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Title: An evolutionary perspective on globalisation capabilities

Abstract:

The article provides a comprehensive analysis of the theories, which may serve to observe and to describe the globalisation process of firms from an evolutionary perspective. Integrated by an evolutionary social systems perspective, evolutionary theories (social systems theory, evolutionary economics) and dynamic organisational theories (population ecology, institutionalisation theory) serve as sources to derive the three basic globalisation capabilities. A learning cycle of variation and selective retention serves as the evolutionary motor of both the meaning and the action system, which constitute social systems in a recursive interplay. A central role in the evolution of global network structures is ascribed to ‘consensual domains’, which provide the basis for the co-evolution of social systems. 

In the second part of the paper, the basic theoretical concepts are adapted to the knowledge-based view of firms as social systems. The evolution of competencies of globally operating firms is also the process of generation and development of knowledge of the firms. Globally dispersed activities of MNEs require the knowledge for integration of them and also for the responsiveness to local context. Therefore two types of knowledge are needed: general knowledge and country-specific knowledge. Country-specific collective knowledge is defined and identified as a source of sustainable competitive advantage. The existence of two types of country-specific collective knowledge implies the abundance of it in a dynamic and evolutionary environment. Globally operating firms generate and develop country-specific knowledge by creation of communities of practice and by jointed commitment to locally oriented practices of headquarters, subsidiaries and local partners. The process of knowledge generation and development then mirrors the importance of creation of consensual domains for the evolution of globalisation capabilities suggested by social systems theory. 

1.
An evolutionary perspective on globalisation capabilities

The theoretical discussion of evolutionary dynamics can be traced back to the evolutionary principles of Darwin (‘evolution by sporting’), Spencer and Hegel (‘evolution by mechanical necessity’) and further to Fechner (‘evolution by mutual differentiation’) which were all developed during the nineteenth century (Heidelberger 1990: 174ff). In the course of its development, the evolutionary systems theory produced the concepts of ‘homeostasis’ (Cannon 1926), ‘steady state’ (von Bertalanffy 1950) and to the pioneering works of Maturana et al. on ‘autopoiesis’ (Maturana 1980, 1981, Varela 1981). The concept of ‘autopoiesis’ was developed in the field of cognitive biology and adapted to the field of social systems. Social systems theory allows for a conceptual integration of evolutionary and social theories (incl. economic theories). Particularly the ‘evolutionary motor’ of social reproduction is conceptualised, which has been missing in ‘dynamic’ or ‘evolutionary’ organisational, economic, and management theory

1.1
Social systems theory

Social systems might be conceived as autopoietic systems, which are constituted by actions as their elements (Luhmann 1982: 368). These elements, in turn, are produced by the system. Action systems need communication for their continuous reproduction (Luhmann 1982: 365). Considering meaningful action – namely, action that can be experienced – the reproduction of meaning is always a precondition of the reproduction of systems (Luhmann 1995: 84). Therefore, on a second ontological level, social systems are constituted by the production and processing of meaning. Meaning systems are completely closed to the extent that only meaning can refer to meaning and that only meaning can change meaning (Luhmann 1995: 37). Only the meaning of events allows for their connection by communicative processes (M. Schmidt 1987: 28). Meanings are open, have no ultimate origin or ultimate truth. Meanings are bounded by socio-cultural limits (Dachler/Hosking 1995: 8-9). For example, ‘efficient’ management structures and practices differ in many important respects because business environments do so as well (Whitley 1992: 122). The socially constructed nature of firms and markets implies that they are meaningful entities whose nature and operations vary according to differences in meaning systems and dominant rationalities. Thus, ‘rules of the game’ ‘business recipes’, and economic rationalities may vary considerably between countries (Whitley 1992: 122, 125). 

A social system comprises communications and their attribution as actions. Neither aspect is capable of evolving without the other as Communication and action are recursively related (Luhmann 1995: 169, 174). Communicative self-reproduction proceeds selectively on the basis of distinctions, which are experienced as meanings. What is connected are actions. Actions become parts of mutual communication in form of information (Ibid.). The reproduction of social systems is constituted by the continuous, recursive interaction between their two constituting levels of meaning and action. The mechanism driving this recursive dynamic is the process of variation and selective retention. Communicative self-reproduction proceeds selectively on the basis of distinctions, which are experienced as meanings. What is connected are actions. Actions become parts of mutual communication in form of information (Ibid.).

Social systems are constituted by cognitive, or meaning-based systems. Social systems are autopoietic systems of second order, which are based on the self-referential reproduction of meaning and action (Luhmann 1995). Social systems are embedded in a co-evolutionary process with their social environment. ‘Structural coupling’ with other social systems by communicating meaning and interacting according to it, presupposes the construction of ‘consensual domains’. 

