Subsidiary-focused research on 

knowledge management and knowledge flows has developed conceptual frameworks (e.g., 

Harzing & Noorderhaven, 2006a), adopted measures (e.g., Björkman, et al., 2004; Minbaeva, 

2007), and extended Gupta and Govindarajan‟s seminal work. 

 

Positioning the MNC as a differentiated network, subsidiaries are viewed to possess relations and 

networks with firms in the host country. Previously viewed as cheap locations for productions, the 
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host country is now increasingly regarded as subsidiaries‟ sources of knowledge (Frost, 2001), 

innovation (Almeida & Phene, 2004; Phene & Almeida, 2003, 2008) and learning (Mu, et al., 

2007). Subsequently, knowledge flows from MNC subsidiaries to external firms and actors in the 

host country, also known as knowledge spillovers, and knowledge flows from external actors and 

firms into MNC subsidiaries are also examined, with the latter appearing in the literature much 

more recently. The strategic position of MNC subsidiaries - internally connected to HQ and peer 

subsidiaries, and embedded in the host country environment - provides challenging contexts and 

avenues for knowledge flows and transfer research.  

 

Because of the different functions, roles and responsibilities of MNC subsidiaries, knowledge flows 

and transfer have been considered alongside many other organisational considerations. Research 

has focused on merely the existence of knowledge transfer or the flows of knowledge (Gupta & 

Govindarajan, 2000; Schulz, 2001, 2003), the effectiveness (or problems) of the transfer process 

(e.g., Ambos & Ambos, 2009; Chini, 2004) and the extent of adoption and implementation of the 

knowledge transferred (e.g., Jensen & Szulanski, 2004; Kostova, 1999; Kostova & Roth, 2002). 

The literature also examines the factors or antecedents of knowledge transfer in subsidiaries. 

Subsidiary strategic roles (Harzing & Noorderhaven, 2006a), HQ control and governance 

mechanisms (Björkman, et al., 2004; Persson, 2006), motivational dispositions of the actors in the 

transfer process (e.g., Gupta & Govindarajan, 2000; Minbaeva, et al., 2003) among others, have 

also been examined in the transfer of knowledge in MNC subsidiaries. 

 

Perhaps the most popularly researched areas within this specific field of interest are the factors 

and antecedents of knowledge transfers within MNCs. These factors and antecedents can 

generally be divided into three categories, namely factors related to the characteristics of the 

knowledge being transferred, factors related to the characteristics of the actor in the transfer 

process, and factors associated with the nature of the relationships between the actors. The 

categorisation follows Szulanski‟s (1996) seminal article on the stickiness of knowledge transfer in 

firms, namely characteristics of the knowledge transferred, characteristics of the source of 

knowledge, characteristics of the recipient of knowledge, and characteristics of the context. I have 

slightly amended Szulanski‟s (1996) categorisation to reflect the academic shift of research in this 
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area since his article was published in 1996. The categorisation of the following review of 

subsidiary-focused knowledge management literature mirrors Minbaeva‟s (2007) categorisation of 

the determinants of knowledge transfer from HQ to subsidiaries. 

 

2.2.1 Characteristics of Knowledge 

Among the first factors to be considered in relation to knowledge transfer are the characteristics of 

the knowledge itself. Pioneering studies on knowledge transfer in MNCs and their subsidiaries 

(e.g., Kogut & Zander, 1992, 1993) have mainly focused on technology transfer. Characteristics of 

knowledge are arguably the primary determinant of the cost and means of transfer (Kogut & 

Zander, 1993; Teece, 1977). Teece‟s (1977) seminal article on technology transfer within MNC 

posited that the cost of technology transfer lies in the technology‟s degree of tacitness. The degree 

of tacitness of knowledge was mainly applied with regards to technological knowledge but has of 

late, been extended to other types of organisational knowledge. The dimension of tacit knowledge 

is at best viewed as a dichotomy (Inkpen & Dinur, 1998), with tacitness on one end denoting 

knowledge that is embedded within the behaviours, values, culture and practices, and explicitness 

on another end, denoting knowledge that is documented in various forms for easy access and 

transfer. According to Polanyi (1966), knowledge that is explicit is discrete, can be expressed in 

understandable and clear words, numbers, databases, figures and diagrams, thus easily 

transmitted and transferred between individuals. Tacit knowledge, on the other hand, involves 

highly personalised involvement and is embedded in one‟s actions and commitments. Tacit 

knowledge conjures an individual‟s views of what is and his/her perceptions of what ought to be in 

the future. Tacit knowledge, when fully comprehended and utilised, creates the underlying and key 

determinant towards the mobilisation process of knowledge creation. Nonaka‟s (1994) SECI 

(Socialisation, Externalisation, Combination and Internalisation) model of knowledge creation rests 

on the active interplay and continuous cycle of the conversion between explicit and tacit 

knowledge. The model postulates that new tacit knowledge in organisations is created through 

shared experiences that can be gained by socialising within the organisation (Socialisation). New 

explicit knowledge on the other hand, is created through combining different types of explicit 

knowledge that are available within the organisation. The process of „combination‟ involves the 

gathering, accumulating, categorising, and making sense of the information and knowledge 
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obtained through various exchange mechanisms such as meetings and conversations. The 

conversion of tacit knowledge into explicit and vice versa is modelled through two processes of 

„externalisation‟ and „internalisation.‟ Externalisation is the process when tacit knowledge is 

processed, comprehended and externalised through behaviours and practices. Internalisation is 

similar to learning, when explicit knowledge is converted into tacit knowledge. The interplay 

between tacit and explicit characteristics of knowledge has since then became the defining 

determinant of the cost, speed and effectiveness of knowledge transfer. 

 

Kogut and Zander (1993, 2003) argued that the extent to which knowledge can be codified and 

taught and is complex, determine a firm‟s decision whether to transfer within the firm or 

disseminate it to external parties. The extent to which knowledge can be codified and articulated 

into easy-to-retrieve documents and diagrams reduces its tacit nature and turn the knowledge into 

explicit knowledge. Teachability refers to the ease at which the knowledge can be taught to 

newcomers in the firm. Complexity is defined as “the number of critical and interacting elements 

embraced within an entity or activity” (Kogut & Zander, 2003, p. 521). The study demonstrates that 

knowledge that is not easily codified is more likely to be transferred within wholly owned units of 

the firm. The tacit nature of knowledge residing in firms raises the cost of transfer and reduces the 

speed of transfer (thus exposes the knowledge to imitation by competitors). The study concludes 

that firms should invest in resources to reduce tacitness of knowledge, by codifying, encoding and 

documenting the knowledge in rules, documents, and practices to expedite internal transfer of 

knowledge more efficiently. Kogut and Zander (1993), however, examined the transfer of 

technological knowledge from HQ to distantly located subsidiaries from the perspective of HQ, 

which is outside the domain of subsidiary-focused knowledge flows. The article is still included this 

review because it is a prominent reference to subsequent research in subsidiary-related 

knowledge flows. Subsequent subsidiary-focused studies on knowledge transfer have primarily 

referred to this study, especially in investigating the characteristics of knowledge with regards to 

knowledge transfer. 

 

Since Kogut and Zander‟s (1993, 2003) seminal article, the tacitness and codifiability of 

knowledge, have been largely investigated in relation to knowledge transfer in MNC subsidiaries. 
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Because the two concepts are closely related and can be defined in one continuum, I shall discuss 

tacitness and codifiability together. Schulz (2003) examined the level of knowledge codification to 

subsidiaries‟ vertical and horizontal knowledge. He found that the codifiability of knowledge plays 

an important role in determining both vertical and horizontal knowledge outflows. Similarly, Hansen 

(1999) examined the extent of knowledge codifiability and independence to the role of weak and 

strong network ties in relation to intra-organisational knowledge transfer. He found that highly 

codified and independent knowledge are more effectively transferred when network ties are 

strong. Strength of network ties shall be discussed in greater details under the characteristics of 

the relationships between the actors (Section 2.2.3). 

 

Another characteristic of knowledge examined in relation to knowledge flows within MNC is the 

value placed on subsidiary‟s knowledge stock by Gupta and Govindarajan (2000). Knowledge that 

has high perceived value intensifies knowledge flows. Gupta and Govindarajan (2000) included 

three items to measure subsidiary‟s value of knowledge stock - mode of entry, subsidiary size and 

relative economic level of host country. Acquisition mode of entry implies that MNC has limited 

knowledge about host country. Acquired subsidiaries are more likely to possess non-duplicative 

knowledge, thus its knowledge is highly valued. Therefore, acquired subsidiaries, relative to 

Greenfield subsidiaries, engage in increased vertical and horizontal knowledge outflows. In terms 

of size, larger subsidiaries possess greater pools of knowledge and subsequently lead to greater 

vertical and horizontal knowledge outflows. Mode of entry and subsidiary size were used to 

measure subsidiaries‟ knowledge stock value for horizontal knowledge outflows. An additional 

measure for subsidiary‟s knowledge stock value for vertical knowledge outflows was the relative 

economic level of the host country. Subsidiaries located in a more technologically advanced 

country are more likely to have higher perceived knowledge value. Thus, relative economic level of 

the host country has a positive effect on vertical knowledge outflows. Results support the positive 

association between entry mode and subsidiary size on horizontal knowledge outflows. However, 

only size and relative economic level of host country positively influence vertical knowledge 

outflows. 
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Minbaeva (2007) examined knowledge tacitness in relation to subsidiaries‟ knowledge inflows from 

HQ. Focusing primarily on Danish MNC subsidiaries, tacit knowledge is relatively more difficult to 

articulate and teach thus, have negative effect on knowledge transfer. Along with tacitness, 

Minbaeva (2007) also examined complexity, specificity and availability of knowledge. Complexity 

refers to the amount of information required to comprehend the incoming new knowledge 

(Simonin, 1999a; Winter, 1987) and the highly interdependent information and resources in the 

knowledge that makes transfer more difficult. Knowledge specificity is the degree to which 

knowledge depends on specific functional expertise. She argued that functional knowledge should 

be able „stand-alone‟ and not be interrelated or interdependent with other knowledge and thus 

easier to transfer from HQ to MNC subsidiaries. Another characteristic of knowledge that has 

bearings to knowledge transfer from HQ to subsidiaries is knowledge availability. Knowledge 

availability, refers to the relative ease of newcomers to the organisation to get hold of the sources 

of knowledge. Knowledge availability characteristic of knowledge is different from tacitness 

because while knowledge may be explicitly available in the form of blueprints or documents in 

organisations, the knowledge may not still be available to members of the organisation. The 

characteristics of knowledge – tacitness, complexity, specificity and non-availability led to lower 

degree of knowledge transfer from MNC HQ to subsidiaries, but the results were not significant. 

Minbaeva (2007) also examined characteristics of the actors and the relationships between actors, 

which will be reviewed in their respective sections. 

 

Schulz (2003) examined the characteristics of subsidiaries‟ knowledge base in relation to 

knowledge inflows from HQ and peer subsidiaries. Extensiveness, specialised and codification of 

subsidiaries‟ knowledge base were examined to determine knowledge inflows. Positioning his 

study on the relevance theory, Schulz (2003) proposed that the extensiveness of subsidiaries‟ 

knowledge base increases the relevance of new incoming knowledge thus increases the likelihood 

of knowledge inflows into the subsidiary. Subsidiary‟s knowledge base specialisation, similar to the 

arguments presented by Minbaeva (2007) on knowledge specificity and by Hakånson and Nobel 

(2000) on recipient‟s technological specialisation, was argued to decrease the relevance of new 

incoming knowledge inflows thus decreases knowledge inflows. Schulz also included extra-unit 

knowledge base specialisation, similar to Hakånson and Nobel‟s (2000) sender‟s technological 
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specialisation, arguing that knowledge possessed by other units within the MNC is the primary 

source of knowledge for focal (recipient) subsidiaries. Extra-unit knowledge specialisation was 

hypothesised to lead to weaker knowledge inflows into focal subsidiaries. Knowledge codifiability 

was also hypothesised to increase knowledge inflows because easily codified knowledge can be 

converted into easy-to-retrieve forms and allows relevant links of the new incoming knowledge to 

the existing knowledge in the subsidiary to be easily recognised. Another characteristic of 

knowledge examined is the amount of knowledge outflows from focal subsidiaries arguing that 

transferring knowledge to other units within the MNC triggers the reciprocation of inflows into focal 

subsidiaries from those that they have shared knowledge with. Results of the study conducted on 

US-owned subsidiaries in Denmark and Danish-owned subsidiaries in the USA revealed that 

subsidiary‟s knowledge base does not intensify knowledge inflows. Subsidiary‟s knowledge base 

specialisation was found to reduce inflows of knowledge and easily codified knowledge increase 

knowledge inflows. However, the specialisation of extra-unit knowledge base was not found to 

increase knowledge inflows. And knowledge outflows to other units in the MNC were found to 

increase incoming new knowledge.  

 

Phene et al. (2005) focused on intra-organisational knowledge transfer within MNC, realising that 

the MNC is an effective vehicle of transfer and simultaneously arguing that the speed of internal 

transfer should occur faster to avoid imitation of the technological knowledge by external parties. 

Two characteristics of knowledge were examined, namely technological specialisation and 

technological distance. Technological specialisation refers to the familiarity of knowledge that 

facilitates its learning, consulting, training, and supervision, a concept closely related to 

Minbaeva‟s (2007) knowledge specificity. Technological distance exists when source and recipient 

develop their own knowledge that are far from each other‟s pool of knowledge that they don‟t have 

a common understanding or a small overlap of common knowledge. Both technological 

specialisation and technological distance were hypothesised to have adverse effect on the speed 

of internal knowledge transfer. Using patent citation data, results confirmed that technological 

distance between sender and recipient reduces the speed of internal transfer. Only recipient‟s 

technological specialisation increases the speed of internal knowledge transfer primarily because 

recipients should at the very least possess some knowledge of the technology in order to absorb 



26 

 

the incoming technology more efficiently. Sender‟s technological specialisation was not found to 

increase speed of transfer because authors argued possessing superiority technology enhances 

power within the internal firm and the examination of the role of incentives is called for to further 

explain the findings. Overall, Phene et al. (2005) confirmed that the MNC is a superior vehicle of 

knowledge transfer because internal knowledge transfer occurred faster than imitation of the 

technology by external parties. 

 

Closely related to Phene et al.‟s (2005) technological distance, is Zhao and Luo‟s (2005) 

technological linkage, or the extent to which focal subsidiary‟s product and production processes 

are dependent on those of peer subsidiaries. Zhao and Luo (2005), however, used perceptual 

measures of subsidiary‟s technological linkage, asking respondents the level of similarity between 

their products and production processes with those of their peer subsidiaries. Results were 

supported that greater technological linkage leads to higher frequency of horizontal knowledge 

sharing. Zhao and Luo (2005) also included several other variables – strategic interdependence, 

entry strategy , knowledge encapsulation, intranet and incentive systems, but I discuss them in 

their respective sections.  

 

Focussing exclusively on internal technology transfer within MNC, Hakånson and Nobel (2000) 

examined several characteristics of technological knowledge namely articulability of technology, 

observability of technology, team dependence, and project duration in relation to reverse 

technology transfer. Articulability of knowledge refers to the ease of learning, training and 

educating the knowledge to R&D employees. As previously mentioned, easily codified and 

articulated knowledge facilitates knowledge transfer. However, there are technologies that have 

been successfully implemented without having been documented and codified in documents and 

manuals. R&D efforts rely on trial-and-error process, while development on novel product 

innovations dwell on accumulated experience for its successful implementation that do not require 

expensive documentation and articulation processes (Hakånson & Nobel, 2000). Knowledge that 

are easily documented and articulated, on one hand, may facilitate its appropriation in distantly 

located and cheaper unit, but on the other, may also expose itself to potential imitation by 

competitors (Kogut & Zander, 1992), what is called the paradox of tacitness. For this reason, 
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Hakånson and Nobel (2000) did not have an a priori predicted hypothesis in terms of the 

articulability characteristic of knowledge. Observability of knowledge is defined as “the extent of 

disclosure of the underlying knowledge that is necessitated by the use of the knowledge” (p. 35). 

In other words, observability relates to the ease of imitating the knowledge through reverse 

engineering and observation. Team dependence refers to whether subsidiary‟s knowledge 

depends on the knowledge residing in other units within the MNC. Results of the study revealed 

that articulability of knowledge is not found to increase the likelihood of reverse knowledge 

transfer. Observability of knowledge and higher team dependence are found to reduce reverse 

transfer of technology. Average project duration time is positively associated with reverse 

technology transfer because knowledge requiring longer completion period is more difficult and 

more expensive to be imitated.  

 

Also examining technology transfer Sunaoshi et al. (2005) examined the drawability and 

demonstrability of (technological) knowledge to the transfer of international knowledge, especially 

when language barriers exist between sender and receiver. The context of their study is the 

factory floor of a Japanese owned subsidiary located in the USA. Drawability of knowledge partly 

replaces the codifiability and teachability constructs proposed by Kogut and Zander (1993), 

constructs which according to the authors, did not take into account language barriers. Drawability 

of knowledge refers to the fact that knowledge can easily be translated into pictures, illustrations, 

and diagrams that can be effectively and universally understood using minimum language and 

jargon. Demonstrability represents a partial analogy to Kogut and Zander‟s (1993) teachability 

construct in the presence of linguistic differences. Demonstrability is conceptualised according to 

the ease of which technological knowledge can be shown by using machines, equipments and 

gestures, and by doing the practice together. Results revealed that drawability and demonstrability 

of technological knowledge facilitate effective transfer of knowledge when language barrier exists 

between the actors. 

 

Schulz (2001) examined several characteristics of subsidiary knowledge in relation to knowledge 

outflows to HQ and peer subsidiaries. The study included the extent to which the knowledge has 

been exposed to internal and external exposures, the degree of uniqueness of the knowledge 
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base, the level of codification of knowledge and the existence of knowledge inflows into MNC 

subsidiaries to determine knowledge outflows. He grouped the characteristics of knowledge into 

three: (1) collection of new knowledge (internal and external exposures to and uniqueness of 

knowledge), (2) codification of knowledge, and (3) combining new and existing knowledge 

(existence of knowledge inflows). Schulz argued that knowledge that has been exposed to both 

internal and external sources of experiences are likely to be the results of experimentation, 

innovation and risk taking and thus more likely to be shared with others within the MNC. Similarly, 

uniqueness of knowledge ensures that the subsidiary is the only source of that particular 

knowledge and therefore increases the likelihood of the outflows of such knowledge to others. The 

existence of knowledge inflows into subsidiaries was predicted to have two effects. Based on 

reciprocity argument, larger inflows of knowledge from a group lead to greater knowledge outflows 

to the same group. However, based on the learning substitution argument, larger inflows of 

knowledge into subsidiaries „frees‟ the focal subsidiary from learning and develop that knowledge 

knowing that other units have acquired the expertise of that knowledge, thus reduces knowledge 

outflows from the focal subsidiary. Results of the study reported that internal and external 

experiences exposures of knowledge, uniqueness of knowledge and codifiability of knowledge 

intensify knowledge outflows from focal subsidiaries. The existence of knowledge vertical inflows 

was found to increase vertical knowledge outflows but results were not supported for the existence 

of horizontal knowledge inflows with horizontal knowledge outflows. 

 

Jensen and Szulanski (2004) examined the level of adaptation of knowledge, or in this particular 

case, organisational practices being transferred, on the motivation to transfer knowledge, and the 

stickiness of the transfer process. The primary objective of adaptation of the transferred practices 

is to fit into the local and cultural contexts and the market framework of the recipients (Jensen & 

Szulanski, 2004, p. 510). The adaptation of the transferred practices can increase the motivation 

of the recipients to accept the incoming practices and thereby reduces the stickiness of the 

transfer process. Adaptation of practices was also predicted to directly reduce the stickiness of 

transfer process. Results of the study did not find evidence that adaptation increases recipient‟s 

motivation but revealed strong evidence that the level of adaptation significantly reduces stickiness 
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of transfer. The study also found that recipient‟s motivation moderates the relationship between 

the level of adaptation and stickiness of transfer. 

 

Conceptualising expatriates as agent or mechanism of knowledge transfer within MNC, Riusala 

and Smale (2007) examined the stickiness of international knowledge transfer. Characteristics of 

knowledge that are hypothesised to influence stickiness of knowledge transfer are codifiability, 

teachability, and complexity, mainly drawing from Kogut and Zander‟s (1993, 2003) works. 

Codifiability and teachability of knowledge were proposed to decrease stickiness or difficulty of 

knowledge transfer, while complexity of knowledge positively leads to greater stickiness of 

knowledge transfer. Interestingly, Riusala and Smale (2007) did not find support for knowledge 

codifiability, but knowledge teachability and complexity were strongly associated to the stickiness 

of international knowledge transfer. The study also examined characteristics of the actors and the 

characteristics of the relationships between the actors in the transfer process, but these shall be 

discussed in their respective sections. 

 

Causal ambiguity is another characteristic of knowledge that influences knowledge transfer. 

Causal ambiguity implies that there is “ambiguity concerning the causal connection between 

actions and results” (Lippman & Rumelt, 1982, p. 420). This dimension is related to the uncertainty 

looming over knowledge that is brought into new contexts (Szulanski, 1996) and reflects the 

interaction between tacitness, specificity and complexity of knowledge. Because of these 

characteristics, time is needed to decode, interpret and adapt knowledge transferred into a new 

environment, making the transfer of knowledge either delayed or ineffective (Madhok & Liu, 2006). 

Madhok and Liu conceptually argued that causal ambiguity of knowledge possessed by MNC 

subsidiaries can impede knowledge flows within MNC and have impacts on the effective 

management of the flows and stocks of knowledge of MNC, and subsequently to competitive 

advantage. However, this characteristic of knowledge has been primarily examined as moderating 

and control variables. Szulanski, Cappetta, and Jensen (2004) included causal ambiguity as a 

moderator for the relationship between the perception of a source‟s trustworthiness and the 

accuracy of transfer. When a recipient perceives a knowledge source to be trustworthy, the 

accuracy of the transferred knowledge is greater. When causal ambiguity increases, the positive 
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relationship between a source‟s perceived trustworthiness and accuracy of knowledge transfer 

weakens, and becomes negative when the knowledge has very high causal ambiguity (Szulanski, 

et al., 2004). Jensen and Szulanski (2004) included causal ambiguity as a control variable in 

examining the effects of the level of adaptation on stickiness of knowledge transfer. 

 

The MNC is increasingly viewed as a differentiated network, possessing relations and conducting 

transactions with various units both within the MNC and with firms located in the host country. 

Because of this view, the sources of knowledge for subsidiaries have been increasingly included to 

determine effectiveness of knowledge transfer from various sources. Foss and Pedersen (2002) 

investigated sources of knowledge in relation to knowledge transfer within the MNC. Three types 

of knowledge according to sources were presented. Internal knowledge is created through 

subsidiary‟s learning and use, network knowledge is those gathered from relations with external 

partners (customers, suppliers, etc.), and cluster knowledge is those gathered from the local 

cluster (well educated workforce, high quality research institutions, etc). Internally accumulated 

knowledge is the most easily transferable compared to network and cluster knowledge because 

they are most likely be the knowledge that subsidiaries received from other units in the MNC and 

can relate to. Network knowledge is relatively more difficult to transfer than internal knowledge 

because the knowledge is gathered from specific encounters and problems with external partners. 

Cluster knowledge is the most difficult to transfer considering that it carries local skill levels, tastes 

and regulations that other units in the MNC may not be familiar with or has little use of. Results are 

supported that internal knowledge outflows are relatively easier compared to network and cluster 

knowledge outflows.  

 

Also on the sources of subsidiary knowledge, Phene and Almeida (2003) traces the evolution of 

MNC subsidiaries with regards to knowledge flows into MNC subsidiaries. The authors found that 

MNC subsidiaries evolve in terms of the scale and scope of innovative activity over time. With 

regards to the sources of knowledge towards subsidiary innovation, the study revealed that MNC 

subsidiaries increasingly source knowledge from HQ and external firms from the host country 

environment  that ultimately lead to increased scale and scope of subsidiaries innovative activities. 

Peer subsidiaries were not found to be a strong source of knowledge for MNC subsidiaries and 
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this lead to the conclusion that each subsidiary develops its own unique evolutionary path defined 

by the HQ and the respective host country environment.  

 

Bhagat et al. (2002) offered an integrative framework for cross-border intra-MNC knowledge 

transfer, and proposed that knowledge types can have significant influence in the effective cross-

border transfer of knowledge. They derived three types of knowledge from three continuums of 

knowledge dimensions – simple versus complex, explicit versus tacit and independent versus 

systemic. Simple knowledge are easily retrieved and transferred, while complex knowledge has 

higher causal uncertainties and requires significantly more amount of information to be 

comprehended. Explicit knowledge are easily codified and transferred knowledge, while tacit 

knowledge requires richer context and medium of transfer, and usually deeply integrated in actors‟ 

values, practices and routines, similar to the tacit-explicit characteristics of knowledge discussed in 

the beginning of this section (Kogut & Zander, 1993; Minbaeva, 2007). The independent-systemic 

knowledge continuum refers to the extent the knowledge is “embedded in the organisational 

context” (Bhagat, et al., 2002, p. 207). Independent knowledge can be understood on its own, 

while systemic knowledge requires sufficient understanding of the organisational context in order 

to be accurately interpreted and transferred. Three types of knowledge according to the three 

continuums of knowledge dimensions are human knowledge, social knowledge and structured 

knowledge. Human knowledge can be either simple or complex, either tacit or explicit but more 

independent. Social knowledge can be either simple or complex, but tacit and systemic. Structured 

knowledge can be either simple or complex, but explicit and systemic. Bhagat et al. (2002) 

proposed that the velocity and viscosity of cross-border knowledge transfer is less problematic 

when knowledge is simple, explicit and independent and occurs in similar cultural contexts. 

Knowledge transfer is least effective when knowledge is complex, tacit and systemic occurring in 

dissimilar cultural contexts. Cultural contexts are defined along individualism and collectivism and 

vertical and horizontal dimensions of communications. These will be discussed in the 

characteristics of the relationships between the actors in the knowledge process (Section 2.2.3). 

 

Lee and Macmillan (2008) examined the influence of types of knowledge on knowledge sharing 

between subsidiaries in a chaebol. Procedural knowledge refers to the combination of know-how 
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and know-what. Coordinative knowledge, on the other hand, refers to the knowledge of the values, 

beliefs and attitudes that glue subsidiary members together. Coordinative knowledge is especially 

important because it relates to the coordination power between the distantly located subsidiaries. 

The sharing of both procedural knowledge and coordinative knowledge is argued to improve 

subsidiary performance. They also argued that subsidiaries that engage in greater knowledge 

sharing of both procedural and coordinative knowledge improve subsidiary performance. In 

relation to knowledge sharing with HQs, Lee and Macmillan (2008) posited that the sharing of 

managerial knowledge with HQ can improve subsidiary performance. The extent to which HQ 

transfers knowledge to the subsidiaries can enhance (or moderates) the positive association 

between the sharing of procedural and coordinative knowledge and subsidiary performance. 

Results supported the moderating effects of HQ‟s knowledge sharing on the positive association 

between the sharing of procedural and coordinative inter-subsidiary knowledge sharing and 

subsidiary performance. Nonetheless, this study demonstrates the different effects of the transfer 

of different types of knowledge on subsidiary performance. 

 

Yang, Mudambi and Meyer (2008) argued that relevance of incoming new knowledge is especially 

important in vertical knowledge outflows. While subsidiaries may be eager to transfer their 

knowledge to the HQ, the HQ may not have the awareness that the knowledge from subsidiary 

can be beneficial. Knowledge relevance is conceptualised by the extent to which knowledge 

located in the subsidiaries are similar to that at the HQ. They argued and found support that 

knowledge relevance can assist HQs to be more receptive and take advantage of knowledge flows 

from subsidiaries, thus increases vertical knowledge outflows. In their paper, they also included 

subsidiary location and motive of acquisition, which are discussed in the characteristics of actors 

(Section 2.2.2). 

 

Hong and Nguyen (2009) defined three types of knowledge along the dimensions of tacitness, 

ambiguity, stickiness, and complexity. These three types of knowledge are technical knowledge, 

systemic knowledge, and strategic knowledge. Technical knowledge is the related to the 

knowledge of specific tasks, functions and expertise, such as the skill to operate the latest 

production technology. Technical knowledge is characterised by low tacitness, low ambiguity, low 
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stickiness, low complexity and usually located at the operational level of the subsidiary. Systemic 

knowledge requires the understanding of the organisational dynamics and the inter-relationships 

between different units in the subsidiary. The knowledge is socially complex, and is usually 

possessed by a few individuals. In other words, different parts of systemic knowledge are located 

in different elements and individuals in different departments within the subsidiary. Systemic 

knowledge is characterised by medium tacitness, medium ambiguity, high stickiness, medium 

complexity, and is usually located at the middle management level in the subsidiary. Strategic 

knowledge, is mainly in the hands and minds of top managers. The knowledge is contextually 

embedded in the institutional factors of the host country, and the top managers‟ vision. Strategic 

knowledge has high tacitness, high ambiguity, medium stickiness, and high complexity. Given the 

fact that knowledge located in different locations possess is heterogenous depending on the 

context of the location, the authors argued that the three types of knowledge possessed by 

subsidiaries can be either universal (understood on its own) or embedded (requires additional 

understanding of the context to be comprehended). Examining four Japanese-owned subsidiaries 

in China and Vietnam, the authors found that universal technical knowledge such as the operating 

skills of the latest technology is best transferred using formal training. Embedded technical 

knowledge, such as the knowledge of the local market, needs more creative applied transfer 

techniques such as on-site demonstrations or case studies. Universal systemic knowledge, such 

as quality control and management, can be transferred using intensive interactions, while locally 

embedded knowledge, such as cross-cultural and communication skills, are better transferred 

using observation or co-participation techniques. Universal strategic knowledge such as 

knowledge of industry competitiveness are best transferred using experiential learning techniques, 

while embedded strategic knowledge such as knowledge of the local institutional factors requires 

deeper integration mechanisms such as boundary-spanning exercises and intensified knowledge 

exchange practices between units of the same MNC. 

 

In summary, the characteristics of knowledge have received extensive examination in research on 

knowledge flows and transfer even outside the MNC context. Table 2.1 lists the characteristics of 

knowledge and the studies that have examined various characteristics of knowledge within 

subsidiary-focused knowledge flows literature. Ambiguity of knowledge (Simonin, 1999a), and 
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tacitness of knowledge have been examined in the context of knowledge transfer in strategic 

alliances (Bresman, Birkinshaw, & Nobel, 1999) and international joint ventures (Dhanaraj, et al., 

2004) and also in the general knowledge management literature (e.g., Haldin-Herrgard, 2000). The 

defining dimension of the characteristics of knowledge seems to be along the tacit-explicit 

continuum that has been extensively examined in the knowledge management literature. IB and 

IM scholars have been creative in re-defining and re-branding other closely related characteristics 

of knowledge along this continuum like articulability and observability (Hakånson & Nobel, 2000), 

and demonstrability and drawability (Sunaoshi, et al., 2005). In general, the literature has sufficient 

support that knowledge characteristics influence knowledge transfer and flows, but the more 

pressing issues at hand in relation to the characteristics of knowledge is more of how these 

characteristics can influence different characteristics of the relationships between the source and 

recipients of knowledge. Hansen (1999), Szulanski et al. (2004) and Bhagat et al. (2002) have 

effectively integrated and examined characteristics of knowledge in relation to various 

characteristics defining the relationships between source and recipient of knowledge transfer, 

rather than examining characteristics of knowledge in isolation in determining the effectiveness 

and occurrence of intra-organisational knowledge flows. This should be the direction in which 

subsidiary-focused knowledge flows literature should follow. With the exception of Gupta and 

Govindarajan (2000), Schulz (2001), and Hakånson and Nobel (2000), all the studies examined 

knowledge inflows and transfer. With the exception of those that studied the dyadic level (Hansen, 

1999; Jensen & Szulanski, 2004; Szulanski, et al., 2004), all but two (Lee & MacMillan, 2008; 

Yang, et al., 2008) studies on knowledge inflows examined vertical knowledge inflows.  Only 

recently that studies on the characteristics of knowledge examined both vertical and horizontal 

knowledge flows. There is an apparent insufficient focus on the characteristics of knowledge in 

relation to knowledge outflows from MNC subsidiaries, and also on horizontal direction of 

subsidiary knowledge flows. Next, I turn to the characteristics of the actors and how they have 

been examined within the subsidiary-focused knowledge flows literature. 
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Table 2.1 Characteristics of Knowledge within Subsidiary-focused Knowledge Flows Literature 

Characteristics of Knowledge Direction of flows Studies 

Tacit/Explicit Knowledge 
  

 
Tacitness / Codifiability of knowledge 

Vertical and horizontal knowledge inflows  
Vertical knowledge inflows  
Stickiness of knowledge transfer (expatriates as transfer 
agent) 

Schulz (2003) 
Minbaeva (2007) 

Riusala and Smale (2007) 

  
 Codifiability and Independence of knowledge Internal knowledge transfer Hansen (1999) 
    
 Articulability, observability, team dependence and average 

project duration of (technological) knowledge 
Vertical knowledge outflows  Hakånson and Nobel (2000) 

    
 Drawability and demonstrability of technological knowledge 

 
Inter-subsidiary knowledge transfer  Sunaoshi et al. (2005) 

Specialised knowledge   
   
 Technological specialisation Speed of vertical knowledge transfer  Phene, et al. (2005) 
 Knowledge specificity Vertical knowledge inflows from HQ Minbaeva (2007) 
 Uniqueness of knowledge Vertical and horizontal knowledge outflows  Schulz (2001) 
 Subsidiaries‟ specialised knowledge base Vertical and horizontal knowledge inflows  Schulz (2003) 
   
Complexity   
 Complexity Vertical knowledge inflows  

Stickiness of vertical knowledge transfer 
 

Minbaeva (2007) 
Riusala and Smale (2007) 

  
 
Causal ambiguity 

Evolution of MNC subsidiary 
Moderating variable between perceived trustworthiness 
and accuracy of internal knowledge transfer 
Control variable between adaptation and stickiness of 
internal knowledge transfer 

Madhok and Liu (2006) 
Szulanski, et al. (2004) 

 
Jensen and Szulanski (2004) 

   
Availability of knowledge   
 Knowledge non-availability 

 
Vertical knowledge inflows  Minbaeva (2007) 

3
5
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Characteristics of Knowledge Direction of flows Studies 

Technological distance/linkage   
 Technological distance Speed of vertical knowledge transfer  

 
Phene et al. (2005) 

 
 Technological linkage Horizontal knowledge sharing Zhao and Luo (2005) 
   
Knowledge Stock/Base   
 Extent of subsidiary‟s local knowledge base and extent of 

extra-unit knowledge base 
Vertical and horizontal knowledge inflows  Schulz (2003) 

 Value of subsidiary‟s knowledge stock Vertical and horizontal knowledge outflows  Gupta and Govindarajan 
(2000) 

   
Changes to knowledge   
 Internal and external exposures to knowledge Vertical and horizontal knowledge outflows  Schulz (2001) 
 Adaptation of knowledge /practices 

 
Internal knowledge transfer Jensen and Szulanski (2004) 

Existence of knowledge flows   
 Knowledge outflows to other units in the MNC Vertical and horizontal knowledge inflows  Schulz (2003) 
 Knowledge inflows from HQ and peer subsidiaries Vertical and horizontal knowledge outflows  Schulz (2001) 
   
Source(s) of knowledge Internal knowledge transfer Foss and Pedersen (2002) 

Phene and Almeida (2003) 
 

Types of Knowledge   
 Human, social and structured knowledge Cross-border internal knowledge  transfer Bhagat, et al. (2002) 
 Procedural, coordinative and managerial knowledge Vertical and horizontal knowledge sharing Lee and Macmillan (2008) 
   
Knowledge relevance Vertical knowledge inflows and outflows Yang, et al. (2008) 
   
Knowledge types and knowledge embeddedness Intra-organisational knowledge flows Hong and Nguyen (2009) 
   

3
6
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2.2.2 Characteristics of Actors 

Characteristics of the actors within the transfer process are the most widely examined dimensions 

especially within the subsidiary-focused knowledge management literature. Knowledge transfer 

within the MNC can be examined at the individual, firm and dyadic level. Because of this, the 

characteristics of the actors discussed here can relate to the characteristics of the individual, the 

firm, or the dyad, depending on the level of analysis of the research. 

 

Among the first characteristic of actors in a knowledge transfer process to be examined is the 

motivational disposition of the actors, be it the recipient or the sender of knowledge. Gupta and 

Govindarajan (2000) focused on senders‟ motivational disposition to share knowledge and 

receivers‟ motivational disposition to acquire knowledge. Subsidiary‟s motivation to share 

knowledge is the incentives given to subsidiaries to share its knowledge with the rest of the units 

within the MNC. Subsidiary‟s motivation to share knowledge is measured by the incentive focus of 

the subsidiary presidents‟ bonus. When a focal subsidiary‟s incentives are geared towards a 

network of subsidiaries, it has stronger motivations to share knowledge with others. In other words, 

subsidiaries are more inclined to share knowledge with others in the MNC when subsidiary 

presidents‟ bonus is network-focused rather than subsidiary-focused. Subsidiary‟s motivation to 

acquire knowledge, on the other hand, was measured by three items, which are (1) subsidiary 

incentive focus, (2) relative value of subsidiary‟s knowledge stock, and (3) coercive pressures from 

corporate HQ. While subsidiary incentive focus was the “eagerness to help others” in motivation to 

share knowledge, subsidiary incentive focus referred to the “eagerness to learn and help oneself” 

in subsidiary motivation to acquire knowledge. The authors argued that the more the subsidiary 

presidents‟ bonus is subsidiary-focused (rather than networked-focused), the more the subsidiary 

will acquire knowledge inflows from the rest of the units within the MNC. The relative value of 

subsidiary‟s (as a recipient) knowledge stock was measured by the relative economic level of the 

host country where the subsidiary is located. When the level of economic advantage of the host 

country is lower relative to the home country, subsidiary employees in the host country perceive 

HQ knowledge as more valuable and thus, they are likely to be more receptive towards vertical 

knowledge inflows. The third item of coercive pressures from HQ refers to the level of HQ-

subsidiary decentralisation. Subsidiaries that possess less decision-making authority are more 
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inclined to follow HQ demands and this leads to greater vertical inflows. Results of the study 

revealed that subsidiary incentive focus is supported for vertical but not horizontal knowledge 

inflows. Both the relative economic level of host country and the level of HQ-subsidiary 

decentralization received support for vertical knowledge inflows. Jensen and Szulanski (2004) 

extended the motivational disposition of the source to share knowledge in relation to stickiness of 

knowledge transfer process. Motivation to share knowledge decreases the stickiness of knowledge 

transfer and mediates the effectiveness of practices‟ adaptation on the stickiness of transfer. 

Results revealed that motivation decreases the stickiness of best practices‟ transfer. 

 

A more recent study by Minbaeva (2008) examined how subsidiaries‟ human resource 

management (HRM) practices that promote extrinsic and intrinsic motivation influence vertical and 

horizontal knowledge inflows. HRM practices such as a clear reward compensation system, 

performance appraisal and management systems, are argued to promote greater extrinsic 

motivation and ultimately greater knowledge inflows. On the other hand, HRM practices, such as 

flexible work hours, conducive and challenging task design, appeal to those who value growth and 

development of their personal and career ladders, thus promote intrinsic motivation. Interestingly, 

Minbaeva argued that the complementary effect of intrinsic and extrinsic motivation can have 

adverse net effects. The simultaneous use of HRM practices that promote both extrinsic and 

intrinsic motivations was argued to have the external rewards to demoralise the values placed on 

the intrinsic motivators, what HRM scholars argued as the Motivation Crowding Theory. The paper 

confirmed the positive association between extrinsic and intrinsic motivation and the negative net 

effects of the complementary use of both extrinsic and intrinsic motivation on knowledge inflows. 

 

Although subsidiaries may be motivated to share and receive knowledge transferred both vertically 

and horizontally, they may not be able to do so. Simply having the motivation to share knowledge 

with others or to accept knowledge from others will not materialise the transfer process if 

subsidiaries do not possess the ability to do so. A number of studies have examined the abilities, 

capabilities and capacities of subsidiaries to share, acquire and transfer knowledge. Based on this 

argument, Gupta and Govindarajan (2000) included absorptive capacity to determine horizontal 

and vertical inflows. Absorptive capacity is the “ability to recognise the value of new external 
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information, assimilate it, and apply it to commercial ends” (Cohen & Levinthal, 1990, p. 128) and 

is “a function of the familiarity of incoming knowledge and interunit homphily” (Gupta & 

Govindarajan, 2000, p. 480). Gupta and Govindarajan‟s (2000) study is the first to examine 

absorptive capacity in MNCs and they measured it as the mode of entry (which is a measure of the 

familiarity of incoming knowledge) and the proportion of local nationals versus expatriates at 

subsidiary‟s top management positions (which measured the extent of commonalities (or 

homophily) between the different units within the corporation). MNCs are highly likely to acquire 

subsidiaries when intra-corporate knowledge overlaps less with host country knowledge. Acquired 

subsidiaries, relative to Greenfield subsidiaries, have lower absorptive capacity of intra-corporate 

knowledge and engage less in knowledge inflows. When local nationals occupy most positions in a 

subsidiary‟s top management, the subsidiary has less commonalities (in terms of language, 

managerial perspective, communication styles) with other subsidiaries and HQ, leading to a lower 

absorptive capacity of intra-corporate knowledge. The two measures of absorptive capacity were 

not found to support horizontal inflows and only entry mode was found to support vertical 

knowledge inflows.  

 

Since Gupta and Govindarajan‟s (2000) study, the dimension of absorptive capacity has received 

widespread attention by scholars examining knowledge transfer (Madhok & Liu, 2006; Mahnke, et 

al., 2005; Minbaeva, et al., 2003; Minbaeva, 2007; Tsai, 2001). While most scholars agree on the 

definition of absorptive capacity, they have not come to a consensus regarding its measurement, 

at least not in the MNC context. Tsai (2001) examined intra-organisational knowledge transfer 

from the network perspective of organisational learning. The author argued that learning and 

understanding novel knowledge require prior related knowledge for better absorption of the 

incoming innovations. Firms that invest in more R&D creates a necessary condition for greater 

absorptive capacity (Mowery, Oxley, & Silverman, 1996). Tsai measured absorptive capacity with 

R&D intensity (R&D investment divided by sales). He reported that absorptive capacity positively 

leads to greater innovation and business performance, which implied effective knowledge transfer. 

The study also tested the interaction effect between absorptive capacity and the network position 

of the subsidiary. Results reported that the unit with central network position are more innovative 

and achieve better performance when it has greater absorptive capacity. 
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Mahnke et al. (2005) linked absorptive capacity and knowledge inflows and examined knowledge 

management tools, such as learning systems, knowledge teams, benchmarking, and corporate 

university, that can enhance knowledge inflows. The authors defined learning system as 

subsidiary employees‟ perception regarding their openness to sharing knowledge and the 

availability of knowledge within the MNC. Knowledge team, group benchmark and corporate 

university are MNC-wide tools and subsidiary employees were required to note the importance of 

these tools to personal and business performance, and to knowledge sharing and creation in the 

subsidiary. Mahnke et al. (2005) found the four knowledge management tools to positively affect 

subsidiary‟s absorptive capacity and ultimately lead to greater knowledge inflows. 

 

Minbaeva et al. (2003) and Minbaeva (2007) conceptualised absorptive capacity as the ability and 

motivation of subsidiary employees to absorb new knowledge. They measured the construct by 

subsidiary employees‟ ability and motivation. The earlier study measured employees‟ ability with 

the use of formal training and performance/competence appraisal, and employees‟ motivation with 

the use of merit-based promotion, performance based compensation and intensity of intra-

organisational communication.  The latter study also used the same measures but added two 

more items indicating willingness to absorb knowledge into the absorptive capacity measurement. 

Minbaeva et al. (2003) found that the use of training is a stronger indicator of employees‟ ability 

than the use of competence/performance appraisal, and only performance based compensation 

and intensity of intra-organisational communication determine employees‟ motivation. They found 

that employees‟ ability and motivation do not independently improve knowledge inflow, but rather 

the interaction of both employees‟ ability and motivation to improve knowledge inflow into MNC 

subsidiaries. The later study found a positive significant relationship between absorptive capacity 

and knowledge inflows from HQ. 

 

Absorptive capacity is also included by Ambos et al. (2006) in examining MNC subsidiaries‟ 

reverse knowledge transfer and HQs‟ perceived benefits of the reverse transfer. HQs‟ absorptive 

capacity was measured by asking HQ managers to indicate their knowledge stock within the 
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specified areas as either lower or higher than their subsidiaries. The study found that HQs‟ level of 

absorptive capacity significantly affects the benefits of vertical outflows from subsidiaries.  

 

Madhok and Liu (2006) placed the MNC as a differentiated network and realised that MNC 

subsidiaries co-evolve with the two environments that they belong to – the internal MNC (micro) 

and the host country (macro) environments. The authors extended the concept of absorptive 

capacity and explicated that MNC subsidiaries possess inward-looking and outward-looking 

absorptive capacities, with the former important for the internal micro-evolution and the latter for 

macro-evolution. Outward-looking absorptive capacity is subsidiaries‟ ability to absorb knowledge 

of the local environment and inward-looking absorptive capacity is subsidiaries‟ ability to absorb 

intra-corporate knowledge. While absorptive capacity in general positively influence knowledge 

transfer of MNC subsidiaries, inward-looking absorptive capacity positively influence knowledge 

transfer within the MNC, but adversely affect knowledge transfer with the host country 

environment. Outward-looking absorptive capacity, in essence, positively generates more effective 

knowledge transfer between MNC subsidiaries and the local host environment but can have 

negative effects on knowledge transfer within the MNC. The discrepancy between outward- and 

inward-looking absorptive capacities of MNC subsidiaries, the authors argued can affect the co-

evolutionary process of MNC subsidiaries and ultimately on the competitive advantage of the 

entire corporation. The key is to balance the tensions between inward- and outward-looking 

absorptive capacities. 

 

In addition to absorptive capacity, other characteristics of the receiver of knowledge have been 

examined. In formulating a model of knowledge transfer from HQ into its Chinese subsidiaries, 

Wang et al. (2004) reported subsidiaries‟ capacity and intention to learn the incoming knowledge 

to determine effective knowledge transfer. Subsidiary‟s capacity to learn is determined by the 

qualifications of the employees of the Chinese subsidiaries and the emphasis put on training. The 

study concluded that better qualified employees in the subsidiary and the heavier emphasis on 

training programmes lead to increased knowledge inflows into the subsidiary. In line with Argyris 

and Schon‟s (1978) observation that individual learning is necessary for organisations to learn, 

Wang et al. (2004) measured subsidiary‟s intention to learn by subsidiary employees‟ intention to 
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learn. Subsidiary‟s intent to learn is determined by the learning intent of the employees and the link 

between learning and rewards. Employees‟ intention to learn is measured by their willingness to 

attend company-sponsored training programmes. Workers‟ mentality was also found to be an 

important determinant of employees‟ intentions to acquire new knowledge. Wang et al. (2004) 

concluded that employees‟ intention to acquire new knowledge is stronger when they perceive a 

link between learning and rewards and that the extent of vertical knowledge inflows is higher when 

employees‟ intention to learn is greater. Results were based on case studies of foreign owned 

firms located in China but not exclusively on wholly-owned subsidiaries. Pérez-Nordtvedt, Kedia, 

Datta, and Rasheed (2008) also included recipient‟s learning intention in examining cross-border 

knowledge inflows into subsidiaries. However, they argued and found strong support that 

recipient‟s intention to learn positively influence the comprehension of knowledge transferred and 

the speed of knowledge transfer.The same paper also argued and found support that the 

knowledge source‟s attractiveness in terms of its superior performance, or proven strong relations 

with local actors, can positively influence the perceived usefulness of the knowledge transferred. 

The paper also examined the relationship quality between source and recipient, but that is 

discussed in the characteristics of the relationships between actors (Section 2.2.3). 

 

Absorptive capacity, capacity and intention to learn are largely the characteristic of the receivers of 

knowledge. Next is the characteristic of the sender of knowledge, that is, the ability, capability and 

capacity of the sender to transfer and share knowledge to intended recipients. Several studies 

have examined this notion. Schlegelmilch and Chini (2003) developed a conceptual model of 

marketing knowledge transfer in MNC subsidiaries and conceptualised that subsidiary‟s ability to 

engage in knowledge transfer will contribute towards the development of subsidiary‟s knowledge 

transfer capabilities and ultimately to the effectiveness of knowledge transfer. Subsidiary‟s ability 

to engage in knowledge transfer is determined by the subsidiary‟s knowledge stock and absorptive 

capacity. Highly attractive knowledge stock and high absorptive capacity are proposed to positively 

affect the development of subsidiary‟s knowledge transfer capabilities. The authors argued that 

subsidiary as knowledge senders hold dual tasks – to receive and disseminate knowledge. 

Consequently, subsidiary‟s absorptive capacity helps it to absorb knowledge from outside to build 

its own knowledge stock to be able to transfer knowledge to others. 
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Wang et al. (2004) included sender‟s in this case, HQ‟s capacity and willingness to transfer 

knowledge in their integrated model of knowledge transfer from HQ to its Chinese subsidiaries. 

Results of the case studies reveal that HQ‟s capacity to transfer the knowledge relate to the 

knowledge base of the HQ and the level of competencies of the expatriates in the Chinese 

subsidiaries, directly implying that expatriates are the agents of knowledge transfer. When the HQ 

possesses richer knowledge bases, more knowledge is transmitted to the Chinese subsidiary. 

Furthermore, the presence of expatriates, as agents of knowledge transfer, who possess higher 

level of competency, can also increase knowledge inflows into the subsidiary. HQ‟s willingness to 

transfer knowledge is determined by the importance of the Chinese subsidiary, the ownership type 

of the subsidiary and the inter-partner relationship between HQ and subsidiary. Inter-partner 

relationship however, is only relevant to joint venture partnerships. Subsidiaries in different 

locations serve different functions and responsibilities with regards to the HQ, with some only 

engaging in manufacturing, while others are equipped with global responsibilities. Findings from 

the case studies revealed that the higher perceived importance of the said subsidiary, wholly-

owned and joint venture ownership of the subsidiary, and the nature of the relationship between 

the partners (in cases of joint ventures) also lead to greater knowledge inflows into the subsidiary. 

 

Similar to sender‟s capability and ability to transfer knowledge, the concept of disseminative 

capacity, first conceptualised by Minbaeva and Michailova (2004) refers to senders‟ ability and 

willingness to share knowledge. While senders may be capable, they may not be willing or 

motivated to transfer their knowledge. Minbaeva (2007) examined HQ‟s disseminative capacity in 

relation to knowledge transfer to subsidiaries. Disseminative capacity was measured using 

perceptual measure and asked respondents‟ subordinates (not the respondents themselves to 

minimise self reporting bias) to indicate whether respondents who participated in the survey has 

the ability and motivation to share knowledge. Results found that higher HQ‟s disseminative 

capacity leads to more intensive vertical knowledge inflows into MNC subsidiaries.  

 

Also related to subsidiary capabilities, Noorderhaven and Harzing (2009) tested subsidiary 

capabilities in terms of their R&D capabilities, human resource management, and international 
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management activities, to positively influence vertical and horizontal knowledge inflows and 

outflows. Subsidiary capabilities were found to have positive and significant association with 

vertical and horizontal knowledge outflows and horizontal knowledge inflows. The gist of this paper 

was to test the interaction effects of social interaction intensity (a characteristic of the relationship 

between actors) on various factors. However, the interaction effects of social interaction intensity 

were not supported. This revealed that vertical and horizontal knowledge inflows and outflows are 

not stronger when subsidiaries possess capabilities and intense social interaction with other units 

of the knowledge flows process. Subsidiary autonomy was also included in this paper, but this 

discussion is provided along with other papers that examined subsidiary autonomy and knowledge 

flows later in the section. 

 

Although the source may have extensive knowledge base and the capability and ability to transfer 

knowledge, recipients will not accept knowledge from a source they do not consider to be 

trustworthy. The perceived trustworthiness of the source by the recipients was examined by 

Szulanski et al. (2004) to positively increase the likelihood of successful knowledge transfer. 

Successful knowledge transfer is determined by the level of accuracy of the knowledge 

implemented at the recipient end. The study found very strong evidence that knowledge transfer is 

successful when the source is perceived to be trustworthy. The study also tested the moderating 

effect of causal ambiguity of the knowledge in relation to perceived trustworthiness and successful 

knowledge transfer. Results show that under conditions of causal ambiguity, the positive 

relationship between the source‟s perceived trustworthiness and the accuracy of knowledge 

transfer diminishes and later turns negative when conditions turn into highly causally ambiguous. 

Interestingly, this perceived trustworthiness has so far only been considered in relation to 

horizontal knowledge transfer indicating that HQ trustworthiness is assumed and taken for 

granted.  

 

Subsidiary characteristics such as subsidiary autonomy have been considered as causes and 

antecedents of many behaviours of subsidiaries (Birkinshaw & Hood, 1998), including knowledge 

transfer. Foss and Pedersen (2002) argued that highly autonomous subsidiaries acquire the 

freedom to tap and exploit knowledge thus engage in more knowledge outflows. Results reported 
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that subsidiaries with greater autonomy engage in more knowledge transfer. More specifically, 

subsidiary autonomy significantly affects the transfer of cluster (knowledge sourced from the local 

cluster) but not network knowledge (knowledge sourced from external network of suppliers, 

customers, and R&D units). Schulz (2001) included subsidiary autonomy to control for the effects 

of information processing in his study of knowledge outflows from MNC subsidiaries, and have not 

encountered significant results for subsidiary autonomy and knowledge outflows. Noorderhaven 

and Harzing (2009) reported negative association between subsidiary autonomy and vertical 

knowledge inflows and outflows, contrary to the hypothesised argument, and found no significant 

association with horizontal knowledge inflows and outflows. The effect of subsidiary autonomy on 

knowledge flows was also interacted with social interaction intensity, and results showed that 

autonomous subsidiaries with intense social interaction with HQ and peer subsidiaries engage in 

only marginally greater knowledge outflows to both recipients. Meanwhile the interaction effect of 

social interaction intensity and subsidiary autonomy only marginally increased vertical knowledge 

inflows. 

Another subsidiary characteristic is its mandate and roles within the corporation. Schlegelmilch 

and Chini (2003) included subsidiary strategic mandate to determine the development of 

knowledge transfer capabilities and ultimately knowledge transfer effectiveness. Subsidiary 

mandate is defined along Gupta and Govindarajan‟s (1991, 1994) subsidiary roles based on 

knowledge flows of the subsidiary. There are four subsidiary roles according to Gupta and 

Govindarajan‟s framework – Global Innovator (subsidiary with high knowledge outflows and low 

knowledge inflows), Local Innovator (subsidiary with low knowledge outflows and inflows), 

Implementer (subsidiary with low knowledge outflows and high knowledge inflows) and Integrated 

Player (subsidiary with high knowledge outflows and inflows). Schlegelmilch and Chini (2003) 

conceptualised that Integrated Player have greater positive development of knowledge transfer 

capabilities compared to Global Innovator or Implementer, and Local Innovator is the least 

associated with the development of knowledge transfer capabilities. Subsidiary‟s knowledge 

transfer capabilities are conceptualised by the existence of transmission channels, infrastructure 

and knowledge process capabilities. Knowledge transmission channels include both formal 

integrative and socialisation mechanisms following Gupta and Govindarajan (2000), knowledge 

management infrastructure include business intelligence, collaboration, knowledge discovery, 
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opportunity generation and security, following Gold et al. (2001), and knowledge process 

capabilities follow Nonaka and Takeuchi‟s (1995) knowledge spiral model. Building subsidiary‟s 

knowledge transfer capabilities lead to greater effectiveness of intra-MNC knowledge transfer 

(Schlegelmilch & Chini, 2003). 

Apart from subsidiary strategic mandate, subsidiary importance is also said to influence knowledge 

flows. Holtbrügge and Berg (2004) examined subsidiary importance in relation to knowledge 

inflows and outflows from German owned MNC subsidiaries. However, it is worth pointing out that 

Holtbrügge and Berg (2004) investigated the importance of the different types of knowledge flows 

into subsidiaries, not the occurrence of the flow itself. Two types of knowledge flows were included 

– internal knowledge, which is knowledge created by the inputs from the internal MNC network, 

and external knowledge, which is knowledge created by inputs from outside local sources such as 

customers, suppliers, competitors and the workforce. The authors explicated that higher strategic 

importance of the said subsidiary for the entire corporation leads to greater importance of both the 

inflows and outflows of internal knowledge. This is because strategically more important 

subsidiaries are subjected with more important responsibilities and therefore play a more important 

role for the entire corporation that both inflows and outflows of internal knowledge should intensify 

to foster greater coordination. In addition to subsidiary strategic importance, subsidiary‟s level of 

local resources and capabilities were said to indicate higher importance of the inflows of external 

knowledge. They argued that subsidiary with greater organisational resources possess more 

resource slack to absorb new knowledge from the host country environment than subsidiaries 

without them. Their results showed that subsidiary‟s strategic importance lead to greater 

importance of internal knowledge inflows but not external knowledge inflows, and subsidiary‟s level 

of local resources and capabilities lead to greater importance of external knowledge inflows. 

 

Björkman et al. (2004) included the number of expatriates at the subsidiary to influence knowledge 

outflows from subsidiary. Expatriates function as a control mechanism from an agency perspective 

and have long been considered HQ‟s agents of knowledge transfer (Harzing, 2001; Minbaeva & 

Michailova, 2004). Expatriates are more likely to act according to the principal‟s (in this case the 

HQ) intentions because their career prospects rely on HQ‟s evaluation and they are less likely to 

identify with local subsidiaries. They form two-way communications with both HQ and subsidiary 
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managers and gain perceived trustworthiness. Results did not show that higher number of 

expatriates lead to greater knowledge outflows to other units in the MNC. 

Engelhard and Nägele (2003) investigated knowledge transfer in MNC subsidiaries located in 

Russia and examined expatriates and local subsidiary managers as the actors in the process. 

They put forward the barriers to learning to determine knowledge flows. The study examined 

knowledge transfer phenomenon at the group and individual levels. At the group level, expatriates‟ 

barrier to learning is the existence of the clan culture, when expatriates create „social distance‟ 

with local employees. At the individual level, expatriates‟ learning barriers are political behaviour 

and lack of absorptive capacity. Local employees‟ barriers to learning at the group level include 

departmental focus and informal communication networks. At the individual level, local employees‟ 

barriers to learning are political behaviour, lack of absorptive capacity, and unwillingness to 

question rules. 

 

Sunaoshi et al. (2005) included the linguistic competence of the actors in the transfer process to 

affect knowledge transfer on the factory floor of a Japanese-owned subsidiary located in the USA. 

The Japanese employees are the technical transferor (from HQ) and the American counterparts 

are the transferee (the local employees in the subsidiary). Work language is English but the 

Japanese employees were less proficient in the language. The case study revealed that linguistic 

competences of both the transferor and the transferee determine the means of international 

technology transfer. Under the condition that transferor and transferee share the same work 

language, international technology transfer can be achieved without language barrier and follow 

Kogut and Zander‟s (1993) technology transfer model of codifiability, teachability and complexity of 

technology (discussed earlier under characteristics of knowledge). Under conditions that transferor 

and transferee share good proficiency of each other‟s language, the authors suggested that the 

actors may use linguistic means of transfer and cautions the use of other means for more effective 

transfer. Under the condition that the linguistic competence of the transferor and transferee are far 

from each other, the authors suggested that the technology should be drawable and demonstrable 

(drawability and demonstrability of knowledge discussed earlier under the characteristics of 

knowledge). 
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Another characteristic of the actor that has been examined is the organisational culture of the firm. 

IB and IM scholars have focused more on organisational distance, which is discussed in the 

characteristics of the relationship between actors. Kostova (1999) developed a conceptual model 

of transnational transfer of organisational practices. The model included the social context, the 

organisational context and the relational context. Only the organisational context is discussed here 

because the context touches on the organisational culture of the MNC subsidiaries in the effective 

transfer process. The other two contexts are discussed under the characteristics of the 

relationships between actors in Section 2.2.3. The organisational context refers to subsidiary‟s 

organisational culture, i.e. norms, values and assumptions that shape the activities, behaviours 

and practices of organisational members. She discussed two types of effects that organisational 

culture can have on the success of transfer: the favourability of learning and change and the 

compatibility of the transferred practices with those existing in the recipient organisation. Kostova 

(1999) proposed that learning-oriented organisational culture creates a favourable context in which 

practice transfer can successfully occur. When employees belong to an organisational culture that 

welcomes learning, innovation and change, they are more likely to implement and internalise the 

incoming transferred practice, the measure of successful practice transfer adopted in this model. 

Furthermore, if there is a high level of compatibility between the practices being transferred and 

those at the receiver‟s end, there is higher likelihood for the receivers to understand and ultimately 

implement and internalise the incoming practice. In contrast, when the organisation is not willing to 

(un)learn and when the firm at the receiving end has difficulties understanding, interpreting and 

appreciating the transferred practices, the transfer is not likely to succeed.  

 

Subsidiary‟s innovativeness has also been examined in determining effective knowledge flows in 

MNC subsidiaries (Hakånson & Nobel, 2001; Mu, et al., 2007). Hakånson and Nobel (2001) 

examined subsidiary‟s innovativeness and level of integration to determine reverse knowledge 

transfer from subsidiary to HQ. Subsidiaries‟ innovation level ensures that they are equipped with 

substantial technology to be transferred back to the HQ. The authors further explicated that 

subsidiary‟s innovativeness depends on the degree of local embeddedness arguing that greater 

embeddedness with the host country environment guarantees access to novel technological 

knowledge and insights about the local market needs and preferences, which can be transmitted 
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to HQ. Subsidiary‟s degree of integration with HQ largely defines the cost of transferring 

technology to the HQ. Greater degree of integration with HQ signals lower transfer cost and more 

profitable transfer. Mu et al. (2007) also included subsidiary‟s innovativeness to determine 

knowledge outflows. The study also related the degree of local embeddedness with subsidiary 

innovativeness. However, the two studies measured both subsidiary innovativeness and local 

embeddedness differently. Hakånson and Nobel (2001) measured innovativeness by the number 

of (US) patents that had originated at the focal subsidiary during a period of five years, while Mu et 

al. (2007) used self-reported instruments. Measures for local embeddedness also differ across the 

two studies. Hakånson and Nobel (2001) measured local embeddedness by the frequency of face-

to-face and other means of contacts and the number of ongoing projects with local firms in the 

host country, while Mu et al. (2007) measured subsidiary local embeddedness by the alliance type 

that subsidiaries form with various local firms in the host country. Both studies found evidence that 

subsidiary‟s local embeddedness leads to greater innovativeness and in turn positively affect both 

vertical knowledge outflows (Hakånson & Nobel, 2001; Mu, et al., 2007) and horizontal outflows 

(Mu, et al., 2007). Subsidiary‟s degree of integration with HQ also positively and significantly 

affects reverse knowledge transfer (Hakånson & Nobel, 2001). 

 

Mu et al. (2007) also investigated two other subsidiary characteristics - top management team 

(TMT) heterogeneity and corporate entrepreneurial culture - to determine subsidiary 

innovativeness and ultimately knowledge outflows. TMT heterogeneity refers to the degree of 

diversity in the background of the top management team. The authors argued that a 

heterogeneous TMT allows multiple perspectives, insights and ideas to be brought into a problem, 

increases the absorptive capacity of the subsidiary in various functions and expertise, assembles a 

diverse wide range contacts and networks, and effectively moves the resources within the 

subsidiary and enables creativity, innovation and learning. An entrepreneurial corporate culture is 

similar to Kostova‟s (1999) organisational culture discussed above. Corporate entrepreneurial 

culture refers to the culture of the MNC that welcomes experiments, risk-taking and innovation. 

When subsidiary belongs to an MNC that encourages entrepreneurial culture, innovations at the 

subsidiary level is thus legitimised, accepted and valued by the entire corporation. Results of the 
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study showed that a heterogeneous TMT and an entrepreneurial MNC culture lead to greater 

subsidiary innovation and ultimately to greater knowledge outflows. 

 

Vora and Kostova (2006) integrated theories from Organisational Behavioural and International 

Management and conceptualised the notion of dual organisational identification (DOI) of subsidiary 

managers to lead to more efficient vertical knowledge outflows. Subsidiary managers were said to 

own dual organisational identification, one with the MNC, and another with the subsidiary. If 

subsidiary managers identify with both entities, they are said to have comparable level of DOI. 

Subsidiary managers who can identify with one entity more than the other are said to possess 

disparate level of DOI. Vertical knowledge outflows were said to be affected by the relative 

magnitude of DOI; subsidiary managers with high comparable levels of DOI will recognize the 

potential benefits of knowledge outflows for both the HQ and subsidiary, and therefore engage in 

more knowledge outflows. Managers with disparate level of DOI engage in less, while those with 

low comparable levels of DOI engage in the least vertical knowledge outflows. 

 

Studies have also examined firm characteristics such as subsidiary size, MNC size, and the 

number of peer subsidiaries within the MNC to determine knowledge flows of MNC subsidiaries. 

Schulz (2001) included firm characteristics in order to control for information processing capability. 

Larger subsidiary demands greater information and knowledge flows because greater coordination 

and synchronisation are needed. Schulz (2001) included the measure of both subsidiary and MNC 

size but results were confirmed for vertical knowledge outflows but not horizontal knowledge 

outflows. Schulz also included the number of peer subsidiaries that a focal subsidiary has in order 

to control for organisational complexity arguing that subsidiary with greater number of peer 

subsidiaries has greater organisational complexity thus increases the demands for knowledge in- 

and outflows. Similarly, results for the number of peer subsidiaries and knowledge outflows are 

supported only for vertical knowledge outflows. Pressures of subsidiary to integrate or be locally 

responsive were also included. Subsidiary that is more globally integrated affects inter-unit 

communication and fosters greater knowledge flows within the MNC, while subsidiary that is more 

locally responsive does not need the same intensity of inter-unit communication and receives and 

transmit lesser knowledge. Only the local responsiveness pressures is significant to influence 



 

51 

 

vertical knowledge outflows while both local responsiveness and global integration pressures are 

not supported for horizontal knowledge outflows. 

 

Cho and Lee (2004) examined firm characteristics of size, ownership structure, and MNC‟s 

competitive advantage in relation to intra-network knowledge sharing of MNC subsidiaries located 

in Korea. Cho and Lee included two other variables (cultural distance and product and process 

similarity), but I discuss them under characteristics of the relationships between actors (Section 

2.2.3). Ownership structure is the percentage of HQ ownership of the Korean subsidiaries, while 

subsidiary size is taken by the number of employees in the subsidiary. The authors measured the 

competitive advantage of MNC by the respondents‟ perceived value of firm‟s product quality, 

service quality, R&D intensity and advertising intensity. Cho and Lee hypothesised positive 

association between subsidiary size, ownership structure and MNC‟s competitive advantage with 

intra-corporate knowledge sharing. Results were supported only for ownership structure, but not 

competitive advantage and subsidiary size.  

 

Zhao and Luo (2005) examined subsidiary characteristics of entry strategy and knowledge sharing 

infrastructures in relation to horizontal knowledge sharing of MNC subsidiaries located in China. 

The study included subsidiaries that are either wholly-owned or joint ventures. Wholly owned 

subsidiaries in China were hypothesised to engage in greater sharing of declarative knowledge, 

while joint venture subsidiaries in greater sharing of procedural knowledge. In joint venture set 

ups, subsidiaries are more likely to have non-duplicative knowledge with each other, and require 

subsidiaries to engage in greater sharing of procedural knowledge to complement each other‟s 

knowledge. Results were supported for joint ventures engaging in greater sharing of procedural 

knowledge, but not for wholly owned subsidiaries engaging in greater sharing of declarative 

knowledge. The existence of knowledge sharing infrastructure within subsidiaries can also have 

influence on the level of horizontal knowledge sharing. Knowledge encapsulation refers to 

subsidiary‟s ability to store and retrieve knowledge, intranet system refers to the existence and use 

of the organisational intranet infrastructure to share knowledge, while incentive system refers to 

the existence of a formal incentive system to reward knowledge sharing behaviours. All measures 

of subsidiary‟s infrastructural contexts were perceptual. Results showed support for the positive 
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association between knowledge encapsulation and intranet system for the sharing of both 

declarative and procedural knowledge. Subsidiary‟s incentive system however, is positively 

associated with the sharing of procedural knowledge but not for declarative knowledge. Zhao and 

Luo categorised their variables into strategic and infrastructure contexts, but I have discussed the 

variables in the characteristic of knowledge (technological linkage), characteristics of actors (entry 

strategy, and knowledge sharing infrastructures), and characteristic of the relationships between 

actors (subsidiary strategic interdependence). 

 

Fey and Furu (2008) examined the positive association between the percentage of subsidiary‟s 

general managers‟ and other top subsidiary managers‟ compensation that is based on MNC 

performance and subsidiary location with horizontal knowledge outflows. They argued that the 

higher percentage that the top subsidiary managers‟ compensation is related to the collective MNC 

performance, the higher is the level of horizontal knowledge outflows because top managers know 

that sharing knowledge with their peers can increase the overall MNC performance, and ultimately, 

theirs. Their results found support for this. Examining subsidiaries in Finland and China, they 

hypothesised and proved that subsidiaries in China engage in greater horizontal knowledge 

outflows, compared to those in Finland. This is because China scores high on the collectivism 

dimension of culture, and subsidiaries located in this country have fierce loyalty to the MNC, which 

spurs them share knowledge with their peer subsidiaries. 

 

Examining vertical knowledge inflows and outflows, Yang, et al. (2008) examined the effect of 

subsidiary acquisition motive. Vertical knowledge outflows were argued to be higher for 

subsidiaries acquired for competence-creating purpose, while vertical knowledge inflows were 

higher for subsidiaries acquired for competence-exploiting motive. HQs expect competence-

exploiting subsidiaries to transfer knowledge back to them because the very purpose they are 

acquired is to develop new products and technologies or tap into novel valuable markets. 

Examining newly acquired subsidiaries located in three Central Eastern European countries of 

Lithuania, Hungary and Poland, they found that competence-creating subsidiaries engage in 

greater vertical knowledge inflows, contrary to their hypothesis. Results for competence-creating 

subsidiaries to have higher vertical knowledge outflows were also not supported. Yang, et al. 
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(2008) also tested the moderating effects of subsidiary location on the positive between knowledge 

relevance (a characteristic of knowledge) and knowledge outflows. The strategically important 

location of subsidiaries should have relatively stronger persuasive powers to signal to HQs of their 

knowledge relevance, and leads to even greater vertical knowledge outflows. They found strong 

support that subsidiaries located in the larger, more strategic Poland, engage in greater vertical 

knowledge outflows, than their counterparts in Hungary and Lithuania. 

 

In summary, the characteristics of actors have been widely examined empirically in subsidiary 

knowledge flows literature. Twenty-six studies have integrated actors‟ characteristics in examining 

subsidiary-focused knowledge flows, but only four are conceptual papers (Kostova, 1999; Madhok 

& Liu, 2006; Schlegelmilch & Chini, 2003; Vora, et al., 2007). IM and IB scholars have moved 

away from actors‟ characteristics occurring in general knowledge transfer process (motivation, 

absorptive capacity, and capability to transfer and learn) and addressed subsidiary-specific 

characteristics such as subsidiary mandates, autonomy, strategic importance, linguistic 

competence, dual organisational identification, and innovativeness. Absorptive capacity is the 

most widely examined actors‟ characteristic within the subsidiary-focused literature (Ambos, et al., 

2006; Gupta & Govindarajan, 2000; Madhok & Liu, 2006; Mahnke, et al., 2005; Minbaeva, et al., 

2003; Minbaeva, 2007). However, the measurement of absorptive capacity is far from coming to a 

consensus. Gupta and Govindarajan (2000), the earliest study to integrate absorptive capacity in 

subsidiary-focused knowledge flows literature measured absorptive capacity as the mode of entry 

and the proportion of host country nationals in subsidiaries‟ top management team. Minbaeva, et 

al. (2003) conceptualised absorptive capacity from the HRM perspective and measured it as 

subsidiary employees‟ ability (training and competence appraisal) and motivation (merit-based 

promotion, performance based compensation and internal communication) to receive knowledge 

inflows. Minbaeva (2007) adopted perceptual measures of absorptive capacity, by asking 

respondents‟ subordinates to indicate respondents‟ ability to absorb knowledge. Mahnke, et al. 

