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ABSTRACT

Knowledge transfer is one crucial element in thecpss of knowledge management.
The competitiveness of multinational companies &sda on how efficiently and
effectively they are able to transfer knowledgehteir foreign units. Choosing the right
mechanism for the knowledge transfer is essentiarder to successfully complete the
transfer process. This research is aimed at exglothe mechanisms multinational
companies use in transferring knowledge to theeifm affiliates, as well as the factors
explaining their use, the types of knowledge trarrstl and the challenges encountered.

The frame of reference of this research consistgesfture in knowledge management:
definitions of knowledge, how to create, manage @adsfer it and with what kind of
mechanisms, as well as the impediments in knowlédgesfers. The chosen research
method was qualitative. The data was collected dydacting 10 semi-structured
telephone interviews with Finnish managers of a elstia parent company, who either
were on an assignment in their Estonian subsidhamye time of the interview or had
been on one shortly before it.

The main findings of the research indicate thatppebased mechanisms were
experienced to be the most effective methods msfearing knowledge from Finland to
Estonia. Moreover, it was discovered that formeciadsm in Estonia still affects
people’s behavior and attitudes and that was cersida challenge from a knowledge
transfer perspective. The most challenges wererexped to reside in greater power
distance and in people’s attitudes to change, #sawén their motivation to receive and
absorb new knowledgdlowever, major differences were discovered betwéenold
generation and the young generation of the Estoamployees — between those who
have worked in the Soviet organizations and thdse mave not.

KEYWORDS: international knowledge transfer, knowledge transfechanisms






1. INTRODUCTION

1.1. Background of research

"The basic economic resource...is no longer capitadr natural resources..., nor

labour...It is and will be knowledgé (Drucker 1993: 7, emphasis in original)

Research indicates that knowledge forms the bds&noorganization's competitive
advantage (see for example Argote & Ingram 2000L@®y & Fahey 2000; Davenport
& Prusak 1998: 13). This knowledge-based view efftrm states that dealing with the
knowledge assets — creating, organizing and usieig t with the purpose of deploying
them to create value, is the core activity of orgations. Their performance is
determined by how well those activities are manag@bwledge management is a

relevant subject for organizations (De Long & FaBR890; Grant 2005: 173).

Technology has become increasingly important fomd$i However, it cannot be a
sustainable competitive advantage for organizatioesause technology as such will
disappear over time. The same technology is b#gi@alailable to everyone and
competitors can easily copy most products and csesviMaterial assets decrease in
value when they are used. The value of knowledgetsson the other hand, increases
when ideas are shared. That develops new ideasy@ndviewpoints. A knowledge
advantage is a sustainable advantage (DavenportrdsalR 1998: 16-17). The
superiority of knowledge as a resource stems filoarfdct that knowledge is difficult to
imitate and socially complex (Alavi & Leidner 200Nevertheless, in order to utilize
the advantage, knowledge must be transferred aackdiwith other members in the

organization.

Transferring knowledge within and across organmeti is one important part of
knowledge management. The globalization of todaysiness, as well as the

increasingly intensifying competition among multioaal and global organizations, has
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resulted in a dramatic increase in cross-bordestetions of organizations. This makes
the need for effective cross-border transfer ofwkiedge greater than ever (Bhagat,
Kedia, Harveston & Triandis 2002). Multinationalngpanies (MNCs) must be able to
replicate the knowledge in their foreign units. detive knowledge transfers are the
most important factor for successful, foreign bassoperations (Conn & Yip 1997)
and the primary reason why MNCs exist (Gupta angli@arajan 2000 axowever,
this has proven to be a difficult task for the camigs to achieve (see for example
Husted & Michailova 2002; Goh 2002).

Knowledge management and knowledge transfer hase tpaite extensively studied by
researchers. However, the focus has been primamilthe facilitators and inhibitors of
knowledge transfer. factors that influence the pssc Fewer studies have been
conducted on the mechanisms of knowledge transtethermore, little is known about
the appropriateness of using a particular mechamdrat determines which mechanism
is the most appropriate to use and which is ndirfdaddin, Connell & Klein 2005 b).
This research aims to fill this gap, concentratomgthe mechanisms for transferring

knowledge across borders. In section 1.2., theqaarpf research will be elaborated.

Existing research in the field of knowledge transfelude for example the following
studies: Riusala and Suutari (2004) have examimeddie of expatriates in knowledge
transfer processes, as well as the challenges salwalled internal stickiness factors -
they encounter within those processes. Smale (20@f, for one, has focused on the
global HRM integration. He has explored the mecé@asi organizations deploy in
integrating their global HRM practices and the dastthat influence their use (Smale
2008 a). Kim, Park and Prescott (2003) have studlebal integration in MNCs by
classifying integration modes to centralizationdzhSormalization-based, information-
based and people-based mechanisms. Jasimuddin)(2@38 examined the soft
mechanisms and hard mechanisms and those two mgeisarcombined when
transferring knowledge within a global corporatidrhis study concentrates on inter-
unit knowledge transfers across borders with infdrom technology (IT)-based
mechanisms and people-based mechanisms and omlthatages and disadvantages

they bring to knowledge transfers.
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1.2. Objectives and context of research

This research is aimed at exploring knowledge feamsin MNCs, from the

headquarters into the foreign units.

The objectives of research are:
* What type of knowledge is transferred from a Finngarent company to its
foreign subsidiary and how has it changed over #ime
* What kinds of mechanisms are used to transfer knotvledge and why — what
factors affect the decision to use a certain typmechanism?

* What kinds of challenges are encountered in knaydecansfers?

The context of research is Estonia. This reseailtlexamine knowledge transfers from
a Finnish parent company to its Estonian subsidiaryarticular. Time continuum is
also a part of research: how things have evolveld tivhe. It will be examined what the
situation was like concerning the type of knowledlygg needed to be transferred when
the business operations had only started in Estaompared to how the situation is

today. Predictions for the future transfer needkalgso be explored.

Estonia is an interesting context for research bsedhe country is the most advanced
economy among the Central and Eastern European)(Gitfatries. The transformation
process has been rapid there. Nevertheless, ibeagxpected that half a century of

Soviet occupation has left its mark on the Estobiasiness practices.

Estonia was a part of the Soviet economic systamrméarly five decades, until early
1990s (Varblane 2001: preface). Since that time,ftneign direct investment (FDI)
inflow into Estonia has been increasing, until regeears. Finland is the most important
business partner of Estonia both in export andnjport. When it comes to FDI, Finland
is the second biggest investor after Sweden. Mdsthe FDI (80%) has been
concentrated in Tallinn (Finpro 2008). Some of teasons why Estonia has been an

attractive investment target are the well-developéastructure in the area around
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Tallinn, relatively skilled but also cheap laborde and low production costs (Varblane
2001: 20). Liberal trade policy and the intensivevgh of the economy have also
affected positively the investment decisions (Fng008). However, some of these
initial investment motives are no longer relevartay. Wages and other expenses have
increased so that the foreign investments initi@igned at saving costs are being
replaced by other motives, such as market-seekidgstrtategic-assets-seeking motives
(Varblane 2001: 27). Furthermore, also in Estomierd is nowadays a shortage of

skilled labor force in many areas (Finpro 2008).

Estonia has been the easiest market to do busamessg the Baltic countries and the
Finnish companies have succeeded fairly well ial@sthing their business operations
there. Finnish organizations have a positive in@Edgestonia as a business environment.
The Estonian legislation and other official indibms are on the same level with the
Western one. Nevertheless, there are differenceypared to the Finnish legislation
because the Estonian legislation model to somenexteginates from Germany and

other Central European countries. (Compiler TraokeaP2004.)

There are still differences among unofficial prees but that gap is diminishing due to
Estonia being a member of the European Union anletdoreign investments through
which the Western corporate culture is being broughthe country. Practices are
changing as the older generation retires. The peapter 30 years of age have no
experience of working in the Soviet organizationsl #hat also brings changes to the
Estonian corporate world. (Compiler Trade Portd)2)D
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1.3. Structure of research

The structure of research will be formed in thddieing way: The theory part will be
composed of chapters 2 and 3. In the second chaptecepts related to the definitions
of knowledge are described first. In the endingt,panowledge management and its
different functions are discussed - how knowledg®&andled in the organization. The
third part focuses on the knowledge transfer anthermechanisms with which it takes
place, describing the process of knowledge trangierfactors that affect the use of a
certain mechanism and the challenges related tovledge transfers. The frame of
reference is built up around these themes of tlmviedge management literature. The
main focus is on the knowledge transfer mechanidrhs. fourth chapter presents the
methodology, how the research is conducted, antiaes the validity of study. The
fifth chapter presents the empirical findings. e tast chapter, conclusions are made,
as well as the contribution of the study is indechind suggestions for further research

are given.
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2. ORGANIZATIONAL KNOWLEDGE

In this chapter, the goal is to clarify the compt®ncept of knowledge, how it can be
defined, and in what form it exists in the orgatia Subtitles 2.1. - 2.3. will deal with
these issues. Subtitle 2.4. will handle the knog#edhanagement and focus on how

knowledge is generated, as well as how it is staretiretrieved in the organization.

Knowledge is essential for organizations. Employe®sl machines are valuable
primarily because they possess knowledge (Grark:2008).Knowledge exists at three
levels: individual, group and organizational levalsl is embedded in various parts in
the organization (De Long & Fahey 2000). Knowledige in tools and technology, in
tasks and their interrelationships, and in theotarinetworks. However, the biggest part
of knowledge is embedded in individual members & torganization. Human
interactions are recognized as the primary sourémawvledge and knowledge transfer
(Argote & Ingram 2000).

Knowledge is valuable because it is close to actiarowledge should be evaluated by
the actions to which it leads (Davenport & Prus@R& 6). Knowledge is also a very
complex resource: many types of knowledge are sgcaranost situations it is difficult

to transfer and complex forms of knowledge may ifigcdlt to replicate (Grant 2005:
173). Knowledge can be viewed from several persgect For example, Zack (1999)
views knowledge both as abject something to be stored and manipulated, and as a
processin which expertise is applied. According to hionganizations should manage

knowledge as both, in practice.

The following subtitle deals with the definition darcategorization of knowledge.
Knowledge is not an easy term to define. One walyyimg to define it, is to specify

what it is and what it is not.
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2.1. Data, information and knowledge

One of the most well-known distinctions in litensus made between data, information
and knowledge (Hislop 2005: 15). These terms oftanse confusion because they
resemble one another. Although they are relateeatth other, they do not share the
same meaning. Nonetheless, in order to succeede@nwbbrk of knowledge, it is
important to be able to separate the terms andrstahel how to get from one to
another (Davenport & Prusak 1998: 1).

Datais the smallest component of knowledge (Gronrod32@16). It can be described
as observations or facts out of context, in an rmmgdional setting often called
'structured records of transactions’, which sintpliywhat has occurred without giving
any meaning (Davenport & Prusak 1998: 2; Zack 19P8ja can be mere words or raw
numbers derived from an observation or measureifitistop 2005: 15). Data always
needs interpretation. Know-how, which can be ola@imwith training or some other
form of learning, is the key in converting dataoirmiformation (Grénroos 2003: 116).
Data itself is not very useful. However, for orgaations it is vital because data creates

information (Davenport & Prusak 1998: 3).

Information , for one, has a relevance or purpose. Adding meanithe intellectual
input - to the data, makes it information. When data i<qdain some meaningful
context it converts into information. It has a semndnd a receiver. Information is meant
to affect the behavior and the opinions of the ikee It has a shape by being organized
to some purpose (Davenport & Prusak 1998: 3-4; Zh@89). Although one can
interpret information, it does not have any valueas one knows how to apply it in
use. Information must be further refined to knowkedwhich is information applicable
in a certain context or function (Gronroos 20036)11

Definition for knowledge is not as easily explained. It is much broadegpée and
richer concept than data or information. Accordiodavenport and Prusak (1998: 5),
knowledge combines framed experience, values, xtugkinformation and expert
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insight, which can create a framework for evahgtiand incorporating new
experiences and information. Knowledge is createtiapplied in the minds of people.
According to Alavi and Leidner (2001), once infoitioa is processed in the mind of
individuals, it is converted to knowledge. In orgaions, knowledge resides in print-
out forms, such as documents but also in the pesstroutines, processes and norms of
an organization. The intuitiveness of knowledges fhct that it cannot always be
written down or explained in words, makes it hardihderstand (Davenport & Prusak
1998: 5-6).

DATA INFORMATION [ KNOWLEDGE

= facts, raw numbers I::> = Interpreted data

Figure 1. Conversion of data to knowledge (Alavi & Leidr€01).

= Personalized
information

2.2. Different types of knowledge

There is often confusion about knowledge and kndgéemanagement, which is due to
the fact that it is often unrecognized that there at least three different types of
knowledge: human knowledge, social knowledge andacired knowledge. All three
types of knowledge should be taken into accoumnfrove an organization's ability to
create, share and use knowledge. (De Long & Fab@g.»

Human knowledge exists in individuals and usually combines bothttaad explicit
knowledge. It is embedded in skills, expertise experience of individuals — what they
know or know how to do. Examples of human knowledge the ability to play the
piano and to speak foreign language&cial knowledge resides only in the

relationships between people and within groupis. $bcial knowledge when a team,
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such as a group of scientists, possesses knowtedyés more valuable when shared
among all the members in the team than owned hpdisidual members. It is mostly
tacit in nature and is developed only by peoplekimg together. Social knowledge
leads to a good collaboration between group memigrsictured knowledge is
explicit and rule-based and can be found in syst@mxesses, tools and routines of an
organization. Whereas the two previous types ofwkedge need a human knower,
structured knowledge can exist independently. 8iread knowledge is an

organizational resource. (De Long & Fahey 2000.)

2.3. Dimensions of knowledge

Garud and Nayyar (1994)assify knowledge along three dimensions, whieghsample

versus complex, independent versus systemic andiciéxpersus tacit. The first

dimension,simple versus complexrefers to the amount of information that is neede
to accurately and completely go through with tlaesfer process. Complex knowledge
causes more uncertainties and requires more faatd@aimation, thus making its

transfer more difficult. To transfer simple knowdgd requires less information and is
therefore easier and faster to convey comparedotoptex knowledge. The second
dimension,jndependent versus systemjadeals with the extent to which knowledge is
embedded in the organizational context. Indepenkeatvledge can be described by
itself. In order to describe systemic knowledgewéweer, it must be done in relation
with the knowledge residing in the transferring argation, thus making its transfer

more problematic.

The third dimensiongxplicit versus tacit deals with how articulated or implicit
knowledge is. Knowledge can be either explicit awittin nature. The distinction was
originally made by Polanyi (1966). Explicit knowbtssl lies in formal rules, tools,
processes and sets of instructions. It is systematid can be easily codified,
communicated and articulated in formal language (IDag & Fahey 2000; Pan &

Scarbrough 1999). It is easily understandable aad dot require any explanation or
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interpretation. Typical explicit knowledge is almasything that can be read in printed
material, books, magazines or on the computer sqi@einroos 2003: 117). There are
several advantages of using explicit knowledge nnogganizational setting. Explicit
knowledge can exist independently, without a humaner. If an employee leaves the
company, the knowledge will not disappear with higrplicit knowledge is also easy to
communicate and share with others and it can beqex through Intellectual Property
Rights. The disadvantage of explicit knowledgehist tstoring that kind of knowledge
usually requires huge and costly investments iarmétion technology. It is also fairly

easy for competitors to copy it (Jasimuddin, Ki&i©€onnell 2005 a).