A ‘consensual domain’ is a domain of interlocked sequences of states, established and determined through ontogenetic interactions between structurally plastic state-determined systems (Ibid.). A consensual domain is a domain with overlapping behaviours resulting from the ontogenetic reciprocal coupling of systemic structures. Interaction and the interchange of elements between two distinct systems become possible after the establishment of such consensual domains (Maturana 1985: 256). Social systems are interacting systems, which construct consensual domains as socially accepted reality (S.J. Schmidt 1987: 34). In social systems, a consensual domain is a domain of co-ordinated behaviours that result as a particular form of reciprocal adaptation between systems, which undergo recurrent interactions during their co-evolution (Maturana 1980: 14-15). Communicative behaviour is recursive and constitutes a second-level consensual domain (Maturana 1985: 259). Interacting systems partially ‘parallelise’ self-referential subsystems in a process of recursive interactions and thus recursive change (Hejl 1987: 317). Social domains emerge to the degree that individuals and social systems develop such parallelisation. The basic function of communicative interaction is the creation of a consensual space of behaviour between linguistically interacting systems that are creating a co-operative interactional space (Maturana 1985: 73). In a context of structural coupling, like in the global network competition, every change in a system is a change in the environment of other systems; every increase in complexity in one place increases the complexity of the environment for all other systems (Luhmann 1995: 177). 
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Figure 1: 
Construction of consensual domains





(Source: Welge/Borghoff 2001: 153) 

The construction of consensual areas can be viewed as the central demand resulting from globalisation processes.  New organisational units or co-operation partners have to be integrated into the ongoing structures and operations, so that the construction of a shared reality may be the fundament for successful interaction. New operations have to be negotiated and therefore to be constructed into the open space of options. Globally dispersed activities lead to an increasing necessity of consensual area construction and integration. Local subsidiaries have to develop their consensual areas and structural couplings in their local context and serve as the source of innovative processes for the whole network. On the other hand, standardised knowledge in form of best practices, standardised processes and products or structural arrangements have to be conveyed to new units and partners to guarantee efficiency and continuation as well as boundary-spanning fit to existing structures and processes.  The development of transparency across the own structures and operations is a very important step to develop the ability to communicate and construct new realities with partners, co-operation partners as well as other internal organisational units.  

Particularly the variety of consensual areas on the global scale can be viewed as the central challenge to the management of globalisation. It can be the source of conflicts and misunderstanding as well as a fountain of new ideas and innovations and thus exerts a fundamental impact on the evolution of a company.
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Figure 2: 
Integration of global and local consensual domains





(Source: Welge/Borghoff 2001: 154)

Information does not exist independent of a context of organisation that generates a cognitive domain, from which an observer community can describe certain elements as informational and symbolic (Varela 1981: 45). Globally operating firms thus have to cope with multiple diverse consensual domains on different geographical and business-oriented levels. As observers know and create their environment through interactions with it (Uribe 1981: 51), such firms have to develop their consensual domains in an evolutionary interplay with their respective local and business environments while maintaining an overlapping consensual domain vis-á-vis their global environment as a whole. One of the most obvious facts about globally operating firms is that subunits in different countries tend to employ different languages. The implication is that the attempt to maintain adherence to the same concepts across language boundaries is likely to prove extremely difficult to the extent that such concepts are embedded in the language patterns of particular speech communities. Within the same MNE, managers from different cultural backgrounds maintain culturally based frames of reference and may resist the homogenising effects of organisational membership. Discrepant interpretations of organisational norms can find support in the social networks through which norms are diffused (Kilduff 1993: 264-265). Thus, after the creation of consensual spaces, isomorphic structures are created by communication (Maturana 1985: 294). Social behaviour and socially constructed reality are co-evolving in recursive interplay. The value of social spaces is the disposition of socially created chances for communication and co-ordinated action (Hejl 1995: 126).

Each value system, institution, and routine is an operation in a consensual domain, which is constituted by the validation of consensual behaviour (S.J. Schmidt 1987: 44). In the course of its evolution, the interpretation of perceptions of a system determines its activities. The activities of a system, in turn, determine the interpretations of its perceptions. Such a circular explanation is necessary and valid because it infuses a system with its dynamic (von Foerster 1985: 47). By expressing concepts as oppositions it is possible to see how they continue a process (Hill 1978: 378). Social systems are characterised by a continuous dialectical process of functional differentiation and integration (Luhmann 1995). For meaning-based systems, such a dialectical motor of change provides a basic evolutionary dynamic. The most prominent dialectic in international business is ‘local vs. global’. Globally operating firms have to identify the critical dialectics of their business context in this respect. Other important dialectics concern the dynamic boundary definition (internal vs. external) and the evolutionary disposition of stability vs. flexibility. The underlying cognitive motor in form of dialectical processing of meaning also drives the second evolutionary motor, i.e. the recursive teleological motor of decision-making and implementation, or ‘rational planning’, which is still dominating the management perspective. The teleological motor is the most prominent in business literature, as ‘choice’, deliberate action, and intended change are more directly linked to this perspective of strategic development. A third motor providing dynamics to social systems is the Darwinian mechanism of variation and selective retention (Campbell 1965).
From the latter perspective, social evolution happens when the composition of activity-oriented knowledge changes on the basis of the Darwinian motor of variation, selection, and retention, thus facilitating a better adaptation to the environment (Pautzke 1989: 19). Aldrich (1999) and Miner (1994) adapt the three subprocesses of the evolutionary mechanism to organisations. The evolutionary perspective envisions organisations as evolving systems nested in other evolving systems at higher levels of analysis. Individual organisations can be seen as collections of routines, which continuously go through the variation-selection-retention cycle. At a higher level of analysis, populations of organisations go through the same cycle and may co-evolve with technological and social systems (Miner 1994: 77). Aldrich et al. (1984, 1994) and Miner (1994) describe the principles of the underlying natural selection theory as follows:

· Principle of variation: 

