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INTRODUCTION

The globalisation of the modern business world is providing companies with an abundance of new opportunities. The global markets are opening up and the use of technological innovations provides companies with increased flows of information (Bierly & Hämäläinen 1995, 217). Besides information, new technological solutions, such as the Internet, provide companies with new, vast markets and at best totally new business opportunities. As a result companies have developed their operational efficiencies and the ways to reach their increasing customer base around the world more easily, e.g., with the help of the Internet. 

However, besides opportunities the changes also bring about great challenges. In today’s global business world companies’ business environment is no longer determined by their country’s national borders. Companies are faced with intensified competition from outside their home country, but also outside their traditional industry structures. (Bender & Fish 2000, 125; Brannbäck et al. 2001, 4-8.) At the same time as customers are demanding for more added value, the number of companies exploiting similar resources and providing value through the use of similar technologies and solutions is rapidly increasing (Bender & Fish 2000, 128). This among other things is leading to significantly shorter technological life cycles, which is forcing companies to innovate new products at an ever-fastening rate (Bierly & Hämäläinen 1995, 217). Furthermore, even within individual organisations skills and knowledge are often dispersed between different business units and locations – at best around the world (Bartlett & Ghoshal 1987, 47-49). Besides that also industry boundaries are changing, as for example companies traditionally considered to be in the pharmaceutical technology industry are leveraging their technological knowledge to new business areas: e.g., the food and the agricultural industries (Brännback et al 2001, 4-7). At the same time technological advances are changing industry structures with radical implications on the number of competitors and the ways companies are competing. These issues again have further implications on the importance of strategy, companies’ competitive advantage and the long-term profitability of companies (Porter 2001, 66, 70-71). Finally, it can also be seen that the Internet, as a overwhelming change, has certainly lived up to the expectations, but partly in the opposite direction than was anticipated – increasing the competition and blurring the companies’ ability to gain sustainable competitive advantage.

Companies are not just facing a rise in the size and number of competitors, but their way of doing business is being challenged by the continuously changing global business environment. As the rules for competition seem to be changing, companies are confronting new challenges in sustaining their competitive advantage against the competition. It can be clearly seen that competitive advantage is increasingly based on the knowledge of how to do it (know-how) rather than in having special access to resources and markets, which are becoming globally accessible (Lubit 2001, 164). Thus, knowledge should be considered as a critical strategic resource (Porter 1998b, 77; Bender & Fish 2000, 125-128). Even the acquisition of new special knowledge is not enough anymore, but the company’s competitive advantage will be residing on the value and sustainability as well as the ability to further develop that knowledge (Lubit 2001, 164). Instead of resources or operational efficiencies, it is the customers’ perceived value of the company’s value propositions that has become the decisive factor on the organisation’s real competitiveness (Porter 2001, 70-71). Subsequently knowledge about the ways of providing the customers with true value way and the ways of developing company’s competitive advantage has become essentially important (cf. Porter 1985, 3). 

A company can develop its core competencies and knowledge base in two fundamentally different ways: through their own experiences and through the experiences of other organisations (e.g., Bierly & Hämäläinen 1995, 211-215). Developing the company’s knowledge base through other’s experiences means transfer of knowledge, which may be embedded in the partner’s products or organisational processes (Håkansson et al 1999, 443). As the aim is to build core competencies more economically and more rapidly than the competition, one may need to consider both of the options (Hamel 1994, 28). Cooperation in order to develop competencies has become especially important in high-technology industries where one single organisation rarely possesses all the available skills and capabilities (Lam 1997, 973). Also the pace of product development and the increasing need for competence development can be seen affecting the need for external help in developing new knowledge and competencies. 

Although internal development is often seen critical in terms of the competitive advantage, external development is also essential. It is especially important considering the variety of competencies and the speed of innovation required in order to remain competitive. However, external knowledge development presents also great challenges to organisations, as they will need to be able to integrate the previously unfamiliar knowledge into their own knowledge base. (Bierly & Hämäläinen 1995, 217-218.) On the other hand, companies also need to be able to develop such a relationship between each other that they can rely on their partner not to exploit the sensitive knowledge revealed during the cooperation. 

These are the challenges which have inspired to this research and which will be comprehensively analysed and discussed along the research. Although research both on knowledge transfer and the resource-based view of the firm have been gaining more interest, transfer of knowledge within a dyadic relationship has not been studied too much. This paper focuses on identifying the antecedents of successful development of core competences in interfirm co-operation. The paper ends with a theoretical framework based on which some propositions are drawn. 

1 Knowledge as an Organisational Resource

It is possible to analyse the company as a portfolio of competencies rather than as a product-market entity. From the company’s point of view resources and products are basically two sides of the same coin. (Wernerfelt 1997, 117.) In the so-called resource-based view of the company the company is viewed as an administrative organisation – ‘a firm’ – for the collection of its various resources. In fact a firm is able to produce a number of products or services, for which demand exists, with the resources it possesses or is able to acquire. (Penrose 1995
, 12-13, 20.) It is the organisation that will eventually need to decide, which goals it is going to pursue, i.e., for which challenges the resources and the organisation in its totality are best suited. The idea of the resource-based view is based on the logic that resources and capabilities may be heterogeneously distributed among companies and that the resource differences can stay fairly stable over time (Barney 1994, 3). The so-called knowledge-based view can be seen as an outgrowth of the resource-based view, but it concentrates on knowledge being strategically the single most important resource for the company (Grant 1996, 110). 

It can be seen that the company’s competitiveness is very much dependent on the organisation’s efficiency, skills and knowledge accumulation. Consequently also the basis for competition, in inter-company competition instead of inter-product competition, is considered to lie in the organisation’s ability to develop its bundle of competencies. (Hamel 1991, 83.) Rather than trying to explain the structure or the contractual relations of a company the view is attempting to explain why some organisations are able to build competitive advantage based on their physical and human resources (Grant 1996, 110). Instead of a pure contractual construct the company is rather viewed as a social community, in which resources and expertise are transformed and developed into value producing competencies (cf. Kogut & Zander 1997, 307). In fact, to be more precise, it is not the actual resources or knowledge that determine the company’s competitiveness, but the services that they provide for the production of products and services (Penrose 1995, 25). In the end it is the customers’ perceived quality of the produced services or products that eventually determine the competitiveness of the use of resources. Furthermore, also the company’s ability to produce such services that are valued and appreciated in the markets can be considered as a capability or a competence (cf., e.g., Teece et al. 1997, 515). It can be argued that it is truly the resources and competencies of the company that actually decide the competitiveness and success of the organisation. 

However, it should be noted that the different views are not only contradictory, but can also be viewed as complementary to each other. They provide different kinds of ways to analyse the situation and to find the best solution. Even Porter, who discusses widely the importance of product-based competition as means of strategic management, begins the building of the competitive advantage from the company’s ability to perform activities efficiently. Although he stresses the importance of industry structure, a company’s success is eventually dependent on its ability to cope with the competitive forces in the industry relying on its resources. (cf. Porter 1985, 3-5.) 

1.1.1 Core Competencies as a Part of the Organisational Knowledge Base

As knowledge assets are grounded in the knowledge base of individuals, companies provide the resource allocation structure so that knowledge can be shaped into core competencies (Teece 2000a, 12-31). According to Teece (2000a) core competencies can be considered to be clusters of know-how assets. They include discrete organisational processes and generalised organisational skills and routines as well as knowledge fundamental for running the business efficiently regarding the company’s overall strategy. (Teece 2000a, 24; Ciborra et al. 2002, 6.) Core competencies are highly valued by the customers and usually quite durable in nature, as they do not diminish with use. Core competencies are not dependent on a single individual, but rather represent the collective learning in the organisation, of how to coordinate and integrate diverse production skills. (Prahalad & Hamel 1990, 82; Teece 2000a, 24.) They reflect skills, experiences and distinctive ways of doing things, which are strongly bound to the specific environmental and competitive context of the organisation and competence at hand (Prahalad & Hamel 1990, 82; Teece 2000a, 24; Ciborra et al. 2002, 6).