Tacit knowledge is not available as text. It is stiimg we know but which is very
difficult or even impossible to write down or explan words to another person (De
Long & Fahey 2000; Pan & Scarbrough 1999). Polé&b966: 4) states: “We can know
more than we can téll Tacit knowledge is intuitive and is gained bymdpithrough
experience and practice. It cannot be studied inuala. It is difficult to transfer and to
utilize in a company. Tacit knowledge is not easdgognized, even its owner may not
be aware of its existence (Viitala 2005: 132, 204).example of tacit knowledge is
surgery skills. It is not possible to become a swydoy only reading text books but
those skills must be learned by doing and pradiciihe benefit of tacit organizational
knowledge is that hardly any investments in infaioratechnology are needed. Tacit
knowledge is quite safe from attempts of copyingl @ngenerates plenty of new
innovation in the company. One disadvantage istd@t knowledge is difficult to store
and communicate to others. In addition, tacit kremge is easily lost if the person
possessing it leaves the company and no measuxes deen taken to retain the
knowledge in the organization. Furthermore, tacibwledge is not protected by
Intellectual Property Rights (Jasimuddin, Klein &rhell 2005 a).

Generally, within a company there lies plenty afitt&nowledge. The challenge is how
to articulate that knowledge to others (Viitala 20094). According to one research, 80
percent of the knowledge that needs to be tramgfas tacit in nature, thus improving
the processes to disseminate it is a relevant i&suerganizations (O'Dell & Grayson

1998). The main difference between explicit andt tatowledge lies precisely in their
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transferability. Explicit knowledge can be transéel through communication
regardless of time, space or people involved. Tkwedwledge can only be learned
through its application, which makes its transfetween people a slow and a costly

process with no guarantee of the outcome (Granb:201B).

The difference between tacit and explicit knowledgaes an important strategic
implication. If explicit knowledge can be transtreasily, it is not wise to use it as the
company's sustainable competitive advantage bec#usan easily leak out to
competitors. The distinction between tacit and iexpknowledge has also implications
to the firm’s decision making strategy. The effesd transfer of explicit knowledge
enables a centralized decision making in the omgaion. However, if the knowledge is
tacit, decision making should be located with tkegle where the knowledge lies. For
example, if sales people have tacit knowledge abioeit customers and how to do
business with them, they should be allowed to madé&eisions independently. The
decision making authority should not be restricbedly to the sales managers who do
not possess that relevant knowledge for successfsiness operations. (Grant 2005:
173-174.)
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Table 1. Characteristics of explicit and tacit knowledgasithuddin, Klein & Connell
2005 a).

Characteristic Tacit knowledge Explicit knowledge
Content Non-codified Codified
Articulation Difficult Easy
Location Human brains Compuytartefacts
Communication Difficult Easy
Media Face-to-face contact tnfation technology
Storage Difficult Easy
Strategy Personalization Impesadization
Ownership Organization and @rgation

its members

2.4. Knowledge management

Leading management and organization theorists aifgaieto remain competitive, an
organization must be able to “efficiently and effeely create, locate, capture, and
share knowledge and expertise” (Zack 1999). Thega®es and practices through
which companies generate value from knowledge a&ferred to as knowledge
management. Originally, it encompassed informatemmnology: how to store, analyze
and disseminate information. Subsequent develomsriemte focused less on data and

more on organizational learning (Grant 2005: 172).

Knowledge management can be divided into two mairedsions: effective control of
knowledge and the processes to increase, distrignudeabsorb it (Viitala 2005: 32).
Nowadays, when the lifespan of new knowledge isrtehahan before, effective
knowledge management must excel in two tasks: iogeadnd acquiring new
knowledge, as well as sharing and mobilizing itoaer the organization. Constant
generation of new knowledge is essential if a fimants to remain competitive and the
knowledge must be made accessible for everyonerderao prevent people from
making the same mistakes twice or reinventing tesolutions (Gupta & Govindarajan
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2000 b).

According to Zack (1999), in order for the knowledgtensive organization to grow
and to become efficient, the dispersed knowledgstrha combined and shared. Yet,
this is not well understood in organizations. Z&t899) states that tacit knowledge, in
particular, is poorly recognized outside of itstigilace. The biggest challenge for
organizations is to spread and share internal kedgd. Organizations are complex
entities. The knowledge that is needed and useceng hard to describe. Often the
knowledge, which is embedded in organizations &ttred, hard to locate and to
transfer, random, dispersed and poorly - if at afiilized. The problem is that in many
cases it is not defined what kind of knowledgeasded and used in organizations. This
results in a random acquisition, processing andrgtcof knowledge (Viitala 2005:
199).

The purpose of knowledge management is to enharganiaational performance by
explicitly designing and implementing tools, proses systems, structures, and cultures
to improve the creation, sharing and use of at¢hypes of knowledge that are critical
for the decision making. In order to effectivelyhance an organization's capacity to
manage knowledge, managers must take into conswmlerall three types of

knowledge: human, - social- and structured knowdedDe Long & Fahey 2000.)

The different views of knowledge, briefly discussedhapter 2, affect the perceptions
on knowledge management, as well. If knowledge imved as an object, then
knowledge management should focus on building aadaging knowledge reservoirs.
If knowledge is considered as a process, thenabgsfshould shift to knowledge flows
and the processes to create, share and dissemir{alavi & Leidner 2001.)

Knowledge management is a process involving diffeeetivities. It varies in terms of

the number of activities and how they are referted For example Gupta and
Govindarajan (2000 b) propose the elements of timvledge transfer process to be
knowledge creation, knowledge acquisition, knowkedgetention, knowledge

identification, knowledge outflow, knowledge transsion and knowledge inflow (See
table 2).
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Table 2. Elements of the knowledge management process &&u@ovindarajan 2000
b).

Knowledge creatin = learning by doing
Knowledge acquisition = internalizing external knowledge
Knowledge retention = minimizing the loss of proprietary knoage

Knowledge identification = identifying knowledge-sharing opportunities

Knowledge outflow = willingness to share knowledge

Knowledge transmission = effective and efficient transmission chantriefs
tramsfng knowledge

Knowledge inflow = willingness to receive knowledge aisé it

The process can be said to include the minimum afr factivities: creating,
storing/retrieving, transferring and applying kneddge (Alavi & Leidner 2001).
Knowledge generation and knowledge storing/retniguiill be discussed next in the

following paragraphs and knowledge transfer in tbap.

2.4.1. Knowledge generation

There are two methods for an organization to geeekaowledge:creation of
knowledge which means that knowledge is created internalthin the company and
acquisition of knowledgewhich means that existing knowledge is identifiead a
absorbed outside of the organization (Grant 2006:1177).

Davenport and Prusak (1998) propose six differeajtssow an organization can obtain
knowledge. The first method &cquisition: The most straight-forward way to acquire
knowledge is to buy it. A company can either buyoaganization, which has valuable

knowledge or hire knowledgeable employees. Therskowethod isental: Knowledge
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can be leased or rented from outside of the comfRenting knowledge usually means
renting the knowledge source, such as a consuiieed for a project. This normally
includes some degree of knowledge transfer tolieatc The third method idedicated
resources One way to generate knowledge is to dedicateuress for it, such as R&D
units, of which the only purpose is to create nawowledge for the company. The
fourth method igusion: The purpose of fusion is to bring together peoplé warying
opinions to work on a problem and forcing themhmk of a common solution. The
fifth method isadaptation: The changing external and internal environmemtes
businesses to adapt. If firms do not respond ®ribed of change, they will fail to keep
up with the business development. Finally, thelsmethod iknowledge networking
Knowledge can also be generated through informialerés within companies. When
group of people with the same interests come tegedind share their thoughts and
ideas with each other, over time, that generates kiwledge in the organization.
(Davenport & Prusak 1998: 52-66.)

The most well-known theories of knowledge creationliterature are the ones of
Nonaka. He emphasizes the role of a dynamic compatyonly as an information
processer but also as a knowledge creator (Non8R4)1 There was a time when
Japanese companies were very successful in thedsssworld. According to Nonaka
and Takeuchi (1995: 3), their successfulness stehfroen their unique capabilities of
creating and managing new knowledge. New knowledlygays begins with an
individual. Organizations cannot create knowledgghaeut the social interaction of its
members. The dynamic model of knowledge creatiopased on the assumption that
human knowledge is created and expanded througal soteraction between tacit and
explicit knowledge. This interaction is called tkeowledge conversion (Nonaka &
Takeuchi 1995: 61). Existing knowledge can be cdedeto new knowledge through
four patterns (Nonaka 1994).

Nonaka’s and Takeuchi's (1995) model of knowledgaversion is called the SECI-
model. In this model, organizational knowledge ticea involves a continuous
interaction between tacit and explicit knowledgé. forms a growing spiral as

knowledge moves through individual, group and oizgtional levels. The four modes
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of knowledge conversion are: socialization, extgza#on, internalization and

combination.

In the socialization mode, tacit knowledge converts into new tacit kremlgle. People
learn tacit knowledge directly from others by obgsy, imitating and practicing
without using language. The newly acquired skillscdme part of their prior tacit
knowledge base. However, socialization is not ay \ffective form of knowledge
creation because the knowledge does not conveskpbcit and thus disseminating it
across the organization is very difficult. (Nona&dakeuchi 1995: 62-64, 70.)

Combination refers to converting explicit knowledge into newpksit knowledge.
This happens when a person gathers pieces ofrexistiplicit knowledge and combines
them into a new whole by sorting, adding and regatizing. People combine
knowledge through documents, meetings and telepbomeersations, for example. The
combination mode neither increases the organiZati@xisting knowledge base.
(Nonaka & Takeuchi 1995: 67-68, 70.)

The last two modes of knowledge creation involve ihteraction between tacit and
explicit knowledge. That is when the company’'s kiemlge base increases.
Externalization refers to converting tacit knowledge into new esiplknowledge.
Tacit knowledge is changed into a form, which carebsily shared with other members
in the organization. This mode is also called cattition' because externalizing tacit
knowledge occurs by talking to others, by artidagt (Nonaka & Takeuchi 1995: 64-
67.)

Internalization refers to converting explicit knowledge into takiowledge. It is

related to “learning by doing”. When new knowledge disseminated across the
organization, people start using it and at the same begin to internalize it. It means
that the new knowledge deepens and broadens theéerstanding and increases their
existing tacit knowledge base by becoming valuasieets. However, in order for the
organizational knowledge creation to occur, thettaoowledge developed at the

individual level must be socialized with other meard) which starts a new spiral of
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knowledge creation. (Nonaka & Takeuchi 1995: 69-70.

Closely related to the SECI-model is the concepbaf, which translates into “place”.
It means a shared space, either physical, mentacombination of them, where people
interact with each other. It is a common spacecfeating knowledge. What separates
ba from ordinary human interference, is its assmmawith knowledge creation. Ba is a
platform for encouraging individual and/or colleetiknowledge. Knowledge resides in
ba where it is acquired through a person’s own e&pees or reflections of them from

other people. (Nonaka & Konno 1998.)

There are four types of ba, which correspond toftlie stages in the SECI model: 1)
originating ba, 2) interacting ba, 3) cyber ba, a)dexercising baQOriginating ba
encompasses the socialization stage of knowledgation and is the first ba from
which the process begins. It is the place whereplpeshare feelings, emotions and
experiences through face-to-face contateracting ba represents the externalization
process. It is the place where tacit knowledge daverted to explicit knowledge
through dialogue and collaboration between pedpyber ba refers to the virtual space
of interaction and it represents the combinatioagst Combination of explicit
knowledge works best in collaborative environmestgere information technology is
utilized. The exercising ba supports the internalization stage by enhancing th
conversion of explicit knowledge to tacit. The exging ba is a place where people can
continuously and actively learn. Ultimately, an amgzation’s knowledge base will be
formed as the knowledge generated in each ba redghbinderstanding the different
characteristics of ba can enhance an organizatitn®vledge creation process.
(Nonaka & Konno 1998.)
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Tacit knowledge to Explicit knowledge
face-to-face

Tacit knowledgé™ Socialization Externalization

from Originating ba Interacting ba
Internalization Combination
Explicit knowledge o
Exercising ba Cyber ba

group-to-group

7

Figure 2. Modes of the knowledge creation and the four charestics of ba (Nonaka
1994; Nonaka & Konno 1998).

2.4.2. Knowledge storing and retrieval

After the organization has obtained knowledge, egithy creating it inside or by
acquiring it from outside, the knowledge must baresdi and organized in order to be
effectively utilized in the organization. At thitage, information technology plays a key
role by creating databases for storing the knowdealg) well as for accessing it (Grant
2005: 176). In order to gain the maximum benefinfrknowledge, an organization
should carefully define their knowledge stocksamts of their:

- important concepts, categorizations and definitions

- rationale for the functions and end results;

- situations and intentions for developing and apy\knowledge

- links between different knowledge types (Viital2020204).

The storage, organization and retrieval of knowéedgre also referred as the
organizational memory (Stein and Zwass 1995). iit lsa found in various forms in an
organization. Organizational memory resides in temit documentation, structured

information stored in electronic databases, codifieman knowledge stored in expert
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systems, documented organizational procedures aondegses, as well as tacit
knowledge acquired by individuals and networksnalividuals (Alavi & Leidner 2001).

In literature, there is a distinction made betweetividual and organizational memory.
Person’s observations, experiences and actions floemndividual memory (Alavi &
Leidner 2001). Stein and Zwass (1995) define aammptional memory, also known as
a collective memory, as the means by which knowdddgm the past influences present
organizational activities. Organizational memorycludes components, such as
organizational culture, information archives, plegsiwork setting and production
processes and work procedures. Advanced computbndkgy and sophisticated
retrieval techniques, such as query languages antihmedia databases can be efficient
tools in improving the organizational memory by exfieg up the access to it (Alavi &
Leidner 2001).

Technology is considered essential in knowledgerggo Yet, its relative importance
depends on the knowledge management strategy daimation decides to pursue.
According to Hansen, Nohria and Tierney (1999), axganization can use either
codification or personalization to manage theirwlsalge. In codification, knowledge
is codified and stored in databases, making ITsipeinsable in organizations adopting
the codification approach. The goal is to reusstexg knowledge with high-quality and
reliable information systems. These systems shbeldcomparable to an electronic
library where there is a variety of different docenmts, as well as search engines with
which to find and use the needed documents. Bigstments in IT are necessary in
order to keep the systems up to date. In persaimliz, knowledge is shared through
direct, personal contact. The purpose of IT in dase is not to store knowledge but to
facilitate the communication of knowledge betwe@ople. Instead of developing IT
systems, the goal is to develop social networkd twanect people so that tacit
knowledge can be more easily shared. Thereforeyyhewestments in IT are not

required in organizations adopting the personatimadipproach. (Hansen et al. 1999.)