(2005) conceptualised subsidiary‟s absorptive capacity as knowledge management tools within the 

subsidiary. Madhok and Liu (2006) conceptualised outward- and inward-looking absorptive 

capacities, each focusing on knowledge inflows from host country and internal units, respectively. 

This various conceptualisations and measurements of only one subsidiary characteristic point out 
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the danger of reducing knowledge accumulation within subsidiary-focused knowledge flows 

literature. While the various conceptualisations and measurements of absorptive capacity show 

knowledge diversity within the literature, it also risks the accumulation of a solid body of knowledge 

within the literature. Apart from the variety of conceptualisations and measurements of absorptive 

capacity, an overwhelming number of studies within the literature focused on knowledge inflows 

into subsidiary, indicating the trend of the literature to embrace the notion that subsidiaries are the 

recipients of knowledge created elsewhere, normally in HQ. Out of the four conceptual papers, 

Kostova (1999) and Schlegelmilch and Chini (2003) developed conceptual models of knowledge 

inflows into subsidiaries, while only Vora and Kostova (2006) focused on knowledge outflows. Five 

empirical studies have examined subsidiary knowledge outflows (Ambos, et al., 2006; Gupta & 

Govindarajan, 2000; Hakånson & Nobel, 2001; Mu, et al., 2007; Schulz, 2001), which is less than 

a quarter of the number of studies that examined actors‟ characteristics of subsidiary-focused 

knowledge flows. Only Gupta and Govindarajan (2000) and Noorderhaven and Harzing (2009) 

examined all four types of subsidiary knowledge flows. This trend clearly shows a lack of focus on 

knowledge outflows within subsidiary-focused knowledge flows literature, both in conceptual and 

empirical studies. Table 2.2 summarises the review of actors‟ characteristics within subsidiary-

focused knowledge flows literature. I have identified two gaps emerging from actors‟ 

characteristics within subsidiary-focused knowledge flows literature. Next, I examine the 

characteristics of the relationships between actors within subsidiary-focused knowledge flows 

literature. 
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Table 2.2 Characteristics of Actors within Subsidiary-focused Knowledge Flows Literature 

Characteristics of Actors Direction of Flows Studies 

Motivational Disposition   
 Motivation to share knowledge Vertical and horizontal knowledge outflows and inflows Gupta and Govindarajan (2000) 
    
 Motivation to acquire/accept knowledge Vertical and horizontal knowledge outflows and inflows 

Internal knowledge tranfer 
Gupta and Govindarajan (2000) 

Jensen and Szulanski (2004) 
    
 Extrinsic and intrinsic motivation Vertical and horizontal knowledge inflows Minbaeva (2008) 
   
Ability/Capacity/Capability   
    
 RECEIVER   
  

 
 
Absorptive capacity 
 
 
 
Outward- and inward-looking absorptive 
capacities 

Vertical and horizontal knowledge inflows  
Internal knowledge transfer 
Vertical knowledge inflows  
Vertical knowledge inflows  
Horizontal knowledge inflows  
Vertical knowledge outflows  
 
Evolution of MNC subsidiary 

Gupta and Govindarajan (2000) 
Tsai (2001) 

Minbaeva et al. (2003) 
Minbaeva (2007) 

Mahnke et al. (2005) 
Ambos et al. (2006) 

 
Madhok and Liu (2006) (C) 

    
 Capacity and intention to learn Vertical knowledge inflows  Wang et al. (2004) 
    
 Recipient‟s learning intention Knowledge inflows Pérez-Nordtvedt, et al. (2008) 
    
 SENDER   
 Ability to transfer knowledge Effectiveness of internal knowledge transfer  Schlegelmilch and Chini (2003) (C) 
    
 Capability to transfer knowledge Vertical knowledge outflows 

 
Ambos et al. (2006) 

 Capacity and willingness to transfer  Vertical knowledge inflows Wang et al. (2004) 
  

Disseminative capacity 
 
Vertical knowledge inflows 

 
Minbaeva (2007) 

    

5
5
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Characteristics of Actors Direction of Flows Studies 

 Perceived trustworthiness of the source Internal knowledge transfer  Szulanski et al. (2004) 
    
Subsidiary autonomy Internal knowledge transfer 

Vertical and horizontal knowledge outflows 
Vertical and horizontal knowledge inflows and outflows 

Foss and Pedersen (2002) 
Schulz (2001) 

Noorderhaven and Harzing (2009) 
   
Subsidiary capabilities Vertical and horizontal knowledge outflows and inflows Noorderhaven and Harzing (2009) 

   
Subsidiary mandate and development of 
knowledge transfer capabilities 

Intra-organisational knowledge transfer  Schlegelmilch and Chini (2003) (C) 

    
Subsidiary strategic importance and level of 
local resources and capabilities  

Importance of internal and external knowledge inflows and outflows  Holtbrügge and Berg (2004) 

    
Number of expatriates in subsidiary Knowledge outflows (to other units in MNC) Björkman, et al. (2004) 
    
Expatriates - Group clan culture and individual 
political behaviour and lack of absorptive 
capacity 
Local Employees – Group‟s departmental 
focus and informal communication networks 
and individual political behaviour, lack of 
absorptive capacity and unwillingness to 
question rules 

 
 
 
Vertical knowledge inflows  

 
 
 

Engelhard and Nägele (2003) 

    
Linguistic competence of actors Vertical knowledge inflows  Sunaoshi et al. (2005) 
    
Subsidiary innovativeness Vertical knowledge outflows 

Vertical and horizontal knowledge outflows  
Hakånson and Nobel (2001) 

Mu et al. (2007) 
    
Dual organisational identification (DOI) Vertical knowledge outflows  Vora and Kostova (2006) (C) 
    
Organisational culture Vertical knowledge inflows  Kostova (1999) (C) 
    
MNC and subsidiary size Vertical and horizontal knowledge outflows Schulz (2001) 

5
6
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Characteristics of Actors Direction of Flows Studies 

    
Subsidiary size, ownership structure, and MNC 
competitive advantage 

Internal knowledge sharing  Cho and Lee (2004) 

   
Subsidiary‟s entry strategy, and subsidiary‟s 
knowledge sharing infrastructures (knowledge 
encapsulation, intranet system and incentive 
system) 

Horizontal knowledge sharing Zhao and Luo (2005) 

   
Percentage of top management incentive and 
compensation that is based on MNC 
performance 

Horizontal knowledge sharing Fey and Furu (2008) 

   
Subsidiary location Horizontal knowledge sharing Fey and Furu (2008) 
 Vertical knowledge inflows and outflows Yang, et al. (2008) 
   
Source‟s attractiveness Knowledge inflows Pérez-Nordtvedt, et al. (2008) 
   
Motive of acquisition  Vertical knowledge inflows and outflows  Yang, et al. (2008) 

 

5
7
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2.2.3 Characteristics of the Relationships between Actors 

Knowledge flows and knowledge transfer occur between two parties, either between individuals, 

firms or between groups of individuals and groups of firms (network). Because of this reason, this 

section discusses the nature or characteristics of the relationship between individuals, between 

firms, or the characteristics of the network. 

 

Studies on subsidiary-focused knowledge flows traditionally started with the flows originating from 

HQ into MNC subsidiaries. Naturally, one of the first studies conducted examined how HQ‟s 

control mechanisms affect the flows of knowledge to and from MNC subsidiaries. Björkman, et al. 

(2004) examined the performance evaluation criteria, subsidiary management compensation and 

mechanisms of corporate socialisation established by the HQ on MNC subsidiaries to determine 

knowledge outflows to other units in the MNC. The authors examined the phenomenon of 

knowledge outflows from MNC subsidiaries from the agency perspective arguing that how HQ 

placed control mechanisms determine whether MNC subsidiaries engage in knowledge outflows. 

Performance evaluation criteria of HQ refer to how HQ evaluates subsidiary performance. If HQ 

places greater emphasis on knowledge transfer in determining subsidiary performance, 

subsidiaries will engage in greater knowledge outflows because they are explicitly evaluated by 

their efforts to share knowledge with the rest of the units in the MNC. Subsidiary management 

compensation is somewhat similar to Gupta and Govindarajan‟s (2000) argument of incentive 

focus in determining knowledge flows of MNC subsidiaries discussed in the previous section. The 

authors argued that if subsidiary‟s top management team is compensated based on the 

performance of the regional network or corporation, subsidiary will engage in greater knowledge 

outflows to the rest of the corporation. Expatriate managers have been the  traditional transfer 

agents for MNCs (Harzing, 2001; Minbaeva & Michailova, 2004), so the greater the number of 

expatriates in a subsidiary will lead to greater knowledge outflows. Another HQ control mechanism 

that is hypothesised to determine knowledge outflows from subsidiaries is the use of corporate 

socialisation mechanism, namely the existence of inter-unit trips and visits, the use of international 

committees or task forces and training programmes involving multiple units within the MNC. The 

study found out that only the performance evaluation criteria and the use of corporate socialisation 
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mechanisms have significant positive effects on knowledge outflows from MNC subsidiaries to the 

rest of the units in the MNC. 

 

Persson (2006) also included HQ control mechanisms to determine knowledge outflows. The 

author, however, focused on only horizontal knowledge outflows. Conceptualisations and 

measures for control mechanisms also differ between the two studies. Björkman et al. (2004) 

conceptualised it as the importance attached to knowledge transfer imposed by HQ when 

evaluating subsidiary performance and the importance attached to regional and corporate 

performance to determine subsidiary senior management team‟s compensation. Perceived 

importance of knowledge transfer imposed by HQ when evaluating subsidiary performance was 

found to significantly lead to greater knowledge outflows but results for the importance of regional 

and corporate performance as criteria in determining the financial compensation of subsidiary 

senior management were not supported. Persson‟s (2006) conceptualisations of control 

mechanisms are incentives and socialisation. HQ‟ control mechanisms of incentives and 

socialisation contributed to greater horizontal knowledge outflows. It was argued that if incentives 

for subsidiaries are awarded based on their willingness to share knowledge with other peer 

subsidiaries. Socialisation is argued to be another way for MNC to control its subsidiaries. MNCs 

increasingly rely on cultural or behavioural control (Baliga & Jaeger, 1984), instead of bureaucratic 

control mechanisms particularly in the case of encouraging MNC subsidiaries to transfer 

knowledge with each other. Through socialisation, subsidiaries within and achieve greater 

communication, and develop common knowledge that facilitates knowledge transfer with each 

other. Based on the argument, Persson (2006) hypothesised that the use of incentives and 

socialisation positively influence horizontal knowledge outflows. Both incentives and socialisation 

were found to positively improve knowledge horizontal outflows. 

 

In addition to HQ control mechanisms, Persson (2006) also included lateral integrative 

mechanisms i.e., the use of liaison and temporary and permanent team structures to positively 

influence horizontal knowledge outflows. The use of liaison was found to positively influence 

knowledge outflows. Results for the use of permanent and temporary team structures are rather 

mixed. Temporary team structures positively influence knowledge outflows but the contrary was 
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found for permanent team structures. Temporary team structures were also found to have a 

greater positive impact on knowledge outflows compared to permanent structures. Permanent 

team structures are better at acquiring resources and members can better relate prior knowledge 

to current assignments; temporary team structures, on the other hand, lack the rigidity and 

inflexibility of permanent teams. Permanent teams are normally formalised and develop routine 

tasks and processes that limit creativity and dynamics within the team, which could explain its 

negative impact on horizontal knowledge outflows. 

 

In addition to HQ control mechanisms and lateral integrative mechanisms, Persson (2006) also 

examined subsidiary‟s operational structure. Operational structure refers to the flows of products, 

parts and components between various subsidiaries in the MNC and was hypothesised to 

positively influence horizontal knowledge outflows. Results supported that more frequent flows of 

products, parts and components lead to greater horizontal knowledge outflows. Similar to product 

flows in Persson‟s study is Foss and Pedersen‟s (2002) intra-MNC trade in examining intra-

organisational knowledge transfer. Intra MNC trade refers to the movement of goods and services 

between the units in the MNC. Distinguishing between internal, network and cluster knowledge (for 

the distinction, please see Section 2.2.2), intra-MNC trade is said to lead to greater network 

knowledge outflows (but not internal and cluster knowledge outflows). More frequent intra-MNC 

trade encourages discussions and communications about the changes in products and services 

that require adaptation on the receiving end. However, results for the positive relationships 

between intra-MNC trade and network knowledge flows were not supported.  

 

Also similar to product flows and intra-MNC trade is resource interdependence examined by 

Holtbrügge and Berg (2004) in relation to the importance of knowledge flows in MNC subsidiaries. 

Resource interdependency refers to intra-organisational flows of both output and input. Higher 

resource interdependencies between subsidiaries of an MNC improve intra-organisational 

communication and ultimately increasing the importance of internal knowledge flows between the 

subsidiaries. Both input and output interdependencies were examined to influence the importance 

of inflows and outflows of internal knowledge. Results of the study were rather mixed. Input and 

output interdependencies increase the importance of internal knowledge inflows but not internal 
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knowledge outflows. Thus in this particular setting, only the flows of inputs between the 

subsidiaries of the MNC increases the importance of knowledge flows. 

 

Another related interdependency variable is subsidiary‟s strategic interdependency, included by 

Zhao and Luo (2005) in examining horizontal knowledge sharing by MNC subsidiaries located in 

China. When subsidiaries are closely and strategically inter-related with peer subsidiaries within 

the corporate network, they are more likely to engage in greater sharing of knowledge and 

resources. Perceptual measures of subsidiary‟s strategic interdependence were adopted by asking 

respondents to indicate their degree of interdependence in terms of purchasing, manufacturing 

processes, marketing activities and overall interdependence with those of their peer subsidiaries. 

Zhao and Luo‟s (2005) results showed strong support for the positive association between 

strategic interdependence and horizontal knowledge sharing. 

 

Gupta and Govindarajan (2000) empirically examined vertical and horizontal inflows in relation to 

the existence and the richness of knowledge transmission channels between sender and recipient. 

According to these authors, knowledge inflows and outflows are influenced by how subsidiaries 

are linked with the entire corporate network. MNCs use formal mechanisms (e.g., liaison positions, 

task forces and permanent committees) to integrate employees scattered across geographical 

locations. More extensive use of formal integrative mechanisms increases the richness of 

knowledge transmission channels and thus leads to greater inflows and outflows, both  vertical as 

well as horizontal flows. MNCs also utilise socialisation mechanisms to build familiarity, personal 

affinity and cognitive connection among subsidiaries. These bring extra richness to the 

communication channels thus positively affecting vertical and horizontal inflows and outflows. 

Gupta and Govindarajan (2000) found that both types of mechanisms lead to greater vertical 

inflows, but only formal integrative mechanisms have significant effects on horizontal inflows. The 

existence and richness of transmission channels were found to significantly lead to greater 

horizontal knowledge outflows but results were mixed for vertical knowledge outflows. Formal 

integrative mechanisms positively and significantly influence vertical knowledge outflows, while 

socialisation mechanisms displayed a negative association though the results were insignificant. 
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Kostova (1999) moved beyond the existence of control mechanisms and transmission between 

sender and receiver and developed a conceptual model of the transfer of organisational practices 

that taps into the relational context between the sender and receiver. Primarily looking at the 

transfer of organisational practices developed at the HQ to its subsidiaries, Kostova‟s (1999) 

model focused on subsidiary‟s commitment to, identification with, and trust in HQ to influence the 

implementation and internalisation of the practices. Subsidiaries are often the ones required to 

adapt to the new knowledge. Two types of relationships have been conceptualised - attitudes 

towards HQ-subsidiary relationships and power-dependence relationships. Applying organisational 

behaviour concepts, Kostova, (1999) outlined three attitudinal relationships – commitment to, 

identity with and trust in HQ. When subsidiaries are committed to HQ, they are more likely to meet 

the challenges of the transfer process. A sense of identity with HQ increases vertical inflows as it 

makes the subsidiary to feel a sense of belongingness to the corporation and lessens the „not-

invented-here‟ syndrome. Higher trust in HQ reduces uncertainties associated with alien 

knowledge and with the motives behind the transfer. Since subsidiaries are usually considered to 

be at a lower hierarchical level compared to HQ, Kostova (1999) theorised that dependence on the 

HQ affects the effectiveness of vertical inflows. Subsidiaries depend on HQ for various types of 

resources and also compete with other subsidiaries within the corporation for these resources. 

Because of the dependence relationships and intra-organisational competition, subsidiaries want 

to gain internal legitimacy with the HQ. Following institutional theory, the higher the perceived 

dependence on HQ, the higher the likelihood that subsidiaries will make the vertical inflows 

successful.  

 

Out of the three attitudinal relationships conceptualised by Kostova (1999) in her knowledge 

transfer model between HQ and subsidiaries, trust in HQ have received far wider attention by 

scholars. The dimension of “trust in parent” is operationalised and empirically tested by Kostova 

and Roth (2002), Li (2005), and Li, Barner-Rasmussen et al. (2007). Although the two earlier 

studies used a different measure - Kostova and Roth (2002) used Cummings and Bromiley‟s 

(1995) measure, Li (2005) adopted Dirks and Ferrin‟s (2001) measure), they found that “trust in 

parent” positively influences vertical knowledge inflows. Li (2005) further compared the effect of 

trust between intra- and inter-organisational knowledge transfer. Results from a sample of 
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Western-owned MNC subsidiaries located in China confirmed that trust is a more important 

variable in inter-organisational knowledge transfer compared to intra-organisational knowledge 

transfer. Also focusing on trust in intra-organisational knowledge transfer in MNC subsidiaries, Li, 

Barner-Rasmussen et al. (2007) extended the trust in HQ dimension to locational factor. 

Comparing MNC subsidiaries located in Finland and China, the authors argued that the positive 

effect of trust and knowledge transfer from subsidiaries to other corporate units are more important 

for subsidiaries located in China, than those located in Finland. This is because the Chinese 

collectivist culture requires the establishment of a trusting relationship to facilitate learning and 

transfer. Results of the locational factor in influencing the effect of trust in knowledge transfer were 

only marginally supported. The dimension of trust between sender and receiver in the knowledge 

transfer process has also received widespread attention in the general knowledge transfer and 

management literature outside the MNC context (Bakker, Leenders, Gabbay, Kratzer, & Engelen, 

2006; Lucas, 2005; Zaheer, McEvily, & Perrone, 1998). 

 

Kostova and Roth (2002) empirically examined two more attitudinal variables in Kostova‟s (1999) 

conceptual model of knowledge transfer in MNC subsidiaries – dependence on and identification 

with parent. Following Ghoshal and Bartlett (1988), dependence on parent was empirically 

examined by asking subsidiary respondents to indicate “if their location was completely dependent 

on HQ” (Kostova & Roth, 2002, p. 224) on manufacturing technologies and processes, new 

product development, financial resources, managerial expertise and human resource 

management, marketing and overall. The measure of identification with parent was developed by 

Kostova and Roth (2002) on the basis of previous studies, such as Dukerich, Golden, and Shortell 

(1995), Gioia and Schultz (1995), and Saranson (1995). Results were mixed. Dependence on 

parent is statistically but negatively related to the level of implementation, the opposite of the 

hypothesised relationship. Dependence on parent was only partially supported with regards to the 

level of practice internalisation. Identification with parent was found to be positively related to 

practices implementation but not internalisation.  

 

Still focusing on relational context, Li (2005), Li, Barner-Rasmussen et al. (2007) and Fey and Furu 

(2008) examined shared vision as a characteristic of the relationships between the actors in 
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knowledge flows. In line with Nahapiet and Ghoshal‟s (1998) argument that shared visions create 

a common platform for understanding in the transfer process, Li contended that shared vision can 

align systems, cultures, objectives and aims of the different parties of the exchange and in this 

way, facilitate knowledge flows. She concluded that shared vision positively affects vertical 

knowledge inflows. Taking into account locational factor, Li, Barner-Rasmussen et al. (2007) 

discovered only marginal support that shared vision is more influential in knowledge transfer 

process in Chinese MNC subsidiaries compared to those located in Finland. Fey and Furu (2008) 

found strong support for the positive relationship between shared vision and horizontal knowledge 

outflows among Chinese and Finnish subsidiaries. 

 

Apart from trust and shared vision, Li, Barner-Rasmussen et al. (2007) included social interaction 

as social capital variables that influence knowledge transfer in MNC subsidiaries. Also examining 

the effect of location, the authors found no support that social interaction is more influential in 

knowledge transfer process for MNC subsidiaries located in China than those in Finland. However, 

social interaction has also been considered in knowledge transfer process outside the MNC 

context (McFadyen & Canella, 2004; Yli-Renko, Autio, & Sapienza, 2001).  

 

Schulz (2003) and Schulz (2001) hypothesized that the level of informal relations (communication) 

between actors facilitates knowledge sharing because they foster deep interaction and strong ties. 

This characteristic is similar to what Gupta and Govindarajan (2000) classified as corporate 

socialisation mechanisms. Schulz (2003) concluded that closer ties between actors, coupled with 

the recognised relevance of the transferred knowledge, leads to greater amount of vertical and 

horizontal knowledge inflows, while Schulz (2001) also found support for informal relations and 

vertical and horizontal knowledge outflows. 

 

Along the similar line, Phene et al. (2005) argued that prior substantial interaction between actors 

reduces the time to transfer knowledge between them. Interactions between sender and receiver 

create and crystallised shared routines and allows knowledge to be transferred more effectively. 

Using patent citation data of US-based subsidiaries, results did not support that prior interaction 

reduces time to transfer.  
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Pérez-Nordtvedt, et al. (2008) tested the direct and mediating effects of the relationship quality 

between sender and receiver in cross-border knowledge flows. Relationship quality refers to the 

relationships between sender and receiver that are defined by strong and mutual bonds, and high 

level of trust. The relationship quality factor is especially important in cross-border knowledge 

flows because sender and receiver are separated in temporal, spatial and cultural dimensions. 

Good relationship quality develops a „common language‟ between distantly located sender and 

receiver to more effectively engage in knowledge transfer. The authors argued and found support 

for the positive association between relationship quality and the comprehension of knowledge 

transferred and the speed and economy of cross-border knowledge transfer. The study also 

argued that relationship quality mediates the relationship between knowledge characteristics and 

comprehension of knowledge transferred, between knowledge characteristics and speed of 

knowledge transfer, and between source‟s attractiveness and usefulness of knowledge 

transferred. Results were mixed, but the study confirmed previous findings that relationship quality 

interacts with the effects of knowledge transfer and characteristics of knowledge and 

characteristics of actors. 

 

Frost and Zhou (2005) examined the degree of co-practice of knowledge to influence the likelihood 

of knowledge from subsidiary is used by the HQ. Co-practice refers to “technical activities 

undertaken jointly by subunits in different geographic locations” (Frost & Zhou, 2005, p. 677). The 

authors argued that the extent of co-practice builds absorptive capacity and nurtures social capital 

between the sender and receiver and increases the likelihood of knowledge exchange. Co-practice 

was measured by the number of the joint patents within the specified five year time period. Joint 

patents were chosen on the basis that the patent document showed inventors came from both HQ 

and subsidiary. Using patent data, and focussing on technological knowledge, co-practice or joint 

technical activity between subsidiaries and HQ increases vertical knowledge outflows.  

 

Tsai and Ghoshal (1998) included all three dimensions of social capital – structural, relational and 

cognitive – to determine resource exchange and combinations and ultimately MNC value creation. 

They examined social capital of 15 subsidiaries within a single MNC. Structural dimension was 

conceptualised as social interactions between employees of the fifteen subunits, relational 
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dimension was conceptualised as trust and trustworthiness, and cognitive dimension was signified 

by shared vision within the intra-organisational network. Social interaction was measured by 

asking units to indicate other units that they have spent significant time in social occasions and 

close social relations. Trustworthiness was measured by asking units to indicate the peer units that 

they believed will not take advantage of them, and the units that will keep their promises. The 

authors calculated the in-degree centrality of all units by the number of units that indicated 

relations with the focal unit, or the number of units that indicated they trust in the focal unit. The 

standardised number of the in-degree centrality between two units was taken as the measure of 

trust. Shared vision, on the other hand, was measured using perceptual measures and asked units 

whether they share the same vision and are eager to pursue the organisation‟s objectives. Results 

showed that social interaction and trust are indicators of resource exchange and combination. 

Shared vision, however, showed an indirect association with resource exchange and combination 

through trustworthiness. Overall, the results revealed that social capital determine intra-

organisational resource exchange and combination and add value to the organisation.  

 

Tsai (2002) coined the word coopetition to refer to simultaneous behaviour of cooperation and 

competition between units in an MNC. Intra-organisational knowledge sharing demonstrates 

cooperative behaviours of units within an MNC, while the use and appropriation of the shared 

knowledge can also be used to pursue own goals and perform better than peer units. Positioning 

the study from the social network perspective, Tsai hypothesised that HQ‟s centralised structure of 

formal hierarchy negatively influence intra-organisational knowledge sharing, but lateral informal 

communication mechanisms foster intra-organisational knowledge sharing. However, 

centralisation was hypothesised to more negatively influence intra-organisational knowledge 

sharing between units that are competing with each other. Social interaction was hypothesised to 

more positively associate with intra-organisational knowledge sharing between units that are 

competing with each other. Results of the study showed that centralisation and social interaction 

positively influence intra-organisational knowledge sharing. However, when inter-unit competition 

was introduced into the equation, only social interaction was found to more positively contribute to 

intra-organisational knowledge sharing between competing units. The study explicated cooperative 

and competitive behaviours of units in an MNC in determining knowledge sharing. 
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Inkpen and Tsang (2005) differentiated the influences of the dimensions of social capital in three 

types of network – intra-corporate network, strategic alliances and industrial district. They looked 

at network ties, network configuration and network stability within the structural property, trust 

within the relational property, and shared goals and shared culture within the cognitive property of 

social capital. Intra-corporate network ties are relatively easier to establish and are more stable 

because members belong to the same organisation. Trust between members of intra-corporate 

network is defined by institutional-based trust, with very little risk of opportunistic behaviours. 

Cognitively, intra-corporate members also have an advantage over strategic alliance networks and 

industrial districts because members tend to more easily develop shared goals and organisational 

culture. The authors go on to recommend conditions that can facilitate greater intra-corporate 

knowledge transfer. Employees‟ mobility, decentralised structure by HQ, clear rewards criteria 

within the corporation to inculcate greater trust and cooperation between members and embracing 

local or national culture in inculcating collective vision are suggested to contribute to more efficient 

intra-corporate knowledge transfer. 

 

Gooderham (2007) developed a dynamic capabilities driven model of intra-organisational 

knowledge transfer within MNC and conceptualised that management practices and social capital 

dimensions can facilitate greater knowledge transfer. He proposed that knowledge transmission 

channels between HQ and subsidiaries foster the development of structural social capital. 

Socialisation and motivational mechanisms contribute to the development of cognitive dimensions 

while educational and cultural distances can hamper them. The structural and cognitive 

dimensions of social capital lead to greater relational dimension which then facilitate better 

knowledge transfer between HQ and subsidiary. 

 

Hansen (2002) and Hansen et al. (2005) focused solely on intra-organisational knowledge sharing 

in the context of a single MNC and examined characteristics of the network existing in the MNC. 

Using geodesics to compute the distances in the network, Hansen (2002) calculated the path 

lengths of the knowledge network and hypothesised that shorter lengths lead to greater horizontal 

knowledge sharing and shorter project completion time (a measure of effectiveness of knowledge 
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sharing). Direct relations with other divisions refer to the number of other units that the focal 

subsidiary seeks advice from (advice-seeking relations) and the number of other units that have 

sought knowledge from focal subsidiary (advice-giving relations). The level of knowledge 

codification was interacted with the number of subsidiary‟s direct relations. This study revealed 

that shorter path length to others with related knowledge in the network lead to greater horizontal 

knowledge sharing and shorter project completion time. In contrast, neither the extent of available 

related knowledge in the company nor the path length of the entire network explained the amount 

of knowledge obtained from other divisions and project completion time (Hansen, 2002).  

 

Using a sample of 121 new-product development teams and 41 subsidiaries of a large high-

technology company, Hansen et al. (2005) examined size and strength of network and perceived 

competition at three different levels of analysis – within-team (the relations between team 

members located within a focal subsidiary), inter-subsidiary (a team‟s set of relations with other 

subsidiaries) and transfer networks (a team‟s dyadic relations only including subsidiaries that 

provide knowledge to the relations) with regards to three different outcomes, namely sought 

knowledge, search costs and transfer costs.  This study focused on whether subsidiaries seek 

knowledge across other subsidiaries, on the search costs and on the transfer costs. By 

decomposing teams‟ networks into distinct subsets and knowledge sharing into distinct phases, 

the authors found that within-team density and frequency of relations reduced the probability of 

seeking knowledge across subsidiaries but did not affect search and transfer costs. Inter-

subsidiary network size increased the likelihood of seeking knowledge whereas relation strength 

and degree of perceived competition increased search costs, but did not affect transfer costs. In 

transfer networks, the degree of perceived competition increased transfer cost, whereas relation 

strength reduced transfer costs when transfers involved highly tacit knowledge. 

 

Gnyawali, Singal, and Mu (2009) developed a multi-level conceptual model of inter-subsidiary ties, 

and argued that such ties with strong support from HQs, and a fit between tie strength and the 

nature of knowledge being transferred can significantly increase intra-organisational knowledge 

flows. 
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Applying the sender-receiver model and the social learning approach, Noorderhaven and Harzing 

(2009) tested empirically the positive association between social interaction intensity and workflow 

integration on vertical and horizontal knowledge inflows and outflows. Social interaction intensity 

refers to the direct face-to-face communications such as meetings, and conversations, the 

integrative socialisation mechanisms such as joint task forces and global teams, and normative 

integration mechanisms that can provide rich knowledge transfers. Workflow integration, on the 

other hand, refers to the communications within the MNCs, but rather on the operational level and 

efficiencies. Greater intra-MNC trade, flows of resources and inputs for operational efficiency 

foster greater flows of knowledge. In addition to testing the direct and single effect, Noorderhaven 

and Harzing also argued that the positive association between workflow integration and knowledge 

flows is further enhanced when units possess intense social interaction. Results were supported 

for all types of knowledge flows and social interaction intensity. Results for workflow integration 

were mixed. Workflow integration with HQ was found to be significant and positive for increased 

vertical knowledge inflows. Subsidiaries‟ workflow integration with peer subsidiaries was found to 

lead to knowledge flows going to and coming from the same direction.  

 

One of the first characteristic of the relationships between sender and receiver in the knowledge 

transfer model is the distance or difference in terms of culture or cultural distance and in terms of 

institutional profile or institutional distance. Kostova (1999) included institutional distance between 

subsidiaries and HQ to determine knowledge transfer success, which are the level of practice 

implementation and internalisation. She argued different countries create different environments to 

facilitate cross-country knowledge transfer process. The difference in the favourability of the 

environment in the home country and host country can influence the success of cross-country 

knowledge transfer. The central idea for examining institutional distance is that countries differ in 

terms of their institutional characteristics and these characteristics can influence organisational 

practices that are established in an organisation belonging to the particular country. The 

organisational practices established in one country, when transferred to another country, may not 

perfectly fit or match the institutional characteristics of the recipient country. Scott (1995) proposed 

that country institutional profiles (CIP) can be categorised into three „pillars‟: regulatory, cognitive 

and normative. The regulatory pillar refers to the rules and regulations of a country that defines the 
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behaviours of the people. The cognitive pillar refers to the shared schemas and other cognitive 

elements that define how the people compose meanings to a phenomenon. The normative pillar 

refers to the values and norms that reside within a group or society. Greater institutional distance 

between the home and host countries of the practices is proposed to increase the likelihood that 

the practices are going to be implemented and internalised in the host country. Kostova and Roth 

(2002) operationalised and empirically examined institutional distance and measured country 

institutional profiles for the regulatory, normative and cognitive institutional pillars. The authors 

used a rigorous procedure based on several processes. First, an initial set of items corresponding 

to the three profiles of institutional framework were generated by eight academicians familiar with 

the constructs. These items were listed randomly and given to three other academicians to 

categorise the items into three groups. Then, the items that received the lowest agreement were 

removed and the process was repeated with another set of three sorters. The remaining items 

were pre-tested on senior managers of MNC subsidiaries. Institutional distance received mixed 

support for the success of knowledge transfer: only the cognitive pillar showed significant effect on 

practices implementation in subsidiaries and all three pillars influenced the internalisation of 

practices in subsidiaries (Kostova & Roth, 2002). Jensen and Szulanski (2004) described 

institutional distance as the “cultural distance between the countries housing the source and 

recipient units” (p. 514) and measured it using Kogut and Singh‟s (1988) Cultural Distance Index. 

They concluded that higher institutional distance leads to lower motivation to engage in internal 

knowledge transfer, but does not lessen the impact of adaptation of the knowledge. However, 

institutional distance was not found to significantly influence the stickiness of transfer nor 

moderated the relationship between motivation to acquire and adaption of practices and 

adaptation of practices and stickiness of transfer. Ambos, et al. (2006) also included institutional 

distance in examining the reverse flows of knowledge from MNC subsidiaries to HQ. The study 

also included cultural distance, the difference in the national culture of the home and host country 

of the actors. Institutional distance was measured using Simonin‟s (1999b) measure of the 

differences in organisation‟s business practices, institutional heritage, and organisational culture. 

Cultural distance was measured using two measures, one using the widely used Kogut and 

Singh‟s (1988) Cultural Distance Index and another using the perceived measure of cultural 

distance following Shenkar (2001) and Au (2000). However, they found no support that institutional 
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and cultural distances negatively affect the reverse knowledge flows from MNC subsidiaries to HQ. 

A more recent study by Ambos and Ambos (2009) also included cultural distance measured using 

Kogut and Singh‟s index. They predicted and found support that cultural distance moderates the 

relationship between the use of personal-based coordination mechanisms (PCM), such as strong 

inter-unit ties, and knowledge transfer effectiveness. However, they found no support for the 

moderating effect of cultural distance and the relationship between technology-based coordination 

mechanisms (TCM), such as technological knowledge and information infrastructure, software and 

platforms, and knowledge transfer effectiveness. Studying MNC subsidiaries located in Korea, Cho 

and Lee (2004) measured cultural distance using perceptual measures, asking respondents 

whether their intra-network members “think” and “behave” like them. Results were supported for 

cultural distance and intra-corporate knowledge sharing of MNC subsidiaries located in Korea. 

Cho and Lee also examined another characteristic of the relationship between intra-corporate 

members, which is product and process similarity. Product and process similarity was measured 

by asking respondents to indicate the level of similarity between their products and processes with 

those of other intra-corporate members. Results were not supported. To conclude, institutional 

distance and cultural distance have received mixed responses; theoretically, the arguments are 

that institutional and cultural isomorphism should lead to more efficient cross-border knowledge 

transfer but results have generally found no support. The measurement issues of institutional 

distance and cultural distance have been criticised to have caused the mixed results (Shenkar, 

2001).  

 

The recent study by Ambos and Ambos (2009) examined impacts of the types of distance between 

sender and receiver. They argued that distance-related factors such as geographic distance and 

linguistic distance moderate the relationship between the use of personal-based coordination 

mechanisms (PCM) and knowledge transfer effectiveness. PCM, such as strong inter-unit ties and 

intimate collaborative relations, reduce the causal ambiguity and remove uncertainties during 

knowledge transfer process. Geographic distance, measured by the absolute numbers of airmiles 

between senders and receivers were found to moderate the effects between the use of PCM and 

knowledge transfer effectiveness. Linguistic distance was measured using an index developed by 
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the authors, which calculates the relatedness between two languages. Linguistic distance also 

found to moderate the relationship between the use of PCM and knowledge transfer effectiveness. 

 

Overall, characteristics of the relationships between actors are gaining popularity within subsidiary-

focused knowledge flows literature. Studies that examined characteristics of the relationships 

between actors are fast catching up with those that examined characteristics of actors within the 

literature. A total of twenty-six studies examined the characteristics of the relationships between 

actors, similar number of studies that examined actors‟ characteristics. Studies that examined 

characteristics of actors were significantly more just two years ago. Similar to the pattern observed 

with the characteristics of actors, significantly more studies examined subsidiary knowledge 

inflows. Seven studies (Ambos & Ambos, 2009; Ambos, et al., 2006; Frost & Zhou, 2005; Gupta & 

Govindarajan, 2000; Li, Barner-Rasmussen, et al., 2007; Noorderhaven & Harzing, 2009; Persson, 

2006) examined characteristics of the relationships between actors in relation to subsidiary 

knowledge outflows. Two studies, namely Gupta and Govindarajan (2000) and Noorderhaven and 

Harzing (2009) examined both vertical and horizontal knowledge outflows, while Ambos, et al. 

(2006), Frost and Zhou (2005), and Ambos and Ambos (2009) examined vertical knowledge 

outflows (or reverse knowledge transfer). Persson (2006) examined horizontal knowledge outflows 

but Li, Barner-Rasmussen, et al. (2007) focused on knowledge outflows from subsidiaries to “other 

units in the MNC,” which did not indicate whether knowledge outflows include outflows to the HQ. 

Hansen (2002), Hansen, et al. (2005), and Tsai and Ghoshal (1998), on the other hand, examined 

only a single MNC but focused rather on horizontal knowledge sharing or exchange, and did not 

include knowledge transfer with HQ. The social capital and social network perspectives are the 

most widely examined characteristics of the relationships between actors. With the exception of 

only two studies (Frost & Zhou, 2005; Li, Barner-Rasmussen, et al., 2007), all studies that 

examined knowledge flows from the social capital theory addressed vertical knowledge inflows. 

Furthermore, only three studies (Gooderham, 2007; Inkpen & Tsang, 2005; Kostova, 1999) are 

conceptual papers. In summary, the characteristics of the relationships between actors within 

subsidiary-focused knowledge flows literature suffers from acute shortage of conceptual papers, 

and insufficient coverage of knowledge outflows, both vertically and horizontally. Table 2.3 lists the 
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characteristics of the relationships between actors within subsidiary-focused knowledge flows 

literature. 
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Table 2.3 Characteristics of the Relationships between Actors within Subsidiary-focused Knowledge Flows Literature 

 Characteristics of the Relationships 
Between Actors 

Direction of Knowledge Flows Studies 

 HQ CONTROL MECHANISMS   
 Performance evaluation criteria, subsidiary 

management compensation, number of 
expatriate managers, corporate socialisation 
mechanisms 

Knowledge outflows to the rest of the units in MNC Björkman et al. (2004) 

    
 Incentive and socialisation Horizontal knowledge outflows  Persson (2006) 
   
 Lateral integrative mechanisms Horizontal knowledge outflows Persson (2006) 
   
 INTERDEPENDENCY   
 Product flows 

Intra-MNC trade 
Input and output interdependencies 
Strategic interdependence 
Workflow integration 

Horizontal knowledge outflows  
Internal knowledge transfer 
Importance of internal and external knowledge outflows and inflows 
Horizontal knowledge sharing 
Vertical and horizontal knowledge outflows and inflows 

Persson (2006) 
Foss and Pedersen (2002) 
Holtbrügge and Berg (2004) 

Zhao and Luo (2005) 
Noorderhaven and Harzing (2009) 

   
 TRANSMISSION CHANNELS   
 Existence and richness of transmission 

channels 
Horizontal and vertical knowledge outflows and inflows  Gupta and Govindarajan (2000) 

    
 RELATIONAL   
 Trust in HQ 

Trust in HQ 
Trust in HQ and external relations 
Trust and location factor 

Vertical knowledge inflows 
Vertical knowledge inflows  
Intra- and inter-organisational knowledge inflows 
Knowledge outflows to other units in MNC 

Kostova (1999) (C) 
Kostova and Roth (2002) 

Li (2005) 
Li, et al. (2007) 

    
 Identification with parent Vertical knowledge inflows 

Vertical knowledge inflows  
Kostova (1999) (C) 

Kostova and Roth (2002) 
    
 Dependence on parent Vertical knowledge inflows 

Vertical knowledge inflows  
Kostova (1999) (C) 

Kostova and Roth (2002) 

    

7
4
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 Characteristics of the Relationships 
Between Actors 

Direction of Knowledge Flows Studies 

 Shared vision 
Shared vision 

Vertical knowledge inflows  
Horizontal knowledge outflows 

Li (2005) 
Fey and Furu (2008) 

 Shared vision and location factor Knowledge outflows to other units in the MNC Li, Barner-Rasmussen, et al. 
(2007) 

    
 Prior interaction Speed of vertical knowledge transfer Phene, et al. (2005) 
    
 Social interaction intensity Vertical and horizontal knowledge inflows and outflows Noorderhaven and Harzing (2009) 
    
 Relationship quality Cross-border knowledge inflows Pérez-Nordtvedt, et al. (2008) 
    
 Co-practice Vertical knowledge outflows  Frost and Zhou (2005) 
    
  

Social capital (structural, relational and 
cognitive dimensions) 
 

 
Intra-organisational knowledge transfer 
 
 

Tsai and Ghoshal (1998) 
Inkpen and Tsang (2005) (C) 

Gooderham (2007) (C) 
 
 

 Coopetition Intra-organisational knowledge sharing Tsai (2002) 
    
 NETWORK   
 Length of path network Horizontal knowledge sharing  Hansen (2002) 
    
 Size, strength and perceived competition in 

a network 
Horizontal knowledge sharing Hansen, et al. (2005) 

    
 Inter-subsidiary ties Intra-organisational knowledge flows Gnyawali, et al. (2009) (C) 
    
 DISTANCE/SIMILARITY   
 Institutional Distance Vertical knowledge inflows 

Vertical knowledge inflows  
Vertical knowledge outflows  
Adaptation of internal knowledge transfer 

Kostova (1999) (C) 
Kostova and Roth (2002) 

Ambos, et al. (2006) 
Jensen and Szulanski (2004) 

    

7
5
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 Characteristics of the Relationships 
Between Actors 

Direction of Knowledge Flows Studies 

 Product and process similarity Internal knowledge sharing Cho and Lee (2004) 
    
 Cultural Distance Internal knowledge sharing 

Vertical knowledge outflows  
Knowledge inflows 

Cho and Lee (2004) 
Ambos, et al. (2006) 

Ambos and Ambos (2009) 
    
 Geographical distance Knowledge inflows Ambos and Ambos (2009) 
 Linguistic distance Knowledge inflows Ambos and Ambos (2009) 
    

 

 

7
6
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2.2.4 Outcomes of Knowledge Flows 

Subsidiary-focused knowledge flows literature has considered various outcomes of knowledge 

flows from the occurrence or existence of knowledge flows to how the flows can affect either the 

subsidiary or the MNC as a whole. IB and IM scholars have examined the antecedents or barriers 

to the occurrence of knowledge flows and transfers to and from MNC subsidiaries. Gupta and 

Govindarajan (2000) and Noorderhaven and Harzing (2009) examined the occurrence of four 

types of intra-organisational knowledge flows in MNC subsidiaries – vertical and horizontal 

knowledge inflows and vertical and horizontal knowledge outflows. Subsequent studies have 

largely focused on one direction of knowledge flows. Schulz (2003), Minbaeva et al. (2003), 

Minbaeva (2007) and Minbaeva (2008) focused exclusively on knowledge inflows. However, 

Schulz (2003) examined both vertical and horizontal knowledge inflows, Minbaeva (2007) 

examined only vertical knowledge inflows, while Minbaeva et al. (2003) and Minbaeva (2008) 

examined knowledge inflows from HQ and other MNC units, and does not distinguish between 

horizontal and vertical inflows.  

 

Another stream of literature focused on the occurrence of knowledge outflows from MNC 

subsidiaries arguing the shift that MNC subsidiaries are also the contributors and sources of 

knowledge in the MNC. The measures of knowledge outflows from MNC subsidiaries can be 

grouped into two sub-categories. One sub-category of literature asked focal subsidiaries the extent 

or degree to which they transfer or transmit knowledge to other units in the MNC. Schulz (2001) 

examined both vertical and horizontal knowledge outflows. Hakånson and Nobel (2000, 2001) 

focused exclusively on vertical knowledge outflows. Mu et al. (2007) also falls into this category 

asking focal subsidiaries the extent to which they have transferred innovation to the rest of the 

MNC. Björkman et al. (2004) also examined knowledge outflows, more specifically outward 

knowledge transfer from MNC subsidiaries to other MNC units; the measure however, included 

HQ. Frost and Zhou (2005) used patent citation data and measured vertical knowledge outflows by 

the number of patents that HQ cited from focal subsidiaries. The other sub-category of literature 

measured knowledge outflows from MNC subsidiaries by asking focal subsidiaries the extent to 

which other subsidiaries have used their knowledge or the degree to which their knowledge has 

been adopted by other units in the MNC. Foss and Pedersen (2002) measured knowledge 
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outflows by the extent of subsidiary‟s knowledge that has been of use by other MNC units. 

Similarly, Persson (2006) examined knowledge outflows by asking focal subsidiaries the extent to 

which their knowledge (new technology, products and production processes) has been adopted by 

other subsidiaries within the MNC. Holtbrügge and Berg (2004) however, examined the level of 

importance of knowledge flows, rather than the occurrence of knowledge flows in MNC 

subsidiaries. Fey and Furu (2008), on the other hand, only focused on horizontal knowledge 

sharing within MNC subsidiaries. 

 

A more recent study by Singh (2007) examined six types of subsidiaries‟ knowledge flows. Using 

patent citation data, Singh (2007) distinguished four types of knowledge flows between firms 

located in the same country: (1) knowledge inflows into foreign subsidiaries from domestic firms in 

the host country, (2) knowledge outflows from foreign subsidiaries to domestic firms in the host 

country, (3) knowledge flows between domestic firms in the same host country, and (4) knowledge 

flows between foreign subsidiaries within the same host country, and two types of knowledge flows 

occurring between subsidiaries belonging to the same MNC, but located in different host countries: 

(5) knowledge inflows from a peer subsidiary located in a different host country, and (6) knowledge 

outflows to a peer subsidiary located in a different host country. Results showed that subsidiaries 

engage in significant knowledge inflows from and knowledge outflows to host country. In 

technologically advanced countries, knowledge inflows from host country to foreign subsidiaries 

are significantly more than knowledge outflows from subsidiaries to host country. Knowledge 

outflows from foreign subsidiaries to host country are only marginally higher than knowledge 

inflows from host country into foreign subsidiaries in technologically less advanced host countries. 

Patterns of subsidiaries‟ knowledge flows to and from host countries follow sectoral variation and 

host countries‟ expertise in the sector. While Singh (2007) demonstrated evidence of knowledge 

flows from host country to foreign subsidiaries, the findings are limited to those host countries that 

have patent citation data. 

 

Subsidiary-focused knowledge flows literature also considered the effectiveness and success of 

knowledge transfer, but conceptualisations of the effectiveness and success differ. Kostova (1999) 

and Kostova and Roth (2002) conceptualised the success of organisational transfer practices from 
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HQ to MNC subsidiaries by the degree of implementation and internalisation of the practices. 

Stickiness (or difficulties) of the transfer and accuracy of transfer were examined by Jensen and 

Szulanski (2004) and Szulanski et al. (2004), respectively. Costs associated with the transfer 

process have also been considered to measure the success of knowledge transfer. Hansen (2002) 

examined project completion time, arguing that projects that were completed in shorter time reflect 

effective knowledge transfer. The level of knowledge sought, and the costs of knowledge search 

and transfer (Hansen, et al., 2005) have also been considered to conceptualise the effectiveness 

of knowledge flows in MNC subsidiaries. Subsidiary innovation level has also been considered to 

reflect the success of knowledge transfer. Tsai (2001) examined knowledge transfer from network 

perspective and examined subsidiary innovation based on network position and absorptive 

capacity of subsidiaries, implying the occurrence and success of knowledge transfer process. 

Phene and Almeida (2003) traced the evolution of MNC subsidiaries and conceptualised that 

knowledge flows from internal and external environments can have bearings on the scale and 

scope of innovation activities of MNC subsidiaries. Schlegelmilch and Chini (2003) conceptually 

argued that recipient‟s perceived benefits and the overall satisfaction of the knowledge transfer 

process is a measure of knowledge transfer success. Empirically, Ambos et al. (2006) and Ambos 

and Ambos (2009) examined how HQ perceived the benefits from knowledge flows originating 

from MNC subsidiaries. (Pérez-Nordtvedt, et al., 2008) included four types of knowledge transfer 

effectiveness, namely comprehension and usefulness of knowledge transferred, and the speed 

and economy of knowledge transfer process. 

 

More recent literature on subsidiary-focused knowledge flows initiated the investigation of how 

knowledge flows in MNC subsidiaries impact other phenomena be it in the subsidiary or the MNC. 

These scholars did not focus on how knowledge flows or transfer occur, but rather examined how 

knowledge flows impact subsidiary bargaining power within the MNC (Mudambi & Navarra, 2004), 

MNC innovative performance (Yamin & Otto, 2004), MNC‟s technical development, foreign market 

expansion and MNC performance (Holm & Sharma, 2006), subsidiary performance (Lee & 

MacMillan, 2008; Mahnke, et al., 2005; Monteiro, et al., 2008) and subsidiary isolation (Monteiro, 

et al., 2008). Mudambi and Navarra (2004) hypothesised positive association between subsidiary‟s 

internal knowledge outflows and its bargaining power, but negative association between 



 

 80 

subsidiary‟s internal knowledge inflows and its bargaining power. Subsidiary‟s external knowledge 

outflows (or knowledge spillovers) and external knowledge inflows (localised learning) both were 

hypothesised to lead to lower subsidiary‟s bargaining power. Results of the study provided support 

for internal knowledge outflows and greater bargaining power, but not for internal knowledge 

inflows and lesser bargaining power. External knowledge outflows and inflows are found to lead to 

lesser subsidiary bargaining power within the MNC. Yamin and Otto (2004) measured internal and 

external knowledge flows using patent citation data, while Holm and Sharma (2006) and Monteiro, 

et al. (2008) used perceptual measures of subsidiary knowledge flows. Yamin and Otto‟s (2004) 

results confirmed that subsidiary external knowledge flows are strongly associated with MNC 

innovative performance. Results for subsidiary internal knowledge flows, however, showed 

negative association with MNC innovative performance, but authors argued that this could be 

because subsidiaries cite peer subsidiaries‟ patents to showcase to the HQ that their technological 

advancement parallels those existing in peer subsidiaries. Holm and Sharma (2006) focused on 

marketing knowledge flows and showed that they have direct positive impact of MNC performance 

and MNC‟s technical development. Monteiro et al. (2008) examined four types of subsidiary 

knowledge flows, following Gupta and Govindarajan (2000), and explored the phenomenon of 

subsidiary isolation. Focal subsidiaries were rated according to their market orientation 

capabilities. Three ratings of focal subsidiary‟s capabilities were gathered – self-rated, by HQ 

managers (focal subsidiary‟s superior), and peer rating by other subsidiaries within the MNC. 

Subsidiary knowledge flows were measured by the frequency of knowledge outflows and inflows 

vertically and horizontally. Their results from subsidiaries of six Swedish MNCs showed that 

subsidiary knowledge outflows are motivated not by how capable focal subsidiaries think they are, 

but how others (recipients) perceive of their capabilities. Similarly, in terms of knowledge inflows, 

recipients‟ perception plays a significant role on knowledge inflows; subsidiaries that perceive 

themselves as capable are more likely to seek knowledge from HQ and peer subsidiaries. The 

study also confirmed reciprocity in knowledge flows within an MNC; subsidiaries create an 

exclusive subgroup within their corporations, and engage in greater communication and 

knowledge flows with this privileged few subsidiaries and thus let other less active subsidiaries to 

be “isolated”. Isolated subsidiaries are also found to have lower performance (Monteiro, et al., 

2008). 
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Overall, subsidiary-focused literature have focused on the occurrence of knowledge flows and 

transfers, but there are more studies undertaken to examine subsidiary knowledge outflows 

(Björkman, et al., 2004; Foss & Pedersen, 2002; Hakånson & Nobel, 2000, 2001; Mu, et al., 2007; 

Persson, 2006; Schulz, 2001), rather than knowledge inflows. Gupta and Govindarajan (2000), 

Schulz (2001), Monteiro et al. (2008) and Noorderhave and Harzing (2009) distinguish between 

vertical and horizontal knowledge outflows (and inflows). Studies that have mainly focused on 

subsidiary knowledge outflows examined the outward transfer of knowledge to other units within 

the MNC (Foss & Pedersen, 2002; Mu, et al., 2007), without indicating explicitly whether this 

includes the HQ. Hakånson & Nobel (2000, 2001) and Frost and Zhou (2005) purposively focused 

on one direction of knowledge flows to the HQ, while Hansen (2002), Hansen et al. (2005), 

Persson (2006), and Fey and Furu (2008) focused on peer subsidiaries. The effectiveness of 

subsidiary knowledge flows and transfer has also been subjected to various definitions and 

conceptualisations such as costs and project completion time (Hansen, 2002; Hansen, et al., 

2005), implementation and adaptation (Kostova, 1999; Kostova & Roth, 2002), various notions of 

innovations and performance (Mahnke, et al., 2005; Phene & Almeida, 2003; Tsai, 2001), and 

benefits incurred from knowledge transfer (Ambos, et al., 2006; Schlegelmilch & Chini, 2003). 

Subsidiary-focused knowledge flows literature certainly has far to go in more consistently defining 

and measuring the success and effectiveness of knowledge flows and transfers. Some studies 

have also related subsidiary knowledge flows to have impacts on the entire MNC (Holm & Sharma, 

2006; Monteiro, et al., 2008; Yamin & Otto, 2004), although this is a much recent practice within 

the literature. Table 2.4 lists the outcomes of subsidiary-focused knowledge flows within the 

literature. 
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Table 2.4 Outcomes of Knowledge Flows within Subsidiary-focused Knowledge Flows Literature 

Outcomes of Knowledge Flows  Studies 

 OCCURRENCE OF FLOWS/TRANSFER   
 Vertical and horizontal knowledge inflows and vertical and horizontal knowledge outflows Gupta and Govindarajan (2000) 

Noorderhaven and Harzing (2009) 
   
 Vertical and horizontal knowledge inflows Schulz (2003) 
   
 Knowledge inflows from HQ and other MNC units Minbaeva et al. (2003) 

Minbaeva (2007) 
Minbaeva (2008) 

   
 Vertical and horizontal knowledge outflows Schulz (2001) 
   
 Vertical knowledge transfer Hakånson and Nobel (2000, 2001) 

Frost and Zhou (2005) 
Wang et al. (2004) 

   
 Knowledge outflows to other MNC units Foss and Pedersen (2002) 
   
 Knowledge outflows to other MNC units (measure included HQ) 

Knowledge outflows to other MNC subsidiaries 
Knowledge outflows to the rest of the MNC (measure did not indicate whether HQ is inclusive) 

Björkman et al. (2004) 
Persson (2006) 
Mu et al. (2007) 

   
 Scope and diversity of internal knowledge sharing Cho and Lee (2004) 
   
 Importance of internal and external knowledge flows Holtbrugge and Berg (2004) 
    
 Knowledge inflows from and outflows to host country Singh (2007) 
    
 Vertical knowledge outflows and inflows  Lee and Macmillan (2008) 
    
 Horizontal knowledge sharing  Fey and Furu (2008) 
    
 SUCCESS/EFFECTIVENESS OF FLOWS  
 Implementation and internalisation (of organisational practices) Kostova (1999) 

Kostova and Roth (2002) 

8
2
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Outcomes of Knowledge Flows  Studies 

 Accuracy of transfer  Szulanski et al. (2004) 
    
 Stickiness of transfer  Jensen and Szulanski (2004) 
    
 Project completion time  Hansen (2002) 
    
 Knowledge sought, knowledge search costs and knowledge transfer cost Hansen et al. (2005) 
   
 Comprehension, usefulness, speed and economy of knowledge transfer Pérez-Nordtvedt, et al. (2008) 
    
 Knowledge transfer effectiveness and subsidiary innovation Tsai (2001) 

 
 Scale and scope of innovative activities  Phene and Almeida (2003) 
   
 Perceived benefits and overall satisfaction of knowledge transfer (conceptual) Schlegelmilch and Chini (2003) 
   
 Perceived benefits of knowledge transfer  Ambos et al. (2006) 
    
 Knowledge transfer effectiveness  Ambos and Ambos (2009) 
    
 IMPACT   
 Subsidiary‟s bargaining power Mudambi and Navarra (2004) 
   
 MNC‟s innovative performance Yamin and Otto (2004) 
   
 MNC‟s technical development, foreign market expansion and performance Holm and Sharma (2006) 
   
 Subsidiary isolation  Monteiro et al. (2008) 
   
 Subsidiary performance Mahnke, et al. (2005) 

Monteiro, et al. (2008) 
Lee and Macmillan (2008) 

 

 

8
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2.3 Subsidiary-focused Knowledge Flows and Transfers – Points of Departure 

The previous sections reviewed subsidiary-focused knowledge flows literature and set the stage 

for my thesis. The literature can be divided into four main sections – characteristics of knowledge, 

characteristics of actors, characteristics of the relationships between actors and outcomes of 

subsidiary knowledge flows. As discussed in Section 2.2.4, the occurrence and existence of 

subsidiary knowledge flows, be it inflows or outflows, have been the primary objective of the 

mainstream subsidiary-focused knowledge flows research. As subsidiaries are only recently 

acknowledged as sources of knowledge for the entire corporation, the subsidiary-focused 

knowledge flows literature primarily examined the antecedents and indicators of knowledge inflows 

into the subsidiary from HQ and from peer subsidiaries (Kogut & Zander, 1993, 2003; Li, 2005; 

Mahnke, et al., 2005; Minbaeva, et al., 2003), and to a much lesser extent knowledge sharing 

(Cho & Lee, 2004; Wang, et al., 2004; Zhao & Luo, 2005), a concept that is arguably less 

prominent in the MNC knowledge transfer literature. Only Gupta and Govindarajan (2000) have 

incorporated all types of flows of knowledge to and from MNC subsidiaries. Schulz (2003) focused 

solely on subsidiary knowledge inflows, but distinguished between vertical and horizontal inflows. 

Schulz (2001) also focused on one direction of knowledge flows, namely knowledge outflows, and 

distinguished between vertical and horizontal knowledge outflows. There are some studies that 

examined one direction of knowledge flows either knowledge inflows or knowledge outflows and to 

only one group of recipients, either HQ (e.g., Ambos, et al., 2006; Hakånson & Nobel, 2000, 2001; 

Minbaeva, 2007), or peer subsidiaries (e.g., Hansen, 2002; Hansen, et al., 2005; Persson, 2006; 

Zhao & Luo, 2005). Yet, there are other studies within the subsidiary-focused knowledge flows 

literature that examined subsidiary knowledge flows or transfer to „other units in the MNC‟ 

(Björkman, et al., 2004; Foss & Pedersen, 2002; Minbaeva, et al., 2003; Mu, et al., 2007), without 

distinguishing between flows to HQ (vertically) and to peer subsidiaries (horizontally), both in 

developing the conceptual framework and hypotheses and in the measurements. I move away 

from this particular stream of subsidiary-focused literature, and examine the occurrence of 

knowledge outflows of MNC subsidiaries, and distinguish between subsidiaries‟ vertical and 

horizontal knowledge outflows, following Gupta and Govindarajan (2000), Schulz (2001), Monteiro 

et al. (2008), and Noorderhaven and Harzing (2009). I focus on only examining subsidiary 



 

 85 

 

knowledge outflows, given the insufficient investigation on subsidiaries‟ knowledge outflows, 

compared to inflows, within subsidiary-focused knowledge flows literature.  

 

Among the four categorisations of antecedents of subsidiary-focused knowledge flows, the 

characteristics of the relationships between actors have received recent attention from IB and IM 

scholars, particularly from the social capital theory and social networks perspectives (Hansen, 

2002; Hansen, et al., 2005; Inkpen & Tsang, 2005; Li, 2005; Li, Barner-Rasmussen, et al., 2007; 

Tsai, 2002; Tsai & Ghoshal, 1998). My thesis is also conceptualised from the social capital theory 

and social network perspective, but differs from the studies within the literature by incorporating 

subsidiaries‟ social networks with external actors located in the host country. Andersson et al. 

(2002) criticised that while the MNC has been conceptualised as an inter-organisational network, 

the examination of its networks have largely been confined within the corporation. Tsai and 

Ghoshal (1998), Hansen (2002), Hansen et al. (2005), Li, Barner-Rasmussen et al. (2007), and 

Noorderhaven and Harzing (2009) examined subsidiary-focused knowledge flows and primarily 

focused on subsidiaries‟ internal networks. Li (2005) integrated subsidiaries‟ intra- and inter-

organisational networks to examine trust and shared vision in relation to subsidiary knowledge 

inflows. My thesis differs from the studies within subsidiary-focused literature that I examine 

subsidiaries‟ intra- and inter-organisational networks from the social capital theory and social 

networks perspective in relation to subsidiaries‟ vertical and horizontal knowledge outflows. My 

conceptual framework is derived from the social capital theory and social networks perspective 

similar to those reviewed in this chapter, but I integrate subsidiaries‟ external networks with local 

actors in the host country and argued that subsidiaries‟ inter-organisational networks can also 

influence subsidiaries‟ vertical and horizontal knowledge outflows. 

 

My thesis also differs from the studies within the subsidiary-focused knowledge flows literature by 

integrating subsidiary-focused knowledge flows literature with subsidiary embeddedness literature 

(Andersson, 2003; Andersson, et al., 2005; Andersson & Forsgren, 1996, 2000; Andersson, 

Forsgren, & Holm, 2001; Andersson, et al., 2002; Andersson, Forsgren, & Pedersen, 2001; 

Nielsen, 2005). The subsidiary embeddedness literature has addressed the importance of 

subsidiaries‟ external networks in various issues within the subsidiary and the MNC, including 
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subsidiary knowledge flows. I argue that subsidiaries form intense social relations with internal 

actors within the corporation and external actors within the host country and subsidiaries‟ internal 

network embeddedness and local network embeddedness influence vertical and horizontal 

knowledge outflows differently. The concept of embeddedness within subsidiary embeddedness 

literature is accordingly discussed in Section 3.2 in Chapter 3. 

 

While my thesis focuses on the characteristic of the relationships between actors, I have not 

entirely disregard characteristics of knowledge and characteristics of the actors. I integrate 

knowledge tacitness (a characteristic of knowledge) and subsidiary size and age (characteristics of 

subsidiaries) to control for subsidiaries‟ vertical and horizontal knowledge outflows. I elaborate 

further on my conceptual framework and hypotheses development in the next chapter. 
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Chapter 3  CONCEPTUAL FRAMEWORK AND HYPOTHESES DEVELOPMENT 

 

In this chapter, I will present the theoretical foundations of my study. I will elaborate more on the 

social capital theory and the social network perspective, and present the concept of 

embeddedness. Then, I will present the conceptual framework of this study and present the 

arguments towards the hypotheses development. 

 

My thesis examines subsidiaries‟ intra- and inter-organisational network embeddedness (also 

referred to as dual network embeddedness) to influence vertical and horizontal knowledge 

outflows. The definition of knowledge flows is derived from Schulz (2001, 2003), which is “the 

aggregate volume of know-how and information transmitted per unit of time” (Schulz, 2001, p. 662; 

2003, p. 444). Like Schulz (2001, 2003), my focus is on the amount of knowledge transmitted from 

MNC subsidiaries using various channels such as the telephone, e-mail, regular mail, policy 

revisions, shared technologies, visits, meetings and training sessions. Many have argued that the 

transfer of knowledge implies a change in behaviour or an improvement at the recipient end 

(Argote & Ingram, 2000; Kostova & Roth, 2002; Tsai, 2001; Zander, 1991). While that should have 

been the ideal situation to investigate knowledge transfer process, it is not always feasible, 

especially considering the context of MNCs, when transfer typically involves knowledge mobility 

across geographical borders, culture and functional boundaries. For these reasons, scholars have 

taken the nodal approach of examining knowledge transfer (e.g., Gupta & Govindarajan, 2000; 

Persson, 2006; Schulz, 2001; Schulz, 2003), and focused on the behaviours of individual 

subsidiaries. The knowledge transfer process from a dyadic approach specifically in the context of 

MNCs (see for example Jensen & Szulanski, 2004; Szulanski, 1996) have also been undertaken 

but such studies are limited by the types of knowledge they investigate and the number of firms 

included. In this thesis, I approach subsidiaries‟ knowledge flows phenomenon from the nodal 

perspective, focussing on subsidiaries‟ specific behaviour in terms of vertical and horizontal 

knowledge outflows and their dual network embeddedness. As such, the term “knowledge flows” 

shall be used throughout the entire thesis as opposed to “knowledge transfer,” indicating that I 

focus on the behaviours of individual subsidiaries, instead of the transfer process between 

subsidiaries and HQ (in the case of vertical knowledge outflows) or between subsidiaries of the 
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same MNC (in the case of horizontal knowledge outflows). I use the term knowledge flows, 

following previous scholars on subsidiary-related knowledge flows studies by Gupta and 

Govindarajan (2000), Schulz (2001, 2003), Singh (2007) and Mu et al. (2007), all of which 

approached subsidiary knowledge flows from the nodal perspective. 

 

As mentioned in the previous chapter, knowledge transfer in the context of MNCs evolves with the 

structure of MNCs. Earlier studies on knowledge transfer in the context of MNCs have largely 

examined the transfer of knowledge from HQ normally located in developed countries, to their 

locations or subsidiaries usually situated in developing countries (Chini & Ambos, 2006; Kogut & 

Zander, 1992, 1993; Zander & Kogut, 1995), typically following the conventional and traditional 

hierarchical structure of MNCs. As MNC structure shifts to a heterarchy (Hedlund, 1986) and an 

inter-organisational network (Ghoshal & Bartlett, 1990), scholars have also shifted the attention 

and focus of knowledge transfer phenomenon within MNCs to consider MNC subsidiaries as the 

sources and contributors of knowledge within the corporation. Structural shifts in MNCs have also 

observed changing roles of MNC subsidiaries. Subsidiary autonomy (Birkinshaw, Hood, & 

Jonsson, 1998) and the emergence of centres of excellence (Holm & Pedersen, 2000) signal 

proactive roles of MNC subsidiaries. Taggart (1998) and Harzing and Noorderhaven (2006a) have 

proven that subsidiary strategic roles within the corporation have shifted to include higher 

autonomy and power. Parallel to this line of argument, most studies no longer regard distantly 

located subsidiaries as dormant recipients of knowledge and technology originated from HQ, but 

also as significant contributors of knowledge to the corporation (e.g., Ambos, et al., 2006; 

Björkman, et al., 2004; Minbaeva, et al., 2003). For this reason, my thesis focuses on knowledge 

flows originating from MNC subsidiaries, termed knowledge outflows. 

 

MNC subsidiaries present an interesting albeit challenging context for examining knowledge flows. 

It is an interesting context because of MNC subsidiaries‟ unique position within the corporation. 

MNC subsidiaries are connected to the internal counterparts – HQ, and peer subsidiaries in other 

parts of the world, as well as being embedded in the host country environment. They are expected 

to represent the corporation to customers, suppliers, government authorities and surrounding 

markets in the host country. However, examining knowledge flows in MNC subsidiaries is also 
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challenging because knowledge flows to and from MNC subsidiaries are two-way and can involve 

multiple sources and recipients. Essentially four types of knowledge flows in the context of MNC 

subsidiaries exist. Taken from Gupta and Govindarajan‟s (2000) framework, these four types of 

knowledge flows are (1) knowledge inflows from HQ to the subsidiary (also called the traditional 

flows or vertical inflows), (2) knowledge outflows from the subsidiary to the HQ (referred to as 

reverse flows or vertical outflows), (3) knowledge outflows from the focal subsidiary to peer 

subsidiaries, and (4) knowledge inflows from peer subsidiaries (called lateral or horizontal flows). 

These are termed intra-organisational knowledge flows. Although Gupta and Govindarajan (2000) 

clearly distinguish between knowledge flows to HQ and peer subsidiaries, the subsidiary-related 

knowledge flows literature, as explained in Chapter 2, have taken the approach of examining 

knowledge flows or transfers between MNC subsidiaries with „corporation‟s other units‟ (Björkman, 

et al., 2004, p. 448), „other units in the MNC‟ (Foss & Pedersen, 2002, p. 60) and „the rest of the 

MNC‟ (Mu, et al., 2007, p. 90), without distinguishing the direction of knowledge flows. I concur 

with Schulz (2001) that knowledge flows to and from HQ and peer subsidiaries are significantly 

different. Horizontal knowledge flows (either to or from peer subsidiaries) involve knowledge flows 

between two subsidiaries that are at parallel hierarchical level, and may be between two 

subsidiaries performing similar functions but in separate markets or regions. Vertical knowledge 

flows (either to or from HQ) have different implications and purposes, especially when the flows 

involve subsidiaries located in developing countries. HQ serves as the supervising unit that may 

differ in terms of the nature, the frequency or the kinds of knowledge being transferred either to or 

from subsidiaries. For these reasons, I explicitly differentiate between subsidiaries‟ vertical and 

horizontal knowledge outflows, further examining whether subsidiaries‟ knowledge outflows to HQ 

and to peer subsidiaries are influenced by different dimensions of dual network embeddedness. 

 

MNC subsidiaries do not operate in a vacuum as they also have relations and transactions with 

actors in the host country. Knowledge flows may also be from and to actors in the host country. 

Subsidiaries‟ knowledge transactions with external local counterparts are termed inter-

organisational knowledge flows. Knowledge outflows to external actors in the host country are 

typically called spillovers (Feinberg & Gupta, 2004; Sanna-Randaccio & Veugelers, 2007; Singh, 

2007), while knowledge inflows from external actors have only been a phenomenon of recent 
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interest (Mu, et al., 2007). However, Manolopoulos, Papanastassiou, and Pearce (2005), Frost 

and Zhou (2005), Almeida and Phene (2004), and Phene and Almeida (2003) provide evidence 

that MNC subsidiaries do indeed learn from their external local counterparts, arguing that  

knowledge inflows into MNC subsidiaries from external firms in the host country are also taking 

place and providing benefits to subsidiaries. Subsidiaries learn from the local host country through 

inter-organisational flows of knowledge with the local firms, resulting in greater knowledge stock 

within the subsidiaries that they can subsequently share with HQ and peer subsidiaries. Thus, my 

thesis also examines how localised subsidiary innovation, which indicates subsidiaries‟ learning 

from the local host country, influence both vertical and horizontal knowledge outflows. 

 

Subsidiaries‟ vertical and horizontal knowledge outflows are examined from subsidiaries‟ dual 

network embeddedness, focussing specifically on subsidiaries‟ informal social networks internally 

with HQ and peer subsidiaries, and locally with external firms in the host country. Before I present 

the conceptual model of my thesis, I present the underlying theories in which my study is 

grounded. 

 

3.1 Theoretical Foundations  

The foundations of MNC subsidiary-focused knowledge flows research rest on several theories. 

The knowledge-based theory of the firm (Grant, 1996b) postulates that knowledge is the most 

important strategic resource to firms and how firms integrate and manage knowledge efficiently is 

grounded on the organisational design of the firm, particularly “the nature of coordination, 

organisation structure, the role of management, the allocation of decision-making rights, 

determinants of firm boundaries and the theory of innovation” (Grant, 1996b, p. 110). These issues 

largely concern the MNC. The structure of the MNC, with HQ and subsidiaries in various countries 

around the world, each performing different functions, embedded in different institutional 

environment, and possessing different expertise and skills, address the issues of concern 

grounded in the knowledge-based theory of the firm. Coordination between distantly located units 

around the world is also a concern for MNC. Furthermore, the implications of the knowledge-based 



 

 91 

 

theory of the firm lies on the relational contracts that efficient and effective tools for accessing and 

transferring knowledge (Grant, 1996a), which is the essence of this thesis. 