Any kind of change is variation. Variation is a change from current routines, competencies, and organisational forms. Intentional variations occur when people actively attempt to generate alternatives and seek solutions to problems. Blind variations occur independently of environmental or selection pressures. Organisations are generally assumed to be more likely to survive and prosper when potentially valuable innovation occurs. Unfortunately, managers cannot specify exactly in advance what needs to be discovered so that randomness still plays a significant role in the variation process of social systems. One thing organisations do to facilitate useful variation is engage in institutionalised experimentation (e.g. research and development). Organisations also provide direct and indirect incentives to produce valuable variation. They sometimes even tacitly acknowledge the value of unfocused variation or pure ‘playfulness’ that develop on the basis of informality, ‘skunkworks’, and slack resources. Variation is generated on a continuum that reaches from rational planning to the permission for playfulness with almost no control and no direct involvement in its content (Miner 1994: 78). In evolutionary terms, differences are crucial. When differentiated or ambivalent threads of meaning are present in organisations, variation in routines and competencies allows for the play of selection forces within them. Therefore, globally operating firms may develop a superior capability in variation and thus in innovation (Aldrich 1984: 69, 1999: 22-26, 341).

In the context of organisational learning, organisational variation is informed by specialised knowledge that is recombined during a process of designing a rule or a rule revision. Nevertheless organisational learning remains an evolutionary adaptively rational process since the specialists’ rationality remains limited. However, evolutionary mechanisms are themselves subject to an evolutionary process. Organisations improve their capabilities for storing knowledge, for localising relevant knowledge, and for bringing it to bear on the generation of rule generations. Organisations thus learn to improve internal selection before external selection takes place.

· Principle of selection: 

Some variations in organisations prove more beneficial than others for acquiring resources and are selected for. In the rational choice model of management, selection occurs through deliberate managerial choice among alternatives for future action. Goal setting, decision-making routines, and the establishment of norms and values determine corridors for the selection of organisational elements and actions. Rational decision-making is limited due to bounded rationality and political conflicts in organisations. On the other extreme, population ecologists argue that organisations only produce variations and are negatively selected against by the environment. From an internal perspective, selection can also occur in the form of incremental transformations on a basically emergent level. Internal competition resembles most the biological principle of ‘survival of the fittest’ and serves as a further selection mechanism (Miner 1994: 78-80). Selection means a differential elimination of certain types of variations. External selection is caused by forces external to an organisation that affect its routines and competencies, and structures. Internal selection is driven by forces internal to an organisation affecting the same traits. When selection criteria shift, some variations that previously proved more beneficial than others are no longer positively selected. An avenue is thus opened for new practices. In competitive environments, changes in the terms on which resources are available may create new selection pressures, generating changes in internal diffusion, imitation, promotion, and incentive systems (Aldrich 1984: 69, 1999: 26-30, 374).

Selection is the regulator of evolutionary change; variation is its dynamo’ (Astley 1985: 240). Selection among organisations may operate via the differential survival of particular structural forms. Within organisations, selection may occur via the hiring, promotion, reward, and empowerment of individuals, or organisational units. It may also operate via the support or extinction of rituals, goals, routines, information, decision criteria, policies, and tactics (Miller 1999: 95-96). Selection also takes place within subunits of organisations. As loosely coupled systems, organisations may be transformed through the selective survival or elimination of particular structures, processes, or subunits (Aldrich et al. 1984: 75). There are conflicts between the adaptive responses of subsystems and the viability of the larger organisation. Miller (1999: 94) argues that a company’s success can have dramatic impact by ‘selecting in’ certain ideas, people, groups, and practices, and ‘selecting out’ others.Through past trial-and-error learning, organisations may evolve control systems that systematically predispose an organisation toward trial of certain variations and avoidance of others. Path dependence and positive feedback loops in social systems represent vicarious selectors in social systems (Romanelli 199: 83). For Campbell, vicarious selection means that knowledge functions as a selector vicariously anticipating selection by the environment. As discussed in the social systems theory, the existing knowledge structure is itself a result of past selection and reproduction of meaning. Once ‘firm’ knowledge has been retained in the form of pre-existing templates, the templates can accelerate or catalyse selection, and thus can be said to anticipate, or to vicariously represent, the naturally selected configuration. Thus, anticipatory selectors select possible actions of the system in function of the system’s goal (ultimately survival) and the situation of the environment. By eliminating dangerous or inadequate actions before they are executed the vicarious selector foregoes selection by the environment and thus increases the chance for survival of the system. For example, venture capital may serve as a vicarious selector and one of the major factors constraining entrepreneurs who wish to start organisations (Anderson 1999: 139). In general, the organisation of vicarious selectors is a nested hierarchy: a retained selector itself can undergo variation and selection by another selector, at a higher hierarchical level. This allows the development of multilevel cognitive organisation, leading to ever more intelligent and adaptive systems (Rao/Singh 1999: 71). 

Internationalisation provides the basis for the selection forces that characterise the evolutionary models of the MNE. Internal selection pressures arise from the increasing scale, growing complexity and internal diversity, and intensifying co-ordination requirements that accompany international expansion (Eisenhardt/Zaheer 2001: 351). Selection environments affect firms’ incentives to augment capabilities and to develop specific competencies (Teece et al. 1990: 18). Considerable evidence suggests that there are differences in the approach to competence creation taken by firms from different national cultures. Four of the most frequently mentioned are:

1. Processes which underlie the basic purposes for which economic activity is undertaken and the results which are sought;

2. Time horizons within which goals are to be achieved;

3. The urgency with which activities are undertaken;

4. The way in which organisations are designed to produce objectives (McGrath et al. 1995: 84).

· Principle of retention and diffusion: 

What is preserved through retention is the technological and managerial competence to collectively exploit the resources of the environment.  The crucial concept in the retention process is consistency across time and across units. In rational planning, variation and selection occur in the planning phase. Implementation and control systems then constitute the retention process. Formalisation and codification of effective routines serve as retention processes. Consistency can also be sustained by organisational cultures and informal socialisation into particular values. Values therefore can serve as a selection device and as well as a retention mechanism (Miner 1994: 80-81). Retention selected variations are preserved, duplicated, or otherwise reproduced. Retention processes allow social systems to capture value from existing routines that have proved or been perceived as beneficial. On a macro-level, knowledge of previously successful forms is institutionalised in the socialisation apparatus of societies (Aldrich 1984: 69, 1999: 30-32).