As a result of the preceding discussion, it can be said that core competencies consist of bundles of largely tacit knowledge about how to efficiently perform and coordinate performed processes essential to the value proposition of the company (adapted from Boisot 1998, 182; Prahalad & Hamel 1990, 81-82; Hamel 1994, 13). For the purposes of this research core competencies will be defined as bundles of valuable organisational knowledge consisting of both an information-related component as well as a know-how –related component. An example of this kind of a core competence could be for example the ability to develop easy-to-use and easily adaptable user interfaces for mobile phones – knowing how to technically implement it but at the same time using the experiences from previous development projects in order to make it easy-to-use.

According to this definition core competencies are valuable to the company as they are appreciated by the customers and difficult to imitate due to the tacitness of know-how and the fact that they are strongly bound to the organisational context. Consequently, core competencies can be seen as an essential source of competitive advantage (cf. Teece 2000a 20, 24). The difference between a core and a none-core competence is that core competencies contribute to the long-term profitability of the company, and none-core only to the success within some specific business operations or organisational routines (Hamel 1994, 13). The importance of the core competence in terms of the competitive advantage will be highly dependent on the value of the tacit know-how component.

1.1.2 Knowledge as a Source of Competitive Advantage

Considering the knowledge-based view and its linkage to the notion of competitive advantage there are several important issues to discuss. Considering resources, exceptionally good access to raw materials or markets is rarely a source of competitive advantage for companies nowadays. In today’s business world the most important way to create sustainable competitive advantage is regarded to be developing the basis of organisational knowledge through the development of core competencies. (Lubit 2001, 164; Hamel 1994, 18; Prahalad & Hamel 1990, 81-82.) Even complex technologies can not yield competitive advantage, as long as they are available to companies on the market (Eriksson & Parviainen 2002, 2). Also materials or markets can be copied or recreated, but one can not copy something that one can not see, explore or analyse and consequently can not understand in its full context. 

The role of the firm in the creation of sustainable competitive advantage is strongly related to the organisational identity (the social community) that the organisation provides. The identity lessens the fear of individuals’ opportunistic behaviour, and creates an effective environment for the intra-organisational communication as well as learning. (cf. Kogut & Zander 1996 502-503, 510; Foss – Foss 1998, 8.) Thus, identity also works as a coordinative element, as it facilitates the organising of transactions and other activities within the firm.

Furthermore, there seems to be a trend of increasing returns especially in the information industries. The company that is able to create competitive advantage first will be able to gain momentum in further developing it more quickly than the competitors. There seem to be three fundamental reasons for this. First, the costs of developing similar competencies very quickly are very high for the competitors, which will result in lower incentives. Then, the first company able to offer the solution to the customers may be able to establish its technologies as an industry standard. Finally, the importance of user knowledge is an essential factor, as the users become familiar with the specific user interface and will be reluctant to learn new ones afterwards. (Teece 2000b, 46.)

The characteristics emphasized by Porter regarding the notion of competitive advantage were sustainability and value. The same line of thinking can be applied in determining the true value of a core competence. Consequently there are four characteristics, which a competence should fulfil in order to yield competitive advantage, i.e., it should be valuable, rare, difficult to imitate and organisationally exploitable. Value refers to the customers’ appreciation of the competencies and the organisations’ possibilities to respond to environmental changes relying on these competencies. Besides important for the company and valued by the customer, core competencies should also be rare (not available easily to competitors) and difficult to imitate. (Barney 1997, 145-160; Barney 1994, 4.) 

Finally a core competence yielding competitive advantage needs to be organisationally diffused in such a manner that it can be exploited to its best potential (Barney 1997, 145-160; Barney 1994, 4). Knowledge, especially tacit knowledge, can not be readily acquired from the market, but they need to be at least partly developed internally due to their specific nature (Teece 2000b, 36). As the competencies are internally developed, they become organisationally embedded and exploitable. The issues concerning the internal development and organisational embeddedness will be discussed further later on in the research. 

1.1.3 Characteristics of Knowledge

Competencies and core competencies are often considered from a functional viewpoint, i.e., why they are important and how they enable the company to provide the customers with superior value (Drejer 2000, 207). However for the purposes of this research this viewpoint does not bring out the whole essence concerning the problematics of the transfer of knowledge in a business relationship. Instead the focus will be next set on the structural characteristics of competencies, i.e. what they are like and how they are constructed (cf. Drejer 2000, 207). As discussed earlier core competencies can be considered as combinations or bundles of organisational knowledge, consisting of information- and know-how-related components.
Although different organisational governance forms have been used in order to facilitate the sharing of knowledge and expertise, it seems that the biggest problems companies encounter are related to the specific nature and characteristics of knowledge and its embeddedness in its organisational context (Lam 1997, 974). Next the analysis and discussion will be concentrated on the most essential and partly inter-dependent characteristics of knowledge: tacitness, complexity, value and diffusion (Adapted from Simonin 1999, 466-467; Eriksson & Hohenthal 2001, 95-96; Teece 2000a, 13-19; Boisot 1998, 42-55).

1.1.3.1 Tacitness

The basic idea in the transfer of competencies and knowledge is in transferring and redeploying core competencies from one economic context to another (Teece 2000a, 16; Eriksson & Hohenthal 2001, 96). However, the replication of tacit knowledge is very difficult due to its specific unconscious nature and its embeddedness in the specific context. Tacit knowledge is knowledge, which is difficult to articulate in a meaningful and complete way from one individual to another (Teece 2000a, 13; Kogut & Zander 1996, 6). It relates strongly to the argument that we know more than we can actually tell (Simonin 1999, 469)
. Tacitness is a basic characteristic of know-how, which can be seen as the accumulation of non-codified skills. Thus tacitness is an essential issue also considering the transfer of knowledge and core competencies. Besides being essentially an important variable of know-how and knowledge, it is also an important factor affecting the difficulty of knowledge transfer (Brandt Husman 2001, 9; Simonin 1999, 469). Tacitness is also in a central position considering the value and specificity of knowledge. Furthermore, it is essential to remember that tacitness of knowledge has clear implications also on the possibilities of gaining competitive advantage through a specific competence. 

Tacit knowledge is typically embodied, so that the transfer can not be done through simple transmission of information in a standardised way, as in the case of information components. Only when all relevant knowledge can be fully codified and understood is the simple exchange of information possible for the replication of knowledge. So the problematics considering the tacitness of knowledge is concerned with the fact that a company can not exchange, duplicate or transfer something that it does not fully understand. (Teece 2000a, 16-18.) Thus the characteristics of knowledge and know-how can be seen essentially linked to the ease of knowledge transfer. In fact Simonin (1999, 479-480) argues that tacitness of knowledge is the single most important factor affecting the knowledge ambiguity, i.e., the difficulty of knowledge transfer. The more tacit the knowledge is, the more difficulties both organisations involved will have in identifying and understanding the essentials of knowledge. Therefore the more tacit the knowledge is, the more difficult it will be to transfer it from one context to another. Furthermore, tacitness will also make it difficult for the receiver to further develop the knowledge in its new context, if the basic assumptions regarding its functions are not understood. 

1.1.3.2 Complexity

Complexity as the next knowledge characteristic refers to the number of interdependent routines, individuals and technologies linked to a particular knowledge. The problems of complexity may be very similar to those of tacitness, but a difference between these two characteristics should be made. The problems of complexity are more related to the difficulty of integration and a common understanding as several areas of technology and expertise are brought together in a competence. (Simonin 1999, 470.) This is consequently also closely related to the amount of education needed for someone to be able to understand the relevance of complex information (Eriksson & Hohenthal 2001, 97). In this case, the problem is not concerned so much with embeddedness or the difficulty of understanding how things actually work but with the complexity of the linkages between the skills and technologies. 