 

The conceptual framework of my study is also grounded in the evolutionary theory of the MNC. 

The very foundation of the evolutionary theory of the MNC lies in its abilities to integrate and 

transfer distantly located knowledge within the corporation (Kogut & Zander, 1992, 1993, 2003). 

Kogut and Zander (1993, 2003) stated that the essence of the evolutionary approach is “the 

treatment of the firm as a social community whose productive knowledge defines a comparative 

advantage” (p. 516). For MNCs, evolution and growth are defined by the knowledge and 

capabilities that they currently possess and the higher order organising principles, which MNCs 

use to effectively and efficiently transfer their dispersed knowledge (Kogut & Zander, 1992). The 

set of higher order organising principles to effectively transfer knowledge and capabilities within 

the firm establish the platform for MNCs to create growth and evolution. Firms, particularly, MNCs, 

should devote the development of this higher order organising principles in order to sustain long-

term competitive advantage. 

 

The present study is also grounded on the knowledge leveraging model of the MNCs (Grant, et al., 

2000). As discussed in Chapter 2, the knowledge leveraging model is aimed to denote a more 

active and contributing role of MNC subsidiaries, especially those located in emerging economies. 

Knowledge within MNC can originate from any location, and not confounded to subsidiaries 

located in specific location nor only performing specific functions. There are discussions and 

conversations on knowledge management practices within MNCs that also incorporate 

subsidiaries located in host countries, and acknowledge that subsidiaries are not just at the 

receiving end of knowledge transactions (e.g., Chini, 2004; Gupta & Govindarajan, 2000; Schulz, 

2001). Therefore, my thesis subscribes to the knowledge leveraging model of the MNC, and 

examines subsidiaries‟ role as sources and contributors of knowledge to HQ and peer 

subsidiaries.  

 

Theoretical grounds for the present research also stem from the conceptualisation of MNC as an 

inter-organisational network (Ghoshal & Bartlett, 1990). Using the network both as a metaphor and 
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the tools and techniques of analysis, Ghoshal and Bartlett (1990) frame the MNC as “a network of 

exchange relationships among different organisational units, including the HQ and the different 

national subsidiaries that are collectively embedded in a structured context” and as “an external 

network consisting of all the organizations such as customers, suppliers, regulators, and 

competitors with which the different units of the MNC must interact” (p. 604). The adoption, with 

proper adaptation, of the inter-organisational theory concept to the MNC presents fresh 

perspectives to the investigation of various behaviours and phenomena within the complex and 

geographically-dispersed MNC. My conceptual model is grounded on the conceptualisation of the 

MNC as an inter-organisational network as I examine subsidiaries‟ various social networks within 

the corporation, as well as locally, with external firms in the host country. 

 

Subsidiary knowledge flows are analysed through the social capital theoretical lens. Social capital 

theory has received considerable attention from various disciplines including sociology, political 

economy, management studies, developmental studies, and innovation and policy studies. Social 

capital exists in multiple levels of the society, “in the smallest and most basic social group, the 

family, as well as the largest of all groups, in between” (Fukuyama, 1995, p. 26). Increasingly, this 

theory has been applied in organisation and management studies (Adler & Kwon, 2002; Inkpen & 

Tsang, 2005; Nahapiet & Ghoshal, 1998; Tsai & Ghoshal, 1998). Due to the multidisciplinary 

nature of the theory, various conceptualisations and definitions exist. From the perspective of 

management studies, Adler and Kwon (2002) define social capital across the management field as 

“the goodwill that is engendered by the fabric of social relations and that can be mobilised to 

facilitate action” (p. 17). The „substance‟ of social capital lies in the goodwill that others hold about 

us, which can lead to effects such as access to valuable information and influence over others 

(Adler & Kwon, 2002). To promote, nurture and sustain goodwill, relationships are essential and 

are the core of social capital (Baker, 1990; Bourdieu, 1986; Burt, 1992; Coleman, 1988; Coleman, 

1990). The social structure of social capital is „social relations,‟ characterised by acquaintances, 

friendship, favours, close-knit ties, mutuality and informal links, as opposed to market relations, 

which are characterised by contractual exchange of goods or services, and hierarchical relations, 

which are characterised by authority, obedience and a strict chain of command (Adler & Kwon, 

2002). 
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A dearth of definitions of social capital emerges as a result of its multidisciplinary nature and 

application. One stream of social capital researchers (e.g., Baker, 1990; Burt, 1992; Portes, 1998) 

provide an external view of social capital, defining social capital as the binding structure between 

one focal actor with other actors. Baker (1990) defines social capital as “a resource that actors 

derive from specific social structures and then use to pursue their interests; it is created by 

changes in the relationship among actors” (p. 317). Bourdieu (1986) also views social capital as 

actors‟ external linkages‟ „actual or potential resources which are linked to possession of a durable 

network of more or less institutionalised relationships of mutual acquaintance or recognition (p. 

248). Portes (1998) states that social capital equips actors with “the ability to secure benefits by 

virtue of membership in social networks or other social structures” (p. 6). Another stream of social 

capital researchers (e.g., Coleman, 1990; Fukuyama, 1995) take an internal view of social capital, 

describing it as the internal features of the collective group. Social capital is “the ability of people to 

work together for common purposes in groups and organisations” (Fukuyama, 1995, p. 10) and “a 

certain set of informal values or norms shared among members of a group that permit cooperation 

among them” (Fukuyama, 1997). Coleman (1990) state that social capital “consist of some aspect 

of social structure, and they facilitate certain actions of individuals who are within the structure” (p. 

302). Putnam (1995) puts social capital as “features of social organization such as networks, 

norms, and social trust that facilitate coordination and cooperation for mutual benefit” (p. 67). Yet 

another stream of social capital researchers opt to provide a neutral definition of social capital 

arguing that internal and external views of social capital depends on the perspective taken and the 

unit of analysis (Adler & Kwon, 2002). Woolcock (1998) defines social capital as “the information, 

trust, and norms of reciprocity inhering in one‟s social networks” (p. 153). I subscribe to the 

definition of social capital provided by Nahapiet and Ghoshal (1998) as it fully captures the 

essence of the conceptual framework proposed in the thesis. Social capital is “the sum of actual 

and potential resources embedded within, available through, and derived from the network of 

relationships possessed by an individual or social unit. Social capital thus comprises both the 

network and the assets that may be mobilised through that network” (Nahapiet & Ghoshal, 1998, 

p. 243).  
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The definition of social capital provided by Nahapiet and Ghoshal (1998) emphasises that the 

mere existence of relationships and networks are insufficient for individual or a social unit to 

mobilise social capital, and the conceptual framework presented in my thesis subscribes to this 

notion. Relationships are significant resources guiding social actions, a notion echoed by social 

capital researchers in all disciplines (Baker, 1990; Bourdieu, 1986; Burt, 1992; Coleman, 1988; 

Coleman, 1990). More importantly, the capital within social capital lies within the networks  of 

social relationships (Nahapiet & Ghoshal, 1998). Within networks of relationships are mutual 

obligation (Bourdieu, 1986) and social recognition and reputation (Bourdieu, 1986; Burt, 1992) 

stemming from membership in the network, as well as access to valuable information and 

knowledge derived from connections and links (Granovetter, 1973; Hansen, 1999). Nahapiet and 

Ghoshal‟s (1998) social capital model grounded their arguments on the concept of structural and 

relational embeddedness (Granovetter, 1985; Granovetter, 1992), a concept that I adopt in 

modelling and arguing subsidiaries‟ dual network embeddedness and knowledge outflows. I 

discuss the concept of embeddedness in MNC context in Section 3.2.  

 

Three dimensions of social capital in relation to the creation of intellectual capital are structural, 

relational and cognitive dimensions (Nahapiet & Ghoshal, 1998). Though the three dimensions are 

analytically and conceptually distinguished, they are “highly interrelated” (Nahapiet & Ghoshal, 

1998, p. 243). The structural dimension of social capital is “the material quality and structure of ties 

among actors” (Uzzi, 1996, p. 675). Structural properties of social capital are developed from 

Granovetter‟s (1992) „structural embeddedness‟ and relates to the configuration and pattern of 

linkages between actors of a network (Nahapiet & Ghoshal, 1998), or in other words, who you 

know and how you know the actors (Burt, 1992). The structural dimension of social capital 

concerns the existence (or absence) of a network, and properties of the network such as density, 

connectivity, centrality, and hierarchy (Coleman, 1988). The structural dimension of social capital 

primarily assists in gaining access to valuable information, knowledge and resources to network 

actors that are important in the creation of intellectual capital (Nahapiet & Ghoshal, 1998). 

 

The relational dimension of social capital is derived from Granovetter‟s (1992) concept of 

‟relational embeddedness,‟ which focuses on continuous relationships that actors embrace over a 
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period of time. Relational social capital focuses on actors‟ personal relationships such as mutual 

admiration, respect and friendship (Granovetter, 1992), that can have bearings on actors‟ 

behaviours (Nahapiet & Ghoshal, 1998). Actors gain social approval, status, friendship bond and 

personal attachment through personal relationships. Relational dimension of social capital differs 

from the structural properties of social capital because two actors belonging to the same network, 

or possess the same position within the network may display different behaviours according to 

their personal attachment and involvement within the networks (Nahapiet & Ghoshal, 1998). As an 

example, two people belonging to the same network or have the same position within a network 

can display differing behaviour to share valuable knowledge and information with another actor in 

the network depending on each person‟s personal attachment and affiliation (or the lack thereof). 

The relational dimension of social capital refers to the benefits and advantages that are nurtured 

from personal relationships and affiliations. Relational social capital according to Nahapiet and 

Ghoshal‟s social capital framework is similar to the concept of “behavioural embeddedness” 

(Lindenberg, 1996) and “actor bonds” (Hakansson & Snehota, 1995). Facets of the relational 

dimension of social capital include trust and trustworthiness (Fukuyama, 1995; Putnam, 1995), 

identification and identity (Hakansson & Snehota, 1995), norms (Coleman, 1990), and obligations 

and expectations (Burt, 1992; Coleman, 1990; Granovetter, 1985). The privileges of relational 

social capital entitle network actors to gain better access to novel and valuable knowledge, 

increase the value of the results from the exchange transaction, and provide motivation and 

willingness to engage in exchange transactions that ultimately lead to the creation of intellectual 

capital and value-added resources (Nahapiet & Ghoshal, 1998). 

 

The cognitive dimension of social capital refers to the shared understandings, communal system 

of meanings and mutual conceptions of the collective people belonging to the network or 

relationships (Nahapiet & Ghoshal, 1998). Actors of a network or belonging to a relationship share 

these resources not otherwise available to actors outside the network, as well as actors within the 

network but lack the closer and personal relations. The cognitive dimension is believed to be only 

recently introduced into the social capital literature but have gained significant attention in the 

strategy literature (Athanassiou & Nigh, 2000; Nahapiet & Ghoshal, 1998). The facets of the 

cognitive dimension of social capital include shared language and shared stories and narratives. 
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The cognitive dimension of social capital provides access to important information and knowledge, 

increases the anticipated value of the exchange transaction and more importantly offers actors the 

“combinative capability” to create novel values to the transferred knowledge (Nahapiet & Ghoshal, 

1998). 

 

The theoretical foundations presented in the previous section have noted significant changes in 

the MNC research landscape, and more specifically subsidiary-focused knowledge flows. A 

significant shift according to Ghoshal and Bartlett (1990) is the shift away from dyadic HQ-

subsidiary relationships in MNCs and a stronger focus on the coordination and synergies of 

managing a network of subsidiaries. The social capital theory and social networks perspective can 

provide insights to explain the relationships of distantly located subsidiaries and HQ within an 

MNC. Due to the structural changes of the nature of relationships between HQ and distantly 

located subsidiaries, the present study shies away from control and governing mechanisms, and 

subsidiary autonomy that seem to dominate the literature on HQ-subsidiary relationships. Instead, 

the conceptual framework of my study focuses on the nature of social relations between HQ and 

subsidiary and between peer subsidiaries as a coordination mechanism. Challenges arise for 

subsidiaries located in various geographical regions to build relations, sustain the relations and 

ultimately gain from the relations with HQ and peer subsidiaries because of functional distance, 

physical distance, and cultural distance, as well as differences in institutional environment. Social 

capital theory is especially interesting to be investigated in subsidiaries that are managed 

hierarchically by HQ to examine the extent that hierarchical structural relations between focal 

subsidiary and its HQ and between peer subsidiaries can be extended to social relations. Due to 

the importance of the social capital theory to my conceptual framework, the following section 

discusses social capital theory and social network perspective in the MNC context. 

 

3.1.1 Social Capital Theory in the MNC Context 

Social capital theory and social network perspective have been embraced into the context of MNC 

only recently. Social capital in the context of MNC has received sound conceptual ground 

(Gooderham, 2007; Hitt, Lee, & Yucel, 2002; Inkpen & Tsang, 2005; Kostova & Roth, 2003). 

Inkpen and Tsang (2005) conceptually discussed the potential benefits arising from social capital 
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and concluded that intra-corporate network such as that of MNC, are at a better position to yield 

the greatest benefits from social capital in terms of knowledge transfer and acquisition. 

Structurally, network membership in an intra-corporate network is easily defined and generally 

more established. Connections are easier to be created and nurtured because network actors 

belong to the same corporation. The relational dimension of social capital in an intra-corporate 

network is also easier to nurture because there is little opportunistic behaviours among the actors, 

compared to actors in a strategic alliance network or market relations. Trust among actors can be 

based on the notion of firm ownership. Cognitively, intra-corporate network actors share a set of 

organisational culture put in place by HQ. Goals, objectives and visions set forth by HQ can also 

present a sense of shared understanding across distantly located subsidiaries. 

 

Gooderham (2007) related the social capital theory to the transfer of knowledge within MNC from 

the dynamic capabilities perspective. Gooderham (2007) proposed that transmission channels 

between HQ and subsidiary define the structural properties of social capital that can influence the 

transfer of knowledge. Socialisation and motivational mechanisms as management initiated efforts 

within the corporation contribute to the development of cognitive dimension of social capital. Both 

the structural and cognitive dimensions of social capital relate to greater relational social capital. 

Cultural distance and economic/educational distance between focal subsidiaries and their HQs are 

also proposed to interfere with the development of the cognitive dimension of social capital 

towards the transfer of knowledge. A drawback of the intra-MNC knowledge transfer model by 

Gooderham (2007) is its focus on HQ-subsidiary relations exclusively, which disregard the notion 

that subsidiaries can also form and develop social relations and social capital with peer 

subsidiaries, and also transfer knowledge with these peer subsidiaries.  

 

Kostova and Roth (2003) focused on the formation and management of social capital in MNCs. 

They formulate that the interdependence between HQ and subsidiaries determines the levels and 

forms of social capital in subsidiaries. They proposed how subsidiary managers‟ boundary 

spanning roles can facilitate the transformation of subsidiary managers‟ private social capital into 

public social capital assets for the benefits of the entire MNC. The authors related the degree of 

interdependence between focal subsidiaries and HQ as the driving factor for the requirement of 
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social capital by focal subsidiaries. The level of HQ-subsidiary interdependence is signified 

through four models of MNC – multinational, global, international and transnational. On the 

continuum of the degree of interdependence between subsidiaries and HQ, multinational model 

MNCs score the lowest, followed by international and global MNCs, while transnational MNCs 

maintain the greatest degree of interdependence. Correspondingly, on the continuum type of 

interdependence, multinational MNCs have simple interdependence, international and global 

MNCs have moderate interdependence, and transnational MNCs have the most complex 

interdependence between different units. Subsidiaries belonging to transnational MNCs require the 

most social capital, while subsidiaries belonging to the multinational model MNCs require the least. 

Social capital can facilitate better coordination and communication between HQ and units with 

greater complexity and higher degree of interdependence. Multinational MNCs have low degree of 

interdependence, with interactions between subsidiaries and HQ are minimum and easier to 

maintain, thus requiring the least social capital. Also defining social capital in three dimensions of 

structural, relational and cognitive properties, Kostova and Roth (2003) proposed that structural 

properties of social capital is only adequate to assist simple interdependence. As the degree and 

complexity of interdependence increase, the structural properties of social capital should ideally be 

supported by the relational component of social capital. Higher degree and complexity of 

interdependence between subsidiaries and HQ also require social capital to not just possessed by 

individuals within the corporation (social capital as a private good), but also be extended to other 

network members (social capital as a public good). In proposing the formation of social capital 

within MNC, subsidiaries the authors emphasised the central role of boundary spanners in HQ and 

subsidiaries. The ability of boundary spanners in building social capital depends on the number 

and frequency of interactions and contacts, and the intensity of those interactions and contacts. 

The motivation (or the lack thereof) to sustain relations with HQ, the obligations (or the lack 

thereof) to perform for HQ, the expectation (or the lack thereof) that HQ will reciprocate, the 

psychological assurance of seeking assistance from HQ, and the increased (or decreased) 

likelihood of offering and accepting assistance and displaying cooperative conducts are the social 

capital gains (or loss) for MNC subsidiaries. The social capital formation model for MNC 

subsidiaries proposed by Kostova and Roth (2003) provides a comprehensive conceptual model 

for social capital formation for MNC subsidiaries and emphasises the importance of building and 
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sustaining social capital for MNC subsidiaries in its relations and operations within the MNC. Like 

Gooderham (2007), the model focuses on HQ-subsidiary relations and does not explicitly mention 

social capital of MNC subsidiaries with peer subsidiaries in the corporation. Although the model 

addresses the structural and relational components of social capital, it ignores the cognitive facets 

of social capital that are increasingly discussed within the social capital literature (Nahapiet & 

Ghoshal, 1998). 

 

Another conceptual paper on the role of social capital within the MNC context touches upon the 

issue of international assignees‟ or expatriates‟ social capital in contributing to the creation of 

intellectual capital by Reiche et al. (2009). The model conceptualises international assignees as 

boundary spanners. Individual subsidiary‟s social capital and the inter-unit social capital have 

different contributions to the volume, diversity and richness of the knowledge possessed by the 

subsidiary, and those within their networks. The structural dimension of the inter-unit social capital 

is conceptualised to lead to the development of the relational and cognitive dimensions of social 

capital. However, employee turnover rates at the HQ and subsidiaries and the top management 

philosophy moderate the positive association between structural dimension and relational and 

cognitive dimensions of inter-unit social capital. A stable pool of personnel in HQ and subsidiaries 

ensures the tenure and long-established membership of networks and this leads to the 

development of relational and cognitive social capital. A supportive philosophy towards 

socialisation and communication by top management team should nurture the development of 

relational and cognitive social capital. The relational and cognitive dimensions of social capital lead 

to the creation of inter-unit intellectual capital, and this positive association is moderated by the 

absorptive capacities of the HQ and subsidiaries. The model considers only the international 

assignees as knowledge agents for the MNC, disregarding the role of employees and managers 

permanently residing in distantly located subsidiaries to also have the ability to engage in 

knowledge transactions. Another critic to this model, like Gooderham‟s (2007) and Kostova and 

Roth‟s (2003) models, is the exclusive focus on HQ-subsidiary relations and does not address 

inter-subsidiary relations and their contributions to subsidiaries‟ social capital. 
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Hitt et al. (2002) put forward that social capital is an even essential notion for MNCs located in 

Asian countries. The authors put forward propositions that social capital are more important for 

MNCs in the Asian region arguing that cultures in the region often put relationships above market 

transactions. MNCs in three Asian countries – Japan, Korea, and China – are used to emphasise 

the importance of social capital. With stronger social capital, MNCs in Asian countries increase 

their attractiveness of becoming alliance partner to potential external firms, have greater 

advantages of selecting alliance partners, are better at learning and transferring knowledge, does 

not engage in detrimental opportunistic behaviours towards external firms, and possess greater 

competitive advantage over Western MNCs in the formation and administering strategic alliance 

and ventures. 

 

Empirical evidence of social capital theory and knowledge flows and transfer in the context of 

MNCs have been limited to intra-organisational relations and focus on one or two dimensions of 

social capital. Most of the empirical studies of social capital theory and social network perspective 

within the MNC context have been discussed in Chapter 2 under how the characteristics of the 

relationships between actors influence subsidiary-related knowledge flows. Because I have 

discussed these studies in Chapter 2, I only provide brief descriptions of the empirical studies on 

social capital within the MNC context.  

 

The structural dimension of social capital has been predominantly examined in the context of 

MNC. The facets of the structural dimension of social capital includes tie strength (or weakness), 

network position, network centrality, network density, size of contacts/ relations/ networks, and 

frequency and number of interactions/ communications. Hansen (1999) examined the role of tie 

strength in fostering knowledge sharing across units belonging to a corporation. The role of tie 

strength in a knowledge sharing network is dependent on the codifiability and dependency of 

knowledge. Strong network ties are best when transferring knowledge that is highly-codified and 

independent, but they offer very low benefits of knowledge search. Weak ties, on the other hand, 

are best when searching for knowledge, but are especially problematic when transferring 

knowledge that is non-codified and dependent. Results of the study revealed that the strength (or 

weakness) of inter-unit ties do not lead to efficient knowledge sharing. Strong inter-unit ties 
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facilitated the transfer and search of non-codified and dependent knowledge. Weak inter-unit ties 

work better in the transfer of codified and independent knowledge. Hansen (2002) and Hansen et 

al. (2005) took on social network perspectives to examine subsidiary-related knowledge flows, 

focussing on the structural properties of subsidiary networks. Hansen (2002) focused on inter-unit 

relations and network and examined the path length of subsidiaries‟ network, a structural property 

of a network. Results found that projects in units that have shorter network path to other units are 

completed faster (project completion time is a measure of knowledge transfer as in Hansen 

(1999)). Hansen et al. (2005) examined the structural properties of three types of networks in 

subsidiaries, which are within-team network, inter-subsidiary network, and transfer network. The 

size and strengths of the within-team and inter-subsidiary networks were related to knowledge 

search, and search costs and transfer costs. The network strength of subsidiaries‟ transfer network 

was positively related to transfer costs. Results revealed that subsidiaries‟ different networks 

influence the knowledge search, search costs and transfer costs differently. Hansen et al. (2005) 

acknowledge the existence of different types of social networks within subsidiaries.  

 

Tsai (2001) also focused on the structural properties of MNC subsidiaries‟ network and intra-MNC 

knowledge transfer. Tsai argued that obtaining a central position within the MNC-intra-

organisational network present subsidiaries with better access to organisational strategic 

knowledge and resources, thus lead to greater innovation and subsidiary performance. Even 

though the title of the study indicated “knowledge transfer in intra-organisational network,” the 

focus was on subsidiary innovation and performance, indicating that knowledge transfer is an 

implied process. Results showed support for the positive association between subsidiary‟s network 

centrality and subsidiary innovation, but not subsidiary performance. 

 

Hansen (1999), Tsai (2001), Hansen (2002) and Hansen et al. (2005) examined knowledge 

transfer phenomenon in MNC subsidiaries but chose to focus solely on the structural dimension of 

social capital. Besides focussing only on the structural dimension of social capital, Hansen (1999), 

Hansen (2002), and Hansen et al. (2005) focussed on subsidiaries belonging to one MNC, which 

can limit the generalisability of the findings and the phenomenon of interest. 
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Subsidiary-focused research that examines other dimensions of social capital has only emerged 

recently. Research tends to favour the relational dimension of social capital, whilst leave gap in 

addressing the cognitive dimension of social capital. Kostova (1999) and Kostova and Roth (2002) 

focused on the relational dimensions of social capital in relation to the transfer of strategic 

organisational practices, with the former providing the conceptual model, while the latter presented 

the empirical evidence. However, Kostova (1999) and Kostova and Roth (2002) approached the 

relational context from the institutional theory, rather than drawing from the social capital theory. 

Relational variables such as commitment to HQ, identification with HQ, and trust in HQ were 

introduced within the subsidiary-focused literature by Kostova (1999), and empirically tested by 

Kostova and Roth (2002). Subsidiary-focused knowledge flows research on social capital theory 

and social network perspectives primarily draw arguments and models from these two seminal 

studies (Kostova, 1999; Kostova & Roth, 2002). Li (2005) examined effects of trust (relational 

dimension of social capital) and shared vision (cognitive dimension of social capital) on intra- and 

inter-organisational knowledge inflows of MNC subsidiaries. Trust is found to be more prominent in 

driving inter-organisational knowledge inflows, while shared vision is dominant in intra-

organisational knowledge inflows. Li, Barner-Rasmussen et al. (2007) investigated the 

phenomenon of knowledge outflows from MNC subsidiaries located in developed country (Finland) 

and a lesser developed country (China) and how locational factor and social capital factors affect 

knowledge outflows from MNC subsidiaries to other units in the same corporation. They focused 

on all three dimensions of social capital in relation to knowledge outflows. Structural (social 

interaction), relational (trust), and cognitive dimensions (shared vision) of social capital were 

hypothesised to lead to greater knowledge outflows for subsidiaries located in China, than those in 

Finland. Results provided marginal support only for trust and shared vision, indicating that social 

capital is relatively more important for subsidiaries in China, than those in Finland. Tsai and 

Ghoshal (1998) examined all three dimensions of social capital (structural, relational and cognitive 

dimensions) and found that social interaction (structural dimension) and trust (relational 

dimension) positively affect resource exchange and value creation in a large MNC.  

 

The relational and cognitive dimensions have received limited attention within the subsidiary-

focused literature, compared to the structural dimension of social capital. Nonetheless, subsidiary-
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focused literature has acknowledged the role of socialisation, socialisation mechanisms, informal 

networks, and social interaction in various issues pertaining to MNC subsidiaries. Some studies do 

not explicitly draw from the social capital theory but have addressed the importance and relevance 

of social structure, social relations and social networks within the MNC context. For example, 

lateral informal social relations have been proven to facilitate intra-organisational knowledge 

sharing (Tsai, 2002) and the transfer of technological competences (Hansen & Løvås, 2004). 

Socialisation is also confirmed to be an effective subsidiary control mechanism by HQ for 

managing subsidiaries (O'Donnell, 2000), subsidiary knowledge transfer (Björkman, et al., 2004; 

Persson, 2006), and subsidiary success (Ambos & Reitsperger, 2004). London and Hart (2004) 

also argued the importance of the social context for MNCs operating in emerging markets. 

 

Outside the MNC context, the social capital theory and social network perspectives have received 

significant attention, all of which argued that connected individuals and firms have greater 

competitive advantage compared to poorly connected ones. Inter-organisational network studies 

have been examined from various theoretical perspectives including the resource dependency 

theory, the institutional theory, the contingency theory, the transaction cost and the population 

ecology theory (for a recent comprehensive review of inter-organisational studies, please see 

Oliver and Ebers (1998)). Inter-organisational network studies, specifically drawing from the social 

capital theory and the social network perspective, nonetheless, have also been undertaken in the 

general management and of late, in the strategy literatures. Studies of this nature adopt the 

concept of embeddedness, when referring to inter-organisational relations and network from the 

social capital theory. Structural embeddedness (e.g., the number, density and strength of 

relations) (Gnyawali & Madhavan, 2001; McFadyen & Canella, 2004), relational embeddedness 

(e.g., trust, social interaction) (Dhanaraj, et al., 2004; Dyer & Singh, 1998; McEvily & Marcus, 

2005; McEvily & Zaheer, 1999; Reagans & McEvily, 2003; Uzzi & Lancaster, 2003; Yli-Renko, et 

al., 2001; Zaheer, et al., 1998) and both types of embeddedness (Moran, 2005; Rowley, Behrens, 

& Krackhardt, 2000) have been empirically examined within the inter-organisational network 

context. Inter-organisational embeddedness are examined primarily to knowledge-related 

phenomena such as knowledge acquisition and knowledge exploitation (McEvily & Marcus, 2005; 

Yli-Renko, et al., 2001), knowledge creation (McFadyen & Canella, 2004), knowledge transfer 
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(Dhanaraj, et al., 2004), knowledge search (Reagans & McEvily, 2003; Uzzi, 1999), learning (Uzzi 

& Lancaster, 2003), and also to increased performance (Moran, 2005; Rowley, et al., 2000), firms‟ 

competitive advantage (Dyer & Singh, 1998) and assist in the process of internationalisation 

(Prashantham & McNaughton, 2006).  

 

MNC subsidiaries are set up in a unique context, with relations and networks not only with 

subsidiaries within the MNC, but also with external firms located in the local host country (Ghoshal 

& Bartlett, 1990). In the context of MNC, social capital with external entities has also received 

attention (Li, 2005; Mu, et al., 2007) but rather inadequately. Studies within the MNC context that 

examine inter-organisational relations and networks have also resort to adopt the concept of 

subsidiary embeddedness (e.g., Andersson, et al., 2005; Andersson & Forsgren, 1996; 

Andersson, Forsgren, & Holm, 2001). The following section discusses the concept of 

embeddedness, and th the use of the concept within the MNC context. 

 

3.2 The Concept of Embeddedness 

The term „embeddedness‟ was first used by Polanyi (1944) in his publication The Great 

Transformation. However, the more recent studies on embeddedness and organisations pay 

tribute to Granovetter (1985) as the stimulus of the concept to a wider streams and applications. 

Granovetter (1985) proposed the notion of social embeddedness to challenge the more prominent 

roles of markets and hierarchies in the transaction cost theory in defining economic actions and 

behaviours. He argued that the conceptions and importance of human actions and social relations 

in defining economic actions are either too isolated that „social influences‟ have no effect on 

rationality (oversocialisation) or no bearing at all on production, consumption and distribution 

(undersocialisation).  

 

The broad conceptualisation of embeddedness lies in the grounds that economic actions are 

contextualised in the complex social processes and relations (Granovetter, 1985; Portes & 

Sensenbrenner, 1993; Zukin & DiMaggio, 1990). The essence of Granovetter‟s embeddedness 

argument is that economic behaviours and actions are embedded within social relations. 

Managing the achievement of economic efficiency with behavioural rationality are at the core of 
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embeddedness from the economic sociological perspective (Smelser & Swedberg, 1994). The 

concept of embeddedness places organisations in the larger institutional and inter-organisational 

setting, and that rational behaviours in the markets are defined by human and organisational 

actions (Baum, 2002). Furthermore, rational economic behaviours and actions in the absence of 

“societal element” would be “bare bones” (Swedberg, Himmelstrand, & Brulin, 1990, p. 62). The 

general concept of embeddedness has been applied in economic sociology, in pursuit of a more 

comprehensive explanation to economic actions rather than just relying on the neo-classical views 

and assumptions. More recently, the concept of embeddedness has been applied in various areas 

including stratification (Brinton, 1988), social support (Pescosolido, 1992), processes in health and 

health policy (Healy, 1999; Ruef, 1999), family demography (Astone, Nathanson, Schoen, & Kim, 

1999) and the analysis of criminal networks (Baker & Faulkner, 1993; McCarthy, Hagan, & Cohen, 

1998).  

 

Zukin and DiMaggio (1990) illuminated that economic and firm behaviour are essentially regulated 

by four kinds of embeddedness, namely cognitive embeddedness, cultural embeddedness, 

structural embeddedness and political embeddedness. Cognitive embeddedness relates to how 

mental reasoning can constrain behaviours. Cultural embeddedness, on the other hand, relates to 

how collective understanding and shared values can also define economic goals. Political 

embeddedness realises the role of power and position in the operations and decisions of a wide 

array of economic actors. Structural embeddedness, one that has been widely referred to when 

discussing the concept of embeddedness, refers to the structure and properties of the relationship. 

Structural approach to embeddedness have received widespread interest, particularly in relation to 

network view (Uzzi, 1996, 1999). Structural embeddedness measures the density of network and 

connections of a particular actor (individual or organisation). Both direct and indirect connections 

and relations are taken into account realising that the extent of embeddedness extends merely 

arm‟s length relationships and relates to even external parties‟ contacts and connections like 

customers‟ customers and suppliers‟ suppliers. Even though Zukin and DiMaggio (1990) outlined 

four kinds of embeddedness, still a majority of research on embeddedness have largely focused 

on the density and properties of the connections, be it individual managers or firms, on economic 

behaviours (Uzzi, 1996, 1999) and firm performance (Tsai, 2001).  
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Firms and organisations do not exist in a vacuum and surely forms enduring relationships with 

their customers, suppliers, and contractors. The antithesis of embeddedness is that firms and 

individuals form arm‟s length relationships. However, proponents of the relational perspective and 

embeddedness are strong to claim that relational embeddedness and network relationships lead to 

competitive advantage (Dyer & Singh, 1998), and economic rents and superior performance 

(Dhanaraj, et al., 2004; Lin, 2006; Rutten, 2004). Learning, knowledge transfer and acquisition 

have also been positively associated with embedded relationships with suppliers, customers and 

other external parties (Borgatti & Cross, 2003; Dhanaraj, et al., 2004; Uzzi & Lancaster, 2003; Yli-

Renko, et al., 2001). 

 

The concept of embeddedness has also received extensive interest in the MNC and the IM 

literature, primarily in studying various issues related to MNC subsidiaries (Andersson, 1999; 

Andersson, et al., 2005; Andersson & Forsgren, 1996, 2000; Andersson, Forsgren, & Holm, 2001; 

Andersson, Forsgren, & Pedersen, 2001; Forsgren, Holm, & Johanson, 2005). Embeddedness in 

the MNC context is defined as “closeness in a relationship, and reflects the intensity of information 

exchange and the extent to which resources between the parties in the dyad are adapted” 

(Andersson, Forsgren, & Holm, 2001, p. 1016). As constantly emphasised in the thesis, MNCs are 

treated as an inter-organisational network (Bartlett & Ghoshal, 1989) and MNC subsidiaries are in 

an advantageous position as they have relationships with the HQ and peer subsidiaries as well as 

local suppliers, customers and other local agencies. Viewing the MNC as an inter-organisational 

network acknowledges subsidiaries to have various social networks. Although Hansen et al. 

(2005) recognised the existence of multiple social networks within MNC subsidiaries, the focus of 

their study was still within an intra-organisational setting.  

 

Researchers in subsidiary embeddedness have acknowledged the various relationships and 

networks that MNC subsidiaries can be embedded with. Andersson and Forsgren (1996) 

distinguished between corporate embeddedness, the relationships that subsidiaries form with 

other units within the MNC, and external embeddedness, the relationships that subsidiaries 
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maintain with external firms outside the MNC, and related them to the level of perceived control by 

HQ. Higher corporate embeddedness led to higher perceived control, while higher external 

embeddedness led to decreased HQ control. Andersson, Forsgren and Holm (2001) and 

Andersson, Forsgren and Pedersen (2001) introduced the concept of technical embeddedness 

within the MNC context, which is the subsidiary‟s perceived extent of technological adaptation 

according to customers‟ and suppliers‟ specifications and demands. Subsidiary‟s technical 

embeddedness was found to be positively related to its expected market performance (Andersson, 

Forsgren, & Holm, 2001; Andersson, Forsgren, & Pedersen, 2001), and the importance of 

subsidiary for the overall MNC‟s competence development (Andersson, Forsgren, & Holm, 2001). 

 

Andersson and Forsgren (2000) related subsidiary‟s external embeddedness with its role as a 

centre of excellence. External embeddedness was hypothesised to positively influence HQ‟s 

strategic decisions and HQ managers‟ perceived importance of the subsidiary. Results supported 

that external embeddedness lead to subsidiary influence and perceived importance and 

subsequently contributing to subsidiary‟s role of a centre of excellence. 

 

Andersson et al. (2002) proposed the argument of embeddedness as a strategic resource for MNC 

subsidiaries, and integrated the argument that subsidiary‟s technical embeddedness and business 

embeddedness lead to higher expected subsidiary performance and subsidiary‟s importance for 

MNC competence development. Technical and business embeddedness both refer to subsidiary‟s 

embeddedness with external firms, but the former refers to the extent of subsidiary‟s adaptation of 

product and production technologies, and the latter refers to the extent of subsidiary‟s adaptation 

of business conducts and the number of functional areas in direct contacts. They found that 

subsidiary‟s business embeddedness led to technical embeddedness, which were positive 

determinants of expected subsidiary performance and subsidiary‟s importance for MNC 

competence development. 

 

Andersson et al. (2005) examined subsidiary‟s local (external) embeddedness to determine 

knowledge creation. The authors argued that subsidiary‟s local embeddedness is a function of 

HQ‟s use of different control mechanisms, and that local embeddedness lead to knowledge 
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creation. HQ‟s control mechanisms include the use of expatriates, the emphasis on knowledge 

development in evaluating subsidiary performance, and the emphasis on annual profits in 

evaluating subsidiary performance. The greater number of expatriates and the emphasis on 

financial performance in subsidiary performance evaluation were hypothesised to have negative 

associations with local embeddedness, while the emphasis on knowledge development in 

subsidiary performance evaluation was hypothesised to have positive association with local 

embeddedness. Subsidiary‟s local embeddedness was conceptualised and measured following 

Andersson et al. (2002). Results were supported for the negative association of the number of 

expatriates and the positive association of knowledge development as subsidiary performance 

evaluation criteria and subsidiary local embeddedness. Financial criterion for subsidiary 

performance evaluation was found to have positive (as opposed to the hypothesised negative) 

association with subsidiary‟s local embeddedness. Results also supported the positive association 

between subsidiary‟s local embeddedness and knowledge creation. 

 

Forsgren et al. (2005) examined subsidiary‟s corporate and external embeddedness. They found 

support that higher level of corporate embeddedness leads to higher subsidiary‟s functional 

importance and influence. Higher level of external embeddedness, on the other hand, leads to 

higher subsidiary importance but decreases the level of influence that the subsidiary has in relation 

to the rest of the corporate network (Forsgren, et al., 2005). Subsidiary‟s corporate and external 

embeddedness also lead to higher level of knowledge transfer. More interestingly, subsidiary‟s 

external embeddedness has a stronger impact on knowledge transfer compared to corporate 

embeddedness. This led to the conclusion that, subsidiary‟s external embeddedness is more 

important than corporate embeddedness in managing an „embedded multinational‟ (Forsgren, et 

al., 2005).  

 

To provide a balanced perspective on the concept of embeddedness, it is important to note that 

network embeddedness has a „dark side‟ (Gargiulo & Benassi, 1999), incurs opportunity costs and 

are subject to social capital liabilities (Brass & Labianca, 1999; Leenders & Gabbay, 1999). 

Examining social capital at the individual level, Gargiulio and Benassi (1999) provided empirical 

support that managers‟ strong cohesive ties can constrain their ability to change their network‟s 
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composition or form new social ties to suit their task environment, thus hindering their firms‟ social 

capital. Furthermore, building deep, trustworthy and strong social networks require resources and 

efforts that could have been used to form weaker, albeit diversified networks and ties that could 

bring in more novel knowledge and contributions, what Brass and Labianca (1999) called the 

opportunity costs of social capital. More recently, scholars have also argued the curvilinear 

relationship of network over-embeddedness. Over-embeddedness happens when firms within a 

network are connected through strong, deep and interdependent ties (Uzzi, 1996, 1997). Uzzi 

(1996, 1997) warn about the paradox of embeddedness; being overly-embedded within one‟s 

network can reduce one‟s “adaptive capacity.” When firms become overly embedded with the 

same group or groups of firms, isomorphism sets in and limits the amount and diversity of 

knowledge that could have been sourced from firms outside the boundaries of the existing 

embedded network. This phenomenon is also referred to as the strength of weak ties 

(Granovetter, 1973; Hansen, 1999). This stream of research argues that weak ties are beneficial in 

the search for new knowledge, more specifically new but highly codified knowledge. Strong ties, 

on the other hand, facilitate only the transfer of highly tacit and complex knowledge (Hansen, 

1999). Limited studies, most of which examined inter-organisational or inter-firm networks, have 

focused on the constraints of being overly-embedded. Uzzi (1996) argued that network 

embeddedness has a threshold point at which the benefits of belonging to an embedded network 

turn into potential costs. In an overly embedded network, sometimes stronger firms may put in 

more resources into the relationships at a rate that far exceeds that of the returns and benefits of 

the resources (Uzzi, 1997). However, studies that examined the curvilinear or negative link 

between over-embeddedness and organisational phenomena such as firm survival (Uzzi, 1996), 

organisational performance (Uzzi, 1997), subsidiary entrepreneurship (Tsai & Wen, 2009), and 

firm internationalisation (Masciarelli, Laursen, & Prencipe, 2009), have largely been contradictory 

and inconclusive. More importantly, the studies on over-embeddedness focused only on the 

structural properties of networks or structural embeddedness, which has been the most examined 

type of embeddedness. This study, on the other hand, focuses on the qualities of subsidiaries‟ 

relationships, instead of the structural properties of subsidiaries‟ network, more specifically at how 

the qualities of subsidiaries network embeddedness influence vertical and horizontal knowledge 

outflows. 
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Even though the studies on embeddedness specific in the context of MNC subsidiaries that are 

discussed in this section shift away from the mere focus on networks‟ structural properties or 

structural embeddedness (Uzzi, 1996, 1999), they embrace an “industrial” approach to the concept 

of subsidiary embeddedness (Forsgren, et al., 2005), adopting instead, subsidiaries‟ business 

relationships, as opposed to social relationships. Although the above studies quote Granovetter 

(1985), they clearly do not reflect the embeddedness in the context of social relations that are 

championed by Granovetter (1985). The conceptual framework of subsidiary network 

embeddedness in this study embraces the quality of subsidiaries‟ social relations and accordingly 

examines subsidiaries‟ dual network embeddedness – internal embeddedness, which is 

subsidiaries‟ social relations with HQ and peer subsidiaries, and local embeddedness, which is 

subsidiaries‟ social relations with external firms located in the host country environment, in relation 

to knowledge outflows. 

 

3.3 Subsidiaries’ Dual Network Embeddedness and Knowledge Outflows: The Conceptual 

Framework 

Figure 3.1 illustrates subsidiaries‟ dual network embeddedness. The conceptual framework views 

the MNC as an inter-organisational network, and as such, subsidiaries possess multiple social 

relations with HQ, with peer subsidiaries, and with external firms located in the host country. 

Subsidiaries‟ external firms located in the host country are subsidiaries‟ suppliers, customers, 

competitors, trade council and chambers, local universities (Andersson & Pahlberg, 1997). The 

conceptual framework presented here focuses on subsidiaries‟ suppliers and customers located in 

the host country following Andersson and Forsgren (2000), Andersson et al. (2002), and Dyer and 

Noboeka (2000). Local embeddedness in the conceptual framework is also extended to 

government agencies following the emphasis on relations with host government offices and 

agencies by MNC subsidiaries located in Southeast Asia (Loveridge, 2002, 2005). I also include 

subsidiaries‟ relations with trade councils and chambers, recognising that subsidiaries located in 

the host country sign up to the chambers of commerce of their respective home countries. In 

addition to suppliers and customers, subsidiary respondents in Andersson and Pahlberg (1997) 

also nominated government agencies and trade unions as important interaction partners, though 
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these agencies comprised a smaller group. Andersson and Pahlberg (1997) subsequently grouped 

these external agencies in the „others‟ group, in addition to subsidiaries‟ suppliers and customers. 

Firms‟ inter-organisational networks also comprise of firms such as trade associations, and local 

universities and research centres (Gulati & Gargiulo, 1999). I added government agencies and 

offices, trade councils or chambers of commerce, and local universities in the host country in my 

framework and group them in the “other local agencies,” group given the predicted smaller number 

of subsidiaries‟ relations with these groups of external firms. 

 

 

Figure 3.1 Subsidiaries' Dual Network Embeddedness 

 

From Figure 3.1, I argue that subsidiaries possess dual network embeddedness and this influence 

differently subsidiaries‟ vertical and horizontal knowledge outflows. Granovetter (1985) argued that 

embeddedness comes at the crossroads between economic efficiency and behavioural rationality, 

and I extend this argument that social network embeddedness have an impact on knowledge 

outflows.  
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Subsidiaries are faced with both opportunities and challenges in managing their dual networks. 

Subsidiaries‟ internal network is where subsidiaries obtain strategic directions, resources and 

possibly financial capital (from HQ), and products, services, and internal information (from peer 

subsidiaries) (Andersson & Forsgren, 1996). Subsidiaries local network comprises of their 

suppliers, with whom they work together to serve the local, regional and international markets, 

their customers, with whom they serve, and other local agencies such as host government 

agencies, chambers of commerce and trade associations, with whom they gain support in 

operating and selling their products and services to their markets. Subsidiaries‟ local networks are 

particularly important to their influence and importance within the MNCs (Holm & Pedersen, 2000), 

their performance and the MNCs‟ competence development (Andersson, et al., 2002). 

Subsidiaries‟ dual network embeddedness framework acknowledges the fact that subsidiaries‟ 

networks are a resource in itself (Andersson, et al., 2002). Subsidiaries‟ various networks 

differently serve as resources and channels from which subsidiaries can gauge capitals, goods, 

services, knowledge, competence and innovation. As networks are built and developed over a 

time period, they are idiosyncratic to specific subsidiaries (Andersson & Forsgren, 2000; 

Andersson, et al., 2002). The knowledge and competences that subsidiaries obtain from their 

networks are thus not easily imitated and substituted (Dyer & Singh, 1998; Gulati, Nohria, & 

Zaheer, 2000). 

 

While subsidiaries‟ networks provide numerous opportunities for the development of knowledge 

and competence, there are also challenges and costs associated to managing, maintaining the 

dual networks. On one hand, subsidiaries are obligated to stay connected internally with HQ and 

peer subsidiaries all over the world to preserve internal efficiency. On the other hand, subsidiaries 

must also adhere to their local networks‟ demands and obligations because the local environment 

is where they built their presence and where they operate in. The local networks also serve as 

unique and valuable local knowledge that subsidiaries can gauge from, and combined with their 

existing knowledge to further improve their performance both locally, regionally and internationally. 

Balancing the demands of various social networks can be costly to subsidiaries, because of the 

time, and the resources that have to be invested in. However, managing their dual networks 

inefficiently may cost subsidiaries the strategic resources that they could have gained if they have 
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put serious efforts into both networks. Thus, I argue that managing the inherent tension of 

subsidiaries‟ dual networks is an imperative issue both for subsidiaries, and the corporation as a 

whole. I discuss separately how subsidiaries‟ internal and local embeddedness influence 

knowledge outflows in the following sections. 

 

3.3.1 Subsidiaries’ Internal Embeddedness and Knowledge Outflows  

Internal embeddedness denotes the extent to which focal subsidiaries are embedded in the social 

relationships with HQ and peer subsidiaries. As highly interlinked units, efficient flows of resources 

between the units of the same corporation are essential to ensure international competitive 

advantage of the MNC as a whole. In order for firms or units to acquire new knowledge and exploit 

the economies of scope, it is essential that they cooperate and learn from each other (Tsai, 2002). 

When units engage in more intensive exchange of products, resources and information between 

each other, they leverage knowledge developed at different locations and thus exploit learning at a 

global scale. The MNC as an intra-organisational network is also proven to be an efficient vehicle 

of knowledge mobility, compared to other types of networks and the market (Almeida, et al., 2002; 

Kogut & Zander, 1993, 2003).  

 

A central question emerges as to how distantly located MNC subsidiaries engage in vertical and 

horizontal knowledge outflows. Drawing from the social capital theory and the social network 

perspective, and focussing on the relational and cognitive dimensions of social capital, social 

networks between units within MNCs develop social networks and form friendships, affiliation, 

attachment, and connections with other distantly located units within the same corporation. From 

the establishment of connections and links and the history of interactions between the units, the 

feelings of trust between the units in the network emerge (Kostova, 1999; Kostova & Roth, 2002; 

Levin & Cross, 2004; Li, Barner-Rasmussen, et al., 2007; Szulanski, et al., 2004; Tsai & Ghoshal, 

1998). Being geographically, functionally, and culturally separated, subsidiaries belonging to the 

same MNC can easily develop independence and autonomy, regarding themselves a separate 

entity from distantly located HQ and peer subsidiaries. This can create the lack or the loss of the 

sense of belongingness and membership in the overall MNC, and adversely influence subsidiary 

actions. Maintaining social relations between subsidiaries of an MNC can bridge the distance 
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separating these subsidiaries and develop a sense of identification with the overall MNC and make 

subsidiaries feel that they are a significant part of the corporation (Kostova, 1999; Kostova & Roth, 

2002; Reade, 2001a, 2001b; Vora & Kostova, 2006). Each subsidiary can also develop its own 

objectives, goals and visions, which may not parallel those of the HQ. Again, this can adversely 

affect subsidiary actions, because each subsidiary operates and strategises according to its own 

objectives and visions. Framing the MNC as a social community, the social links and connections 

among subsidiaries and HQ can foster the sharing and communicating of common goals, values, 

visions and objectives (Li, 2005; Li, Barner-Rasmussen, et al., 2007; Nohria & Ghoshal, 1994; Tsai 

& Ghoshal, 1998). Figure 3.2 illustrates internal embeddedness and vertical and horizontal 

outflows. The following sub-sections discuss trust, identification with HQ, and shared vision, which 

are the dimensions of internal embeddedness and how these internal embeddedness dimensions 

influence vertical and horizontal knowledge outflows. 

 

 

Figure 3.2 Subsidiaries' Internal Embeddedness and Knowledge Outflows 

 

3.3.1.1 Intra-organisational Trust 

Trust in this section refers to intra-organisational trust – the trust built and established between 

subsidiaries belonging to an MNC, but separated by geographical borders and functions. Trust in 

internal embeddedness is classified into intra-organisational trust, while trust in subsidiaries‟ local 

embeddedness refers to inter-organisational trust. Inter-organisational trust is discussed in Section 

3.3.2.2. 
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Trust is a fundamental tenet in human relationships and various definitions of trust exist in the 

literature. Nahapiet and Ghoshal (1998) adopted the definition of trust from Misztal (1996) as 

“results of somebody‟s intended action will be appropriate from our point view” (pp. 9-10).  Kostova 

(1999) provided the definition of trust within an intra-organisational network, and in the MNC 

context, adapting to Bromiley and Cummings‟ (1995) definition of inter-organisational trust. 

Subsidiary‟s trust in HQ and peer subsidiaries is defined by the shared notion that HQ and peer 

subsidiaries “(1) makes good-faith efforts to behave in accordance with any commitments, both 

explicit or implicit; (2) is honest in whatever discussions precede such commitments; and (3) does 

not take excessive advantage . . . even when the opportunity is available” (Kostova, 1999, pp. 318-

319). Trust is the most widely cited dimension of social capital, and even argued to be the core of 

social capital (Hitt, et al., 2002). In fact, Fukuyama (1995) defined social capital as the “capability 

that arises from the prevalence of trust in a society or in certain parts of it” (p. 27).  

 

Trust among distantly located subsidiaries and HQ develops from frequent interactions and 

communications and from established relationships between the parties. Social relations and 

frequent communications between subsidiaries and HQ are at a disadvantaged given the physical 

and cultural distances. However, subsidiaries and HQ still engage in socialisation process and this 

is facilitated by the communication infrastructures such as e-mails, video-conferencing, instant 

messaging system, and intranet database, which are available in MNCs. Involvement in teams, 

taskforces and meetings (Barner-Rasmussen & Björkman, 2005; Ghoshal, Korine, & Szulanski, 

1994; Gupta & Govindarajan, 2000; Persson, 2006), and the existence of corporation-wide intranet 

infrastructure (Zhao & Luo, 2005) can facilitate intimate social relations despite the physical and 

cultural distances. The existence of corporation-wide information and communication 

infrastructures connect distantly located units of an MNC, and facilitate the establishment and 

nurturing of informal social relations that can develop trust in each other within the same MNC. 

 

Trust between distantly located units in an MNC can reduce costs associated with communication 

and negotiation among the actors in a network. Because units within an MNC are separated by 

physical space, time and functions, communications and negotiations can be costly and time-
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consuming. Subsidiaries need to engage in extensive and often-times expensive and lengthy 

search for the information that they need within the worldwide intra-organisational network. Having 

social relations intra-organisationally is proven to ease search and transfer costs (Hansen, et al., 

2005). Individuals and units are more comfortable seeking help and information from the people or 

units they know, and even when the people or units they know do not have the solutions, they may 

know other people or units that can help with the situation. Search and transfer costs are 

minimised in the presence of trusting social relations, even when the social relations are divided 

physically. Direct trusting social relations within the intra-organisational network in other words, act 

as social lubricant to the physical, cultural and functional distances separating the units within an 

MNC, especially when the transfer process involves highly tacit knowledge (Hansen, 2002).  

 

Intra-organisational relations defined by high intra-organisational trust reduces uncertainty and 

ambiguities (Kostova, 1999) and lessens social complexity (Luhmann, 1980) that are associated 

with the lack of distance between actors in an intra-organisational network. A peer subsidiary 

located half-way across the world may not be familiar with the processes and practices used in the 

focal subsidiary. The peer subsidiary may have uncertainties about the relevance of the focal 

subsidiary‟s practices if it were to be transferred to its context. The presence of trust is even more 

important to lessen the uncertainties and ambiguities concerning the relevance of the incoming 

practices from the focal subsidiary. Trusting relations breeds mimetic adoption of the transferred 

practice or knowledge, rather than coercive one (Kostova & Roth, 2002; Tsai & Ghoshal, 1998). 

 

When trust exists in an intra-organisational network, it increases the perceived reliability of the 

subsidiary as a source of knowledge (Szulanski, 1996) and the value of the knowledge held by the 

subsidiary (Gupta & Govindarajan, 2000). This issue is particularly important for subsidiaries 

located in a developing country, which is the context of this study, because of the traditional 

convention that subsidiaries located in developing countries have been at the receiving end of 

intra-organisational knowledge flows. In order for subsidiaries to take on the role of the source of 

intra-organisational knowledge flows, HQs and peer subsidiaries as recipients must be assured 

that knowledge from the focal subsidiaries is reliable, valuable and trustworthy. Intra-organisational 

trust is crucial because it can ensure peer subsidiaries and HQ to be confident that the focal 
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subsidiaries are reliable sources of knowledge that they can gauge from. The presence of intra-

organisational trust promotes the trustworthiness
1
 of focal subsidiaries as a source of knowledge 

for the overall MNC (Tsai & Ghoshal, 1998), especially when the knowledge transfer process 

involves highly uncertain knowledge (Szulanski, et al., 2004). Intra-organisational trust also 

increases the perceived values placed on knowledge flows (Nahapiet & Ghoshal, 1998; Tsai & 

Ghoshal, 1998), thus encourages knowledge outflows from MNC subsidiaries. 

 

While intra-organisational knowledge flows may be encouraged, subsidiaries located in various 

locations may not have the motivation nor willingness to engage in intra-organisational knowledge 

flows. Intra-organisational network defined by high intra-organisational trust provides focal 

subsidiaries the motivation to transfer knowledge because focal subsidiaries are genuinely 

interested in helping and facilitating their peer subsidiaries with the knowledge that they possess 

(Gooderham, 2007; Nahapiet & Ghoshal, 1998). When subsidiaries and HQ trust each other, they 

are also more willing to engage in knowledge and resource exchange (Fukuyama, 1995; Nahapiet 

& Ghoshal, 1998). I argue that relational trust between units of an MNC increases the motivation 

and willingness to engage in intra-organisational knowledge flows because they are exchanging 

knowledge with units that they have enduring and durable social relations. This trusting intra-

organisational relationship between subsidiaries and HQ and peer subsidiaries spurs more 

voluntarily flows of knowledge. 

 

Building from the above arguments, intra-organisational trust as a result of subsidiaries‟ internal 

embeddedness reduces the cost of cross-border communication and negotiation, lessens 

uncertainty and complexity, increases the perceived reliability of subsidiaries as sources of 

knowledge for the MNC, and increases the motivation and willingness to engage in intra-

organisational knowledge flows. Intra-organisational trust also acts as an effective governing and 

social control mechanisms (Carson, Madhok, Varman, & John, 2003; Ring & Van de Ven, 1992) 

                                                      

1
 Trust describes the relationship while trustworthiness describes the extent to which an actor 

within a relationship can be trusted. Trust, in essence, is an attribute of the relationship, while 
trustworthiness is an attribute of the actor in the relationship (Barney & Hansen, 1994). 
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and an organising principle (McEvily, Perrone, & Zaheer, 2003b) for distantly located units in an 

MNC. The following hypotheses are proposed: 

 

H1a:  Intra-organisational trust is positively associated with vertical knowledge outflows. 

H1b:  Intra-organisational trust is positively associated with horizontal knowledge outflows. 

 

3.3.1.2 Organisational Identification with HQ 

Subsidiaries‟ embedded relations with internal network actors – HQ and peer subsidiaries – also 

create a shared identification with the corporation they belong to, even when physical, cultural and 

functional distances separate them. Identification with a corporate entity is a concept borrowed 

from the social identity theory (Tajfel, 1983) and the organisational behaviour literature. 

Organisational identification is “the perception of oneness with or belongingness to an 

organisation, where the individual defines him or herself in terms of the organisation(s) in which he 

or she is a member of” (Mael & Ashforth, 1992, p. 104). While employees‟ identification with 

organisation has received much attention, scholars (Ashforth & Mael, 1989; Benkhoff, 1997; 

Brown, Condor, Matthews, Wade, & Williams, 1986; Brown & Williams, 1984; Kostova & Roth, 

2002; Mael & Ashforth, 1992) have pinpointed that identification with the organisation primarily 

stems from organisational membership. Furthermore, Child and Rodrigues (1996) stress that the 

conceptualisation of organisational identification is highly pertinent to fully comprehend the 

workings of MNCs because the theory “draws attention to interactions among groups which are 

ethnically, corporately or occupationally distinct” (p. 50). Units of an MNC are spatially located 

around the world, each performing different functions, and positioning in different host countries, 

that the sense of organisational identification is especially crucial so that the units still feel that they 

are a significant part of the whole multinational corporate entity. Building a strong sense of 

organisational identification towards the overall MNC can exert due efforts by subsidiaries to act in 

accordance with what is good for the entire corporate entity.  

 

A recent and emerging stream of literature has come into sight realising the increased importance 

of identification with the corporate identity among the distantly located employees and units of 

MNCs (Reade, 2001a, 2001b; Vora & Kostova, 2006; Vora, et al., 2007; Welch & Welch, 2006). 



 

 119 

 

The concept of “dual organisational identification” (DOI) (Reade, 2001b; Vora & Kostova, 2006) of 

subsidiary employees realises that subsidiary managers form a sense of identity with the local 

subsidiary that they are working at as well as with the overall corporation. Organisational 

identification with MNC is also conceptualised to be a control mechanism for an MNC (Welch & 

Welch, 2006). The focus of my study is not to examine the dual organisational identification of 

MNC subsidiaries, but rather investigate if internal embeddedness results in stronger 

organisational identification with the HQ, and thus promotes vertical and horizontal knowledge 

outflows. 

 

Organisational identification in the MNC context is defined as “the degree to which the members of 

the transfer coalition [the MNC] experience a state of attachment to and identify with the parent 

company” (Kostova, 1999, p. 318). In other words, organisational identification refers to the sense 

of belongingness to and identity with the MNC, and this stems from the membership in the MNC 

(Kostova, 1999; Mael & Ashforth, 1992; Reade, 2001a; Tajfel, 1978; Tajfel & Turner, 1979). In the 

MNC context, HQ and subsidiaries are culturally, geographically and functionally distant. Building 

a sense of organisational identification towards the overall multinational corporate entity is even 

more complex (Ashforth & Mael, 1989) and thus more important to ensure that subsidiaries do not 

feel isolated from the intra-MNC network. I focus on subsidiaries‟ organisational identification with 

HQ, conceptualising the HQ to symbolise the overall corporate entity, following Kostova (1999) 

and Kostova and Roth (2002). 

 

Embedded intra-organisational relations between subsidiaries and HQ and peer subsidiaries, that 

are characterised by trust, develop subsidiaries‟ sense of identification with HQ (McEvily, et al., 

2003b), noting that the social capital dimensions are interrelated (Nahapiet & Ghoshal, 1998). The 

mere existence of relations is insufficient to instil organisational identification with HQ. Intense and 

embedded relations that subsidiaries build with HQ and with peer subsidiaries strengthen their 

belongingness and identification with HQ. The sense of organisational identification with HQ 

encourages collective behaviours and objectives, and as such promotes intra-organisational 

knowledge flows.  
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When subsidiaries develop the organisational identification with HQ, it reinforces the attachment 

and commitment to the collective (the entire MNC) (Kramer, 1993; Nahapiet & Ghoshal, 1998). 

Lewicki and Bunker (1996) noted that “as the parties [in the network] come to learn more about 

each other, they may also begin to identify strongly with others‟ needs, preferences, and priorities 

and come to see them as their own” (p. 125). Organisational identification also promotes goal 

congruence (Edwards, 2005; Nahapiet & Ghoshal, 1998). Subsidiaries are more likely to embrace 

the overall MNC‟s goals as theirs and work towards them (Rousseau, 1998). When HQ explicitly 

communicates to all units within the MNC that one of the goal of the entire organisation is the 

sharing of knowledge, resources and competencies, units that have strong organisational 

identification with HQ are more likely to act accordingly. Organisational identification fosters 

subsidiaries to embrace the goals of the entire MNC as those of their own, and subsidiaries are 

more willing to act to achieve the collective goals. Organisational identification to the HQ thus, 

encourages subsidiaries to engage greater intra-organisational knowledge outflows.  

 

Strong identification with HQ also motivates subsidiaries to engage in intra-organisational flows. 

The motivation to transfer knowledge within the intra-organisational network stems from the notion 

that engaging in intra-organisational knowledge flows facilitate the achievement of the overall MNC 

goals (Nahapiet & Ghoshal, 1998). Strong organisational identification encourages network 

members to „go the extra mile‟ (Edwards, 2005) for the organisation they identify with, thus 

increases subsidiaries motivation to engage in greater knowledge outflows. Thus I argue that 

organisational identification with HQ provide subsidiaries the motivation to contribute to the 

organisation by engaging in intra-organisational knowledge flows.  

 

Subsidiaries‟ organisational identification with HQ stemming from embedded internal relations 

fosters the feeling of mutual interdependence (Gaertner, Dovidio, & Rust, 1999; Kramer, 1991; 

McEvily, et al., 2003b) and mutual expectations of each other (Nahapiet & Ghoshal, 1998). When 

the expectation of mutual interdependence develop between actors in the intra-organisational 

network, focal subsidiaries which have previously received knowledge from HQ and peer 

subsidiaries are more likely to also share the knowledge that they have with others in the intra-

organisational network, thus promotes intra-organisational knowledge flows. Mutual 
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interdependence and expectations from the sense of organisational identification also increases 

the expected benefits from knowledge transfer (Nahapiet & Ghoshal, 1998). As subsidiaries 

develop the feeling of mutual interdependence with other members in an embedded intra-

organisational network, intra-organisational knowledge flows occur without hesitation and 

apprehension. 

 

Organisational identification with HQ also ensures subsidiaries‟ continuing access to the 

knowledge located in other units within the same MNC. With organisational identification comes 

loyalty (Edwards, 2005) and the feeling of similarity and oneness between distantly located units. 

Subsidiaries‟ organisational identification with HQ mitigates the likelihood of the „not-invented-here‟ 

syndrome that can adversely affect the level of acceptance of the transferred knowledge in an 

intra-organisational network (Kostova, 1999; Kostova & Roth, 2002). Therefore, the pool from 

which units in MNC can obtain knowledge are located within all units around the world, and the 

access to this pool of knowledge are also more likely to be guaranteed (Nahapiet & Ghoshal, 

1998). The likelihood that knowledge flows are accepted, adopted and integrated at the recipient 

subsidiaries and HQ are also higher because peer subsidiaries and HQ will view the knowledge 

flows to come from „one of them.‟ Recipient units of intra-organisational knowledge flows are more 

likely to „buy-in‟ to the incoming knowledge knowing that the knowledge are from units that they 

identify with (Edwards, 2005) thus can be accepted as those of their own. Therefore, subsidiaries‟ 

embedded relations with their intra-organisational network open access of knowledge within the 

network, and promote intra-organisational knowledge flows. 

 

In subsidiaries‟ dual network embeddedness framework, I argue that subsidiaries develop 

organisational identification with HQ that build the sense of the collective, provide the motivation to 

engage in knowledge flows, encourage mutual interdependency between network  members and 

open access to strategic knowledge that facilitate subsidiaries to engage in greater vertical and 

horizontal knowledge outflows. Child and Rodrigues (1996) and Simon and Davies (1996) proved 

that units that do not hold similar identities face significant barriers toward sharing information, 

learning and creating knowledge. Following this line of argument, subsidiaries foster embedded 
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relationships within the intra-organisational network and this leads to organisational identification 

with HQ and contributes positively to vertical and horizontal knowledge outflows.  

 

H2a:  Organisational identification with HQ is positively associated with vertical knowledge 

outflows. 

H2b: Organisational identification with HQ is positively associated with horizontal knowledge 

outflows. 

 

3.3.1.3 Shared Vision 

Units belonging to an MNC but separated by physical, cultural and functional distances are likely 

to develop their own goals, values and identities that can differ significantly with the overall MNC.  

One way to bridge the development of diverging goals and visions between distantly located 

subsidiaries is the existence of an intra-organisational social structure that encourages the 

common goals and visions to be shared and widely communicated (Ghoshal & Bartlett, 1988; 

Ghoshal & Nohria, 1989; Nohria & Ghoshal, 1994; Ouchi, 1980). Shared vision and goals can only 

be achieved when units in an intra-organisational network form embedded, and durable social 

relations. In my conceptual framework, shared vision does not only mean the goals and visions of 

the entire corporation is shared, but the meaning and interpretation of the goals and visions are 

also shared by different units within the corporation (Inkpen & Tsang, 2005). 

 

Shared vision reflects “the collective goals and aspirations of the members of an organisation” 

(Tsai & Ghoshal, 1998, p. 467). The shared representation of network members represent the 

cognitive dimension of social capital that has received recent increased attention within the 

strategy literature (Nahapiet & Ghoshal, 1998). Nohria and Ghoshal (1994) referred to “shared 

values” in their framework of MNC‟s internal differentiation, Ghoshal et al. (1994) talked about 

”shared beliefs and values” in explaining intra-MNC communication pattern, while Nahapiet and 

Ghoshal (1998) discussed “shared codes and languages” and “shared narratives.” I argue that 

these different concepts denote the same phenomenon of MNC units‟ shared interpretations of the 

overall MNC‟s goals and visions. The term „shared vision‟ is chosen to denote this dimension 
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following its wide use in the IB and IM literature (Barner-Rasmussen & Björkman, 2007; Li, 2005; 

Li, Barner-Rasmussen, et al., 2007; Tsai & Ghoshal, 1998).  

 

Shared vision can minimise communication barriers and misunderstandings (Barner-Rasmussen & 

Björkman, 2007; Tsai & Ghoshal, 1998), especially when communications and interactions occur 

between units located in different nations, with their own language and culture. Embedded social 

relations within units in an MNC allow misunderstandings and misinterpretations to be minimised 

because of the frequent interactions and close interpersonal relations that units have with each 

other. The frequent communication and interaction should have provided network members the 

chance and opportunities to develop a common understanding and work language to uniformly 

understand the goals of the entire MNC (Inkpen & Tsang, 2005). This eases the actions of units to 

act and achieve the commonly held visions of the entire MNC. Thus, intra-organisational 

knowledge flows are more likely to occur between the units of the MNC to achieve the shared 

vision. 

 

Shared vision of the units in the MNC fosters the cooperative behaviours (Ghoshal & Nohria, 

1989) and encourages subsidiaries to participate in intra-organisational flows because subsidiaries 

feel that sharing knowledge intra-organisationally will facilitate the achievement of the overarching 

goals of the MNC. Shared vision also activates subsidiaries‟ motivation and willingness to share, 

exchange and transfer knowledge with geographically and culturally distant colleagues to 

guarantee common organisational goals are met and realised (Adler & Kwon, 2002; Li, Barner-

Rasmussen, et al., 2007; Tsai & Ghoshal, 1998). 

 

Shared vision is also proven to stand in as effective governing and coordination mechanisms 

(Adler & Kwon, 2002; Ghoshal & Bartlett, 1988; Nohria & Ghoshal, 1994; Tsai, 2002), a form of 

social control (Ouchi, 1980), and a bonding mechanism (Tsai & Ghoshal, 1998), especially in 

MNCs where units are separated across various geographic regions, and perform separate 

functions in different host countries. Shared vision minimises the need for formal governing 

structure (Yli-Renko, et al., 2001), and HQ can be ensured that the goals and missions of the 

entire MNC are effectively internalised by all units. Subsidiaries‟ shared vision of the entire MNC 
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promotes intra-organisational knowledge flows to guarantee that the visions are aligned and 

achieved. 

 

Within this conceptual framework, I argue that subsidiaries‟ shared vision minimises 

miscommunications and misunderstandings, promotes mutual cooperative behaviours and acts as 

a social governing mechanisms. These in turn, encourage subsidiaries to participate in greater 

vertical and horizontal knowledge outflows. The following hypotheses are proposed:  

 

H3a:  Shared vision is positively associated with vertical knowledge outflows. 

H3b: Shared vision is positively associated with horizontal knowledge outflows. 

 

3.3.2 Local Embeddedness, Localised Subsidiary Innovation and Knowledge Outflows 

Local embeddedness in the context of MNC is the extent to which subsidiaries have close 

relationships with external firms such as customers, suppliers, and local agencies in the host 

country (Andersson, et al., 2005). In other words, local embeddedness reflects the extent of the 

relationship between focal subsidiaries with the players in the host country. 

 

Dyer and Singh (1998) argued that firms‟ relationships should not be defined by the firms‟ 

boundaries. Apart from the internal MNC network, MNC subsidiaries also maintain relationships 

with firms in the host country (Holm, Holmstrom, & Sharma, 2005; Li, 2005; Yamin & Otto, 2004). 

Commercial or business relationships between external firms often posses a strong “non-

economic flavour” (1995, p. 379) and thus supports the notion of embeddedness of social relations 

between subsidiaries and local firms in the host country. The social components of economic or 

market relationships are also supported by sociologists (Granovetter, 1985; MacNeil, 1980), and 

strategy researchers (Dhanaraj, et al., 2004; Moran, 2005; Zaheer & Venkatraman, 1995). 

Subsidiaries‟ embeddedness in the inter-organisational network with firms in the host country are 

proposed to influence vertical and horizontal knowledge outflows. The central question here is, 

how does local embeddedness influence vertical and horizontal knowledge outflows? The host 

country, which was traditionally perceived as a source of cheap labour and raw materials for MNC, 

has evolved into a potential source of novel knowledge (Dunning, 1994) that subsidiaries can learn 
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from and produce their own innovations (2002; Frost, 2001; Mu, et al., 2007; Phene & Almeida, 

2008; Tregaskis, 2003). Subsidiaries ideally need to get access to the pool of valuable local 

knowledge in order to build their own stock of knowledge to eventually engage in greater vertical 

and horizontal knowledge outflows (Yamin & Otto, 2004). Thus, subsidiary‟s local embeddedness 

is proposed to influence subsidiary localised innovation, and eventually engage in vertical and 

horizontal knowledge outflows. 

 

In this conceptual framework, subsidiaries‟ local embeddedness is proposed to have an indirect 

effect on vertical and horizontal knowledge outflows through subsidiary localised innovation. 

Subsidiary localised innovation refers to subsidiaries‟ innovations sourced from knowledge 

obtained from the host country (Mu, et al., 2007). Subsidiary localised innovation is the result of 

subsidiaries local embeddedness with local suppliers, local customers and other local agencies. 