In evolutionary terms, MNEs have three basic advantages in the evolution of their meaning system or, in terms of the knowledge-based view, in knowledge creation:

· Generation of variety:

· Variety in environmental stimuli: MNEs as ‘global scanners’

· Joint knowledge creation: MNEs as ‘knowledge creating networks’ (Westney 2001: 147-148)

· Dispersed innovation centres: MNEs as a ‘global selection regime’ (Ibid.)

· Implementation and diffusion of innovation: MNEs as a ‘global retention mechanism’.

Aldrich/Kenworthy (1999: 21) argue that in organisations, the blind-variation-and-selective-retention process described by Campbell (1965) takes the form of organisational learning. Variation occurs in form of exploratory responses in learning. Selection is the differentiated reinforcement of certain responses in learning. Retention generates the memory in learning (Ibid. 21-22). Cognitive schemata influence the kinds of variation generated and create an organisation-specific selective retention system. Learning takes place as patterns of cognitive associations and causal beliefs are communicated and institutionalised. The learning process involves sense-making, enactment, and the development and diffusion of knowledge structures and causal maps. Organisations thus evolve when members learn. Behaviours and interpersonal relations, not just cognition, catalyse the process of constructing organisational knowledge. Procedural knowledge learned via interaction with others may remain tacit, rather than becoming externalised as declarative knowledge (Aldrich 1999: 141-142). When selected routines and competencies are embedded in a web of social affiliations, the power of organisational knowledge intensifies. The web of social affiliations conveys not only cognitive knowledge but also emotional knowledge, such as affection and hatred, envy and suspicion, and trust and distrust. Knowledge thus becomes thoroughly intertwined not only with interpretations of what it means, but also with how members feel about it (Aldrich 1999: 149).

In general, a theory of evolution has to explain the increasing differentiation of mechanisms of variation, selection, and stabilisation (reproduction) (Luhmann 1988: 159). When the mechanisms of variation, selection, and stabilisation are differentiated more sharply, structural change becomes more probable and the social system increases its speed of transformation (Luhmann 1988: 152). From a management perspective, then, enhanced variation provides more space for innovation and change; enhanced selection provides structural and strategic clarity, commitment and a momentum for action; enhanced stabilisation facilitates the implementation and institutionalisation of new solutions. In continuous and sometimes revolutionary circles, these mechanisms provide the dynamics for adaptation, transformation, and reproduction. Intentional changes are always embedded in an evolutionary process, which assimilates and ‘deforms’ them (Luhmann 2000: 353). Choice and planning are components of the evolution of social systems. A planning system has to be capable to observe itself in the system’s evolution (Luhmann 2000: 185). Given that uncertainty rather than certainty is continuously characterising the situation of an organisation, rationality in planning is reflected in an organisation’s robustness rather than in the efficiency of optimisation (Luhmann 1988: 122). From a systems perspective, it would be reasonable and a precondition of robustness to design an organisation in a way that allows it to grow and shrink within a certain range (Luhmann 2000: 310). 

Evolution is not a teleological, directed, or sequential process. In the ‘liquifaction’ of the global network competition, flexibility and adaptability also includes structural dynamics. In this context, firms rely increasingly on continuous morphing to regenerate competitive advantage under conditions of rapid change. Dynamic capabilities and strategic flexibility are two organisational mechanisms that facilitate continuous morphing. As firms change what they are and what they offer through continuous morphing process, they migrate into new strategic and competitive domains. As a result to this migration, they need to regenerate competitive advantage relative to the new competitors they encounter in these domains. This change fuels the continuous morphing process again (Rindova/Kotha 2001: 1273).

1.2
Evolutionary economics

The fundamental contrast between biological and the economic world is that in the latter, the generation of variety is purposeful (Saviotti/Metcalfe 1991: 11). In socio-economic systems a much more rapid drift is possible through the succession of purposeful innovation, imitation, improvement, acquired character inheritance, and interpenetration of social systems (Hodgson 1993: 47). Even the selection processes themselves are subject to modification and sometimes to drastic revision (Loasby 1999: 29). 

 ‘The evolution of social structure is a process of natural selection of institutions.  ... Institutions are not only themselves the result of a selective and adaptive process which shapes the prevailing or dominant types of spiritual attitude and aptitudes; they are therefore in their turn efficient factors of selection’ (Veblen 1899: 188). 