In this second chapter, the concept of knowledge defined, as well as the different

types and dimensions of it were described. Theouarelements of knowledge transfer
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process were presented, with the main focus beingceeating and acquiring

knowledge, and storing and retrieving it in theasmigation. The following chapter will

concentrate on one key element of the knowledgeagement process and the key
theme of this research: transferring knowledge sxctworders. In 3.1., the process of
knowledge transfer is described. In 3.2., the factbat affect the choice of mechanism
are introduced. In 3.3., the barriers impedingctite knowledge transfer are presented.
Lastly in 3.4., the knowledge transfer mechanisresdéscussed: the two different types

of them, and the advantages and disadvantageptbeigle for the transfer process.
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3. CROSS-BORDER TRANSFER OF KNOWLEDGE

Cross-border transfer of knowledge has becomeewast issue due to globalization.
Firms are organizing themselves globally, in sedocmew markets, lower labor costs
and expertise. In addition, other business tresuish) as increased use of joint ventures,
strategic alliances and mergers and acquisitianphasize the importance of effective
transfer of knowledge across organizations (Argloigram, Levine & Moreland 2000).
Nowadays, organizations realize better than befeeemportance of knowledge to the
organizational competitiveness and have startgghyomore attention to the process of

transferring knowledge from one place of the orgaton to another (Dixon 2000: 1-2).

Organizations, which are more capable in the kndgéetransfer process, are more
productive and more likely to manage harder timmamared to those firms that are not
so skilled at it (Argote et al. 2000). However,edfective knowledge transfer is difficult
to achieve (Argote et al. 2000; Zack 1999). Nowadayganizations are such complex
entities that the knowledge in them is fragmentedowledge is hard to locate and
disseminate. Most of the knowledge potential isehgrleft untapped (Zack 1999).
Huber (1991) has discovered that organizationshafte not know what they know and
have weak systems for locating and retrieving kieolge that resides in them. In many
cases, organizations recognize important knowleoigtethey do not know how to

effectively transfer it across borders (Conn & Y@07).

Riusala and Suutari (2004) have studied what tydenowledge expatriates transfer to
their foreign affiliates. The results indicatedtthrarious types of knowledge are being
transferred. They can be classified to seven cagsgananagement knowledge, cultural
knowledge, sales and marketing knowledge, techracel production knowledge,

product/service knowledge, HRM knowledge and actingfiinance knowledge. In a

study by Smale and Suutari (2008), the key typeknofvledge that were transferred
from Finland to the subsidiaries in Estonia and dbz&epublic were management
knowledge, such as reporting principles and issuresstrategic and operations
management, cultural knowledge, which included camypralues, and technical
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knowledge. Transfers in marketing knowledge and HRlMdwledge were discovered to

be less emphasized.

3.1. The process of knowledge transfer

In literature, there are several definitions fondkwledge transfer’. May, Puffer and
McCarthy (2005) describe it as "a process of systally organized exchange of
information and skills between entities”. Jasimud(®005) defines it with more detail,
proposing that the factors in the process includgh whom to transfer (agents
involved), what is to be transferred (content aadtext of knowledge) and how it can
best be transferred (mechanisms). Davenport ansbRr(1998: 101) stat&ransfer =
Transmission + Absorption (and Use) The equation emphasizes that in addition to
having two actions in the transfer process, senttiegknowledge and the absorption by
the receiver, knowledge must also be taken in userder to make the transfer
complete. If the absorbed knowledge does not camsechange in behavior, it is

useless.

Szulanski (2000has created a process model for knowledge transfech identifies
different stages. The process includes four staglesh are initiation, implementation,
ramp-up and integration. Thiaitiation stage starts when a knowledge gap in the
organization is detected, which is followed by #earch for opportunities to fill that
gap. Ultimately, the decision to proceed with tih@nsfer is made. Initiation stage
includes all the events prior to the decision ems$fer. When the transfer decision has
been reached, theémplementation stage begins.At the implementation stage,
information and resources are exchanged betweesetier and the receiver. Transfer-
specific social relations are established betwéenpirties involved. The information
and material flow is typically the highest at tstage. The transferred practices may be
adjusted to fit the needs of the recipient. Tamp-up stage begins when the receiver
starts using the new knowledgk. this stage, the recipient has to deal with urexed

problems when using the new practice. At first,dbage is quite ineffective but a
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satisfactory level will be reached with time. Whemns has been accomplished, the
integration stage begindWhen a satisfactory performance has been readhedisage

of new knowledge becomes routinized and it wiliftegrated in the firm’s operations.

Formation of the Decision to First day Achievement of satisfagto
transfer idea transfer of use performance
Initiation Impientation Ramp-up Iméeigpn

Figure 3.The process of knowledge transfer (Szulanski 2000).

According to Gupta and Govindarajan (2000 a), éffecknowledge transfer within or
between one or more organizations is a functiai@following five elements:

The first element is thealue of source unit's knowledge stockThe greater the value
is, the greater is its attractiveness for othetsuiihe second element nsotivational
disposition of the source unit There can be many barriers, which may reduceiités
motivation to share knowledge, such as inter-undlry. The third element igxistence
and richness of transmission channeisClear communication channels, as well as
open and frequent communication between the pafdictate the knowledge flows
across organizations. The fourth elemenimigtivational disposition of the target
unit: The managers in the target unit may refuse tqtatltee knowledge from the
source because of ego-defense mechanisms and swuggles. That kind of resistance
is based on ignorance or underestimation of theevaf knowledge. The fifth element
is absorptive capacity of the target unit It is defined as the ability to not only receive
knowledge but also assimilate and use it. The clibsenew knowledge is to the target
unit's prior knowledge and the greater the sintilsi between the source and target

unit, the higher the absorptive capacity of theendgng unit.



32

3.2. Factors affecting the choice of knowledge transfechanism

There is an understanding that knowledge transfiéo@ successful if an appropriate
mechanism is used. The ‘appropriateness’ refettsa@xtent to which the mechanism is
useful and suitable to carry through the transfiec@ss (Jasimuddin 2007). Dixon
(2000: 22-28) proposes that there are three ajtanhich affect the process of
knowledge transfer: )ho the intended receiveris (in terms of similarity of task and
context): It is argued that the more similar thgktand the context of the knowledge
receivers are to those of the knowledge senderdydttier the transfer method will work
in that situation. 2Nature of the task(in terms of how routine and frequent it is): The
statement with this criterion is that if the tasécors frequently and is routine with
established stages, the knowledge will be traressfiermore effectively. 3)lype of
knowledge being transferred The more explicit the knowledge and the smalter t
scope of knowledge (the less different functionaaa impacted by the implemented
knowledge), the better the transfer results. Thbesme factors influence the choice of
knowledge transfer mechanism. Other factors emerigech research, which are
suggested to affect the choice of transfer mecharase the status of the actors,

personal ties and the location.

Several other authors also argue that tifje of knowledgeis a crucial factor in
choosing the most convenient transfer mechanisef(geexample Smale 2008 b; Goh
2002). There must be an appropriate fit betweertyibe of knowledge and the transfer
mechanism. Guzman and Trivelato (2008) emphasiteutiderstanding the distinction
between tacit and explicit knowledge and its sigaiice to the firm's knowledge
transfer processes is vital because the processemsfer codified-oriented knowledge
are different from the ones needed to mobilizettacented knowledge. The transfer
mechanism must be tailored to the type of knowledgeder for the transfer process to
be efficient and effective. In this context, effiocy refers to the cost and speed of the
transmission channels, and effectiveness to whetigereceiver has actually received
the message (Gupta & Govindarajan 2000 b). Sim(i8089) states that the degree of
tacitness determines how well and how easily kndggecan be transferred across
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organizations. Explicit knowledge is what is prohter stored in manuals, patents,
reports and databasdscan be easily articulated and captured. To trartkferkind of

knowledge, technology-based, structured processed) as information systems are
suitable methods (Goh 2002). Tacit knowledge temgenerally requires extensive
personal contact. The transfer relationship maybpagnership, mentoring or an
apprenticeship but some kind of working relatiopsisi usually needed (Davenport &
Prusak 1998: 95). When taking into considerati@ndiassifications of knowledge, one
can roughly conclude that when knowledge is explagimple or structured in nature,
IT-based mechanisms are the most appropriate tommeas when knowledge is tacit,

complex or social in nature, people-based mechangemore suitable.

Previous research indicates that skegus of the actorsinvolved in the transfer process

also affects which knowledge transfer mechanisich@sen. If the members are at the
same organizational level, any mechanism can be. udevertheless, face-to-face

interaction is preferred if it is possible in thatuation. When another member is at a
higher organizational level, such as an immediateskor a second line manager, IT-
based tools are the preferred choice. When the pHréy is a second line manager, soft
tools are almost never used to transfer knowle@gsimuddin 2007.)

Personal tiesbetween the members also affect the transfer psoddnere are two kinds
of ties: strong personal ties and weak personal ¥When people have strong personal
ties, they tend to be indifferent about which meusm to use. However, when ties are
weak, IT-based tools are most likely employed. Yetsome situations people-based
mechanisms are used to improve the current reldtipnif the personal ties are not
strong. (Jasimuddin 2007.)

Location between the knowledge senders and receivers plapnainant role in
selecting the appropriate transfer mechanism. @areral level, it can be argued that
the longer the distance between the members, the likely an IT-based mechanism is
chosen, such as an e-mail. People-based toofsegigently used when the parties are
at a close distance. Using face-to-face interastiora distant proximity might be very

inefficient because of higher costs involved. (Fasidin 2007.)



34

3.3. Impediments in knowledge transfers

Knowledge transfers are always problematic but @afpg¢ when the transfers take
place between different countries. Knowledge isagtvcontext-related (Jasimuddin
2005) and when the parties of the transfer proegsslocated in different country
contexts, which add cultural and institutional éadges, a successful transfer is even
harder to accomplish. Impediments to knowledgesfeas can be said to include the
characteristics of knowledge, knowledge sender&ragipient’s ability and motivation
to receive/share and absorb knowledge, the rekdtipnbetween the parent company

and the subsidiary, as well as country-level factor

As it has been stated before, tacit dimensionsnowkedge complicate knowledge
transfers. Kogut & Zander (1993) have introducegdhconstructs, which measure the
tacitness/explicitness of knowledge: codifiabilityeachability and complexity.
Codifiability measures the degree the knowledge loanencoded and expressed in
printed format, such as a document or a databasehability measures how easy it is
to teach the knowledge to a new audience and compleefers to the knowledge

including interacting elements.

Burgess (2005) has studied employee willingnesshare knowledge by dividing
motives into four levels: individual, interpersonadlationship and group. According to
her research, the biggest barriers to knowledgesfieas are the lack of organizational
rewards for sharing knowledge and rivalry betweeitsu Szulanski (1996), for one, has
discovered that instead of motivational factorsjam®arriers to internal knowledge
transfer are knowledge-related, such as the reteivack of absorptive capacity,
ambiguous interpretation of knowledge and a difficalationship between the sender

and the receiver.

Kostova and Roth (2002) have placed knowledge fieans an international context
and created a framework, which applies particulaslyMNCs transferring knowledge
into their foreign subsidiaries. There are two eaig, which affect knowledge
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transfers: the external institutional context ofcantry and the internal relational
context within an MNC. Institutional context refdsthe country’s institutional profile
including regulatory components (laws and regutetjpnormative components (values,
beliefs and norms) and cognitive components (in&gbions and frames of thought).
The more these components differ between two casnin other words the bigger the
institutional distance is, the harder it is to &¢ei a successful transfer. The external and
internal environment can cause institutional pressun MNCs when the subsidiary
should comply with the local laws and national eslubut at the same time, is expected
to follow the rules of the parent and adopt thesptis values, as well. (Kostova & Roth
2002.)

Relational context refers to the parent-subsidieglationship. That relationship is

defined through three characteristics: dependdnest, and identity. Dependence refers
to the belief of the subsidiary managers that the i1 dependent on the parent in
providing crucial resources, such as technology eeguital. Trust is defined as the

parent having good will and acting honestly and\yaowards the subsidiary. Identity

refers to the degree of attachment the host emefolgave for the parent. The lower the
dependence, trust and identification, the morelehgés are encountered in knowledge
transfers. (Kostova & Roth 2002.)

In Kostova's (1999) earlier research, the theoattidramework incorporates
organizational context, in addition to the relaiband social (country’s institutional
profile) contexts. Organizational context refersthe organizational culture in the
receiving unit. It includes the degree of favorapilor learning, innovation and change,
which affects how successful the knowledge transiétbe, as well as how compatible
the values of a specific practice are with the aofethe unit's organizational culture.
Based on the work by Kostova (1999), Szulanski §13d Kogut & Zander (1993),
Riusala and Suutari (2004) have created an iniggrdtamework consisting of
impediments on the country-level, unit-level and garent-subsidiary-level, as well as
of the barriers related to the characteristicsraividedge. This framework will be used
in the empirical part when presenting the challesngecountered in knowledge transfers

from Finland to Estonia. The framework will be Wiyeoresented next.
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The barriers related to theharacteristics of knowledgeinclude: codifiability — it is
very hard or impossible to codify knowleddeachability— teaching the knowledge is
slow and difficult, anacomplexity— knowledge is multifaceted and is not easily reksdi
Barriers related to thgocial contextinclude:regulatory- transferred knowledge is not
compatible with the local laws and regulationsymative— knowledge is incompatible
with the national values of the host country, amdjnitive - local employees have
trouble understanding the knowledge. Barriers ®diganizational contextinclude:
the general climate in the host unit is not supportive towatdarning and change,
practice-specific- there is a collision between the unit’'s orgatitaal culture and the
transferred knowledge and thbsorptive capacity- local employees lack the skills to
implement and utilize the knowledge effectively.stlg, barriers to theelational
context include:commitment- local employees are not committed to workingams
the parent’s goals and objectivedentity — local unit cannot identify itself with the
parent but regards itself as a distinct utnitst — host employees question the parent’s
motives, ancpower dependence the degree to which the unit could exist withthe

parent company. (Riusala & Suutari 2004.)
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3.4. Mechanisms for knowledge transfer

Knowledge transfer mechanisms are the media throwglth the knowledge is

transferred. Mechanisms can be broadly classifieal two dominant categories based
on the tacit-explicit dichotomy (Jasimuddin 2008here are different ways how these
categories are referred to. Hansen et al. (1998aksf codification approach and
personalization approach as methods to transfemargtional knowledge. Jasimuddin
(2008) talks of hard mechanisms and soft mechanidihe first category tends to
transfer tacit knowledge through face-to-face conéand the latter explicit knowledge

with information technology (IT) (Jasimuddin 2008).

3.4.1. IT-based mechanisms

Knowledge, which is explicit, objectified and egsdrticulated in words, can best be
transferred through IT-based mechanisms. Examplesich knowledge are product
designs and specific manufacturing processes (mEpPinur 1998;Jasimuddin 2005).

IT-based mechanisms include several, differentkioidtools. Huber (1991) lists some
examples: groups support systems, groupware, c@mpsasisted communications
technologies including the Internet, intranets, atmvoice mail, video conferencing
and electronic bulletin boards. In table 3, there aome IT-based mechanisms

presented in more detail.
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Table 3.Examples of IT-based mechanisms (Roberts 2000).

Electronic mail (e-mail): For daily communication and transfer of documents
(agendas, schedules, reports etc.).

Voice mail: Asynchronous audio communication.

Teleconferencing:Telephone conversation between more than two people

Video conferences:Group meeting among people in different geograpHazations
(often formal).

Desktop videoconferencing:One-to-one meeting, or small groups (often infojmal
May include shared computer displays.

CAD and CAM: For the transmission of specifications from des@manufacturing.
Discussion lists:Information can be shared and stored through cquestand answer

[%2)

encouraging the codification of knowledge.
Information databases:For open access to different data.