Subsidiaries‟ local network embeddedness stems from the strong social and personal relations 

that they nurture with external firms in the host country. The established social relations that 

subsidiaries embrace with external firms are argued to breed inter-organisational trust (Bromiley & 

Cummings, 1995; Dhanaraj, et al., 2004; Dyer & Chu, 2000; Levin & Cross, 2004; Li, 2005; 

McEvily & Marcus, 2005; Zaheer, et al., 1998; Zaheer & Venkatraman, 1995). Embedded inter-

organisational relations also promote the sharing of fine-grained, proprietary information that are 

not otherwise have shared between disconnected network members, and the involvement of joint 

problem-solving by firms (McEvily & Marcus, 2005; McEvily, et al., 2003b; Uzzi, 1997, 1999) that 

prompt subsidiaries to extensively learn and innovate from the knowledge exchange relationships 

with external firms in the host country. Figure 3.3 illustrates subsidiaries‟ local embeddedness, 

localised subsidiary innovation and vertical and horizontal knowledge outflows.  

 

Inter-organisational trust, information sharing and joint problem-solving are the three dimensions of 

subsidiaries‟ local embeddedness. I argue that greater inter-organisational trust, information 

sharing and joint problem-solving facilitate subsidiaries‟ localised innovation and ultimately lead to 

greater vertical and horizontal knowledge outflows. Localised subsidiary innovation and how it 

contributes to greater vertical and horizontal knowledge outflows is discussed in the following 

section. 
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Figure 3.3 Subsidiaries' Local Embeddedness, Localised Subsidiary Innovation and Knowledge 
Outflows 

 

3.3.2.1 Localised Subsidiary Innovation 

Research on MNC subsidiaries and host countries traditionally examine knowledge spillovers – 

subsidiaries‟ knowledge outflows to local firms (Feinberg & Gupta, 2004; Giroud, 2000; Sanna-

Randaccio & Veugelers, 2007). This stems from the predisposition that MNC subsidiaries are 

superior relative to locally owned firms, in terms of knowledge, technological abilities and 

managerial expertise. MNC subsidiaries enter the country with large investments, capital, 

resources and knowledge that local firms can assimilate and emulate. The conventional thinking 

therefore, is that firms in the host country are the ones at the gaining end from the presence of 

subsidiaries in the host country. However, I argue that subsidiaries also learn and source 

knowledge from their suppliers, customers and other local agencies in the host country, similar to 

Phene and Almeida (2003), Mu et al. (2007), Singh (2007), and Phene and Almeida (2008). 
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Localised subsidiary innovation is “the extent to which subsidiary learn from its local environment” 

(Mu, et al., 2007, p. 82). The notion is extremely important for subsidiaries, especially those 

located in developing countries, to challenge the traditional notion that knowledge is created and 

generated at the HQ (Doz, Santos, & Williamson, 2001), or subsidiaries located in developed 

countries. When subsidiaries engage in localised innovation, they can establish the standing within 

the intra-organisational network as a valuable source of knowledge, and engage in more vertical 

and horizontal knowledge outflows. 

 

To engage in intra-organisational knowledge outflows, subsidiaries must first possess knowledge 

stock (Björkman, et al., 2004; Schlegelmilch & Chini, 2003; Wang, et al., 2004). Subsidiaries‟ 

knowledge stock generates greater scope of activities and greater knowledge outflows (Björkman, 

et al., 2004). I argue that subsidiaries that are locally embedded with external firms in the host 

country generate opportunities to gain knowledge from the external firms and subsequently 

combine the locally acquired knowledge with those existing within the subsidiaries, which leads to 

innovations. Localised subsidiary innovation will spur the development of subsidiaries‟ existing 

knowledge stock (Almeida & Phene, 2004; Mu, et al., 2007) and subsequently facilitate 

subsidiaries in constructing a valuable knowledge repository from which HQ and peer subsidiaries 

can gauge from. 

 

Knowledge stock that are exposed to external environment are more likely to have been combined 

with other environmental information and changes within the external environment that improves 

its uniqueness, novelty and heterogeneity (Huber, 1991; 2001). Subsidiaries‟ existing knowledge 

stock combined with local knowledge resulting from localised subsidiary innovation ensures 

novelty and sophistication of subsidiaries‟ knowledge stock and thus is more likely to be highly 

regarded and valued by units in the intra-organisational network. When HQ and peer subsidiaries 

highly value subsidiaries‟ knowledge stock, they are more likely to accept subsidiaries‟ knowledge 

flows, and acknowledge subsidiaries‟ potential as a source of corporate knowledge, thus spurring 

vertical and horizontal knowledge outflows (Gupta & Govindarajan, 2000; Schulz, 2001). 
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Empirical evidence suggests that subsidiaries learn and innovate from host country (Almeida & 

Phene, 2004; Frost, 2001; Mu, et al., 2007; Phene & Almeida, 2008). Knowledge inflows into 

subsidiaries originating from host country are evident (2007), which further proves that subsidiaries 

innovate from host country. Localised subsidiary innovation is also proven to improve subsidiaries‟ 

technological richness (2008). MNC subsidiaries are also increasingly sharing and learning from 

their host country counterparts as they mature within the host country (2004). Thus, I argue that 

host country presents a unique opportunity for subsidiaries to gain knowledge and experience that 

they can learn and innovate from, and ultimately share with HQ and peer subsidiaries. In this 

conceptual framework, I argue that subsidiaries‟ local embeddedness has an indirect positive 

influence on vertical and horizontal knowledge outflows. 

 

Next, I turn to the argument of how subsidiaries‟ local embeddedness generates localised 

subsidiary innovation. Subsidiaries gain knowledge acquisition and combinative capabilities 

through their relations with external firms located in the host country and this increase their level of 

localised innovation (Almeida, 1996; Andersson & Forsgren, 2000; Andersson & Pahlberg, 1997; 

Birkinshaw & Ridderstrale, 1999; Forsgren, Pedersen, & Foss, 1999; Mu, et al., 2007; Phene & 

Almeida, 2008; Simard & West, 2006). The three dimensions of subsidiaries‟ local embeddedness 

– inter-organisational trust, information sharing and joint problem-solving with external firms in the 

host country – are argued to generate localised subsidiary innovation, and ultimately lead to 

greater vertical and horizontal knowledge outflows.  

 

3.3.2.2 Inter-organisational Trust 

Trust in this section refers to inter-organisational trust – the trust established among separate 

entities or units within an inter-organisational network. I provide here the definition of trust drawing 

from the inter-organisational and strategy literature. Ring and Van de Ven (1992) defined trust as 

the “confidence or predictability in one‟s expectations and the confidence in the other party‟s 

goodwill” (p. 52). Trust is also defined as the “willingness of a party (organisation) to be vulnerable 

to the actions of another party (organisation) based on the expectation that the other will perform a 

particular action important to the trustor, irrespective of the ability to monitor or control the other 

party” (Mayer, Davis, & Schoorman, 1995, p. 712). Three types of trust in the organisation context 
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emerge - process-based trust, economic or hostage-based trust, and relationship-based trust 

(Dyer & Chu, 2000). Process-based trust is build from the routines and processes in fair and 

reliable transactions with another firm (Zaheer, et al., 1998; Zaheer & Venkatraman, 1995; Zucker, 

1986), while economic or hostage-based trust is when economic incentives are aligned through 

hostages (Klein, 1980; Williamson, 1983, 1993). Relationship-based trust, on the other hand, is 

built on social relationships and embedded relations (Dyer & Chu, 2000). Granovetter (1985) 

posits that embeddedness emphasises “the role of concrete personal relations and structures (or 

“networks”) of such relations in generating trust and discouraging malfeasance” (p. 490). 

Furthermore, personal relations breeds high level of trust  and trust is also “inherently relational” 

(Zaheer, et al., 1998). Because my conceptual framework is grounded on the social capital theory, 

inter-organisational trust in this conceptual framework refers to relationship-based or relational 

trust (McEvily & Marcus, 2005). 

 

Inter-organisational trust differs from intra-organisational trust as the organisational bond, 

membership and the association of belonging to the same corporation or company is absent. 

Another difference between intra- and inter-organisational trust, is that the former is built between 

geographically separated units of the same corporation, while the latter is built between separate 

firms that are located within close physical proximity (by virtue of belonging  in the same country). 

Inter-organisational trust between MNC subsidiaries and external firms located in the host country 

is built, nurtured and maintained when MNC subsidiaries have embedded social relations with 

local suppliers, local customers and other local agencies. 

 

Inter-organisational trust is built through close social relations between external firms. Being 

separate entities, establishing and nurturing inter-organisational social relations may not be easy, 

as network actors do not have organisational bond binding them. The risks of opportunistic 

behaviours thus emerge in inter-organisational relations, but not in intra-organisational relations. 

However, being located within close physical proximity, inter-organisational trust is relatively easier 

to nurture between separate firms because personal and face-to-face communications and 

meetings are easier to conduct to facilitate relations that transcend beyond arm‟s length. 
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Engaging in transactions with external firms involves uncertainty and risks. Inter-organisational 

relations, in the absence of personal and close relations are like doing business with strangers. 

Inter-organisational relations between separate firms are thus further complicated by uncertainties 

and ambiguities. Trust within the inter-organisational relationships breeds the confidence that the 

other firm does not act opportunistically or take advantage of one‟s situation (Moran, 2005) and 

reduces firms‟ uncertainties. High level of trust within a social network also exerts a more open 

and sincere relations (Bromiley & Cummings, 1995; Moran, 2005; Zaheer & Venkatraman, 1995) 

thus reduces another network actor‟s behavioural uncertainty (Dore, 1983) and defers partners to 

act in self-interested motives to the extent that it would disadvantaged the other party (Zaheer & 

Venkatraman, 1995). Inter-organisational trust is also a mechanism for firms to manage and cope 

with complexity (Luhmann, 1980). By reducing uncertainties and opportunistic behaviours, inter-

organisational trust ensures that resources and knowledge exchanged and shared within the 

relationship are offered in good faith and accurate, that subsidiaries can act upon, develop and 

learn from. Trust is especially valuable in reducing ambiguities and uncertainties when inter-

organisational network members exchange highly tacit knowledge and strategic sources (Nahapiet 

& Ghoshal, 1998).  

 

Inter-organisational trust also creates the confidence that other network actors will behave in 

unsurprising ways. In other words, inter-organisational trust encourages actors to display expected 

behaviours or what Knez and Camerer (1994) called “expectational assets.” One expected 

behaviour among embedded inter-organisational relations is the norm of reciprocity (Dyer & Singh, 

1998; Inkpen & Tsang, 2005; Nahapiet & Ghoshal, 1998). Reciprocal exchanges are not 

necessary instantly expected because with trust, parties in an embedded network are confident 

and committed that the trusted actor will reciprocate at some point in time (McEvily, et al., 2003b). 

The norm of reciprocity deriving from inter-organisational trust creates a two-way channel of 

exchange and contributes to greater information sharing within inter-organisational relations. 

 

Trust in an inter-organisational network reduces transaction costs between network actors 

(Zaheer, et al., 1998). Transaction costs in an inter-organisational relations and exchange include 

(1) search costs, (2) contracting costs, (3) monitoring costs, and (4) enforcement costs (Zaheer, et 



 

 131 

 

al., 1998). Search costs cover the cost by subsidiaries to search for appropriate information, and 

carefully evaluate the sources of the information. Contracting costs equals to the negotiation time 

and the costs of undertaking contractual agreements. Monitoring cost involves the costs to 

guarantee that firms within the network meet their obligations of the relationships. Enforcement 

costs are associated with the costs in cases of agreement breaches or when parties of the network 

do not conform to their agreed-upon obligations. I argue here that inter-organisational trust 

reduces transaction costs associated with contractual relationships. In the presence of trust within 

inter-organisational network, formal contracts and time-consuming negotiations are minimised 

(Dyer, 1997; Dyer & Singh, 1998). Inter-organisational trust also acts as efficient governance 

mechanism to „safeguard‟ network actors (Bromiley & Cummings, 1991; Bromiley & Cummings, 

1995; Zaheer & Venkatraman, 1995) from breaches of contracts and unexpected costs arising 

from maintaining the relationships. Inter-organisational trust between subsidiaries and local firms 

in the host country reduces the transaction costs and increases transaction value (Dyer, 1997). 

When subsidiaries maintain embedded inter-organisational relations grounded by relational trust 

with external firms in the host country, they belong to an inter-organisational network that is not 

costly to maintain and provide benefits to them, that guarantees continuing access to knowledge 

and resources located within the external firms. 

 

Trust provides access to valuable knowledge and resources not otherwise available to firms that 

do not belong in the network, and to firms within the network that have not gained relational trust. 

Trust provides firms with the confidence to disclose and reveal valuable knowledge and strategic 

resources (Dyer, 1997) thus opens access to these resources (McEvily, et al., 2003b). Inter-

organisational trust minimises the concern that the other firm may abuse and take advantage of 

the disclosed knowledge (Inkpen & Tsang, 2005; Nahapiet & Ghoshal, 1998) and promotes the 

sharing and exchanging of fine-grained information and knowledge, which relates to the second 

dimension of local embeddedness discussed in the following section. 

 

When inter-organisational trust is established between subsidiaries and their local suppliers, local 

customers and other local agencies, the motivation to mutually share and exchange knowledge 

(McEvily, et al., 2003b; Nahapiet & Ghoshal, 1998) arise. In addition to the motivation to share 
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knowledge, the willingness to part with valuable knowledge also emerge in inter-organisational 

relations defined by the presence of high inter-organisational trust (Nahapiet & Ghoshal, 1998). 

Inter-organisational trust thus, promotes the motivation and willingness to share knowledge within 

the network. 

 

Building from these arguments, I develop the hypotheses that subsidiaries‟ inter-organisational 

trust in local suppliers, local customers and other local agencies facilitate reciprocal sharing of 

knowledge, provides access to valuable external knowledge, and minimises transaction cost of 

sharing knowledge, all of which assist subsidiaries in learning and innovating from their local 

counterparts. Firms‟ relationships with suppliers and customers facilitate subsidiaries‟ knowledge 

acquisition and learning capabilities (McEvily, et al., 2003b; McEvily & Zaheer, 1999; Yli-Renko, et 

al., 2001; Zahra, Ireland, & Hitt, 2000). I extend this argument and propose that subsidiaries‟ inter-

organisational trust in local suppliers, local customers and other local agencies promotes localised 

subsidiary innovation, and ultimately lead to greater vertical and horizontal knowledge outflows. 

 

H4a:  Inter-organisational trust in local suppliers is positively associated with vertical knowledge 

outflows through localised subsidiary innovation. 

H4b: Inter-organisational trust in local suppliers is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 

H4c:  Inter-organisational trust in local customers is positively associated with vertical 

knowledge outflows through localised subsidiary innovation. 

H4d: Inter-organisational trust in local customers is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 

H4e:  Inter-organisational trust in other local agencies is positively associated with vertical 

knowledge outflows through localised subsidiary innovation. 

H4f: Inter-organisational trust in other local agencies is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 
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3.3.2.3 Information Sharing 

The transfer and sharing of information are sticky when they occur within an inter-organisational 

network (Uzzi, 1999; Uzzi & Lancaster, 2003), compared to an intra-organisational network. Inter-

organisational network involves the exchange of valuable information with members of a network 

that do not belong to the same corporation. Information refers to message flows that can be 

combined, restructure, and created to generate knowledge (Nonaka, 1994), while knowledge is the 

information flows that one can exploit, combine and learn from (Dretske, 1981). I use the term 

„information‟ in local embeddedness to emphasise that exchange transactions between separate 

entities involves the exchange of information that subsidiaries can gauge from, exploit, combine 

and innovate to generate new knowledge, which is transferred to members in their intra-

organisational network. 

 

Interactions and communications within an inter-organisational network occur between network 

members that belong in separate entities. Opportunistic behaviours, uncertainties and ambiguities 

arise between network members because of the possibility of appropriating the information 

disclosed to external firms (Nooteboom, Berger, & Noorderhaven, 1997). The likelihood of 

knowledge appropriation, abuse and leakage to competitors are there in an inter-organisational 

network, especially when subsidiaries‟ local suppliers are also suppliers to subsidiaries‟ 

competitors within the local or regional markets. However, in embedded inter-organisational 

relations, information sharing crossing firm boundaries is more likely to happen less 

problematically as the exchange and sharing of information occurs under conditions of closely knit 

relations that breed good faith behaviours between the embedded network actors. 

 

In this framework, I argue that local embeddedness encourages the sharing of not just any 

information, but fine-grained, proprietary, tacit, complex and holistic information (McEvily & 

Marcus, 2005; Uzzi, 1996, 1997). Subsidiaries and their local networks share fine-grained and 

complex information that are packaged holistically, rather than fragmented, divisional information 

(Uzzi, 1996). The fine-grained information shared between subsidiaries and their local networks 

allow subsidiaries to exploit, combine, and innovate. This type of information extends beyond 

financial figures, price data and other well-known, widely available facts. Fine-grained information 
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sharing does not occur in arm‟s length relationships (Hansen, 1999; Reagans & McEvily, 2003), 

and are only shared between trusted network actors. Socially embedded relationships between 

subsidiaries and the local firms provide richer channel to exchange fine-grained information that 

are highly credible and understandable (Uzzi, 1996). Locally embedded relationships also promote 

the sharing of complex information, that could not have been otherwise shared in weaker inter-

organisational networks (Hansen, 1999; Reagans & McEvily, 2003). The embedded inter-

organisational relationships that subsidiaries build with their local networks allow frequent 

communications and interactions to jointly interpret and come up with a common understanding of 

the shared information. The sharing of fine-grained information with local networks allows 

subsidiaries to infuse their own existing knowledge and values into the fine-grained information to 

create novel knowledge. Thus, I argue that subsidiaries‟ local embeddedness facilitates greater 

fine-grained information sharing to facilitate subsidiaries‟ innovation and develop their own unique 

knowledge stock. 

 

Subsidiaries‟ local embeddedness with external firms in the host country creates the cohesion and 

dense relationships that make network members to place greater value to the information being 

exchanged (Nahapiet & Ghoshal, 1998; Zaheer & Venkatraman, 1995) and thus confers the 

exchange of more than just explicit and surface information. Local embeddedness provides firms 

with the confidence that the information that have been made available to them by the other party 

is genuine, and accurate, thus allow firms to react and respond immediately (Uzzi, 1999). Thus, I 

argue that subsidiaries‟ inter-organisational relations with local suppliers, local customers and 

other agencies allow subsidiaries to obtain valuable and proprietary information from their local 

relations, and are able to act on the knowledge immediately. The value placed on the information 

obtained from subsidiaries‟ local relations positively contributes to localised subsidiary innovation, 

equipping subsidiaries with sound information to innovate and build solid knowledge stock and 

ultimately engage in greater vertical and horizontal knowledge outflows. 

 

Subsidiaries‟ local embeddedness with local suppliers, customers and other local agencies 

promotes higher frequency and diversity of information exchanges (Cho & Lee, 2004). The higher 

frequency of information sharing provides subsidiaries with a good amount of information from 
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which they can build upon to generate new knowledge. Greater frequency of information sharing 

also is more likely to include the sharing of diversified and varied information on various issues 

pertaining to the relationships. Subsidiaries‟ local social networks that include their suppliers, 

customers and other local agencies also permit subsidiaries to accurately evaluate each network 

actors‟ area of expertise, and therefore gauge proprietary and accurate information related to their 

areas of expertise, reducing the cost and time for information search and exploration. Frequent 

information sharing within subsidiaries‟ local inter-organisational networks also contribute to a 

greater amount of information on which subsidiaries can innovate and learn, to build their own 

valuable knowledge stock to be shared with HQ and peer subsidiaries. 

 

In the conceptual framework of local embeddedness, I argue that socially embedded inter-

organisational relationships mitigate uncertainties of the exchange process and create value to the 

information being shared. Information sharing between embedded inter-organisational networks 

also allows not just any information, but fine-grained, complex, tacit and holistic information that 

subsidiaries can create value and generate innovations. Locally embedded relations also spur 

more frequent and diversified information that subsidiaries can combine with their existing 

knowledge pool and generate innovation to develop their own unique knowledge reservoir, to be 

ultimately shared with HQ and peer subsidiaries. The following hypotheses are proposed. 

 

H5a:  Information sharing with local suppliers is positively associated with vertical knowledge 

outflows through localised subsidiary innovation. 

H5b: Information sharing with local suppliers is positively associated with horizontal knowledge 

outflows through localised subsidiary innovation. 

H5c:  Information sharing with local customers is positively associated with vertical knowledge 

outflows through localised subsidiary innovation. 

H5d:  Information sharing with local customers is positively associated with horizontal knowledge 

outflows through localised subsidiary innovation. 

H5e: Information sharing with other local agencies is positively associated with vertical 

knowledge outflows through localised subsidiary innovation. 
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H5f: Information sharing with other local agencies is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 

 

3.3.2.4 Joint Problem-solving 

In inter-organisational relations, innovation and knowledge generation require more than just trust 

and information exchange. Forming close embedded relations with local firms in the host country 

facilitates the exchange of information between external firms. However, in order for subsidiaries 

to innovate from their local networks, the firms within the network need to work together through 

the problems and challenges. McEvily and Marcus (2005) conceptualised joint problem-solving 

dimension in an inter-organisational relational settings to demonstrate the acquisition of knowledge 

and capabilities resulting from inter-organisational social networks. Joint problem-solving is 

defined as the extent that embedded network members “share the responsibility for maintaining 

the relationship itself and for problems that arise as time goes on” (Heide & Miner, 1992, p. 275). 

Embedded relationships perform as “problem-solving mechanisms that enable actors to coordinate 

functions and work out problems on the fly” (Uzzi, 1997, p. 47). Trust, information sharing and joint 

problem-solving are admittedly related as they entail characteristics of a social structure, but the 

dimensions are conceptually different, thus examined and tested independently (Uzzi, 1997). 

 

Joint problem-solving dimension within an embedded inter-organisational networks further 

enhances subsidiaries‟ innovations because network actors try to work together for the solutions 

rather than abandon the problems (McEvily & Marcus, 2005). Joint problem-solving is a 

characteristic of a particularly embedded inter-organisational relationships compared to arm‟s 

length relationships, because embedded network members will be motivated to solve the problems 

together as they belong to a strong partnership. Compared to arm‟s length relationships, network 

members do not have a reason to stay in the relationship when problems and issues occur. With 

the endurance to stay in the relationships, subsidiaries and their local networks have the 

opportunities to discuss the issues, provide meaningful feedbacks to each other, and observe and 

experience problem solutions specific to the relationships (Uzzi, 1996, 1997). These opportunities 

equip subsidiaries to draw from the joint discussion, experience, and solutions and generate the 
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competence to increase their innovations drawing from their local networks. Uzzi (1997) puts the 

argument nicely that “working through problems promotes learning and innovation” (p. 47). 

 

Joint problem-solving between network members promotes innovation through the development of 

relationship- and problem-specific assets such as shared language, codes and routines that can 

further enhance innovations (McEvily & Marcus, 2005). Joint experiences in solving problems 

contributes extensively to the development of subtle shared meaning and experiences through 

enduring problem-solving interactions and negotiations (Inkpen & Tsang, 2005; Nahapiet & 

Ghoshal, 1998). These shared meanings and experiences with embedded network members allow 

the appreciation of and carry greater value towards the resources exchanged through the 

embedded relations. Joint problem-solving can also lead to shared cognitions and shared 

narratives  shared exclusively by the embedded network members and serve as “powerful means 

in communities for creating, exchanging, preserving rich sets of meaning” (Nahapiet & Ghoshal, 

1998, p. 254). Joint problem-solving, in other words, generate network-specific codes and 

language that are valuable assets to network members (Kogut & Zander, 1992) that produce new 

interpretations and solutions to problems, and in doing so facilitates subsidiaries‟ localised 

innovation. 

 

Building from these arguments, subsidiaries‟ local embeddedness moves beyond arm‟s length 

relationships to strengthen the binds of the inter-organisational networks to create two-way 

effective problem-solving channels, and encourage subsidiaries to generate innovations from their 

local networks  (Andersson, Blankenburg Holm, & Johanson, 2007; Dhanaraj & Parkhe, 2006; 

McEvily & Marcus, 2005; Powell, 1990; Rowley, et al., 2000; Simard & West, 2006; Uzzi, 1996, 

1997). Greater localised subsidiary innovation from embedded inter-organisational networks 

allows subsidiaries to engage in greater vertical and horizontal knowledge outflows. Thus, 

subsidiaries local network embeddedness fosters joint problem-solving with their local suppliers, 

local customers and other local agencies that cultivate localised subsidiary innovation, and 

ultimately lead to greater vertical and horizontal knowledge outflows. The following hypotheses are 

proposed. 
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H6a:  Joint problem-solving with local suppliers is positively associated with vertical knowledge 

outflows through localised subsidiary innovation. 

H6b: Joint problem-solving with local suppliers is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 

H6c:  Joint problem-solving with local customers is positively associated with vertical knowledge 

outflows through localised subsidiary innovation. 

H6d: Joint problem-solving with local customers is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 

H6e:  Joint problem-solving with other local agencies is positively associated with vertical 

knowledge outflows through localised subsidiary innovation. 

H6f: Joint problem-solving with other local agencies is positively associated with horizontal 

knowledge outflows through localised subsidiary innovation. 

 

The conceptual framework integrating subsidiaries internal and local network embeddedness is 

presented in Figure 3.3. The figure illustrates that subsidiaries‟ dual network embeddedness have 

different influence to vertical and horizontal knowledge outflows. Subsidiaries‟ internal 

embeddedness has direct positive influence to vertical and horizontal knowledge outflows, while 

their local embeddedness is related to vertical and horizontal knowledge outflows through 

localised subsidiary innovation. 
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Figure 3.4 Subsidiaries' Dual Network Embeddedness and Vertical and Horizontal Knowledge 
Outflows: A Conceptual Framework 
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Chapter 4 RESEARCH DESIGN, METHODS AND OPERATIONALISATION OF VARIABLES 

 

This chapter explains the research design of the study, the justifications of mixed methods and the 

operationalisation of the variables in the conceptual framework. 

 

4.1 Research Design: Mixed-methods Approach 

Mixed methods combine both qualitative and quantitative methods of collecting and analysing data 

in a single study (Creswell, 1999, 2003; Hammersley, 1996). Combining qualitative and 

quantitative methods is not a recent phenomenon. Trow (1957) suggested as early as in 1957 to 

“be done with the arguments of participant observation versus interviewing . . .  and get on with the 

business of attacking our problems with the widest array of conceptual and methodological tools 

that we possess and they demand” (p. 135). However, the idea to integrate both qualitative and 

quantitative methods was only embraced when Sieber (1973) called for combining and linking both 

methods to take advantage of both methods‟ strengths for a more rigorous approach at all stages 

of research – design, data collection, and analysis. Creswell, Clark, Gutmann, and Hanson (2008) 

pointed out that scholars have used various definitions and terminologies – multitrait-multimethod 

approaches (Campbell & Fiske, 1959), integrating qualitative and quantitative approaches (Glik, 

Parker, Muligande, & Hategikamana, 1986-1987; Steckler, McLeroy, Goodman, McCormick, & 

Bird, 1992), interrelating qualitative and quantitative data (Fielding & Fielding, 1986), 

methodological triangulation (Morse, 1991, 2008), multimethodological research (Hugentobler, 

Israel, & Schurman, 1992), multimethod designs and linking qualitative and quantitative data 

(Miles & Huberman, 1994) combining quantitative and qualitative research, (Bryman, 1998; 

Creswell, 1994), mixed model studies (Datta, 1994), and mixed methods research  (Caracelli & 

Greene, 1993; Greene, Caracelli, & Graham, 1989). The underlying concept of the approach is 

combining different methods in one study (Creswell, et al., 2008). I use the term „mixed methods 

research‟ following Creswell et al. (2008). Their definition of mixed methods fully captures the 

various features of mixed methods study suggested by the above-mentioned scholars. They define 

mixed method study as  
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“...the collection or analysis of both quantitative and/or qualitative data in a single study in 

which the data are collected concurrently or sequentially, are given a priority, and involve the 

integration of the data at one or more stages in the process of the research” (2008, p. 165).  

 

The primary aim of mixing methods is to capture a complete, holistic picture of the subject matter, 

presumably with the aim to uncover something that might have been missed with a simpler 

research design (Jick, 1979). Combining qualitative and quantitative data should be “mutually 

illuminating,” (Bryman, 2008b), and not merely add-ons. Integrating methods of research is also 

undertaken to eliminate potential bias and validity issues (Blaikie, 1991), that the weakness of 

using a single method can be offset by the strength of the other (Blaikie, 1991; Bryman, 2008b).  

 

Traditionally, three primary approaches of mixed methods research are triangulation, facilitation 

and complementarity (Hammersley, 1996). Triangulation method uses both quantitative and 

qualitative methods to strengthen findings and analyses on the same issue or problem (Denzin, 

1978) either sourcing from multiple data sources (data triangulation) or the use of various methods 

(methodological triangulation). Facilitation approach is undertaken when one method of research 

supports another research method. The mixed approach attempts to offset the weakness of one 

method, with the strengths of another. Complementarity approach is used when both research 

methods are employed, but one method is particularly used to further ground different areas of the 

research. Mixed methods have since undergone further developments especially in the nursing, 

public health and education disciplines, with various models (Steckler, et al., 1992), types (Morse, 

1991), and classifications (Creswell, et al., 2008) of mixed methods are proposed, developed and 

discussed. Mixed method is also proposed to be the “third methodological paradigm” (Johnson & 

Onwuegbuzie, 2004; Tashakkori & Teddlie, 2003). With the development and perceived 

practicalities of mixed methods, various motivations of employing mixed method approach emerge 

(For a comprehensive review of various reasons and rationales for adopting mixed method, please 

see Bryman (2008b). 

 

Even though mixed methods have been widely utilised and practiced by social scientists in the 

field of health sciences and nursing (e.g., Morse, 1991), organisational behaviour , political science 
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(Topper, 2005), and psychology (Hanson, Creswell, Clark, Petska, & Creswell, 2005),  its use in 

the field of business and management is gaining popularity (Bryman, 2008a) albeit still at the 

adolescent stage (Tashakkori & Teddlie, 2003). Particularly in IM and IB research, the choice of 

methodological approach has mainly been driven by studies in the social sciences (Hurmerinta-

Peltomäki & Nummela, 2004). While quantitative methods are still the preferred approach in IM 

and IB  research (Hurmerinta-Peltomäki & Nummela, 2006), mixed methods is increasingly used 

(e.g., Andersson, Forsgren, & Holm, 2001; Barner-Rasmussen, 2003). 

 

Following the benefits and advantages of adopting mixed methods outlined by Creswell et al. 

(2003) and Hurmerinta-Peltomäki and Nummela (2006), I adopt both qualitative and quantitative 

collection and analyses of data. To explain and justify the mixed methods design of this study, I 

use the framework developed by Hurmerinta-Peltomäki and Nummela (2004) primarily because 

the authors specifically focus on the issue of choosing mixed methods design in IM and IB 

research. Hurmerinta-Peltomäki and Nummela‟s framework is built upon the features of mixed 

methods proposed by mixed methods scholars from other disciplines (Bryman, 2008a; Creswell, et 

al., 2008; Morse, 2008). The choice of mixed methods in my study is explained in terms of the 

purpose, role and order of combining both qualitative and quantitative approaches following 

Hurmerinta-Peltomäki and Nummela‟s framework. 

 

The purpose of mixed methods can be knowledge based, topic related or method related, or a 

combination of the three (Hurmerinta-Peltomäki & Nummela, 2004, 2006). Knowledge based 

purpose of conducting mixed method relates to the testing and building on an already sound 

theoretical concept that lacks empirical evidence, or developing a theoretical concept that is 

absent from a heavily empirically tested phenomenon. The purpose of mixing methods of inquiry is 

to build on the existing knowledge base of the interested subject or phenomenon. Topic-related 

purpose of mixing methods is when the subject of inquiry has suffered from either insufficient or 

disparate theoretical support or empirical evidence. The existing phenomenon has little information 

or knowledge to offer because of the novelty of the context for the existing theory or the novelty of 

the theory for a particular phenomenon. Using mixed methods, on the other hand, may be method-

related when the population of the study is not known.  
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I use mixed methods for a topic-related purpose. Knowledge outflows from MNC subsidiaries have 

been the subject of interest in IM research, but its empirical analyses and insights have mainly 

been applied in the Western context (e.g., Gupta & Govindarajan, 2000; Hurmerinta-Peltomäki & 

Nummela, 2004, 2006; Mahnke, et al., 2005; Schulz, 2001), China (Andersson, et al., 2005; Li, 

2005; Li, Barner-Rasmussen, et al., 2007), and Korea (Cho & Lee, 2004). Examining a novel 

context, a phenomenon that is primarily understood in other contexts deserves dovetailing and 

further understanding that can only be captured through the use of mixed method.  

 

Apart from a novel context, the topic of subsidiaries‟ dual network embeddedness attempts to 

capture the diverse social relations that subsidiaries have and maintain with various stakeholders, 

both internally within the corporation, and locally in the host country. To apply only a single method 

of inquiry, for example the quantitative method, insufficiently captures the diverse social relations 

that subsidiaries form because survey questionnaires may be completed by managers who, 

because of their functions and roles in the subsidiaries, do not have relations with all types of 

social relations. Integrating survey questionnaires with semi-structured interviews with 

subsidiaries‟ managers allow further explication and examination of the various social relations in 

the subsidiaries. While survey questionnaires allow the patterns of social relations in subsidiaries 

to be examined, the phenomenon of knowledge outflows to be scrutinised, and the relationships 

between various social relations and knowledge outflows to be investigated, the semi-structured 

interviews further explain and enhance the understanding of how subsidiaries manage, balance 

and make use of multiple social relations. Semi-structured interviews further explain the different 

functions of different social network embeddedness and expose how subsidiaries yield different 

benefits from different social network embeddedness. This also coincides with the 

complementarity purpose of mixing methods (Greene, Caracelli, & Graham, 2008). The use of 

mixed methods for complementarity purpose uses the findings from one method to clarify and 

illuminate those of the other method, and also increases the interpretability and meaningfulness of 

the findings.  
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Furthermore, the research question of my study asks the question of how subsidiaries‟ network 

embeddedness fosters or hinders knowledge outflows. The research question also seeks 

explanations of subsidiaries‟ difficulties and dilemma to manage internal and local networks, in 

order to learn and engage in knowledge outflows. The use of mixed methods in this study is able 

to provide deeper and richer explanations as to how subsidiaries manage dual network 

embeddedness and how it influences knowledge outflows. A mono-method study, for example, 

only using quantitative data collection and analysis will provide less rich contributions to answer 

the research question of this study. Using mixed methods approach in the design of this study 

therefore, relates to the expansive and less restricting approach to provide more accurate answers 

and explanations to the research question (Johnson & Onwuegbuzie, 2004). 

 

Also on the topic-related argument, the topic of interest of my study relates to the social networks 

and social interaction, and how these social phenomenon influence organisational actions on 

knowledge outflows. Using mixed methods approach in my study, I argue, would only be 

appropriate because mixed methods approach acknowledges the influence of social realities and 

interactions in the search and construction of the „truth‟ (Johnson & Onwuegbuzie, 2004). Because 

my study examines social capital dimensions and social network embeddedness in relation to 

organisational actions and outcomes, I argue that I should also engage socially with the 

respondents in the fieldwork in order to accurately report and examine how they engage and 

interpret their own social realities with regards to engaging and belonging in multiple networks. 

Also, the research question of my study, as emphasised in Chapter 1, moves away from the 

structural properties of network embeddedness. Had my focus been on the structural 

embeddedness, mono-method quantitative method using scientific inquiries and statistical models 

would suffice. But because I focused on the relational and cognitive dimensions of social capital, 

interacting with and observing the respondents during interviews will generate deeper explanations 

of the phenomenon of dual network embeddedness and vertical and horizontal knowledge 

outflows. To reiterate, mixed methods research design was the optimal approach, driven by the 

ontological perspective of my research topic. 
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The role of mixed methods refers to the importance or emphasis of one method relative to the 

other (Creswell, et al., 2008; Hurmerinta-Peltomäki & Nummela, 2004). The role of the different 

methods can be equally important or one method can dominate the other. The role of quantitative 

and qualitative methods in this study is equally important, with both quantitative and qualitative 

data collection and analyses are undertaken and used to provide interpretation and examination to 

different phenomena of subsidiaries‟ dual network embeddedness and knowledge outflows. The 

equal importance placed on both qualitative and quantitative methods in this study is because of 

the constraints arising from the data collection process (Creswell, et al., 2008). Administering 

questionnaires in a premature research context, particularly in non-Western developing countries, 

has always been associated with low response rate (Ahmed, Mohamed, Johnson, & Meng, 2002; 

Edwards, Ahmad, & Moss, 2002; Giroud, 2000; Mustaffa, Abdul Rashid, & Sambasivan, 2007), 

and the data collection in Malaysia has confirmed these observations. In my study, the quantitative 

data collection and analysis are used to explicate relationships among the network embeddedness 

and knowledge outflows, while the qualitative data collection and analysis are used to explain 

subsidiaries‟ dual network embeddedness phenomenon. 

 

The choice of mixed methods is also determined by the order of how the different methods are 

actually implemented in the research. The order of the use of different methods can follow 

sequential or parallel (Creswell, et al., 2008; Hurmerinta-Peltomäki & Nummela, 2004) depending 

on the objectives of the research. Sequencing the quantitative method after the qualitative method 

normally entails the desire to explore the phenomenon first before testing it on a larger population. 

Conversely, implementing quantitative method before qualitative method demonstrates the 

intention to test the variables in a larger population first, and integrate qualitative analyses to 

further provide depth into the quantitative findings (Creswell, et al., 2008). Conducting qualitative 

and quantitative methods in parallel, on the other hand, allows the different facets of the research 

questions to be answered by different methods of inquiry. I have concurrently applied qualitative 

and quantitative methods in both the data collection and the analysis stages of the research. 

Questionnaires and semi-structured interviews were administered and conducted during the same 

period in this study. Qualitative and quantitative data are also concurrently reported in the findings 

and analyses sections. The choice of parallel order of different methods for this study relates back 
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to the context of the research. Bearing in mind the potential low response rates of survey 

questionnaires in the Malaysian context and the traditional low level of cooperation between the 

academic and the business communities, I designed the research to use mixed methods to gather 

maximum data and information to examine knowledge outflows and dual network embeddedness 

of MNC subsidiaries in Malaysia.  

 

To reiterate the justifications of choosing mixed methods in the design of this study, I have argued 

that the topic and the research question of this study beg for deeper and richer explanations that 

can only be provided by adopting quantitative surveys and qualitative interviews. The sole use of 

quantitative method may miss the more condensed explanations of how subsidiaries manage their 

dual network embeddedness. The interview data can provide relevant details, not captured in the 

questionnaire survey, of why subsidiaries do not form embedded relations with certain networks, 

which can be used to deduce why subsidiaries engage in less (or more) knowledge outflows. 

Because of the novelty of the research context too, using mixed methods approach will generate 

new and emergent findings that have not been reported in previous related studies in other 

contexts. Mixed methods of inquiry is also a form of cross-validation of the data collected in the 

study (Jick, 1979; Peterson, 2004). Figure 4.1 summarises the research design of this study. 

 

Self-administered questionnaires to subsidiary managers and semi-structured interviews with 

subsidiary managers were conducted. I combine survey questionnaires on the quantitative side, 

and interviews on the qualitative side, and this is the predominant mixed methods (Bryman, 

2008a). I also concurrently analysed and discussed the quantitative and qualitative findings. 

Adopting mixed methods of inquiry, especially in IM research promotes greater understanding, 

significance and meaning of the interested phenomenon (Hurmerinta-Peltomäki & Nummela, 

2004), in this case subsidiaries‟ dual network embeddedness and vertical and horizontal 

knowledge outflows.  
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Figure 4.1 Research Design 

 

The research design of this study takes careful account of the context of research, which is 

Malaysia. I have referred to the research context numerous times as the factor that drives the 

design of this research. Previous research on MNC subsidiaries has primarily employed purely 

quantitative methods, mainly in the context of developed countries like the USA (e.g., Foss & 

Pedersen, 2002; Holm & Sharma, 2006; Schmid & Schurig, 2003; Schulz, 2001; Schulz, 2003), 

Scandinavian and other European countries (e.g., Andersson, Forsgren, et al., 2007; Frost & 

Zhou, 2005; Mu, et al., 2007; Phene, et al., 2005; Schulz, 2001, 2003), and Australia (Johnston & 

Paladino, 2007), in which participation of managers in academic research is not a rare 

phenomenon. Studies of MNCs in emerging markets like China (Buckley, Carter, Clegg, & Tan, 

2005; Hong, Easterby-Smith, & Snell, 2006; Wang, et al., 2004), Brazil and Mexico (Sparkes & 

Miyake, 2000), and Russia (Engelhard & Nägele, 2003) have primarily used qualitative methods. 

While there is no concrete evidence on the reasons of the adoption of primarily qualitative 

methods in non-Western, developing countries such as those mentioned above, I can only 

speculate that this is because the studied phenomenon is novel in these contexts. The novelty of 

the context motivates researchers to adopt qualitative method of inquiry to dig the phenomenon 

deeper. Another possible explanation is the lack cooperation between research and business 

communities, which can breed the feelings of distrust and uncertainties by the business 
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communities of the academic communities‟ interests and motives in conducting research about 

them and about their firms. Research in these countries almost always involved at least one 

researcher who come from a developed country as in Buckley et al. (2005) on knowledge transfer 

of MNCs in China and Edwards et al. (2002) Malaysian subsidiaries‟ autonomy. This adds to the 

„validity‟ of the research, as potential respondents in non-Western, developing countries generally 

highly regarded foreign interest and involvement of their firms. I now turn to a section specifically 

on conducting research in emerging countries such as Malaysia.  

 

4.2 Collecting Data in Non-Western Developing Countries: Specificities and Challenges 

While conducting management research always presents a challenge, a far more challenging task 

lies ahead when one ventures into a premature academic research context. I use the term 

„premature research context‟ to refer to a context in which academic research has not met the 

„international standard,‟ a situation that Napier, Hosley, and Nguyen (2004, p. 385) describe 

Vietnam. The „international standard research‟ refers to those that qualify for publications in 

internationally refereed journals (Napier, et al., 2004). The country context of my study, Malaysia, 

is similar to Vietnam. They both belong to the Southeast Asian region, and highly dependent on 

foreign investments (Giroud, 2000). The Malaysian context has been very limitedly covered in 

international refereed journals especially in IB and IM literature (Edwards, et al., 2002; Giroud, 

2007; Mustaffa, et al., 2007; Syed-Ikhsan & Rowland, 2004). Thus the Malaysian context can also 

be concluded to have not met the international research standard. The experiences and struggles 

of conducting academic fieldwork specifically in IM in challenging contexts have only been recently 

documented (Clark & Michailova, 2004; Marschan-Piekkari & Welch, 2004a). IB and IM scholars 

now realise that methodology and research strategies used and developed in the Western 

research context often do not work effectively when applied and used in transforming and 

transitioning countries like Russia and the Central and Eastern European Countries, and emerging 

contexts like Asia. I discuss the challenges and specificities of conducting research in non-

Western, developing countries, specifically focussing on Asian contexts. 

 

Academic research means different things in different contexts. Unlike the Western research 

context, where managers and researchers have relatively closer links and networks, research 



 

 149 

 

context in the Asian context have seen a different light to the situation. I echo the notion put 

forward by Napier et al. (2004) that academic research in Vietnam, and the greater Southeast 

Asian region, are not geared towards theoretical constructs, that participation of managers and 

business practitioners in academic research have largely been met with unenthusiastic and 

subdued response. Only a handful of international research in the Malaysian context has been 

published in internationally refereed journals (Ahmed, Mohamad, Tan, & Johnson, 2002; Edwards, 

et al., 2002; Giroud, 2000; Giroud, 2007; Mustaffa, et al., 2007). Giroud (2007) examined the 

transfer of knowledge from Japanese MNC subsidiaries in the electronics and electrical sector in 

Malaysia to the local suppliers. Edwards et al. (2000) examined Malaysian MNC subsidiaries‟ level 

of autonomy, while Mustaffa et al. (2007) examined subsidiaries‟ strategic roles. Ahmed, 

Mohamad et al. (2002) did not focus on MNC subsidiaries but rather investigated Malaysian public 

companies‟ risk perception and mode of entry in their internationalisation process.  

 

One of the challenges of conducting academic research in a non-Western, developing country like 

Malaysia, is the lack of cooperation between business practitioners and academic researchers. As 

two top managers of Malaysian subsidiaries mentioned in the interviews, “the academics (in 

Malaysia) are not living in the real world.” The managers have the perception that the 

academicians and management researchers in Malaysia do not have the accurate picture of the 

„real‟ business world thus they see no point of participating in such research. This is the cause of 

the high probability of low response rate in survey questionnaires in Malaysia. Previous IM and IB 

studies reported that only 49 Japanese MNC subsidiaries (Giroud, 2000), 71 subsidiaries 

(Edwards, et al., 2002; Mustaffa, et al., 2007) and 69 Malaysian companies (Ahmed, Mohamed, et 

al., 2002) participated in exclusively quantitative studies. The lack of cooperation between 

business practitioners and academic researchers also contributes to the difficulty of gaining 

access into the organisation to conduct qualitative method of inquiry such as interviews and case 

studies.  

 

Another challenge of conducting academic research in a non-Western, developing country is the 

relatively low prospect of acceptance in international refereed journals, which are almost always 

Western-based. Researchers, particularly in Asia, are criticised for employing research methods to 
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comply with what they perceive the Western-based journals want and increase their chances for 

publishing in the journals, rather than fitting methods to context, research questions and theoretical 

rigour (Ramaswamy, 2007; White, 2002). Western-, particularly, U.S.-based journals‟ focus on 

quantitative papers motivates Asian researchers to adopt primarily quantitative methods and 

undertake comparative and replication studies (Meyer, 2007; White, 2002). To increase Asia-

based management studies‟ acceptance into international or Western-based journals, Asia 

researchers are accused of adopting Western methods and constructs from “mainstream” studies 

(White, 2002). This challenge of conducting research in non-Western, developing country 

compromises the methodological rigour and innovation of management studies in non-Western, 

developing contexts such as Asia, Africa, and Central and Eastern European countries. 

 

Recognising these challenges of conducting research in Malaysia, a non-Western, developing 

country, I adopt and integrate qualitative and quantitative collection and analysis of data. This is in 

line with Ramaswamy‟s (2007) recommendation to Asian researchers to go beyond the traditional 

notion of empirical inquiry, and adopt qualitative research to explicate, explore and describe the 

real issues and business problems in the regions. I contend that conventional methods of testing 

hypotheses are inadequate in my research context. Qualitative method of inquiry will assist me in 

exploring how MNC subsidiaries in Malaysia manage dual network embeddedness and their 

perceptions of various social networks, while quantitative method of inquiry aids to quantify the 

relationship between subsidiaries‟ network embeddedness and knowledge outflows. Research on 

MNC subsidiaries specifically in Malaysia has not employed interviews and case studies. A variety 

of methods should be used to sensitise, induce, and explore the ambiguity of research in 

organisation and management (Clark & Michailova, 2004). In fact, Eckhardt (2004) emphasises 

the need and necessity of methods triangulation when conducting research in China. This has 

inspired me to adopt mixed methods for my study. 

 

4.3 Contextualisation of Research 

Conversations about contextualising research are actively emerging in IM and IB (Hurmerinta-

Peltomäki & Nummela, 2006; Tsui, 2006; Whetten, 2009), and in organisational behaviour and 

studies (Johns, 2006; Rousseau & Fried, 2001). Research contextualisation is an even more 
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important issue for IM field especially when mainstream (read: Western) management theories are 

“borrowed” by novel contexts (read: non-Western contexts) (Meyer, 2006; Whetten, 2009). The 

application and improvement to the “borrowed” theory are more meaningful and locally valuable 

and relevant when the research is conducted in context-sensitive manner (Whetten, 2009). 

Rousseau and Fried (2001) contended that research contextualisation can occur in various stages 

of research – from the formulation of research questions, research location selection, data 

collection, data analysis and interpretation. While admittedly, the theories in which my study is 

grounded are Western mainstream theories, I am aware of the context-specific factors that 

influence my research design and the interpretation of my findings. 

 

The research design – adopting mixed method of inquiry – is a context-sensitive practice. 

Research design in IM and IB fields hinges on the context of the study (Hurmerinta-Peltomäki & 

Nummela, 2006; Johns, 2006; Meyer, 2007; Tsui, 2006). And while quantitative method is 

predominantly used for IB and IM research (Hurmerinta-Peltomäki & Nummela, 2006), mixed 

method is applied when research context is taken into account. As much as I am inspired by 

subsidiary-focused IM research primarily conducted in Scandinavian countries (e.g., Andersson, et 

al., 2005; Andersson, et al., 2002; Hakånson & Nobel, 2000, 2001; Persson, 2006; Schulz, 2001, 

2003) and North America (Gupta & Govindarajan, 2000; Mu, et al., 2007) with their impressive 

response rate for their survey questionnaires, I approach my own research from the context of a 

non-Western developing country, which has not witnessed strong cooperation and collaboration 

between academicians and business practitioners. From my own experience of conducting 

academic research on MNC subsidiaries located in Malaysia in 2003, survey questionnaires were 

unwelcomed and largely ignored by subsidiary managers. I am still motivated to embark on 

conducting survey questionnaires, but I supplement my data collection strategy with semi-

structured interviews, taking serious consideration of the contextual factors of studying a non-

Western developing country context. In fact, a comprehensive review of IB research methodology 

reveals that personal touch and face-to-face interactions are vital to collect data in emerging 

market contexts (Hurmerinta-Peltomäki & Nummela, 2006). Meeting respondents face-to-face thus 

building interpersonal relationships and network is required in studies in Eastern Europe and Asia 

(Michailova, 2004; Shi, 2001). Subsidiary-focused knowledge flows research in non-Western 



 

 152 

 

contexts have integrated interviews and case studies (Buckley, et al., 2005; Sparkes & Miyake, 

2000; Tsang, 1999; Wang, et al., 2004), which illustrate the trend that qualitative method of inquiry 

is relatively more practical in non-Western research contexts. Understanding the contextual factors 

that affect the data collection of my study, I adopt a mixed methods of inquiry for my study of 

subsidiaries‟ dual network embeddedness and vertical and horizontal knowledge outflows. 

 

Contextualisation of research in my study is also embedded in the interpretation of the findings. 

While previous evidence of social capital theory and social network perspective in explaining 

subsidiaries‟ knowledge outflows are derived from studies conducted in primarily Western 

contexts, I am drawing from my own local knowledge of the research context to explain and 

interpret the findings and interpretation (Tsui, 2006). Being a local national, I contribute in terms of 

integrating local knowledge into the interpretation of a „Western-derived‟ model, and hopefully 

generate more locally relevant knowledge and explanation of subsidiary knowledge flows (Tsui, 

2004, 2006; Whetten, 2009), while still contribute to the general subsidiary-focused knowledge 

flows literature. Contextualisation provides an accurate manner of incorporating the context to 

explain, understand and theorise about a phenomena (Tsui, 2006). This section explains the 

contextualisation of this thesis, thus responding to the criticisms that non-Western focused IM 

researchers are not contextually-sensitive by borrowing Western management theories and 

research methods when conducting research in non-Western research contexts (Meyer, 2006; 

Whetten, 2009). The following sections discuss data collection strategies of my thesis. 

 

4.4 Quantitative Data Collection 

Data for the quantitative analysis are gathered through the use of survey questionnaires to the 

targeted sample. The questionnaire uses proven measures from related previous studies. Using 

existing measures strengthens the validity and reliability of the data. Measures for the items in the 

conceptual framework are explained in detail in the following sub-section. 
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4.4.1 Sampling Design  

The population for the present study is managers in MNC subsidiaries located in Malaysia, 

hereafter referred to as subsidiary managers. The sample is taken from the Foreign Companies in 

Malaysia Yearbook 2007. 

 

Two strategies were used to collect responses from the sample population: the conventional mail 

survey and web-based survey. Because of the high probability of low response rate from the 

sample population, all the companies listed in the yearbook were included to be part of the sample 

population. I scanned for the ownership structure of the companies listed in the Yearbook, and 

dropped those that are clearly Malaysian owned or joint-venture set ups. Only wholly-owned MNC 

subsidiaries were included in the sample to ensure that subsidiary managers possess internal 

networks, which are social networks with HQ and peer subsidiaries.  

 

At the earliest stage of the data collection process, I sent emails and phone calls inviting 

participation in survey questionnaires to MNC subsidiary heads, directors or country managers (or 

the equivalent). Only one subsidiary replied positively, and limited the number of questionnaires to 

only 30. Among the reasons offered for the refusal to participate are „confidentiality,‟ „company 

policy,‟ and „other on-going projects in the company that have taken so much of our employees‟ 

time and resources.‟  

 

Different collecting strategies were adopted in lieu of this lack of interest for participation. I proceed 

with the data collection process by reducing the number of questionnaires per subsidiary, taking 

into account the feedbacks from one HR manager, who explained that encouraging thirty 

colleagues to answer a questionnaire, an academic one for that matter, was going to be „difficult.‟ I 

resorted to limiting ten questionnaires for each subsidiary. A cover letter to the subsidiary 

president or the equivalent, providing a brief background of the research and the benefits of such 

participation for the subsidiary were explained. Paid international business reply envelopes were 

included to encourage participation. Follow-up phone calls and e-mails were made to the 

corresponding managers at the subsidiaries. Phone calls were almost always filtered by the 



 

 154 

 

subsidiaries‟ gatekeepers, who either refused to pass the conversation to the intended managers, 

or simply stated their refusal to participate in the research.  

 

Predicting low responses to mailed questionnaires, I also conducted a web-based questionnaire 

survey. E-mail and web-based surveys are increasingly used to gather data and information both 

in the industry (Best & Krueger, 2002), and in the academia (Schaefer & Dillman, 1998; Sheehan 

& Hoy, 1999). Mixing the traditional mail and web-based methods of administering questionnaires 

has been attributed to higher response rates (Cook, Heath, & Thompson, 2000; Roy & Berger, 

2005; Sheehan, 2001). In this study, I utilised a web- or internet-based survey, which has only 

been utilised by researchers as recent as 15 years ago (Roy & Berger, 2005). The questions from 

the questionnaire were uploaded into a web-based interface, and the link is sent to potential 

respondents. I used the popular web-based survey link Survey Monkey 

(www.surveymonkey.com). This web interface is chosen because of its credibility and its 

professional outlook and design. There are two ways of sending web-based questionnaires to 

respondents – embedded and attached (Roy & Berger, 2005), though no proofs were given to 

which method is preferred or yielded better response. In this study, I attached the link to the online 

survey in e-mail correspondence to potential respondents. Incentives in the form of gifts from New 

Zealand were offered to respondents to encourage participation, as suggested by Jobber, Mirza 

and Wee (1991). My data collection process was approved by the University of Auckland Human 

Participants Ethics Committee (UAHPEC) on May 16, 2007 (Reference number 2007/091).  

 

Multiple respondents per subsidiary were sought to participate in the survey. Studies on 

knowledge transfer, sharing and flows in MNC subsidiaries have mainly utilised single informant 

(usually the CEO, country manager, managing director or president) to respond to questionnaires 

(e.g., Björkman, et al., 2004; Cho & Lee, 2004; Zhao & Luo, 2005). I followed previous research on 

knowledge flows/transfer that specifically examined the phenomenon from the social capital theory 

and social network perspective that gathered data from multiple respondents from various 

subsidiaries of two MNCs (Tsai, 2001), and within a single MNC  (Tsai & Ghoshal, 1998). Because 

I seek to examine various relations within MNC subsidiaries, which include relations with HQ and 

peer subsidiaries, and external relations with local suppliers, customers and other local agencies, 
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the use of a single informant in my study, was not suitable. Depending on the role of the managers 

in the subsidiary, a single person may not be engaged in all relations, thus the necessity to have 

multiple respondents from a subsidiary becomes obvious. 

 

Overall, 910 questionnaires were sent, ten questionnaires each to ninety-one wholly-owned MNC 

subsidiaries located in Malaysia. Sixteen subsidiaries responded positively, with a total of 109 

usable questionnaires for data analyses. Table 4.1 summarises the response rate for this study. 

 
Table 4.1 Response Rates 

Item Qty % 

Number of Subsidiaries 91  
Responded 16  
Response rate of subsidiaries (%)  18 
   
Number of questionnaires sent 910  
Number of usable questionnaires 109  
Response rate of survey questionnaires (%)  12 

 

The sixteen MNC subsidiaries that participated in the survey questionnaire are summarised in 

Table 4.2. 

Table 4.2 Summary of Participating MNC Subsidiaries 

Corporate HQ Qty % 

USA 10 63 
Japan 3 19 
Denmark 1 6 
Sweden 1 6 
Germany 1 6 
Total 16 100 
   

Firm Age (as of 2008) Qty % 

1 – 10 5 31 
11 – 20 6 38 
21 – 30 1 6 
31 - 40 4 25 
Total 16 100 
   

Firm Size Qty % 

0 - 999 9 56 
1000 - 1999 3 19 
2000 - 2999 2 13 
3000 – 3999 2 13 
Total 16 100 
   

Sector Qty % 

Manufacturing 11 69 
Oil and gas 3 19 
Consultancy 2 12 
Total 16 100 
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More than half (63%) of the subsidiaries are headquartered in the USA. Three are Japanese MNC 

subsidiaries while one subsidiary each from Denmark, Germany and Sweden. The subsidiaries in 

the sample have corporate HQs in the USA, Japan and Europe, which have been the top three 

sources of foreign direct investment (FDI) in Malaysia for the past five years (Masud, Mohd Yusoff, 

Abd Hamid, & Yahaya, 2008). More than half (69%) of the subsidiaries have been operating in 

Malaysia for 20 years or less. In terms of size, slightly more than half (56%) have less than 1000 

employees. Five subsidiaries have 1000 to 2999 employees and two subsidiaries have employees 

that exceed 3000. In terms of sectors, more than half (69%) of the subsidiaries in the sample 

participate in the manufacturing sector, the sector that has been the largest recipient of FDI 

(Masud, et al., 2008). Furthermore, I also minimised subsidiaries from the services sector, which 

thrive of knowledge flows for operational efficiency. I ensured that the sample subsidiaries 

included sectors that engage in relatively lesser knowledge flows i.e., manufacturing subsidiaries, 

and relatively more knowledge flows i.e., services and trading subsidiaries. I have taken extra care 

to ensure that the sample of subsidiaries in the questionnaire survey is representative of the 

population of foreign subsidiaries in Malaysia, and also minimised the potential selection bias in 

terms of the amount of knowledge flows subsidiaries engage in.  

 

The sample size for this study is 109 (n=109), from the sixteen (16) subsidiaries that participated 

in the questionnaire survey. Multiple responses were received from the sixteen subsidiaries, with 

an average of 7 respondents per subsidiary. Table 4.3 provides a summary of the number of 

questionnaires received from each of the sixteen participating subsidiaries. 
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Table 4.3 Number of Questionnaires by Subsidiaries 

Subsidiary No of 
Respondents 

Corporate HQ Industry 

Subsidiary A  9  Japan Manufacturing, Electronics/Electrical 
     
Subsidiary B 4  USA Consultancy 
     
Subsidiary C  4  USA Manufacturing 
     
Subsidiary D  5  USA Manufacturing, IT/Computers/Software 
     
Subsidiary E  4  USA Consultancy 
     
Subsidiary F  5  USA Oil and gas 
     
Subsidiary G 5  USA Manufacturing, Telecoms/ 

Communications 
     
Subsidiary H 4  USA Oil and gas 
     
Subsidiary I 11  Japan Manufacturing, Chemicals, 

Petrochemicals 
     
Subsidiary J 30  Japan Manufacturing/ Electronics/Electrical 
     
Subsidiary K 5  USA Oil and gas 
     
Subsidiary L 5  Germany Manufacturing, Electronics/Electrical 
     
Subsidiary M 5  Sweden Manufacturing 
     
Subsidiary N 4  USA Manufacturing, Printing/Paper 
     
Subsidiary O  4  USA Manufacturing 
     
Subsidiary P  5  Denmark Manufacturing, Pharmaceutical 

Total 109    

 

All 109 respondents answered questions relating to internal networks – with HQ and peer 

subsidiaries. Questions relating to relations with local firms varied according to the respondents‟ 

roles and responsibilities in the respective subsidiaries. Whether they have relations and 

interactions with local firms also depends on their roles and functions in their respective 

subsidiaries. Therefore, the sample size for local relations varied, with 103 relations with local 

suppliers, 99 relations with local customers, and 94 relations with other local agencies. Table 4.4 

summarises the sample for this study. 
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Table 4.4 Sample Size 

Relations Sample Size 

Internal Relations   
 Relations with HQ 109  
 Relations with peer subsidiaries 109  
 
Local Relations 

  

 Relations with local suppliers 103  
 Relations with local customers 99  
 Relations with other local agencies 94  

 

4.4.2 Operationalisation of Variables 

In this section, I present the measures for dependent variables (knowledge outflows and localised 

subsidiary innovation), three independent variables of internal embeddedness (intra-organisational 

trust, organisational identification with HQ, and shared vision), three independent variables of local 

embeddedness (inter-organisational trust, information sharing and joint problem-solving) and the 

control variables. 

Dependent Variable - Knowledge Outflows 

The dependent variables for this study are vertical and horizontal knowledge outflows. Following 

Schulz (2001), the definition of knowledge flows is provided at the beginning of the section in the 

questionnaire to ensure that respondents accurately understand the phenomenon of interest. The 

following excerpt was inserted at the beginning of the questionnaire. 

 

„We define knowledge flows as the transmission of know-how and information from one 
organisational unit to another organisational unit.‟ 
 

Following Gupta and Govindarajan (2000), my study focuses on procedural knowledge, rather 

than declarative knowledge. The distinguishing factor between procedural and declarative 

knowledge is also provided at the beginning of the section in the questionnaire to direct 

respondents‟ answers to refer to the flows of procedural knowledge from their subsidiary to the 

intended recipients. Respondents are also given hints on the channels and the ways procedural 

knowledge flows in and across units. These were practices adopted from Schulz (2001). The 

following is excerpts at the beginning of the questionnaire. 

 

„Hint: Knowledge in organisations can be categorised into two types: declarative knowledge and 
procedural knowledge. Declarative knowledge is factual information or data such as monthly or 
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annual financial data, marketing data, manuals and standard operating procedures. Procedural 
knowledge refers to expertise and know-how such as business practices, how to deal with external 
agencies, product and process designs, distribution know-how, tricks-of-the-trade etc. We would 
like you to focus on procedural knowledge in your subsidiary.‟ 
 

Measures for vertical and horizontal knowledge outflows are adapted from Schulz (2001). 

Respondents were asked to indicate whether they provide a great deal of knowledge that they 

control in their subsidiary to HQ and peer subsidiaries. To capture a more in-depth occurrence of 

knowledge outflows from MNC subsidiaries, questions that ask whether knowledge flows across 

departments in the same subsidiary, to the same and different departments located in the HQ and 

to the same and different departments in peer subsidiaries were also added. These questions 

follow exactly the same wording used in Schulz (2001). Respondents indicate their answers to 

these statements on a 7-point Likert scale (a score of 1 for strongly disagree and 7 for strongly 

agree). Referring to the questionnaire in Appendix A, statement A1 measures vertical knowledge 

outflows, and A2 measures horizontal knowledge outflows. Statement A8 measures vertical 

knowledge inflows, and A9 measures horizontal knowledge inflows. Statements A3 through A7 

and A10 through A14 capture various subsidiaries‟ knowledge flows. 

 

I also included subsidiaries‟ perceived benefits of vertical and horizontal knowledge outflows. 

These are measured by single item each adapted from Ambos et al. (2006). The measure 

originally assessed HQ‟s perceived benefits of knowledge received from its subsidiaries. The items 

are adapted to fit into the current study and asked respondents to indicate their perceived benefits 

of engaging in vertical and horizontal knowledge outflows. Respondents were asked to indicate to 

what extent their subsidiary‟s operations have benefited greatly from vertical (statement A15) and 

horizontal knowledge outflows (statement A16) on the 7-point Likert scale (a score of 1 for strongly 

disagree and 7 for strongly agree). Statements A17 and A18 measured benefits of knowledge 

vertical and horizontal knowledge inflows, respectively.  

 

Dependent Variable - Localised Subsidiary Innovation 

Localised subsidiary innovation indicates the extent to which the subsidiary has learned and made 

innovations from the ideas, sources and knowledge gained from the host country. The measure for 

localised subsidiary innovation is adopted from Mu et al. (2007). Five items are included asking 
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respondents whether the subsidiary has created many new ideas (A21), whether the subsidiary 

has many new ideas (A22), whether the subsidiary has adopted new ideas from the host country 

(A23), whether the new ideas are beneficial to the subsidiary‟s performance (A24), and whether 

the new products and processes created in the subsidiary account for a significant portion of the 

total revenue in the subsidiary (A25). Respondents answer based on a 7-point Likert scale, from 

strongly disagree (1) to strongly agree (7).  

 

Internal Embeddedness 

Internal embeddedness is conceptualised by three dimensions – intra-organisational trust, 

organisational identification with HQ, and shared vision. 

 

Intra-organisational Trust 

Trust in internal embeddedness is intra-organisational trust. The measure for intra-organisational 

trust is adopted from Kostova and Roth (2002). Statements B8 through B14 are the items for 

measuring intra-organisational trust. The items ask respondents (in the subsidiary) whether they 

trust the HQ (B8), whether they think that the HQ are telling the truth (B9), whether the HQ meet 

its obligations to the subsidiary (B10), whether the HQ discuss issues honestly (B11), whether the 

HQ keep its words (B12), whether they feel that the HQ has misled them (B13), whether the HQ 

discusses joint expectations fairly (B14), and whether they could share information openly with the 

HQ without risks of being taken advantage (B15). Respondents were required to indicate their 

answers on a 7-point Likert scale, a score of 1 if they strongly disagree and 7 if strongly agree with 

the statements. 

 

Organisational Identification with HQ 

Two measures of organisational identification of subsidiaries are adapted from Mael and Ashforth  

(1992) and Kostova and Roth (2002). Mael and Ashforth‟s (1992) measure consisted of six items. 

Their measure assessed the level of organisational identification of alumni students of an all-male 

college in north eastern United States. The items were re-worded to suit the MNC subsidiary 

context. Reade (2001a) and Vora et al. (2007), who focused on organisational identification 
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particularly in MNC subsidiaries, have used Mael and Ashforth‟s (1992) measure of organisational 

identification. The six items asked respondents regarding their feelings when someone criticises 

the HQ (B16), whether they are interested in what others think about the HQ (B17), whether they 

use „we‟ rather than „they‟ when they talk about the HQ (B18), whether they consider the 

successes in the HQ as theirs (B19), whether they feel complimented whether someone praises 

the HQ (B20), and whether they feel embarrassed if the media criticises the HQ (B21). The original 

measure was on a 5-point Likert scale, but the scale is extended to 7-point to be consistent with 

the rest of the measures in the questionnaire. 

 

The second measure for organisational identification is adapted from Kostova and Roth (2002). 

Six items (B22-B27) measure the organisational identification dimension. The items are also 

scaled on a 7-point Likert continuum. Respondents are asked whether they think they are one and 

the same with the corporation (B22), whether a problem solved for the corporation also means a 

problem solved for the subsidiary (B23), whether the subsidiary‟s successes are directly related to 

that of the corporation (B24), whether the failure of the corporation is also theirs (B25), whether 

they agree the way others describe the corporation applies to the subsidiary (B26) and whether 

they think that the subsidiary is part of the larger corporate family (B27). 

 

Shared Vision 

Two measures for the shared vision dimension are adapted from Tsai and Ghoshal (1998) and 

Barner-Rasmussen and Björkman (2007). Both studies examined HQ-subsidiary relationships 

from the social network perspective. Therefore, the measures are extremely relevant for my study. 

The measure adapted from Tsai and Ghosal (1998) consists of two items, asking respondents 

whether their subsidiary shares ambitions and vision with other units (B28) and whether the people 

in their subsidiary are enthusiastic about pursuing collective goals and missions of the whole 

organisation (B29). Tsai and Ghosal (1998) measured the items on a 7-point Likert scale and so 

did this study. The measure of shared vision adapted from Barner-Rasmussen and Björkman 

(2007) consists of four items. The items asked respondents about the similarities of the subsidiary 

and other units‟ business practices and operational mechanisms (B30), organisational culture 

(B31), whether their subsidiary shares the same ambitions with other units (B32) and whether the 
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subsidiary and other units in the corporation share an understanding of doing business (B33). 

Accordingly, the scale for these items followed that of the original scale by Barner-Rasmussen and 

Björkman (2007).  

 

Local Embeddedness 

Local embeddedness is conceptualised by three dimensions – inter-organisational trust, 

information sharing and joint problem-solving. Measures for these dimensions are adopted from 

McEvily and Marcus (2005). The items were used to measure embedded inter-organisational 

relations by McEvily and Marcus (2005), and accordingly fit into the inter-organisational 

embeddedness of MNC subsidiaries with local firms located in the host country. Local 

embeddedness is conceptualised by MNC subsidiaries‟ embedded relations with suppliers, 

customers and other local agencies such as trade councils, universities, and government 

agencies. Following McEvily and Marcus (2005), the items are separated and re-worded 

accordingly to capture subsidiaries‟ relations with local suppliers, local customers and other local 

agencies. Respondents were asked to answer questions based on their social relations with key 

local suppliers, key local customers (McEvily & Marcus, 2005) and local agencies. 

 

Inter-organisational Trust 

Inter-organisational trust was measured by three items. The items asked whether the local firm 

(suppliers, customers or other local agencies) negotiate fairly, do not mislead them, or keep their 

words. Statements D14 – D16, D30-D32, and D46-D48 measured subsidiaries‟ trust with local 

suppliers, local customers and other local agencies, respectively.  

 

Information Sharing 

Information-sharing between MNC subsidiaries and their local networks was measured by three 

items. The items asked respondents whether the local firms warn them of events that may create 

problem, whether the local firms share their future plans and whether the local firms share 

proprietary information. Statements D11 – D13, D27 – D29, D43 – D45 measured the level of 
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information sharing between subsidiaries and local suppliers, local customers and other local 

agencies, respectively. 

 

Joint Problem-solving 

Joint problem-solving was measured by three items. The items asked respondents whether their 

local networks work with them to overcome difficulties, whether they are jointly responsible with 

the local counterparts for getting things done and whether they help each other‟s problems. 

Statements D8 – D10, D24 – D26 and D40 – D42 measure joint problem-solving between 

subsidiaries and their local suppliers, local customers and other local agencies, respectively. 

 

Control Variables 

Age of subsidiary is included as a control variable in my study following previous related studies 

(Cho & Lee, 2004; Harzing & Noorderhaven, 2006a; Minbaeva, et al., 2003; Noordehaven & 

Harzing, 2009; Yamin & Otto, 2004). As subsidiaries mature over time, they accumulate 

information, knowledge, experience and insights that they are likely to share with HQ and peer 

subsidiaries. Also, with time, subsidiaries will have been a significant location within the MNC that 

feedbacks, information and reports go back and forth between HQ and peer subsidiaries. Older 

subsidiaries are also more autonomous, more innovative that they are regarded as sources of 

knowledge for the corporation. Thus, I control for the effect of age with regards to vertical and 

horizontal knowledge outflows. Age is the number of years that the subsidiaries have operated in 

Malaysia. 

 

Subsidiary size is also included as a control variable following related studies on subsidiary-

focused knowledge flows (Björkman, et al., 2004; Foss & Pedersen, 2002; Noordehaven & 

Harzing, 2009; Schulz, 2001). Larger subsidiaries imply greater complexity and coordination 

needs, thus increasing the needs and demands for knowledge flows. Larger subsidiaries also 

signal that they have relatively greater accumulated experience and knowledge that would also 

increase the need and demands of knowledge flows. Subsidiary size is the number of employees 

in the subsidiary. 
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Knowledge that is tacit is relatively more difficult to transfer. Minbaeva (2007) has proven that 

knowledge tacitness has negative impacts on knowledge transferred from HQ to subsidiaries. 