However, just as tacitness, complexity can be argued to have an important effect on the difficulty of knowledge transfer. Since a complex competence brings together an abundance of different kinds of knowledge, transfer of such knowledge would require the understanding of the environmental context and the intertwined areas of expertise of the competence. (Simonin 1999, 470.) In praxis the linkages within a specific value chain for example may get very confusing. The activities performed within a company may at worst relate quite far to the activities performed in the value chains of their suppliers or customers. As the knowledge becomes more complex it will mix different areas of expertise and for example technologies or areas of different technologies. Thus, it will require wider basis of expertise from the people involved in the transfer process. Subsequently, this may require further education or then more people from different backgrounds need to be brought together for the process to succeed. These steps on the other hand will make the process itself more complex and require also further adaptations and investments into the relationship.

Finally, it should be noted that various studies have not found complexity as an especially important factor considering the ease of knowledge transfer. Still it seems to be positively correlated with, e.g., tacitness and organisational distance, which can all be seen as making the learning environment especially challenging to the organisations involved. (Simonin 1999, 479-480.) Thus, the characteristic is regarded here as one of the four essential challenges, to which the organisations involved in the process will need to find a solution. 

1.1.3.3 Specificity and Value

The notions of value and specificity will be discussed here together as they can be seen closely interrelated. The notion of specificity is essentially linked to the uncertainty prevailing between the companies and to the switching costs for the parties involved (Campbell 1985, 269). Yet, the situation in the case of knowledge transfer is slightly different than compared to the exchange of investment products. There the switching costs are usually a result of the customisation (or high strategic value) of the product, which leads to higher costs incurred in relationship specific investments. However, in this case the specificity and its implications can be seen perhaps more clearly in the risks the companies are taking in their transferring activities. The more valuable the knowledge is, the more risks there are for the knowledge transferor. (cf. Campbell 1985, 269-270.) Transferring knowledge may lessen the value of the transferor’s whole knowledge base if the receiver should misbehave and use the new knowledge against its partner (cf. Brandt Husman 2001, 5). Core competencies are valuable to the transferor as they are a source of its competitive advantage, but what will happen if they are transferred outside the original organisational boundaries is very much dependent on the receiver’s activities.

One can think of the notion of specificity also in the context of the receiver’s possibilities to exploit the transferred knowledge in other relationships. In this regard the specificity of knowledge can be understood as the transaction or relationship specific skills and competencies (Simonin 1999, 469; Doz 1997, 57). The higher the particularity of the competence, the less value the capability has outside the specific relationship (Alajoutsijärvi & Tikkanen 2000, 9). In this sense the value of the knowledge for the receiver may be in the usefulness of the competencies outside the specific relationship in a broader field of exploitation possibilities. But at the same time the value for the transferor is in the high level of specificity to solve the specific problem. (Doz 1997, 65.) In terms of the company’s competitive advantage this may mean that efficient deployment of such a competence within the organisation becomes very difficult or costly. Furthermore, the more closely the knowledge is linked to the specific environment and task, the more tacit it is likely to be (Brandt Husman 2001, 10).

However, specificity of knowledge may at the same time mean that it is very valuable for the transferor. This value is essentially bound to the way the competencies are integrated to their organisational environment (Doz 1997, 65). The importance of a competence can be seen for example in the fact that it is being strongly protected against imitation and transfer. Therefore the specificity of the transferred knowledge can be considered also as a restriction to its use outside the organisation, which will naturally have implications also to the ease of transfer. (Simonin 1999, 470.) As a conclusion, one can see that the specificity and value of knowledge affect the transfer process perhaps more indirectly than the other characteristics. They are actually more directly related to the relationship context and the fear of possible opportunism. However, if the organisations do not have the required level of trust between them, the process will also be affected, as the companies will not be able to communicate as openly as necessary for the sharing of knowledge to be effective. 

1.1.3.4 Diffusion

Diffusion as the last knowledge characteristic discussed is concerned with the organisational structure of the knowledge, i.e., how knowledge is disseminated and utilised within the firm (Lam 1997, 977). In this sense the last characteristic is more concerned with the knowledge receiver’s ability to use the transferred competence, although it also has implications considering the ease of knowledge transfer.

Namely, the way knowledge is structured within the organisation is closely related to the way the company is organised and coordinated (Lam 1997, 977). Consequently, there are clear implications to the ways knowledge can be transferred between the organisations. Both of the companies’ organisational structures have certain effects on the way interaction and the processing of new information can be carried out in a relationship. For example, flexible organisations and rotation of jobs often provide the opportunity to develop broad skills within the organisation (Lam 1997, 977). In this way the dissemination of new knowledge can be actually enhanced between work groups in the organisation.

In order to be able to exploit the transferred knowledge, it needs to be deployed within the organisation. One or two individuals with a specific competence can not make such a big difference, but once the knowledge can be diffused to a team-based or a intra-organisational level it can be used to create customer value and eventually also competitive advantage. (cf. Alajoutsijärvi & Tikkanen 2000, 10-11.) Thus, the knowledge needs to be transferable also within the organisation in order for it to provide competitive advantage. Before one can expect such broad results the actors in the value chain need to understand the relations between the different work stages. On the other hand during the transfer process widely diffused knowledge can enable wide interaction between the different levels of the organisations, and consequently enable efficient transfer of knowledge. Organisation will in that case have more people knowledgeable about the issues involved – and can thus provide the receiver with views from different parts of the organisation.

The process of disseminating knowledge efficiently within the organisation can be done in various ways, widely differing in their complexity. The ways are very much dependent on the nature and evolution of the competence. (Doz 1997, 63.) The dissemination of highly codified information can often be done quite easily, since it can be written down, e.g., by using company’s Intranet or written reports. On the other hand tacit and complex know-how is often very difficult to disseminate efficiently and reliably, as it requires individuals’ close interaction. (Boisot 1998, 52; Doz 1997, 62.) An important way of enhancing this interaction is learning-by-doing where the individuals need to get concretely in touch with the competence.

As just discussed there are several characteristics of knowledge that affect the transfer of knowledge as well as the management of the relationship in a number of ways. Next, the issues that are being affected by these characteristics will be dealt with in more detail. First, issues concerning the various ways of organising the cooperation will be discussed more comprehensively and then, the actual transfer process will be analysed more closely. 

1.2 Knowledge Transfer and Core Competences

1.2.1 The Process of Knowledge Transfer

The process of knowledge transfer covers not only the actual transportation of knowledge, but also the learning process of the organisation. By this it is meant the process, during which the knowledge becomes integrated into its new organisational environment. (Adapted from Helleloid & Simonin 1994, 217; Morey 2001, 324-327; Gilbert & Cordey-Hayes 1996, 309; Richter & Vettel 1995, 39-40.) The process covers also the essential question of organisational embeddedness for yielding competitive advantage. Thus the development of new core competencies is an essential part of knowledge transfer.

The process of knowledge transfer is used here to describe the phases through which the relationship needs to be managed in order for the development of core competencies to be successful. There are several models available for this, but they all seem to evolve more or less around a similar pattern of activities. Besides the transportation of knowledge from one organisation to the other, one also needs to consider the interpretation of knowledge within the new context. In order to actually exploit the new knowledge and at best gain competitive advantage through it, it needs to be disseminated through the relevant parts of the organisation. (cf. e.g. Hamel et al. 1989, 139; Gilbert & Cordey-Hayes 1996, 309; Nonaka & Takeuschi 1995, 61-73; Helleloid & Simonin 1994, 217-218.) For the needs of this research an integrated model will be presented to describe the process of knowledge transfer. In this model the process is divided into five closely dependent phases: acquisition, transmission, processing, storage and retrieval (adapted from Helleloid & Simonin 1994, 217; Morey 2001, 324-327; Gilbert & Cordey-Hayes 1996, 309; Richter & Vettel 1995, 39-40). 

There are several possibilities for a company to acquire its competencies. During this first phase of the process the receiver of new knowledge scans the possible partners and is able to recognise at some level the specific competence or knowledge to be transferred (Morey 2001, 325). It can decide to develop the competencies internally, so that the competence is dependent only on the company’s internal expertise and knowledge. The organisation may also gather information outside without relying on outside sources for know-how. In the case of internal development, the competence is very difficult for competitors to copy, as the knowledge is embedded in its cultural context. Besides internal development, companies can also try to develop competencies through assisted internal development, market procurement, inter-firm cooperation or mergers and acquisitions. The interest in this research lies on the cooperational competence development through inter-firm cooperation. (Helleloid & Simonin 1994, 218-223.) Companies can in this way bring complementary and specialised knowledge together. Consequently, companies may be able to develop a competence, which neither of the parties could have accomplished on their own. (Helleloid & Simonin 1994, 222.) 