Groupware: Includes services listed above and is becoming maeidespread

Examples are Lotus Notes and Novell Groupwise.

It is suggested that IT mechanisms play a centlal in the transfer of organizational
knowledge (Alavi & Leidner 2001). They are the orefjective tool, which can connect

a large amount of people in geographically dispkteeations (Gupta & Govindarajan

2000 b; Goh 2002). They are cost-efficient and tansfer a significant amount of

knowledge at one time. Codifiable knowledge car#&sly replicated and transferred at
low or no marginal cost, presuming that it is pbkesto transfer it independently of tacit
knowledge (Roberts 2000). Davenport & Prusak (199R) talk about the velocity of

knowledge transfer, which refers to the speed witich the knowledge moves through
the organization. IT-based mechanisms have higbcitg] they can move knowledge

fast within and across organizations. IT has tleagability to connect people, as well
as to store and retrieve huge amount of knowledigeaddition to providing an

infrastructure for moving knowledge (Davenport &fak 1998: 45).
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IT can increase knowledge transfers by providingenopportunities to search for
knowledge. Generally, the quest for knowledge ssaris limited to one's closest
colleagues. However, new knowledge is seldom foumdone's immediate work
networks because people in the same group tendosseps similar knowledge.
Furthermore, research indicates that people aem afhaware of what others are doing.
IT-based tools can create a forum that facilitétescontact between knowledge seekers
and potential knowledge providers. For examplegraarate directory helps employees
to locate the person who may possess the knowlg@gemight solve their problem.
With IT-based mechanisms, people can more rapatigite either the knowledge or the
person possessing it, than without such tools.\MiA8aleidner 2001.)

Organizations tend to favor computer-mediated todlhough IT greatly facilitates the
knowledge transfer, it does not happen withoutreffdolisani and Scarso (1999) point
out that before being able to reap the benefitbl pflouble transformation process is
required: transfer from knowledge to information data, and back from data to
information and finally to (new) knowledge. Someamizations make the mistake of
spending too much time and effort on creating trstesns, and not enough on the actual
content, or they try to force fluid knowledge intgid data structures (Davenport &
Prusak 1998: 45.) It means that some organizagendistracted from the main purpose
of employing IT systems, which is to distribute Wnedge efficiently and effectively to

a large amount of people.

Although hard tools are a very efficient method fiansferring explicit and codified
knowledge, they increase the risk of knowledge iteglout to competitors. To make
knowledge more explicit, enhances its transferrimaiy but it also increases its
spillovers to other organizations (Argote & Ingr@00). Moreover, many authors find
technology alone not a sufficient means for knogéetransfer but emphasize the need
for a human intervention (Albino, Garavelli & Gogjmne 2004). For example Dixon
(2000: 4-5) warns using technology to replace #oefto-face interaction in knowledge
transfers. She advises that technology should bdiced with a face-to-face contact in
order to gain the best results. One cannot replecether but they can supplement each

other.
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Jasimuddin (2005) argues that a face-to-face cbh&tween the knowledge contributor
and user should be a starting point in the proads&nowledge transfer because
knowledge is embedded within particular contextsd aommunities. Therefore,
information technology should follow the sociald@rdction. According to Zack (1999),
in order to effectively use information technoldgy communicating knowledge, there
must be a shared interpretive context in the omgdinn. When the parties of the
knowledge transfer share a similar background, tlaeg able to communicate
knowledge via electronic channels better. Whenpheies share the context only to
some degree or when the work community is not giglinnected, more interactive
modes such as e-mail or discussion databases@ergools. The richest modes, such
as video conferences, are the most supportive iaolsowledge transfer when the
context is not well shared (Zack 1999). Trust buoddis an important aspect of the
social interaction without which the IT-tools cahnbe exploited to the fullest,
according to literature. The lack of personal contaduces the commitment and trust
(Davenport & Prusak 1998: 47). According to reskadone by Dixon (2000: 4-5),
knowledge management systems used by companies! woulvork without the trust

building through face-to-face contact.

3.4.2. People-based mechanisms

People-based mechanisms can best transfer knowlhetigeh is unstructured, tacit and
embedded, such as beliefs and norms of behavikpdm& Dinur 1998). Those types
of knowledge require rich transmission channelshsas face-to-face communication
and the transfer of people (Gupta & Govindaraja@(2b). Tacit knowledge compared
to explicit knowledge is relatively more difficulb transfer because the socialization
and learning procedures require that the knowlesdgeler and receiver be at the same

place, at the same time (Roberts 2000).

Determining how each knowledge type can be traresderis challenging for
organizations. Tacit knowledge is personal, exisimthe mental models and expertise
after years of experience in a particular fieldsltomplex and difficult to communicate

to others. Therefore, tacit knowledge may be brassferred via more interpersonal and
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unstructured methods, such as mentoring, teamwbek,rooms, personal intranets and
opportunities for face-to-face conversations, fearaple group dialogue or personal

reflections on experiences and lessons leaii@ah 2002.)

Davenport and Prusak (1998: 88) have a clear angumieen thinking about the best
method to transfer knowledge. They say that congsasinould "hire smart people and
let them talk to one another.” In practice, thieslamot always happen in workplaces.
People are so consumed with their every-day woukimes that they do not have time

to engage in deep conversations with their colleagis much as they should.

The challenge for organizations is how to bringttiwowledge out for everybody's use.
According to one survey, up to 70% of the learnatgthe workplace is informal,

occurring through people telling stories, gossipiwatching others work. People tend
to learn the most when they participate in meetimggract with customers, mentor
other employees or when they are being taught tbles This emphasizes the
importance of social interaction at the workpla&e(fer & Sutton 2000: 18, 24-25) and

the use of soft tools promotes socialization (Al&uieidner 2001).

It is argued that people learn best from storiésri€s entail experience. They are based
on feeling and thought. They are human in natime,same way as knowledge, which
may explain why there is a link between these tidavenport & Prusak 1998: 81-82).
A good example of the benefits of narratives asethod to transfer knowledge is that
of Xerox. In that company, it was noticed that ey machine technicians do not
learn their job from reading manuals or sittingcourses but from listening to their
colleagues’ success stories in the coffee roons Wais discovered only after it was
forbidden to use the coffee room for the purposepiimizing the operations and the
use of time. After a while, the repair operatiortarted to take longer and the
professional skills of the technicians started étedorate. It was realized then that the
negative changes occurred because the technicimhshal only chat with their
colleagues in the coffee room but they also shdrei successful repair processes with
each other and taught new ways to solve probleimssd success stories have now been
collected on the company data base for everybadggAaltonen & Heikkila 2003:
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18).

People are able to transfer both tacit and expticdwledge, whereas technology can
transfer only explicit knowledge effectively. Peeppossess the sensitivity and
flexibility, which technology lacks. People are albd modify the knowledge so that it
fits the new context. This is important because khewledge reservoirs must be
compatible with the new environment. It cannot &eeh for granted that the piece of
knowledge will suit the new environment. Sometirkeewledge must be adapted to fit

the new context. (Argote & Ingram 2000.)

Expatriation is one effective method of knowledgensfer because it can transfer
knowledge embedded in people’s minds and expesendee disadvantage of that
method is, however, its high cost, difficult managat and the challenge in measuring
its value (Smale 2008 b). Furthermore, it shoulddsen into account that if the only
objective of expatriation is to transfer technikabwledge or to fill a position for which
no local employees are available, selection mapdsed solely on technical skills and
extensive cross-cultural training might not be resedHowever, when the expatriate is
expected to transfer mostly soft issues, such Hareuand informal information, soft
skills including interpersonal skills and culturanpathy might be more important.
Those skills might have to be taught. Yet, only feempanies identify soft issues as
important reasons for expatriation and that createhallenge (Harzing 1999: 362).
Smale (2008 b) elaborates the same issue: Theharacteristics within an individual
transfer mechanism, which have to be taken int@@aticwhen deciding on the best
transfer tool. For example, when using an expatiriattransfer knowledge, that person
must also possess good interpersonal and teaclkilg s order to convey the
knowledge to a new audience. Those features mest@ evaluated when assessing the

real potential of the mechanism (Smale 2008 b).

In many cases an organization's most valuable ledyd is tacit in nature, residing
only in people's minds; in their skills and expsatiThat kind of knowledge is also the
most vulnerable to disappear. If tacit knowledgeascentrated only on one person and

if he leaves the company, he will take the knowéedgth him. In order to prevent the
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loss, soft tools, such as mentoring and apprefigeare important methods to capture
tacit knowledge. That way more than just one pegsmssesses the knowledge and it is
more likely to stay in the company. (Davenport &$ak 1998: 81.)

People-based tools usually have high viscosity, mmgathat they are rich in the
transferred knowledge. In an apprenticeship or atomang relationship, the receiver
will gain a large amount of tacit knowledge on #ai@ topic, over time. When reading
reports or using an online database, for exampk khowledge will be much thinner
(Davenport & Prusak 1998: 102-103). However, ugiagple-based mechanisms, such
as an apprenticeship or learning by doing, requimese time for the knowledge to be
transferred (Roberts 2000). Moreover, soft tooly mpr@vent the wide dissemination of
knowledge. Also, they might be more effective whesed in smaller organizations
(Alavi & Leidner 2001).

All'in all, organizations tend to focus on the héadtors of knowledge transfer, such as
information technology and structured organizatiopaocesses, and ignore the
important soft factors because they are clearlgdraio develop and require more focus
and effort (Goh 2002).
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Table 4.Characteristics of knowledge transfer mechanisms.

IT-based mechanisms People-based mechanisms
Examples E-mail, video conferencing, intranet, Internatibteams, training, expatriates,

electronic bulleting boards committees, story-telling, meetings
What type of | Explicit, easily articulated Tacit, unstructuresnbedded

knowledge

Advantages | Easydistribution to big group of people  Able to tramsboth types of knowledge,
cost-efficiency, high velocity, connect higlsamsity, people can modify the
people easily knowledge, builds trust anchieatment

Disadvantageq Risk of knowledge leaking oumissing| Requires more time for the knowledge
context, often not effective without transferppke must be at the same place
personal contact t the same time, narrow dissemination

From research it has emerged a new approach tolédge transfer, called the hybrid
strategy. It combines the existing mechanisms: gmits and hard tools. There are
weaknesses in both types but with the hybrid apgroane can try to minimize the
problems. It can be difficult to accomplish a swestel transfer using only one
particular method. A successful hybrid strategyesaidvantage of the positive sides of
both soft and hard mechanisms (Jasimuddin 2008nudddin, Klein & Connell 2005
a). This supports the argument that knowledge dabealassified as containing only
tacit or explicit elements but is a mixture of b¢#ack 1999). Most authors view that
technology is not sufficient without the human mention. Goh (2002) states that both
structured, technology-based methods and lesststeacapproaches are needed for a
successful knowledge transfer. Companies are authstearching for the right balance

between the use of technology and people (Albirad.€2004).
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Hybrid mechanism

Soft Hard
mechanism eamanism
Tacit Explicit

Continuum of tacitness

Figure 4. Hybrid strategy in knowledge transfer mechanigdasimuddin 2008).

In this last chapter of the theory part, knowletigesfer across borders was discussed.
It included the stages of the knowledge transfecgss, the affecting factors behind the
choice of mechanism, the sources of impedimentsass-border knowledge transfers
and ultimately, an investigation of the IT-based @eople-based mechanisms, as well
as their positive and negative effects on knowletigesfers. Next, the focus will be
turned to the methodology of research. To starhwite used research methods are
described, as well as how the data was collectetlthe data analysis proceeded.
Finally, the validity and reliability of the studgre evaluated, and key limitations of

research are pointed out.
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4. RESEARCH METHODOLOGY

The fourth chapter deals with the methodology af ttesearch. The first section
describes the method that was used for the resaghrcecond section the collection of
data step by step, the third section the procesmalyzing the gathered material, the
fourth section evaluates the validity and relidpilof research, and finally the last
section points out the key limitations.

4.1. Research method

The method chosen for the empirical investigatiorgualitative research because in
discussion-based interviews linguistic interactisnemphasized, which enables the
interviewer to approach difficult issues and topiahich have not been extensively
studied before. Issues, which would not come oltemtise, can be reveled in
interviews. Interview as a method of collectingad&t flexible and suitable for many
different purposes. Answers can be clarified artdrilewees can be asked to argue
their opinion, which provides deeper informatiornr fthe interviewer. Additional
questions can be asked when needed. Interviewsdtswalisadvantages, though. They
are context- and situation related. There is alwatepretation included in the results,
thus generalizing the conclusions must always befaldy considered. (Hirsjarvi &
Hurme 2008: 11-14, 35.)

For an interview type, a semi-structured interviealso known as a theme interview -
was chosen. It means that instead of detailed igmsstthe interview proceeds along
certain central themes. It allows interviewees peak freely and emphasizes the
importance of interpretations and meanings theg gor the discussed issues. Theme
interview is a semi-structured method becausehbmeés are the same for everyone. It
lacks the exact form and order of questions tygmah structured interview but it is not

as free in format as an open-ended interview, eithirsjarvi & Hurme 2008: 48.)
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4.2. Data collection

The material for this research was gathered frorkifh@ish expatriates who were either
working in Estonia at the time of the interviewlad been working shortly before it.
Expatriates working on a management level wereashas a target group because they
were considered to be centrally involved in thewdealge transfer process, and thus to
be able to provide the most information on thedopi

Gathering of research data began by identifyingaoizations, which met the
requirements for this research: a Finnish, mulibmai company with a subsidiary in
Estonia. Those companies were searched in then&ttasing business directories. After
finding suitable organizations, an e-mail was denthe companies’' human resources
department, explaining the purpose of research iagdiring if the company is
employing such potential interviewees. These persare approached by e-mail and if
they were willing to participate in the researdte tlate and time of the interview were
agreed on. Some of the interviewees were found thiétso-called snowballing method:
interviewees suggesting other potential intervieswdde first two interviews were pilot
interviews in which the format of the questions wested. Some changes were made
after both interviews. The first interview was canted in November 2008 and the rest
in March-May 2009. All the interviews were made telephone, in Finnish language
and each lasted about 30 minutes. The frameworthefinterview was sent to the
interviewees well in advance of the interviews,tBey were given a chance to get

acquainted with the themes before the interviewk fmace.

The interviews were started with questions of tigividual and company background
details. Based on the objectives of the study, tijues were asked first related to the
type of knowledge that is being transferred to Es¢éonian unit. Time factor was also
included in this theme: what type of knowledge wassferred in the past and how it is
assumed to be in the future. Next, the responderte asked questions about the
mechanisms that are being used to transfer thawlkdge. Transfer mechanisms had

been divided into IT-based mechanisms and peoecbmechanisms. Respondents
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were also asked to describe the advantages andvdigages when using each type of
mechanism. They also replied to questions concgrthia factors, which determine the
choice of transfer mechanism and finally, the typéshallenges they face with the

knowledge transfers.