Other researchers (Dhanaraj, et al., 2004; Simonin, 1999b, 2004; Subramaniam & Venkatraman, 

2001) have also proven that tacit knowledge leads to less effective intra-organisational transfer of 

knowledge in MNCs. The level of knowledge tacitness is thus controlled in examining vertical and 

horizontal knowledge outflows. The measure for knowledge tacitness is adopted from Mahnke et 

al. (2006). Two statements (A19 and A20) measured knowledge tacitness – “In our subsidiary, 

large parts of our knowledge are located in the heads of single individuals,” and “In our subsidiary, 

knowledge is extensively documented and well structured” (reverse-coded). 

 

MNC is an inter-organisational network, with operations in one location, R&D in another, while 

marketing and sales are performed by another location. The nature of the interdependent 

relationship between the HQ and peer subsidiaries influences flows of knowledge (Foss & 

Pedersen, 2002). Zhao and Luo (2005) proved that the level of interdependency between 

subsidiaries of MNC have an impact on intra-organisational knowledge sharing. Gammelgaard et 

al. (2004) also found that higher level of intra-MNC activities lead to higher intra-organisational 

knowledge transfer. Stand-alone subsidiaries do not have frequent dealings with HQ and peer 

subsidiaries thus have limited exchange of knowledge flows. Highly interdependent subsidiaries 

and HQ are more likely to engage in knowledge exchange. The greater the level of 

interdependency between HQ and distantly located peer subsidiaries, the greater the likelihood of 

knowledge flows between the units in the MNC. Therefore, I control for the level of 

interdependencies between focal subsidiary and HQ (HQ-subsidiary interdependency) and 

between focal subsidiary and peer subsidiaries (inter-subsidiary interdependency). Measures for 

HQ-subsidiary and inter-subsidiary interdependence are adopted from O‟Donnell (2000). 

Statements A40 through A44 measure HQ-subsidiary interdependency, while statements C9 

through C13 measure inter-subsidiary interdependency. Five statements asked subsidiary 

managers whether their subsidiary‟s activities influence HQ‟s (or peer subsidiaries‟) outcomes, 

whether HQ (or peer subsidiaries) depend on them to perform their tasks effectively, whether their 

subsidiary‟s work is connected to HQ‟s (or peer subsidiaries‟) work, whether their subsidiary 
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depends on HQ (or peer subsidiaries) to perform their tasks effectively, and whether HQ (or peer 

subsidiaries) influence their subsidiary‟s outcomes. Responses were provided on a 7 point Likert-

type scale from 1, to a very little extent, to 7, to a very great extent. HQ-subsidiary 

interdependence is controlled for vertical knowledge outflows, while inter-subsidiary 

interdependence is controlled for horizontal knowledge outflows. 

 

4.5 Qualitative Data Collection 

4.5.1 Interviews 

 

„…interviews with key informants located at important nodes of knowledge flows are an invaluable 

way of connecting with empirical reality” 

Arvind Parkhe in Handbook of Qualitative Research Methods for International Business 

(Marschan-Piekkari & Welch, 2004a, p. xviii). 

 

I employed semi-structured interviews for the qualitative method of data collection. Interviews are 

conducted with top and middle managers of MNC subsidiaries located in Malaysia. As with the 

quantitative method of collecting data, seeking interview respondents in the Malaysian context was 

met with several challenges. 

 

Access to informants is qualitative researchers‟ number one problem (Gummesson, 1991) . 

Access is the ability to get hold of the person or persons in the organisation with the most accurate 

information about what is happening in the organisation. Gaining access into organisations is a 

widely discussed issue in qualitative and especially interview studies (Gummesson, 1991; 

Macdonald & Hellgren, 2004; Marschan-Piekkari, Welch, Penttinen, & Tahvanainen, 2004) 

precisely because it is time-consuming, expensive and eventful. Often times, as indicated by 

Whitley (1984) access into organisations and companies for academic research is controlled by 

gatekeepers, who are normally the public relations officer, human resource managers, etc. 

Readers of management research can better evaluate the methods proposed in a research when 

they understand how access into informants of research took place (Gummesson, 1991). 



 

 166 

 

Problems to gaining access is often left unexplained and undescribed in research reports (Brown, 

Guillet de Monthoux, & McCullough, 1976). Challenges of gaining access to MNC subsidiaries in 

non-Western, developing countries context are only recently addressed and acknowledged 

(Marschan-Piekkari, et al., 2004; Michailova, 2004; Michailova & Liuhto, 2000). I share the 

challenges that I faced in gaining access to MNC subsidiaries located in a non-Western, 

developing country, namely Malaysia. 

 

Initially, following the ethical requirements of the University of Auckland, the first attempt to gaining 

access into MNC subsidiaries in Malaysia, was to approach the subsidiaries with a formal letter 

explaining the research objectives, and promising confidentiality of the information provided. 

Following the procedures of the ethical requirements, two documents were prepared – Participant 

Information Sheet (PIS) and Consent Forms (CF) to each targeted subsidiary (both documents are 

enclosed in Appendix B). The two documents were sent to the subsidiaries identified to be 

included in the sample. Both traditional mails and electronic mails were used to send the 

documents negotiating access into subsidiaries. E-mails were answered with negative responses. 

Among the reasons given were „confidentiality of information,‟ „company policy towards such 

research,‟ and „busy with ongoing projects in the company.‟ Only a handful of the top managers 

took the trouble to reply and politely declined access into their companies. Follow up calls were 

made to the subsidiaries that were sent the documents, but the gatekeepers were always 

preventing direct communication with the top management team.  

 

In lieu of this challenge of gaining access into Malaysian MNC subsidiaries, I adopted multiple 

strategies to gain access to interview Malaysian subsidiary managers. According to George and 

Clegg (1997), “In the field, one finds that it pays off to try all possible ways to evince interest from 

respondents. Using a variety of methods gives better results than when one sticks to a script” (p. 

1017). 

 

Firstly, I targeted top managers directly and over-rode gatekeepers. This strategy was tedious, 

involving getting into MNCs‟ corporate websites, searching for the Malaysian location, and seeking 

the contact e-mail addresses of the top-most ranked managers in the Malaysian location (if 
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available). Most of the times, the e-mail addresses listed were non-personal, targeted to the sales 

department, or a generic address. I only sent e-mail correspondence when the e-mail address 

listed was to a specific name, in order to personalise the correspondence and state my request for 

an interview. E-mails inviting participation to the research were sent, and resulted in only two 

positive responses, both from American owned MNCs. One resulted in a successful interview, 

while the other insisted that I went through the regional HQ in Australia, which later declined my 

request for an interview.  

 

Another strategy that I adopted to seek interview respondents was contacting the Malaysian 

chapter of international business chambers. I contacted the Malaysian-Swedish Business 

Association (MASBA), the American Malaysian Chamber of Commerce (AMCHAM), the Malaysia 

Norway Business Council (MNBC), the Malaysia Danish Business Council, and the Malaysia New 

Zealand Business Council. This strategy could pose potential bias to my research, bearing in mind 

that I examine MNC subsidiaries‟ inter-organisational relations with other local firms, which include 

business and trade councils. This strategy of gaining access into MNC subsidiaries in Malaysia 

proved to be unfruitful. Some business chambers replied my requests and provided contacts, but 

contacting the subsidiaries themselves were met with unanswered requests. I also attempted to 

contact the HQs of the subsidiaries through corporate websites. A few replied, providing contacts 

at the Malaysian subsidiaries. Again, contacting the Malaysian location was met with unanswered 

requests.  

 

Strategies of gaining access into organisations differ across countries and cultural contexts. While 

a strategy of formally approaching organisations to gain access may work (Daniels & Cannice, 

2004), for example in the UK (Macdonald & Hellgren, 2004), it may not work elsewhere. In 

research settings where the managers are more open towards academic research like the Nordic 

setting (Björkman & Forsgren, 2000; Macdonald & Hellgren, 2004), negotiation to gain access into 

organisations are more informal. In some research settings, personal connections and contacts 

and the networking game are familiar strategies for example in Central and Eastern Europe  

(Michailova, 2004) and Asia (Easterby-Smith & Malina, 1999). Similarly, I also used personal 
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connections and contacts to garner interview respondents for this study. Snowball strategy was 

also adopted to gain more respondents. 

 

In Malaysia, and from my experience, requests for interviews were largely left unanswered, with 

follow-up calls to the respective potential respondents going around in loops and in the end, flatly 

declined. First and foremost, there exist a long-standing historical and enormous gap between the 

academics and the business practitioners in Malaysia. As much as I am motivated by the stories 

and evidence of real business practices and problems in academic journals, the gap between the 

academics and the corporate world exists (Rynes, Bartunek, & Daft, 2001), and is “a problem [in 

research] we would rather not talk about,” (Macdonald & Hellgren, 2004), and much more so in 

Malaysia. As one interviewee puts it, when asked about connections and collaborations with local 

universities, 

 

They [the people in local universities] are talking nonsense. 

 

But I think the place in between the academicians and the industrialist...with due 

respect. They [the academicians] are not living in the real world. I am living in the real 

world. 

(Manufacturing Director, Subsidiary V). 

 

As much as Macdonald and Hellgren (2004) would rather not talk about the gap between business 

practitioners and academicians, it is there, and it has been one of the most difficult obstacles 

during my data collection process. Scholars talked about gaining trust of organisations and 

managers (Macdonald & Hellgren, 2004), but in the Malaysian context, gaining respect from the 

corporate world is a precedent to getting access into the organisations. I was a bit more fortunate 

to have been associated with a foreign university, which to the Malaysian managers, carries higher 

credibility than local universities. Secondly, Malaysia ranks high on the power-distance dimension. 

It is uncommon for a student to negotiate access into organisations directly with top-most 

managers. The traditional practice for students was to go through a legitimate authority, normally 

the university, or supervisors, and even this practice normally has to go through either the 
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Corporate Relations or Public Relations Department. In one instance, I secured an interview with 

the HQ first, in fact with the Chairman of the MNC in Auckland, New Zealand, before my request 

for an interview with the Malaysian subsidiary was granted. Gaining access and conducting 

interviews in high power-distance country like Malaysia required me to take on the role of a naive 

student wanting to learn and gain experience from the organisations and managers. The 

managers similarly took on the role of the superior person showing a student this is how it is done 

in the world. This proved to work well especially in interviewing local managers in the subsidiaries. 

Interviewing foreign, either home country nationals or third country nationals, required me to adopt 

a different approach. I had to appear more confident and knowledgeable. The people who 

indicated interest, and ultimately agreed to be interviewed were the ones I know through personal 

connections, and those that are not, are genuinely interested in the topic. 

 

I do not limit the interview respondents to only subsidiary top or senior managers or the „corporate 

elites‟ (Welch, Marschan-Piekkari, Penttinen, & Tahvanainen, 2002) following the practice of 

previous knowledge-related research within MNC (Kostova & Roth, 2002). Top and senior 

managers have been the preferred informants in IM research because they are glorified to be the 

superior sources of the overall strategies of the subsidiaries, and are often more knowledgeable of 

the matters pertinent to subsidiaries (Welch, et al., 2002). Assuming this likens the information 

hierarchy to the organisational hierarchy (Macdonald & Hellgren, 2004), and denies the fact that 

information and knowledge can be possessed at all levels in the organisation. Top managers may 

not possess the most accurate picture of the happenings in the organisation and often middle 

managers may be a better informed, while junior managers may be the most knowledgeable in 

terms of all matters within the organisation (Johanson & Mattson, 1988, 1992). Therefore, I argue 

that focussing primarily on top senior subsidiary managers as informants in research can lead to 

the possibility of excluding rich contextual data that are located within the grounds of the 

subsidiaries (Marschan-Piekkari, et al., 2004). Furthermore, preferring top senior managers only 

as key informants in research, almost always involves the examination of decision-making and 

strategy in the organisation (Macdonald & Hellgren, 2004), which is not the focus of my research. 

Preferring senior top managers as key informants in strategy and decision-making research has 

also been contested (Bowman & Ambrosini, 1997), and Marschan-Piekkari et al. (2004) suggest 
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going down the organisational hierarchy to obtain rich information especially in relation to social 

capital in the context of MNCs. I subscribe to this notion and included subsidiaries‟ top and middle 

managers in my study (Kostova & Roth, 2002, 2003). 

 

The advantages of conducting interviews in IM research are manifold. Interviews allow 

researchers to establish and develop intense and intimate connections with informants, compared 

to written impersonal questionnaires (Daniels & Cannice, 2004). This intimate connection with 

informants and respondents allow trust, and in my case, respect, to develop between managers 

and myself, thus honest and accurate information are exchanged. Under these conditions, 

respondents are more willing to share their information, experience and knowledge that they have 

acquired in the subsidiaries. Secondly, interview-based research especially in IM research is 

optimal when there is a small population of possible respondents (Daniels & Cannice, 2004). 

Interviews in IM  research also offer deeper understanding of the topic at hand, and provides a 

holistic view of the issue in the context of research (Peterson, 2004). Through the semi-structured 

interviews, respondents were able to share their knowledge sharing experience and also explained 

why they did not participate in transferring knowledge to HQ and peer subsidiaries. These 

information and insights are not available if I were to use primarily survey questionnaires. 

 

I developed an interview guide to assist me during the interview sessions. The interview guidelines 

first asked respondents to rank, in terms of importance, the various relations that they have with 

the HQ, their peer subsidiaries, and their local relations, with suppliers, customers and other local 

agencies (government agencies, chambers of commerce, trade councils). The question was asked 

to seek how subsidiary managers perceive the different networks that they have in the subsidiary. 

While the question was not addressed in the questionnaire, the interviews complemented the data 

collection process by explicating how subsidiary managers perceived different networks and the 

different „uses‟ and „advantages‟ that they receive from different networks within the corporation. A 

series of questions according to the research questions follow suit according to their answer to the 

first question. The interviews were conducted in line with the ethical requirements regarding the 

use of recordings, the confidentiality of the information and the way the information is handled and 

held after the interviews. A copy of the interview guide is available in Appendix C. 
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4.5.2 Descriptive Summary of Interview Respondents 

The subsidiaries that participated in the study vary in terms of sector. Seven of the subsidiaries run 

a manufacturing facility (in pharmaceutical industry, electrical and electronics and office solution), 

while the other three are service oriented companies (in the IT/Computers/Software industry) and 

trade. Four of the subsidiaries are headquartered in the USA, one in Japan and the rest are from 

Europe (the U.K., Switzerland, Denmark, Norway and the Netherlands). 

 

Six of the interviews were with the Directors of the subsidiaries performing various functions. All 

but two of the interview respondents are from top managers of the MNC subsidiary. Designations 

of the respondents range from Technology Specialist Director, Human Resource Director, 

Manufacturing General Managers, Country General Manager to Chief Information Officer (CIO). 

Three of the interviewees are not Malaysian. Two are home country nationals, one is the head of 

the production and engineering in the HQ, and the other, a Managing Director. The other foreigner 

is a third country national. Only two of the respondents are females and both hold the director 

positions in the Malaysian subsidiary. 

 

The interviews were conducted in the period from May 2007 to June 2008. Both face-to-face and 

phone interviews were conducted. Eight interviews were conducted face-to-face, and three of 

these interviews were conducted outside the premise of the subsidiary. Interviews that were 

conducted at the subsidiary‟s premise were accompanied by short visits, which allowed me to 

make some observations. Four interviews were conducted over the phone. Face-to-face and 

phone interviews both have their respective advantages and disadvantages. Face-to-face 

interviews allowed me to witness the premise and the respondents‟ demeanour and body 

language when answering interview questions. Body language and facial expression play a crucial 

role in providing the true meaning of the spoken words. However, face-to-face interviews are 

costly, and this is especially true in my study, which was conducted in Malaysia. Phone interviews 

provide an innovative alternative to the costly face-to-face interviews and are also argued to 

increase respondents‟ willingness to disclose the truth compared to the feeling of being 

interrogated in face-to-face interviews (Crano & Brewer, 2002). Previous research proved that 
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findings from telephone or face-to-face interviews do not significantly differ (Greenfield, Midanik, & 

Rogers, 2000; Noble, Moon, & McVey, 1998) thus, the use of two different modes of interviewing 

in my study does not pose a problem to inquiring data from my respondents. 

 

I did not find my gender to hinder the interview processes as I was able to engage in stimulating 

discourses with the respondents. I took on the role of the naive young researcher who was eager 

to learn from corporate managers when age seemed to be an issue between respondents and me. 

The language used during the interviews were “a cocktail of languages” (Marschan-Piekkari & 

Reis, 2004, p. 234) typically used in cross-cultural research. Almost all Malaysians speak at least 

two languages – the native Malay language and English, which is the second language in the 

country. Although English remains to be the primary language in MNCs in any country (Marschan-

Piekkari & Reis, 2004), switching codes or languages between English and Malay are common 

occurrences in conversations, meetings, interviews and other formal and informal occasions. 

Interviews that I conducted, except for three interviews with non-Malaysian respondents, were 

conducted in both English and Malay. The twelve interviews amount to 577 minutes, with an 

average of 46 minutes per interview. Table 4.4 summarises my interview respondents. 
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Table 4.5 Summary of Interview Respondents 

Subsidiary Respondent Nationality HQs Sector 

 Q  Senior Technical Manager Malaysian (Chinese) Corporate HQ: USA 
Regional HQ: Japan 

IT/Computers/ 
Software 

     
R  Technology Specialist Director Australian Corporate HQ: USA 

Regional HQ: Australia 
IT/Computers/ 
Software 

     
S  Country General Manager Swiss Switzerland Food & Drink, 

Manufacturing 
     
T  Chief Information Officer Malaysian (Indian) Corporate HQ: Japan 

Regional HQ: Japan 
Electronics/Electrical, Manufacturing 

     
U  Information Technology 

Director 
Malaysian (Malay) Corporate HQ: UK Pharmaceuticals/Medical 

Manufacturing 
     
V  Manufacturing Director Malaysian (Malay) Corporate HQ: USA 

Regional HQ: Hong Kong 
Manufacturing, Office Solution 

     
W  Technology Solution 

Specialist 
Malaysian (Malay) Corporate HQ: USA IT/Computers/ 

Software 
     
X  Human Resource Director Malaysian (Malay) Corporate HQ: The 

Netherlands 
Electronics/Electrical, 
Manufacturing 

     
Y  Managing Director Danish Corporate HQ: Denmark Machinery/Equipment, Manufacturing 
     
Z  Managing Director Malaysian (Chinese) Corporate HQ: Norway  

Business HQ: Belgium 
Printing/Paper, 
Trade 

     
AA  Country General Manager Malaysian (Chinese) Corporate HQ: Switzerland 

Business HQ: New Zealand 
Food & Drink, Manufacturing 

     
AB  Country General Manager Malaysian (Chinese) Corporate HQ: Sweden Machinery/ Equipment, Manufacturing 

 

1
7
3
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4.6 Quantitative Data Analyses 

Data analyses using quantitative method involve the use of statistical tools to test the hypotheses. 

The Statistical Package for the Social Sciences (SPSS) version 15 and the LISREL 8.80 software 

were used to run the analyses. I used the LISREL software to run confirmatory factor analyses for 

multiple items measure for subsidiaries‟ internal embeddedness. Reliability analyses, descriptive 

analyses, correlations analyses and multiple and two-stage least squared regression analyses 

were performed using the SPSS software. 

 

4.7 Qualitative Data Analyses 

Interviews were transcribed to conduct analyses. I personally conducted and transcribed all twelve 

interviews in my study because the interviews, except those with non-Malaysian respondents, 

were conducted in two languages – Malay and English. I used the NVivo software version 7 to 

code interview data into themes and categories to assist me with the analyses. Apart from 

interview transcriptions, notes, impressions, recollection of events, and observations were also 

documented immediately after the face-to-face interviews. Additional information from company 

documents received during the interviews, sources from corporate websites and third party 

sources were also included in the analyses. These additional information and knowledge led to 

deeper understanding and sense-making of the interviews (Daniels & Cannice, 2004). The 

following chapter reports the findings of my study. 
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Chapter 5 FINDINGS AND ANALYSES 

 

This chapter presents the results of the study. As mentioned in Chapter 4, data were analysed 

quantitatively and qualitatively. I will report the quantitative findings from questionnaire surveys 

first, before presenting the qualitative findings of the interviews. 

 

5.1 Validity Analysis  

To examine to what extent the measures are accurate, I conducted confirmatory factor analysis 

(CFA) to validate the measures used in this study. Exploratory factor analysis or EFA is used to 

explore the data in order to assist researchers to decide which factors accurately measure the 

constructs. However, all constructs included in this study were adopted from previous studies, thus 

the number of factors measuring each construct is known. CFA allows me to test whether the 

specified factors and the loadings actually represent the data in my study (Hair, Black, Babin, 

Anderson, & Tatham, 2006). In short, running CFA allows us to accept or reject the a priori theory. 

All measures that consist of more than one item are subjected to CFA. Structural equation 

modelling does not provide one measure for statistical significance, so several goodness-of-fit 

indices are listed to validate the constructs. The structural equation modelling software LISREL 

8.80.6 is used to run CFA for this study. 

 

CFA is also used to determine construct validity. Construct validity ensures accurate measurement 

because it allows a set of items to accurately correspond to the theoretical latent construct that the 

items are supposedly measuring (Hair, et al., 2006). CFA allows the relationships between the 

constructs to be automatically corrected for the amount of error variance that exists in the 

construct measures. Variables that have a minimum of three items are subjected to confirmatory 

factor analysis.  

 

Two measures were included in this study for two internal embeddedness variables – 

organisational identification with HQ and shared vision. Six-item scale (Ident1) of organisational 

identification with HQ is adopted from Mael and Ashforth (1992), while six-item measure (Ident2) 
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of identification with HQ is adopted from Kostova and Roth (2002). Measures for shared vision 

were two-item scale (Sv1) from Tsai and Ghoshal (1998) and four-item scale (Sv2) from Barner-

Rasmussen and Björkman (2007). For internal embeddedness, I tested three models of internal 

embeddedness to determine which measures fit the internal embeddedness model. Three models 

of internal embeddedness were analysed using CFA: Model 1 consisted of intra-organisational 

trust, organisational identification with HQ (ident1) and shared vision (sv1), Model 2 consisted of 

intra-organisational trust, organisational identification with HQ (ident1) and shared vision (Sv2), 

while Model 3 incorporated intra-organisational trust, organisational identification with HQ (Ident2) 

and shared vision (Sv2). Following Hair et al. (2006), all variables, except for Sv1 (shared vision 

from Tsai and Ghoshal (1998)) have the minimum four items to measure the latent construct. 

 

Results of the confirmatory factor analyses showed that model 1 with intra-organisational trust, 

organisational identification with HQ using Ident1 and shared vision using Sv1 show the greatest 

fit. Therefore, this model is used in subsequent analyses throughout this thesis. 
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Table 5.1 Confirmatory Factor Analyses of Internal Embeddedness 

Constructs/Indicator Number of 
Items 

  χ
2
 df p-value of 

χ 
GFI CFI RMSR SRMR RMSEA 

Internal Embeddedness           
Model 1    158.30 101 0.00024 0.85 0.99 0.045 0.045 0.072 
 Trust 8           
 Ident1 6           
 Sv1 2           
            
Model 2    284.50 132 0.000 0.78 0.97 0.059 0.052 0.098 
 Trust 8           
 Ident1 6           
 Sv2 4           
            
Model 3    313.76 132 0.000 0.76 0.97 0.077 0.066 0.11 
 Trust 8           
 Ident2 6           
 Sv2 4           

 

1
7
7
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5.2 Reliability Analysis 

Reliability test examines a scale‟s internal consistency. It examines whether the items measure 

what they intend to measure. The most commonly used measure of internal consistency is the 

Cronbach‟s Alpha. Multiple-item measurement scales are subject to reliability analyses. 

 

Table 5.2 reports the Cronbach‟s Alphas (α) for multiple-item scales used in this study. The widely 

accepted reliable scores for Cronbach‟s alphas are between 0.70 and 0.80 (Field, 2005; Kline, 

1999). The Alpha scores are all above 0.7, which is the threshold level for reliability, indicating that 

the scales used in this study are reliable. Where available, the previous alpha scores of the scales 

are also reported for comparative purposes. 

 

Intra-organisational trust was measured using an eight-item scale adopted from Kostova and Roth 

(2002), and reported the α of 0.952, which indicated a high level of reliability compared to this 

study‟s 0.93. Identification with HQ (Ident1) was measured using Mael and Ashforth‟s (1992) six-

item scale with α = 0.83, compared to 0.86 in this study. Shared vision (Sv1) was measured using 

two-item scale adopted from Tsai and Ghoshal (1998), with α = 0.848, which is similar to 0.84 in 

this study.  

 

Measures for all three variables for local embeddedness were adopted from McEvily and Marcus 

(2005). Measures for inter-organisational trust, information sharing and joint problem-solving for 

each network – local suppliers, local customers and other local agencies were calculated and 

reported. Inter-organisational trust with local suppliers and local customers were measured with 

three-item scales with α of 0.895 and 0.903, respectively, compared to McEvily and Marcus‟s 

(2005) 0.86 and 0.87. Information sharing scales for local suppliers and local customers were 

measured with three-item scales with α of 0.810 and 0.879, respectively, compared to previous α 

of 0.72 and 0.77. Joint problem-solving with local suppliers and local customers were measured 

with three-item scales, with α of 0.896 and 0.808, respectively, compared to 0.83 and 0.79 in the 

previous study. McEvily and Marcus (2005) did not examine other local agencies in their study of 

inter-organisational embeddedness. Inter-organisational trust, information sharing and joint 
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problem-solving of MNC subsidiaries with other local agencies reported α of 0.893, 0.845 and 

0.808, respectively, all of which are above 0.8 thresholds of reliable measures.  

 

The dependent variable of localised subsidiary innovation was measured using five-item scales 

adopted from Mu et al. (2007) and reported α of 0.922, compared to the previous 0.78. Knowledge 

tacitness was measured using two-item scale adopted from Mahnke et al. (2006), with an α of 

0.412. HQ-subsidiary and inter-subsidiary interdependences were measured using five-item scale 

from O'Donnell (2000), with α of 0.900 and 0.964, respectively, compared to O‟Donnell‟s (2000) 

0.63 and 0.88.  

 

The α for the scales to measure tie strength and social interaction of MNC subsidiaries with 

various networks were also calculated. The scale for tie strength with various networks was a two-

item scale adopted from Hansen (2002). Tie strength with HQ, peer subsidiaries, local suppliers, 

local customers, and other local agencies reported the α of 0.776, 0.840, 0.754, 0.801, 0.839, 

respectively. Hansen (2002) did not report α but the scores in this study are all above 0.70, which 

indicate high internal reliability. Social interaction variable was measured using two-item scale 

adopted from Yli-Renko et al. (2001). The α for social interaction with HQ, peer subsidiaries, local 

suppliers, local customers and other local agencies are 0.724, 0.809, 0.758, 0.863, and 0.907, 

respectively. Yli-Renko et al. (2001) calculated and reported composite reliability, which is 

analogous to Cronbach‟s α, of 0.71. 

 

All of the multiple item scales used in this study have α above 0.70, which indicate high internal 

reliability. Table 5.2 summarises the internal reliability analyses of this study. 
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Table 5.2 Internal Reliability Analyses 

Measurement Items Internal Consistency 
Reliability (α) 

Previous α 

Internal Embeddedness (n=109)  
 Intra-organisational trust 0.952 0.93 
 Organisational identification with 

HQ (Ident1) 
0.861 0.83 

 Shared vision (Sv1) 0.848 0.84 
   
Local Embeddedness   
Local Suppliers (n=103)   
 Trust 0.895 0.86 
 Information sharing 0.810 0.72 
 Joint problem-solving 0.855 0.83 
   
Local Customers (n=99)   
 Trust 0.903 0.87 
 Information-sharing 0.879 0.77 
 Joint problem-solving  0.896 0.79 
   
Other Agencies (n=94)   
 Trust 0.893 Not available 
 Information sharing 0.845 Not available 
 Joint problem-solving 0.808 Not available 
   
Dependent Variable (n=109)   
Localised subsidiary innovation 0.922 0.78 
   
Control Variables (n=109)   
Knowledge tacitness 0.412  
HQ-subsidiary interdependence 0.900 0.63 
Inter-subsidiary interdependence 0.964 0.88 
 
Other Variables 

  

HQ   
 Tie strength 0.776  
 Social interaction 0.724 0.71* 
 
Peer subsidiaries 

  

 Tie strength 0.840  
 Social interaction 0.809 0.71* 
 
Local Suppliers 

  

 Tie strength 0.754  
 Social interaction 0.758 0.71* 
 
Local Customers 

  

 Tie strength 0.801  
 Social interaction 0.863 0.71* 
 
Other local agencies 

  

 Tie strength  0.839  
 Social interaction  0.907  
*Composite reliability score is analogous to Cronbach‟s alpha 
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5.3 Intraclass Correlations 

Because there are multiple respondents from one subsidiary in the questionnaire survey, I also 

conducted intraclass correlations analysis, or inter-rater reliability, to ensure that individual-level 

respondents of those belonging to the same subsidiary are homogenous, similar or 

interchangeable, The variables in this study are theoretically “shared properties” (Klein, 

Dansereau, & Hall, 1994) across the respondents belonging to the same subsidiary. Shared 

properties should not vary considerably between members from the same subsidiary because of 

shared mental models that are shaped by common  organisational elements, contexts, 

socialisation mechanisms and social interaction, and other homogenous factors attributable to 

belonging to the same group/firm (Klein, et al., 1994; Klein & Kozlowski, 2000). Individual-level 

data should display significant within-group agreement to ensure that these data are shared 

properties of the respondents from the same subsidiary (Klein & Kozlowski, 2000). Substantial 

within-group agreements indicate “a shared assignment of psychological meaning” (James, 1982, 

p. 228) . Thus the aim of this analysis is obtain homogeneity of data within subsidiaries, and 

variability of data across subsidiaries. As an additional analyses, to measure the extent of 

agreement of and the interchangeability of respondents belonging to the same subsidiary, I 

conducted  a one-way random effects of ANOVA  for absolute agreement using SPSS, a test also 

known as ICC(1). ICC(1) is the total variance that is attributable to group membership 

(Raudenbush & Bryk, 2002) and the extent to which respondents belonging to the same group are 

substitutable (James, 1982). Positive ICC coefficient indicates that an item that was rated highly in 

the questionnaire was also rated highly by another respondent within the same group. Statistically 

significant F values indicate agreements between respondents belonging to the same group, or in 

this case, subsidiary (Klein & Kozlowski, 2000). Table 5.3 reports the ICC coefficients, the F 

values and the significance level of the sixteen subsidiaries participating in the questionnaire 

survey. All F values are statistically significant showing that respondents from the same subsidiary 

are substitutable. I have ensured that the individual-level data that I have collected in the survey 

questionnaire are valid to be extracted to subsidiary-level analysis. 
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Table 5.3 Intraclass Correlations Analysis 

Subsidiary Intraclass correlations F  

Subsidiary A .191  3.571 *** 
Subsidiary B .602  8.627 *** 
Subsidiary C .576  6.501 *** 
Subsidiary D .768  19.490 *** 
Subsidiary E .676  12.965 *** 
Subsidiary F .752  18.682 *** 
Subsidiary G .645  11.686 *** 
Subsidiary H .675  10.283 *** 
Subsidiary I .220  5.918 *** 
Subsidiary J .121  8.709 *** 
Subsidiary K .469  6.366 *** 
Subsidiary L .695  15.411 *** 
Subsidiary M .300  3.224 *** 
Subsidiary N .627  7.541 *** 
Subsidiary O .305  3.213 *** 
Subsidiary P .665  16.141 *** 
Standard errors are in parentheses     
†
 p < .10, * p < .05, ** p < .01, *** p < .001     

 

5.4 Descriptive Statistics 

Next, I conducted descriptive statistics of the variables included in the study. Mean, minimum and 

maximum values and the standard deviation of the variables are available in Table 5.4. 

 

I discuss briefly the findings from descriptive statistics in terms of subsidiaries‟ knowledge 

outflows, and internal and local embeddedness. 

 

Knowledge Flows and Benefits of Knowledge Flows. Malaysian MNC subsidiaries received 

more vertical knowledge inflows (5.30) than they engage in vertical knowledge outflows (5.02). 

However, with peer subsidiaries, they engaged in slightly more knowledge outflows (4.97) than 

they received inflows (4.82). In terms of direction of knowledge flows, findings showed that 

Malaysian MNC subsidiaries engaged in vertical knowledge outflows more (5.02) than horizontal 

knowledge outflows (4.97). Malaysian MNC subsidiaries also received more knowledge inflows 

from HQ (5.30) than from peer subsidiaries (4.82). Malaysian MNC subsidiaries perceived higher 

benefits of vertical inflows (5.39), compared to vertical outflows (5.12). However, with peer 

subsidiaries, although they engaged in more horizontal knowledge outflows than horizontal 

knowledge inflows, they perceived higher benefits of the inflows (4.91), compared to the outflows 
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(4.87). Malaysian MNC subsidiaries perceived higher benefits of vertical knowledge outflows 

(5.12) compared to horizontal knowledge outflows (4.87). They also perceived higher benefits of 

vertical knowledge inflows (5.39) compared to horizontal knowledge inflows (4.91).  

 

Internal Embeddedness. From the descriptive analyses, Malaysian MNC subsidiaries possessed 

moderately strong tie (4.3394) and social interaction (4.8165) with HQ. They also maintained 

moderately strong tie (4.0138) and social interaction (4.7064) with peer subsidiaries. Malaysian 

MNC subsidiaries also formed stronger ties and more social interaction with HQ, than they did with 

peer subsidiaries. They possessed higher level of intra-organisational trust (5.1216), and moderate 

organisational identification with HQ (4.9465), and high shared vision (5.2844). Shared vision 

showed the highest score within the internal embeddedness dimensions. 

 

Local Embeddedness. From the surface, Malaysian MNC subsidiaries were more embedded with 

their local customers, than with their local suppliers and other local agencies. They possessed 

stronger ties (4.4091) and engaged in more social interaction (5.0354) with their local customers, 

than with their local suppliers (tie strength 4.3255, social interaction 4.9417) and other local 

agencies (tie strength 2.8617, social interaction 4.1277). They also developed higher level of inter-

organisational trust with local customers (5.0673), than with local suppliers (4.9871) and other 

local agencies (4.9858). They also engaged in higher level of information sharing with local 

customers (5.1515) than with local suppliers (4.8835) and other local agencies (4.3582). Joint 

problem-solving with local customers (5.2559) were also higher than that with local suppliers 

(5.1909) and other local agencies (4.6383). MNC subsidiaries were the least embedded with other 

local agencies in Malaysia. 
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Table 5.4 Descriptive Analyses 

 Variables N Mean S.D. Min Max 

 Vertical knowledge outflows 109 5.02 1.225 2 7 
 Horizontal knowledge outflows 109 4.97 .967 2 7 
 Benefits of vertical knowledge outflows 109 5.12 1.043 2 7 
 Benefits of horizontal knowledge outflows 109 4.87 1.072 2 7 
 Localised subsidiary innovation 109 5.1505 .89449 2.40 7.00 

 Internal Embeddedness      

 Intra-organisational trust 109 5.1216 .91753 2.38 7.00 
 Organisational identification with HQ 109 4.9465 .80632 2.50 6.33 
 Shared vision 109 5.2844 .92137 2.50 6.50 
 Tie strength (HQ) 109 4.3394 1.41402 1.00 7.00 
 Social interaction (HQ) 109 4.8165 .98522 2.00 6.00 
 Tie strength (peer subsidiaries) 109 4.0138 1.18333 1.00 7.00 
 Social interaction (peer subsidiaries) 109 4.7064 .79119 2.50 6.00 

 Local Embeddedness (Suppliers)      

 Inter-organisational trust 103 4.9871 .78372 2.67 6.33 
 Information sharing 103 4.8835 .89626 2.33 6.33 
 Joint problem-solving 103 5.1909 .83183 2.67 7.00 
 Tie strength  103 4.3252 1.11520 1.50 7.00 
 Social interaction 103 4.9417 .76152 3.00 6.00 

 Local Embeddedness (Customers)      

 Inter-organisational trust 99 5.0673 .89592 2.33 7.00 
 Information sharing 99 5.1515 .93711 2.33 7.00 
 Joint problem-solving 99 5.2559 .98495 2.33 7.00 
 Tie strength 99 4.4091 1.23380 1.50 7.00 
 Social interaction 99 5.0354 .91822 2.00 7.00 

 Local Embeddedness (Other agencies)      

 Inter-organisational trust 94 4.9858 .83088 2.33 6.33 
 Information sharing 94 4.3582 .92262 2.00 6.67 
 Joint problem-solving 94 4.6383 .77853 2.00 6.67 
 Tie strength 94 2.8617 1.11780 1.00 7.00 
 Social interaction 94 4.1277 1.08741 1.00 7.00 

       

1
8
4
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 Variables N Mean S.D. Min Max 

 Control Variables      

 Knowledge tacitness 109 4.2064 1.16311 1.00 6.50 
 HQ-subsidiary interdependence 109 4.8349 1.09302 2.40 6.60 
 Inter-subsidiary interdependence 109 3.7780 1.26939 1.20 6.40 

1
8
5
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5.5 Correlations Analyses 

As preliminary analyses, I conducted correlations test on all variables and the results of the 

correlations are reported in Table 5.5. Correlations scores for the independent variables with 

vertical knowledge outflows are generally high (from .492 to .615), especially with the dimensions 

of internal and local embeddedness. Correlations scores between vertical knowledge outflows and 

dimensions of subsidiaries‟ local embeddedness with other local agencies remain low (.158 to 

.405). Correlations scores between the three dimensions of internal embeddedness are also very 

high (ranging from .705 to .785). This relates back to the fact that dimensions of social capital are 

distinct but “highly interrelated” (Nahapiet & Ghoshal, 1998). The three dimensions of local 

embeddedness with local suppliers, local customers and other local agencies are also highly 

correlated with correlations scores of local embeddedness with local suppliers ranging from .764 to 

.776, with local customers from .795 to .848, and with other local agencies from .572 to .618. 
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Table 5.5 Correlation Analyses 

Variables 1  2  3  4  5  6  7  8  9  10  11  12  

Dependent Variables                         
1 Vertical knowledge outflows 1                        
2 Horizontal knowledge outflows .564 ** 1                      
3 Vertical knowledge inflows .561 ** .476 ** 1                    
4 Horizontal knowledge inflows .420 ** .498 ** .492 ** 1                  
5 Benefits of vertical knowledge outflows .615 ** .426 ** .567 ** .382 ** 1                
6 Benefits of horizontal knowledge outflows .467 ** .577 ** .460 ** .610 ** .643 ** 1              
7 Benefits of vertical knowledge inflows .500 ** .431 ** .717 ** .338 ** .562 ** .557 ** 1            
8 Benefits of horizontal knowledge inflows .471 ** .679 ** .491 ** .499 ** .505 ** .737 ** .607 ** 1          
9 Localised subsidiary innovation .648 ** .632 ** .680 ** .459 ** .596 ** .611 ** .743 ** .672 ** 1        
                          
Internal embeddedness                         
10 Intra-organisational trust .492 ** .450 ** .556 ** .273 ** .471 ** .427 ** .658 ** .521 ** .685 ** 1      
11 Organisational identification with HQ .603 ** .459 ** .504 ** .354 ** .489 ** .406 ** .564 ** .489 ** .659 ** .785 ** 1    
12 Shared vision .615 ** .497 ** .634 ** .292 ** .547 ** .426 ** .663 ** .573 ** .701 ** .771 ** .705 ** 1  
13 Tie Strength (with HQ) .280 ** .007  .344 ** .025  .220 * .041  .335 ** .123  .282 ** .311 ** .212 * .446 ** 
14 Social interaction (with HQ) .356 ** .359 ** .456 ** .279 ** .278 ** .293 ** .439 ** .332 ** .407 ** .561 ** .572 ** 509 ** 
15 Tie Strength (peer subsidiaries) .390 ** .365 ** .351 ** .291 ** .321 ** .282 ** .281 ** .343 ** .335 ** .241 * .221 * .387 ** 
16 Social interaction (peer subsidiaries) .455 ** .510 ** .468 ** .413 ** .363 ** .501 ** .579 ** .523 ** .611 ** .663 ** .582 ** .630 ** 
                          
Local Embeddedness (Suppliers)                         
17 Inter-organisational trust .594 ** .604 ** .574 ** .322 ** .553 ** .515 ** .599 ** .036  .718 ** .686 ** .715 ** .695 ** 
18 Information sharing .623 ** .492 ** .520 ** .269 ** .501 ** .435 ** .593 ** .149  .662 ** .667 ** .722 ** .645 ** 
19 Joint problem-solving .624 ** .578 ** .594 ** .315 ** .532 ** .425 ** .575 ** .049  .709 ** .613 ** .672 ** .733 ** 
20 Tie strength .259 ** .115  .330 ** .059  .234 * .134  .320 ** .230 * .321 ** .288 ** .275 ** .373 ** 
21 Social interaction .496 ** .421 ** .512 ** .252 ** .433 ** .340 ** .458 ** .048  .546 ** .535 ** .565 ** .646 ** 
                          
Local Embeddedness (Customers)                         
22 Inter-organisational trust 497 ** .366 ** .527 ** .259 ** .410 ** .348 ** .681 ** .485 ** .677  .641 ** .599 ** .737 ** 
23 Information sharing .428 ** .359 ** .578 ** .194  .364 ** .301 ** .652 ** .462 ** .621 ** .670 ** .593 ** .706 ** 
24 Joint problem-solving .474 ** .483 ** .606 ** .204 * .432 ** .358 ** .703 ** .526 ** .680 ** .669 ** .637 ** .716 ** 
25 Tie strength .150  .055  .430 ** -.011  .240 * .044  .328 ** .111  .245 * .272 ** .177  .398 ** 
26 Social interaction .383 ** .338 ** .491 ** -.119  .407 ** .199 * .519 ** .356 ** .528 ** .520 ** .467 ** .645 ** 
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Variables 1  2  3  4  5  6  7  8  9  10  11  12  

Local Embeddedness (Other Agencies)                         
27 Inter-organisational trust  .405 ** .467 ** .436 ** .375 ** .257 * .368 ** .502 ** .470 ** .568 ** .595 ** .579 ** .644 ** 
38 Information sharing .158  .324 ** .014  .333 ** .171  .340 ** .234 * .394 ** .364 ** .409 ** .371 ** .333 ** 
29 Joint problem-solving .308 ** .503 ** .284 ** .322 ** .268 ** .413 ** .376 ** .450 ** .521 ** .484 ** .394 ** .491 ** 
30 Tie strength -.175  -.053  -.281 ** -.122  -.029  -.066  -.159  -.035  -.176  -.118  -.188  -.062  
31 Social interaction .124  .278 ** .033  .259 * .113  .141  .000  .215 * .216 * .156  .180  .197  
                          
Control Variables                         
32 Knowledge tacitness .101  -.003  .051  .054  .197 * .125  .083  -.107  .065  .084  .055  .018  
33 HQ-subsidiary interdependence .464 ** .364 ** .505 ** .248 ** .456 ** .328 ** .527 ** .422 ** .523 ** .401 * .463 ** .496 ** 
34 Inter-subsidiary interdependence .006  .321 ** -.046  .271  .140  .348 ** .017  .393 ** .172  .186  .171  .016  

                         
                         
 

 

 

 

 

 

 

 

 

 

 

1
8
8

 

 



 

  

189 

 

Table 5.4 Correlations Analyses (cont.) 

Variables 13  14  15  16  17  18  19  20  21  22  23  24  
Dependent Variables                         

Internal Embeddedness                         
13 Tie Strength (with HQ) 1                        
14 Social interaction (with HQ) .447 ** 1                      
15 Tie Strength (with peer subsidiaries) .584 ** .334 ** 1                    
16 Social interaction (with peer subsidiaries) .303 * .518 ** .440 ** 1                  
                          
Local Embeddedness (Suppliers)                         
17 Inter-organisational trust .206 * .398 ** .259 ** .536 ** 1                
18 Information sharing .359 ** .510 ** .328 ** .608 ** .776 ** 1              
19 Joint problem-solving .314 ** .416 ** .407 ** .583 ** .764 ** .767 ** 1            
20 Tie strength .497 ** .354 ** .523 ** .379 ** .306 ** .357 ** .441 ** 1          
21 Social interaction .377 ** .557 ** .275 ** .458 ** .585 ** .591 ** .678 ** .455 ** 1        
                          
Local Embeddnedness (Customers)                         
22 Inter-organisational trust .291 ** .452 ** .210 * .530 ** .637 ** .649 ** .665 ** .311 ** .544 ** 1      
23 Information sharing .287 ** .504 ** .200 * .509 ** .640 ** .669 ** .713 ** .343 ** .590 ** .848 ** 1    
24 Joint problem-solving .285 ** .445 ** .264 ** .579 ** .637 ** .673 ** .726 ** .472 ** .598 ** .795 ** .841 ** 1  
25 Tie strength .534 ** .202 * .360 ** .188  .279 ** .277 ** .390 ** .604 ** .531 ** .366 ** .431 ** .428 ** 
26 Social interaction .377 ** .402 ** .322 ** .499 ** .519 ** .555 ** .617 ** .518 ** .616 ** .704 ** .721 ** .738 ** 
                          
Local Embeddedness (Other Agencies)                         
27 Inter-organisational trust  .223 * .508 ** .258 * .573 ** .644 ** .598 ** .645 ** .289 ** .594 ** .641 ** .654 ** .603 ** 
28 Information sharing .134  .347 ** .035  .421 ** .353 ** .419 ** .349 ** .037  .356 ** .377 ** .385 ** .322 ** 
29 Joint problem-solving .126  .388 ** .190  .579 ** .560 ** .455 ** .456 ** .084  .396 ** .433 ** .442 ** .420 ** 
30 Tie strength .144  .007  .054  .008  -.208 * -.172  -.263 * -.134  -.047  -.125  -.172  -.206 * 
31 Social interaction .035  .304 ** .035  .322 ** .141  .173  .124  -.154  .268 * .247 * .190  .106  
                          
Control Variables                         
32 Knowledge tacitness .072  .223 * .183  .127  .036  .149  .049  .230 * .048  .014  -.020  .050  
33 HQ-subsidiary interdependence .298 * .320 ** .232 * .312 ** .490 ** .497 ** .453 ** .132  .345 ** .507 ** .474 ** .502 ** 
34 Inter-subsidiary interdependence -.200 * .078  .022  .170  .080  .051  -.002  -.154  .001  .000  .021  .024  

                          
                         

1
8
9

 

 



 

  

190 

 

Variables 25  26  27  28  29  30  31  32  33  34      

Local Embeddedness (Customers)                         
25 Tie strength 1                        
26 Social interaction .588 ** 1                      
                          
Local Embeddedness (Other Agencies)                         
27 Inter-organisational trust  .223 * .551 ** 1                    
28 Information sharing -.077  .283 ** .572 ** 1                  
29 Joint problem-solving -.082  .288 ** .589 ** .618 ** 1                
30 Tie strength .012  -.069  -.102  .200  .218 * 1              
31 Social interaction -.136  .202  .254 * .613 ** .531 ** .433 ** 1            
                          
Control Variables                         
32 Knowledge tacitness .104  .102  .010  -.130  .021  -.054  -.144  1          
33 HQ-subsidiary interdependence .106  .316 ** .421 ** .235 * .366 ** -.191  .150  -.085  1        
34 Inter-subsidiary interdependence -.110  .075  .098  .319 ** .264 * .329 ** .395 ** .078  -.110  1      
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5.6 Internal Embeddedness and Vertical Knowledge Outflows 

The individual effects of the three variables of internal embeddedness were tested using multiple 

regressions. The baseline regression model consists of four control variables, namely age of 

subsidiary, size of subsidiary (in terms of number of employees), HQ-subsidiary interdependence 

and knowledge tacitness. Age, size and HQ-subsidiary interdependence are expected to have 

positive relationships with vertical knowledge outflows, while knowledge tacitness is expected to 

be negatively related to vertical knowledge outflows. To run the regressions, subsidiary age and 

size are transformed into logarithms following previous studies (Schulz, 2001, 2003). 

 

The parameter estimates of the baseline model for vertical knowledge outflows are reported in 

Table 5.6. The parameter estimates for subsidiary age is positive, as expected but not significant. 

Subsidiary size however, shows negative sign but it also shows insignificant result. HQ-subsidiary 

interdependence has a positive coefficient and indicates that higher degree of interdependence 

between HQ and subsidiary relates to greater vertical knowledge outflows (p < .001). Knowledge 

tacitness shows a positive sign revealing that knowledge tacitness within the subsidiary does not 

affect vertical knowledge outflows (p < .10). 

 

5.6.1 Intra-organisational Trust and Vertical Knowledge Outflows 

The variable intra-organisational trust is added into the baseline model, and the improvement fit of 

the model is significant (p < .001). Intra-organisational trust shows a positive and significant 

coefficient (p < .001). Thus, intra-organisational trust is found to be positively associated with 

vertical knowledge outflows. 
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Table 5.6 Results of Regression Analysis of Intra-organisational Trust and Vertical Knowledge 
Outflows 

Variable  Baseline  Model  

    
Intra-organisational trust  .525 *** 
  (.125)  
    
Control Variables    
 Constant 1.372  -1.276  
  (1.145)  (1.237)  
 Subsidiary age (log) .427  .552  
  (.473)  (.441)  
 Subsidiary size (log) -.205  .149  
  (.262)  (.257)  
 HQ-subsidiary interdependence .587 *** .370 ** 
  (.109)  (.114)  
 Knowledge tacitness .198 

†
 .162 

† 

  (.105)  (.098) 
 

    
R

2
 .243  .353  

Adjusted R
2
 .214  .322  

Δ R
2
  .110 *** 

N 109  109  
F 8.363  11.263 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.6.2 Organisational Identification with HQ and Vertical Knowledge Outflows 

Organisational identification with HQ is added to the baseline model to test the individual effect of 

the variable on vertical knowledge outflows. The improvement of fit is significant (p < .001). The 

positive relationship between identification with HQ and vertical knowledge outflows is confirmed 

(p < .001). Organisational identification with HQ is found to be positively associated with vertical 

knowledge outflows. 
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Table 5.7 Results of Regression Analysis of Organisational Identification with HQ and Vertical 
Knowledge Outflows 

Variable  Baseline  Model 1  

    
Organisational identification with HQ  .743 *** 
  (.133)  
    
Control Variables    
 Constant 1.372  -.925  
  (1.145)  (1.089)  
 Subsidiary age (log) .427  .134  
  (.473)  (.420)  
 Subsidiary size (log) -.205  .107  
  (.262)  (.237)  
 HQ-subsidiary interdependence .587 *** .271  
  (.109)  .112)  
 Knowledge tacitness .198 

†
 .115 

 

  (.105)  (.093) 
 

    
R

2
 .243  .419  

Adjusted R
2
 .214  .390  

Δ R
2
  .175 *** 

N 109  109  
F 8.363  14.834 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.6.3 Shared Vision and Vertical Knowledge Outflows 

The addition of shared vision into the baseline model for vertical knowledge outflows significantly 

improves the model fit (p < .001). Shared vision displays a positive and significant relationship with 

vertical knowledge outflows (p < .001). 
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Table 5.8 Results of Regression Analysis of Shared Vision and Vertical Knowledge Outflows 
 

Variable  Baseline  Model  

    
Shared vision  .761 *** 
  (.120)  
    
Control Variables    
 Constant 1.372  -2.602 ** 
  (1.145)  (1.159)  
 Subsidiary age (log) .427  .777 

† 

  (.473)  (.407)  
 Subsidiary size (log) -.205  .219  
  (.262)  (.233)  
 HQ-subsidiary interdependence .587 *** .236 * 
  (.109)  (.108)  
 Knowledge tacitness .198 

†
 .200 * 

  (.105)  (.089) 
 

    
R

2
 .243  .456  

Adjusted R
2
 .214  .430  

Δ R
2
  .213 *** 

N 109  109  
F 8.363  17.280 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.6.4 Internal Embeddedness and Vertical Knowledge Outflows 

Table 5.9 displays the regression results of the internal embeddedness variables of intra-

organisational trust, organisational identification with HQ and shared vision with vertical knowledge 

outflows. The addition of intra-organisational trust into the baseline model significantly improves 

the fit (p < .001). Intra-organisational trust has a positive and significant relationship with vertical 

knowledge outflows (B = .525, p < .001). However, the parameters for intra-organisational trust 

turn non-significant in subsequent models. This shows that H1a is not supported. Results suggest 

that intra-organisational trust becomes less important in determining vertical knowledge outflows in 

the presence of strong organisational identification with HQ and shared vision. Model 2 adds 

organisational identification with HQ to the model and the model fit improves significantly (p < 

.001), supporting H2a. Organisational identification with HQ has a positive and significant 

relationship with vertical knowledge outflows (B = .679, p < .001). Shared vision is added in model 

3 and the model fit improves significantly (p < .001). Shared vision has a positive and significant 

relationship with vertical knowledge outflows (B = .617, p < .001), consistent with H3a. 
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Table 5.9 Results of Regression Analyses of Internal Embeddedness and Vertical Knowledge 
Outflows 

Variable Baseline  Model 1  Model 2  Model 3  

         
Shared vision       .617 *** 
       (.164)  
         
Organisational identification with HQ     .679 *** .504 ** 
     (.199)  (.193)  
         
Intra-organisational trust    .525 *** .077  -.208  
   (.125)  (.178)  (.183)  
         
Control Variables         
 Constant 1.372  -1.276  -1.117  -2.361 * 
  (1.145)  (1.237)  (1.179)  (1.157)  
 Subsidiary age .427  .552  .178  .463  
  (.473)  (.441)  (.434)  (.415)  
 Subsidiary size -.205  .149  .132  .210  
  (.262)  (.257)  (.245)  (.232)  
 HQ-subsidiary interdependence .587 * .370 ** .266  .174  
  (.109)  (.114)  (.113)  (.109)  
 Knowledge tacitness .198 * .162 

† 
.117  .158 

†
 

  (.105)  (.098)  (.094)  (.089) 
 

          

R
2
 .243  .353  .420  .491  

Adjusted R
2
 .214  .322  .386  .456  

∆ R
2
 .243 *** .110 *** .066 *** .072 *** 

N 109  109  109  109  
F 8.363 *** 11.263 *** 12.296 *** 13.931 *** 
Standard errors are in parentheses         
† p < .10, * p < .05, ** p < .01, *** p < .001        

 

5.7 Internal Embeddedness and Horizontal Knowledge Outflows 

The baseline model to test internal embeddedness variables and horizontal knowledge outflows 

includes the four control variables of subsidiary age, subsidiary size, inter-subsidiary 

interdependence and knowledge tacitness.  All control variables for the horizontal knowledge 

outflows are significant. Subsidiary age has a negative and highly significant (p < .001) association 

with horizontal knowledge outflows, indicating that younger subsidiaries engage in greater 

horizontal knowledge outflows. Size of subsidiary has a positive and significant relationship (p < 

.001) with horizontal knowledge inflows. Subsidiary age and size both do not appear to be 

significant predictor to vertical knowledge outflows (refer to the baseline model for vertical 

knowledge outflows). Although results are insignificant in the case of vertical knowledge outflows, 

it is important to note that the relationship of subsidiary age and size are complete opposites of 
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those with horizontal knowledge outflows. Inter-subsidiary interdependence is also found to have 

significant (p < .001) and positive relationship with horizontal knowledge outflows. This finding 

confirms previous finding between degree of inter-dependence and knowledge flows (Foss & 

Pedersen, 2002). Knowledge tacitness showed the expected negative sign and is significant (p > 

.01). Higher knowledge tacitness leads to lower horizontal knowledge outflows.  

 

5.7.1 Intra-organisational Trust and Horizontal Knowledge Outflows 

The variable for intra-organisational trust was added to the baseline model to test the individual 

effect of trust with horizontal knowledge outflows. Adding the variable showed a significant 

improvement to the fit of the model (p < .001). Intra-organisational trust has a positive and 

significant relationship with horizontal knowledge outflows (p < .001).  

 

Table 5.10 Results of Regression Analysis of Intra-organisational Trust and Horizontal Knowledge 
Outflows 

Variable  Baseline  Model 1  

    
Intra-organisational trust  .393 *** 
  (.089)  
    
Control Variables    
 Constant 4.763 *** 2.151 ** 
  (.874)  (.997)  
 Subsidiary age (log) -1.368 *** -.983 ** 
  (.347)  (.331)  
 Subsidiary size (log) .540 ** .605 ** 
  (.205)  (.189)  
 Inter-subsidiary interdependence .314 *** .271 *** 
  (.070)  (.065)  
 Knowledge tacitness -.171 ** -.152 ** 
  (.080  (.074) 

 

    
R

2
 .240  .362  

Adjusted R
2
 .210  .331  

Δ R
2
  .122 *** 

N 109  109  
F 8.193 *** 11.666 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 
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5.7.2 Organisational Identification with HQ and Horizontal Knowledge Outflows 

Organisational identification with HQ is added to the baseline model and the fit of the model 

improves significantly (p < .001). Table 5.11 displays results of organisational identification with 

HQ and horizontal knowledge outflows. 

 

Table 5.11 Results of Regression Analysis of Organisational Identification with HQ and Horizontal 
Knowledge Outflows 

Variable  Baseline  Model 1  

    
Organisational identification with HQ  .456 *** 
  (.095)  
    
Control Variables    
 Constant 4.763 *** 2.618 ** 
  (.874)  (.912)  
 Subsidiary age (log) -1.368 *** -1.198 *** 
  (.347)  (.317)  
 Subsidiary size (log) .540 ** .488 ** 
  (.205)  (.186)  
 Inter-subsidiary interdependence .314 *** .259 *** 
  (.070)  (.065)  
 Knowledge tacitness -.171 ** -.166 ** 
  (.080)  (.073) 

 

    
R

2
 .240  .378  

Adjusted R
2
 .210  .348  

Δ R
2
  .139 *** 

N 109  109  
F 8.193 *** 12.525 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.7.3 Shared Vision and Horizontal Knowledge Outflows 

Adding shared vision to the baseline model for horizontal knowledge outflows also significantly 

improves the fit of the model (p < .001). Table 5.12 illustrates the findings between shared vision 

and horizontal knowledge outflows. 
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Table 5.12 Results of Regression Analysis of Shared Vision and Horizontal Knowledge Outflows 

Variable Baseline Model 1  

    
Shared vision  .484 *** 
  (.083)  
    
Control Variables    
 Constant 4.763 *** 1.012  
  (.874)  (1.000)  
 Subsidiary age (log) -1.368 *** -.772 ** 
  (.347)  (.320)  
 Subsidiary size (log) .540 ** .601 *** 
  (.205)  (.179)  
 Inter-subsidiary interdependence .314 *** .317 *** 
  (.070)  (.061)  
 Knowledge tacitness -.171 ** -.114  
  (.080)  (.071) 

 

    
R

2
 .240    

Adjusted R
2
 .210  .427  

Δ R
2
  .187 *** 

n 109  109  
F 8.193 *** 15.335 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.7.4 Internal Embeddedness and Horizontal Knowledge Outflows 

Next, I tested all internal embeddedness variables of intra-organisational trust, organisational 

identification with HQ and shared vision with horizontal knowledge outflows. Results of internal 

embeddedness and horizontal knowledge outflows differ from vertical knowledge outflows. The 

baseline model includes the control variables namely subsidiary age, size, inter-subsidiary 

interdependence and knowledge tacitness. Age of subsidiary shows negative and significant 

relationship with horizontal knowledge outflows (B = -1.368, p < .001). This shows that older 

subsidiaries do not necessarily engage in more horizontal knowledge outflows. Subsidiary size 

shows positive and significant relationship with horizontal knowledge outflows (B = .540, p < .01). 

Larger subsidiaries do engage in more horizontal knowledge outflows. Inter-subsidiary 

interdependence also shows positive and significant relationship (B = .314, p < .000). Highly 

interdependent peer subsidiaries engage in more knowledge flows with each other. Finally, 

knowledge tacitness displays a negative and significant relationship with horizontal knowledge 

outflows (B = -.171, p < .036). This shows that more tacit knowledge in subsidiaries results in 

lesser horizontal knowledge outflows. 
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Model 1 adds the intra-organisational trust variable to the baseline model. The addition of intra-

organisational trust significantly improves the fit of the model (p < .000). Parameters for all control 

variables remain significant. Intra-organisational trust shows a positive and significant relationship 

with horizontal knowledge outflows, indicating that higher trust in HQ is associated with increased 

horizontal knowledge outflows. However, the parameters for intra-organisational trust, similar to 

the case in vertical knowledge outflows, turn non-significant in subsequent models. This 

demonstrates that the notion of intra-organisational trust is less important to horizontal knowledge 

outflows in the presence of other internal embeddedness variables. H1b is only partially supported 

Model 2 adds organisational identification with HQ and the model fit improves significantly (p < 

.047). Parameters for all control variables remain significant. Organisational identification with HQ 

shows positive and significant relationship to horizontal knowledge outflows (B = .315, p = .047), 

providing support for H2b. The parameter estimate for intra-organisational trust turns non-

significant in this model. 

Model 3 adds shared vision to the model and the model fit improves significantly (p = .004). 

Parameters for all control variables remain significant. Shared vision shows a positive and 

significant relationship with horizontal knowledge outflows, thus supporting H3b. However, 

parameter estimates for both intra-organisational trust and organisational identification with HQ 

turn non-significant in the model. Interestingly, the parameter estimate for intra-organisational trust 

turns negative in this model but not significant. 
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Table 5.13 Results of Regression Analyses of Internal Embeddedness and Horizontal Knowledge 
Outflows 

Variable Baseline  Model 1  Model 2  Model 3  

         
Shared vision       .397 ** 
       (.136)  
         
Organisational identification with HQ     .315 * .163  
     (.156)  (.160)  
         
Intra-organisational trust    .393 *** .164  -.030  
   (.089)  (.143)  (.154)  
         
Control Variables         
 Constant 4.763 *** 2.151 * 2.196 * 1.113  
  (.874)  (.997)  (.983)  (1.019)  
 Subsidiary age -1.368 *** -.983 ** -1.090 ** -.847 * 
  (.347)  (.331)  (.330)  (.330)  
 Subsidiary size .540 ** .605 ** .531 ** .566 ** 
  (.205)  (.189)  (.190)  (.184)  
 Inter-subsidiary interdependence .314 *** .271 *** .258 *** .300 *** 
  (.070)  (.065)  (.065)  (.064)  
 Knowledge tacitness -.171 * -.152 * -.160 * -.124 

† 

  (.080)  (.074)  (.073)  (.072) 
 

          

R
2
 .240  .362  .386  .434  

Adjusted R
2
 .210  .331  .350  .394  

∆ R
2
 .240 *** .122 *** .024 * .048 ** 

n 109  109  109  109  
F 8.193 *** 11.666 *** 10.685 *** 11.046 *** 
Standard errors are in parentheses         
† p < .10, * p < .05, ** p < .01, *** p < .001        

 

5.8 Local Embeddedness and Localised Subsidiary Innovation  

In this section, I test the individual effect of local embeddedness variables to localised subsidiary 

innovation. Inter-organisational trust, information sharing and joint problem-solving with local 

suppliers, local customers and other local agencies are individually regressed with localised 

subsidiary innovation. Results are as follows. 

 

5.8.1 Inter-organisational Trust and Localised Subsidiary Innovation 

5.8.1.1 Inter-organisational Trust in Local Suppliers and Localised Subsidiary Innovation 

Table 5.14 shows that the addition of inter-organisational trust in suppliers increased model fit (p < 

.001). The parameter estimate for inter-organisational trust in suppliers and localised subsidiary 
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innovation is positive and significant (B = .765, p < .001) indicating that higher trust in local 

suppliers positively influences localised subsidiary innovation. 

 

Table 5.14 Results of Regression Analysis of Inter-organisational Trust (Suppliers) and Localised 
Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Inter-organisational trust  .765 *** 
  (.077)  
    
Control Variables    

 Constant 7.371 *** 2.675 *** 
  (.792)  (.735)  
 Subsidiary age (log) -1.545 *** -1.022 *** 
  (.360)  (.261)  
 Subsidiary size (log) .074  .092  
  (.193)  .137  
 Knowledge tacitness -.099  -.063  
  (.080)  (.057) 

 

    
R

2
 .165  .583  

Adjusted R
2
 .140  .566  

Δ R
2
  .418 *** 

n 103  103  
F 6.522 *** 34.303 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.1.2 Inter-organisational Trust in Local Customers and Localised Subsidiary Innovation 

Table 5.15 shows that the addition of inter-organisational trust in local customers significantly 

improves the model fit (p < .001). The positive and significant parameter of inter-organisational 

trust in local customers (B = .625, p <.001) indicates that greater trust in local customers positively 

and significantly leads to greater localised subsidiary innovation. 
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Table 5.15 Results of Regression Analysis of Inter-organisational Trust (Customers) and Localised 
Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Inter-organisational trust  .625 *** 
  (.075)  
    
Control Variables    
 Constant 7.218 *** 3.118 *** 
  (.771  (.767)  
 Subsidiary age (log) -1.665 *** -1.059 *** 
  (.366)  (.288 ) 
 Subsidiary size (log) .157  .123  
  (.196)  (.149)  
 Knowledge tacitness -.097  -.036  
  (.084)  (.065) 

 

    
R

2
 .193  .536  

Adjusted R
2
 .167  .516  

Δ R
2
  .343 *** 

N 99  99  
F 7.553 *** 27.139 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.1.3 Inter-organisational Trust in Other Local Agencies and Localised Subsidiary 

Innovation 

Table 5.16 displays the results of inter-organisational trust in other local agencies with localised 

subsidiary innovation. The addition of the variable significantly improves the model fit (p < .001). 

The parameter estimate of inter-organisational trust in other local agencies (B= .566, p < .001) 

reveals that higher level of trust in other local agencies positively influences localised subsidiary 

innovation (H4c). 

 

  



 

  

203 

 

Table 5.16 Results of Regression Analysis of Inter-organisational Trust (Other Local Agencies) 
and Localised Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Inter-organisational trust  .566 *** 
  (.089)  
    
Control Variables    
 Constant 7.722 *** 4.430 *** 
  (.837)  (.871)  
 Subsidiary age (log) -1.702 *** -1.342 *** 
  (.385)  (.326)  
 Subsidiary size (log) .074  .022  
  (.205)  (.171)  
 Knowledge tacitness -.140  -.103  
  (.090)  (.075) 

 

    
R

2
 .190  .442  

Adjusted R
2
 .163  .417  

Δ R
2
  .252 *** 

N 99  99  
F 7.028 *** 17.612 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.2 Information Sharing and Localised Subsidiary Innovation 

5.8.2.1 Information Sharing with Local Suppliers and Localised Subsidiary Innovation 

Table 5.17 shows that the addition of the variable information sharing with local suppliers 

significantly improves the model fit (p < .001). The positive and significant parameter (B = .630, p < 

.001) indicates that greater information sharing with local suppliers leads to greater localised 

subsidiary innovation (H5a). 
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Table 5.17 Results of Regression Analysis of Information Sharing (Suppliers) and Localised 
Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Information sharing  .630 *** 
  (.071)  
    
Control Variables    
 Constant 7.371 *** 4.048 *** 
  (.792)  (.698)  
 Subsidiary age (log) -1.545 *** -1.248 *** 
  (.360)  (.271)  
 Subsidiary size (log) .074  .084  
  (.193)  (.144)  
 Knowledge tacitness -.099  -.140  
  (.080)  (.060) ** 
    
R

2
 .165  .540  

Adjusted R
2
 .140  .521  

Δ R
2
  .375 *** 

N 103  103  
F 6.522 *** 28.730 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.2.2 Information Sharing with Local Customers and Localised Subsidiary Innovation 

Table 5.18 shows that the addition of the variable information sharing with local customers 

significantly improves model fit (p < .001). The positive and significant parameter estimate for 

information sharing with local customers (B = .541, p <.001) reveals that greater information 

sharing with local customers increased localised subsidiary innovation (H5b). 
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Table 5.18 Results of Regression Analysis of Information Sharing (Customers) and Localised 
Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Information sharing  .541 *** 
  (.078)  
    
Control Variables    
 Constant 7.218 *** 3.202 *** 
  (.771)  (.858)  
 Subsidiary age (log) -1.665 *** -1.035 *** 
  (.366)  (.313)  
 Subsidiary size (log) .157  .190  
  (.196)  (.160)  
 Knowledge tacitness -.097  -.017  
  (.084)  (.070) 

 

    
R

2
 .193  .465  

Adjusted R
2
 .167  .442  

Δ R
2
  .272 *** 

N 99  99  
F 7.553 *** 20.391 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.2.3 Information Sharing with Other Local Agencies and Localised Subsidiary Innovation 

Table 5.18 shows that the addition of information sharing with other local agencies variables 

significantly improves the model fit (p < .001). The positive and significant parameter estimate for 

information sharing with other local agencies (B = .428, p < .001) indicates that greater information 

sharing between MNC subsidiaries and other local agencies leads to increased localised 

subsidiary innovation (H5c).  
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Table 5.19 Results of Regression Analysis of Information Sharing (Other Local Agencies) and 
Localised Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Information sharing  .428 *** 
  (.085)  
    
Control Variables    
 Constant 7.722 *** 5.928 *** 
  (.837)  (.825)  
 Subsidiary age (log) -1.702 *** -1.877 *** 
  (.385)  (.344)  
 Subsidiary size (log) .074  .088  
  (.205)  (.182)  
 Knowledge tacitness -.140  -.114  
  (.090)  (.080) 

 

    
R

2
 .190  .368  

Adjusted R
2
 .163  .340  

Δ R
2
  .178 *** 

N     
F 7.028 *** 12.970 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.3 Joint Problem-solving and Localised Subsidiary Innovation 

5.8.3.1 Joint Problem-solving with Local Suppliers and Localised Subsidiary Innovation 

Table 5.20 shows that the inclusion of joint problem-solving with local suppliers significantly 

improves model fit (p < .001). The positive and significant parameter estimate for joint problem-

solving with local suppliers (B = .707, p < .001) indicates that greater joint problem-solving with 

local suppliers significantly leads to greater localised subsidiary innovation.  
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Table 5.20 Results of Regression Analysis of Joint Problem-solving (Suppliers) and Localised 
Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Joint problem-solving  .707 *** 
  (.078)  
    
Control Variables    
 Constant 7.371 *** 2.347 *** 
  (.792)  (.808)  
 Subsidiary age (log) -1.545 *** -.817 *** 
  (.360)  (.279)  
 Subsidiary size (log) .074  .141  
  (.193)  (.143)  
 Knowledge tacitness -.099  -.047  
  (.080)  (.060) 

 

    
R

2
 .165  .545  

Adjusted R
2
 .140  .527  

Δ R
2
  .380 *** 

N 103  103  
F 6.522 *** 29.387 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.3.2 Joint Problem-solving with Local Customers and Localised Subsidiary Innovation 

Table 5.21 demonstrates that the addition of joint problem-solving with local customers 

significantly improves model fit (p < .001). The positive and significant parameter estimate for joint 

problem-solving with local customers (B = .568, p < .001) indicates positive association between 

joint problem-solving and localised subsidiary innovation. 
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Table 5.21 Results of Regression Analysis of Joint Problem-solving (Customers) and Localised 
Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Joint problem-solving  .568 *** 
  (.072)  
    
Control Variables    
 Constant 7.218 *** 2.885 *** 
  (.771)  (.816)  
 Subsidiary age (log) -1.665 *** -.875 *** 
  (.366)  (.303)  
 Subsidiary size (log) .157  .182  
  (.196)  (.153)  
 Knowledge tacitness -.097  -.033  
  (.084)  (.066) 

 

    
R

2
 .193  .513  

Adjusted R
2
 .167  .493  

Δ R
2
  .321 *** 

N 99  99  
F 7.553 *** 24.784 *** 
 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.3.3 Joint Problem-solving with Other Local Agencies and Localised Subsidiary 

Innovation 

Table 5.22 demonstrates that the addition of joint problem-solving with other local agencies 

improves model fit significantly (p < .001). The positive and significant parameter estimate of joint 

problem-solving with other local agencies (B = .564, p < .001) reveals that increased joint problem-

solving with other local agencies leads to increased localised subsidiary innovation (H6c).  
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Table 5.22 Results of Regression Analysis of Joint Problem-solving (Other Local Agencies) and 
Localised Subsidiary Innovation 

Variable  Baseline  Model 1  

    
Joint problem-solving  .564 *** 
  (.097)  
    
Control Variables    
 Constant 7.722 *** 4.676 *** 
  (.837)  (.888)  
 Subsidiary age (log) -1.702 *** -1.495 *** 
  (.385)  (.332)  
 Subsidiary size (log) .074  .107  
  (.205)  (.175)  
 Knowledge tacitness -.140  -.123  
  (.090)  (.077) 

 

    
R

2
 .190  .413  

Adjusted R
2
 .163  .386  

Δ R
2
  .223 *** 

n 94  94  
F 7.028 *** 15.625 *** 
Standard errors are in parentheses 
† p < .10, *p < .05, **p < .01, ***p < .001 

 

5.8.4 Local Embeddedness with Suppliers and Localised Subsidiary Innovation 

Table 5.23 shows results of regression analyses of local embeddedness with suppliers and 

localised subsidiary innovation. The baseline model consists of three control variables – subsidiary 

age, subsidiary size and knowledge tacitness to localised subsidiary innovation. Only one control 

variable shows significant results – age of subsidiary. The parameter estimate for subsidiary age 

indicates negative and significant relationship with localised subsidiary innovation (B = -1.545, p < 

.001). This indicates that younger subsidiaries also come up with innovation from the host country.  