During the transmission phase the knowledge becomes transferred from one organisation to the other. The essence of the competence becomes communicated between the companies. (Morey 2001, 325.) Simple codified information becomes communicated easily, but successful transfer of competencies or knowledge will not be possible without the transfer of the tacit know-how component (cf. Morey 2001, 325). Thus it is essential to notice that the transmission and processing phases are often taking place partly simultaneously. Especially tacit knowledge becomes mostly transmitted and transferred during the processing phase, as it requires a deep understanding of the embeddedness of the knowledge. One can not transfer the (tacit) knowledge completely unless one knows what assumptions and contextual factors the competence is actually built on. However, as the processing phase is also comprised of the understanding of knowledge in its new organisational context, it is presented here as the following phase of the process.

The third phase of the transfer process is processing, which is very strongly dependent on the people involved, as the stage represents the actual learning of individual people (Teece 2000a, 18). The essence of this stage can be seen in the understanding of the competence and its embeddedness in its original organisational context. This means the analysis of the underlying culture bound values and assumptions about the exploitation of knowledge in its business environment. Besides that, the processing phase also includes the understanding of the knowledge and its exploitation possibilities in its new organisational context. (Baughn et al. 1997, 107-108; Richter & Vettel 1996, 40; Almeida et al. 2002, 147.) In fact, understanding and learning as such can be seen directly related to the context (and the relation between the knowledge and the environment) at hand, not to any abstract structures (cf. Kogut & Zander 1996, 510; Shariq 1999, 245). The reason for this is that knowledge without a context can not include all the essential pieces of tacit knowledge of the competence and the embeddedness of the competence. The processing phase can be understood as the phase of the learning process, in which the tacit knowledge and the underlying assumptions about the competence and its organisational embeddedness become transferred from one set of individuals to another (cf. Nonaka & Takeuchi 1995, 62-64). Thus processing and the transfer of tacit knowledge can be seen essentially as a social process, which is strongly dependent on the relatedness of the organisations and their ability to develop a shared identity. 

As a result of the understanding and the so called integration of the knowledge, the company will be able to modify the knowledge and create new competencies. In this way the organisation will also be able to develop new application possibilities for the transferred knowledge. (Morey 2001, 326.) In a sense one can say that the transferred knowledge becomes internalised by the receiving organisation and subsequently developed further to fit the specific context optimally (cf. Nonaka & Takeuchi 1995, 69-70). In order for the company to retrieve and exploit the transferred knowledge later on, it needs to be integrated – i.e., processed and stored. As the knowledge is in this case acquired through inter-organisational cooperation, it has implications also considering the later stages of the transfer process. (Helleloid & Simonin 1994, 224-226.) 

The last two stages – storage and retrieval – are also strongly interrelated to each other, but are essentially bound also to the characteristics of knowledge. Once knowledge has been processed it needs to be stored, which presents one of the key concerns regarding the development of competitive advantage through the transferred knowledge. (Helleloid & Simonin 1994, 225-226.) This is also a question of people’s ability to understand and integrate the knowledge into the organisation’s knowledge base. This can be done through educating people, but also integration through utilisation is an essential way (Morey 2001, 326; Gilbert & Cordey-Hayes 1996, 304, 309). Applying the new knowledge is an important way of revealing the essence of the tacit know-how (Grant 1996, 111). Subsequently as the transferred knowledge becomes diffused, it also becomes integrated into the organisation’s operational processes and products. Utilisation of the new competence is subsequently also essential for the creation of new insights and further development of expertise. (cf. Morey 2001, 326.) Another important issue in the storage of knowledge is its diffusion within the organisation, so that relevant people are aware of the knowledge and the way to retrieve it, should they ever need it (Helleloid & Simonin 1994, 225-226). So not only during the transfer of knowledge, but also during the integration of the competencies, the characteristics of knowledge arise as essential problems. These issues will be further discussed in the next subchapter. 

1.2.2 Factors affecting the Success of the Transfer Process

Although the concept of organisational learning has several interpretations, there seems to be a wider consensus about the effects of the contextual factors on the learning process. So far in this research many of the contextual factors have already been identified as a part of a wider context. Besides these, the organisation’s ability to absorb (understand, process and store) tacit knowledge seems to be related also to several situational factors (Dyer & Singh 1998, 665, 668; Lane & Lubatkin 1998, 461-462). According to previous researches at least the following issues have been found to affect the partner specific absorptive capacity in the organisational level (Dyer & Singh 1998, 665; Lane & Lubatkin 1998, 464, 471-472; Cohen & Levinthal 1990, 135-136):

· The extent to which partners have developed at least partly overlapping prior expertise

· Similarity of organisational structure on the operational level (lower management formalisation)

· The extent to which partners have developed mutual interaction routines and shared identity to maximise the easiness of interaction. 

Considering the tacit and complex nature of knowledge, there is a clear need for emphasising the role of individuals’ interaction in the integration of new knowledge. It is not organisations or even groups of people, but individuals that learn and process the new information and develop them into competencies (Doz 1997, 55; Richter & Vettel 1995, 38). The characteristics of knowledge have important implications to the learning possibilities of the individuals. Especially the level of tacitness and complexity of knowledge create certain demands considering the individuals’ skills and backgrounds chosen to participate in the transfer process. 

Regarding the people involved one needs to consider the people’s professional skills and expertise, but on the other hand one also needs to consider people’s social skills and cultural backgrounds. Considering the professional characteristics of people, they should possess (Cohen & Levinthal 1990, 135-136; Helleloid & Simonin 1994, 224-225): 

· Similar prior knowledge and expertise in order to understand the possibilities for knowledge transfer as well as the application and exploitation possibilities.

· Wide understanding of the core competencies in order to fully comprehend the essence of knowledge and in order to be able to extract the essential even if the knowledge being transferred is highly tacit in nature.

· Diverse backgrounds so that the available knowledge could be comprehended in its full breadth – regarding its complexity and tacitness. 

Differences in the people’s cultural background (organisational and national) can have important implications on the cooperational relationship and the transfer of knowledge in two dimensions. On the one hand, one can see that cultural backgrounds have an effect on the more operational level of cooperation in the sense that beliefs and values affect the way people behave and interact with others. (Simonin 1999, 472-473; Osland & Yaprak 1995, 56-57; Campbell 1985, 271.) Yet on the other hand, one can also argue that organisational cultures can differ more specifically in terms of the way they perceive cooperation as a way of operating, but also the way they encourage learning and organisational development (Simonin 1999, 473; Osland & Yaprak 1995, 57). Furthermore, differences between national cultures may represent even more profound challenges. A culture supporting the individuals’ learning efforts is often realised in an atmosphere of continuous development and evolution, which also supports individuals’ efforts to develop themselves and the organisational performance (Englehardt & Simmons 2002, 41). On the other hand, it can also be realised in an organisation, which can question its own working practices in search of more efficient ways of operating (Bogenrieder & Nooteboom 2002, 4).

Transferring of tacit knowledge takes place usually through the daily interaction of the individuals. As the parties have developed a mutual trust and language for the communication, the interaction can be done more efficiently. However there are several ways of enhancing the probabilities for learning and facilitating the interaction between people. Besides grouping people for efficient learning, various learning groups, knowledge activists and mentoring can also be regarded as ways of enhancing and coordinating the learning process within the company (von Krogh et al. 2000, 14, 147-148; Swap et al. 2001, 98-100; Englehardt & Simmons 2002, 41; Kogut & Zander 1996, 510). These can be seen as important facilitators, as they often enable the easy development of a shared identity and common concepts, which play an integral role in inter-organisational learning. Subsequently individual knowledge becomes shared, questioned, developed and added to the knowledge bases of others, i.e., taking the organisational learning efforts forward (cf. von Krogh et al. 2000, 14-15). In addition it is also essential to notice that the transferred knowledge is most likely bound to the context of one of the organisations involved. As the organisational context may not be familiar to all the participants, the role of developing a shared identity can be seen gaining more significance. 