The statistics of the interviewees and their congmare presented in tables 4 and 5.
There was one company from which two expatriatee weerviewed and another one
where the number of interviewees was three. Alepthterviewees were from different
companies. One of the respondents was a female¢hancest were male. The average
age was 40. The respondents had been working aage/é years in Estonia. One
respondent had a significantly longer working eigrare of 12 years there. Four of the
respondents were on a fixed-term assignment innizstat the time of the interview,
five had already returned to Finland and one waskwwg with a local contract in
Estonia. Everyone was working or had been workihngha management level in
Estonia. The size of the Estonian units variedtallhe smallest unit employed only 25
people and the biggest unit about 1000 people. fithe the companies had been
operating in Estonia ranged from 4 to 18 years. @hthe companies wished not to
expose their industry sector in the research.



49

Table 5. The interviewees in the research.

Interview . . Wprk .
Age Position Education experience in
ee no. .
Estonia (years)
1. 31 Plant manager Master of Science in Techyolog 1
2. 48 CEO Graduate of Commercial Institute 12
3. 39 Business unit manager Master of Scienceethiiology 2
4. 37 Logistics manager Master of Science in Teldgy 2
5. 33 CEO Master of Science in Technology 2
6. 39 CFO Master of Economic Sciences 2
7. 54 Area manager Graduate in Engineering 1
8. 41 Production manager Bachelor of Food Technpolog 2
9. a7 CEO Graduate in Engineering 3
10. 32 Business controller Master of Economic Sm@en 1

Table 6. The companies in the research.

Compa No. of personnel in the
Industry sector ; .
ny no. Estonian unit
1. Building industry 280
2. Food industry 80
3. Electronics industry 1000
4, - 670
5. Electronics industry 1000
6. - 670
7. Machinery trading 25
8. - 670
9. Wood processing 68
10. Energy 160

No. of personnel in
the corporation

15 000
1100
5200

6100
5200

6100
5600

6100
5000

15 000

Operating time
in Estonia
(years)

16
18
18

4.3. Data analysis

The approach to this research is mostly deductiveaiure. Although the purpose is to

examine the data in a multifaceted and detailed, waywell as to potentially reveal

unexpected issues, the essential role of previesearch strongly refers to the

deductive approach. The existing theories served skarting point for this research,

from which the research objectives were derivea dim of research is explorative.
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The objective is to research phenomena, whichem® known, as well as to find new

viewpoints. (Hirsjarvi, Remes & Sajavaara 2007:,11%D.)

In data analysis, the meanings are searched itexteThe aim is to build a verbal and
explicit description of the researched phenomefibe. data is organized into a concise
and clear form without losing the information itntains, with the objective of drawing
reliable conclusions. Qualitative processing of tfaa is based on logical deduction
and interpretation, in which the data is first deposed into parts, conceptualized and

finally recoded in a new way into a logical wha[€uomi & Sarajarvi 2003: 106, 110.)

All the interviews were recorded and fully tranbed immediately after the interviews.
About 65 pages of typed text were formed out of 1Beinterviews. The transcribed

interviews were sent back to the interviewees Ffairtrevision. Some changes were
made based on their corrections. The data anataited by reading thoroughly all the
interviews several times and getting acquainted \lie content. The themes in the
interviews were based on research questions, wdriginated from existing theories.

These themes were identified in the data and tbeareh material was divided in parts
by classifying it under the themes. The parts ofemia were combined under each
theme and rebuilt into a new whole in order to makterpretations and conclusions.
The results are presented in the next chapterhegetith direct quotations from the

interviews.

4.4. Validity and reliability of research

The quality of research can be evaluated througiteqts of validity and reliability.

There are many different interpretations of thesecepts in literature. Both of them
originate from quantitative research and therefmame of them do not apply as well to
the qualitative research as they do to the quangtane. Anyhow, it is meaningful to

observe the reliability and validity of any study.
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Reliability means authenticity and consistencyesfearch. If the same study was to be
conducted again by another researcher using the kard of procedures as the earlier
researcher, he would reach the same conclusioaseliable study (Yin 2003: 37). The
reliability of this study was improved by maintaigithe chain of evidence; describing
in detail how the data was collected and by recqydind transcribing all the interviews,
as well as allowing the interviewees to make cdiwas on the transcript. Direct
quotations are presented in the results sectioevagence behind the conclusions.
Furthermore, key concepts, such as definitions toénsferred knowledge’ and
‘knowledge transfer mechanisms’ were explainedch®interviewees, which increased

the probability that all the respondents understhedkey concepts in the same way.

The validity can be estimated from different angksch as: construct validity, internal
validity and external validity. Construct validitgfers to the fit between the concepts
used in the new research and those already es$tadlin some relevant area. If the
concepts are congruent with the ones already ssitdysused in previous analyses, it
increases the construct validity of research (D931 260). Internal validity refers to
the harmony between theoretical and conceptuahitiefis of research. There has to be
a logical connection. A strong familiarity of thesearcher with the scientific area
increases the internal validity (Eskola & Suorah®98: 214). In this study, previous
research was used as a frame of reference, whighovres the validity. External
validity signifies how well the research findingancbe generalized beyond that one
study (Yin 2003: 37). In this research, the aim wasanalytical generalization, which
means that a particular set of results is aimduaktgeneralized to a broader theory (Yin
2003: 37).

4.5. Limitations of research

There are some limitations in this research. Kirdtie primary focus is knowledge
transfers from the parent company to its foreigmsgiiary in Estonia, although it is no

longer so that only the headquarters possessasnioetant knowledge to be
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transferred. Valuable knowledge resides in foresgbsidiaries in developed and less
developed countries, as well. However, for the psepof my research, the main focus
is on the knowledge transferred from the Finnishdogiarters to its foreign subsidiary.
Furthermore, this research involves a single-cquotmtext, as knowledge transfers
only to Estonian units are examined. Secondly, Kadge transfers at the
organizational level are the main focus, not knalgke sharing at the individual level.
Thirdly, all the interviewees were Finnish expdaggaworking for Finnish companies.
Perhaps more variation would have been expectide istudy had included participants
from other cultural backgrounds as well. Interviegvthe local managers in Estonia, for
example, could have brought different viewpointsufhly, the number of interviewees
remained relatively low. More accurate conclusionsld have been made, had there
been more data. Lastly, the interviews were coretligia the telephone, which is not as

efficient method for gathering information as fdodace discussions.

Now having described the methodology of researtle éempirical findings are

presented next in the following chapter.
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5. EMPIRICAL RESULTS

The empirical findings of the research are desdribehis chapter. First, the amount of
knowledge that is transferred to the Estonian usidescribed on a general level. The
subsequent subtitles deal with the objectives efdtudy: 5.1. describes the types of
knowledge that are transferred, 5.2. describesugerl mechanisms in the transfer
processes, as well as the factors affecting thecehof mechanism and lastly, 5.3.

describes the challenges that are faced in knowledgsfers.

The amount of knowledge transferred among the companterviewed varied. There
were six different companies participating in trésearch. A few of them deployed the
same patterns in each unit. The expatriates oétbesipanies talked about “the concept
of the firm”, which integrated all the operationadaprocesses across the foreign
subsidiaries. In a couple of other companies, thgpart functions, such as finance and
HRM were integrated, while the sales companies m@daindependent in the foreign
units. In one company, the operation modes wereetly more local, with no active
knowledge transfer occurring. However, there hagnblenowledge transferred during
the establishing of the business operations andrémsfer processes were expected to

continue again in the future.

5.1. Types of knowledge transferred

This section describes the types of knowledge #mattransferred from Finland to
Estonia. It starts by explaining what kind of knedde was transferred in the beginning
when the business operations had only startechwelll by the situation today, as well
as predictions for the future. From most of thenmews it became evident that in the
very beginning, nearly all know-how was transfert@dtstonia. The flow of knowledge
was often the highest at that time. Especially potidn-related knowledge, such as

guality standards and testing, was among thetfipgts. That was necessary in order to
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get the production process running. The knowledgester was started with the basic
functions, such as production. They were integrateth the ones in the parent
company and thus brought to the same operatiomal. ISome respondents described

the starting times of their companies in the follogwvay:

“When we started the business operations, pradgicall know-how was

transferred then.”

"When this acquisition was made, at that time tlwoperation was strongly
related to the production. There was a certain fiatron here but it was in fact

rebuilt. It was a very strong capture of the protioig.”

“After the establishment of our subsidiary, we sdrto transfer know-how and
first to those processes, which are directly radate production, for example

quality, testing and that sort of knowledge.”

Product development was also started to be inegyriat the very beginning. It is one
area where knowledge transfer has been continudakgn place and is expected to
continue. For example, companies introduced newdynts in the Estonian markets,
thereby gaining competitive advantage. By brindingwledgeable people in R&D into

Estonia, product development could get started:

"The next step was product development. People gitills in product
development were brought to the unit to help it gr@a and we collaborated

with the concern in product development.”

"Product development has been continuous [...].

Moreover, financial knowledge and management kndgéewere mentioned as types
of knowledge that were transferred in the beginniAgcounting principles were
harmonized and the management model was startbd totegrated with the Western

one. One expatriate commented how the managemidatstil need to be improved in
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Estonia. That type of knowledge is needed thera &@ay. It is difficult to alter the old
management style that was learned in the era tdlson. It takes a long time to change
the mindset of people. Respondents talked abousfees of financial and management

knowledge for example as follows:

"The integration of finance and integration of suppfunctions, on the whole,

have been increasing for the last three years.”

"When | was transferred here, the integration of magement was emerged.
Management practices were started to be standaddize

“Regarding managerial knowledge and managemenhingj, there is still a lot to

do in Estonia. That kind of know-how must be impdothere all the time.”

In some of the companies, the control in the foreiugit was clearly tighter in the
beginning when the integration phase was the mastea There were more Finnish
expatriates implementing the new processes andeguoes. Later on, when the
business operations were running, the Estoniars lndtame more independent with
local managers taking more control over the businéghe number of Finnish
expatriates also decreased. This was also one ttmgised to be different compared to

the situation today. As one expatriate explained it

“The control was bigger in the beginning. There wenore Finnish expatriates
here and the integration phase was ongoing. [...Jer€hare local CEOs here, so

they can operate quite independently at the moihent.

Today the type of knowledge that is transferredsdua relate to the basic productional
functions anymore. The transfer may have beerestavith the basic know-how but has
later progressed into transfer of R&D, for examps. one respondent expressed it,
since the starting years, there has been a shift the ‘transfer of production’ to the

‘transfer of know-how':
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“At the moment, the knowledge that is now trangf@rfrom Finland, does not
relate so much to the business operations or te@tbhducts anymore, but more or

less to product development, what happens to oumnaterials, for example.”

“In a way, we have shifted from the transfer ofguwotion to the transfer of know-

how..

Cultural knowledge has also been among the firgedyto be transferred and it has
continued until present. The Western working meshaxld corporate culture have been
considered important areas to be brought to Estanctathe need for those skills still

exists. The old management style of the Estoniaramed at being replaced by the
more modern, Western one but it does not happén@ag respondent commented how
the Estonians have high tolerance for taking reskd that must be controlled at times
by bringing more considerateness. Some commerdteceto the cultural knowledge

were:

"At the moment there are two Finnish expatriate&€stonia. They bring there the
Finnish procedures and corporate culture. The tgbeknowledge that is being
brought there is basic professional skills and msetgd more Western style of

working”.

"Perhaps knowledge related to the business cultsreeing transferred because
in Estonia, people are used to fast growth and tiexe the ability of taking risks,
a bit too much sometimes. We have had to transfautious mind” to some

extent”.

In addition, knowledge transfers are nowadays takiace in various other fields, such
as technology, IT and logistics. One expatriate o@mied how his company has
already transferred or is transferring basicallgrgthing, except the administration of

the concern. These are some of the comments retapdsent transfers:

"[...]. It could be said that all the above mentiext IT, product development,



57

quality, sourcing.. all of those are being transéat.”

"In a sense, the whole field is developed and supplofrom Finland, such as

primary production, logistics, finance and so on.”

"Technical knowledge, naturally. Every time whemsthing new is developed, it

is transferred to the whole concern.”

There was clearly less knowledge transferred inateas of sales and marketing, as
well as HRM knowledge. These did not come up inititerviews or the respondents
directly stated that they are not primary objecivfer knowledge transfers. These
functions were managed locally in most of the conmg The respondents commented,

for example:

“For example sales and marketing, they function tigremuch with local

manners.”

“There are own policies in HR in Estonia.”

Regarding future transfers, however, sales & margeand HRM knowledge were
mentioned. Transferring knowledge in sales and etar§g was seen as one method to
maintain competitiveness against new competitorsreldver, further integration was
expected in logistics and data administration,efcmmple. As it was mentioned earlier,
transfers related to product development will atemtinue in the future. Comments

related to future transfers were, for example:

“In the future, transfers will surely be concentdtmore on sales and marketing,
as the competitive arena becomes more demandingaaen rivals enter the

markets.”

“Common methods in finance and in HRM will sure¢ydeveloped further and |

would believe that we will use more common proceslur the areas of data
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administration and logistics in the future.”

Some respondents experienced that the presentra@namoil brings uncertainty
to the business, making predictions for future gfars quite hard. A lot is dependent
on the general market situation and how it will g That will determine what
kind of knowledge will be needed. Furthermore, mafsthe interviewees had not
been working in Estonia or even in the companyhattime the business operations
started there, therefore comprehensive informatibrknowledge transfers in the
beginning was somewhat limited. All in all, it isiff€cult to make accurate
generalizations of the types of knowledge tranks&rause they are clearly dependent
on the industry sector the company is operatingas,well as on the degree of
integration and on the stage of the life cycle toepany is currently at in the

Estonian unit.

When enquiring of the knowledge transfers fromghbsidiary to the headquarters, the
findings indicated that a relatively small amourit kmowledge is transferred from
Estonia to Finland at the moment. For one readumn réspondents stated the general
high level of knowledge in Finland. The Finnish iness environment was experienced
to be so advanced compared to the one in Estomithat there was not much to be
transferred. One respondent saw this as a realgmolHe felt that without Estonia
being able to provide knowhow back to the paremhmany, the Estonians will not
totally grasp the idea of knowledge transfer. Thmments related to the lack of reverse

transfer were as follows:

“It is more from the side of the group, top dowrstd@hia is not transferring

knowhow that much at the moment.”

“Estonia and the Estonian organization and corperaulture has quite little to
offer towards Finland, which makes the reciproatyery big challenge. It is
challenging to find concrete, distinct componentseziprocity from Estonia to
the parent company, and still they are needed. Miitkthem the true meaning of

knowledge transfer is not internalized so well witthe local organization.”
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However, there were a few examples of reverse kedgd transfer mentioned.
Knowledge related to the learning of doing busingssa foreign environment, in
general, was the most important one. Estonia sasaalted as a stepping stone to other
Baltic markets. Knowledge that has been gained foparating in Estonia has been

used to entering the other Baltic countries:

"Knowledge transfer is more such that the Finngiteeo know other markets and
procedures better, for example in Estonia. Thatelly the type of knowledge

transfer that can be spoken of.”

In some of the companies, Estonian expatriatesblead working in Finland for some
time. That can also be considered as one typeveiise knowledge transfer, as they

have brought their own knowhow to Finland:

“We have had Estonians, for example in IT, we hat one guy who was almost

2 years in Finland learning.”

One company had developed significant marketingeadge in Estonia. Nevertheless,
that knowledge cannot be fully capitalized in Fhdadue to the Finnish marketing
regulations, which are more restricted than in EstoFurthermore, some ideas for
product development were said to have transferrech fEstonia. One respondent
explained how the indicators for monitoring prodaoictin Finland were taken from their

Estonian unit:

“This year it was decided that the indicators foroguction with which the
production is being monitored, they were taken fiestonia. They were taken as

a foundation for Finland as well.”