 

Model 1 adds the inter-organisational trust with local suppliers and the fit of the model improves 

significantly (p < .001). Inter-organisational trust with local suppliers shows positive and significant 

relationship with localised subsidiary innovation (B = .765, p < .001). Results reveal that higher 

inter-organisational trust with local suppliers enhances localised subsidiary innovation. 

 

Model 2 adds information sharing with local suppliers to the model. The fit improvement is 

significant (p < .01). Information sharing with local suppliers shows positive and significant 

relationship with localised subsidiary innovation (B = .285, p < .01). This indicates that higher level 
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of information sharing with local suppliers leads to greater localised subsidiary innovation. 

However, the parameter estimate for information sharing turns non-significant in the subsequent 

model. 

 

Model 3 adds the variable joint problem-solving with local suppliers and the model fit improves 

significantly (p < .05). The parameter estimate for joint problem-solving shows positive and 

significant relationship with localised subsidiary innovation (B = .260, p < .05). Model 3 shows that 

information sharing no longer displays significant results to localised subsidiary innovation. Trust in 

and joint problem-solving with local suppliers significantly increase localised subsidiary innovation. 

 
Table 5.23 Results of Regression Analyses of Local Embeddedness (Suppliers) and Localised 
Subsidiary Innovation 

Variable Baseline  Model 1  Model 2  Model 3  

         
Joint problem-solving       .260 * 
       (.121)  
         
Information sharing     .285 ** .173  
     (.103)  (.114)  
         
Inter-organisational trust   .765 *** .511 *** .409 ** 
   (.077)  (.118)  (.126)  
         
Control Variables         
 Constant 7.371 *** 2.675 *** 2.733 *** 2.101 ** 
  (.792)  (.735)  (.712)  (.758)  
 Subsidiary age -1.545 *** -1.022 *** -1.062 *** -.917 ** 
  (.360)  (.261)  (.253)  (.257)  
 Subsidiary size .074  .092  .090  .111  
  (.193)  (.137)  (.133)  (.131)  
 Knowledge tacitness -.099  -.063  -.093 

† 
-.072 

 

  (.080)  (.057)  (.056)  (.056) 
 

          

R
2
 .165  .583  .614  .631  

Adjusted R
2
 .140  .566  .594  .608  

∆ R
2
 .165 ** .418 *** .030 ** .018 * 

n 103  103  103  103  
F 6.522 *** 34.303 *** 10.258 *** 30.821 *** 
Standard errors are in parentheses         
† p < .10, * p < .05, ** p < .01, *** p < .001        

 

5.8.5 Local Embeddedness with Customers and Localised Subsidiary Innovation 

Table 5.24 summarises the results of regression analyses of local embeddedness with customers 

and localised subsidiary innovation. The baseline model shows that only subsidiary age shows 
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significant results. The parameter estimate for subsidiary age is negative however (B = -1.665, p < 

.001), indicating that even young subsidiaries gain localised subsidiary innovation.  

 

Model 1 adds inter-organisational trust with customers and the model fit improves significantly (p < 

.001). Inter-organisational trust with customers shows a positive and significant relationship with 

localised subsidiary innovation (B = .625, p < .001). This shows that higher trust in local customers 

leads to greater localised subsidiary innovation. 

 

Model 2 adds information sharing with local customers. However, the model does not improve 

significantly with the addition of this variable. The parameter estimate for information sharing with 

local customers shows non-significant results, although it has the expected sign. 

 

Model 3 adds joint problem-solving with local customers and the model‟s fit improves significantly 

(p < .001). The parameter estimate for joint problem-solving with local customers shows positive 

and significant relationship with localised subsidiary innovation (B = .312, p < .05). The parameter 

for information sharing with local customers remains non-significant, although the sign turns 

negative. The parameter estimate for inter-organisational trust in local customers remains positive 

and significant in the model (B = .433, p < .001). The results for local customers and localised 

subsidiary innovation reveal that trust in and joint problem-solving with local customers are the 

main predictors of increasing subsidiary innovation from the host country. This finding is similar to 

that on local embeddedness with local suppliers. 
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Table 5.24 Results of Regression Analyses of Local Embeddedness (Customers) and Localised 
Subsidiary Innovation 

Variable Baseline  Model 1  Model 2  Model 3  

         
Joint problem-solving       .312 * 
       (.127)  
         
Information sharing     .106  -.078  
     (.134)  (.150)  
         
Inter-organisational trust   .625 *** .534 *** .433 ** 
   (.075)  (.138)  (.140)  
         
Control Variables         
 Constant 7.218 *** 3.118 *** 2.931 *** 2.573 ** 
  (.771)  (.767)  (.804)  (.796)  
 Subsidiary age -1.665 *** -1.059 *** -1.024 ** -.902 ** 
  (.366)  (.288)  (.292)  (.289)  
 Subsidiary size .157  .123  .134  .143  
  (.196)  (.149)  (.150)  (.146)  
 Knowledge tacitness -.097  -.036  -.029  -.030 

 

  (.084)  (.065)  (.065)  (.064) 
 

          

R
2
 .193  .536  .539  .568  

Adjusted R
2
 .167  .516  .514  .539  

∆ R
2
 .193 *** .343 *** .003  .029 * 

n 99  99  99  99  
F 7.553 *** 27.139 *** 9.004 *** 20.128 *** 
Standard errors are in parentheses         
† p < .10, * p < .05, ** p < .01, *** p < .001        

 

5.8.6 Local Embeddedness with Other Local Agencies and Localised Subsidiary Innovation 

Table 5.25 displays the results of regression analyses of local embeddedness with other local 

agencies and localised subsidiary innovation. The baseline model includes three control variables 

– subsidiary age, subsidiary size and knowledge tacitness. Only subsidiary age shows significant 

results but the parameter estimate is negative (B = -1.702, p <.001). This shows that older 

subsidiaries do not necessarily have higher localised subsidiary innovation. 

 

Model 1 adds intra-organisational trust with other local agencies to the baseline model. The model 

fit improves significantly (p < .001). The parameter estimate for inter-organisational trust in other 

local agencies shows positive and significant results (B = .566, p < .001). This shows that trust in 

other local agencies significantly increases localised subsidiary innovation. 

 



 

  

213 

 

Model 2 adds information sharing with other local agencies and the model fit improves significantly 

(p < .10). The parameter estimate for information sharing with other local agencies shows positive 

and significant results (B = .188, p < .10). The model confirms that information sharing with other 

local agencies significantly influences localised subsidiary innovation. 

 

Model 3 adds the variable joint problem-solving with other local agencies and the model fit 

improves significantly (p < .05). The parameter estimate for joint problem-solving shows a positive 

and significant relationship with localised subsidiary innovation (B = .285, p < .05). The parameter 

estimates for inter-organisational trust in other local agencies remain significant and positive, while 

the parameter estimate for information sharing with other local agencies turns non-significant. 

Consistent with the findings for localised subsidiary innovation and local embeddedness with 

suppliers and customers, joint problem-solving and trust in other local agencies remain significant 

predictors of localised subsidiary innovation. 

 
Table 5.25 Results of Regression Analyses of Local Embeddedness ( Other Local Agencies) and 
Localised Subsidiary Innovation 
 

Variable Baseline  Model 1  Model 2  Model 3  

         
Joint problem-solving       .285 * 
       (.126)  
         
Information sharing     .188 

† 
.076  

     (.100)  (.109)  
         
Inter-organisational trust   .566 *** .439 *** .358 ** 
   (.089)  (.111)  (.114)  
         
Control Variables         
 Constant 7.222 *** 4.430 *** 4.383 *** 3.783 *** 
  (.837)  (.871)  (.859)  (.780)  
 Subsidiary age -1.702 *** -1.342 *** -1.500 *** -1.401 *** 
  (.385)  (.326)  (.333)  (.328)  
 Subsidiary size .074  .022  .040  .060  
  (.205)  (.171)  (.169)  (.165)  
 Knowledge tacitness -.140  -.103  -.100  -.104 

 

  (.090)  (.075)  (.074)  (.072) 
 

          

R
2
 .190  .442  .463  .493  

Adjusted R
2
 .163  .417  .433  .458  

∆ R
2
 .190 *** .252 *** .022 † .030 * 

n 94  94  94  94  
F 7.028 *** 17.612 *** 15.205 *** 14.118 *** 
Standard errors are in parentheses         
†
 p < .10, * p < .05, ** p < .01, *** p < .001        
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5.9 Local Embeddedness, Localised Subsidiary Innovation and Vertical Knowledge 

Outflows 

To test the influence of local embeddedness to vertical knowledge outflows, I conducted two-stage 

least squared regression analysis. The first step of the exercise is to run three control variables 

(subsidiary age, subsidiary size and knowledge tacitness) and local embeddedness variables with 

localised subsidiary innovation, saving the residual. The second step involves running four control 

variables (subsidiary age, subsidiary size, knowledge tacitness and HQ-subsidiary 

interdependence), local embeddedness variables and the residual values of the regression with 

localised subsidiary innovation with vertical knowledge outflows. Results are presented according 

to local suppliers, local customers and other local agencies. 

 

5.9.1 Local Embeddedness with Suppliers, Localised Subsidiary Innovation and Vertical 

Knowledge Outflows 

Table 5.26 displays the results for the indirect effects of local embeddedness with suppliers, 

localised subsidiary innovation and vertical knowledge outflows. Two-stage least square 

regression is conducted with vertical knowledge outflows as the dependent variable. The baseline 

model consists of the control variables of subsidiary age, subsidiary size, HQ-subsidiary 

interdependence and knowledge tacitness.  

 

Model 1 adds inter-organisational trust, information sharing and joint problem-solving with local 

suppliers to the baseline model. The addition of local embeddedness variables improves the 

model fit significantly (p < .001). The parameter estimates for inter-organisational trust (B = .206) 

and information sharing (B = .252) show positive results but not significant. The parameter 

estimate for joint problem-solving with local suppliers displays positive and significant results (B = 

.481, p < .05).  

 



 

  

215 

 

Model 2 adds the residual value of the regression between local embeddedness with local 

suppliers and localised subsidiary innovation. The addition of the variable is to test the indirect 

effect of local embeddedness with local suppliers and localised subsidiary innovation to vertical 

knowledge outflows. The addition of the variable improves the model fit significantly (p < .001). 

The results demonstrate that local embeddedness with local suppliers positively influences vertical 

knowledge outflows indirectly through localised subsidiary innovation. 

 

Table 5.26 Results of Regression Analyses of Local Embeddedness (Suppliers), Localised 
Subsidiary Innovation and Vertical Knowledge Outflows 

Variable       Baseline  Model 1  Model 2  

             
Residual          .579 *** 
           (.155)  
Joint problem-solving        .481 * .482 ** 
         (.193)  (.181)  
Information sharing       .252  .281  
         (.188)  (.177)  
Inter-organisational trust        .206  .223  
         (.203)  (.190)  
             
Control Variables             
 Constant     1.814  -1.988  -1.872  
        (1.188)  (1.226)  (1.150)  
 Subsidiary age      .236  .251  .150  
        (.505)  (.444)  (.418)  
 Subsidiary size      -.217  .229  .297  
        (.270)  (.237)  (.223)  
 HQ-Subsidiary interdependence      .571 *** .175  .107  
       (.111)  (.114)  (.108)  
 Knowledge tacitness   

 
  .187 

†
 .111  .092  

        (.106)  (.095)  (.089)  
           
R

2
     .249  .485  .552  

Adjusted R
2
     .218  .447  .514  

∆ R
2
       .236 *** .067 *** 

N     103  103  103  
F     8.126 *** 12.786 *** 14.458 *** 
Standard errors are in parentheses           
† p < .10, * p < .05, ** p < .01, *** p < .001           
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5.9.2 Local Embeddedness with Customers, Localised Subsidiary Innovation and Vertical 

Knowledge Outflows 

Results of local embeddedness with customers, localised subsidiary innovation and vertical 

knowledge outflows are displayed in Table 5.27. The baseline model includes subsidiary age, size, 

HQ-subsidiary interdependence and knowledge tacitness against vertical knowledge outflows. 

 

Model 1 adds inter-organisational trust, information sharing and joint problem-solving with local 

customers into the model, and the model fit improves significantly (p < .05). Only the parameter 

estimate for inter-organisational trust with customers shows positive and significant results (B= 

.378, p < .10). Parameter estimates for information sharing (B = -.114) and joint problem-solving (B 

= .228) with local customers are not significant.  

 

Model 2 adds the residual values of the regression between local embeddedness with local 

customers and localised subsidiary innovation. The addition of the variable improves the model fit 

(p < .001). The parameter estimate shows positive and significant results (B = .861, p < .001). The 

notion that local embeddedness with customers positively influences vertical knowledge outflows 

through localised subsidiary innovation is thus supported. 
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Table 5.27 Results of Regression Analyses of Local Embeddedness (Customers), Localised 
Subsidiary Innovation and Vertical Knowledge Outflows 

Variable       Baseline  Model 1  Model 2  

             
Residual          .773 *** 
           (.158)  
Joint problem-solving        .228  .273  
         (.211)  (.189)  
Information sharing       -.114  -.111  
         (.246)  (.220)  
Inter-organisational trust        .378 

† 
.423 ** 

         (.233)  (.209)  
             
Control Variables             

 Constant     .803  -1.230  -1.036  
        (1.177)  (1.317)  (1.177)  
 Subsidiary age      .587  .678  .497  
        (.516)  (.499)  (.447)  
 Subsidiary size      -.339  -.104  .054  
        (.277)  (.276)  (.249)  
 HQ-Subsidiary interdependence      .650 *** .411 *** .260 * 
       (.114)  (.130)  (.121)  
 Knowledge tacitness      .291 * .263 * .226 * 
        (.113)  (.109)  (.098)  
           
R

2
     .290  .371  .503  

Adjusted R
2
     .259  .323  .459  

∆ R
2
       .081 * .132 *** 

N     99  99  99  
F     9.585 *** 7.675 *** 11.397 *** 
Standard errors are in parentheses           
†
 p < .10, * p < .05, ** p < .01, *** p < .001           

 

5.9.3 Local Embeddedness with Other Local Agencies, Localised Subsidiary Innovation and 

Vertical Knowledge Outflows 

Table 5.28 displays the results of local embeddedness with other local agencies, localised 

subsidiary innovation and vertical knowledge outflows. The baseline model consists of control 

variables – subsidiary age, subsidiary size, HQ-subsidiary interdependence and knowledge 

tacitness. 

 

Model 1 adds inter-organisational trust, information sharing and joint problem-solving with other 

local agencies, but the model fit does not improve. The parameter estimate for inter-organisational 

trust in other local agencies shows positive and significant result (B = .356, p < .05). The 
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parameter estimates for information sharing and joint problem-solving with other local agencies do 

not seem to increase vertical knowledge outflows.  

 

Model 2 adds the residual values of the regression of local embeddedness with other local 

agencies and localised subsidiary innovation. The addition of the variable improves the model fit 

significantly (p < .001). The variable also shows positive and significant results, suggesting that 

local embeddedness with other agencies is positively associated with greater vertical knowledge 

outflows through localised subsidiary innovation.  

 

Table 5.28 Results of Regression Analyses of Local Embeddedness (Other Local Agencies), 
Localised Subsidiary Innovation and Vertical Knowledge Outflows 

Variable       Baseline  Model 1  Model 2  

             
Residual          .863 *** 
           (.147)  
Joint problem-solving        .090  .177  
         (.191)  (.163)  
Information sharing       -.156  -.168  
         (.162)  (.138)  
Inter-organisational trust        .356 * .447 *** 
         (.174)  (.149)  
             
Control Variables             
 Constant     1.178  -.109  .427  
        (1.183)  (1.327)  (1.130)  
 Subsidiary age      .404  .513  .094  
        (.511)  (.523)  (.449)  
 Subsidiary size      -.340  -.257  .017  
        (.272)  (.275)  (.238)  
 HQ-Subsidiary interdependence      .650 *** .540 *** .277 * 
       (.109)  (.121)  (.112)  
 Knowledge tacitness      .273 * .257 * .188 * 
        (.113)  (.112)  (.096)  
           
R

2
     .327  .367  .550  

Adjusted R
2
     .297  .316  .507  

∆ R
2
       .040  .182 *** 

N     94  94  94  
F     10.827 *** 7.131 *** 12.972 *** 
Standard errors are in parentheses           
† p < .10, * p < .05, ** p < .01, *** p < .001           
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5.10 Local Embeddedness, Localised Subsidiary Innovation and Horizontal Knowledge 

Outflows 

5.10.1 Local Embeddedness with Suppliers, Localised Subsidiary Innovation and Horizontal 

Knowledge Outflows 

Results for local embeddedness with suppliers, localised subsidiary innovation and horizontal 

knowledge outflows are reported in Table 5.29. The baseline model includes control variables – 

subsidiary age, subsidiary size, inter-subsidiary interdependence and knowledge tacitness to 

horizontal knowledge outflows.  

 

Model 1 adds inter-organisational trust, information sharing and joint problem-solving with 

suppliers and the model fit improves significantly (p < .001). Inter-organisational trust (B = .387, p 

< .05) and joint problem-solving (B = .372, p < .10) with local suppliers show positive and 

significant results indicating that inter-organisational trust and joint problem-solving are positively 

associated with horizontal knowledge outflows.  

 

Model 4 adds the residual value of the regression between local embeddedness with suppliers and 

localised subsidiary innovation. The addition of the variable improves the model fit significantly (p 

< .01). The parameter estimate shows positive and significant results indicating that local 

embeddedness with suppliers is positively associated with greater horizontal knowledge outflows 

through localised subsidiary innovation. 
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Table 5.29 Results of Regression Analyses of Local Embeddedness (Suppliers), Localised 
Subsidiary Innovation and Horizontal Knowledge Outflows 

Variable       Baseline  Model 1  Model 2  

             
Residual          .282 * 
           (.118)  
Joint problem-solving        .372 

† 
.361 ** 

         (.139)  (.136)  
Information sharing       -.046  -.043  
         (.130)  (.127)  
Inter-organisational trust        .387 ** .398 ** 
         (.144)  (.141)  
             
Control Variables             

 Constant     5.191 ** .483  .680  
        .871  (.916)  (.897)  
 Subsidiary Age      -1.293 * -.659 * -.641 * 
        (.357)  (.295)  (.288)  
 Subsidiary Size      .410 * .439 ** .398 ** 
        (.206)  (.162)  (.159)  
 Inter-subsidiary Interdependence      .287 *** .274 *** .239 *** 
       (.069)  (.054)  (.055)  
 Knowledge tacitness      -.117 * -.127 

†
 -.122 

† 

        (.079)  (.064)  (.063)  
           
R

2
     .220  .540  .567  

Adjusted R
2
     .188  .506  .530  

∆ R
2
       .320 *** .027 * 

N     103  103  103  
F     6.907 *** 15.936 *** 15.363 *** 
Standard errors are in parentheses           
† p < .10, * p < .05, ** p < .01, *** p < .001           

 

 

5.10.2 Local Embeddedness with Customers, Localised Subsidiary Innovation and 

Horizontal Knowledge Outflows 

Results for local embeddedness with customers, localised subsidiary innovation and horizontal 

knowledge outflows are displayed in Table 5.30. The baseline model includes control variables – 

subsidiary age, subsidiary size, inter-subsidiary interdependence and knowledge tacitness.  

 

Model 1 adds inter-organisational trust, information sharing and joint problem-solving with local 

customers to the model and the model fit improves significantly (p<. 001).  On the parameter 

estimate for joint problem-solving with local customers show positive and significant results (B = 

.544, p < .01). The parameter estimate for inter-organisational trust shows the expected positive 
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sign but result is not significant. The parameter estimate for information sharing is negative and 

not significant.  

 

Model 2 adds the residual value obtained from the regression between local embeddedness with 

local customers and localised subsidiary innovation. The addition of the variable improves model 

fit significantly (p < .001). The parameter estimate of the variable shows positive and significant 

relationship (B = .500, p < .001). This supports the hypothesis that local embeddedness with 

customers is positively associated with horizontal knowledge outflows through increased localised 

subsidiary innovation. 

 
Table 5.30 Results of Regression Analyses of Local Embeddedness (Customers), Localised 
Subsidiary Innovation and Horizontal Knowledge Outflows 

Variable       Baseline  Model 1  Model 2  

             
Residual          .500 *** 
           (.124)  
Joint problem-solving        .544 ** .544 *** 
         (.155)  (.143)  
Information sharing       -.190  -.190  
         (.184)  (.170)  
Inter-organisational trust        .049  .048  
         (.172)  (.159)  
             
Control Variables             
 Constant     4.665 *** 1.589  2.053 * 
        (.891)  (1.045)  (.974)  
 Subsidiary age      -1.404 *** -.821 * -.803 * 
        (.373)  (.353)  (.327)  
 Subsidiary size      .509 * .521 ** .444 * 
        (.212)  (.190)  (.177)  
 Inter-subsidiary interdependence      .315 *** .317 *** .239 *** 
       (.071)  (.063)  (.062)  
 Knowledge tacitness      -.129  -.091  -.085  
        (.086)  (.078)  (.072)  
           
R

2
     .258  .429  .516  

Adjusted R
2
     .227  .385  .473  

∆ R
2
       .171 *** .087 *** 

N     99  99  99  
F     8.182 *** 9.763 *** 11.988 *** 
Standard errors are in parentheses           
† p < .10, * p < .05, ** p < .01, *** p < .001           
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5.10.3 Local Embeddedness with Other Local Agencies, Localised Subsidiary Innovation 

and Horizontal Knowledge Outflows 

Table 5.31 shows the results for local embeddedness with other local agencies, localised 

subsidiary innovation and horizontal knowledge outflows. The baseline model runs the control 

variables with horizontal knowledge outflows.  

 

Model 1 adds inter-organisational trust, information sharing and joint problem-solving with other 

local agencies and the model fit improves significantly (p < .001). The parameter estimates for 

inter-organisational trust (B = .493, p < .05) and joint problem-solving (B = .373, p < .05) show 

positive and significant results  

 

Lastly, the residual value of the regression results between local embeddedness with other local 

agencies and localised subsidiary innovation is added to Model 2. The addition of the variable 

improves the model fit significantly (p < .001). The positive and significant parameter estimate (B = 

.423, p < .001) supports the hypothesis that subsidiaries‟ local embeddedness with other local 

agencies is positively associated with horizontal knowledge outflows through localised subsidiary 

innovation. 
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Table 5.31 Results of Regression Analyses of Local Embeddedness with (Other Local Agencies), 
Localised Subsidiary Innovation and Horizontal Knowledge Outflows 

Variable       Baseline  Model 1  Model 2  

             
Residual          .423 *** 
           (.112)  
Joint problem-solving        .373 * .377 ** 
         (.142)  (.132)  
Information sharing         -.105  -.095  
        (.128)  (.119)  
Inter-organisational trust         .321 * .315 * 
         (.129)  (.121)  
Control Variables             
 Constant     4.845 *** 1.766 

† 
1.851 

† 

        (.961)  (1.032)  (.961)  
 Subsidiary age      -1.275 ** -.870 * -.869 * 
        (.394)  (.367)  (.342)  
 Subsidiary size      .419 

† 
.347 

† 
.328 

† 

        (.222)  (.197)  (.183)  
 Inter-subsidiary interdependence      .286 *** .224 ** .205 ** 
       (.074)  (.071)  (.066)  
 Knowledge tacitness      -.115  -.086  -.085  
        (.092)  (.081)  (.075)  
           
R

2
     .212  .408  .493  

Adjusted R
2
     .176  .360  .44 5 

∆ R
2
       .196 *** .085 *** 

N     94  94  94  
F     5.970 *** 8.469 *** 10.331 *** 
Standard errors are in parentheses           
† p < .10, * p < .05, ** p < .01, *** p < .001           

 

5.11 Summary of Key Quantitative Findings 

In this study, the individual effects of the variables defining subsidiaries‟ internal embeddedness– 

intra-organisational trust, organisational identification with HQ and shared vision - positively 

increase vertical and horizontal knowledge outflows. 

 

The overall effect of subsidiaries‟ internal embeddedness in terms of vertical knowledge outflows 

however, show that shared vision and organisational identification with HQ more positively and 

significantly determine vertical knowledge outflows. It is interesting that while intra-organisational 

trust individually positively and significantly influences vertical knowledge outflows, the influence of 

intra-organisational trust diminishes in the presence of strong organisational identification with HQ 

and strong shared vision. The strongest influence of internal embeddedness on vertical knowledge 

outflows seem to remain in shared vision. In the case of horizontal knowledge outflows, only 
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shared vision seems to positively and significantly influence horizontal knowledge outflows. The 

effect of intra-organisational trust and organisational identification with HQ do not seem to 

significantly increase horizontal knowledge outflows. 

 

The individual effects of the local embeddedness variables of inter-organisational trust, information 

sharing and joint problem-solving in determining localised subsidiary innovation are found to be 

positive and significant for local suppliers, local customers and other local agencies. However, the 

overall effect of local embeddedness variables in determining localised subsidiary innovation tells 

a different story. Joint problem-solving and inter-organisational trust with all local networks are 

especially significant in positively determining localised subsidiary innovation. Information sharing 

with local suppliers, local customers and other local agencies do not seem to significantly influence 

localised subsidiary innovation.  

 

In testing the indirect effect of localised subsidiary innovation, I found that local embeddedness 

with suppliers is positively associated with vertical knowledge outflows, but joint problem-solving 

with local suppliers seem to contribute the most to subsidiaries‟ vertical knowledge outflows. 

Compared to local customers, my findings reveal that local embeddedness with customers 

increases vertical knowledge outflows but inter-organisational trust in local customers is the 

strongest contributing factor. Inter-organisational trust in other local agencies also seems to 

contribute the most to subsidiaries‟ vertical knowledge outflows.  

 

Findings for subsidiaries‟ local embeddedness show that subsidiaries‟ embeddedness with 

different local actors in the host country have different effects on horizontal knowledge outflows. 

Overall, my findings reveal that increased horizontal knowledge outflows occur with subsidiaries‟ 

local embeddedness through localised subsidiary innovation. Inter-organisational trust in and joint 

problem-solving with local suppliers are important determinants of horizontal knowledge outflows. 

With local customers, joint problem-solving with them contributes to greater horizontal knowledge 

outflows. Joint problem-solving with and inter-organisational trust in other local agencies seem to 

contribute the most to horizontal knowledge outflows. 
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I now report the findings from the semi-structured interviews with subsidiary managers. Qualitative 

findings and analyses are aimed to extract subsidiaries‟ dual network embeddedness and to reveal 

how subsidiaries manage the inherent pressure and tension in belonging to multiple social 

networks.  

 

5.12 Qualitative Analysis 

Interviews with key informants in MNC subsidiaries are used for gathering qualitative data. 

Qualitative researchers have adopted numerous approaches and strategies to evaluate and 

analyse the dearth of qualitative data (Dey, 1993; Miles & Huberman, 1994). The first step in the 

coding of interview data is to develop a set of categories into which the interview responses will fit. 

Categorisation of data is formed using deductive reasoning taken into context from the conceptual 

framework of this study. The main ideas to be explicated in the study are turned into categories 

and interview data are coded based on these categories. I adopt the deductive coding of interview 

data. Categories to code interview data are derived or deduced from the issues that the presented 

conceptual framework aims to explicate. Main categories are derived, and subcategories are 

added to the main categories as data or information not previously addressed in the conceptual 

framework emerge. This procedure is what Creswell and Miller (2000) calls a “systematic process 

of sorting through the data to find common themes” (p. 127). The NVivo software was used to 

assist in the coding and categorisation of interview data into themes of the conceptual framework.  

 

5.12.1 Validity and Reliability of Interview Data 

Interview (or qualitative) data are subjected to the question of reliability and validity, just like 

quantitative data. The IB and IM field is now increasingly demanding qualitative inquiry‟s reliability 

and validity as the method is picking up within the field, involving cross-cultural studies, and cross-

border research teams (Sinkovics, Penz, & Ghauri, 2008). However, the issue of reliability and 

validity of qualitative data itself has received numerous and sometimes confusing definitions and 

treatments because of the evolution of the qualitative methods of inquiry. Terminologies such as 
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authenticity, verisimilitude, adequacy, trustworthiness, plausibility, validity, validation, and 

credibility have been interchangeably used to explicate the issue of validity especially in qualitative 

inquiry (Creswell & Miller, 2000). I follow the recommendations provided by Creswell and Miller 

(2000) and Creswell and Clark (2007) in determining validity of my interview data. Creswell and 

Miller (2000) and Creswell and Clark (2007) established the notion of disconfirming evidence in 

determining validity of qualitative data. According to Creswell and Clark (2007), disconfirming 

evidence is “information that presents a perspective that is contrary to the one indicated by the 

established evidence” (p. 135). Providing disconfirming evidence of the findings in a qualitative 

study can indicate accuracy of the data as research conducted in the real world normally include 

more than just evidence supporting the theoretical constructs and themes (Creswell & Clark, 2007; 

Creswell & Miller, 2000). From the twelve interviews that I conducted, two respondents provided 

countering remarks and evidence of social networks and social capital both with HQ, and with local 

suppliers and local customers. Managing Director of the Danish-owned Subsidiary Y claimed that 

he brought most of the knowledge of the products into the host country. Technology Solution 

Specialist of the American-owned Subsidiary W also shared the same remarks, providing the case 

that the American HQ simply wanted to gauge his knowledge and experience from his previous 

employment which happened to be with a competitor MNC. Both respondents indicated that social 

networks internally with HQ and peer subsidiaries, and local customers and suppliers, are kept to 

a minimum and operations and business function on the respect for the expertise that they have, 

rather than social networks. I shall explain these contradicting remarks in the following section. 

This disconfirming evidence provides validity to my interview data. 

 

Reliability of qualitative data is reported for studies that use multiple researchers, coders or  

transcribers (Miles & Huberman, 1994), in order to determine the agreement between several 

coders and transcribers (Creswell & Clark, 2007). I personally conducted and transcribed all 

interviews. I have also coded and categorised the interview data into themes and categories. The 

Nvivo software was used to code and categorise interview data into themes from the conceptual 

framework. Using software and programmes increases the credibility and trustworthiness of the 

data analyses process (Peterson, 2004; Sinkovics, et al., 2008). 
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5.12.2 Subsidiaries’ Internal Embeddedness and Knowledge Outflows 

Findings from my interviews reveal that MNC subsidiaries maintain fairly close social relations with 

HQ and peer subsidiaries. The internal infrastructure to foster inter-unit communications facilitate 

the fostering of closer relationships with HQ and peer subsidiaries that extends beyond purely 

operational and arm‟s length relationships. Respondents mentioned that the use of the internal 

communication infrastructure such as the company‟s intranet platform, e-mails, teleconferencing, 

and instant messenger facilitate communications and interactions across the distance. Frequency 

of communications between subsidiaries and HQ are on a daily basis with e-mail communications 

and teleconferencing as the most widely used channel of internal communications. Visits to the 

subsidiaries by HQ managers and visits by subsidiary managers to HQs also facilitate greater 

closer interactions and communications. All respondents indicated that they have at least visited 

the physical office of the HQ once during their tenure, and have received visits from HQ personnel 

or top managers to the subsidiaries. The integrative and socialisation mechanisms of the 

subsidiaries influence the internal connectivity of the subsidiaries with HQ. 

 

However, gauging subsidiaries‟ internal embeddedness deeper, a pattern emerges as to why such 

relations remain close. According to the respondents, the close relations with HQ stem from the 

recognition that HQs are the source of corporate templates, critical business processes, corporate 

governance, and internal legitimacy.  Respondents mentioned the fact that HQs are inspirations 

for strategic level direction, overall governing system, and critical and strategic decisions. 

 

HQ, normally they provide the direction to our regional office and to 

the local office. 

(Senior Technical Manager, Subsidiary Q) 

 

Headquarters is pretty much about consolidation, human [resources], 

policy-making, so financial information [and] these kinds of things. But 

motherplant is still our main core [unit]. 
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(Chief Information Officer, Subsidiary T) 

 

This brings me to another pattern emerging from my interview findings. Subsidiaries‟ internal 

embeddedness especially with HQ is, to a large extent, still defined along the hierarchical 

relationship between HQ and subsidiary. Subsidiaries acknowledge the role and importance of the 

corporate HQ, usually the traditional home country of the MNC they belong to, but subsidiaries 

indicate that social and business relations are more embedded with either regional HQ, or the 

business HQ.  

 

Whenever there is new business task, so they come here to advise us, 

and do technology transfer, and advise us in terms of critical business 

processes, decision-making, what are the critical decisions. So all these 

come from the motherplant [HQ]. We always have the main R&D 

motherplant. Then all the sales and all come under them, this is where 

we sit. This is where we sit. 80% is like we are under them, like we are 

their children. They develop our internal [policies]. 

(Chief Information Officer, Subsidiary T) 

 

First of all, we don‟t deal very much with Sweden [the corporate HQ], 

because certain business groups they have the headquarters is located 

in different countries. Not regional headquarters, but business group 

headquarters. We deal a lot with Belgium, which is the headquarters for 

the compressors business.  

(Country General Manager, Subsidiary AB) 

 

Subsidiary T‟s corporate HQ is in Japan, but the subsidiary forms closer relations both socially and 

economically with the business HQ or what the respondent called the motherplant, which is also 

physically located in Japan. Subsidiary T performs primarily manufacturing functions that the 

motherplant, more of the R&D HQ for the MNC, is their core HQ. Similarly, Subsidiary AB‟s 
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corporate HQ is Sweden, but its relations and knowledge activities are primarily concentrated on 

the Belgian HQ, the compressor business group HQ, that the subsidiary referred to. The country 

manager of Subsidiary AA also indicates that relationships and interactions are mainly with its New 

Zealand business HQ, rather than the corporate HQ in Switzerland. The corporate HQ for 

subsidiary Q is in the USA but the respondent from subsidiary Q refers to its regional HQ located in 

Japan. Because of the role of the corporate HQ as the source of strategic directions and mandates, 

subsidiaries maintain social relations with the HQ. Subsidiaries also indicate that although 

electronic communications are available, regional meetings and company visits are where social 

relations and personal rapport with HQ are developed and nurtured. 

 

My interview data suggest an overwhelming agreement towards shared vision between the 

subsidiaries and their HQ and peer subsidiaries. Shared vision is one of the social capital 

dimension of internal embeddedness derived from the conceptual framework. Shared vision with 

HQ and peer subsidiaries seems to the binding factor of subsidiaries‟ internal embeddedness and 

the driving factor of intra-organisational knowledge flows. 

 

Our main objective is to win the business for our company; so that‟s the 

main thing. So our business partner and the colleagues that I work with 

also share the same objective. So we trust each other, we share the 

information, whatever information that they need to close the business. 

We share whatever information that we have. 

(Senior Technical Manager, Subsidiary Q) 

 

It is a shared vision, I suppose. For the fact that we lay out our plans at 

the beginning of the year, what we want to be, yea there‟s the shared 

vision sort of binds us together very well. 

(Managing Director, Subsidiary Z) 
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I think it is the common business objectives and the understanding of the 

objectives and the importance of the objectives. And also the importance 

of cooperation and working togetherness, single-mindedness, of 

achieving the common objectives that we have. So there actually, 

supposed to be very open and of course, the personal rapport can be 

developed. Sometimes we meet, we can develop also our personal 

rapport, I think that is all very important. 

(Country Manager, Subsidiary AA) 

 

The Human Resource Director of the Dutch-owned Subsidiary X, in sharing her experience of 

transferring HR and leadership practices across the various subsidiaries within the corporation, 

stressed the importance of a shared objective and goals towards achieving effective HR practices. 

Without a shared goal of where the corporation aims to achieve in terms of its HR practices, the 

transfer is more difficult.  

 

So [in our corporation] we deploy common [HR] practices in all the 

business. So that makes it a bit easy. So therefore, there is time to create 

relationships with the heads of each business. And you tackle them, once 

you‟re able to tackle them and say that, you know, we empower you, this 

is let‟s say our engagement, this is our leadership index; this is what we 

want to achieve and that‟s embedded into some management, let‟s say 

the performance bonus, it will be that. It will be a common goal, in that 

sense. Whether it be coming from lighting [division] or what, it‟s a 

common goal.  

(Human Resource Director, Subsidiary X) 

 

My interview findings support that subsidiaries‟ internal embeddedness is defined by shared vision 

and objectives between distantly located units in the MNC. Shared vision and objectives between 

the distantly located units within the MNC require socialisation and interactions (Li, Barner-
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Rasmussen, et al., 2007; Nohria & Ghoshal, 1994). This further corroborates the quantitative 

findings of the significant role of shared vision in influencing vertical and horizontal knowledge 

outflows. 

 

My interview data also provide evidence that internal connectivity with peer subsidiaries, especially 

those in the region are very closely acquainted, to the extent that they feel they are not separated 

by any physical or cultural borders. The excerpt below illustrates social capital and social networks 

in action, and how internal social connection with peer subsidiaries facilitates the feeling of 

corporate connectedness that can be an efficient and conducive channel for knowledge intra-

organisational flows. 

 

In A-Pac. Asia Pacific, we do that [online conferencing] once a month. 

And we talk about how we‟re doing in this area, and how we‟re doing in 

this area, and then I am a pretty friendly guy so I talk to my peers who 

are doing the same job as me, the ones that want to talk, on a regular 

basis. So I do Thailand and the Philippines, I talk to them, about what‟s 

the challenges in my role and those kinds of things. We‟re on instant 

messenger every day. And we talk on instant messenger every day. 

When the time zone starts to align, so now in the evening when it‟s starts 

to become early morning, they‟re crazy. They get up at 7.30 or 

something, some of them are terrible. When they start to align, we can 

start to have chats. And we do, we have conversations about this and 

that and this and that. So the connectedness is amazing. In fact, we don‟t 

notice, we don‟t notice where anyone is from anymore. Yea, we don‟t 

notice because everyone in [corporate] headquarters, from everywhere 

around the world. It is spotlessly American. Everyone says that we‟re a 

big American multinational. But you know they are there but try to find 

them in the campus, everyone, every single group is represented. So 

everyone got crazy names, you know, you never see a John Smith. You 
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never see a John Smith. We stop noticing, honestly we stop noticing the 

integration. The integration is very, very tight. 

(Technology Specialist Director, Subsidiary R) 

 

However, the interview data also give mixed findings for subsidiaries‟ internal embeddedness. 

Respondents mentioned that they develop and maintain social relations with peer subsidiaries that 

either perform the same function or belong to the same region.  

 

Although they [pointing to other peer subsidiaries on the corporate 

organisational chart] are not my direct counterparts but we interact with 

each other because we all talk about supply.  

    (Manufacturing Director, Subsidiary V) 

 

  

Our main objective is to win the business for our company; so that‟s the 

main thing. So our business partner and the colleagues that I work with 

also share the same objective. Having said that, some of them. I am 

closer to some of them compared to others.  

(Senior Technical Manager, Subsidiary Q) 

 

Well, I would say the relationship with them is very loose. We know each 

other, but hardly there will be much relationship except where we do 

have a common interest. Like for instance, if they do have a customer in, 

let‟s say in Nigeria or in Hong Kong or in China, that would like to buy 

some products from Malaysia.  

 (Managing Director, Subsidiary Z) 

 

In the region, yes we do maintain a very close rapport as well 

especially those associate companies [subsidiaries] whom we have 
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regular business dealings. Those we have a very close rapport. For 

those companies who we don‟t have constant dealings, of course, the 

rapport is very much less. 

(Country Manager, Subsidiary AA) 

 

The above excerpts from my interview data demonstrate that internal network embeddedness with 

peer subsidiaries and social capital within the MNC at large, are defined along functionality and 

pragmatic selection. Subsidiaries perform closer relations with peer subsidiaries performing the 

same function primarily because they will have common interests, and more or less similar 

problems and challenges. Subsidiaries make an initiative to foster social relations with peer 

subsidiaries that perform the same function to share and exchange the challenges that they are 

having in their respective locations. Subsidiaries perceive that forming good relations with peer 

subsidiaries that perform the same functions within the corporate network provides them a channel 

to discuss common and recurring problems. The Managing Director of the Norwegian-owned 

Subsidiary Z explained the relations within the internal network rather accurately. 

 

In a way, we are like you know, the spoke of the wheel, yea, 

everything is right in centre for the head office, we are in the 

perimeters. Along the perimeters, the relationship is seldom direct. 

(Managing Director, Subsidiary Z) 

 

My interview data also found evidence of the use of internal social networks to share knowledge 

within the corporation. Interview findings explain that internal connectivity within the company, 

stemming from their social interaction offers excellent channel for intra-organisational knowledge 

flows. 



 

  

234 

 

The Borg
2
 is this race, they think they are the perfect race and they have 

implants in people, they take over people that have implants and they fly 

around in this big cube. So the thing about the Borg is that they have this 

thing they call themselves “the collectives.” If you mess with anyone of 

them, any one of them in the cube or outside, all the others will know 

about it. [Corporation B], we‟re like that. Our knowledge is shared 

throughout instantly, instantly, everything that‟s happening. So, anything 

we do with the Government, in Asia Pacific, we share. So we know all the 

initiatives, we know what works in the Philippines, what‟s in Thailand, 

what‟s in Malaysia. Every country is unique, has its own unique 

situations, so take it or leave it. But we share that. And then that bubbles 

up. So we share that across in India, in the U.S. and this and that. And 

we have a government group that shares this globally, it keeps 

everybody in touch. Within the government, we have subgroups. So we 

have healthcare [division], for example, and they share what they are 

doing in healthcare. And then we have it‟s not called military but it‟s like 

MINDEF [Ministry of Defence]. Because MINDEF is usually the biggest 

customer in any country in the world. And then what we do, with the navy 

and air force etc etc. Those kinds of things. So, all that‟s really shared 

instantly. 

 (Technology Specialist Director, Subsidiary R) 

 

We have a couple of some small systems that we did just to suit our local 

needs that we have sent over to [other subsidiaries in] Thailand or 

Indonesia and Vietnam because they wanted a similar thing. Because 

                                                      

2
 The Borg is a species in the television series The Star Trek. The Borg depicts a species with a 

strong sense of “groupness,” and whose behaviours, actions, minds and goals are at the collective 
level (Dasgupta, Banaji, & Abelson, 1999). The Borg possess no individual minds nor identities, 
and every Borg is “simultaneously a summary and a part of the entire community (Yzerbyt & 
Rogier, 2001, p. 103). 
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our principal is steal shamelessly, share and steal shamelessly, where 

you can, within our internal organisation. So we ask anybody has one but 

there are now many guidelines, because we don‟t want to replicate 

systems which are not compliant to the standards. So if a system that is 

used in Malaysia complies with the standard meets the requirements, 

then it can be deployed. 

(Information Technology Director, Subsidiary U) 

 

Subsidiaries that do not indicate internal knowledge sharing admit that they provide only 

operational knowledge and feedbacks to HQ and peer subsidiaries. The Country General Manager 

of Subsidiary S explains that the knowledge transferred back to its Swiss HQ is mainly operational 

knowledge, that will assist HQ in more efficiently managing their global customers. The 

subsidiary‟s relations with local networks are also at the surface level that doesn‟t allow the 

subsidiary to bring in their own engagement that can be of valuable use to other units within the 

corporation. He admitted that being from the HQ, he himself is a channel of connection between 

the HQ and the Malaysian subsidiary. Subsidiary Z also admitted to bringing operational 

feedbacks on customers‟ needs and preferences on the products back to HQ. Thus, knowledge 

outflows from MNC subsidiaries are still to a large extent defined along operational knowledge, 

feedback, and local and cultural knowledge (knowledge about operating in Asia/Southeast Asia). 

 

We provide feedback to them. Sometimes, their [HQ] direction is like 

this, you know. They say you have to do this. But locally, we may not be 

able to execute what they say because we have different culture, 

different so we have to give feedbacks to them that even though your 

plan looks good, but locally because of our situation here we may not be 

able to do that. So we need to adjust some of the situation and some of 

your plans. So, that‟s how we do things. And also, we share our 

experience as well, we see that some of the things that in terms of the 
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products, we do our own experiments and we find new ways of doing 

things, then we also share with them, with the US [HQ]. 

  (Senior Technical Manager, Subsidiary Q) 

 

My interview findings also suggest that subsidiaries that do not participate in a great degree of 

vertical and horizontal knowledge outflows still acknowledge that there is an increasing awareness 

on the part of HQ of the knowledge at the Malaysian subsidiaries and the potential value and 

benefits accrued from this knowledge. 

 

Our American counterparts... Very good information that they are now 

more receptive of is how do you do business in Malaysia. How to take 

care of the market, business sentiments.  

(Technology Solution Specialist, Subsidiary W) 

 

[This subsidiary] in terms of size and population, is not as big as if you 

compare to [our peer subsidiaries] in Japan, India and of course China. 

But collectively, as a region, as Asia Pacific, there is a recognition in 

corporate Head Office that looks that there is a lot of potential on this side 

of the world. But now there is awareness that look guys, as far as this 

region is concerned, it renders a lot of potential to the point that I think 

here, the region contributes more to what the other side is contributing.... 

On one hand, there is this thing coming down from head office, but 

slowly, I don‟t think slowly, but surely there is now the recognition that 

there is going to be a 2-way traffic, they also learn from us. 

(Human Resource Director, Subsidiary X) 

 

My interview data, in summary, provides evidence of subsidiaries‟ internal network embeddedness 

with HQ and to a lesser extent with peer subsidiaries. Subsidiaries maintain social interactions and 

social networks with distantly located HQ and peer subsidiaries through various socialisation 
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mechanisms and electronic communication infrastructures. Subsidiaries internal network 

embeddedness in turn, provides rich channels for subsidiaries to engage in vertical and horizontal 

knowledge outflows.  

 

5.12.3 Subsidiaries’ Local Embeddedness, Localised Innovation and Knowledge Outflows  

Examining subsidiaries‟ local network embeddedness, my findings reveal that subsidiaries build 

more cohesive social relations with their local partners - suppliers and/or customers, than with their 

internal networks. Subsidiaries perceive that their role within the corporate network is to bring 

presence of the corporation in the host country and therefore see that forming solid and close 

relations and interactions with local actors are parts and parcels of their function. However, 

subsidiaries perceive that their role is to manage the local and regional markets, and therefore 

emphasise relations with customers above their suppliers or business partners and to a much 

lesser extent, other local agencies. Managing Director of Norwegian-owned Subsidiary Z sums up 

his explanation of social relations with his subsidiary‟s network with the local customers. 

 

Well, in the business that we are in, I would say it is all about 

relationships. Nothing more, nothing less, it is more about 

relationships because even if you can have the lowest price, the best 

product and the relationship is zero you cannot move anything at all. 

Because the confidence the local partners have is so important to a 

party like us why? Because the value of the product we move is 

really huge in terms of value. So therefore, in the event of a 

discrepancy, in the event of any product problems, they would not 

have a direct contact with the supplier organisations, you see. They 

will have to count on us as the local partner here to take care of the 

problem. So the relationship has to be expressed in the very true 

closeness in order to ensure that they would like to continue 

business. 

(Managing Director, Subsidiary Z) 
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The Senior Technical Manager of the American-owned Subsidiary Q also shares his social 

relations with his subsidiary‟s local customers. 

 

I am very close to them. They know everything about me, my 

handphone number. I‟ve been working with them for quite some 

time, so sometimes we go out for drinks, and things like that. So, 

they just, if they have anything, they just call me, they have my 

handphone, anytime sometimes, especially sometimes on weekends 

they call. So that‟s how we work with the local people.  

(Senior Technical Manager, Subsidiary Q) 

 

Most importantly, interview findings in my study reveal that subsidiaries acquire new ways of doing 

things, or innovate from their relations with the local networks, and this local engagement and 

innovation are shared internally with HQ and peer subsidiaries.  

 

We have tremendous connections internally. On anything. And then we 

can bring in our own unique engagement with the customer and we can 

bubble it up. So we‟re the Borg, you know. You touch any one of us, 

someone in the U.S. will know. So I give you an example, a great 

example. There was a conference and Pos Malaysia went to this 

conference, and it was in the Netherlands or Prague or something. So 

one of our U.S. speakers from [Corporation B], some big shot you know, 

flies out to the Euro conference and presents, knows Pos Malaysia, 

because we‟re in the same industry and we‟re all so well connected, 

knew that Pos Malaysia was coming. And when he presented his 

keynote, because he‟s a big shot, he presented his keynote, the CIO 

[Chief Information Officer] of Pos Malaysia was there and he mentioned 

him in the keynote. He was blown away, he was like “Wow I come to 
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Europe and you mention a Malaysian customer.” That gives you an 

example of the connectedness. 

(Technology Specialist Director, Subsidiary R) 

 

I think one of the things that [our corporation], one thing that is good 

about [us] is we are not a tunnel vision, we recognise that no matter how 

big or small the customer is, there is bound to be something that we can 

learn from them to improve. And if you talk about the industry that we‟re 

in, it‟s very competitive, we have the “Sonys” of the world, the 

“Samsungs” of the world, and the “LGs” of the world. What makes us one 

of the preferred customers, of course, cost is one of them, but is it really 

the cost? It‟s the way we do business, it is the trust, the reputation that 

you build, and therefore, again, there is this two-way kind of traffic, that 

sometimes we see, maybe [our suppliers] are doing something that we 

can learn from. 

(Human Resource Director, Subsidiary X) 

 

The above excerpts from the interviews indicate how subsidiaries utilise their local networks and 

share the information from the local networks with their internal networks. This finding reinforces 

the notion that the extent that HQ knows about subsidiary‟s local relations facilitate the level of 

competence development of the MNC (Holm, Johanson, & Thilenius, 1995). Subsidiary‟s local 

customers are obviously impressed when they are known by HQ, and this can be to the advantage 

of the subsidiary and the MNC as a whole. Furthermore, this finding reemphasises how 

subsidiary‟s local social connections can contribute to intra-organisational knowledge flows. 

 

My interview findings also provide evidence of joint problem-solving between subsidiaries and their 

local networks. Subsidiaries are eager to learn about local customers‟ problems, seek knowledge 

internally about this particular problem from peer subsidiaries in other parts of the world, and offer 

solutions to their local customers and more importantly work jointly with local customers to help 
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alleviate their problems. Their solutions with their customers are then transferred back to corporate 

HQ, or the division that is connected with the problem. The Technology Specialist Director of the 

American-owned Subsidiary S provides its joint problem efforts with its local customers. 

 

I go to these customers, you know, it‟s what they do every day, how it 

works, it‟s fascinating, I learn from them every day. That‟s what I look 

forward to. I want to see how customers, what are the technology, more 

than that, I want to know what their problems are. Every customer has 

unique problems. So, even though it‟s a bank, the problems are similar 

but due to the vertical nature of the customer, its maturity or whatever, 

the problems are slightly different. We can do a broad brush approach 

and say in financial services that it is generally like this and we‟re right. 

But you learn a lot from your customers. So the most important thing is 

really listening to them. 

(Technology Specialist Director, Subsidiary R) 

 

The Chief Information Officer of Subsidiary T shares his experience on his subsidiary‟s local 

embeddedness with suppliers. 

 

One [reason for building relations with suppliers] is to empower them 

[local suppliers] to be in line with our company. So there we take care, 

let‟s say their processes need to be re-engineered, so by our engineers‟ 

[participation], there go visit, sit down and go through with them, this area 

please improve, because by doing so, our cost reduce and our parts lead 

time to us is better. So this kind of relationship we maintain, advisory 

there and they also share information. Of course sometimes some 

information is confidential. With the merits from this, of course they 

improve cost, they can reduce their supply costs, the material cost they 

can alternative part, they can gain the engineering knowledge. But our 
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side, we got the cost down, that‟s why it is the strategic two-way, win-win 

[situation]. There is an objective behind the relationship to that. 

(Chief Information Officer, Subsidiary T) 

 

With the existence of social networks with their local customers, subsidiaries are able to delve 

deeper into customers‟ problems, and take their problems seriously, and make serious effort to 

solve the problems together. Under conditions of arm‟s length relationships between subsidiaries 

and their local customers, they would have abandoned the problems (McEvily & Marcus, 2005; 

Uzzi, 1996). The findings from my interviews go on to provide evidence that subsidiaries‟ social 

network embeddedness with local counterparts lead to joint problem-solving, and this enables 

subsidiaries to acquire valuable local knowledge that they can transfer back internally for the 

overall corporate development. 

 

So we learn a lot from our customers. We build something with the way 

they should use it already in mind, and then when we deploy the product 

into their environment, they use it differently. May be good, may be bad. 

The jury is out whether it‟s good or bad, but then we ask them so what is 

the problem that you are trying to solve? Why is it like that, why did you 

do that. And then, you know, you just got to shut up, and listen. And then 

drill down deeper. Your reaction, a lot of people‟s reaction is „you guys 

are idiots!‟ That‟s a very common reaction. How come you did it like that? 

But you should really shut up and listen. Because there is a bit of truth in 

everything. And if they tell you that it is because aliens keep flying in 

through this window and land here, and that‟s why we didn‟t put the 

server here, then you go „okay,‟ and you dig deeper, because there‟s 

going to be a little gem there somewhere. 

(Technology Specialist Director, Subsidiary R) 

 



 

  

242 

 

This goes on to show that Subsidiary R did not belittle customers‟ problems, and this stems from 

its good connections with its local customers. Subsidiary R listens to its customers‟ problems and 

tries to solve problems together with its local customers. Once customers are happy with the 

solution, Subsidiary B shares its experience with its corporate HQ to further improve the products. 

 

When we go to the U.S., where the product roots come out and they 

have a dinner session with us. Sharing and presentation and whatever. 

We have this joke talk sessions, it‟s two-way sessions. That‟s when we 

share. So I send my staff over, or I go over. You know we take all these 

feedbacks [from our local customers] and give it to them. They take it or 

leave it. It‟s up to them but at least they heard it. If they figure it out a 

hundred times. Maybe there‟s something they need to think about. They 

hear it once, and then take it or leave it. At least we make that connection 

about our customers. So that‟s how we stay alive in business, honestly. 

(Technology Specialist Director, Subsidiary R) 

 

Subsidiary R certainly engages in customers‟ problems, puts in their own engagement into the 

solutions and shares it with their HQ. And to Subsidiary R, the locally acquired knowledge from 

local customers‟ problems is vital, not just for the local subsidiary, but for the entire corporation. 

 

Findings from the interviews show that subsidiaries are now gaining recognition and value from 

HQ and peer subsidiaries as a source of knowledge for the entire corporation. This allows greater 

knowledge outflows from subsidiaries to other units within the corporation. Subsidiary T has prided 

itself as a business template that HQ implements when opening new locations. The recognition of 

the subsidiary certainly comes from the notion that they have successfully developed their own 

knowledge stock that can be deployed in other parts of the corporation.  

 

They [people in HQ] come and see some of the good values [in our 

subsidiary], they take and they roll up to other [location] like in the Czech 
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[Republic]. Setting up the plant in [the Czech [Republic], [they] almost 

[took] our templates. So, the whole of the business operations, they roll 

up to the Czech plant. It used to be the other way around. 

(Chief Information Officer, Subsidiary T) 

 

Even though learning from the local relations be it local suppliers and local customers are not fully 

realised by the subsidiaries, there is certainly evidence of the awareness that local relations are a 

potential source of innovations and learning for subsidiaries. 

 

Respondents in the interviews primarily discussed their relations with local customers and 

suppliers as these are the local networks that they particularly focused on. To further add insights 

into subsidiaries‟ local network embeddedness, I also asked respondents about their interactions 

and engagement with government offices, chambers of commerce and other supporting local 

agencies in the host country. Findings reveal that relations with these local agencies are very 

loose. While they acknowledge the existence of such relations with the government authorities, the 

local government agencies and the respective business chambers and industrial groups, relations 

remain arm‟s length and to a greater extent purely transactional. The pursuit of such relations is 

admittedly to ease transactions and reduce bureaucracy. Respondents, especially non-Malaysian 

managers of MNC subsidiaries, found dealing with the Malaysian government authorities 

particularly frustrating. The Country General Manager of Subsidiary S, who is a Swiss national, 

shared his experience dealing with the local state government‟s investment arm. 

 

This is the main problem we face here sometimes because it takes 

time to find the right person to decide. Or even if someone has 

decided, it‟s not sure that someone else can come and say but I see 

it differently because principally I can also say something to this 

topic. And we are used in Europe and America that it is clear who 

can decide, the structure is much better organised in the ministries. 

This makes it sometimes a little bit time consuming. And before you 
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go to business ministry authorities, you must first to make a 

relationship with these people; then only it gets things done. This is 

the difference we are in, and we really try hard to do everything the 

official way not to go the other side around but we know this is also 

possible in Malaysia. 

(Country General Manager, Subsidiary S) 

 

This sentiment is shared by other non-Malaysian respondents (Technology Specialist Director of 

Subsidiary R and Managing Director of Subsidiary Y). Because of this challenge, they admitted 

that they let their host country managers take the role in building relationships with local 

government agencies. While they themselves do not actively build relations with host government 

offices, they acknowledge the likely benefits that are accrued by building such local networks with 

these government agencies. 

 

We try to maintain a good corporate citizenship, look after our 

employees, comply with local laws. But if the opportunity is there, sure 

we will use but it‟s not one of our main focuses. We would focus, put all 

our efforts on our customers over anything else. 

(Country General Manager, Subsidiary AA) 

 

Subsidiaries‟ relations with their respective home country‟s chambers of commerce are also at 

arm‟s length, with the respondents indicating that the chambers move too slowly, and not proactive 

in building the networks that they are supposed to build with other foreign subsidiaries from their 

home countries. The evidence from the interview data points towards relatively weak social 

relations and local embeddedness with other local agencies, and this weak local embeddedness 

also disengages subsidiaries from fully exploiting localised learning and innovation from these 

local agencies.  
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In summary, the interview data provides evidence of subsidiaries‟ local network embeddedness, 

more particularly with local customers and local suppliers. However, findings show that 

subsidiaries‟ networks with other local agencies such as government offices and chambers of 

commerce are maintained at arm‟s length. These findings corroborate the quantitative findings that 

also show subsidiaries‟ relatively weaker social relations with other local agencies. The findings 

also confirm that subsidiaries‟ local network embeddedness provides a rich channel for 

subsidiaries to innovate and learn from their local relations. Joint problem-solving with local 

networks emerges as particularly important in the interview data to contribute to localised 

subsidiary innovation. Subsidiaries engage in joint problem-solving with their local networks (more 

particularly local customers and suppliers) and enables them to innovate from their local networks, 

and they in turn, bring in their own engagement to the innovation to build knowledge that they can 

share vertically with HQ and horizontally with peer subsidiaries.  

 

5.12.4 Subsidiaries’ Dual Network Embeddedness 

To examine subsidiaries‟ dual network embeddedness, I asked respondents to rank various 

relations – internal relations with HQ and peer subsidiaries, and local relations with local suppliers 

and/or customers, and other local agencies – with regards to their subsidiaries‟ networks. This 

question was aimed at generating information whether subsidiaries are consciously aware of the 

various relations that they have and how they manage these various relations in their subsidiaries.  

 

Responses for this question were almost always met with multiple answers that while they say that 

their local customers are the most important relations that they maintain, respondents are quick to 

add that relations with HQs also play an integral part to their operations. Subsidiaries that mention 

that their relations with HQs are the most important are also quick to defend the increasing 

importance of relations with local counterparts.  The Information Technology Director of the British-

owned Subsidiary U emphasised that, 

 

Relationships with the, what we call corporate functions or above 

country resources, are probably the most important to us. But next to 
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it and not too far from it actually, or alongside is our local partners 

(distributors and customers). 

(Information Technology Director, Subsidiary U) 

 

The Human Resource Director of the Dutch-owned Subsidiary X also emphasised the importance 

of balancing the dual relations of MNC subsidiaries. 

 

In terms of our dealers, our distributors, to us that would be the most 

important. But we [also] look at corporate [HQ] for guidance in terms 

of making sure that the corporate governance is kept intact. So there 

is a need to balance what the corporate wants and sometimes it is a 

bit too much but we have to comply and taking all that into 

consideration, when we do business locally, and I think that is 

important. 

(Human Resource Director, Subsidiary X) 

 

I would say that all [my networks] are very important because if you 

consider in totality, not in isolation, each relation is important that we 

have to build good rapport, I would say to me, I treat them as equally 

important. 

(Country General Manager, Subsidiary AA) 

 

The above excerpts demonstrate that subsidiaries are certainly aware of how various relations are 

important to their operations. Subsidiaries acknowledge that internally, they are interdependent 

with HQ and peer subsidiaries, especially when they perform manufacturing functions for the entire 

corporations. At the same time, subsidiaries value the autonomy that they are awarded to operate 

their business according to the local principles, values and culture. Subsidiaries acknowledge 

HQs‟ role of providing the strategic direction and mandates for the entire corporation. At the same 

time, subsidiaries enjoy HQs‟ recognition of local preferences and requirements in managing their 
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operations. In some cases, subsidiaries‟ local embeddedness are expected by HQs. Interview 

findings show that maintaining dual network embeddedness is subsidiaries‟ means of achieving 

dual institutional legitimacy (Kostova & Zaheer, 1999). Fostering internal embeddedness ensures 

internal legitimacy, while maintaining local embeddedness showcase to corporate offices that they 

can perform operations and business within the local principles, preferences and governance, thus 

gaining external legitimacy with the host country. Subsidiaries increasingly acknowledge and are 

aware of balancing the two requirements of internal and local embeddedness. 

 

5.13 Summary of Key Qualitative Findings 

In summary, interview findings show that subsidiaries are internally embedded with HQ, and to a 

lesser extent with peer subsidiaries. Subsidiaries‟ internal embeddedness with peer subsidiaries 

are defined along regional or functional roles. Findings of the interview data also provide evidence 

of subsidiaries‟ internal embeddedness as channels of intra-organisational knowledge outflows. 

The shared vision dimension is found to be particularly important in contributing intra-

organisational knowledge outflows. Interview findings also show that subsidiaries maintain local 

embeddedness especially with their local suppliers and local customers. They maintain largely 

arm‟s length social relations with other local agencies. More importantly, interview findings show 

strong evidence of joint problem-solving with local networks and this is shown to facilitate 

subsidiaries to generate innovation from their local networks. Joint problem-solving practices from 

subsidiaries‟ local embeddedness is the main contributing factor of subsidiaries‟ localised 

innovation. These locally generated innovations contribute to subsidiaries‟ knowledge stock which 

they share with HQ and peer subsidiaries.  

 

Some disconfirming evidence also emerges in the interview data. Two respondents indicated that 

they have not actively pursued social networks and social capital both internally with HQ and 

locally with suppliers and customers in the host country. Managing Director of the Danish-owned 

Subsidiary Y purported that social relations are a “waste of time” and firmly believed that business 

is built through respect for each others‟ expertise. He claimed very minimum learning and 

innovation from the local relations and so long as you maintain your expertise and knowledge in 
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your own domain, it is sufficient to conduct operations. Technology Specialist Solution Director of 

the American-owned Subsidiary W also acknowledged minimum social relations with HQ and peer 

subsidiaries because he already maintains sound relations with the local customers, which seem 

to impress the American HQ. Social network analysts acknowledge the existence of such 

individuals and units as “peripheral specialist” (Cross & Prusak, 2002), who has the impression 

that their expertise and leading edge knowledge may be distracted when they engage in social 

relations. Despite this disconfirming evidence, interview data support that subsidiaries engage in 

intra-organisational knowledge outflows through their dual network embeddedness. 

 

Figure 5.1 and 5.2 in the following pages illustrate the findings of subsidiaries‟ dual network 

embeddedness on vertical and horizontal knowledge outflows, respectively. Shared vision is the 

most significant predictor of vertical knowledge outflows for subsidiaries‟ internal embeddedness, 

while joint problem-solving with local suppliers and inter-organisational trust in local customers and 

other local agencies are significant predictors of localised subsidiary innovation and vertical 

knowledge outflows from subsidiaries‟ local embeddedness. Shared vision is also a significant 

predictor of horizontal knowledge outflows, while trust in and joint problem-solving with local 

suppliers and other local agencies and trust in local customers are important predictors of 

horizontal knowledge outflows. The following chapter discusses these findings in greater detail. 
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Figure 5.1 Subsidiaries' Dual Network Embeddedness and Vertical Knowledge Outflows: The Findings 
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Figure 5.2 Subsidiaries' Dual Network Embeddedness and Horizontal Knowledge Outflows: The Findings 
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Chapter 6 DISCUSSION 

 

In this chapter, I will discuss the results from the quantitative and qualitative findings of the study. I 

will first explain the phenomenon of subsidiaries‟ dual network embeddedness and relate the 

findings to those from previous related research. I will also discuss separately how subsidiaries‟ 

knowledge outflows have been influenced by internal and local embeddedness. 

 

6.1 Subsidiaries’ Dual Network Embeddedness  

One important finding of this study is the exploration of subsidiaries‟ dual network embeddedness. 

Being part of the MNC as an inter-organisational network, subsidiaries operate and are embedded 

in two environments – the corporate (internal) environment and the external (local) environment. 

Previous studies have acknowledged MNC subsidiaries‟ dual role in transferring capabilities to 

other units in the MNC (Andersson, 2003), subsidiaries‟ position of being embedded in two 

institutional environments and seeking both internal and local legitimacy with both environments  

(Hillman & Wan, 2005; Kostova & Roth, 2002) and subsidiary managers‟ dual organisational 

identification, having to identify with both the local subsidiary and the entire MNC (Vora & Kostova, 

2006; Vora, et al., 2007). Subsidiaries are not “isolated islands” (Zhao, et al., 2005, p. 129) 

because they possess a unique position of having close social and transactional relations with 

various related firms and organisations within the internal corporate network and the host country. 

The dual context results in complexity as well as in opportunities for MNC subsidiaries to balance 

and manage the dual networks in which they are embedded. In this study, I examine, in detail, the 

dual network embeddedness of MNC subsidiaries and how the balance of internal and local 

embeddedness facilitates vertical and horizontal knowledge outflows. 

 

The findings of this study reveal that subsidiaries have moderate social network embeddedness 

with HQs, and are even lesser embedded with peer subsidiaries. Subsidiaries are more locally 

embedded, and particularly so with customers located in the host country. If the scores for 
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subsidiaries‟ tie strength with various relations are taken as the measure for the strength of 

embedded relations (Table 5.4 in Chapter 5), subsidiaries‟ relational ties with local customers are 

stronger compared to those with HQ and peer subsidiaries. In fact, strength of subsidiaries‟ 

relational ties with HQ is only marginally higher than that with key local suppliers. If the meaning of 

embeddedness is relations that go beyond arm‟s length (Uzzi, 1999), transactional relationships, 

or administrative links (Andersson & Forsgren, 1996), then I conclude that MNC Malaysian 

subsidiaries are more locally embedded with the host country, more specifically with local 

customers. This finding is also strengthened by findings from the interview data. 

 

In the rest of this chapter, I discuss the local embeddedness of MNC Malaysian subsidiaries and 

explicate the degree of local embeddedness with local customers and local suppliers. Second, I 

explain, in greater depth, why different degrees of embeddedness with customers, suppliers and 

other local agencies exist and how subsidiaries are managing these various local relations. Third, I 

discuss the moderate degree of subsidiary‟s internal embeddedness with HQ and peer 

subsidiaries. 

 

The results of this study suggest that subsidiaries are more locally embedded with the actors in the 

host country. In fact, the interview data revealed that subsidiaries ranked key local customers as 

the most important relations for their subsidiaries. The results support the notion that subsidiaries 

are increasingly realising local country host actors as a source of learning, innovation and valuable 

knowledge (Almeida, 1996; Almeida & Phene, 2004; Mu, et al., 2007). Forming close relations with 

local customers and suppliers provides MNC subsidiaries greater access to information and 

resources not otherwise available in arm‟s length or transactional relations (McEvily & Marcus, 

2005) and this contributes positively towards the operations of MNC subsidiaries in conforming 

with the local business principles. The result is parallel to that by Andersson et al. (2002), who 

emphasised the importance and the strategic impact of being embedded in external networks. 

These authors found that subsidiary‟s external embeddedness leads to increased expected 

performance and contributes to the competence development of the entire MNC. Even though my 

study does not examine the competitive advantage of the MNC, it provides evidence that 
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subsidiary‟s local embeddedness leads to increased vertical and horizontal knowledge outflows, 

which I will discuss in greater depth in section 6.3. Being locally embedded also reduces the social 

cost of doing business locally (Eden & Miller, 2004), gaining greater legitimacy in the host country 

environment and reducing the overall liability of foreignness (Kostova & Zaheer, 1999). In the 

interviews, subsidiary managers have indicated that having closer interactions and social relations 

with their local customers increases their understanding of the local customers‟ needs and 

preferences. More importantly, being embedded with local customers allows subsidiaries to reduce 

the fear of the often-times relatively smaller scaled local customers of doing business with a 

perceivably bigger international MNC. Embeddedness with local customers narrows the gap 

between the local customers and the MNC and assists better business transactions and business 

relationships. 

 

Subsidiary‟s degree of local embeddedness is examined with three key relations in the host 

country environment – customers, suppliers and other local agencies (mostly governmental 

agencies and chambers of commerce). Results of this study show that subsidiaries form 

embedded relations with local customers and suppliers but have only loose relations with other 

local agencies. While the literature has addressed the importance of building inter-organisational 

collaboration, links and networks with suppliers and customers (Dyer & Noboeka, 2000; Dyer & 

Singh, 1998; McEvily & Marcus, 2005), much remains to be examined about subsidiaries‟ links 

with public and governmental agencies located in the host country. Subsidiaries remain loosely 

entangled with these agencies in the host country, but claim that they are aware of the benefits 

they can gain from forming relations particularly with government-linked agencies. The interview 

data revealed that time and costs associated with building embedded relations with government 

agencies, trade associations and chambers of commerce are the main factors that hinder closer 

relations with these agencies. Some interview respondents even expressed their frustrations with 

the uncertainties associated with dealing with government bureaucrats claiming that they often find 

out the hard way that the person they talk to about certain matters are not the decision makers in 

the agencies. In addition to suppliers and customers, government agencies, trade associations 

and other non-business organisations in the host country can also be a source of subsidiaries‟ 
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competence development (Andersson, et al., 2002). MNC subsidiaries may have missed out on 

the opportunities to obtain unique local knowledge and competence with arm‟s length relationship 

with these agencies, as depicted in the results of this study. 