As a result of the previous discussions it can be argued that there are two especially important sets of case dependent factors that affect the parties ability to create a shared identity (See Figure 1).
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Figure 1: 
Factors affecting the organisations’ ability to create a shared identity for the effective transfer of tacit knowledge

As we can see from the figure above, the essential variables are the relatedness of the prior knowledge bases and the easiness of developing a shared social community with a shared identity. When both of them are high, the probability for the knowledge to become successfully transferred is greatest, as the organisations can find a set of social interaction as well as the possibility to communicate efficiently regarding the essentials of the knowledge. However, it is essential to notice that the development of a shared identity is important not only for the transfer of knowledge but also considering the development of mutual trust (Blomqvist 2002, 232).

The similarities regarding the prior expertise is important as, in this case organisations can more easily find a common understanding of the basics (pros and cons) of the knowledge and the possibilities for applying it. Due to their prior experiences, individuals will have developed schemas for handling similar situations, and subsequently the individuals have better abilities to absorb even highly complex and tacit knowledge. (cf. Cohen & Levinthal 1990, 130-132.) Thus in a sense these variables can be viewed as pre-requisites for the absorptive capacity of the receiver to become efficiently exploited. As either of the variables is low, then the transfer will be missing the effect of the component. Without the shared social identity people will have difficulties in finding the right means of interacting. On the other hand without the shared background in terms of the technology or knowledge people will have difficulties in understanding the essentials of the competence and its underlying assumptions.

1.2.3 Developing the Transferred Knowledge into Core Competencies

Before analysing the integration process further, it should be discussed whether development of competitive advantage is possible through transfer of core competencies or knowledge. Here understanding the essence of the notion of core competency is essential. As competencies are tacit and organisationally embedded, they can very rarely be simply planted into a new context (cf. Lam 1997, 975-976). It can be argued that this is possible only if the original and the new organisational contexts (assuming also the similarity of individuals’ cultures and learning abilities) are identical and the essence (tacitness) of the competence can be perfectly understood and communicated. Another important consideration concerns the rareness and imitability of the transferred knowledge and the subsequently developed competitive advantage (cf. Barney 1994, 8). If such knowledge is possible to gain through partners, how can one know that it is difficult to imitate. How can one be sure that the competitors will not be able to use their relationships in a similar manner? Relationships just as strategic alliances can only become a source for competitive advantage if they are rare and difficult (or costly) to imitate (Barney 1997, 300). Thus, it can be seen that the uniqueness of the knowledge is in this case also dependent on the companies’ mutual trust and willingness to develop the relationship. Therefore there should be made a distinction between a competence yielding competitive advantage and a competence or capability, which can only support the efficiency of the activities performed in the value chain (cf. Porter 1998, 40). 
As we have already discussed the characteristics of knowledge make it difficult to transfer, but valuable to the companies if the transfer can be successfully done. However, the real challenge is the development of the organisational core competencies on the basis of the transferred knowledge (Adapted from Almeida et al. 2002, 148). There are several ways in which cooperational relationships can be used to develop organisation’s knowledge base. One can either seek knowledge that is similar to the company’s current capabilities or one can seek complementary knowledge to the organisation’s knowledge base. (Shenkar & Li 1999, 136.) However, more important is to consider here the way in which the transferred knowledge is processed for different possibilities of creating competitive advantage. In this regard, it is possible to develop organisational competencies in three fundamentally different ways.

First, it may be possible that the development of competencies can be done through simple integration of the transferred competence as such, i.e., integrating the new competence into the organisation’s knowledge base. In this case, the competence itself will not be altered, but merely integrated into the new organisational context. Second, it may be possible to combine previously separated competencies in order to create a completely new competence or skill, e.g., developing new knowledge in cooperation with other value chain members. This is often an especially important way of cooperating when the companies are focusing on a very narrow line of expertise, and when the companies as a result have difficulties in exploiting business opportunities on their own. (Adapted from Doz & Hamel 1998, 4-5.) Finally, it may be possible to integrate the transferred knowledge and then modify and develop it into a distinctively new competence in the new organisational context.

Whatever the means of exploiting the transferred knowledge in the development of organisational competencies the essential issue is that the knowledge needs to be organisationally embedded (cf. Lam 1997, 975-976). It needs to be processed so that the essential information and its significance for the company’s competitiveness can be understood. The transformation of knowledge into competencies is a question of organisation’s ability to integrate the new knowledge into the organisation’s existing knowledge base. This will at the same time mean further development and application of the knowledge for the purposes of the organisation’s needs. An essential issue in this regard is the diffusion of information within the company, which creates the basis for the exploitation of the developed core competencies organisation wide. (Baughn et al. 1997, 107-108; Almeida et al. 2002, 147.) 

It can be argued that the essential part of the creation of competitive advantage can be traced back to the activities taken within the organisational boundaries. According to previous research findings the integration of knowledge has been found even more important for its efficient exploitation than the mere transfer of the knowledge (Almeida et al. 2002, 156). True expertise is developed through learning by doing, as only then one can take all the essential factors within the new context into consideration (Swap et al. 2001, 97). Thus, integration into the new organisational context will most likely include at least partial re-creation of the competence. First, this can be viewed from the competence’s viewpoint – only when it is truly tailored to fit the organisation, will the competence be embedded (and will thus provide most value). (von Krogh et al. 2000, 220-221.) On the other hand, one needs to consider the constructive learning process, which will result from the adaptive activities within the receiver organisation, as the competence is tailored to answer the purposes of the organisation. As the knowledge is being developed within the company, it is possible to use it to create rare and difficult to imitate core competencies. Thus although the knowledge was originally acquired outside the organisational boundaries, it is possible to create sustainable competitive advantage through the developed competencies.

On a more concrete level ways of disseminating knowledge throughout the organisation can be analysed in light of three different categories, which seem quite similar to those used during the transfer efforts. First, an essential way of learning is learning by doing, as actual expertise can only be developed through personal application and experience in the long run (Bender & Fish 2000, 126-127). In praxis this could mean the use of so called coaches or experts that would bring their experience (and tacit knowledge) into other people’s use. They could be used as mentors – giving advice to the people that are dealing with problems with which the competencies could be applied. Second, one can also use the informal networks or more formal workgroups, collecting the experts from different fields of business together to leverage the new knowledge and its application possibilities further. In this way it might be possible to get people in different business areas and possibly different parts of the organisation hierarchy to spend more time together and to share their experiences. Finally, one can also try to use different technological solutions to which people around the organisation could log on. However, the problem is that this would require the tacit know-how to be made more explicit, which may damage the actual value of the knowledge. (Lubit 2001, 167-170.)

As stated earlier, the transfer of knowledge within a dyadic relationship has been a rather neglected area in earlier research. Therefore the next section focuses on knowledge transfer in this context. 

CO-OPERATION AND KNOWLEDGE TRANSFER

Considering the transfer of knowledge between companies one needs take several issues into account. First, one needs to consider the characteristics of knowledge and their implications regarding the ease of knowledge transfer. Second, one also needs to consider the challenges regarding the management of the relationship, and finally also the aspect of transaction costs in designing a suitable governance structure of the cooperation. (Brandt Husman 2001, 2; Teece 2000a, 29; Hamel 1991, 86-87; Lam 1997, 974.) In a sense one can also consider the difficulties and challenges of governing as presenting additional costs for the efficient transfer of knowledge and eventually for the inter-organisational learning efforts (cf. Brandt Husman 2001, 2). Thus, one can also understand that if the transfer of knowledge transfer becomes too costly it may not become a source of competitive advantage. As a conclusion, also the way of organising the cooperation – the governance mode of the relationship – can be regarded as another important area of problematics (Teece 2000a, 29; Hamel 1991, 86-87; Lam 1997, 974).