Kenneth Boulding (1981) contends that evolution itself evolves and that what evolves in evolutionary processes is know-how. Economic evolutionary theory emphasises that much of the knowledge that underlies organisational capabilities is tacit knowledge; it is not understood or communicable in symbolic form. Individual skills have large tacit components, and organisational routines involve tacit knowledge to the extent that they involve the exercise of such skills. Furthermore, organisational knowledge is fragmented. Its application and value depend on the interaction of individuals in order to create joint action and results (Winter 1994: 100-101). The routinisation of activity in an organisation constitutes the most important form of storage of the organisation’s specific organisational knowledge. Organisations remember by doing – although there are some important qualifications and elaborations (Nelson/Winter 1982: 99). Nelson/Winter (Ibid. 14) developed the concept of ‘organisational routines’, which has become basic for evolutionary economics and the knowledge-based view of strategic management:

‘Our general term for all regular and predictable behavioural patterns of firm is ‘routine’ ... In our evolutionary theory, these routines play the role that genes play in evolutionary theory. They are a persistent feature of the organism and determine its possible behaviour ... they are heritable, in the sense that tomorrow’s organisms generated from today’s (for example, by building a new plant) have many of the same characteristics and they are selectable in the sense that organisms with certain routines may do better than others, and, if so, their relative importance in the population (industry) is augmented over time’  (Ibid.). 

A great deal of business behaviour is routine. Decision-making routines produce regular and predictable behaviour based on relatively constant dispositions of strategic heuristics. Over time, organisations develop not only operating routines but also ‘modification routines’: procedures for changing and creating operating routines. Typically, modification routines govern the process through which organisations search for solutions to new problems. To routinise the process of change, an organisation must gain experience in modifying operating routines. Organisations thus learn to change by changing (Amburgey et al. 1993: 54).

Routines themselves are not the basis for lasting differences in competitive strength among firms. Instead, distinctive organisational competencies are the discriminators (McKern 1993: 357). Organisational competencies are operational and strategic. Operational competencies provide the ability to integrate routines and perform them in a consistent manner (Ibid. 357). Strategic competencies a firm’s processes for detecting environmental change, deciding what adaptation is needed, and shifting resources so as to develop new routines and operational competencies for implementing new strategies Ibid. 358). Strategic competence includes both variety generation, a selection mechanism and a retention process (Ibid. 366). Successful international diversifiers are more likely to have developed a strategic competence, which is sensitive to new opportunities, allocates resources for experimentation and investigation of new markets, and facilitates consideration of challenging proposals. These processes encourage strategic variety (Ibid.).

Firms grow on the basis of their ability to create new knowledge and to replicate this knowledge when entering new markets (Ginsberg/Baum 1994: 130). In globally operating firms, the potential for subcultures to flourish with the support of local networks is tremendous. Intolerance or ignorance of the diversity of interpretations and behaviours can lead to unanticipated organisational conflict. Given diverse cultural premises, the (re-) production of organisation-wide routines hence may be difficult to achieve. The transmission of routines in MNCs is problematic because such routines are embedded in the interactions of specific individuals in specific places (Kilduff 1993: 269, 271). The (re-)production of routines across dispersed organisational units by means of the evolutionary motors is of particular importance for a stabilisation of the relations and consensual domains between internal and external actors.

1.3
Population ecology

In general, organisations attain reproducibility of structure through processes of institutionalisation and by creating highly standardised routines. High levels of reproducibility of structure generate strong inertial pressures (Hannan/Freeman 1984: 154-155). As a result, ‘selection within populations of organisations in modern societies favours organisations whose structures have high inertia’ (Hannan/Freeman 1984: 155). Retention within an organisation occurs via the preservation, duplication, and propagation of positively selected rules, policies, structures, systems, and routines that regularise behaviour. These positively selected variants constitute the organisational memory (Miller 1999: 96). 

An evolutionist classification holds that organisational species or ‘organisational forms’ are polythetic groups of competence-sharing populations isolated from one another because their dominant competencies are not easily learned or transmitted (Rao/Singh 1999: 65, McKelvey 1982: 65). The evolution of organisations is characterised by the increase in the chances for reproduction of individual comps with a higher problem solving capacity (Kieser 1989: 185). Organisational forms may be conceived as ‘bundles of comps’, which are idiosyncratic competencies. These comps are selected against so that successful comps stabilise over time, thus augmenting organisational inertia. Organisational inertia not only induces the death of unfit organisations, it also makes it possible for fit organisations to reproduce themselves through time. Inertia serves as an organisational analogue to the genetic structures of organisms and is induced by institutional pressures for accountability and reliability in organisational performance (Hannan/Freeman 1984, Fombrun 1988: 225). According to Nelson/Winter (1982), organisations develop such a repertoire of routines (their collective memory) to transmit learning to successive generations of participants. Organisations draw on a common pool of skills and competencies within a population. This pool fulfils the retention function for populations that inertia plays for organisations. Path-dependency in evolution leads to the stabilisation of distinct organisational forms. All organisations representing the same organisational form constitute a population.

MNEs are embedded in a heterogeneous environment, which supplies resources and legitimacy and exerts pressures on the MNE. The MNC as a whole is subject to a degree of environmental variation unlikely to be duplicated within a purely domestic environment. The objects of local variation are the national subsidiaries. ‘Success’ is defined in this context as the ability to continue to make sufficient contributions to the whole MNC to be allowed to continue to exist as a subsidiary of the same particular MNC. The local environment selects for or against arrangements of parts the subsidiary constitutes by allowing it to be more or less successful. The process of global adaptation through elimination of local subsidiaries, repeated many times for many MNCs, may begin to explain the evolution of MNC structure over time which has been the subject of much inquiry in international business (Delacroix 1993: 116). The different subsystems therefore have to adapt to different local ecological niches while at the same time collectively creating and adapting to the global environment of the MNC as a whole.