 

Even though results indicate that subsidiaries are more locally embedded than internally 

embedded, relations with HQs and peer subsidiaries still exist. However, they remain largely 

administrative links. In other words, relations with HQ are, to a large extent, defined along gaining 

internal legitimacy (Kostova & Roth, 2002). In the interviews, subsidiary managers explained that 

their subsidiaries maintain close communication and relations with HQ because HQs are the 

source of corporate templates, strategic directions, and formal mandates. Subsidiaries‟ relations 

with HQs are primarily advice-seeking relations (Hansen, 2002). Maintaining close relations with 

HQ provides the necessary channel for subsidiaries to communicate how the corporate template 

of the MNC has been deployed in the host country and to provide feedback, be it operational or 

strategic in nature. Therefore, Malaysian MNC subsidiaries‟ internal embeddedness with HQs 

functions primarily as feedback providing mechanisms for subsidiaries, as previously pointed out 

by Gupta, Govindarajan and Malhotra (1999), and Barner-Rasmussen (2003). 

 

In line with subsidiaries‟ local embeddedness and moderate internal embeddedness with HQs, I 

also found that subsidiaries maintain a certain degree of autonomy and independence in running 

the operations at the Malaysian location. Andersson and Forsgren (1996) pointed out that the 

degree of subsidiary embeddedness defines HQ‟s level of control and subsidiary autonomy. 

Malaysian MNC subsidiaries possess a significant amount of autonomy in their operations at the 

local and regional level while still maintain that HQs are the source of inspiration for the overall 

strategic directions and the guidance for corporate governance. While this finding can be expected 

from subsidiaries located in non-Western context, Malaysian MNC subsidiaries should perceive 

HQs as more than the source of strategic directions and start building social relations and 

interactions to show signs that they are equally capable to contribute to strategic directions of the 

MNC.  
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Another point to note is the low degree of subsidiaries‟ internal embeddedness with peer 

subsidiaries found in this study. Subsidiaries‟ lateral relations are much less researched, with the 

exception of Hansen  (2002) and Hansen et al. (2005), although their importance is increasingly 

flagged, especially viewing the MNC as an inter-organisational network  (Ghoshal & Bartlett, 1990) 

and a heterarchy firm (Hedlund, 1986). Horizontal relations are argued to provide greater access  

to and leverage of strategic capabilities located within the MNC but in different parts of the world 

(Ghoshal, et al., 1994). However, results show relatively weak evidence and examples of intense 

lateral relations with peer subsidiaries. Interview findings explain how the MNC is like „a spoke of 

the wheel,‟ where HQ remains at the centre of the wheel and peer subsidiaries remain along the 

perimeters that relations and communications occur only when common interests occur and 

problems arise. Results of low level of internal embeddedness with peer subsidiaries are parallel 

to the findings of Loveridge (2005), who found similarly loose relations between subsidiaries 

located in Malaysia, Singapore, Brunei and Thailand and their peer subsidiaries located 

elsewhere. My results certainly challenge the notion of the “hypermodern heterarchical MNC” 

(Hedlund, 1986), which promotes greater lateral or inter-subsidiary linkages within the MNC. 

Because MNC structure is an attribute of the corporation (Birkinshaw & Morrison, 1995), it is not 

possible to determine whether HQ-subsidiary relationship of Malaysian MNC subsidiaries is a 

hierarchy or a heterarchy. Nonetheless, the findings suggest that Malaysian MNC subsidiaries 

have relatively low internal embeddedness with peer subsidiaries and perceive HQs as the source 

of strategic directions and formal mandates. Thus, my results lead me to conjecture that Malaysian 

MNC subsidiaries are managed “bureaucratically” (Birkinshaw & Morrison, 1995). While inter-

subsidiary relations are encouraged in a heterarchical MNC, the practice may not be prevalent in 

all subsidiaries of the MNC (Birkinshaw & Morrison, 1995), and MNC practices differentiated fit 

(Nohria & Ghoshal, 1994), aligning strategies for each subsidiary differently according to the 

environmental context that they are embedded in. This explains the relatively low degree of 

Malaysian MNC subsidiaries‟ internal embeddedness with peer subsidiaries, contradicting 

previous literature that subsidiaries maintain strong lateral relations (Barner-Rasmussen & 

Björkman, 2005; Tsai, 2002). Subsidiaries‟ low level of internal embeddedness could be due to 

coordination costs, as sometimes inter-unit relations are kept at minimum to avoid high 
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coordination costs (Birkinshaw & Morrison, 1995; O'Donnell, 2000). Subsidiaries that are located 

in the same region, for example, are encouraged to maintain strong relations with each other, 

compared to subsidiaries located in different regions. Also, if subsidiaries that perform certain 

functions (e.g., manufacturing and R&D), they are encouraged to maintain good inter-unit 

communication and relations to support each other. In contrast, peer subsidiaries that do not have 

overlapping functions tend to maintain fairly minimum relations. While I cannot conclude that 

MNCs are still hierarchical, the results suggest that subsidiaries in the context of this study are still 

managed hierarchically, and go through HQ for advice, knowledge and feedbacks, even when they 

need to communicate with peer subsidiaries. HQ‟s bureaucratic management of MNC subsidiaries 

works more efficiently for their subsidiaries located in non-Western developing country with a high 

power-distance national cultural dimension, compared to other forms of control and management. 

This explains subsidiaries‟ low level of internal embeddedness with peer subsidiaries and that 

MNCs manage subsidiaries with “a mix of organising principles” (Birkinshaw & Morrison, 1995) or 

adopt a differentiated fit strategy (Nohria & Ghoshal, 1994).  

 

Even though the findings demonstrate that subsidiaries are more locally embedded with key local 

customers than they are internally embedded with HQ and peer subsidiaries, the subsidiaries are 

consciously aware of the dual network embeddedness that they must maintain. Previous research 

(Andersson & Forsgren, 1996, 2000; Andersson, Forsgren, & Holm, 2001; Andersson, et al., 2002; 

Andersson, Forsgren, & Pedersen, 2001) on subsidiary embeddedness has highlighted the 

importance of maintaining both internal (corporate) embeddedness and local (external) 

embeddedness. Being more strongly locally embedded with local customers and local suppliers is 

not necessarily detrimental to subsidiaries and the overall MNC. In fact, Andersson et al. (2002) 

showed that subsidiary‟s external embeddedness is important to the overall MNC and building 

closely embedded relations with external actors within the host country improves subsidiaries‟ 

success and likelihood of survival (Powell & Smith-Doerr, 1996; Uzzi, 1996), and in this case 

intensifies vertical and horizontal knowledge outflows. In arguing the dual network embeddedness 

of subsidiaries, HQs need to form an understanding and awareness of the different network 
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contexts in which their subsidiaries are embedded, and effectively manage and leverage the 

dynamics of subsidiaries‟ multiple social network embeddedness (Holm, et al., 1995). 

 

6.2 Internal Embeddedness and Knowledge Outflows 

This study demonstrates that forming embedded internal social network positively influences 

knowledge outflows, both vertically to HQ and horizontally to peer subsidiaries. I examine both 

vertical and horizontal knowledge outflows because they differ significantly (Gupta & 

Govindarajan, 2000; Schulz, 2001, 2003). Consequently, the influence of social network 

embeddedness of subsidiaries with HQ and peer subsidiaries should also differ when engaging in 

vertical and horizontal knowledge outflows. The results demonstrate that subsidiaries‟ internal 

embeddedness influences differently vertical and horizontal knowledge outflows.  

 

Internal network embeddedness dimensions of intra-organisational trust, organisational 

identification with HQ and shared vision individually influence greater vertical and horizontal 

knowledge outflows. However, the combined influence of internal embeddedness dimensions vary 

in determining vertical and horizontal knowledge outflows. Organisational identification with HQ 

and shared vision are the two strongest predictors of vertical knowledge outflows. While intra-

organisational trust individually influences vertical knowledge outflows, it loses its predictive power 

when the overall effects of internal embeddedness are examined. In other words, intra-

organisational trust diminishes in its importance in influencing vertical knowledge outflows in the 

presence of strong organisational identification with HQ and shared vision. This finding contradicts 

previous research. Kostova and Roth (2002) found positive relationships between trust in parent 

and subsidiaries‟ level of implementation and internalisation of transferred organisational practices. 

However, Kostova and Roth (2002) argued their inclusion of trust in HQ and the level of 

implementation and internalisation of strategic organisational practices from the perspective of the 

institutional theory, pointing out that trust in HQ reduces ambiguity and improves mimetic and 

normative adoption of the practices. This study, on the other hand, analysed intra-organisational 

trust from the social network perspective, that forming embedded social relations with HQ 

increases relational trust, which, in turn, increases the willingness to transfer, improves the values 
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placed on knowledge flows transactions and unleashes greater access to knowledge located 

elsewhere in the corporate network. In an intra-organisational network, relationship between HQ 

and subsidiary is ownership-based. Ownership-based trust, rather than relational trust, should 

better explain the positive influence of trust and intra-organisational knowledge flows. The negative 

effect of intra-organisational trust on vertical knowledge outflows in this study can also be 

contributed to the fact that subsidiaries located in a relatively less developed country than the HQ‟s 

home country may still be defined by the hierarchical boundary between the HQ and the 

subsidiary. The fact that Malaysia has a high power-distance national culture also contributes to 

the fact that social capital building in an intra-organisational network with HQ is, to a certain extent, 

bounded by the perceived HQ-subsidiary hierarchical relationships. The results of a negative 

association between intra-organisational trust and knowledge outflows of MNC subsidiaries is 

similar to the findings of Li, Barner-Rasmussen et al. (2007) of their examination of the outward 

transfer of knowledge from the social capital perspective in MNC subsidiaries located in China and 

Finland. To reiterate, in the context of subsidiaries located in Malaysia, ownership-based trust 

rather than relational trust has a stronger explanatory power in explaining the role of intra-

organisational trust and knowledge outflows. However, results of this study confirm the relatively 

more important role of trust in inter-organisational relationships than in intra-organisational 

relationships of MNC subsidiaries (Li, 2005). While intra-organisational trust in internal network 

embeddedness of MNC subsidiaries is not found to be a significant predictor of knowledge 

outflows, inter-organisational trust in subsidiary‟s local network embeddedness appears to be a 

significant predictor of knowledge outflows.  

 

Another dimension of internal network embeddedness in the conceptual model of this study is 

organisational identification with HQ. Individually, organisational identification with HQ positively 

influences vertical and knowledge outflows. However, when all dimensions of internal network 

embeddedness are combined, organisational identification with HQ significantly influences only 

vertical knowledge outflows, not horizontal knowledge outflows. Organisational identification 

encourages the promotion of organisational welfare instead of individual gains (Becker, 1992; 

O'Reilly III & Chatman, 1986). Because units of the same organisation are dispersedly located and 
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each has its own functions and is embedded in its own environmental context, organisational 

identification is even more important for the MNC to ensure the internalisation of specific practices 

that are vital to the entire organisation. Organisational identification within a dispersedly located 

units of an MNC is best built through social mechanisms (O'Donnell, 2000) to foster cooperative 

behaviours such as intra-organisational knowledge flows between subsidiary and HQ and peer 

subsidiaries. The results regarding the positive association between organisational identification 

with HQ and vertical knowledge outflows correspond with results by  Kostova and Roth (2002) and 

Vora et al. (2007); fostering greater internal embeddedness with HQ has positive influence in 

terms of knowledge outflows from focal subsidiaries to their respective HQs. 

 

The last dimension of internal network embeddedness that I have examined is shared vision. 

Shared vision is a social control tool proposed first by Barnard (1939) in managing highly complex 

organisations. Embracing shared values and vision within the organisation ensures convergence 

of ideas and goals towards a common organisational vision. Nohria and Ghoshal (1994) later 

proposed the same concept in relation to HQ-subsidiary relationships within the MNC; distantly 

located subsidiaries are sure to embrace the common organisational goals even in the absence of 

HQ‟s formal supervision and control. The positive association between shared vision and vertical 

knowledge outflows, which I have identified, coincide with previous research on shared vision and 

knowledge flows (Li, 2005; Li, Barner-Rasmussen, et al., 2007; Tsai & Ghoshal, 1998). 

 

Previous research on knowledge flows, especially on the outward transfer of knowledge from MNC 

subsidiaries in the IM literature has largely examined the outward transfer of knowledge to HQ and 

peer subsidiaries using a single measure. Li, Barner-Rasmussen et al. (2007), Mu et al. (2007), 

Mahnke et al. (2005) and Foss and Pedersen (2002) measured knowledge outflows from MNC 

subsidiaries “to other units in the MNC” without explicitly distinguishing knowledge outflows to HQ 

and to peer subsidiaries. This study follows the argument that vertical and horizontal knowledge 

flows have different purposes and offer different benefits and strategic implications to subsidiaries, 

thus should be examined separately, similar to Gupta and Govindarajan (2000) and Schulz (2001, 

2003).  
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Results of this study demonstrate that horizontal knowledge outflows of MNC subsidiaries are 

affected differently by different dimensions of internal network embeddedness. The three 

dimensions of internal network embeddedness individually increase horizontal knowledge 

outflows. However, the joint impact of the three dimensions of internal network embeddedness on 

horizontal knowledge outflows showed that only shared vision is a significant predictor. This 

findings support Li, Barner-Rasmussen et al. (2007), who found that the positive association of 

shared vision and the outward transfer of knowledge to other MNC units is more prevalent for 

subsidiaries located in China, compared  those located in Finland. It is worth pointing out that Li, 

Barner-Rasmussen et al. (2007) measured knowledge outflows to “other MNC units,” and did not 

indicate whether it included HQ. The positive association of shared vision with horizontal 

knowledge outflows also parallel the findings by Li (2005). 

 

In summary, subsidiaries‟ internal network embeddedness positively influences vertical and 

horizontal knowledge outflows. Two dimensions of internal network embeddedness – 

organisational identification with HQ and shared vision - have positive significant association with 

vertical knowledge outflows, while only one dimension, shared vision, has significant positive 

influence on horizontal knowledge outflows. I discuss here shared vision since it is the single-most 

important predictor of vertical and horizontal knowledge outflows. The findings based on the 

quantitative data that shared vision is a significant predictor of both vertical and horizontal 

knowledge outflows are strengthened by the interview data. Subsidiary respondents agreed that 

shared objectives, common understanding of the MNC‟s goals and the alignment with the 

corporate vision are the single-most important binding factor across the units in the respective 

MNC that they belong to. Building social capital and forming closer relations with HQ and peer 

subsidiaries builds a stronger sense of shared vision and objectives of the entire MNC (Nohria & 

Ghoshal, 1994; O'Donnell, 2000). While Nohria and Ghoshal (1994) argued the positive 

implications of shared vision in HQ-subsidiary relationships, results from this study further proved 

that shared vision can also be nurtured through lateral inter-subsidiary social network relations. 

Sharing common vision increases absorptive capacity of each party in the network (Yli-Renko, et 
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al., 2001) and the tendency to be more receptive to the sender‟s knowledge. Shared vision and 

common objectives in an intra-organisational network also lead to mutual understanding of 

distantly located organisational members, which increases the value from the knowledge 

transactions (Nahapiet & Ghoshal, 1998). 

 

Overall, the results of this study generally support the findings that social capital and network 

embeddedness leads to greater knowledge outflows from MNC subsidiaries. Shared vision 

contributes most towards predicting vertical and horizontal knowledge outflows. Organisational 

identification with HQ only predicts vertical knowledge outflows. Intra-organisational trust showed 

counter-intuitive findings for both vertical and horizontal knowledge outflows. This study differs 

from previous subsidiary-focused knowledge flows research inspired by the social capital 

theoretical lens in two ways. First, I move beyond the structural properties of internal network to 

examine empirically how the conceptual dimensions of social capital contribute to knowledge 

outflows. While network size and strength (Hansen, 2002; Hansen, et al., 2005) and network 

centrality  (Tsai, 2001) have proven to increase knowledge transfer within MNC subsidiaries, the 

examination of how the social capital dimensions actually work with regards to determining 

knowledge flows have received limited attention. Secondly, this study explicitly differentiates 

between knowledge outflows to HQ and to peer subsidiaries, which previous studies have largely 

grouped together and assumed homogeneity of the flows, except Gupta and Govindarajan (2000), 

and Schulz (2001, 2003). By doing this, my study has demonstrated the heterogeneity of different 

directions of knowledge flows, and why they should be treated and managed differently. 

 

6.3 Local Embeddedness, Localised Subsidiary Innovation and Knowledge Outflows 

I have hypothesised and empirically tested that subsidiaries‟ local embeddedness positively 

influences vertical and horizontal knowledge outflows through localised subsidiary innovation. I 

emphasised that subsidiaries‟ local network embeddedness promotes greater subsidiary 

innovation originating from the local environment, or localised subsidiary innovation. Greater 

localised subsidiary innovation, as a result of subsidiaries‟ local embeddedness, influences greater 

vertical and horizontal knowledge outflows.  
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I examined three local network relations - local suppliers network, local customers network and 

other local agencies‟ network. In terms of the degree of embeddedness, results show that MNC 

subsidiaries are most embedded with their local customers‟ network, and the least embedded with 

other local agencies‟ network. Inter-organisational network research has demonstrated that 

forming close inter-organisational embedded relations with local customers lead to greater 

organisational learning and knowledge exchange (Dyer & Noboeka, 2000; Uzzi, 1997) and greater 

knowledge acquisition (Yli-Renko, et al., 2001). Another stream of inter-organisational literature 

has argued that relations with lead customers can increase organisational innovation (Argote, 

1999; von Hippel, 1988). This study reinforces the importance of embedded external relations with 

local customers in improving learning and innovation, building subsidiaries‟ stock and value of 

knowledge and consequently increases vertical and horizontal knowledge outflows. 

 

Previous research on subsidiary embeddedness particularly arguing relational embeddedness has 

largely grouped together subsidiary‟s local embeddedness with local suppliers and local 

customers, without distinguishing between the two different networks (Andersson, et al., 2002; 

Hakånson & Nobel, 2000; Mu, et al., 2007). However, in this study, subsidiaries‟ customers and 

suppliers network embeddedness are examined separately realising that the content of these 

relationships differs when it boils down to the learning and knowledge that subsidiaries can gain 

from suppliers and customers (McEvily & Marcus, 2005). Indeed, the interview data revealed that 

subsidiaries‟ embedded social relations with key local customers are different from those with key 

suppliers. Subsidiaries placed greater emphasis on their relations with local customers, and even 

indicated that these relations are not just encouraged but also known by HQ. In more than one 

case, key informants indicated that their respective HQs have knowledge about the subsidiaries‟ 

customers. HQ managers also visited subsidiaries‟ local customers whenever they were in the 

region for meetings or regular visits.  

 

Subsidiaries‟ network embeddedness with local suppliers serves a different purpose than that with 

local customers. With local suppliers, relations are managed by exceptions: if local suppliers do 
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not meet criteria or do not perform up to the subsidiary‟s standards. Subsidiaries build more than 

arm‟s length relationships with their local suppliers, providing training programmes for them and 

integrating them into their supply chain network. However, the level of embeddedness with local 

suppliers is not as intense as that with local customers. Subsidiaries maintain closely embedded 

relations with local customers, even sharing customers‟ stories, experiences and problems with 

their HQ. Subsidiaries acknowledge that their role in the host country is to „close the loop,‟ be 

closer to customers and provide all necessary support to add value to the customers. I can imply 

from the findings that subsidiaries maintain closer relations with local customers than local 

suppliers because they perceive serving customers to be their key function in the host country. 

Subsidiaries place greater importance on relations with local customers because that is what is 

perceived to be important to and desired by their HQs. This reinforces my argument of subsidiaries 

doing what they think HQs want them to do, and in this way gain greater internal legitimacy.  

 

Results also showed that in line with subsidiaries‟ greater local embeddedness with local 

customers, subsidiaries have the autonomy and the mandate from HQ to operate according to the 

local laws, governance and business principles. The results support the findings by Andersson and 

Forsgren (1996) that subsidiary‟s degree of local embeddedness in the host country determines 

the level of HQ control. In this particular case, subsidiaries have been given due autonomy to 

operate according to the host country‟s business principles and governance and chose to be 

closely embedded with their local customers. Results also support Andersson et al.‟s (2002) 

findings of the strategic importance of subsidiary‟s local embeddedness. Subsidiary‟s local 

embeddedness has been found to positively influence peer subsidiaries‟ product and process 

development and market performance (Andersson, et al., 2002) and to promote focal subsidiaries‟ 

role as centres of excellence for the entire MNC (Andersson & Forsgren, 2000). This study adds 

increased vertical and horizontal knowledge outflows to the outcomes of subsidiaries‟ local 

embeddedness. 

 

This study shows that subsidiaries‟ local embeddedness leads to greater localised subsidiary 

innovation and ultimately to increased vertical and horizontal knowledge outflows. However, 
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vertical and horizontal knowledge outflows are differently affected by subsidiaries‟ local 

embeddedness with local suppliers, local customers and other local agencies. Results showed 

that inter-organisational trust and joint problem-solving with suppliers, customers and other local 

agencies are the most significant explanatory variables in improving subsidiaries‟ localised 

innovation. Results also show that vertical and horizontal knowledge outflows increase when 

subsidiaries engage in localised innovation. This is parallel to findings by Mu et al. (2007) and 

Hakånson and Nobel (2000) that localised subsidiary innovation from the host country increases 

knowledge outflows from focal subsidiaries. Inter-organisational trust is the most important 

determinant of vertical knowledge outflows with regards to subsidiaries‟ local embeddedness with 

local customers. Joint problem-solving with local customers has the most contribution in terms of 

subsidiaries‟ horizontal knowledge outflows. Joint problem-solving with local suppliers increases 

vertical knowledge outflows, and both joint problem-solving and trust in suppliers improve 

horizontal knowledge outflows. In relation to other local agencies, inter-organisational trust is a 

significant contributor to localised subsidiary innovation and vertical and horizontal knowledge 

outflows, while joint problem-solving with other local agencies explains increased localised 

subsidiary innovation and horizontal knowledge outflows.  

 

The insignificant results of information sharing between focal subsidiaries and all local networks 

require some additional explanation. The terminology „sharing‟ denotes a two-way exchange and 

reciprocity. Taking the nodal perspective of the knowledge flows phenomenon, I examined the 

behaviour of only one party in the exchange dyad. Subsidiaries may feel that the exchange of 

knowledge between them and their local suppliers, local customers and other local agencies are 

not equally reciprocated. The concept of reciprocity itself in knowledge sharing suggests that one 

party expects to receive more knowledge when it provides knowledge to another party (Schulz, 

2003). In this case, subsidiaries may have the presumption that information sharing is largely one-

sided, and therefore do not indicate that equally reciprocal information sharing occurs between 

them and their local networks of suppliers, customers, and other local agencies. MNC subsidiaries 

or foreign-owned companies are highly regarded in Malaysia to possess superior managerial and 

technological capabilities compared to local firms, especially smaller firms which are suppliers to 
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giant multinationals. Local suppliers who deal with MNC subsidiaries may believe that they have a 

lot more to learn and gain from these subsidiaries, thus sharing of experiences and information 

may have been perceived to be one-sided, from subsidiaries to local actors. Subsidiaries may 

think that they have a lot more to gain if they learn from their local customers, given the fact that 

they should know about their customers‟ needs, preferences, and trends in order to serve both 

their customers and their HQs better and more efficiently. With other local agencies, subsidiaries 

have arm‟s length relationships and least embedded social relations which lead to minimum 

information exchange. As pointed out in the previous chapter, subsidiaries do not actively pursue 

and seek embedded relations with other local agencies and only do so as specific needs for this 

arise. 

 

Joint problem-solving is the single-most important dimension of subsidiaries‟ local embeddedness 

in influencing vertical and horizontal knowledge outflows. Except for subsidiaries‟ other local 

agencies‟ network, which subsidiaries are least embedded with, joint problem-solving remains an 

important contributor to increased localised subsidiary innovation and vertical and horizontal 

knowledge outflows. Results confirm the findings of McEvily and Marcus (2005) that joint problem-

solving in inter-organisational embedded relations is a more prominent contributor to discovering, 

innovating and learning from sources outside a firm‟s organisational boundaries. Joint problem-

solving is an important driver of network embeddedness in determining innovation, which in turn, 

influences knowledge outflows from subsidiaries. Joint problem-solving with local networks allows 

subsidiaries to increase their level of comprehension of the problems faced by external firms, and 

accordingly tailor their solutions to the specific problems at hand. Experimenting, discovering and 

trial-and-error exercises to jointly solve specific problems allow greater learning and innovations 

for subsidiaries. Furthermore, joint problem-solving with local suppliers and local customers 

enhance the embedded relations because it demonstrates that subsidiaries and their local 

networks cooperate with the network when problems arise, rather than abandoning the 

relationship (McEvily & Marcus, 2005). Subsidiaries can then bring in their own unique 

engagement to the knowledge gained from jointly solving problems with their local networks and 

accordingly transfer and share it with HQ and peer subsidiaries, increasing knowledge outflows.  
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A unique contribution of this study is demonstrating the heterogeneity of subsidiaries‟ different 

local network embeddedness in determining vertical and horizontal knowledge outflows. 

Subsidiaries‟ local networks have different effects on the kinds of knowledge that subsidiaries build 

locally and ultimately share with HQs and peer subsidiaries. As already mentioned, previous 

subsidiary embeddedness research has not differentiated between the various local networks that 

subsidiaries have in the host country and how they influence knowledge flows. Findings from the 

conceptual framework in this study can explicate further which networks contribute to which 

direction of intra-organisational knowledge flows. Figures 5.1 and 5.2 in Chapter 5 present the 

modified conceptual framework of subsidiaries‟ dual network embeddedness with vertical and 

horizontal knowledge outflows, respectively, based on the findings of my study. As illustrated in the 

figures, different dimensions of internal and local network embeddedness have different effects on 

vertical and horizontal knowledge outflows. Vertical knowledge outflows from subsidiaries are 

primarily driven and influenced by internal network embeddedness (please see Figure 5.1). 

Horizontal knowledge outflows are influenced more by subsidiaries local network embeddedness 

and localised subsidiary innovation (please see Figure 5.2).  
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Chapter 7 CONCLUSION 

 

In this chapter, I present the theoretical contributions and practical implications of this study, the 

limitations, and suggestions for future research.  

7.1 Contributions of the Study 

7.1.1 Theoretical Contributions 

Knowledge Leveraging Model of the MNC with subsidiaries as knowledge contributors. The 

conceptual framework of this study conforms to the knowledge leveraging model of the MNC 

proposed by Grant et al. (2000) that MNC subsidiaries in emerging economies are not merely 

passive recipients of knowledge generated by HQ. The notion that subsidiaries can be sources of 

knowledge for HQ and peer subsidiaries within the corporate network have been proven (Li, 

Barner-Rasmussen, et al., 2007; Mu, et al., 2007; Persson, 2006; 2001). However, Grant et al. 

(2000) pointed out that the knowledge leveraging model is especially an issue for subsidiaries 

located in emerging economies, which have previously been perceived as recipients of technology 

and knowledge from HQ typically located in developed countries. Malaysia, the context of my 

study, is not as big as China where many subsidiary-focused IM research tend to saturate, but 

there is a growing awareness and realisation by the HQ of the potential of the Malaysian location 

as a source of knowledge for the entire corporation. This was clearly confirmed by the interview 

respondents and further supported by the quantitative results of the occurrence of vertical and 

horizontal knowledge outflows from MNC subsidiaries. My study confirms the knowledge 

leveraging model of the MNC, especially for subsidiaries located in emerging economies and 

contributes to the conversation within the IB and IM literature regarding the increasing role of 

subsidiaries as a source of knowledge and competencies for the entire corporation. 

 

The importance of external networks in subsidiary‟s network embeddedness. The MNC has largely 

been considered an inter-organisational network (Ghoshal & Bartlett, 1990) and a differentiated 

network (Nohria & Ghoshal, 1997) but the network concept of the MNC has only considered the 
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intra-organisational network (Andersson, et al., 2002). In addition to subsidiaries‟ internal network 

with HQ and peer subsidiaries, their external networks consisting of suppliers, customers and local 

agencies such as government agencies, trade associations and chambers of commerce in the 

host country also have strategic implications for the subsidiary and potentially the entire MNC 

(Andersson, et al., 2002). There is a growing and interesting conversation within the IB and IM 

literature about the increasing importance of the actors in the host country as a source of 

knowledge flows, learning and knowledge creation at the subsidiary level (Almeida & Phene, 2004; 

Andersson, et al., 2002; Phene & Almeida, 2003, 2008). The MNC possesses the opportunity to 

tap into the strategic opportunities within the external network through subsidiaries‟ relationships 

with external firms located in the host countries. My study has paid serious attention to the local 

(external) network embeddedness in the examination of subsidiary‟s knowledge outflows, and 

supports empirically the relevance of subsidiary‟s external network purported by previous literature 

in influencing subsidiary‟s knowledge creation and success.  

 

The local embeddedness – localised subsidiary innovation – knowledge outflows path. More 

importantly, my study does not merely explicate the importance and relevance of subsidiary‟s local 

network embeddedness, but showcases how external network embeddedness facilitates greater 

vertical and horizontal knowledge outflows. Subsidiary‟s local network embeddedness facilitates 

greater vertical and horizontal knowledge outflows through subsidiary innovation sourced from 

these local networks. My study highlights the increasing importance of subsidiaries to learn and 

innovate from the local networks in order to create new knowledge and know-how, and ultimately 

share that with the other units in the corporate network. The conceptual framework presented in 

my thesis proves that in order for subsidiaries to transfer knowledge vertically and horizontally, 

they must first build their own knowledge stock and the development of this knowledge stock can 

come from the host country as evidenced by the results of my study. When subsidiaries innovate 

and learn from the host country, they increase the amount and the value of their own knowledge 

stock and subsequently engage in greater vertical and horizontal knowledge outflows.  
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The importance of social capital and social network in the examination of knowledge management. 

Argote et al. (2003) argued that empirical evidence of social networks in relation to knowledge 

flows is rather limited and the discussion on social network primarily focuses on the structural 

properties of social network (Hansen, 2002; Tsai, 2001; Tsai & Ghoshal, 1998). My study shifts 

away from the focus of the structural properties of social network and examines social network 

embeddedness that have been largely disregarded, especially in the context of MNC. The notion 

of network embeddedness extends beyond the network‟s structural properties such as network 

centrality, and refers to the quality of relationships between the actors in a network. I have 

included the relational and cognitive dimensions of social capital in my conceptual framework that 

explicate further the relevance of social capital and network embeddedness in relation to 

knowledge outflows from MNC subsidiaries. The existing literature so far has documented 

conceptual models of social capital and knowledge transfer in regards to MNC subsidiaries 

(Gooderham, 2007; Kostova & Roth, 2003; Reiche, et al., 2009) reinforcing the relevance of social 

capital and network embeddedness in relation to examining knowledge flows and the creation of 

intellectual capital in MNC subsidiaries. Subsidiaries‟ network embeddedness has also been 

examined but previous related studies on subsidiaries‟ network embeddedness rather focus on 

business network and technical embeddedness. Therefore, my study responds to the call for 

examining the role of social relations in knowledge transfer. 

 

Embeddedness as a Strategic Resource at Subsidiary Level. My study contributes to the 

academic conversation regarding embeddedness as a strategic resource at subsidiary level 

(Andersson, et al., 2002) in the MNC context. Previous subsidiary embeddedness literature has 

concluded that subsidiary embeddedness positively influences subsidiary performance 

(Andersson, et al., 2002; Andersson, Forsgren, & Pedersen, 2001), subsidiaries‟ increasing role as 

Centres of Excellence (Andersson & Forsgren, 2000), subsidiaries‟ development of unique 

competence (Andersson, et al., 2002), and the overall MNC competence development 

(Andersson, Forsgren, & Holm, 2001). However, the existing studies on subsidiary embeddedness 

have primarily examined technological embeddedness (Andersson & Forsgren, 2000; Andersson, 

Forsgren, & Holm, 2001; Andersson, Forsgren, & Pedersen, 2001). Research on network 
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embeddedness of multinationals within the IM and IB fields from the Scandinavian countries has 

propagated the business network embeddedness idea even though they have argued the concept 

of social embeddedness. These authors shift away from the social capital argument of the notion 

of embeddedness conceptualised by Uzzi (1996, 1997) and Nahapiet and Ghoshal (1998). The 

conceptual framework in my study examines the notion of embeddedness through the social 

capital theoretical lens and examines MNC subsidiaries‟ social network embeddedness, as 

opposed to the more popularly investigated technical and business network embeddedness.  

 

The Dual Network Embeddedness of MNC Subsidiaries. A final theoretical contribution of my 

study is the reconciliation of the dual positioning of subsidiaries‟ network embeddedness, instead 

of examining the different networks that subsidiaries are embedded in in isolation.  The dual 

network embeddedness framework is a stronger explanatory model in examining vertical and 

horizontal knowledge outflows from MNC subsidiaries taking into account subsidiaries‟ internal and 

local networks. While previous research on subsidiary embeddedness has proven the strategic 

implications of embeddedness to various issues within the MNC, none have addressed the unique 

position of MNC subsidiaries as being embedded in multiple social networks and how managing 

the duality position influences knowledge outflows. Subsidiaries have been positioned as having 

institutional duality (Hillman & Wan, 2005; Kostova & Roth, 2002), dual legitimacy (Li, Yang, et al., 

2007), and subsidiary managers possessing dual organisational identification (Reade, 2001b; Vora 

& Kostova, 2006; Vora, et al., 2007). While the dual role of subsidiaries and the increasing 

complexity in managing subsidiaries‟ dual role in various aspects of their operations and 

management are acknowledged, subsidiary‟s network embeddedness has been examined either 

solely in the context of intra-organisational relations, or in regards to their external relations. Thus, 

my study contributes to the theoretical composition of subsidiaries‟ social network embeddedness 

by emphasising and empirically examining simultaneously both the dimensions of subsidiaries‟ 

dual network embeddedness. 
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7.1.2 Methodological Contribution 

 “It is one of the best-kept secrets of research that a methodological 

contribution is the most powerful engine for the replication and diffusion 

of an idea” (Kogut, 2001, p. 785).  

My study uses mixed method of inquiry, a contribution to the methodological conventions of the IM 

research. Previous subsidiary focused knowledge management research and subsidiary 

embeddedness literature have largely employed mono-method study, with the majority adopting 

quantitative methods (e.g., Andersson, et al., 2002; Foss & Pedersen, 2002; Li, Barner-

Rasmussen, et al., 2007; Mu, et al., 2007; Zhao & Luo, 2005). Qualitative methods have also been 

used to explain subsidiary-focused phenomena but are more prevalent in relation to subsidiaries 

located in China (Buckley, et al., 2005; Buckley, Clegg, & Tan, 2006; Hong, et al., 2006; Wang, et 

al., 2004), Brazil and Mexico (Sparkes & Miyake, 2000), and Russia (Engelhard & Nägele, 2003). 

The IM research suffers from an acute over-emphasis on the quantitative methods (Marschan-

Piekkari & Welch, 2004b; Peterson, 2004; White, 2002). Andersen and Skaates (2004) found that 

only 10 per cent of articles published in six IB journals are qualitative-based. A group of IM 

scholars share their growing concern of the lack of adoption of qualitative method in IM 

(Marschan-Piekkari & Welch, 2004b; Meyer, 2006; Peterson, 2004; Ramaswamy, 2007), and 

propose the use of mixed methods  in the field (Hurmerinta-Peltomäki & Nummela, 2004; Meyer, 

2006; Peterson, 2004; White, 2002). Mixed methods of inquiry, as explained in the methodology 

chapter of my thesis, promotes greater understanding of the topic (Hurmerinta-Peltomäki & 

Nummela, 2004) and provides a means of cross-validation of quantitative and qualitative data and 

analysis (Peterson, 2004).  

 

I have integrated both survey data and semi-structured interview data into explaining vertical and 

horizontal knowledge outflows from MNC subsidiaries and subsidiaries‟ dual network 

embeddedness. Survey data were used to quantify the relationships between subsidiaries‟ internal 

and local network embeddedness with knowledge outflows, while the interview data primarily 

assisted in further deciphering how subsidiaries manage the inherent tensions of their dual 
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network embeddedness. A recent critique of Asian management research has accused Asian-

based or Asia-focused researchers to conform too much to the demands of the U.S.-based leading 

journals that are, in general, not highly receptive towards qualitative or mixed research methods 

(White, 2002). This results in research methods in Asian management practices skewed towards 

quantitative mono-method studies that only superficially explain a largely Western managerial 

phenomenon in a non-Western context without sufficiently address the „how‟ and „why‟ questions 

(White, 2002). Thus, my studies respond to the call for the shift away from mono-method studies 

and integrating various methods in IM research in general and IM research in a non-Western 

context in particular. 

 

The context of my thesis is MNC subsidiaries located in non-Western developing country, 

Malaysia. The chosen context of a particular IM research is usually driven by the home country of 

the primary researcher (Peterson, 2004), and my thesis is not an exception. Some scholars 

selected subsidiaries of the MNC based on their home country (for example, subsidiaries of a 

German MNC as in Mahnke, Pedersen, and Venzin (2005) or subsidiaries of Swedish MNCs as in 

Hakånson and Nobel (2000, 2001)), while others take the approach of examining subsidiaries 

located in their home countries regardless of the subsidiaries‟ country of origin (for example, 

subsidiaries located in Australia as in Johnston and Menguc (2007) and subsidiaries in China as in 

Wang et al. (2004), Buckley et al. (2006), and Luo (2003)). My study takes the latter approach, and 

while it is not a novel approach to the selection of MNC subsidiaries, the country of selection 

contributes to the growing literature on subsidiary-focused IM research. There has been a strong 

focus on subsidiaries located in China (Buckley, et al., 2005; Hong, et al., 2006; Li, 2005; Li, 

Barner-Rasmussen, et al., 2007; Zhao & Luo, 2005), the Triad (Almeida & Phene, 2004; Almeida, 

et al., 2002; Andersson, Forsgren, et al., 2007; Buckley & Carter, 2002; Mu, et al., 2007; 

Papanastassiou & Pearce, 1997), and the Scandinavian region (Foss & Pedersen, 2002; Holm & 

Sharma, 2006; Li, 2005; Li, Barner-Rasmussen, et al., 2007; Persson, 2006). Subsidiary-focused 

IM research has only recently ventured into new territories covering subsidiaries located in Central 

and Eastern Europe (Manea & Pearce, 2006; Peterson, 2003; Uhlenbruck, 2004), Latin America 

(Sparkes & Miyake, 2000), Russia (Björkman, Fey, & Park, 2007; Engelhard & Nägele, 2003), and 
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the greater part of Asia, excluding Japan, China and Russia, particularly Taiwan (Chen, Lawler, & 

Bae, 2005; Tseng, Yu, & Seetoo, 2002), India and Pakistan (Anand & Delios, 1996; Reade, 2001b, 

2003; Wilson, 2004) and to a lesser extent, Malaysia (Edwards, et al., 2002; Giroud, 2000). My 

study brings initial insights of how MNC subsidiaries located in a non-Western developing country 

can also be a potential and valuable source of knowledge to MNC.  

 

Organisational studies have increasingly emphasised the importance of contextualising research 

(Johns, 2006; Rousseau & Fried, 2001; Whetten, 2009), and Asian management researchers are 

particularly criticised for obliviously adapting Anglo-American theories into the local context without 

acknowledging that local contexts may have context-sensitive effects and implications to the 

application of the theory. Contextualisation can occur in several stages of the research process 

from the formulation of the research problem, to the process of collecting data and interpreting and 

reporting findings and results (Rousseau & Fried, 2001). I am consciously aware of the contextual 

implications of my research, and have carefully crafted the methodological design according to the 

context of my research. For instance, I adopted mixed methods of inquiry in this thesis because of 

the context of my research, which is commonly known to have low response rate. The integration 

of survey questionnaires and semi-structured interviews provide better opportunities to access and 

examine subsidiary-focused knowledge flows in this context. The interpretation of my results is 

also contextually-sensitive. I explain the findings drawing from the previous mainstream literature 

and from my own locally relevant knowledge of the context. By contextualising my research, I have 

generated locally relevant management implications (Meyer, 2006; Tsui, 2004). This approach is 

unpopular among budding Asian researchers, who have been criticised for being contextually-

insensitive and adopting Western theories and applying them to regional issues in lieu of 

pressures for promotion and incentives (Meyer, 2006). However, I have demonstrated that 

contextualising my research serves the purpose of generating locally relevant knowledge unique to 

the context of my study, while contributing to the mainstream subsidiary-focused knowledge flows 

literature. 
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7.1.3 Practical Implications 

Implications for MNC Subsidiaries 

The practical implications of my study for MNC subsidiaries are many-fold. First, MNC subsidiaries 

are aware of the existence of multiple social networks, both globally with HQ and peer subsidiaries 

and locally with firms in the host country. Building and maintaining social networks is costly and 

time-consuming (Hansen, 2002), and especially so when one is embedded in multiple social 

networks such as MNC subsidiaries. The results of my study explain the relevance of building 

social capital internally within the global corporate network in order to generate greater vertical and 

horizontal knowledge outflows. Results show that subsidiaries are more locally embedded than 

they are internally embedded. This implies that MNC subsidiaries should invest in the strategies of 

building social capital with HQ and peer subsidiaries. Subsidiaries already possess various intra-

organisational socialisation mechanisms and communication infrastructure as they revealed during 

the interviews. These socialisation and integrative mechanisms and infrastructure can be used 

more effectively to build greater social network embeddedness internally. There are numerous 

relational rents and benefits to be gained from being socially embedded internally. Knowledge that 

originates from a location considered relatively less technologically advanced than the home 

country of the MNC almost always leads to a higher likelihood that they are valued less (Gupta & 

Govindarajan, 2000). Greater social embeddedness with HQ and peer subsidiaries relieves the 

time, cost, and efforts towards persuading and ensuring HQ and peer subsidiaries of the relevance 

of the knowledge originating from focal subsidiaries located in a relatively less technologically 

advanced country (Inkpen & Tsang, 2005; Li, Barner-Rasmussen, et al., 2007; Nahapiet & 

Ghoshal, 1998). Thus MNC subsidiaries should aim to build social capital and maintain social 

network embeddedness with the internal counterparts in order to increase the intended recipients‟ 

acceptance and acknowledgement of knowledge originating from their locations. 

 

Another implication of my study for MNC subsidiaries is assisting subsidiaries to design their 

various social networks to suit which direction of knowledge flows they want to engage more in. 

Results reveal that vertical knowledge outflows are driven more by internal embeddedness while 

horizontal knowledge outflows are primarily driven by local network embeddedness. This can 
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assist MNC subsidiaries and their top managers to prioritise which social networks they should 

build upon, and invest more time and effort in, depending on which direction of knowledge flows 

they want to promote. Furthermore, MNC subsidiaries and their top managers also have the 

knowledge on the dimensions of social capital that they need to focus in various social networks in 

order to obtain the desired directions of intra-organisational knowledge flows. 

 

Results of this study reveal the significant contribution of shared vision in internal embeddedness 

and joint problem-solving in local embeddedness to subsidiaries‟ knowledge outflows. The findings 

should signal MNC subsidiaries located in Malaysia to actively build social networks internally to 

build intra-organisational shared vision to contribute better within the entire corporation. 

Subsidiaries in Malaysia should also actively participate in solving problems cooperatively with 

their local networks in order to build sound knowledge stocks. The findings offer practical 

implications for MNC subsidiaries in Malaysia on how to use their various social networks to 

engage in greater intra-organisational knowledge flows. 

 

Implications for HQ 

The results of my study also have practical implications also for HQ of MNCs that have 

subsidiaries in Malaysia. I have demonstrated that vertical and horizontal knowledge outflows are 

influenced by different dimensions of internal social embeddedness. This can facilitate HQ to build 

more effective HQ-subsidiary relations and inter-subsidiary relations in order to encourage greater 

knowledge flows within the entire global corporate network. Resources and time are better 

organised and strategically channelled to the dimensions of social capital that are proven to lead to 

greater intra-organisational knowledge outflows. For instance, HQ now realises that horizontal 

knowledge outflows are weaker than vertical knowledge outflows, and it now wants subsidiaries to 

engage more in horizontal or lateral knowledge flows with each other. HQ can now communicate 

to subsidiaries that time and resources should be invested in building more embedded social 

relations with various local actors, in order to engage in localised innovation and thus have 

sufficient knowledge stock to share with peer subsidiaries within the corporation.  
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HQs are also able to gauge the insights of subsidiaries‟ multiple social network embeddedness. 

HQ‟s knowledge of subsidiaries‟ network and relationships contexts with local firms in the host 

country is important (Holm, et al., 1995). Results of my study show that subsidiaries are more 

locally embedded with their local customers than they are with local suppliers. HQs are in a better 

position to strategise, prioritise, control and accordingly coordinate subsidiaries knowing the 

contexts of their subsidiaries‟ local networks. HQs have the knowledge that subsidiaries maintain 

varying degrees of embeddedness with local actors and different dimensions of subsidiaries‟ local 

network embeddedness with different local actors influence subsidiaries‟ level of innovation from 

the host country.  

 

Implications for Local Actors 

Host country firms can also benefit from the results of my study. Firstly, the arm‟s length 

relationships with other local agencies should make these agencies in the host country aware that 

they are not taking full advantage of the benefits of the presence of MNC subsidiaries in the host 

country. While MNC subsidiaries are found to have arm‟s length relations with local agencies, they 

still realise and acknowledge that such relations are beneficial in certain aspects of their 

operations within the host country. Subsidiaries are clearly receptive to form closer relations with 

other local agencies who are neither their customers nor their suppliers. Trust is not an issue as 

subsidiaries indicate higher trust even in the event of an arm‟s length relationship with local 

agencies. This stems perhaps from the idea that local agencies are non-business relations and so, 

they do not have opportunistic behaviours.  Subsidiaries clearly realise the benefits of forming 

closer relations with local agencies. Having this knowledge, government agencies, trade 

associations and chambers of commerce should be more proactive in forming relations with these 

subsidiaries and find ways and avenues in terms of how both sides of the relationship can 

positively gain from closer relationships. Forming relations is undoubtedly time-consuming and 

costly, and local agencies should be more proactive in taking the initiative to form closer relations, 

learn and share knowledge with MNC subsidiaries in order to gain more benefits from the 

subsidiaries‟ presence in the host country and the region. 
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Another practical implication of my study is associated with the local customers and suppliers in 

the host country. Results from my study should alert local suppliers and customers of the lack of 

information sharing that MNC subsidiaries perceive in their relationships with their local 

counterparts. Even though subsidiaries are more locally embedded than internally embedded, the 

apparent low level of information sharing that occurs in the relationships with local suppliers and 

customers should make local actors aware of the need to consciously pursue greater information 

sharing with subsidiaries. MNC subsidiaries indicate that they have gained new insights and 

innovated accordingly through their social relations and interactions with local customers and 

suppliers and that the local actors should do the same. The nodal approach of my study doesn‟t 

allow insights into this issue from the local actors‟ perspectives, but the results of my study prove 

the lack of perceived reciprocity in terms of knowledge exchanged between MNC subsidiaries and 

local network actors. 

 

7.2 Limitations of the Study 

The first limitation of my study is the nodal approach of examining MNC subsidiaries as an inter-

organisational network in both methods of inquiry. The nodal approach examines the behaviour of 

a unit that belongs to a network (in this thesis, belonging to multiple networks). The dyadic 

approach that examines the behaviours of a pair of units, or the systemic approach that examines 

the entire network‟s behaviour, can explicate a deeper investigation of a network-related situation 

such as knowledge flows. However, given the consideration that subsidiaries belong to multiple 

networks both globally with HQ and a network of peer subsidiaries and locally, with suppliers, 

customers and local agencies, the nodal approach is the most feasible approach to the 

phenomenon at hand (Gupta & Govindarajan, 2000). 

 

My study also suffers from the reliance on perceptual measures, as does previous literature on 

subsidiary knowledge outflows (Gupta & Govindarajan, 2000; Li, 2005; Li, Barner-Rasmussen, et 

al., 2007; Schulz, 2001). Self-reported measures of network embeddedness and the extent of 

knowledge inflows and outflows can pose biased results. The issue of the objectivity of results 

emerges when using subjective or perceptual measures such as self-reported questionnaires. 
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Given the complexity of investigating the knowledge transfer phenomenon, organisational 

researchers are faced with a huge challenge in addressing the methodological issues of 

constructing objective measures of a largely subjective problem or phenomenon and map the 

measures against statistical analysis and tools. Ghoshal and Bartlett (1988) commented that 

“collecting objective level measures for the relatively large number of variables from a large 

enough number of subsidiaries for meaningful statistical analysis presented enormous and, for us, 

insurmountable practical problems” (p. 382). 

 

My study is conducted in a one-country context, which limits the generalisability of the results. 

Findings, results and implications drawn from my study should be cautiously implied to the same 

phenomenon in MNC subsidiaries located in another host country. Examining subsidiary-related 

issues always present serious challenges to researchers because of the idiosyncrasy of the 

conditions and externalities that exist within each host country environment. Subsidiaries‟ network 

structure and embeddedness may differ from one host country to another depending on 

subsidiaries‟ resource conditions and constraints, host countries‟ environmental conditions, or 

„differentiated fit‟ (Nohria & Ghoshal, 1994). However, conducting the study in one-country context 

provides a more homogenous research setting that eliminates variances in terms of the 

institutional differences across several countries. For this reason, generalisability of subsidiary-

focused research that is very context-embedded should be taken up with extra cautions and 

prudence. 

 

7.3 Suggestions for Future Research 

Future study is encouraged to examine the dual network embeddedness and knowledge outflows 

from the dyadic or systemic approaches. A dyadic analysis of the phenomenon provides the 

channel to investigate reciprocal or mutual behaviours from both sides of the relationship. At the 

systemic level of analysis, subsidiaries‟ behaviour within the local network and their behaviours 

within the internal network can be examined in isolation to probe deeper into the diversity and 

nuances of different networks that subsidiaries are embedded in and how the knowledge that are 

derived from one network is transferred to the actors in a different network. Given the complexity 
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and the exorbitant cost and time related to adopting the dyadic or systemic approaches in 

examining the behaviours of a unit that belongs to multiple networks, conducting a large-scale 

investigation of the phenomenon in a single subsidiary might be a useful and promising research 

avenue.  

 

Another suggestion for future research on subsidiaries‟ knowledge outflows and dual network 

embeddedness should examine the interplay between subsidiary strategic roles and the structural 

and relational properties of social networks. Subsidiary strategic roles can influence the internal 

structure and coordination within the MNC, and thus affect intra-organisational knowledge flows. 

Subsidiaries may have certain strategic roles within the internal structure that may have caused 

them to engage in more inflows than outflows. Subsidiary strategic roles may also define the 

relations that subsidiaries form and build with local actors. Thus, examining subsidiary strategic 

roles can provide deeper insights into the differences between subsidiaries‟ engagement in more 

of knowledge outflows in one direction (for example, more vertical knowledge outflows), compared 

to another direction, as well as further explicate why subsidiaries are more embedded in one 

network than in another. 

 

Future research can also investigate the formation of social capital links between MNC 

subsidiaries and local firms. Kostova and Roth (2003) proposed a framework for social capital 

formation in HQ-subsidiary relationships, Tsai (2000) designed a framework for buildings social 

capital intra-organisational linkages, while Reiche et al. (2009) solely focused on the social capital 

formation of international assignees‟ within MNCs. Subsidiaries‟ dual network embeddedness 

framework proposed in my study includes subsidiaries‟ social capital with local firms. Thus, future 

research should also investigate the effective formation of subsidiaries‟ social capital with local 

firms to ensure greater innovation and knowledge creation to improve knowledge outflows. 

 

Methodologically, futures studies on knowledge outflows and dual network embeddedness can 

adopt mixed method of inquiry, integrating instead the use of survey questionnaires with case 

studies of a few significant subsidiaries in the host country. Conducting case studies of a few 
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carefully selected MNC subsidiaries in the host country can provide greater depths and insights of 

how subsidiaries form and develop various social networks internally within the corporation, and 

locally, with firms in the host country. In-depth case studies can also further explain the significant 

roles of shared vision and joint problem-solving identified in my thesis, as determinants of 

knowledge outflows. Other dimensions and variables such as language that is suggested to 

influence social networks and social capital (Mäkelä, 2007) can be examined with the use of mixed 

methods.  

 

Examining subsidiaries‟ knowledge outflows can be further extended to subsidiaries located in less 

developed host countries. This context has not received wide attention from mainstream IB and IM 

research although MNCs‟ presence is abundant in these countries. Future studies in this context 

can further assist in bridging the gap between subsidiaries located in less developed countries and 

their HQs and peer subsidiaries located in other regions.  
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Tsai and 
Ghoshal (1998)  

Social capital theory Empirical, quantitative   To examine the relationships between the structural, relational and 
cognitive dimensions of social capital and the patterns of resource 
exchange and product innovation. 

 
Studying multiple subsidiaries within one MNC, they found that social interaction ties (structural dimension) are positively associated with trust and 
trustworthiness (relational dimension), but not shared vision (cognitive dimension). Trust and trustworthiness, in turn, are positively associated with both 
social interaction ties and shared vision, and ultimately to increased resource exchange and product innovations 
 
Hansen (1999)  Social network theory Empirical, quantitative To examine the combined effects of the concept of weak ties and 

knowledge complexity and explain the role of weak ties in knowledge 
sharing. 

 
Studying new product development projects in 41 units of a large multinational electrical company, Hansen (1999) investigated project completion time (a 
proxy for successful knowledge transfer) and found support that weak ties are positively associated with completion time when knowledge is not complex, 
while they are negatively associated with project completion time when knowledge is complex. 
 
Kostova (1999)  Institutional theory, 

evolutionary theory 
Conceptual To examine subsidiaries’ implementation and internalisation of transferred 

organisational practices from the institutional and relational contexts. 
 
Kostova(1999) developed a multi-level theoretical model of successful transfer of strategic organizational practices in MNCs. Kostova defined transfer 
success as the implementation and the internalisation of practices. Implementation is the extent to which the recipient subsidiary abides by the formalities 
of transferred practices. Internalisation refers to the Using a contextual perspective, the theoretical model conceptualises the social context, which is the 
institutional distance between the home and recipient countries, the organisational context, which is the organizational culture of the recipient subsidiary, 
and the relational context, which is the recipient subsidiary’s attitudes towards (commitment to, identity with and trust in HQ) and dependence on HQ. The 
institutional distance between home and host countries of MNCs refers to difference in terms of the regulatory, cognitive and normative pillars of the 
countries. The organizational culture of the recipient subsidiary refers to the favourability for learning and adopting changes, and the compatibility of the 
transferred practices. Institutional distance between home and host countries, subsidiary’s organizational culture, and subsidiary’s attitudes towards HQ 
are conceptualised to lead to the implementation and internalisation of the transferred practices at the recipient subsidiary. Dependence on HQ is 
conceptualised to lead only to the implementation of the transferred organisational practices. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Gupta and 
Govindarajan 
(2000) 

Knowledge based 
theory 

Empirical, quantitative To examine empirically the determinants of intra-MNC knowledge flows. 

 
Gupta and Govindarajan (2000) took a nodal approach to examining subsidiary knowledge flows. Four types of knowledge flows were examined – vertical 
and horizontal knowledge inflows, and vertical and horizontal knowledge outflows. The value of subsidiary’s knowledge stock, the motivation to share 
knowledge and the existence and richness of knowledge transmissions channel were hypothesised to positively influence knowledge outflows from 
subsidiary. The existence and richness of knowledge transmission channels, the motivation to acquire knowledge and subsidiary’s absorptive capacity 
were hypothesised to positively influence knowledge inflows. Two types of knowledge transmission channels were included – the formal integrative 
mechanisms and the informal lateral socialisation mechanisms. Results of the study showed that the value of subsidiary’s knowledge stock is positive and 
significant indicator of vertical and horizontal knowledge outflows. In terms of the existence and richness of knowledge transmission channels, both the 
formal integrative mechanism and the informal lateral socialisation mechanisms are significant positive indicators of horizontal knowledge outflows, while 
only the informal lateral socialisation mechanisms show significant and positive association with vertical knowledge outflows. The motivation to share 
knowledge does not show significant results for vertical and horizontal knowledge outflows. Both the formal integrative mechanisms and the informal 
socialisation mechanisms show positive and significant association with vertical and horizontal knowledge inflows. Motivation to acquire knowledge shows 
positive and significant association with vertical knowledge inflows, but not horizontal inflows. Subsidiary’s absorptive capacity shows significant and 
positive association with vertical knowledge inflows, but not horizontal knowledge inflows. 
 
Hakånson and 
Nobel (2000) 

Resource-based theory Empirical, quantitative To study how the characteristics of the technology developed at foreign 
subsidiaries influence the likelihood of the technological knowledge transfer 
to the HQ. 

 
The characteristics of technological knowledge namely the articulability, observability, the extent of team dependence, and the duration of the project were 
hypothesised to influence the likelihood that the technological knowledge developed at foreign subsidiaries are transferred back to HQ. Results on a 
survey conducted with Swedish-owned R&D units in various countries showed that team dependence and observability of technological knowledge have 
negative and significant association with reverse knowledge transfer. Shorter project duration leads to greater likelihood of reverse knowledge transfer. 
The articulability of technological knowledge does not show significant association to the likelihood of reverse knowledge transfer. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Hakånson and 
Nobel (2001)  

Embeddedness 
perspective 

Empirical, quantitative To analyse characteristics of organisation that will influence reverse 
technology transfer. 

 
Hakånson and Nobel (2001) examined how subsidiary’s local embeddedness and corporate integration can lead to reverse technology transfer. 
Subsidiary’s technological capacity, age of acquired or greenfield subsidiaries, and cultural distance were hypothesised to determine subsidiary’s local 
embeddedness. Technological capacity and age of greenfield subsidiaries were proposed to have positive association with local embeddedness, while 
cultural distance was proposed to have negative association with local embeddedness. Subsidiary age for acquired entities was proposed to have a U-
shaped association with local embeddedness. Subsidiary’s integration, on the other hand, was hypothesised to be determine by age of acquired or 
greenfield subsidiaries and cultural distance. Age of greenfield subsidiaries and cultural distance were proposed to have negative association, while age 
of acquired subsidiaries was proposed to have an inverted U-shaped association with subsidiary’s corporate integration. Subsidiary’s local embeddedness 
was proposed to lead positively to subsidiary’s innovativeness and ultimately to reverse technology transfer, while subsidiary’s corporate integration was 
hypothesised to have a direct positive association with reverse technology transfer. Studying overseas R&D units of Swedish-owned MNCs, the study 
reported the following findings. Cultural distance showed negative and significant association with local embeddedness for greenfield subsidiaries, but not 
for acquired subsidiaries. Technological capacity is found to be a positive determinant of local embeddedness, but only for acquired subsidiaries. 
Subsidiary age is supported for the U-shaped association with acquired subsidiaries’ local embeddedness, but not for greenfield subsidiaries. Local 
embeddedness was also found to have significant and positive association with innovativeness, and ultimately to reverse technology transfer. In terms of 
corporate integration, the negative association between cultural distance and integration was confirmed for greenfield subsidiaries only. The inverse U-
shaped relationship between subsidiary age and integration for acquired subsidiaries was also confirmed, but results for greenfield subsidiaries were not 
supported. Subsidiary’s integration showed positive and significant association with reverse technology transfer. 
 
Schulz (2001)  Organizational learning 

perspective 
Empirical, quantitative To examine how the production of knowledge in one unit affect the outflow 

of knowledge to other units in the same firm. 
 
Taking the organisational learning perspective to the phenomenon of knowledge outflows, Schulz (2001) examined how a unit collects new knowledge, 
codifies knowledge and combines old and existing knowledge influence knowledge outflows. In terms of collecting new knowledge, Schulz proposed that 
the exposure of knowledge to internal and external sources of new experiences and the uniqueness of knowledge positively influence knowledge 
outflows. The higher level of knowledge codification was also proposed to enhance knowledge outflows. And finally, in terms of knowledge combination, 
the level of knowledge inflows from peer units was proposed to influence the focal unit’s knowledge outflows to the supervising unit (HQ) and to other peer 
units. Schulz investigated Danish-owned subsidiaries in the U.S., and U.S.-owned subsidiaries in Denmark. The internal and external sources of new 
experiences to the existing knowledge, the uniqueness of a unit’s knowledge and the degree of codification of a unit’s knowledge showed positive and 
significant association with vertical knowledge outflows. Only vertical knowledge inflows showed positive and significant association with vertical 
knowledge outflows. Results for horizontal knowledge outflows were only supported for the degree of knowledge codification and the extent of vertical and 
horizontal knowledge inflows. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Tsai (2001)  Network theory, 
organizational learning 
theory 
 

Empirical, quantitative To examine the effects of network position and absorptive capacity on 
subsidiary’s innovation and performance. 

Conceptualising the MNC as a “network of interunit links” (p. 996), Tsai (2001) proposed that the central position of a subsidiary within the intra-
organisational network it belongs to and the subsidiary’s absorptive capacity are positively associated with its innovation and business performance. 
Findings indicated that subsidiary’s central position within the intra-organisational network is positively associated with innovation, but not business 
performance. Absorptive capacity was found to have positive and significant association with both innovation and business performance. The interaction 
effect of network position and absorptive capacity was also found to be positive and significant for subsidiary’s innovation and business performance.  
 
Bhagat et al. 
(2002)  

Knowledge based 
theory 

Conceptual To examine the effectiveness of knowledge transfer process between units 
of corporations located in dissimilar cultural contexts. 

 
Bhagat et al. considered three factors in their model of knowledge transfer in cross-border cultural contexts, namely (1) the types of knowledge, (2) the 
cultural patterns, and (3) the individual cognitive styles. The types of knowledge, defined along three dimensions of explicit versus tacit, simple versus 
complex, and independent versus systemic, was conceptualised to have direct impacts on the effectiveness of cross-border knowledge transfer 
effectiveness. Cultural patterns along the dimensions of individualism and collectivism, and vertical and horizontal communications, and the individual 
styles of cognition, were argued to possess strong moderating influences on knowledge transfer effectiveness. Three types of knowledge are human 
knowledge, which are the skills, abilities and knowledge (can be both tacit and explicit, simple, and independent), social, which are the knowledge that 
belongs to specific relationships, networks and the collectives (typically tacit, complex and systemic), and structured knowledge, which are the knowledge 
that must refer to the organisation, certain processes and procedures, rules and routines to be understood (typically tacit, complex and systemic). The 
cultural dimension of individualism versus collectivism relates to the idea of shared beliefs, values, models, attitudes and norms. Individualism is 
characterised by a social pattern that consist of individuals who are not linked strongly with other individuals belonging to the same culture. Collectivism, 
on the other hand, is characterised by strong sense of collective and belongingness, and those who fall under collectivism put the importance more on 
social and collective goals rather than individual ones. In terms of communication patterns, a person can be horizontalist or verticalist. Verticalist believes 
that communications must flow from top-down, while horizontalist can communicate both ways from top-down to bottom-up. Four cultural patterns were 
identified namely vertical individualist, vertical collectivist, horizontal individualist, and horizontal collectivist. The authors developed the arguments that 
cross-border knowledge flows is especially most difficult when it occurs between individuals who differ in both dimensions of cultural patterns. Cognitive 
thinking styles were proposed to moderate the effect between cultural patterns and knowledge transfer. Three cognitive styles were included namely 
tolerance for ambiguity, analytic thinking, and signature skills were argued to moderate the effectiveness of knowledge transfer in dissimilar cultural 
contexts. 
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Year 
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Conceptual 
Foundations 

Methods Research Objective(s) 

Foss and 
Pedersen(2002)  

MNC as a differentiated 
network 

Empirical, quantitative To investigate how subsidiaries transfer knowledge acquired from different 
sources is transferred within the MNC, and the organisational mechanisms 
that lead to the successful transfer process. 
 

Foss and Pedersen (2002) argued that different knowledge sourced from different sources need different organisational mechanisms for knowledge 
transfer. Three types of knowledge according to sources were indentified: (1) internal knowledge, (2) network knowledge (knowledge acquired from 
networks of suppliers and customers), and  (3) cluster knowledge (knowledge acquired from the cluster of workforce and research institutions). The 
authors predicted that the more knowledge that subsidiary creates internally and acquired from the network and cluster will lead to greater knowledge 
outflows to other units in the MNC. Internal knowledge was hypothesised to be transferred to other MNC units most transferred knowledge, followed by 
network knowledge, and cluster knowledge is the least transferred knowledge to other MNC units. Because different knowledge acquired from different 
sources can influence the ease or difficulty of its transfer, the authors also predicted that the transfer of network knowledge is more successful using intra-
MNC trade, the transfer of internal knowledge is more successful under conditions of high interdependence between the units, and the transfer of network  
and cluster knowledge is more successful when subsidiaries gain high autonomy within the MNC. Results of the study showed support that subsidiaries 
that internally create and externally acquired knowledge engage in greater knowledge transfer to other MNC units. Results were particularly high for 
internal knowledge, suggesting that this type of knowledge is transferred significantly more than network and cluster knowledge. The use of intra-MNC for 
successful transfer of network knowledge was not supported. The positive association between the transfer of internal knowledge and interdependence 
was strongly supported, but subsidiary autonomy was only supported for the transfer of cluster knowledge. This study has emphasised the use of different 
organisational mechanisms to transfer different types of knowledge from subsidiaries. 
 
Hansen (2002)  Network theory Empirical, quantitative To test the effects of the characteristics of knowledge networks to the 

successful transfer of knowledge. 
 
Hansen (2002) conceptualised successful knowledge transfer as shorter project completion time. He tested the positive association of a unit’s path 
lengths (the minimum number of intermediaries) in the knowledge network, to higher knowledge transfer from other units, and shorter project completion 
time. The study also tested the negative association of the number of a unit’s direct relations in the knowledge network on project completion time, when 
knowledge being transferred is non-codified, and the positive association of the number of a unit’s direct relations in the knowledge network with project 
completion time, when knowledge being transferred is codified. Results showed that all predicted relationships were supported. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Kostova and 
Roth (2002)  

Institutional theory Empirical, quantitative To investigate subsidiaries’ adoption of organisational practices from the 
institutional and relational contexts. 

 
Drawing from the institutional theory, Kostova and Roth tested empirically the institutional and relational effects of subsidiaries’ implementation and 
adoption of organisational practices. The favourability of the host countries’ regulatory, cognitive and normative institutional profiles were predicted to 
have positive association with the implementation of organisational practices. On the other hand, favourability of the countries’ cognitive and normative 
institutional profiles were hypothesised to have positive association, while the regulatory profile negative association with the internalisation of 
organisational practices. The relational context refers to the perceived dependence on, the trust in and the identification with the HQ. The perceived 
dependence on HQ was predicted to possess positive association with the implementation, but negative association with the internalisation of 
organisational practices. Trust in and organisational identification with HQ were both predicted to have positive associations with the implementation and 
internalisation of organisational practices. Results for the implementation of organisational practices showed support for only the regulatory profiles of 
countries’ institutional context. Relational contextual effects on the implementation and internalisation of organisational practices were also supported. 
However, subsidiaries’ dependence on HQ showed negative, instead of the predicted positive association with implementation and internalisation of 
practices. This indicated that subsidiaries that are more dependent on HQ do not implement nor internalise the transferred practices. The study provided 
valuable insights into the contextual influences on knowledge transfer within MNCs. 
 
Tsai (2002)  Social network theory Empirical, quantitative To examine the influence of coordination mechanisms on intra-

organisational knowledge sharing between subsidiaries that have both 
collaborative and competitive ties.  

 
Tsai (2002) introduced the term “coopetition” to signify the simultaneous competitive and collaborative ties between subsidiaries belonging to the same 
MNC. Two types of inter-unit competition was identified – internal resource competition, and external market competition. The study tested the negative 
association between centralisation and the negative association of social interaction with intra-organisational knowledge sharing. Upon the introduction of 
inter-unit competition, Tsai predicted that centralisation has stronger negative associated with knowledge sharing, and that social interaction has even 
stronger positive association with knowledge sharing. The direct negative effects of centralisation and the direct positive effects of social interaction with 
knowledge sharing were supported. Results showed that the negative association of centralisation and the positive association social interaction on 
knowledge sharing were stronger between subsidiaries that compete with external market competition. The study has effectively tested the effects of 
subsidiaries’ coopetition behaviour in relation to knowledge sharing. 
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Foundations 

Methods Research Objective(s) 

Engelhard and 
Nägele (2003)  

Organizational learning 
theory 

Empirical, qualitative To investigate the learning process of subsidiary employees in Russia. 

 
Engelhard and Nägele (2003) investigated knowledge transfer in MNC subsidiaries located in Russia and examined expatriates and local subsidiary 
managers as the actors in the process. They put forward the barriers to learning to determine knowledge flows. The study examined knowledge transfer 
phenomenon at the group and individual levels. At the group level, expatriates’ barrier to learning is the existence of the clan culture, when expatriates 
create ‘social distance’ with local employees. At the individual level, expatriates’ learning barriers are political behaviour and lack of absorptive capacity. 
Local employees’ barriers to learning at the group level include departmental focus and informal communication networks. At the individual level, local 
employees’ barriers to learning are political behaviour, lack of absorptive capacity, and unwillingness to question rules. 
 
Minbaeva et al. 
(2003)  

Absorptive capacity 
concept 

Empirical, quantitative To examine the relationship between subsidiary’s HRM practices, 
absorptive capacity and knowledge transfer within MNCs. 

 
The study formulated that employees’ ability and motivations define its absorptive capacity. Results revealed that training and performance appraisals 
increase employees’ ability, while performance-based compensation and internal communications enhance employees’ motivation. Results from 
subsidiaries located in the USA, Finland, and Russia, supported that subsidiary’s absorptive capacity increases knowledge inflows into the subsidiary. 
 
Phene and 
Almeida (2003)  

Evolutionary theory, 
organizational learning 
theory 

Empirical, quantitative To investigate the development of subsidiaries’ innovative abilities. 

 
Phene and Almeida (2003) traced the evolution of MNC subsidiaries and conceptualised that knowledge flows from internal and external environments 
can have bearings on the scale and scope of innovation activities of MNC subsidiaries. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Schlegelmilch 
and Chini (2003) 

Knowledge based 
theory 

Conceptual To develop a conceptual model of knowledge transfer between 
geographically distant marketing functions within MNCs. 

 
Schlegelmilch and Chini (2003) defined knowledge transfer effectiveness as the perceived benefits and satisfaction from the transfer process. Four 
factors were identified to influence knowledge transfer effectiveness: (1) organisational distance, (2) cultural distance, and (3) the strategic mandate of the 
unit, and (4) the unit’s ability to engage in knowledge transfer. Organisational distance is the differences in terms of marketing units’ structures, values and 
processes and smaller organisational distance was proposed to increase effectiveness of knowledge transfer. Cultural distance is difference in terms of 
marketing units’ cultural contexts, and smaller cultural distance was proposed to increase effectiveness of knowledge transfer. The strategic mandate of 
the subsidiary is defined along the knowledge in and outflows to HQ and peer subsidiaries from Gupta and Govindarajan (2000). Integrated player units 
(characterised by high inflows and outflows) were proposed to develop greater knowledge transfer capabilities that is desirable for knowledge transfer 
effectiveness, compared to other mandates. Local innovator (characterised by low outflow and inflows) were proposed to develop weaker knowledge 
transfer capabilities compared to other mandates. A unit’s ability to engage in knowledge transfer was conceptualised by its perceived value of knowledge 
stock and subsidiary capacity. The higher perceived value of a unit’s knowledge stock and greater absorptive capacity were proposed to lead to greater 
development of knowledge transfer capabilities. Greater knowledge transfer capabilities were proposed to increase knowledge transfer effectiveness. 
 
Schulz (2003) Relevance theory Empirical, quantitative To examine the impact of knowledge relevance on knowledge inflows from 

HQ and peer subsidiaries. 
 