1.3 Transaction Related Challenges of the Cooperation for Competencies

The choice of a suitable governance mode is closely related to the notion of opportunism and the transaction cost economics, which adopts a contractual approach to the study of economic organisation (Williamson 1986, 174, 177). There are two basically different solutions for organising knowledge exchange. One can rely on pure market mechanisms or then one can rely on a hierarchical firm structure. Besides them there are also several intermediate solutions, e.g. different kinds of cooperational arrangements and strategic alliances. (Williamson 1986, 102.) 

However, there are several areas of problematics, which make the evaluation of contracts and organisational forms difficult. These problematics are created by the basic assumptions of bounded rationality, opportunism (self-interest-seeking) and asset specificity. (Williamson 1986, 174, 177.) In the case of core competencies being transferred all of the three assumptions can be seen getting realised (cf. Williamson 1986, 178). The competencies are highly tacit and they are possessed by only few organisations. Together with the value expectations of the knowledge and already incurred activities this setting can be seen leading to a situation similar to asset specificity. As the value of the transferred knowledge increases, at the same time increases also the risk of opportunistic behaviour (Helleloid & Simonin 1994, 221-222). 

This fear of opportunism can be realised in at least in three ways. First, it may be difficult to make sure that the partner is actually capable of providing the company what it really needs. Instead, the partner may be trying to cheat and in this way gain opportunistically out of the relationship. (Das & Rahman 2001, 46-48.) As an example, the fundamental difficulty and uncertainty related to buying knowledge from the markets was presented in Arrow’s paradox (1962), which states that it is difficult to value the worth of knowledge until it is known, but once known, there is little incentive to buy it (Helleloid – Simonin 1994, 221)
. This asymmetric information between the parties is one of the main reasons to the risk of opportunism to arise as an essential consideration when dealing with competence development (Barney & Ouchi 1986, 19). Second, the partner may be trying to gain only access to the other company’s competencies and then exploiting them to their own benefit (Das & Rahman 2001, 46). The receiving party may try to retrieve from the cooperation as soon as it has fulfilled its knowledge needs and does not have any incentive to carry on with the relationship. Even worse, the receiving party may try to use the knowledge against the original partner later on. (Helleloid & Simonin 1994, 222.) Third, the partner may be unwilling to continue the cooperation, as the positive results are becoming clearer. Instead the company may try to leave its partner and pursue the new business opportunities on its own. (Das & Rahman 2001, 46.) However, this kind of behaviour will at least in the long run most likely lead to a bad reputation of exploiting partners among other companies, and as a result the opportunism will eventually backfire (Helleloid & Simonin 1994, 222; Barney & Ouchi 1986, 24-25).

There are also essential risks related to the value of the knowledge or competencies in a pure market transaction. First, it is difficult to actually find such core competencies, that are readily transferable, and companies, that are ready to sell such unique knowledge. Another limitation is that if one should find such knowledge available, it will also be available for competitors. (Helleloid & Simonin 1994, 220-221.) In fact, if a perfect market for knowledge would emerge, competencies could no longer be considered as sources of competitive advantage (Teece 2000a, 20). Thus the end result – a well-organised cooperation for efficient knowledge transfer, still safeguarding the parties against hazards of opportunism – is difficult to attain through simple market contracts. (Williamson 1986, 178-179.) As a result of all this the basis for planning and the possibilities for a perfect contract are made very difficult and costly. Therefore in order to ensure a balanced and trusting relationship context for the knowledge transfer the way of organising the cooperation should also carry some characteristics of a hierarchy. This means that usually the eventual organisation form will be some form of a quasi-hierarchy where the different problematics can be taken into account (cf. Williamson 1986, 102).

1.4 Governance of the Cooperation

The aim in selecting a suitable governance mode for cooperation in general is to minimise the overall cost structure – i.e., the production and the transaction costs (cf. Williamson 1986, 110-111). Companies can develop either a close or a more distant relationship depending on the advantages and disadvantages related to the possibilities. Often the closer commitment and interaction will create possibilities to make adaptations to each other’s activities, although at the same time the controlling and coordination of the relationship will keep using more of the organisations’ resources. (IMP Group 1982, 14-15.) Considering the risks just discussed, the role of opportunism is very important, and as a result the incurred transaction costs are often quite high in the context of transferring competencies.

The transaction costs are caused by the ambiguity related to the transaction, which is a function of uncertainty (caused by opportunism), frequency of exchange and the degree of transaction-specific investments (Williamson 1986, 105). In a determining position considering the level of ambiguity is the level of transaction-specific (non-marketable) investment costs, especially in the case of knowledge transfer where uncertainty is essentially high at all times (Williamson 1986, 106). Both of the parties will get in touch with valuable knowledge regarding the parties’ competitive advantage, and thus the cooperation and its structures need to be well designed. Consistently with this it seems that companies are more protective of their knowledge when the cooperation involves specific, tacit and complex (i.e., more unique and valuable) knowledge (Simonin 1999, 479). 

One important factor affecting the development of the relationship is the power dependency between the companies. The dependency arises from the fact that the other partner controls the resources or knowledge to be transferred. (Hallén et al. 1991, 31; Baughn et al. 1997, 108.) On the other hand the situation may change as the knowledge is transferred and the receiver will become aware of the basis of its partner’s competitive advantage (adapted from Hamel 1991, 88). Dependencies are also an important reason for much of the adaptation activities conducted between the parties involved (Hallén et al. 1991, 34). Although the companies are a part of a cooperational relationship, in which power dependencies should not lead to a demand situation, difficulties concerning the management of the relationship may arise. As written agreements and the support structures are needed to define the purpose and permeability of the relationship, the relationship must also provide for flexibility in order to be successful in the long run (Baughn et al. 1997, 114). 

As a conclusion one could argue that knowledge characteristics have clear implications on the way companies commit to each other and how they try to organise their cooperation in a way that valuable knowledge will not become a subject of opportunism (cf. Contractor & Ra 2002, 18-24). Analysing the forms of strategic alliances can provide a good example of the ways, in which cooperation can be organised. Previous studies seem to indicate that for example the preferred form of strategic alliances for cooperational research and development is joint venture rather than non-equity agreements (Osborn & Baughn 1990, 513). This is partly due to the fact that joint ventures allow greater integration and better information flows between the partners. But besides that an essential issue is also that a joint venture decreases the risk of opportunism, as it is comprised of a jointly owned organisation, which both of the partners want to be economically successful. (Osborn & Baughn 1990, 504-505, 508.) Similar issues arise as important variables also when designing the governance form and support structures for the relationship in the context of knowledge transfer. On the other hand one needs to consider minimising the risk of opportunism and on the other hand the flow of information. In short it is a question of trust. 

There are several essential considerations, when trying to minimise the risk of opportunism. Especially important are the so-called preventive considerations during the formation of the cooperation (Das & Rahman 2001, 51-56; Norman 2001, 51-54.):

· Contractual specifications can be used in the cases that the possible opportunistic behaviour can be clearly foreseen. By specifying the terms of cooperation beforehand, it is possible to overcome these problems.

· Mutual hostages can be used to minimise the risks through creating valuable hostages for the partners that they might lose in case of opportunism. In a sense sharing knowledge about each other’s competencies already represents a certain kind of hostage. 

· Staffing policies are an important matter, since the knowledge gets transmitted through the interaction between the individuals. Clear guidelines and education can be seen as essential issues together with the actual selection of individuals involved with the relationship. 

· Process-related matters can be considered closely related to the staffing policies. They can comprise of, e.g., the use of gatekeepers, decision-making policies or performing certain activities separately from the partner. 

Contractual specifications and mutual hostages can be regarded as ways of designing the cooperational structure together with the partner with the aim of clearer guidelines and trust creation. The last two considerations on the other hand can be regarded more as ways for the individual organisations to ensure a required level of knowledge protection. 

Considering the staffing policies and the management of human resources managers often have a special position. It is important that they understand the reasons and goals of the cooperation, but it is also important that they understand the importance of knowledge and which competencies are supposed to be exchanged. Eventually it is the managers that often exchange much of the critical knowledge or at least give the orders for knowledge to be exchanged. (Norman 2001, 52.) In fact, it is very often the staffing policies, together with clear contractual specifications, that are seen as the most effective ways of protecting one’s knowledge assets. (Norman 2001, 55-56.)