MNEs as a whole are subject to environmental variations in diverse local environments. The process of global adaptation may be viewed as a process of creation and elimination of local subsidiaries, thus constituting the evolution of the MNC structure over time. The contribution of a subsidiary to the overall MNE success may serve as a ‘sufficiency threshold’ of the selection mechanism for subsidiaries (Delacroix 1993). Due to the differentiated activities of MNEs, it might be even more adequate to choose activities or competencies as units of selection. Hedlund (1986: 23) suggests that MNEs have both the resources and strategic incentives to encourage experimentation and learning in its dispersed units, within units and co-operatively across units by constantly creating new institutional arrangements, thus acting to speed up evolution. Hedlund recurred to the evolutionary framework, ascribing the process of MNE evolution not to Darwinian selection mechanisms but to a Lamarckian development, where experience is accumulated, experiments fully exploited and memory over generations kept intact. Evolutionary processes thus also take place inside the MNE.

Kogut (1993: 137) contends that FDI embodies the extension of organising principles across borders. Organisational evolution implies the reproduction of interconnections, hierarchies, problems and routines, relationships, exchange networks, and chains of command. Kilduff (1993: 259) supposes that in any large complex organisation, such communicative structures only survive through constant use. In an MNE, the social reproduction of these structures is more difficult due to national frontiers and cultural differences. In an MNE operating across many national borders with a variety of loosely coupled subsidiaries, a large amount of resources may have to be devoted simply to keeping routines and other structured behaviours reliable from day to day. Organisational inertia, from this perspective, is achieved only at great effort and cost. Newcomers from different cultural backgrounds may repeatedly challenge a set of behaviours taken for granted. Co-ordination in any organisation tends to be facilitated by common procedures and assumptions. Challenges to inertia are increased by cultural diversity. Paradoxically, such challenges to taken-for-granted procedures may actually strengthen those procedures by leading to an explicit commitment by organisational members to adhere to what have hitherto been implicit norms (Kilduff 1993: 259-260).

1.4
Institutionalisation theory

Institutionalisation theory explains how collective norms, standards, routines or, in general,   ‘institutions’ are created and diffused between organisations and organisational units. It may explain the retention of advantageous traits and activities, the mechanism not observed by population ecology, which characterises change as casual and driven by ‘blind variations’  (Aldrich 1979: 44).The concept of ‘isomorphism’ expresses the mechanism driving the diffusion of institutions within a given social context. Whilst within MNEs pressures for isomorphism may occur through attempts to transfer best practices, the local context including national political, financial, labour, and cultural systems influence how MNEs’ management practices transfer across business systems and with what outcomes (Sharpe 2001: 196). On the other hand, MNEs are an influential type of organisation that may cause coercive isomorphism. They are key agents in the diffusion of practices across national borders because they transfer organisational techniques and standards to subsidiaries and to other organisations in the foreign host countries in which they operate. For example, there is considerable evidence that multinationals prefer ISO-9000-certified suppliers when they locate plants in a foreign country (Guler et al. 2002: 213).

The external linkages of the various decision centres in an MNE are associated with specific pressures for similarity or isomorphic pulls. National responsiveness can be viewed as a response to pressures for isomorphism within each national environment at the level of a subsidiary, a business, a function or a task within a function. In contrast, global integration is a response to pressures for consistency within the multinational enterprise as a whole (Campbell/Verbeke 2001: 196). The various pulls arising from the multiple external networks may be complementary or conflicting with each other. In addition, isomorphic pulls may have a varying degree of consistency with the firm’s existing administrative heritage. The pressures exerted from multiple networks are more complex than conveyed by the ‘integration-responsiveness’ dilemma as they span all relevant actors in the firm’s networks, thus exerting pressures at multiple geographic levels. According to Campbell/Verbeke (2001: 199), the integration-responsiveness dilemma constitutes only a special and simple case of the multiple network challenge. This challenge is assumed to consist of responding appropriately to pulls exerted by multiple actors at multiple geographic levels on the various decision-making centres within the MNE.  

· The effect of isomorphic pressures on entry mode choices

Davis et al. (2000: 239) distinguish two sources of isomorphic pressures that affect a strategic business unit’s entry-mode choice: (1) host country institutional environment, and (2) internal institutional environment. The primary channel by which the internal institutional environment can influence entry mode choice is intra-organisational imprinting (Lu 2002: 22). The degree of interdependency of resource sharing that occurs within the network of subsidiaries may cause firms to seek parent isomorphism. High control modes of entry (wholly-owned modes) increase the SBU’s ability to co-ordinate activities and strategies with sister units and, thereby, reinforce internal isomorphism (Davis et al. 2000: 243). It is widely believed that among several convergent forces that reinforce isomorphism within organisation are collective cognitive and social beliefs and agreement. These beliefs provide uniform interpretative schemes for all subsidiaries and help in strategic sense-making and interpretation (Davis et al. 2000: 244).

The study by Davis et al. (2000: 243) on the influence of isomorphism on modes of entry confirmed that parental and external institutional norms are strong contributors to patterns of international entry and expansion at the business unit level. Business units that are highly influenced by their parent firm’s institutional norms tend to use wholly-owned entry-modes, while those influenced more by host-country environmental factors tend to use export as their entry-mode. There is a tendency for internal isomorphism among firms that use wholly owned modes of entry exclusively. On balance, parent company characteristics, namely its focus on internal isomorphism, are more important than host-country factors in determining entry-mode choice. Similarly, a study on institutional influences on Japanese firms’ entry mode choice by Lu (2002: 31) provided strong support for imprinting as the form of intra-organisational imitative behaviour examined in the study. Interorganisational imitation was found to be less significant. The study also provided evidence that a firm was more likely to use a joint venture when complementary assets were required.