To explore the impact of knowledge relevance to new knowledge inflows into subsidiaries from HQ and peer subsidiaries, Schulz (2003) included eight 
factors: (1) the volume of local-knowledge base, (2) the extent that the knowledge base is specialised, (3) the codifiability of the local-knowledge base, (4) 
the volume of extra-unit knowledge base, (5) the strength of informal relations between the units,  (6) the strength of knowledge outflows to the other 
units, (7) the pressure for local responsiveness, and (8) the pressure for global integration. All factors were hypothesised to positively influenced 
knowledge inflows except for the extent that the local knowledge is specialised and unit’s pressure to be locally responsive. The more specialised the 
local-knowledge base was argued to decrease knowledge relevance to recipient units because of different local contexts, while the pressure to be locally 
responsive also decreases the relevance of the knowledge built within the unit to be practical to others. Results for knowledge inflows from peer 
subsidiaries were supported for the extent that the local-knowledge base is specialised, the codifiability, the extent of knowledge outflows from other units, 
and the pressure for local responsiveness. Results for the pressure for local responsiveness was significant showed the contradictory sign. Results for 
knowledge inflows from HQ were supported for the extent that the local-knowledge base is specialised, the codifiability, the volume of extra-unit 
knowledge base, the strength of informal relations, the extent of knowledge outflows to the HQ and the pressure for local responsiveness. This study has 
proved that knowledge inflows from HQ and peer subsidiaries are determined by different factors in relation to the characteristics of knowledge, the actors 
of the process and the nature of relationships between the actors. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Björkman et al. 
(2004) 

Agency theory, 
socialization theory 

Empirical, quantitative To explore the relationships between HQ’s control mechanisms and intra-
MNC knowledge transfer.  

 
Björkman et al. (2004) examined four determinants of knowledge outflows from subsidaries to the rest of the MNC. These four determinants are (1) 
performance evaluation criteria, (2) subsidiary management compensation, (3) number of expatriate managers, and (4) corporate socialisation 
mechanisms. The performance evaluation criteria of HQ refers to how HQ evaluates subsidiary performance. If HQ places greater emphasis on 
knowledge transfer in determining subsidiary performance, subsidiaries will engage in greater knowledge outflows because they are explicitly evaluated 
by their efforts to share knowledge with the rest of the units in the MNC. Subsidiary management compensation refers to the importance of regional and 
corporate performance as criteria for determining subsidiaries’ top management compensation. The greater the importance put on this criteria leads to 
greater knowledge outflows to the rest of the MNC. Higher number of expatriates, who are HQ’s agents of knowledge transfer, was also predicted to 
increase knowledge outflows. The authors also argued that the extensive use of corporate socialisation mechanisms was predicted to increase knowledge 
outflows. Expected and significant results were found for the performance evaluation criteria and the use of corporate socialisation mechanisms with 
knowledge outflows to other units in the MNC. 
 
Cho and Lee 
(2004) 

Transaction cost theory, 
organizational learning 
theory, MNC as a 
differentiated network 

Empirical, quantitative To examine how firm characteristics influence the scope and diversity of 
intra-network knowledge sharing within MNCs. 

 
Five characteristics of subsidiaries were identified to influence intra-MNC knowledge sharing between subsidiaries located in Korea: (1) cultural similarity, 
(2) ownership degree, (3) size of subsidiary, (4) product and process similarities, and (5) the MNC’s competitive advantage. All five subsidiary 
characteristics were hypothesised to increase intra-MNC knowledge sharing, in terms of the scope and diversity of knowledge shared. Results were found 
to support the positive association between cultural similarity and ownership degree with the scope of knowledge sharing. Results for the diversity of 
knowledge sharing were supported for cultural similarity, product and process similarities and MNC’s competitive advantage. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Holtbrügge and 
Berg (2004) 
 

Organizational learning 
theory, MNC as a 
differentiated network 

Empirical, quantitative To explore the factors that determine cross-border knowledge flows. 

 
Holtbrügge and Berg argued that the sources of knowledge within subsidiaries,  and firm- and country-speficif factors of subsidiaries influence cross-
border knowledge transfer. Country-specific factor that was included in this study is the cultural distance between subsidiaries and home country. Firm-
specific factors were subsidiaries’ level of local resources and capabilities, strategic importance, and resource interdependencies. The study hypothesised 
that cultural distance and the level of local resources and capabilities is positively associated with importance of inflow of external knowledge. 
Subsidiaries’ strategic importance and resource interdependencies were predicted to have positive association with the importance of both the inflow and 
outflow of internal knowledge. The study also examined the relationship between characteristics of knowledge flows and transfer mechanisms. Tacit 
knowledge flows were predicted to be transferred more successfully using personal transfer mechanisms, while explicit knowledge flows were predicted to 
be transferred more successfully using written or electronic transfer mechanisms. Results from studying German-owned subsidiaries showed that larger 
cultural distance and higher level of local resources and capabilities call for increasing importance of the inflows of external knowledge. Subsidiaries’ 
strategic importance was found to be positively related to the importance of the inflow of internal knowledge. For resource interdependencies, results were 
positive only when the direction of intra-MNC trade was considered. Results for tacit knowledge flows and the use personal transfer mechanisms were 
supported while explicit knowledge flows and the use of written or electronic transfer mechanisms were only partially supported. 
 
Jensen and 
Szulanski (2004) 

Institutional theory Empirical, quantitative To examine the effect of the level of adaption on the motivation and 
stickiness of knowledge transfer. 

 
Jensen and Szulanski (2004) examined the level of adaptation of knowledge, or in this particular case, organisational practices being transferred, on the 
motivation to transfer knowledge, and the stickiness of the transfer process. The primary objective of adaptation of the transferred practices is to fit into 
the local and cultural contexts and the market framework of the recipients (Jensen & Szulanski, 2004, p. 510). The adaptation of the transferred practices 
can increase the motivation of the recipients to accept the incoming practices and thereby reduces the stickiness of the transfer process. Adaptation of 
practices was also predicted to directly reduce the stickiness of transfer process. Results of the study did not find evidence that adaptation increases 
recipient’s motivation but revealed strong evidence that the level of adaptation significantly reduces stickiness of transfer. The study also found that 
recipient’s motivation moderates the relationship between the level of adaptation and stickiness of transfer. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Mudambi and 
Navarra (2004)  

Internalisation theory, 
intra-firm politics 

Empirical, quantitative (multi-
level data) 

To examine how knowledge flows can be determinants of subsidiary 
bargaining power. 

 
Mudambi and Navarra  hypothesised positive association between subsidiary’s internal knowledge outflows and its bargaining power, but negative 
association between subsidiary’s internal knowledge inflows and its bargaining power. Subsidiary’s external knowledge outflows (or knowledge spillovers) 
and external knowledge inflows (localised learning) both were hypothesised to lead to lower subsidiary’s bargaining power. Results of the study provided 
support for internal knowledge outflows and greater bargaining power, but not for internal knowledge inflows and lesser bargaining power. External 
knowledge outflows and inflows are found to lead to lesser subsidiary bargaining power within the MNC. 
 
Szulanski, et al. 
(2004) 

Evolutionary theory, 
knowledge based 
theory 

Empirical, quantitative To examine the moderating effects of causal ambiguity between the 
relationship between trustworthiness and knowledge transfer. 
 

 
Causal ambiguity of knowledge can moderate the generally positive relationship between a knowledge source’s trustworthiness and knowledge transfer. 
Highly trustworthy source of knowledge can lead to increased accuracy of the reproduction of the knowledge. When causal ambiguity, the fact that the 
source precisely guarantee how the knowledge given will perform, is introduced, it can mitigate the accuracy of the knowledge being transferred. Results 
of the study confirmed the moderating role of causal ambiguity, albeit small, in the relationship between trustworthiness and knowledge transfer. 
 
Wang et al. 
(2004) 

Knowledge based 
theory 

Empirical, qualitative To test the integrated two-stage model of knowledge transfer from HQ to 
Chinese subsidiary. 

 
Wang et al. included four determinants of knowledge inflows into subsidiary from its HQ. HQ was the source of knowledge, and the Chinese subsidiary 
was the recipient of knowledge. The four factors are (1) HQ’s capacity to transfer knowledge, (2) HQ’s willingness to transfer, (3) subsidiary’s capacity to 
learn, and (4) subsidiary’s intention to learn. Results from the qualitative study showed that HQ’s capacity to transfer knowledge was determined by its 
knowledge base and the competencies of the expatriates (as knowledge transfer agent) to transfer knowledge. HQ’s willingness to transfer knowledge 
was determined by the importance of the Chinese subsidiary, the type of ownership and the quality of inter-partner relationship, only in the case of a JV 
relationship. Subsidiary’s  capacity to absorb knowledge was determined by the qualification of subsidiary employees and the importance placed on 
employee training and development. Subsidiary’s intention to learn from HQ was determined by the subsidiary employees’ intention to learn and the 
subsidiary employees’ perceived link between learning and rewards. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Yamin and Otto 
(2004)  

MNC as a differentiated 
network 

Empirical, quantitative To examine the influence of intra-organisational knowledge flows and 
MNC’s innovative performance. 

 
Yamin and Otto (2004) predicted that external knowledge flows and cross-border intra-MNC knowledge flows and diversity of knowledge flows have 
positive association with MNC’s innovative performance. Testing the hypotheses using patents citations data, the authors concluded that external 
knowledge flows have mixed effects on MNC’s innovative performance. Only the external flows from the academic institutions seemed to present 
significant results. Knowledge flows from other external firms did not significantly increased innovative performance. Cross-border intra-MNC knowledge 
flows were also not found to significantly increase innovation. Only the diversity of knowledge flows suggested increased MNC’s innovative performance. 
 
Frost and Zhou 
(2005) 

Absorptive capacity 
concept, social capital 
theory 

Empirical, quantitative To examine the effect of co-practice on knowledge transfer. 

 
Frost and Zhou (2005) examined the degree of co-practice of knowledge to influence the likelihood of knowledge from subsidiary is used by the HQ. Co-
practice refers to “technical activities undertaken jointly by subunits in different geographic locations” (Frost & Zhou, 2005, p. 677). The authors argued 
that the extent of co-practice builds absorptive capacity and nurtures social capital between the sender and receiver and increases the likelihood of 
knowledge exchange. Co-practice was measured by the number of the joint patents within the specified five year time period. Joint patents were chosen 
on the basis that the patent document showed inventors came from both HQ and subsidiary. Using patent data, and focussing on technological 
knowledge, co-practice or joint technical activity between subsidiaries and HQ increases vertical knowledge outflows.  
 
Hansen et al. 
(2005) 

Social network theory Empirical, quantitative To examine the effects of network properties of knowledge networks. 

 
Hansen et al. (2005) examined the structural properties of three types of networks in subsidiaries, which are within-team network, inter-subsidiary 
network, and transfer network. The size and strengths of the within-team and inter-subsidiary networks were related to knowledge search, and search 
costs and transfer costs. The network strength of subsidiaries’ transfer network was positively related to transfer costs. Results revealed that subsidiaries’ 
different networks influence the knowledge search, search costs and transfer costs differently. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Inkpen and 
Tsang (2005)  

Social capital theory Conceptual To investigate how social capital dimensions relate to knowledge transfer in 
different types of networks. 

 
Inkpen and Tsang (2005) differentiated the influences of the dimensions of social capital in three types of network – intra-corporate network, strategic 
alliances and industrial district. They looked at network ties, network configuration and network stability within the structural property, trust within the 
relational property, and shared goals and shared culture within the cognitive property of social capital. Intra-corporate network ties are relatively easier to 
establish and are more stable because members belong to the same organisation. Trust between members of intra-corporate network is defined by 
institutional-based trust, with very little risk of opportunistic behaviours. Cognitively, intra-corporate members also have an advantage over strategic 
alliance networks and industrial districts because members tend to more easily develop shared goals and organisational culture. The authors go on to 
recommend conditions that can facilitate greater intra-corporate knowledge transfer. Employees’ mobility, decentralised structure by HQ, clear rewards 
criteria within the corporation to inculcate greater trust and cooperation between members and embracing local or national culture in inculcating collective 
vision are suggested to contribute to more efficient intra-corporate knowledge transfer. 
 
Li (2005) Social capital theory Empirical, quantitative To examine the effects of trust and shared vision on intra- and inter-

organisational knowledge flows of MNC subsidiaries.  
 
Li (2005) examined effects of trust (relational dimension of social capital) and shared vision (cognitive dimension of social capital) on intra- and inter-
organisational knowledge inflows of MNC subsidiaries. Trust is found to be more prominent in driving inter-organisational knowledge inflows, while shared 
vision is dominant in intra-organisational knowledge inflows. 
 
Mahnke et al. 
(2005)  

 Absorptive 
capacity 
concept 

Empirical, 
quantitative

To investigate the determinants of and consequences of subsidiary’s 
absorptive capacity. 

 
Mahnke et al. (2005) investigated the determinants of a subsidiary’s absorptive capacity and its relationships to knowledge inflows and business 
performance. The authors argued that a subsidiary’s knowledge management tools, such as its learning system, the use of knowledge teams, the group 
benchmarking exercise and the corporate university increases its absorptive capacity, and this in turns lead to greater knowledge inflows and 
performance. The four knowledge management tools were introduced by the subsidiary to more effectively receive knowledge. Results from questionnaire 
survey conducted with the subsidiary’s employees revealed that the subsidiary’s learning system, the use of knowledge teams and the group 
benchmarking exercise have significant and positive associations with absorptive capacity. Absorptive capacity showed positive and significant 
association with knowledge inflows and subsidiary performance. The study demonstrated that certain knowledge management tools are better predictors 
of subsidiary’s absorptive capacity than others. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Phene, Madhok 
and Liu (2005)  

Knowledge based 
theory 

Empirical, quantitative To examine the determinants of the speed of intra-firm knowledge transfer. 

 
Phene et al. (2005) hypothesised that the speed of internal knowledge transfer is faster within MNCs, compared to its imitation by external firms. Four 
factors were included to also explicate how to reduce the speed of knowledge transfer namely (1) sender’s specialisation, and (2) receiver’s specialisation 
in the technological knowledge, (3) the prior dyadic interaction between sender and receiver, and (4) the technological knowledge distance between 
sender and receiver. Using patents citations data, results were supported that intra-firm knowledge transfers is faster than the imitation of such knowledge 
by external firms. Receiver’s specialisation in the technological knowledge and the technological knowledge distance between sender and receiver proved 
to be the strongest predictors of faster internal knowledge transfer. 
 
Sunaoshi et al. 
(2005) 

Knowledge based 
theory, organizational 
learning theory, 
language 

Empirical, qualitative To examine international knowledge transfer between linguistically and 
culturally different countries. 

 
Sunaoshi et al. (2005) examined the drawability and demonstrability of (technological) knowledge to the transfer of international knowledge, especially 
when language barriers exist between sender and receiver. The context of their study is the factory floor of a Japanese owned subsidiary located in the 
USA. Drawability of knowledge partly replaces the codifiability and teachability constructs proposed by Kogut and Zander (1993), constructs which 
according to the authors, did not take into account language barriers. Drawability of knowledge refers to the fact that knowledge can easily be translated 
into pictures, illustrations, and diagrams that can be effectively and universally understood using minimum language and jargon. Demonstrability 
represents a partial analogy to Kogut and Zander’s (1993) teachability construct in the presence of linguistic differences. Demonstrability is 
conceptualised according to the ease of which technological knowledge can be shown by using machines, equipments and gestures, and by doing the 
practice together. Results revealed that drawability and demonstrability of technological knowledge facilitate effective transfer of knowledge when 
language barrier exists between the actors. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Zhao and Luo 
(2005) 

Knowledge based 
theory 

Empirical, quantitative To examine the antecedents of inter-subsidiary knowledge sharing. 

 
Zhao and Luo (2005) examined the frequency of sharing declarative and procedural knowledge between peer subsidiaries. Six determinants mainly 
related to firm-specific variables were included: (1) the degree of strategic interdependence, (2) the entry strategy, (3) the technological linkage between 
subsidiaries, which make up the strategic context, (4) the knowledge encapsulation of the subsidiary, (5) the intranet system, and (6) the reward system, 
which make up the infrastructure context. Subsidiary’s strategic interdependence was predicted to have positive association with the frequency of sharing 
declarative and procedural knowledge. In terms of entry strategy, they predicted that declarative knowledge is shared more frequently by wholly-owned 
subsidiaries, while procedural knowledge is shared more frequently in JV subsidiaries. The sharing of procedural knowledge was predicted to have 
positive association with technological linkage. The frequency of sharing procedural and declarative knowledge was predicted to be positively related to 
the degree of knowledge encapsulated by the subsidiary, the intranet system of the MNC and the development of reward system for sharing knowledge. 
Results were supported for the degree of strategic interdependence and technological linkage. Results for entry strategy were only supported for the 
sharing of declarative knowledge in wholly-owned subsidiaries. In terms of the infrastructure context, the study found support for knowledge encapsulation 
and intranet system in the sharing of declarative and procedural knowledge sharing. However, results for the reward system was only supported for the 
sharing of procedural knowledge. 
 
Ambos et al. 
(2006) 

Evolutionary theory, 
MNC as a differentiated 
network 

Empirical, quantitative To identify the key factors that influence HQs’ ability to learn from their 
subsidiaries. 

 
Ambos et al. (2006) included four factors that can influence HQ’s ability to learn from reverse knowledge transfer, namely (1) host country’s competitive 
strength, (2) subsidiary role, (3) context similarities, and (4) HQ’s absorptive capacity. They predicted that host country’s competitive strength has positive 
association with HQ’s benefits of reverse knowledge transfer. Subsidiary roles according to Gupta and Govindarajan’s (1991) model were brought into the 
arguments. They predicted that HQ’s benefits will be greatest from reverse transfers from integrated players and global innovators. Organisational 
distance and cultural distance made up the context similarities factor. Both types of distance were predicted to incur negative association with HQs’ 
benefits. And lastly, they predicted that absorptive capacity is positively related to HQs’ benefits of reverse knowledge transfer. Results were found for all 
factors except for context similarities. The authors attributed to the use of the popular but highly criticised measure of these factors. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Holm and 
Sharma (2006)  

Resource based theory, 
knowledge based 
theory 

Empirical, quantitative To explore the impact of subsidiaries’ marketing knowledge on MNC 
performance. 

 
Holm and Sharma (2006) investigated the extent of the use of subsidiaries’ distinctive marketing knowledge by the MNC. This conceptualisation can imply 
knowledge flows from subsidiaries to the MNC. Direct and indirect effects of the extent of MNCs’ use of subsidiaries’ distinctive marketing knowledge 
were tested. Higher use of subsidiaries’ distinctive marketing knowledge was hypothesised to lead to greater impact on MNC performance. Indirectly, 
MNC units’ use of subsidiaries’ marketing knowledge leads to the increase of MNC technical development and foreign market expansion. Results showed 
that MNC units’ use of subsidiaries’ marketing knowledge significantly and positively impacts MNC performance and technical development, but not 
foreign market expansion. 
 
Madhok and Liu 
(2006) 

Co-evolutionary theory 
of the MNC 

Conceptual To examine MNC subsidiaries from the co-evolutionary theory. 

 
Madhok and Liu (2006) placed the MNC as a differentiated network and realised that MNC subsidiaries co-evolve with the two environments that they 
belong to – the internal MNC (micro) and the host country (macro) environments. The authors extended the concept of absorptive capacity and explicated 
that MNC subsidiaries possess inward-looking and outward-looking absorptive capacities, with the former important for the internal micro-evolution and 
the latter for macro-evolution. Outward-looking absorptive capacity is subsidiaries’ ability to absorb knowledge of the local environment and inward-looking 
absorptive capacity is subsidiaries’ ability to absorb intra-corporate knowledge. While absorptive capacity in general positively influence knowledge 
transfer of MNC subsidiaries, inward-looking absorptive capacity positively influence knowledge transfer within the MNC, but adversely affect knowledge 
transfer with the host country environment. Outward-looking absorptive capacity, in essence, positively generates more effective knowledge transfer 
between MNC subsidiaries and the local host environment but can have negative effects on knowledge transfer within the MNC. The discrepancy 
between outward- and inward-looking absorptive capacities of MNC subsidiaries, the authors argued can affect the co-evolutionary process of MNC 
subsidiaries and ultimately on the competitive advantage of the entire corporation. The key is to balance the tensions between inward- and outward-
looking absorptive capacities. 
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Persson (2006) Knowledge transfer 
concept 

Empirical, quantitative To develop and test the framework for subsidiaries’ horizontal knowledge 
outflows. 

 
Persson (2006) tested the impacts of the use of operational structure, lateral integrative mechanisms and HQ control mechanisms to horizontal 
knowledge outflows. Operational structure was conceptualised as the physical movements and structure of goods, services, parts and processes within 
the MNC. He hypothesised a positive relationship between operational structure and horizontal knowledge outflows, inferring that the greater the 
movement of parts and processes within the MNC, the greater is the transfer of knowledge to peer subsidiaries. Lateral integrative mechanisms included 
the use of liaison mechanisms, and permanent and temporary team structures. Both team structures were hypothesised to have positive association with 
horizontal knowledge outflows, and temporary team structures were predicted to have greater positive effect on horizontal knowledge outflows because a 
temporary team structure does not have rigidity that limits flexibility and creativity for better knowledge outflows. The use of incentives and socialisation 
mechanisms were included as HQs’ control mechanisms, and both were predicted to have positive association with horizontal knowledge outflows. All 
results were supported. The use of incentive and socialisation mechanisms point to the strongest predictor of horizontal knowledge outflows. 
 
Gooderham 
(2007) 

Dynamic capabilities 
perspective, social 
capital theory 

Conceptual To develop a conceptual model of knowledge transfer within MNCs from 
the dynamic capabilities perspective. 

 
Gooderham (2007) developed a dynamic capabilities driven model of intra-organisational knowledge transfer within MNC and conceptualised that 
management practices and social capital dimensions can facilitate greater knowledge transfer. He proposed that knowledge transmission channels 
between HQ and subsidiaries foster the development of structural social capital. Socialisation and motivational mechanisms contribute to the development 
of cognitive dimensions while educational and cultural distances can hamper them. The structural and cognitive dimensions of social capital lead to 
greater relational dimension which then facilitate better knowledge transfer between HQ and subsidiary. 
 
Li, Barner-
Rasmussen, et 
al. (2007) 

Social capital theory Empirical, quantitative To investigate the direct effect of locational factor, and the interaction effect 
of location and social capital on knowledge outflows to peer subsidiaries.  

 
The authors investigated the phenomenon of knowledge outflows from MNC subsidiaries located in developed country (Finland) and a lesser developed 
country (China) and how locational factor and social capital factors affect knowledge outflows from MNC subsidiaries to other units in the same 
corporation. They focused on all three dimensions of social capital in relation to knowledge outflows. Structural (social interaction), relational (trust), and 
cognitive dimensions (shared vision) of social capital were hypothesised to lead to greater knowledge outflows for subsidiaries located in China, than 
those in Finland. Results provided marginal support only for trust and shared vision, indicating that social capital is relatively more important for 
subsidiaries in China, than those in Finland. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Minbaeva (2007) Knowledge based 
theory 

Empirical, quantitative To test the conceptual model of knowledge transfer within MNC. 

 
Minbaeva (2007) examined the effects of the characteristics of knowledge (tacitness, complexity, non-specificity, and non-availability), the characteristic of 
receivers (absorptive capacity), the characteristic of senders (disseminative capacity) and the characteristic of the relationship between senders and 
receivers (the closeness of relationship) to the degree of knowledge transfer within MNC. Results from survey questionnaires of Danish-owned 
subsidiaries revealed that receivers’ absorptive capacity is the strongest predictor of knowledge transfer, followed by the characteristic of the relationship 
between senders and receivers and the disseminative capacity of senders. 
 
Mu et al. (2007) Organizational learning 

theory, network theory 
of the MNC, top 
management literature 

Empirical, quantitative To test the antecedents of subsidiaries’ localised innovation and knowledge 
outflows. 

 
Mu et al. (2007) studied the effects of local embeddedness, the heterogeneity of top management team, and the corporate entrepreneurial culture of the 
subsidiary in determining subsidiaries’ learning from the host country, which in turn increases knowledge outflows to HQ. Local embeddedness is the 
extent of subsidiaries’ relationships with local suppliers, local customers and other firms in the host country. Local embeddedness was argued to enhance 
subsidiaries’ innovations from the host country because it opens up novel knowledge and increase subsidiaries’ awareness of the knowledge residing in 
the host country. The heterogeneity of subsidiary’s top management team provides more diversity of skills, training and experience that increase the 
subsidiary’s capability to innovate and learn from the knowledge obtained from the host country. Subsidiary’s corporate entrepreneurial culture also leads 
to greater localised innovation because subsidiaries are more opened to the ideas of risks, challenges and change. Results showed support for all of the 
determinants of localised subsidiary innovation, and the positive association of greater localised subsidiary innovation and knowledge outflows. 
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Foundations 

Methods Research Objective(s) 

Riusala and 
Smale (2007) 

Knowledge based 
theory, institutional 
theory, expatriation 

Empirical, quantitative To examine factors that determine the difficulty of knowledge transfers from 
the expatriates’ perspective. 

 
Four factors were identified in the model of the difficulty of knowledge transfer from the expatriates’ perspective: (1) characteristics of knowledge, (2) 
social context, (3) organisational context, and (4) relational context. Codifiability and teachability of knowledge were predicted to have negative 
association, while the complexity of knowledge has positive association with the difficulty of knowledge transfer. The incompatibilities of the regulatory, 
normative and cognitive pillars of the social context were predicted to increase the difficulty of knowledge transfer. The organisational context includes the 
general, practice-specific, and absorptive capacity. The incompatibility of the subsidiary’s organisational context at the general and practice-specific levels 
will increase, while the absorptive capacity will decrease the difficulty of knowledge transfers. Lastly, subsidiary’s commitment to HQ, identity with HQ, 
trust in HQ and dependence on HQ were hypothesised to reduce the difficulty of knowledge transfer. Results of the study revealed that absorptive 
capacity is the strongest predictor of the difficulty of knowledge transfer, followed by the teachability and the complexity of knowledge, and the regulatory 
pillar of the social context of the subsidiary. 
 
Singh (2007)  Empirical, quantitative To examine the patterns of knowledge flows between foreign subsidiaries 

and host country. 
Using patents citations data, Singh (2007) examined the patterns and asymmetries of knowledge flows between subsidiaries and host countries. Singh 
predicted that knowledge outflows from host country firms to subsidiaries are greater than knowledge inflows from subsidiaries to host country firms. 
Furthermore, knowledge outflows from host country firms to subsidiaries are greater than knowledge inflows from subsidiaries to host country firms in 
countries and sectors that the host country firms have greater technological advancement, because host country firms possess superior knowledge to be 
transferred to foreign subsidiaries belonging to the same sector and host country. Results showed that  significant knowledge inflows from subsidiaries to 
host country firms and significant knowledge outflows from host country firms to subsidiaries. In technologically advanced countries, knowledge outflows 
from host country firms to subsidiaries are significantly more than knowledge inflows from subsidiaries to host country firms. 
 
Vora and 
Kostova (2006) 

Social identity theory, 
self-categorisation 
theory 

Conceptual To develop a conceptual model of dual organisational identification (DOI) 
for subsidiary managers in MNC. 

 
Vora and Kostova (2006) developed a conceptual model of the antecedents, constructs and consequences of dual organisational identification of 
subsidiary managers. Even though the paper does not directly address knowledge flows process, the authors argued that the relative magnitude of 
subsidiary managers’ DOI influence knowledge transfer. Managers with high comparable levels of DOI engage in the greatest knowledge transfer within 
the MNC, those with disparate level of DOI have moderate and unidirectional knowledge transfer, while those with low comparable levels have the lowest 
knowledge transfer. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Fey and Furu 
(2008) 

Agency theory Empirical, quantitative To test the effect of top management incentive compensation and intra-
organisational knowledge sharing.  

 
Fey and Furu (2008) predicted that the higher percentage of the subsidiary’s general managers’ and other top managers’ compensation that are tied to 
the MNC’s overall performance leads to greater intra-unit knowledge sharing. Subsidiary’s shared vision with peer subsidiaries was also hypothesised to 
lead to increased knowledge sharing. Host country location was also included. Chinese subsidiaries were hypothesised to engage in relatively greater 
knowledge sharing, as opposed to Finnish subsidiaries, because the Chinese tend to have greater loyalty and higher collectivism with the MNC that 
induce greater knowledge sharing behaviours. Results of questionnaire surveys of Finnish and Chinese foreign-owned subsidiaries support that 
subsidiary’s general managers and other top managers’ incentive system, shared vision and subsidiary location are predictors of knowledge sharing. 
 
Lee and 
MacMillan 
(2008) 

Knowledge based 
theory 

Empirical, quantitative To test the effect of procedural and coordinative knowledge sharing to 
subsidiary performance. 

 
Lee and Macmillan (2008) investigated knowledge sharing between units within a chaebol. The sharing of three types of knowledge – procedural, 
coordinative and managerial knowledge – were identified to have influence on subsidiary performance. Procedural knowledge refers to the know-how and 
skills, while coordinative knowledge refers to the values and behaviours that glue organisational members. The sharing of procedural and coordinative 
knowledge between subsidiaries within a chaebol were predicted to have positive association with subsidiary performance. Results were only supported 
for the sharing of coordinative knowledge and subsidiary performance. The authors also argued and found support for subsidiaries that emphasise the 
sharing of both procedural and coordinative knowledge have higher performance than those who emphasise the transfer of one type of knowledge before 
the other.  The transfer of managerial knowledge from HQ to subsidiary was also predicted to increase subsidiary performance. Results confirm this 
hypothesis. Finally, the authors also argued that when HQ transfers knowledge to its subsidiaries will enhance the positive association between inter-unit 
sharing of procedural and coordinative knowledge and performance. Results were only supported for HQ’s knowledge transfer to focal subsidiaries as 
moderating effects in the relationship between the inter-unit transfer of coordinative knowledge and subsidiary performance. This study demonstrates how 
the transfer of different knowledge types can have different influence on subsidiary performance. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Minbaeva (2008) Knowledge governance 
approach 

Empirical, quantitative To examine the effect of HRM practices that affect intrinsic and extrinsic 
motivation on knowledge inflows. 

 
Minbaeva (2008) conceptualises HRM practices as formal mechanisms to govern knowledge transfer process. HRM practices such as rewards and 
compensation system, performance appraisal and management systems, affect employees’ extrinsic motivation. The author argued that the more HRM 
practices implemented at the subsidiary leads to greater knowledge inflows into the subsidiary. On the other hand, HRM practices such as implementing 
flexible work hours and conducive job design, increases employees’ intrinsic motivation, and this will increase knowledge inflows into the subsidiary. 
When subsidiaries implement HRM practices that influence both employees’ extrinsic and intrinsic motivation will have negative association with 
knowledge inflows, because the two complementary effect of these practices offset the intrinsic and extrinsic motivation. Results of survey questionnaire 
of Danish subsidiaries in 11 countries showed support for all hypotheses of this study. This study demonstrates that the interplay between simultaneous 
implementation of practices that affect employees’ intrinsic and extrinsic motivation can lead to negative effects on knowledge transfer process. 
 
Monteiro et al. 
(2008) 

Behavioural theory of 
the firm 

Empirical, quantitative To investigate the phenomenon of isolated subsidiaries by using 
knowledge flows within MNCs. 

 
The authors developed the argument that the extent subsidiaries engage in knowledge flows with each other, and the ratings of their capabilities, both self 
rating and rating by others, can be a starting point to explain why some subsidiaries are isolated. They argued that higher positive rating by HQ (peer 
subsidiaries) of a focal subsidiary’s capabilities leads to higher frequency of vertical (horizontal) knowledge outflows, higher self-rating of its own 
capabilities leads to greater frequency of vertical and horizontal knowledge inflows.  
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Pérez-Nordtvedt 
et al. (2008) 

Resource based theory Empirical, quantitative To identify the determinants of successful cross-border knowledge transfer. 

 
Pérez-Nordtvedt et al. (2008) identified four determinants of successful cross-border knwoledge transfer. The four factors are (1) knowledge 
characteristics, (2) recipient’s intention to learn, (3) source’s attractiveness, and (4) relationship quality between the sender and recipient. Successful 
knowledge transfer is conceptualised on four outcomes namely comprehension and usefulness of knowledge, and the speed and the economy of 
knowledge transfer. Four characteristics of knowledge – valuable, rare, inimitable and non-substitutable – were argued to positively enhance the 
recipient’s intention to learn and the source’s attractiveness. Recipient’s intention to learn was predicted to enhance the comprehension of knowledge and 
the speed of knowledge transfer process. Source’s attractiveness, on the other hand, is predicted to have positive association with the usefulness of 
knowledge. The relationship quality between sender and recipient was predicted to enhance the comprehension of knowledge, the speed of transfer and 
the economy of knowledge transfer. The study also tested for the mediating effects of recipient’s learning intention in the relationship between knowledge 
characteristics and comprehension and usefulness of knowledge and the speed transfer process. Furthermore, the frequency of communications with HQ 
(peer subsidiaries) leads to greater vertical (horizontal) inflows and outflows, and the frequency of vertical (horizontal) knowledge outflows to HQ (peer 
subsidiaries) leads to greater frequency of vertical (horizontal) inflows. Relating knowledge flows with performance, the authors predicted that higher 
frequency of knowledge inflows and outflows leads to higher performance. The study confirmed that the others’ and self-ratings of subsidiary capabilities 
have different impacts on knowledge inflows and outflows. Reciprocity was also confirmed as results showed that when a focal subsidiary engages with 
knowledge flows another subsidiary, the reverse flows also occur. The influence of communications and frequency of knowledge flows was only partially 
supported, that communication with HQ does not seem to lead to greater frequency of vertical knowledge flows, but communications with peer 
subsidiaries is pertinent in increasing frequency of horizontal knowledge flows. Results also supported the core idea that isolated subsidiaries, those that 
engage in significantly less knowledge flows, have weaker performance. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Yang et al. 
(2008) 

Relevance theory Empirical, quantitative To investigate the determinants of knowledge outflows to and inflow from 
HQ. 

 
The study examined the determinants of conventional knowledge flows (knowledge inflows from HQ) and reverse knowledge flows (knowledge outflows to 
HQ) of newly acquired subsidiaries located in three Central Eastern Europe countries, namely Hungary, Poland and Lithuania. The study argued that 
relevance theory has different transfer logics in the knowledge flows between principal and agent. Knowledge relevance refers to connectedness and the 
appropriateness of new knowledge to the existing knowledge. While subsidiaries may be ready to engage in knowledge transfer with the HQ, the HQ may 
not realise the values and the benefits from learning from subsidiaries. By persuading the relevance of their knowledge to the HQ, subsidiaries may be 
able to make HQ aware that their knowledge is relevant and beneficial to the HW. The authors argued and found support for the positive association 
between knowledge relevance and reverse knowledge flows but not conventional knowledge flows. The authors also argued that location-specific effect 
moderates the relationship between knowledge relevance and reverse knowledge outflows. Strategically more important subsidiary location was argued 
to more easily persuade the HQ of the relevance of their knowledge and engage in more reverse knowledge flows. Results found support knowledge 
relevance is less of an issue for subsidiaries located in strategically important country i.e., Poland. The study also predicted that subsidiaries that are 
acquired for competence-exploiting motive engage in more knowledge conventional flows, while subsidiaries acquired with competence-creating motive 
engage in more reverse knowledge flows. Results, however, did not support the prediction.  
 
Ambos and 
Ambos (2009) 

MNC as a semi-
autonomous entities, 
contingency theory 

Empirical, quantitative To test empirically the interaction between different types of distance and 
knowledge transfer mechanisms on knowledge transfer effectiveness. 

 
Ambos and Ambos (2009) argued that two coordination mechanisms can facilitate the transfer of intra-organisational flows (1) technology-based 
coordination mechanisms (TCM), and (2) personal coordination mechanisms (PCM). TCM are technological tools that facilitate the sharing of knowledge 
and other resources between units separated in space and time. Examples of TCM are software for learning and discovery and business intelligence 
systems. PCM are collaboration, and social interactions that can foster the exploitation of resources across the distance. The core idea of this study is that 
the effectiveness of knowledge transfer using one or the other transfer mechanism is moderated by the different types of distance between the actors of 
the transfer process. Three types of distance were examined (1) geographical distance, (2) cultural distance, and (3) linguistic distance. The study argued 
and supported that smaller geographical distance, smaller cultural distance and smaller linguistic distance lead to higher knowledge transfer effectiveness 
using PCM. The smaller cultural distance is also argued to increase knowledge transfer effectiveness using TCM, but results found no support. Results of 
this study confirmed that different transfer mechanisms are effective under different contextual distances. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Gnyawali et al. 
(2009) 

Knowledge based 
theory, inter-firm 
networks 

Conceptual To develop a conceptual model for the formation of effective subsidiary ties 
to promote knowledge flows. 

 
The article developed a conceptual model for developing inter-subsidiary knowledge ties that are conducive for promoting intra-organisational knowledge 
flows. Inter-subsidiary knowledge ties, can be both formal and informal, and is defined as the direct relationships between two subsidiaries defined by 
collaboration and cooperation. The model explained that the likelihood of the formation of inter-subsidiary ties stem from three factors – (1) focal 
subsidiary’s motivation, (2) dyadic dynamics, and (3) potential partner attributes. Subsidiary’s motivation to form ties with peer subsidiaries depends on its 
entrepreneurial orientation and its strategic vulnerability. Subsidiary will also seek the attributes of potential partners in terms of its intellectual and social 
capital before attempting to form inter-subsidiary ties. The dynamics between the two peer subsidiaries in terms of their geographical proximity and goal 
congruence is also argued to be considered before the focal subsidiary attempt to build more effective subsidiary ties. Furthermore, the model argues that 
HQ’s support and the match between tie strength and the nature of knowledge to be transferred will also lead to stronger and more effective inter-
subsidiary ties. 
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Author(s) and 
Year 

Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Hong and 
Nguyen (2009) 

Embeddedness concept Empirical, qualitative To examine subsidiaries’ transfer and sharing mechanisms. 

 
Hong and Nguyen (2009) focused on the characteristics of knowledge and how these characteristics affect subsidiaries’ chosen mechanisms to transfer 
knowledge. Three types of knowledge were examined (1) technical knowledge, (2) systemic knowledge, and (3) strategic knowledge and each type of 
knowledge is related to different levels in terms of tacitness, ambiguity, stickiness, complexity, and hierarchical level. Technical knowledge, such as  the 
skill to operate the latest production technology, is the related to the knowledge of specific tasks, functions and expertise. Technical knowledge is 
characterised by low tacitness, low ambiguity, low stickiness, low complexity and usually located at the operational level of the subsidiary. Systemic 
knowledge requires the understanding of the organisational dynamics and the inter-relationships between different units in the subsidiary. The knowledge 
is socially complex, and is usually possessed by a few individuals. In other words, different parts of systemic knowledge are located in different elements 
and individuals in different departments within the subsidiary. Systemic knowledge is characterised by medium tacitness, medium ambiguity, high 
stickiness, medium complexity, and is usually located at the middle management level in the subsidiary. Strategic knowledge, on the other hand, is mainly 
in the hands and minds of top managers. The knowledge is contextually embedded in the institutional factors of the host country, and the top managers’ 
vision. Strategic knowledge has high tacitness, high ambiguity, medium stickiness, and high complexity. Given the fact that knowledge located in different 
locations possess is heterogenous depending on the context of the location, the authors also argued that the three types of knowledge possessed by 
subsidiaries can be either universal (understood on its own) or embedded (requires additional understanding of the context to be comprehended). 
Examining four Japanese-owned subsidiaries in China and Vietnam, the authors found that universal technical knowledge such as the operating skills of 
the latest technology is best transferred using formal training. Embedded technical knowledge such as the knowledge of the local market need more 
creative applied transfer techniques such as on-site demonstrations or case studies. Universal systemic knowledge such as quality control and 
management can be transferred using intensive interactions, while locally embedded knowledge such as the cultural differences and communication skills 
are better transferred using observation or co-participation techniques. Universal strategic knowledge such as knowledge of industry competitiveness are 
best transferred using experiential learning techniques, while embedded strategic knowledge such as knowledge of the local institutional factors requires 
deeper integration mechanisms such as boundary-spanning exercises and intensified knowledge exchange practices between units of the same MNC. 
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Author(s) and 

Year 
Theoretical/ 
Conceptual 
Foundations 

Methods Research Objective(s) 

Noorderhaven 
and Harzing 
(2009) 

Social learning model Empirical, quantitative To examine the influence of social interactions on intra-organisational 
knowledge flows from the sender-receiver model and the social learning 
perspective. 

 
Four variables are tested empirically to influence intra-organisational knowledge flows (both in- and outflows) – social interaction, workflow integration, 
subsidiary capabilities and subsidiary autonomy. Social interaction and increased workflow integration were hypothesised to intensify knowledge sharing. 
From the social learning perspective, subsidiary capabilities can also dictate whether the subsidiary is a sender or receiver. Subsidiary with relatively 
stronger capabilities were predicted to engage in more knowledge outflows. Subsidiaries with high autonomy were predicted to have lesser knowledge 
inflows and outflows. Workflow integration, subsidiary capabilities and autonomy were also argued to interact with the relationship between social 
interaction and knowledge flows. The positive relationship between social interaction and knowledge outflows is hypothesised to be greater for 
subsidiaries with stronger capabilities, while the positive relationship between social interaction and knowledge inflows is hypothesised to be greater for 
subsidiaries with relatively weaker subsidiaries. The positive association between social interaction and knowledge sharing is hypothesised to be stronger 
for subsidiaries possessing higher autonomy. Results were supported for social interactions and all four types of knowledge flows. In terms of workflow 
integration, results were supported for knowledge inflows from HQ, and knowledge in- and outflows from peer subsidiaries. Results for subsidiary 
capabilities were supported for all knowledge flows, except for knowledge inflows from peer subsidiaries. Results for subsidiary autonomy were only 
confirmed for knowledge in- and outflows with HQ. Results for the interaction effects were mixed. The interaction effects of workflow integration and 
subsidiary capabilities on the relationship between social interaction and knowledge flows were not supported. The interaction effects of subsidiary 
autonomy were only supported for the positive association between social interaction and knowledge outflows to HQ and peer subsidiaries. 
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CONSENT FORM 

 

 I have read and understood the Participant Information Sheet  
 

 I voluntarily agree to take part in this study under the terms and conditions 
provided to me. 

 

 I have been informed that the information that I provide will be kept safely at the 
University of Auckland, held for analysis for 6 years, after which they will be 
destroyed. 

 

 I understand that I will, under no circumstances, be identified as an individual 
source of the information that I provide. 

 

 I understand that I have the right to withdraw from this study at any time. 
 

 I understand that I will be offered a University of Auckland gift upon my 
participation. 

 

 I understand that I may request a copy of the research findings. 
 

 

Name: 

 

Email Address: 

 

Signature: 

 

Date: 
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Committee on 16 May 2007 for 3 years from 16 May 2007 to 15 May 2010 
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INSTRUCTIONS FOR COMPLETING THE QUESTIONNAIRE 

 

The questionnaire contains 5 sections. For the purpose of this questionnaire, „subsidiary‟ 

refers to your firm, „department‟ refers to the unit/division within your firm, „headquarters‟ 

refers to the holding company, and „peer subsidiaries‟ refer to other firms under your 

headquarters located either in Malaysia or in other parts of the world. Your responses on 

this questionnaire should reflect the activities in your subsidiary on average, over the last 2 

years (2005-2007). Please answer honestly and to the best of your knowledge. Depending 

on your function in your firm, you may not have to answer the entire questionnaire. 

 

SECTION A: KNOWLEDGE & ACTIVITIES IN YOUR FIRM 

The following statements ask how knowledge flows between your subsidiary and your 

headquarters and other peer subsidiaries and between the department that you belong to 

in your subsidiary and other departments either in the same subsidiary or in your peer 

subsidiaries. We define knowledge flows as the transmission of know-how and information 

from one organisational unit to another organisational unit. 

 

Hint: Knowledge in organisations can be categorized into two types: declarative knowledge 

and procedural knowledge. Declarative knowledge is factual information or data such as 

monthly or annual financial data, marketing data, manuals and standard operating 

procedures. Procedural knowledge refers to expertise and know-how such as business 

practices, how to deal with external agencies, product and process designs, distribution 

know-how, tricks-of-the-trade etc. We would like you to focus on procedural knowledge in 

your subsidiary. 

In organisations, knowledge frequently flows through channels such as telephone 

conversations, e-mail, regular mail, data transmissions, policy revisions, database look-ups, 

meetings, transmission of blueprints and prototypes, queries regarding product or process 

information, sharing of software between units, training of employees in other 

departments/units etc.  

 

Please indicate your level of agreement/disagreement with the following statements.  

 

 

 

 

A1. We provide a great deal of knowledge that we 

control in our subsidiary to our headquarters. 

1 2 3 4 5 6 7 

         

A2. We provide a great deal of knowledge that we 

control in our subsidiary to our peer subsidiaries. 

1 2 3 4 5 6 7 

         

A3. In our department, we provide a great deal of 

knowledge that we control to other departments 

in our subsidiary. 

1 2 3 4 5 6 7 

         

A4. In our department, we provide a great deal of 

knowledge that we control to the same 

department in the headquarters. 

1 2 3 4 5 6 7 

         

A5. In our department, we provide a great deal of 

knowledge that we control to other departments 

in the headquarters. 

1 2 3 4 5 6 7 

         

A6. In our department, we provide a great deal of 

knowledge that we control to the same 

departments in our peer subsidiaries. 

1 2 3 4 5 6 7 

         

A7. In our department, we provide a great deal of 

knowledge that we control to other departments 

in our peer subsidiaries. 

1 2 3 4 5 6 7 

         

A8. Our headquarters provide us with a great deal of 

knowledge that they control. 

1 2 3 4 5 6 7 

         

A9. Our peer subsidiaries provide us with a great 

deal of knowledge that they control. 

1 2 3 4 5 6 7 

         

A10. In our subsidiary, other departments provide our 

department with a great deal of knowledge that 

they control. 

 

1 2 3 4 5 6 7 

A11. In the headquarters, the same department 1 2 3 4 5 6 7 

1 2 3 4 5 6 7 

Strongly 

Disagree 

Strongly 

 Agree 

Disagree Somewhat 

Disagree 

Neither  

agree nor 

disagree 

Somewhat 

Agree 

Agree 

1 2 

3
4
4

 



provides our department with a great deal of 

knowledge that they control. 

         

A12. In the headquarters, other departments provide 

our department with a great deal of knowledge 

that they control. 

 

1 

 

2 

 

3 

 

4 

 

5 

 

6 

 

7 

         

A13. In our peer subsidiaries, the same departments 

provide our department with a great deal of 

knowledge that they control. 

1 2 3 4 5 6 7 

         

A14. In our peer subsidiaries, other departments 

provide our department with a great deal of 

knowledge that they control. 

1 2 3 4 5 6 7 

         

A15. Our subsidiary‟s operations have benefited 

greatly from the knowledge we provide to our 

headquarters. 

1 2 3 4 5 6 7 

         

A16. Our subsidiary‟s operations have benefited 

greatly from the knowledge we provide to our 

peer subsidiaries. 

1 2 3 4 5 6 7 

         

A17. Our subsidiary‟s operations have benefited 

greatly from the knowledge our headquarters 

provide to us. 

1 2 3 4 5 6 7 

         

A18. Our subsidiary‟s operations have benefited 

greatly from the knowledge our peer 

subsidiaries provide to us. 

1 2 3 4 5 6 7 

         

A19. In our subsidiary, large parts of our knowledge 

are located in the heads of single individuals. 

1 2 3 4 5 6 7 

         

A20. In our subsidiary, knowledge is extensively 

documented and well structured. 

1 2 3 4 5 6 7 

         

A21. Our subsidiary has created many new ideas. 1 2 3 4 5 6 7 
         

A22. Our subsidiary has many new ideas. 1 2 3 4 5 6 7 

         

A23. Our subsidiary has adopted many new ideas 

from this country. 

1 2 3 4 5 6 7 

         

A24. The new ideas in our subsidiary are very 

beneficial to our performance. 

1 2 3 4 5 6 7 

         

A25. The revenues from the new products and 

processes created in our subsidiary accounts for 

a significant portion of the total revenue of our 

subsidiary. 

1 2 3 4 5 6 7 

Next, please indicate how frequent knowledge flows from and to your subsidiary, based on 

the following scale. 

 

 

A26. We provide a great deal of knowledge that we 
control in our subsidiary to our headquarters. 

1 2 3 4 5 6 7 

         

A27. We provide a great deal of knowledge that we 
control in our subsidiary to our peer subsidiaries. 

1 2 3 4 5 6 7 

         

A28. In our department, we provide a great deal of 
knowledge that we control to other departments in 
our subsidiary. 

1 2 3 4 5 6 7 

         

A29. In our department, we provide a great deal of 
knowledge that we control to the same department 
in the headquarters. 

1 2 3 4 5 6 7 

         

A30. In our department, we provide a great deal of 
knowledge that we control to other departments in 
the headquarters. 

1 2 3 4 5 6 7 

         

A31. In our department, we provide a great deal of 
knowledge that we control to the same 

1 2 3 4 5 6 7 

1 2 3 4 5 6 7 

Never Always Very rare Rare Sometimes Often Very Often 

4 
3 

3
4
5

 



departments in our peer subsidiaries. 
         

A32. In our department, we provide a great deal of 
knowledge that we control to other departments in 
our peer subsidiaries. 

1 2 3 4 5 6 7 

         

A33. Our headquarters provide us with a great deal of 
knowledge that they control. 

1 2 3 4 5 6 7 

         

A34. Our peer subsidiaries provide us with a great deal 
of knowledge that they control. 

1 2 3 4 5 6 7 

         

A35. In our subsidiary, other departments provide our 
department with a great deal of knowledge that 
they control. 

1 2 3 4 5 6 7 

         

A36. In the headquarters, the same department 
provides our department with a great deal of 
knowledge that they control. 

1 2 3 4 5 6 7 

         

A37. In the headquarters, other departments provide our 
department with a great deal of knowledge that 
they control. 

1 2 3 4 5 6 7 

         

A38. In our peer subsidiaries, the same departments 
provide our department with a great deal of 
knowledge that they control. 

1 2 3 4 5 6 7 

         

A39. In our peer subsidiaries, other departments provide 
our department with a great deal of knowledge that 
they control. 

1 2 3 4 5 6 7 

Please indicate the extent to which each of the following statement describes your 

subsidiary in relation to your headquarters, based on the following scale. 

 

 

A40. The activities of our subsidiary influence the 
outcomes of headquarters. 

1 2 3 4 5 6 7 

         

A41. Headquarters depends on our subsidiary to 
effectively perform our tasks in order to continue 

1 2 3 4 5 6 7 

performing its own tasks effectively. 
         

A42. Work in our subsidiary is connected to the work of 
headquarters. 

1 2 3 4 5 6 7 

         

A43. Our subsidiary depends on the effective 
functioning of headquarters to keep performing our 
own tasks effectively. 

1 2 3 4 5 6 7 

         

A44. The activities of the headquarters influence the 
outcomes of our subsidiary. 
 

1 2 3 4 5 6 7 

SECTION B: RELATIONSHIP WITH YOUR HEADQUARTERS 
 

In this section, we would like to assess your relationship with your headquarters. 
 

B1.  Please list your counterparts/colleagues in the headquarters whom you have 
particularly close social (as opposed to business) relations. You may list up to 6 
colleagues. For confidentiality and privacy concerns, you may put their initials. 

 

No Name/Initial B2. What is his/her 
nationality? 

B3. How long have 
you known him/her?  

(in months) 

1    

2    

3    

4    

5    

6    
 

B4. How frequently do you interact with the headquarters (on average over the past two 
years)? 

 

 

 

 

B5. How close is the relationship between your subsidiary and the headquarters? 

  

1 2 3 4 5 6 7 

To a very 
little extent 

To a very 
great extent 

To some 
extent 

0 1 2 3 4 5 6 

Once a 

day 
Twice 

a week 
Once a 

week 
Twice a 

month 
Once a 

month 
Once 

every 2 

months 

Once 

every 3 

months 

5 6 

3
4
6

 



 

 

 

 

 

 

 

Please indicate your level of agreement/disagreement with the following statements about 

your relationship with your headquarters.   

 

 
         

B6. We maintain close social relationships with the 
headquarters. 

1 2 3 4 5 6 7 

         

B7. We know the people in the headquarters on a 
personal level. 

1 2 3 4 5 6 7 

         

B8. We trust the headquarters. 1 2 3 4 5 6 7 
         

B9. We think that the people in the headquarters tell 
the truth when dealing with our subsidiary. 

1 2 3 4 5 6 7 

         

B10. We think the headquarters meets its agreed upon 
obligations to our subsidiary. 

1 2 3 4 5 6 7 

         

B11. We feel that the headquarters discusses issues 
with us honestly. 

1 2 3 4 5 6 7 

         

B12. We feel that the headquarters will keep its words. 1 2 3 4 5 6 7 
         

B13. We feel that the headquarters does not mislead us. 1 2 3 4 5 6 7 
         

B14. We feel that the headquarters discusses joint 
expectations fairly. 

1 2 3 4 5 6 7 

         

B15. We could share information openly with the 
headquarters because they do not take advantage  

1 2 3 4 5 6 7 

 
 
 
 
 
of this by acting against our interests. 

         

B16. When someone criticises the headquarters, it feels 
like an insult to our subsidiary. 

1 2 3 4 5 6 7 

         

B17. We are interested in what others think about the 
headquarters. 

1 2 3 4 5 6 7 

         

B18. When people in our subsidiary talk about the 
headquarters, we usually say “we” rather than 
“they”. 

1 2 3 4 5 6 7 

         

B19. The headquarters‟ successes are our subsidiary‟s 
successes. 

1 2 3 4 5 6 7 

         

B20. When someone praises the headquarters, it feels 
like a compliment to our subsidiary. 

1 2 3 4 5 6 7 

         

B21. If a story in the media criticises the headquarters, 
our subsidiary would feel embarrassed. 

1 2 3 4 5 6 7 

         

B22. We, in this location, are one and the same as the 
headquarters. 

1 2 3 4 5 6 7 

         

B23. A problem solved for the headquarters means a 
problem solved us in our subsidiary. 

1 2 3 4 5 6 7 

         

B24. We, at this subsidiary, see our success as directly 
related to the success of the headquarters. 

1 2 3 4 5 6 7 

         

B25. A failure in the headquarters‟ performance is our 
failure too. 

1 2 3 4 5 6 7 

         

B26. The way we would describe the headquarters 
would describe us at this subsidiary too. 
 

1 2 3 4 5 6 7 

B27. We think our subsidiary as being part of the 
corporate family. 

1 2 3 4 5 6 7 
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B28. Our subsidiary shares the same ambitions and 
vision with the headquarters and peer subsidiaries. 

1 2 3 4 5 6 7 

         

B29. People in our subsidiary are enthusiastic about 
pursuing the collective goals and missions of the 
headquarters. 

1 2 3 4 5 6 7 

         

B30. The business practices and operational 
mechanisms of our subsidiary and those of the 
headquarters are very similar. 

1 2 3 4 5 6 7 

         

B31. The organisational culture and management style 
of our subsidiary and those of the headquarters are 
very coherent and similar. 

1 2 3 4 5 6 7 

         

B32. Our subsidiary shares the same ambitions with the 
headquarters. 

1 2 3 4 5 6 7 

         

B33. Together with the headquarters, we have shared 
understanding of doing business. 
 

1 2 3 4 5 6 7 

SECTION C: RELATIONSHIP WITH YOUR PEER SUBSIDIARIES 
 

In this section, we would like to assess your relationships your peer subsidiaries (the 
companies either in Malaysia or in other parts of the world that belong to the same 
headquarters). We would like you to answer the following statements based on your 
relations with key peer subsidiaries, which are the firms under your headquarters with 
whom you consider to have close social (as opposed to purely business) relations.  
 

C1.  Please list your counterparts/colleagues in your key peer subsidiaries with whom you 
have close social relations (as opposed to business relations). You may list up to 6 
colleagues. For anonymity and confidentiality purposes, you may put initials. 

  
 
 
 
 
 
 
 
 

No Name/Initial C2. Where is 
he/she 

located? 
(city/state) 

C3. What is 
his/her 

nationality? 

C4. How long 
have you 

known 
him/her?  

(in months) 

1     

2     

3     

4     

5     

6     
 

Next, please circle the number underneath the statements that best describe your 
relationship with your key peer subsidiaries. 
 

C5. How frequently do you interact with your key peer subsidiaries (on average over the 
past two years)? 

 
 
 
 
 

C6. How close is the relationship between your subsidiary and your key peer subsidiaries? 

 
 
 
 
 
 

The following statements ask how you feel towards your key peer subsidiaries. Please 

indicate your level of agreement/disagreement with the following statements about your 

relationship with your key peer subsidiaries.  

 
 
 
 

0 1 2 3 4 5 6 

Once a 

day 
Twice 

a week 
Once a 

week 
Twice a 

month 
Once a 

month 
Once 

every 2 

months 

Once 

every 3 

months 

0 1 2 3 4 5 6 

Very close, 

practically like 

working in the 

same workgroup 

Somewhat close, 

like discussing and 

solving issues 

together 

Distant, like an 

arm‟s length 

delivery of the 

input 

1 2 3 4 5 6 7 

Strongly 

Disagree 

Strongly 
 Agree 

Disagree Somewhat 

Disagree 

Neither  
agree nor 

disagree 

Somewhat 

Agree 

Agree 

9 
10 

3
4
8

 



C7. We maintain close social relationships with the key 
peer subsidiaries. 

1 2 3 4 5 6 7 

         

C8. We know the people in the key peer subsidiaries 
on a personal level. 
 

1 2 3 4 5 6 7 

Next, please indicate the extent to which each of the following statement describes your 

firm in relation to your peer subsidiaries, based on the following scale. 

 
 
 
C9. The activities of our subsidiary influence the 

outcomes of our peer subsidiaries. 
1 2 3 4 5 6 7 

         

C10. Our peer subsidiaries depend on our subsidiary to 
effectively perform our tasks in order to continue 
performing their own tasks effectively. 

1 2 3 4 5 6 7 

         

C11. Work in our subsidiary is connected to the work of 
our peer subsidiaries. 

1 2 3 4 5 6 7 

         

C12. Our subsidiary depends on the effective 
functioning of our peer subsidiaries to keep 
performing our own tasks effectively. 

1 2 3 4 5 6 7 

         

C13. The activities of our peer subsidiaries influence the 
outcomes of our subsidiary. 
 

1 2 3 4 5 6 7 

 

SECTION D: RELATIONSHIP WITH LOCAL/EXTERNAL COMPANIES 
 

Multinational subsidiaries such as your firm typically have relations with external 
companies/agencies located both in Malaysia and in other parts of the world. In this 
section, we would like to assess your relationship with these external firms/agencies 
located in Malaysia. Your external contacts may be your suppliers, customers or the 
government and local agencies. 

 

Does your function in this firm require you to interact with suppliers? 
□ Yes, please answer the following questions □ No, skip to Section D2 pg. 13 
 

Section D1: LOCAL SUPPLIERS 

 
We are interested in your key local suppliers, which are the suppliers located in Malaysia 
with whom you consider to have particularly close social (as opposed to purely business) 
relations. 

 

D1. Please list your contacts among your key local suppliers with whom you have 
particularly close social (as opposed to purely business) relations. You may list up to 6 
people. For anonymity and confidentiality purposes, you may put initials.  

 

No Name/Initial D2. Where is he/she 
located? (city/state in 

Msia) 

D3. How long have 
you known him/her?  

(in months) 

1    

2    

3    

4    

5    

6    
 

D4. How frequently do you interact with your key local suppliers (on average over the past 
two years)? 

 
 
 
 
 

 
D5. How close is the relationship between your subsidiary and the key local suppliers? 
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The following statements ask how you feel towards your key local suppliers. Please 
indicate your level of agreement/disagreement with the statements about your 
relationship with your key local suppliers.  

 
 
 
 
 
         

D6. We maintain close social relationships with our key 
local suppliers. 

1 2 3 4 5 6 7 

         

D7. We know the people in the key local suppliers on a 
personal level. 

1 2 3 4 5 6 7 

         

D8. Our key local suppliers work with us to overcome 
difficulties. 

1 2 3 4 5 6 7 

         

D9. We are jointly responsible with our key local 
suppliers for getting things done. 

1 2 3 4 5 6 7 

         

D10. We work with our key local suppliers to help each 
other‟s problems. 

1 2 3 4 5 6 7 

         

D11. Our key local suppliers warn us of events that may 
create problem for us. 

1 2 3 4 5 6 7 

         

D12. Our key local suppliers share their plans for the 
future with us. 

1 2 3 4 5 6 7 

         

D13. Our key local suppliers share proprietary 
information with us. 

1 2 3 4 5 6 7 

         

D14. Our key local suppliers negotiate fairly with us. 1 2 3 4 5 6 7 
         

D15. Our key local suppliers do not mislead us. 1 2 3 4 5 6 7 
         

D16. Our key local suppliers keep their words. 1 2 3 4 5 6 7 
 

 
 
 
 

Section D2: LOCAL CUSTOMERS 

 
Does your function in this firm require you to interact with customers? 
□ Yes, please answer the following questions □ No, skip to Section D3 pg. 15 
 

We are interested in your key local customers, which are the customers located in 
Malaysia with whom you consider to have particularly close social (as opposed to purely 
business) relations. 
 

D17. Please list your contacts among your key local customers with whom you have 
particularly close social (as opposed to purely business) relation. You may list up to 6 
people. For anonymity and confidentiality purposes, you may put initials. 

 

No Name/Initial D18. Where is he/she 
located? (city/state in 

Msia) 

D19. How long have 
you known him/her?  

(in months) 

1    

2    

3    

4    

5    

6    
 

D20. How frequently do you interact with your key local customers (on average over the 
past two years)? 

 
 
 

 
 
 
D21. How close is the relationship between your subsidiary and your key local customers? 
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The following statements ask how you feel towards your key local customers. Please 
indicate your level of agreement/disagreement with these statements about your 
relationship with your local customers. 
 
         
         
         
         
         

D22. We maintain close social relationships with our key 
local customers. 

1 2 3 4 5 6 7 

         

D23. We know the people in the key local customers on 
a personal level. 

1 2 3 4 5 6 7 

         

D24. Our key local customers work with us to overcome 
difficulties. 

1 2 3 4 5 6 7 

         

D25. We are jointly responsible with our key local 
customers for getting things done. 

1 2 3 4 5 6 7 

         

D26. We work with our key local customers to help each 
other‟s problems. 

1 2 3 4 5 6 7 

         

D27. Our key local customers warn us of events that 
may create problem for us. 

1 2 3 4 5 6 7 

         

D28. Our key local customers share their plans for the 
future with us. 

1 2 3 4 5 6 7 

         

D29. Our key local customers share proprietary 
information with us 

1 2 3 4 5 6 7 

         

D30. Our key local customers negotiate fairly with us. 1 2 3 4 5 6 7 
         

D31. Our key local customers do not mislead us. 1 2 3 4 5 6 7 
         

D32. Our key local customers keep their words. 1 2 3 4 5 6 7 

 
 
 
 
 

Section D3: LOCAL AGENCIES 

 
Does your function in this firm require you to interact with other local agencies (e.g. 
government agencies such as the MIDA, MITI, or trade associations/chambers)? 
□ Yes, please answer the following questions □ No, skip to Section E pg. 17.  
 

D33. Please list your contacts among these local agencies with whom you have particularly 
close social (as opposed to purely business) relations. You may list up to 6 people. 
For anonymity and confidentiality purposes, you may put initials. 

 

No Name/Initial D 34. Where is 
he/she located? 

(city/state in Msia) 

D35. How long have 
you known him/her?  

(in months) 

1    

2    

3    

4    

5    

6    
 

D36. How frequently do you interact with these local agencies (on average over the past 
two years)? 

 
 
 
 
 
 

D37.How close is the relationship between your subsidiary and these local agencies? 
 
 
 

 
 
 
 
 
The following statements ask how you feel towards these local agencies. Please indicate 
your level of agreement/disagreement with these statements about your relationship with 
the local agencies.  
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D38. We maintain close social relationships with our key 
local agencies. 

1 2 3 4 5 6 7 

         

D39. We know the people in the key local agencies on a 
personal level. 

1 2 3 4 5 6 7 

         

D40. The local agencies work with us to overcome 
difficulties. 

1 2 3 4 5 6 7 

         

D41. We are jointly responsible with the local agencies 
for getting things done. 

1 2 3 4 5 6 7 

         

D42. We work with our key local agencies to help each 
other‟s problems. 

1 2 3 4 5 6 7 

         

D43. The key local agencies warn us of events that may 
create problem for us. 

1 2 3 4 5 6 7 

         

D44. The key local agencies share their plans for the 
future with us. 

1 2 3 4 5 6 7 

         

D45. The key local agencies share proprietary 
information with us. 

1 2 3 4 5 6 7 

         

D46. The key local agencies negotiate fairly with us. 1 2 3 4 5 6 7 
         

D47. The key local agencies do not mislead us. 1 2 3 4 5 6 7 
         

D48. The key local agencies keep their words. 1 2 3 4 5 6 7 
         

SECTION E: PERSONAL & COMPANY INFORMATION 
 

Finally, we would like to know more about you. 
 

To which department do you belong in this firm?   ___________________ 
 

How long have you worked for this department?  ___________________ 
 

What is your position/job title?   ___________________ 
 

The year you joined this firm    ___________________ 
 

The year you joined the headquarters or the corporation (if applicable) 
___________________ 

 
Where is your firm located?    ___________________ 
 

Where is the headquarters of your firm located?  ___________________ 
 

Your gender    Male   Female 
 

What is your highest educational attainment?   
 High School / Secondary School 
  Professional qualification 
 Tertiary education 
Remarks:  ___________________  
(Phd, MBA, Msc, MA, BBA, ACCA etc) 

 

Your age      ___________________ 
 

Your ethnic group     ___________________ 
 

Your nationality     ___________________ 
 

COMMENTS & FEEDBACKS 
 

Feel free to comment on any issue related to knowledge management in your firm.  
 

………………………………………………………………………………………………….. 
 

………………………………………………………………………………………………..... 
 

.................................................................................................................. 
 

Thank you for your COOPERATION 
Fold the booklet to fit in the enclosed envelope. THANK YOU! 

 

17 18 

3
5
2

 



 

353 

 

Appendix C – Participant Information Sheet (Interviews) 
 
 

Research on Subsidiary Knowledge Outflows and Network 
Embeddedness 

 
Participation Information Sheet 

 
This is a personal invitation to participate in a research study on 
Subsidiary Knowledge Flows and Social Network. My name is Zaidah 
Mustaffa and I am currently a doctoral candidate at the Department of 
International Business, The University of Auckland Business School.  
 
The aim of the study is to investigate the extent of social networks of Malaysian subsidiaries 
and these networks’ impact on knowledge outflows from your subsidiary to your headquarters 
and peer subsidiaries. 
 
This research requires your participation in an interview. The session will take approximately 
1 hour. Questions asked during the interview will primarily be on your social relations with 
your headquarters, peer subsidiaries, and local firms or agencies, and how you manage 
knowledge flows in your firm.  
 
Please note that audio-recording of the interview will be optional. It will be entirely up to you 
whether the interview will be recorded or not. Even if you agree to being recorded, you may 
choose to have the recorder turned off at any time. In the case that you consent to have the 
interview recorded, only my two academic supervisors from the University and I will have 
access to the audio tapes. I will transcribe the interviews and the transcription notes and the 
audio tapes will be stored securely at the Department of International Business, the University 
of Auckland Business School for six (6) years, after which they will be destroyed. The 
University of Auckland allows six years of data storage for publication purposes. This is a 
well-established procedure at the University and special care is taken to guarantee the 
confidentiality of the information. 
 
Please also note that you will, under no circumstances, be identified as an individual source 
of information. For writing and publishing purposes, all care will be taken to preserve the 
confidentiality of the participants in this study.  
 
You have the right to withdraw from this study at any time. If you consent to participate, you 
also have the right to withdraw the information that you provide before 30

th
 January, 2009. 

 
You will receive a University of Auckland memento as a token of appreciation should you 
agree to participate in this study. You may also request a copy of the findings of the study and 
I will be happy to send you a copy of my finished work once I have completed my doctoral 
thesis. 
 
Should you have any query regarding this study, please do not hesitate to contact me. 
 
Email Address: z.mustaffa@auckland.ac.nz  
Phone Number: 017 353 7960 
 
Alternatively, you may also contact my thesis main supervisor, Professor Snejina Michailova. 
 
Email Address: s.michailova@auckland.ac.nz 
Phone Number: +64 9 373 7599 ext. 88737  
 
Finally, if you have any concerns of an ethical nature regarding this study, you can contact the 
Chair of the University of Auckland Human Participants Ethics Committee at +64 9 373-7599 
extn. 87830. 

 
APPROVED BY THE UNIVERSITY OF AUCKLAND HUMAN PARTICIPANTS ETHICS COMMITTEE ON 16 May 

2007 for 3 years from 16 May 2007 to 15 May 2010 
Reference Number 2007 / 091 

mailto:z.mustaffa@auckland.ac.nz
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Appendix D – Consent Form (Interviews) 
 
 

Consent Form (Subsidiary Managers) 
(Consent Form will be held for 6 years) 

 
Research on Subsidiary Knowledge Outflows and Network 

Embeddedness 
 
I have read and understood the Participant Information Sheet. I 
understand the nature of the research and why I have been 
selected to participate in this research.  I have been given the 
opportunity to ask questions about the study.  
 
 I voluntarily agree to take part in this study under the terms 

and conditions provided to me. 
 
 I understand that I may choose to be audio-taped or not during the interview. 
 
 I understand that in the event that I consent to be audio-taped, I may choose to turn off 

the recorder at any time during the interview. 
 
 I understand that in the event that I consent to be audio-taped, only the researcher and 

her two supervisors have access to the interview tapes. 
 
 I have been informed that the information that I provide will be kept safely at the 

University of Auckland, held for analysis for 6 years, after which they will be destroyed. 
 
 I understand that I will, under no circumstances, be identified as an individual source of 

the information that I provide.  
 
 I understand that I have the right to withdraw from this study at any time. 
 
 I understand that I have the right to withdraw the information that I provide at any time 

before 30
th
 January, 2009. 

 
 I understand that I will be offered a University of Auckland memento upon my 

participation. 
 
 I understand that I may request a copy of the research findings. 
 
 
Name: 
 
Signature 
 
Date: 
 
 
 
 
 
 
 
 
 
 

APPROVED BY THE UNIVERSITY OF AUCKLAND HUMAN PARTICIPANTS ETHICS COMMITTEE ON 16
 
May 

2007 for 3 years from 16 May 2007 to 15 May 2010                 
Reference Number 2007 / 091 
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Appendix D – Interview Guide 
 
INTERVIEW GUIDE 
 
1. Being a subsidiary of a multinational company, you have relationship with your headquarters, 

other peer subsidiaries either in Malaysia or overseas, local and oversea suppliers, local and 
oversea customers, as well as institutions like local government agencies and chambers of 
commerce etc. Which of these relations do you consider the most important to your subsidiary? 

 
2. Can you give specific examples in your subsidiary when this relation has been particularly 

important? 
 
[if they name more than one relations, repeat question] 

 
3. Why not with other relations?  
 
4. Do you maintain social relationships with your colleagues in HQ and other subsidiaries?  
 
5. How would you describe your social relations with HQ? with peer subsidiaries?  
 
6. What about social relations with local counterparts? Your local suppliers, local customers or trade 

associations or government agencies. 
 
7. Do you think/observe that building social relations with these firms beneficial to your firm? Why. 

How does it benefit/not benefit your company? 
 
8. Do you think that your subsidiary is a significant contributor of knowledge to the HQ? or other 

subsidiaries? 
 
9. Can you give specific examples of a situation in which your subsidiary has contributed knowledge 

to the HQ and other peer subsidiaries? 
 
10. Do you think that your office (subsidiary) has benefited from contributing knowledge to the HQ and 

peer subsidiaries? 
 
11. Do you think that your subsidiary has learned significantly from your social relations with the local 

suppliers/customers/agencies? Why / Why not? 
 
12. Can you give specific examples in your subsidiary when this relation has been particularly 

important? 
 
13. Can you give specific examples? 
 
 
Whenever possible, respondents are encouraged to provide practical examples. 
 
 
 
 