Besides during the planning phase there are also different operational mechanisms that can be used during the actual cooperational operations. These mechanisms can be considered in a sense more concrete and they include such ways as budgeting, reporting structures and participatory decision-making. Budgeting for example not only allows the parties possibilities to monitor the use of money for the cooperation, but also sets clear goals in terms of money. (Das & Rahman 2001, 56-61.) Besides that it can be regarded as a concrete way to assess the development and the coming events of the cooperation together. However it is essential to notice that these are more concerned with the controlling and monitoring of the partner rather than the designing process of the cooperational structures. 

On the other hand, it can be argued, whether the question should be about knowledge protection by preventing the transfer, or rather about how to make sure that the partner does not use the transferred knowledge opportunistically. Since the transfer of competencies requires close cooperation, the learning takes place often best in the original environmental context. Keeping secrets and other similar behaviour may be harmful to the task the relationship was put up for in the first place. Cooperation can not be built solely on constraints. Neither can trust be built solely on social linkages, but they may require a more concrete base, as their weight in terms of economic constraints may prove to be low (cf. Baughn et al. 1997, 115). Thus, using contractual specifications and mutual hostages seem more essential means to control the partner’s opportunistic behaviour. However these mechanisms often cover only a small part of the skills that could potentially become transferred during the relationship (Baughn et al. 1997, 109-110). 

As it is, one can also look at the various possibilities to organise the cooperation from a different perspective, i.e., the implications on the ways the knowledge can be diffused. In this regard there are two essential considerations. The first one can be seen as the knowledge substitution effect of the governance mode, and the second as the flexibility effect of the governance mode (Conner & Prahalad 1996, 478). The knowledge substitution effect is essentially comprised of the activities through which the knowledge provider can facilitate the transfer process. These activities are based on the extensive previous experience and insights in dealing with the competencies in question by e.g. giving advice. (Conner & Prahalad 1996, 484-485.) The flexibility effect on the other hand means the governance mode’s effect on the company’s willingness and ability to cope with the dynamism of the relationship. It concerns the parties’ ability to respond to the changes and the emergence of new opportunities in the relationship context. (Conner & Prahalad 1996, 486-487.) The same considerations can be reflected also upon the development of the relationship structures.

In the end the companies’ ability to transfer the knowledge between the companies can only be conducted successfully if both of the organisations have incentives to act transparently. Thus, the governance form needs to be based on such self enforcing incentives that the companies’ have mutual willingness and desire to cooperate, which basically means lower transaction costs and higher propensity to share knowledge. (Dyer & Singh 1998, 666, 670; cf. Brandt Husman 2001, 20-21; Blomqvist 2002, 162-163.) Besides preventing opportunism, a closer relationship also encourages the parties to work together in order to get the best mutual gain out of the cooperation (Conner & Prahalad 1996, 481). In the context of cooperation, this power is driven by the companies’ mutual commitment to secure and develop the value of their investments. These issues may seem even self-evident in a cooperational relationship, but it is important to notice the linkage to the notion of opportunism. The governance form should therefore essentially encourage the parties to work together in order to gain the original aim of the cooperation.

1.5 The Inter-Organizational Relationship Management 

Although the discussion has evolved much around the governance mode and other operational issues regarding the development of the relationship, the real question is about organising the relationship so that it can efficiently tackle its challenges and goals. Therefore it is important to remember that besides the operational structures of the relationship also the various interactions and mutual trust between the partners are essential factors affecting the development of the relationship.  

Firstly it can be stated that although relationships are dyads, the existence of the secondary functions means that the connections to other relationships make the dyad essentially part of the network. Furthermore networks are important also in the development of organisational capabilities, and they are often in a decisive role affecting the choice of partnerships a company can participate in (Håkansson - Snehota 1995, 36-39). As a result of these effects the company will establish a network identity, which will determine the company’s position and power within the relevant network context (Anderson – Håkansson – Johanson 1994, 3-4; Easton 1992, 19-21). This network identity expresses the perceived attractiveness of a company as an exchange partner due to its unique set of connected relationships and links to other companies’ activities, resources and actors (Anderson – Håkansson – Johanson 1994, 3-4). Yet, besides benefits, close relationships also tie up resources in form of relationships specific investments and process adaptations (Anderson – Håkansson – Johanson 1994, 8-10).
The analysis presented here, can be applied also in the context of core competence development within a dyadic business relationship. As a company has an interdependent relation to its relationships and network, then it can also be argued that its core competencies and knowledge base are essentially bound to the network. Besides the organisational characteristics, also the company’s network context has important implications to the company’s ability to develop its core competencies (Håkansson – Havila – Pedersen 1999, 444-445). A relationship will provide possibilities in terms of developing new knowledge in the relationship or possibly through other relationships of the partner. It may also be possible for the company to develop new knowledge through combining the new knowledge with resources in company’s other relationships. (Anderson – Håkansson – Johanson 1994, 6-8.) The importance of the network context can be seen in the results of previous studies, which conclude that the more there are connections between relationships in the network the more likely it is that a company will be able to learn from its business relationship (Håkansson – Havila – Pedersen 1999, 450). Thus the company’s knowledge base reflects besides the company’s own knowledge, also the knowledge of other organisations with which the company has established relationships. 

The core of the business relationship consists of the interaction processes – exchange, adaptation and coordination processes – through which the task is supposed to be carried out (Möller – Wilson 1995, 25-26). Besides explaining the interaction between the parties they also describe the content and context of the relationship, which essentially affect the way companies are willing to interact with each other (Möller – Wilson 1995, 32; Halinen 1994, 37). As a result also the pre-requisites for the transfer of knowledge can be seen essentially dependent on these variables. 
Generally it is through the learning from each other’s activities and processes that the development of a relationship usually evolves. As companies learn to work together, they begin to find new ways of developing joint activities through mutual adaptations to the environmental changes. As a result of the adaptations the companies’ commitments to each other increase – basically just as in the case of operational structures or a more formal governance mode. (See further Doz – Hamel 1998, 170-171.) Furthermore, a high level of social exchange and good, control mechanisms can be thought of as pre-requisites for mutual adaptations through relationship-specific investments (Möller – Wilson 1995, 43). In fact social exchange as such requires certain adaptations considering people’s ways of adapting their behaviour to their counterparts’ behaviour and needs (Hallén et al. 1991, 29; Håkansson 1989, 123) Especially considering the nature of the relationship task in the case of knowledge transfer, one can understand the development of the social exchange to be adaptive in itself. Social exchange is also an essential part of creating mutual trust between the individuals (cf. e.g. Håkansson 1989, 123; Blomqvist 2002, 232). Furthermore adaptations are an important vehicle for expressing one’s willingness to commit to the relationship, and consequently can also be considered as an important way of creating and enhancing mutual trust (Hallén et al. 1991, 31 ; MacMillan et al. 2000, 73-75).
The atmosphere and trust of the dyadic relationship has an essential effect on the interaction processes and the development of the relationship. Considering the development of trust, the relationship can be seen at the same time affected by the organizations’ characteristics and the historical events within that relationship. (IMP Group 1982, 14.) The effects of past experience can be seen in terms of the resource and social bonds that are created between the organisations and individuals (Möller – Wilson 1995, 32). Naturally these linkages affect the companies’ level of trust and the way they perceive each other and as a result how willing they are to make further investments or adaptations and further develop the relationship (Adapted from MacMillan et al. 2000, 74). Besides the past experiences of the companies, it is interesting to see that actually one of the most important consciously manageable factors of the relationship is its atmosphere. The manageable issues are perhaps best characterised as a function of three groups of variables (See further IMP Group 1982, 14; Möller – Wilson 1995, 43-44; Halinen 1994, 322):

· The power-dependence between the companies 
· Mutual expectations of the companies 
· The trust and commitment of the companies
Trust can actually be seen as the very fundamental variable in the cooperation of individuals as well as organisations (Goh 2002, 25). Basically, companies can develop either a close or a more distant relationship depending on the advantages and disadvantages (and the needed control and coordination activities) related to the possibilities (IMP Group 1982, 14-15). Trust can be characterised here as the parties’ ability to believe that the counterpart’s behaviour will remain consistent in the future, although they may have a possibility to behave opportunistically. In this way they can rely on each others’ commitment and open communication. (Adapted from MacMillan et al. 2000, 71.) Especially as the long run goals of the partners are commonly set in a cooperational relationship, then both of the parties have incentives to keep the relationship alive. 