· Institutional duality of subsidiaries

Rosenzweig/Singh (1991: 340) argue that subsidiaries of MNEs face dual pressures: They are pulled to achieve isomorphism with the local institutional environment, and they also face an imperative for consistency within the organisation. The MNE simultaneously confronts differing national environments. Information on the local networks of host country managers and staff may be essential to understanding the position of the subsidiary in the local environment as well as its autonomy with respect to the parent MNC (DiMaggio 1991: 92).

The establishment of foreign subsidiaries often follows the process of replication, as organisations enact existing routines and standard operating procedures when setting up new operations. The tendency to replicate existing organisational features may be especially great in MNEs because doing business in a foreign country poses high ambiguity and uncertainty. Furthermore, as foreign subsidiaries employ technologies similar to other subunits in the MNE, organisational structures and processes are generally similar (Rosenzweig/Singh 1991: 346). This similarity between headquarters and subsidiaries has been called the ‘mirror effect’ (Brooke/Remmers 1970). The mirror effect is caused as the MNE organisation is a source of strong isomorphic pulls toward similarity between organisational units. For example, transactions are less costly between organisational units that are similar (Westney 1993: 67). There are strong isomorphic pulls across MNC units engaged in a dense network of transactions with each other. In addition to isomorphic processes, transfer is easier and transactions are less costly in time and effort between organisational units that are similar (Flaherty 1986). Another motive for consistency between subsidiaries if the necessity of co-ordination and control, which is much more difficult in MNEs. Brooke/Remmers (1970: 40-41) assume that the mirror effect of organisational structures and processes between head office and subsidiary may not be produced by instruction but by an almost unconscious development along the lines of communication. 

On the other hand, each subsidiary is also operating in a local organisational field that exerts a range of isomorphic pulls on its organisation. Local organisational fields are sources of strong isomorphic pulls towards local adaptation  (Westney 1993: 67). This local context may itself be relatively idiosyncratic or dominated by the global culture of different MNC subsidiaries (Westney 1993: 67). Constituting idiosyncratic competitive advantages of globally operating firms, subsidiaries in different locations can be seen as “isomorphic ventilators” that are fanning innovative impulses from their local network into the company network. In turn, they may also adapt complementary concepts of other company units to their local context. Boundary-spanning communities of participants in different intra- or interorganisational units can thus serve as sources and transmitters of innovation.

1.4
Globalisation capabilities of firms

Globalisation leads to an increasing ‘liquifaction’ of competition, resulting in a global network competition. Globalising firms have to adapt their capabilities to a world-wide context based on a continuous process of differentiation and integration. First, activities have to be extended geographically and later reconfigured on a world-wide basis (‘capability of internationalisation’). Second, new configurations of activities have to be integrated into the overall system. Internal and external organisational units have to be embedded and positioned in a joint global context (‘capability of global networking’). Third, the process of functional and structural differentiation and integration is driven by a motor of variation and selective retention (‘capability of evolutionary dynamics’. The three capabilities are illustrated in Figure 3 and described in the following.
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Figure 3: 
Management capabilities of globalisation





(Source: Borghoff/Welge 2001: 144)

The development of international business activities focuses on individual activities that serve to build up and expand the activity structure in international markets. As a result, a ‘configuration’ (Porter 1986) of internationally dispersed activities appears. This component has traditionally been researched on the basis of explanatory approaches in form of internationalisation theories. The ‘capability of internationalisation’ therefore includes knowledge in market choice, market entry and selection modes, and the development of a local network position. This capability is of particular importance during the first stages of globalisation. During the course of internationalisation, institutionalisation of this knowledge in routines and organisational structures leads to decreasing marginal returns on this capability at least compared to the increasing returns on the ‘capability of global networking’. This capability gains importance with the increasing international differentiation and extension of activities that the internationalisation process produces. As described above this capability might also be regarded as the critical success factor in the emerging network competition of today’s global markets. Globalisation elevates the role of the ability to network over sheer size. Networks of organisations can certainly undertake large-scale activities without creating large, integrated organisations (Perrow 1992, Powell 1990, Guillén 2001a: 95). On the other hand, globally operating firms create an internal organisational context that increasingly resembles a network of organisational units with strong and weak network ties. In this process of ‘liquifaction’ which characterises the contemporary global network competition, internal and external units specialise on core capabilities and built network relations in order to gain and to provide complementary resources.

In this new form of competition, the capability of networking can also be used for the internationalisation process. SMEs, for example, do not have to internationalise by developing complex international company structures as the only option, like MNCs had to do in earlier stages of global competition. SMEs and autonomous business units can internationalise by building up international network relations. In the emerging ‘global network competition’ (Borghoff/Welge 2001) both large and small enterprises are in a process of ‘double convergence’ (Conti 1997: 24).

Network structures gain their advantages from selective specialisation and their flexibility of forming complementary activity structures over time periods. This is a clear advantage over individual companies plagued by sunk costs and organisational inertia. The characteristics of networks might also lead to a very negative influence of time in form of destabilisation. Each organisational form therefore has to cope with the evolutionary dynamics inherent in globalisation. These dynamic forces are the processes of differentiation and integration in social systems that are currently on a quantum leap to global extension. A management of the evolutionary dynamics in global corporate transformation therefore has to be focused on the dynamic balance of this evolutionary driving principle. 