All in all, most of the respondents expressed atipesattitude towards the idea of
reverse knowledge transfer. One respondent expldiogv their goal is to constantly
search for good examples from all units and taleantiin use in the parent company.
One respondent emphasized the importance of adoybnright attitude, which is to be
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open to the possibility that some things are dogtéer in Estonia, instead of believing
that all knowledge and know-how must be transfefreth the Western organizations

to Estonia:

“The goal is to find good performances, exampled aenanges all the time from
everywhere. The pattern can also be so that frotoris we take a certain

procedure in use.”

“Here one must be cautious of deploying the "besseser” attitude. The
Estonians are even ahead of us in certain issuesd@Vnot necessarily always
have something to transfer and there is no poirgtanting to transfer ‘by force’.
Sometimes the parent companies can learn from sdisidiaries how to manage

certain issues differently.”

Presentation of the empirical results will contimext with the knowledge transfer

mechanisms.

5.2. Mechanisms for knowledge transfer

The mechanisms that are used for transferring kedgéd are described in this section.
As they were divided in the theory part, first the-based mechanisms will be
discussed, followed by the people-based mechanigmsll be described what those
mechanisms are, which advantages and disadvanthggsrovide, as well as what

kind of factors affect the choice of mechanism.

5.2.1. IT-based mechanisms

It became evident from most of the interviews tthat level of information technology
in Estonia is considered to be quite high, in gahend the people there feel
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comfortable using different kinds of electronic commication tools. IT-based
mechanisms are quite effectively and extensivalizatl in the companies interviewed.

Comments regarding the people’s skills in IT wéoe example:

“I would say that, in general, the Estonians areeevahead of Finns when it
comes to electronic communication. They would beemwalling to exploit

different electronic communication tools than thmns. For example Skype,
messenger and chatting, they use more time on #émehare more interested in

them than at least my Finnish colleagues.”

"The Estonians are competent in issues regardingYldu cannot underestimate
their knowhow in these things. The personal skillsnany employees are better

than the ones of the Finns.”

Furthermore, the infrastructure in data communicetipromotes the use of information
technology in Estonia. It is widely utilized in gdidbadministration systems. In that
sense, the Estonian society enhances knowledgesféaranand deployment of
knowledge. This might be one reason why the Estsngae quite familiar with the use
of IT. One expatriate described the utilizatioriohs follows:

“What is positive about Estonia is the fact thaer is WLAN throughout the
whole country. No matter in which town or hotel yane, it is available. For
example in Finland, this is not the case.”

"With an ID card you have a direct access to thetegn of the tax administration
where all the information is displayed pre-filledou also sign it electronically.
People also vote here electronically. It has beenuse in several elections

already.”

The IT-based mechanisms, which are used to traketervledge from the headquarters
in Finland to the subsidiary in Estonia, are foamyple telephone, e-mail, intranet, web

conferences, teleconferences and videoconferembesnost commonly used
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mechanisms are the more traditional tools: e-mad #eleconferences. They were
mentioned by all interviewees. The respondents riest the use of IT-based

mechanisms as follows:

"We have e-mail, intranet and teleconferences. €hae the most important

tools. Nonetheless, e-mail is used the most in lauge transfers.”

“Especially teleconferences are used a lot and @idenferences are increasing.”

“We have intranet and the possibility to use webfecences, and naturally the e-

mail as a traditional tool.”

Although in most of the case companies IT toolsenettensively utilized, there were a
couple of exceptions where the more advanced tsolsh as the intranet and video
conferences, were not yet in use. However, theyevpisinned to be deployed in the
future in some of the companies. The current econamcession has somewhat
increased the use of IT-based mechanisms in or@#ms. Expenses are trying to be
minimized and that includes restricting the trangllbetween units. People are advised
to use more teleconferences and video conferennstgad of arranging personal

meetings. This trend became apparent in some iatesvy One respondent commented:

“We have now got teleconferences in use becauskawe to save on travelling

expenses as in other firms. Travelling expensesnang@tored closely.”

The most frequently mentioneadvantagesof employing IT-based mechanisms to
transfer knowledge were cost and time efficienagnd use is easily optimized with the
help of IT tools. When travelling is not requiredpre time can be used for the actual
work. This advantage becomes highlighted in prejeghere continuous contact is

needed:

"Sometimes it is good to use IT-tools, especialhemwthere are projects, which

require continuous contact. In that case, the reuncin travelling helps to save
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working time for the actual doing and sometimes taa be really significant.”

Cost savings are gained when travelling requiredth® personal contact can be

excluded. The speed with which the information bardistributed is also considered as
a great asset. Furthermore, a bigger group of pecqnh be reached at the same time.
These are some examples of the benefits of IT thelsespondents discussed:

“The advantage is that savings on expenses caralveed when travelling can be

avoided.”

“The benefits are low cost and speed.”

“Information comes quickly and it comes to everybne

One interviewee commented how IT tools can be @isedreparing a case in advance.
Sometimes it is more effective to first put youead in writing, instead of immediately
organizing a meeting and having people come togetMeetings may become more
productive if the issues have already been prepamddbeforehand. Valuable time is

saved also this way. The interviewee explaineittét this:

“One advantage with an e-mail is that the writtemnh forces you to formulate
your thoughts. | have preferred to start a proj@ctwriting, by preparing and

giving the proposals in writing. Only after the fmation has been laid, if
something remains unclear, then we can meet anclsisthe unclear issues.

Time can be saved this way.”

It was also pointed out that an effective use eb#ifed mechanisms requires that there
already exists a trusting relationship. There sthdut a previous, personal contact
where the partners have met and talked with easbr @nd built the trust. After the

relationship has been formed, there are no linomatifor the use of IT mechanisms. The

respondent explained this point as follows:
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“The effective use of IT tools necessitates a dentfial relationship, which has
been built there earlier. [...]. When this has bdaken care of, afterwards there

are no restrictions for the use of IT tools.”

The respondents experienced tisadvantagesof IT-based mechanisms to be the
growing number of misinterpretations and the costlyestments in the required
technology. Moreover, IT-based mechanisms were aortsidered as reliable and

efficient tools to transfer knowledge as peoplecbasnes.

The context is missing when people are not comnatinig face-to-face and that can
increase misinterpretations due to cultural diffieess. Electronic knowledge transfer is
complicated if people do not share a common langu&gople may use the same
concepts but they understand them differently. €hissues are highlighted in the
absence of personal contact. Moreover, setting Tupsyistems is costly, therefore
changes must be often made little by little. Exaeapdf disadvantages related to these

points were:

"When there is the language barrier, it is easier meet personally. You can
explain better and it is easier to ask questiondieré will be more

misunderstandings when using IT tools.”

“If you use only e-mail or even teleconferences, ¢bntext is often missing then,
in which context the issues are discussed. Theralltifferences may affect the
level of conversation. The same concepts are usdibcussions but the meanings
behind them are different. These disadvantages aditen highlighted in the

absence of face-to-face conversation.”

“The IT systems require huge investments when asargre being made.

Therefore it is not possible to do everything ateh

It was also noted that information distributed &laaically can be more easily forgotten

and left unnoticed by the receiver. It was alsoegigmced that when training is given
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via IT-based mechanisms, the learning results #iem mot as good as when training is
given personally:

"With an e-mail and other electronic communicatitools, there is often the

problem of forgetting the message and leavingdkk tindone.”

"If you train via telephone, e-mail or web confecen the results are often
worse.”

Lastly, it was pointed out that receiving knowledga electronic tools requires one’s

own activity. It is often up to the employee hinidéiat the knowledge is searched for
and retrieved from the database and ultimatelyrtakeuse. One respondent explained
how in his company there is a rule that everybdwyusl check the intranet pages every
day to learn the newest information. However, &t up to the employees themselves
whether they check the pages or not. Moreoveratheunt of information that can be

distributed electronically is limitless. It can bebenefit but it can also be a hindrance
because people are bound to receive informatiorghathey do not need for their daily

functions. It requires some critical and selectiviaking to be able to pick the valuable

pieces from the information flood and disregard test. Comments related to these
points were, for example:

“The bad side is that it requires your own actiyityhether you will or want to
check the intranet pages or not.”

"The disadvantage is that you receive a lot of infation, which is not so

important for you. It takes some time and requaesvity to browse it through.”

One respondent commented on the difference betie@nledge (tieto) and know-how
(osaaminen). Knowledge can be easily transferracgehactronic devices, without direct
personal contact. However, in order to implemeat #nowledge and to convert it to

know-how, which can be applied in use, often rezgiltuman interaction:
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“For example a power point file sent as an e-maitaehment transmits the
knowledge but for to utilize it as knowhow in ydaily functions, | have not seen
a single case that it would be possible simplyesaail. In order to implement a

real change, a human contact is needed.”

This leads us to discuss the people-based mechsnisxt.

5.2.2. People-based mechanisms

The people-based mechanisms, which companies useansfer knowledge, are
meetings, seminars, different kinds of trainingsuf@gement training, project training,

trainee programs), interviews and expatriates:

"We have different kinds of interviews, meetingsl aonferences. Expatriates

have also been used.”

"We have expatriates [...]. We have used trainingssh as project training and

management training and meetings, naturally.”

Another frequently used people-based mechanism,addition to trainings, is
international teams. This was, however, dependanthe organizational structure. In
companies where matrix structure was in use, iat@ynal teams were an essential
method to distribute knowledge, as opposed to diganizations where the local CEO
was responsible for the business activities. Orsparedent described the use of
international teams in his company in the followmgnner:

"We have two integration teams [...]. And on theergiional level, at least in
purchasing, there is an international team thatgeeontact. Material purchases
are global with strengths combined. Synergy is gditinis way.”

The respondents experienced that the most imponetihod among all the people-

based mechanisms is trainings. This was stressekiy interview. There was one
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company, which had its own training unit. This vilas biggest concern in the research.
The size seems to matter in this case. The biggepanies are most likely to have
internal training programs and training units. Thignificance of trainings was

commented like this:

“Collaborative training events play a crucial rol&/e have our own unit, which
concentrates on spreading knowledge, in other wardganizing trainings within

the firm.”

"In my opinion it is significant that there is a mel for internal training. It is
important to develop it and to combine it with tlmse of expatriates, could be

beneficial.”

One commoradvantagethat is included in practically all people-basedcimanisms is

the trusting relationship, which can be formed lestw the partners when they are in
personal contact with each other. This facilitafes subsequent interaction because
with time the communication improves and the risk possible misunderstandings
diminishes. The trust between the parties makeaster to contact the other person if
questions or problems arise. Direct contact witheptpeople is regarded as a best

possible method to transfer knowledge, without abdio

“The advantage is that when you know people perbgni is easier to be in
contact and to ask questions and understand otlkesgms. Misunderstandings

can be corrected immediately.”

"All these direct contacts between people, theytagbest ways to communicate
and forward things. There is less room for wronteipretations and it can be
seen better if the issues are understood, muclerbétan if it was text or some

other form of communication.”

Advantages related timaining, in particular, were mentioned to be commitmerd an

better and faster detection of the learning res8itene respondents experienced that
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when something is taught personally, there is ncoramitment to it from the learner’s
side. The learning results can also be seen faktbg person has truly understood the

material. Some comments related to the advantdgesming were:

“The benefits of a direct interaction are the pamabcontact and commitment
that follow. When something is taught personalhe tearner usually is more

committed to it.”

"It is always easier to control a group training dnhow it starts going. The
results can be seen better. If training is giveathie internet for example, it takes

more time to notice if the teaching has succeedewt’

The advantage of usingxpatriates to transfer knowledge is that he/she can show
personally how to do the work and the teaching lbanextended over a long time
period. This is a very effective way to transfeowhedge completely and accurately.
However, it also requires the expatriate to beigtenst in his/her work. Sometimes it
can take years to teach the local employees. Wstlalb is related to cultural or
management knowledge, such as teaching the loeals working skills and self-
initiative. Expatriates can transfer these type&miwledge very effectively and they
are often the only viable method to do it. Thepmglents’ comments reflected the

important role of the expatriates as teachers bfial issues:

“A different kind of working style is shown via axample and knowledge is
being transferred with a long-term effect. Goal® achieved with the help of

perseverance and examples during a long time span.”

“It brings the presence and the working culturetbé parent company to the

subsidiaries.”

The use ofinternational teams was experienced to be very beneficial. Every team
member’s understanding is being developed whennrdton is exchanged as equal

affiliates of the team. Meanwhile, the one-sidedge of Finland being the only party
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to bring knowledge can be eliminated. Interviewsrevalso said to have the same
purpose. When the local employees are asked aliffertedt issues, their opinions are
taken into consideration, instead of forcing thenish way to do things. It builds up the
dignity of the local employees when they are tréate equal knowledge providers. One

respondent commented the use of international teanalows:

“We have international teams with 5 countries amdsi a true richness. The
development comes from all of these countriesedgam, instead of trying to say
that all the knowledge and knowhow is in FinlandaTis definitely not the case.
This industry develops so fast that new ideas andvation are needed all the

time.”

All in all, it was emphasized how important diraoteraction and communication
between people are in knowledge transfers. The fitapoe only increases when there is
a foreign culture involved. People-based mechanwsm® clearly experienced to be
more effective in knowledge transfers than IT-bagees. The respondents stressed the

significance of communication and direct interactss follows:

"Communication and the amount of communication cawer be underestimated.
It is crucial that issues are communicated on aswynievels as possible and as
deeply as possible. When you are working outsid&infand, in a different
culture, the number of misunderstandings can geedugh. And if it is combined
with a bad communication, it means a lot of trouble

"Going through an issue face-to-face is surely meftective than via some IT

system.”
The most common mentionelisadvantagesof using people-based mechanisms were
their expensiveness and the fact that they are-¢onsuming. Usually, the personal

contact between people requires travelling anddbasumes both time and money:

“Travelling expenses are the weakest link in direteéraction. Naturally, one
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should strive for optimizing them.”

"Travelling is expensive and it takes time. There aot many other negative
sides, in my opinion. There are more positive thiifgonly time and money is

invested.”

It stood out from the interviews that trust is anportant factor for relationship
building. If for some reason the trust cannot bt bitthinders the effortless interaction.
If mutual respect is missing, people-based mechasannot be utilized to the fullest.
The respect has to come from both the side of theish employee, as well as from the
side of the Estonian employee. According to somspardents, improvement is needed
in how the local knowledge is valued but also imvhbe local employees regard people

coming from another culture, in some cases:

“If you do not respect the local knowhow, then thest will never be formed. |
would say that in personal relations the key is tivbethe trust exists or does not

exist.”

"If an expatriate is used in a new environmentnidy cause difficulties relating
to how new practices and people coming from outargeregarded in the newly
acquired firm. It has been noted that there id sbime development to be done in
the use of expatriates and above all, the attittaeards people coming from a

different country and culture could be more neutratl receptive as it is now.”