Trust and commitment can be seen as pre-requisites for a good relationship, as the nature of the relationship essentially affects the outcome of the relationship. These variables affect, for example, the experienced loyalty between the companies, which can be regarded as a disinclination to behave opportunistically. (Adapted from MacMillan et al. 2000, 78-80.) It can be even seen that often the most successful cooperational relationships are very informal in terms of written agreements, and instead the long history of mutual adaptations and cooperation acts as insurance. (See further Håkansson 1989, 126; cf. Brandt Husman 2001, 26.) As the companies have been able to create a trusting environment within the relationship they will have much better possibilities for the deeper interaction and knowledge transfer between the partners. As a result, the organisations as well as the individuals will be able and willing to communicate and share information more openly and efficiently – in the end leading to a higher level of cooperation. In this case this will mean more efficient transfer of knowledge as the good relationship has created the propensity for the companies to work together. 

2 DISCUSSION

As described earlier, the process of knowledge transfer is a complex issue, and it is also very closely interlinked to relationship management, which will make the manager’s decision making even more difficult. The aim of this research is try to understand the management of knowledge transfer more comprehensively – from a holistic point of view. Next a framework for knowledge transfer and the development of core competencies in cooperational relationships will be presented based on the previous discussions in this research (See Figure 2). 
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Figure 2: 
An Integrative Framework of the Development of Core Competencies  (adapted from Goh 2002, 28)

Two ways of linking the various parts of the framework to others have been used in the figure: dotted lines proposing linkages between the factors and arrows for emphasising the effectual relations between the factors. Linkages are representing the essential dependencies between the variables affecting the knowledge transfer and the relationship management. The arrows on the other hand represent the effectual relations between the variables – i.e., effects between the variables and the transfer process. 

The beginning of successful development of core competencies can be traced back to the issues discussed in relationship management, which creates the basic foundations for the companies to work together. Before one needs to get frustrated with the problematics of knowledge transfer and competence development one needs to consider the relationship context. The process of knowledge transfer is dynamic and it is part of a continuous learning process (Gilbert & Cordey-Hayes 1996, 303). Thus, its developments are interlinked not only to the present state of the focal network context of the relationship, but also to the past and future of the focal network. For example, fierce competition and the competitors’ investments in the development of new technologies can be even seen encouraging companies to use their partners’ in knowledge creation. (Bierly & Hämäläinen 1995, 215-216.) The context to the competence development must be considered through the interlinked connection to relationship management, i.e., the environmental context of the process comes from the context of the relationship and the larger focal network. As the development of the relationship is dynamic, changes in the relationship or focal network will be reflected also to the need and success of knowledge transfer. (adapted from Bierly & Hämäläinen 1995, 215; Baughn et al. 1997, 114.) Consequently, we propose that

P1: There is a positive relationship between the stability of the network and the effectiveness of the knowledge transfer process.

In order for the transfer of knowledge to be possible the companies need to adjust to each other’s activities and build mutual trust. The challenge is to make individuals from two organisations with different cultural backgrounds and motivations to work together for the common goal. (Goh 2002, 25-28.) Even the creation of a shared identity can be seen related to the tasks of relationship management, as it can not be fully achieved without the consent and investments from both parties. On the other hand, the investments depend both on the significance of co-operation as well as partners’ mutual interest in it. 

P2a: There is a positive relationship between the significance of co-operation for partners and the effectiveness of the knowledge transfer process.

P2b: There is a positive relationship between the partners’ mutual interests and the effectiveness of the knowledge transfer process.

As a part of the relationship management one can also see the creation of the support structures. In the framework the role of support structures, as a set of supportive infrastructure, has been emphasized by presenting it as a separate, but closely interrelated issue to the relationship management. Together with efficient management of the relationship the support structures will develop higher propensity for the companies to cooperate and to become mutually committed to the actual knowledge transfer process. The support structures is comprised here of the design of the cooperational relationship (i.e., governance mode), but also of the more concrete infrastructure and operational design, which enables, e.g., the flow of communication and transactions between the companies more efficiently. (Adapted from Goh 2002, 26-28.) Considering the communication flows, one can also bring up the importance of the interaction processes of the two organisations and the companies’ adaptive and coordinative activities. Often further adaptations and well prepared support structures will enable closer communication, which will mean both higher propensity to cooperate (due to the incurred investments) and more intensive knowledge transfer. 

Internalisation of knowledge sources has been found in the recent studies to be the most effective way of developing new competencies. Acquiring the company that possesses the wanted knowledge facilitates the creation of mutual culture and trust. Subsequently it also facilitates the development of the cooperation, but it also helps the creation of administrative and operational procedures for effective knowledge transfer. (Almeida et al. 2002, 154, 159.) These procedures also include reward systems – for example, financial intencives – that are created for enhancement of effective mutual co-operation.

P3: There is a positive relationship between the existence of reward systems and the the effectiveness of the knowledge transfer process.

Besides that companies need to set such operational possibilities for the cooperation that the transfer of knowledge can be made as easy as possible for the organisations. For knowledge transfer to be possible the companies need to find a flexible way of working together and a right set of communication flows between and within the organisations (Goh 2002, 26). The creation of communication flows is also closely bound to the relationship context, and mutual adaptations essentially enable the companies to find the right working methods more easily. Means of communication are also closely linked to the characteristics of knowledge; as for example explicit and implicit knowledge require very different methods to become comprehensively communicated. Written information is easy to communicate, but tacit know-how will require closer interaction – possibly even close analysis of the basis of the competence at the transferor’s facilities. Finally, also the knowledge recipient’s absorptive capacity and the companies’ ability to find a shared identity is an essential issue considering the successful transfer and further development of tacit knowledge. 
The next essential factor affecting the context with which the companies are trying to cope, are the characteristics of knowledge – tacitness, complexity, specificity and diffusion. These characteristics are suggested to affect both the relationship management but also the creation of the support structures and the actual knowledge transfer and integration processes. (cf. Goh 2002, 27-28.) As discussed earlier the level of tacitness of the knowledge has been argued to be the single most important factor affecting the ease of transfer. Reasons for this can be partly related to the pressure such (valuable) knowledge sets on the relationship management. But even in a close and trusting relationship tacit and complex knowledge will require a lot also from the individuals participating in the process. 

As the aim is set at developing core competencies, it can only be achieved through effective knowledge transfer. However, besides the transfer of knowledge, also its integration into the existing knowledge base needs to be done successfully in order for the company to be able to exploit the knowledge in the creation of competitive advantage (Almeida et al. 2002, 148). As the recipient’s organisation is able to learn and integrate the essential parts of the knowledge and know-how, it will also be able to develop it further in order to use it more efficiently within its own environmental and organisational context. 
Besides the ease of communication, also the familiarity between the organisations and eventually the individuals involved can be affected by the right set of support structures and the companies’ ability to work together. This can be further highlighted, as prior experience in business relationships seems to support companies’ possibilities in the transfer of tacit knowledge (Simonin 1999, 474-480). It has also been presented that the organisation’s prior knowledge base can be distinguished as one of the most important variables affecting the absorptive capability of the receiver (Cohen & Levinthal 1990, 130-132). Following this it has been also argued that similar knowledge processing systems between the companies as well as similarities in organisational structures seem to facilitate the interaction processes (Lane & Lubatkin 1998, 464-465). These similarities can be seen facilitating the companies’ possibilities to communicate more easily, but also to establish a shared identity with less effort, and after that communicate and transfer the essential knowledge. 
The framework above describes the development of core competencies in interfirm cooperation. A logical continuum to this work would be that the propositions would be tested in an empirical setting. In any case, the door is open for a lively continuing discussion on this topical issue.
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