In addition to the respect towards the local pe@pid their know-how, an expatriate
must possess the right characteristics. He musw khe business very well, naturally,

but also have people skills and teaching skillse @hthe key roles of an expatriate
often is to be the knowledge transferor. He musteheompetence in delivering that
knowledge and at the same time, take into condiderdahe cultural differences in

people. Therefore, the selection of an expatridte will be sent abroad should be done
carefully. The respondents explained how they hexperienced wrong expatriate

choices and what is required from an instructor:
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"We have had bad experiences also. We have semtgapeople as expatriates.
That person has perhaps not understood his posaiwh how he must behave,
that he is a business card of the headquarterdat tnoment. But that happens
quite rarely. There are mostly positive things. Wihe expatriate selection we
aim at choosing a person with a very open and $@aesonality who knows the

firm’s processes well.”

“If there are groups from many countries, it regesrthe instructor to know more
than just the material he is teaching. He must ktieevcultural background and
the history. He must know which way is the bestetch and transfer that

knowledge.”

Findings related to the choice of mechanism wilpbesented next.

5.2.3. Factors affecting the choice of mechanism

When deciding on the mechanism for knowledge temsésues such as geographical
distance, recipient of knowledge and type of knalgke were affecting factors among

the respondents. Particularly the nature of knogaedhpacted the selection.

It has been stated in literature that the furtherlbcation where the knowledge needs to
be transferred to, the more challenging it is te yseople-based mechanisms
(Jasimuddin 2007). It stood out from the intensethat the short distance between
Estonia and Finland facilitates and encouragesusigeof soft tools. Given the distance
between these two countries, organizing personatings is not always regarded as
such a big expenditure considering the benefity threng. Estonia is the neighboring

country of Finland, so naturally it is easier tce yseople-based mechanisms in this

context than in any other:

"We are this close to Finland and the distancehsrs. Personal contact is much
easier to arrange, compared to the Eastern Centarope: Romania and

Hungary for example, where the distance is sigaifity longer. It is much more
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challenging to transfer knowledge there.”

“The distance between Finland and Estonia is sortstimat quite often it is

convenient to arrange the meeting face-to-face.”

Regarding the recipients of knowledge to whom tmewedge is transferred, the
affecting factor is whether the knowledge receigean office worker or a shopfloor
worker. Usually, all the office workers have their persomamputers. Therefore,
knowledge can be easily distributed using IT-basethanisms. However, shopfloor
workers seldom have their own computers, thus pebased mechanisms, such as
trainings, are often the only viable method to $fan knowledge to them. As one

respondent explained this:

"The biggest difference in communication is betwesgffice workers and
shopfloor workers. All the office workers have th@vn personal computers but
when you go to the level of a shopfloor worker, timy methods to transfer

knowledge in practice are personal trainings or tiregs.”

In most cases, the mechanism is chosen based oypthef the transferred knowledge.
If knowledge is simple and can be easily expressed written format, IT-based
mechanisms are most likely utilized. Whereas, iaigjuestion of transferring tacit
knowledge or generating bigger changes in the werkvironment, such as

implementing a new process, then soft tools argtaterred choice:

“The nature of knowledge affects so that IT toals ased for the transfer of small
issues and technical details, which can easily X@ressed in a written format.
But direct interaction is better for bigger thingad for implementing changes.”

"The use of electronic tool is good at the managenhevel, for the control and
managing the transfer project itself. Personal rmmgt are not necessarily
required in that case. But when the nature of thegferred knowledge changes

into knowhow and something that is in people’s Be#ten IT tools cannot
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replace the personal contact, at least not completeis very difficult to transfer

tacit knowledge electronically.”

It is not always a question of which one type othanism to select but in some cases a
combination of both hard tools and soft tools ks biest solution. The IT tools are often
used to support the knowledge transfer but in or@eruly transmit the message, direct
interaction is needed. IT tools must be combineth wieople-based tools, in some
cases. One respondent explained how written textots sufficient without human

interaction:

“Manuals alone are not enough if there is nobodyeht® take them in use and

give guidance. [...]. Manuals only act as a support

The challenges encountered in knowledge transfdirbevpresented next.

5.3. Challenges in knowledge transfers

This last section describes the challenges thafaared in knowledge transfers. The
issues, which came up in the interviews, are dividgecording to the four main
categories in the research of Riusala and Sul2@fl4): characteristics of knowledge,
the social context, the organizational context @edrelational context. The respondents
mainly discussed the social and organizational eedatof the host country. Culture-
related challenges and the willingness of the olglmeration to receive and absorb
knowledge were experienced to cause the most pnsbie knowledge transfers from

Finland to Estonia.

To begin with, it emerged from the interviews tlchtllenges in knowledge transfers
between the parent company and the foreign unitadalways relate to the context of
knowledge transfers or to the characteristics aivladge, but to the organizational

structures of the company. Especially in large oizitions can emerge the problem of
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not knowing where and with whom the needed knowdeldgocated. This emphasizes
the importance of effective knowledge managemestesys so that the information
would be readily available for everyone. One exptr explained the sometimes

difficult equation of knowledge in a large orgartiaa:

“When the company is big enough and there are npanires involved, as simple
thing as not knowing where to turn to when knowéedgneeded, often causes
challenges. We have aimed at having as simple atrdiglstforward
organizational structures so that the communicati@muld be as easy as possible.
But when there are so many parties involved, coetbinith the organizational
changes occurring in specific time intervals, iteates challenges for the

communication as well.”

Regarding thecharacteristics of knowledge it was noted how especially tacit
knowledge brings challenges to the knowledge teangthe most valuable knowledge
often lies in knowledgeable employees who have warin the company for a long
time and who know the business thoroughly. Knowdedghbedded in experience and
practice is experienced problematic to transfeiis Tafers to the low codifiability of

knowledge. That type of knowledge is hard to makelieit. Some respondents

described to complexity of transferring tacit kneddye:

“Our firm is 40 years old and some people have beerking here since then. It
is very difficult to transfer knowhow gained thrdugxperience. Everyone must
learn new things and | would say that in every tas{perience has an extremely

high value. That cannot be transferred.”

"It certainly is the nature of knowledge. All knealge cannot be found in books.
It is still relatively easy to transfer knowledgehich is printed and in a process,

but to transfer tacit knowledge, that is time-canguwy.”

Social contextincludes challenges related to the legislatior, limguage and cultural

factors in the host country. Regarding the reguja¢mvironment in Estonidhe
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respondents pointed out that the situation hasawngal from the earlier years. The fact
that Estonia became a member of the European Woore years ago has simplified
business from the legislative point of view. It hasfied laws and regulations, thus
removed some obstacles from the knowledge tramsferessesHowever, there still
remain some national regulations, which differ fréime equivalent Finnish ones and
which have caused impediments to the transfer miceissues. As it was stated in the
earlier section of knowledge transfers from Estdai&inland, challenges related to the
legislation thwarted also the reverse knowledgensfiers, an example being the
differing marketing regulations between the two rdoies. Respondents commented
impediments related to the legislation, for example

“When Estonia became independent, the foundatiormfany legislative issues
was taken from Germany’s legislation, which is véifferent in structure and in
logic compared to the Finnish legislation. [...] 8%e types of things have been
continuously complicating the understanding, tha mst cannot do this in a

Finnish way because the Estonian legislation dag¢satow it.”

“The national legislation in Estonia is differerbin the one in Finland, relating
to financial administration, production, and manther areas that may not be

even thought of. [...]. That can pose restrictidns.

Language problems among cultural barriers were abgoerienced to impede the
knowledge transfer in some cases. Some responegpisned how finding a common
language is not always self-evident in Estonia. &ary Estonian employee possesses
strong Finnish or English skills, despite the commmage people often have in
Finland. The Estonians who live in the Tallinn wegiare more likely to be fluent in
foreign languages than those who live in the otireas of the country. Some of the
companies interviewed are located outside the aapity. Language skills of both
parties are essential in getting the message thraogrectly and if those skills are

missing, it will inevitably hinder knowledge traesf

“If there is not a proper language proficiency imet organization, transferring
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knowledge is very difficult no matter what kindcotirses, teachers and manuals

there are. The key is to have a shared language.”

“The proficiency in English is not self-evident Estonia. Estonian and Russian
languages are much stronger than English. It mahasthere can be difficulties

in transferring knowledge and knowhow if a sham@ajuage does not exist.”

Related to the cultural context of Estonia, a grepbwer distance was discussed as one
challenge. The organizational structure is moreanehical and managers are expected
to have all the power and knowledge. The subordmate used to be given orders by
managers, which prevents the self-initiative. Pe@pk cautious in expressing their own
ideas and opinions freely. The respondents destthmemanagement culture in Estonia

as follows:

"People have got used to a very authoritative mamege style and the self-

initiative has been forbidden.”

“There is a so called old-fashioned managementucaltin Estonia. If the
manager says it, it is a much stronger signal tifaior example a colleague on

the same level says it.

"In Estonia and Russia, there is the problem oftiggt people involved with
improvements. People are withdrawn in a way andhimse countries it is an
insult if you make a suggestion for improvementicivisomeone else perhaps
should have made. When you talk with employeestl@ananager comes by,

everybody gets quiet. Nobody says anything aftgr’th

Many respondents discussed the previous Sovietirergstonia and how it has
influenced the people there. Traces of that forregime can still be seen in people’s
behavior. One respondent explained how the Estemaay reject knowledge brought
from outside because it can be associated withfahmer centralized government,

which imposed strict rules in the society. When\thestern organizations enter Estonia
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with their own values and practices and start em@nting them, the Estonians might
regard it as somebody dictating what to do and twle, all over again:

"Naturally we are all outcomes of our history antetlong-term Soviet history of
Estonia has left its mark in the values of the Eisties. It is a very big challenge
nowadays to find the supportive factors from thieies, which the Estonians can
genuinely relate to. Management and knowhow bro@igimh outside are easily
associated with the centralized governance of Mwsicohistory and that usually

causes negativity.”

When the respondents commented on the cultureecklaballenges in knowledge

transfers, there was a clear distinction made kertvike younger generation who has
not worked in the Soviet era and the older genamatiho has experienced it. The older
people are still affected by the history and itwkan their resistance to change, for
example. The younger people are more adaptivelaydhave a different mindset, such
as a more positive attitude to new things. Thieass one respondent commented this

topic:

"Younger people are more open-minded because thgg Been more than just
the Soviet Union. When the Baltic was under contblthe Soviet Union,
everything was quite restricted. The knowledge trggngly controlled. Many older
people who are still working in the Baltic counridhave been brainwashed
during the Soviet Union, so that it is not easyctmnge their attitude. The
younger people are more flexible and they have féerént attitude to new

things.”

Several respondents stressed the importance afdnéve right attitude when entering
Estonia. The wrong approach is to go there to teatththe idea that all the knowledge
lies in the West and has to be transferred to Estdiat kind of attitude may remind
the local people of the old Soviet era when peamee closely monitored, thus causing
negativity towards the Western-owned companies.vi@dge must be introduced to

the local employees in the right way with an exptaon of the reasons why it is done.
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Expatriates have to be aware of the cultural isgué&sstonia if they want to succeed in
their work. The respondents commented this topiolésvs:

“Regarding knowledge transfer, it is so importanat you understand the culture
where you are in. The biggest mistake is to goetherteach with the big brother
attitude. It only leads to resistance. Many Finnigbmpanies have made that
mistake.”

"It is so much easier if you know the historicaldigrounds. The challenges stem
from having the wrong attitude. The Germans, thedsshh and the Russians have

always entered by commanding. If you take the s#titade, you will bang your
head against the wall.”

Challenges related to the organizational contexth@host unit are discussed next.

Organizational context includes for example the receiving unit's williregs and
ability to receive and absorb new knowledge. Thegekey factors in completing the
transfer process. Knowledge receivers should tiengvito accept the knowledge and
be able to implement it. As one respondent cometktitis:

“[...]. Another thing is motivation. Where the knleadge is transferred to, the
people there must be willing to take it in use audl according to this new
procedure. These things usually take time. Theyaddmappen in a blink of an eye
or just by snapping your fingers.”

When inquiring of the willingness and ability ofetfhost unit to receive knowledge, it
was noted that the Estonians are not very operbsording new knowledge. They
prefer to do things in their own way and act ahasitative towards implementing new
things. Therefore, some monitoring is often reqliiadter meetings to ensure that the
decisions truly are implemented. The comments gdlad the willingness of the host
unit to receive and absorb new knowledge were l&sAfs:
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"The Estonians here are not so open towards absgrlniew things. There is a
little bit of problem in that. People act a bit gpidous when it comes to new
things. It is harder to implement. [...]. You mustilbeontact afterwards to make

sure that it proceeds as agreed.”

"If there is no long-term follow-up, these things dot progress from the level of

talking and that is acceptable there.”

However, there was a clear distinction made agaiwéden the younger generation and
the older generation. The younger people in thearsi well-educated and very eager to
learn new things and implement them. Their motoratnakes the knowledge transfer a
very easy and rewarding task. The older peopleh& unit are more likely to be
reluctant to receive and absorb new knowledge dauehé Soviet culture, which
regarded knowledge as a tool for power. There wes aomparison made about the
learning culture between Estonia and Finland. Inldfid, people usually are quite
cautious in taking some new procedure in use andajtpens only after a lot of
preparation, discussion and planning. In Estohiaajpproach is much more active with
the attitude of ‘learning by doing’. People wanttest and experiment new things
immediately and see if they work or not. Regardihg motivation to receive and
absorb new knowledge, this is how one respondentnted the differences between

the younger people and the older people in the unit

"Those employees who were working when therewsth the Soviet regime, the
borderline goes there. The younger and the olderiardifferent worlds. Those
who were brought up in the Soviet culture were kdubat knowledge is power
and a bargaining tool with which to secure your opwsition. And against this
notion, it is understandable that they are not wglto share knowledge. But they
have also learned that somebody tells you whatdp st they are not very
motivated to receive, absorb and utilize knowledgee younger employees, on
the other hand, have received an education witkhieg of the market economy
and such. They are very international, skilled amguages, very motivated to

study, very active in absorbing all new things anglementing them right
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away.”

Nonetheless, it was pointed out that the attitides gradually started to change in the
older generation, as well. For some of the comzamierviewed, the different mindset

of the older employees has not been a relevanet ibgcause they employ mostly

younger employees. As one respondent described this

“[...]. A difference in generations can be seen. [.But in our unit, we have
mostly younger employees so that has not causédlierege in our transfers. At
the moment, it can be said that the younger empkgee motivated, they want to

learn new things and changes are fairly easy td fpubugh.”

Lastly, the relational context will be discussed.

Relational context includes for example the employees’ commitmentatols the
organization they work for. There were not majoaltdnges related to the parent-
subsidiary relations based on the interviews. Om ¢bntrary, the respondents had
mostly positive things to say about the relatiopshetween the parent and the
subsidiary. The situation has only improved in tlegard. One positive change, which
has directly affected the commitment of the localptoyees towards their foreign
employers, is the change in the turnover of persbrreviously the employee turnover
used to be very high because of the economic boofstionia that was going on until
recently. People were constantly searching forebgtositions with better salaries and
they changed jobs easily. The commitment was varyftom the side of the Estonian
employee. Organizations were all the time facirgribk of key people walking out of
the company. Nowadays, due to the economic decheesituation has improved in the
sense that employee turnover has significantly tedieThe deteriorated employment
has gotten people more cautious and more comntitteteir current employer. The
increased commitment, for one, has facilitated Kedge transfers for the foreign

organizations. The comments related to the lowadf gtrnover were, for example:

“High staff turnover used to be a problem beforeople would not stay but
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changed jobs a lot. The affecting factor was thenemic boom, which led to
higher salaries. People aimed at optimizing theitasy. But now it has calmed

down. The situation now is totally different than éxample a year ago.”

"People stay in projects and are motivated and wenwork for the company,
whereas before, there was the constant fear ofpe®ple switching to another

firm in a second. That way it has facilitated kneslge transfers for our part.”

Finally, related to the challenges in general, caspondent pointed out the fact that
whenever business is conducted in a foreign enwieon, there will always be
problems involved. No matter the location, compsnweill inevitably face more
challenges than in the domestic arena. The amduwtiallenges tends to be dependent
on the distance from the home country. The furtherlocation, the more challenges,
and vice versa. As the respondent commented:

“Doing business in an international environmenperhaps something that is not
necessarily well understood in Finland. It is natderstood what it means in
practice to do business in a foreign country, irfoaeign culture and with a

language barrier. Although Estonia is close to Bmdl, there are the same types

of challenges even here.”

After having presented the empirical findings, twmclusions will follow in the next
chapter. Contribution of the study and suggestfon$urther research are also given at

the end of the chapter.
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6. CONCLUSIONS

In this final chapter, the main findings based loa émpirical data of this research will
be discussed. Contribution of the study will algardicated and suggestions for further
research will be offered. The purpose of this redeavas to investigate: 1) what types
of knowledge are transferred from the headquarters=inland to the Estonian

subsidiary with the time perspective included: t/jpé knowledge transfer in the past,
present and predictions for the future, 2) whatdkirof mechanisms are used for
transferring such knowledge and what factors erptheir use, and 3) what kind of

challenges are encountered in knowledge transfers.

Relating to the first objective, the type of knodde that is transferred from the
headquarters to the Estonian unit was dependenseweral factors, such as, the
industrial sector of the company and the time thengany had been operating in
Estonia — the stage of integration. According te thspondents interviewed, nearly all
know-how was transferred in the beginning. Thikgcal because the transfer need is
the highest then as all the processes and procedwst be transferred to the new unit.
Among the first types of knowledge was productiokabwledge — the production
system had to be upgraded to the same level wi¢h dbncern. Product-related
knowledge, R&D, also began at an early stage, hegetvith cultural knowledge.
Transfer of corporate values and the Western mamegestyle and procedures have
continued until present. That type of knowledgeassidered important and the need
for it still exists. Today, knowledge transfers @égilace in several other areas as well,
such as technical, financial and product developgniEme least amount of knowledge
transfer occurs in marketing and HRM. In the futypeoduct related knowledge is
expected to be continued. Furthermore, transfesslies and marketing will potentially
be increased if the need aris@hat depends on how the general market situation
changes. All in all, predictions for the futurerséer needs were experienced to be

somewhat difficult, partly due to the economic torhthat is ongoing at the moment.

Knowledge transfers from Estonia to Finland ark gtiite minimal. The most
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important type of reverse knowledge transfer carsdd to be the general knowledge
and know-how of conducting business in a foreigirkeia Especially in the case of
Estonia, the country also acts as a kind of trgirarena for the organizations on their
way to the other Baltic countries, which are moeendnding markets to do business in.
It can be questioned to what extent the local krawln Estonia is truly exploited.
Particularly, the younger employees are well-edeet@nd innovative, very motivated
to learn and to develop themselves professiondtlycould be assumed that more
opportunities would exist for the flow of knowled¢® the other direction, as well -

from Estonia to Finland.

It can be concluded from the interviews that Estogia quite advanced society when it
comes to utilizing information technology. Somep@sdents experienced that Estonia
is even ahead of Finland in deploying IT. Moreouestonians willingly use different
kinds of IT tools in their work. The fairly high age of IT in Estonia was a somewhat
surprising finding. Relating to the second objestithe most frequently used IT-based
mechanisms to transfer knowledge to the Estonids are the traditional tools e-mail
and teleconferences. The more advanced commumdaidts, such as web conferences
and video conferences, are also quite extensivedd.uThe advantages of using IT-
based mechanisms to transfer knowledge were statdge high velocity and time
efficiency. Knowledge can be distributed to a laggeup of people at one time and at a
fast rate, and time and money is saved when thvellireg required for the personal
meeting can be eliminated. These findings are amrwith the earlier research (for
example Goh 2002; Davenport & Prusak 1998; Rohk2060). A new angle to the
perspective of time saving was to use the IT tdolsadvance preparations when

starting a new project, for example.

The disadvantages of IT mechanisms include theimgissontext, which increases

misunderstandings. Particularly, if the knowledgader and receiver do not share a
common language, it is easy to misinterpret thesaggs. Furthermore, IT tools are not
considered as so reliable because an e-mail, mpbe, is more easily forgotten and
may not lead to action. It was highlighted thateofthe personal contact is required

before the use of IT mechanisms. Knowledge trassfen be completed more
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effectively with IT tools if there has been a pmws personal contact and the trust has
developed between the parties. The need for pdrssteaaction prior the use of IT
mechanisms is supported by previous research (Uddim 2005). The importance of
trust building in social interactions, which natlyras missing when using IT tools, is
also emphasized by Davenport & Prusak (1998), terdiure. Many respondents
experienced that using solely IT mechanisms is swifficient for an effective
knowledge transfer. Dixon (2000) and Albino et(aD04) have also stated this.

People-based mechanisms were extensively used kpasoes, examples being
expatriates, international teams, meetings, intgrgiand seminars. The most often used
mechanism was trainings. That was also considerde the most effective method to
transfer knowledge, as it has been proposed imalitee (for example Davenport &
Prusak 1998). The advantages of people-based mepfmrinclude what the IT
mechanisms lack. When people are in personal ctterawith each other, it allows a
relationship to be formed, which facilitates futwwentacts - either via people or IT.
Misunderstandings decrease when unclear issudsecanlved instantly. Moreover, the
results can be seen faster, if the training hasesaded or not. The most significant
disadvantages of people-based mechanisms aredrédatbe travelling that is required
to bring people together from different locatioftsis costly and it takes time, which
delays the transmission of knowledge. Roberts (RO discovered these same
disadvantages: Knowledge transfer becomes comgtida¢cause the parties involved
must be at the same place, at the same time, anttahsfer process becomes slower
when using people-based mechanisms.

People-based mechanisms were clearly experiencedetahe most efficient and
effective tools to transfer knowledge. The respoisleexperienced that the direct
interaction between people cannot be replaced gyottmer mechanism. This has also
been stated by Dixon (2000). The usefulness ofopatsnteraction is highlighted when
the transfers take place between different courmioyptexts. Nevertheless, many
organizations are nowadays, during an economiarggchstructing their employees to
use more IT tools in order to cut down the tramgllexpenses. Video conferences and

teleconferences, in particular, have thus becorsengial tools for communicating with
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foreign units.

Based on the interviews, it can be concluded thatcountry context does not really
have an effect on whether people-based or IT-basszhanisms work better in Estonia.
Estonia is a more collectivist culture than Finlamdl in those kinds of cultures people-
based mechanisms are usually favored, and it is matural to use them. However, this
kind of apparent preference for people-based tbalsed on cultural factors is not
evident in Estonia. People-based mechanisms aferg@ because they transmit the
knowledge better than any other tool. It has beespgsed in literature that IT

mechanisms have a key role in the transfer of azgdonal knowledge (Alavi &

Leidner 2001), however, in this research the pebpked mechanisms were clearly

given more emphasis.

It emerged from the interviews that the most imaotrtfactor affecting the choice of
mechanism is the type of knowledge. According terditure as well, it is a crucial
factor (for example Smale 2008 b; Goh 2002). Whaovwkedge is simple and explicit -
expressible in a written format - IT mechanisms aed. Whereas, the knowledge is
more complex, tacit knowledge in people’s brainembedded in processes and when
the aim is to generate bigger changes, people-kaséziare chosen. Many authors in
literature have also divided the use of mechanismosording to the nature of
knowledge: Explicit knowledge is the most effeclyvéransferred with IT tools and
tacit knowledge with soft tools (for example Inkp&n Dinur 1998; Goh 2002;
Davenport & Prusak 1998).

It can be concluded that often IT mechanisms acswggoort tools in knowledge
transfers when the actual transfer takes placpewgple-based mechanisms. IT tools are
used for reporting, monitoring and for the genenainagement of a project. Whereas,
people-based mechanisms are deployed when thecprgeinitiated and when
fundamental changes must be introduced and thtedelanowledge / know-how must
be implemented. This supports the hybrid strategyiterature (Jasimuddin 2008;
Jasimuddin et al. 2005 a) that both types of mashanare needed in many cases and

by combining these two types of tools, the outcarithie knowledge transfer process
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can be optimized.

Relating to the third objective, it emerged frome tmterviews that transferring
knowledge across borders is always problematianatier the context. Even when the
location of the foreign unit is in the neighboringuntry, challenges are encountered.
Differing formal (e.g. laws and regulations) andommal (e.g. norms and culture)
institutions of the host country bring challengesknowledge transfers. Challenges
experienced in Estonia were mostly related to theas and organizational context of
the host country: to the cultural issues and tontieéivation of the host unit to receive
and absorb knowledge. The cultural challenges ratgi from the former socialism
when people were closely monitored and the indaidreedom was restricted. This
refers to the authoritative management culture thas seen as one impediment.
Managers are the ones who are assumed to haveower pnd knowledge, therefore
innovativeness and self-initiative of the subortia may not be particularly

encouraged.

The willingness to receive and absorb new knowledgewell as how changes are
regarded, are seen as a major challenge in Esfbmsapplies to the older generation,
in particular. The differences between the younged the older generations were
highly emphasized. The older employees are lessvatetl to learn new things and

prefer to maintain things as the way they are. Jydwnger people, on the other hand,
are very motivated to learn and absorb new thingd & develop themselves

professionally. There still exists a generation gapween those who have worked in the

Soviet organizations and those who have not, afthdle gap is diminishing gradually.

The findings of this research concerning the chaks are quite in line with the earlier
research by Smale and Suutari (2008) of the knaydewlansfers from Finland to
Estonia and Czech Republic. Greater power distamas discovered to impede
knowledge transfers, whereas the organizationali@iwas noticed to be good with a
positive attitude towards learning and innovati@Gmly in this research, the generation
gap was more strongly brought forth — how in geinéra younger people support

knowledge transfers, whereas the older generatratehs them to some extent. One
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significant change had occurred in the commitmematds the parent company in
regard to personnel turnover. In the earlier resely Smale & Suutari (2008), it was
discovered that a high personnel turnover represgeatbig problem. At that time, the
Estonia was experiencing an economic boom so ja@rs abundantly available. People
easily changed firms for a better position. KeyWtemlge was easily lost then. Today,
the situation has changed completely as the econisnmgxperiencing a downturn.
Employees want to hold on to their jobs, therefinere is more commitment towards
the employer and the knowledge is more likely taysin the company. This has

facilitated knowledge transfers to Estonia.

The scientific contribution of this study relatesthe deeper investigation of the two
types of mechanisms used to transfer knowledge stonia — the advantages and
disadvantages they provide, and the factors exphitheir use. The contribution to the
corporate world includes guidelines on how to canidhwsiness in Estonia, as well as in

a foreign environment in general.

Estonia is the neighboring country of Finland, thuss often regarded as an easy
context to do business in. Companies are not alyweggared to encounter problems in
a context so close to Finland. Yet, there are ehgks as in every foreign environment.
The former socialism has impacted the businessireuin Estonia and some of the
challenges faced today stem from that era. Thedyisif the country has influenced
people’s behavior and that should be taken intssidenation when doing business in
Estonia. Exploring the history and culture of theumtry is useful in order to better
know how new things are best introduced and how kim@wledge transfer is best

completed.

The differences between younger and older emploghesld be acknowledged. The
younger employees usually are very motivated argkreto learn new things. That
initiative and willingness to experiment should sagoported although the number of
mistakes might increase to some extent. Furthernioeecompetence in the use of IT of
the employees should be utilized in cases wherevleilge can be easily transferred

with IT. In general also, attention should be gaithe type of knowledge and which
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mechanism it is transferred with. Sometimes IT-dasechanisms are perfectly enough
to get the message through but sometimes direetaiction is also needed, either a
people-based mechanism alone or that combinedanitfi-based one. By first taking a
moment to really think about how the transfer canblkst completed, helps achieving

the optimal outcome.

As the older people can be more skeptical towaris knowledge and might not be
very motivated to implement new procedures and thken in use, it is important to
explain to them thoroughly what the new proceduaes, why they are being
implemented and how they will potentially lighteheir workload. This kind of
approach, instead of only informing them of the samchanges, can significantly
decrease the older employees’ resistance to neawshHaving the right attitude, in
general, is vital too. “Finland-centered” thinkirsipould be avoided. The approach
should not be only going there to teach and gideier but to acknowledge and respect
the local know-how and the local insight of doingsimess in that environment, and to
utilize it whenever possible. That makes the loeaiployees feel appreciated and
transmits the message that their work contributiotihe organization is valuable. These
are important points especially for the expatrigieing to Estonia.

This research was conducted from the point of wéwhe Finnish managers who had
experience of working in Estonia. It would be iet&ing to study the same themes but
from the perspective of the local employees / marsagn Estonia - how they
experience the knowledge transfers from the Wedtharw they relate to working in a
Western organization. Different viewpoints couldéxgected as a result. Furthermore,
interesting would also be to conduct the same rekelaut with a different country
context, such as with the newest EU members Romané¢h Bulgaria. Estonia is
considered to be the most advanced country aman@EE countries - Romania and
Bulgaria, on the other hand, among the less deedl@mes. It would be intriguing to
compare the results between these two country x@ntgEstonia vs. Romania /
Bulgaria), how much there would be differencesha amount and type of knowledge
transferred and challenges faced.
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APPENDIXES

Appendix 1. The framework of interview.

Background information of the interviewee
- age
- education
- position / task during the assignment in Estonia

- work experience in Estonia (duration)

Background information of the company
- industry
- size of the concern and the Estonian unit (perddnne

- operation time in Estonia

How much knowledge is transferred from the headquaters to the foreign units?
> To what extent the parent company and the surgdiare globally integrated / to

what extent the subsidiaries are independent units?

What type of knowledge is transferred?
- What type of knowledge is transferred from FinlandEstonia at the moment?
What about from Estonia to Finland?
- How has the knowledge transfer (type / amount) ghdrduring the years, when
the business operations had only started in Estoarapared to the situation

today? How is it expected to be in the future?

The mechanisms used in knowledge transfers
- With what types of mechanisms knowledge transtgs place from Finland to
Estonia?
* |IT-based mechanism#/hat kinds of mechanisms are used, what type of
knowledge is transferred with them, what are theaathges and disadvantages

of using these kinds of mechanisms to transfer kedge?
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» People-based mechanisnghat kinds of mechanisms are used, what type of
knowledge is transferred with them, what are theaathges and disadvantages

of using these kinds of mechanisms to transfer kedge?

- Which mechanisms are experienced to be the masttefé in knowledge

transfer and which ones the least effective? Fatwdason?

- Which factors affect the decision to use a certigre of mechanism?

Challenges in knowledge transfers
- What kinds of challenges are experienced in knogdddansfers?
Have there been problems due to, for example:
e Type of knowledge transferred
* Cultural context of Estonia
* Motivation and ability of the Estonian unit to reeand absorb knowledge

« Attitude of the Estonian unit towards the Westemganization