During the globalisation process of a company, organisational units and activities are differentiated in global as well as in local and cultural contexts. Each differentiation therefore leads to very idiosyncratic relations of the differentiated organisational subsystem and its respective environment(s). The dynamic management of boundaries and of the relations between internal and external subsystems becomes a core capability in international management. This makes a clear boundary- and self-definition important. Luostarinen (1994: 28) assumes the mastering of dynamics to be the most difficult and challenging task for the management. Dynamics in business drive competition, demand, technology development, internationalisation processes, network structures and processes, etc. There should be a match between the competitive advantages of the firm’s internal and external action premises. However, because of the existence of dynamics, these premises are continuously changing and thus the competitive edge, which was proper in yesterday’s situation, might not necessarily be valid in today’s or tomorrow’s situation. A continuous evaluation, adaptation, and innovation in order to reproduce the firm’s guiding differences therefore is fundamental to its evolutionary capability.

Firms and their primarily ‘organised environment’ are both driven by the evolutionary dynamics of social systems. In their reproduction, social systems differentiate new subsystems, which then have to be integrated into the internal and external context. On the level of the constituting meaning system, meaning in form of knowledge, expectations, preference structure and the like is recursively reproduced. The same applies to the action system, which is constituted by operational and organisational structures and processes that represent the instrumental activities of the firm. The evolutionary reproduction of the two recursively interacting levels of social systems is driven by the evolutionary motors of teleological change (rational planning), dialectical change (processing of meaning and action by opposites) and Darwinian change by processes of variation (new ideas, innovations) and selective retention (implementation, diffusion, institutionalisation). 

2.
Strategic concepts of knowledge in organisational evolution 

The evolution of competencies of globally operating firms is also the process of generation and development of knowledge of the firms. The dual pressures faced by subsidiaries of MNEs, to achieve isomorphism both with the local institutional environment and within the organisation, highlight the difficulty of global operating. This leads to the necessity of MNEs to create consensual domains between local subsidiaries and their local context, as well as within the whole organisation, like between subsidiaries and headquarters. The isomorphic structure is then, after the creation of consensual domains, created by communication that is fundamentally connected with the generation and transfer of knowledge. The argument that social systems are constituted by the production and processing of meaning implies the key role played by knowledge in the evolution of social systems. The relationship between communication and meaning implies a parallelism with that of knowledge transfer and generation. The argument of Aldrich/Kenworthy (1999:21) explicitly relates the blind-variation-and-selective retention process described by Campbell (1965) to organisational learning, in other words, with knowledge generation and development. Based on the above rationale it is argued that the understanding of the evolution of globalisation capabilities can be facilitated from the perspective of knowledge theory. 

Globally dispersed activities of MNEs require the knowledge for integration of them and also for the responsiveness to local context. Therefore two types of knowledge are needed. We term them as 1) general knowledge, the knowledge applicable to the business of all sub-units of a MNE, and 2) country-specific knowledge, the knowledge exclusively applicable to the business in a specific country. 

General knowledge includes the firm-specific knowledge, the corporate identity and the business mission as stressed by Bartlett/Ghoshal (1987). It further contains common practices in functional areas, common policies, corporate culture etc. It is the beliefs and practices that are relevant for, shared by and diffused across all the sub-units of MNEs. It is obvious that general knowledge is deployed in the whole organisation and constitutes a foundation for the consensual domains and communication between different sub-systems of a firm. Complementary, country-specific knowledge is needed if the firm engages in a specific country. Country-specific knowledge is necessary for a successful co-evolution with the local environment and is complemented by local social capital.

It is obvious that general knowledge provides the basis for firm-specific advantages, which MNE try to transfer across national borders. The first question concerning the function of country-specific knowledge is whether it is the constituent of firm-specific advantage. The traditional view of a MNE as transferring its firm-specific advantage from headquarters to foreign countries implies that the headquarters is the only source of firm’s competencies. Its international expansion then is based only on exploitation of its advantage. This view is inherently static. The network view of globally operating firms and the view that firms are co-evolving with their dynamic environment also focuses on exploration in the international expansion of firms. The globally operating firms can develop their advantages through engagement in foreign countries. Therefore country-specific knowledge contributes to the development of firm specific knowledge with respect to the enhancement of firm’s capability to exploit more efficiently the local advantage.  The second question about country-specific knowledge concerns its deployment in the organisation: whether it is only the matter of specific subsidiaries or if it is also relevant for the social structure of the whole organisation. According to Schmidt (1986:34), living systems are interacting systems. Based on the statement, it could be argued that sub-units of a MNE are interacting with each other and construct consensual domains between them. The understanding that a consensual domain is a domain with overlapping behaviours implicates that the issue of country-specific knowledge is not only a consideration of subsidiaries. Its existence should exceed the boundary of the nation where its legitimacy is justified. The implication is re-examined from the perspective of knowledge management. 
2.1 Strategic role of specific knowledge 

The failure of strategies of global standardisation in many industries indicates that they no longer seem to be the main option for efficient business activities. An increasing market fragmentation increases the need for local responsiveness in a differentiated environment. The principal-agent view of the relationship between headquarters and subsidiaries justifies the need for control and the integrative global strategy emphasises the global co-ordination of activities in different national and culture areas. The classical duality, global versus local, reflects the trade-off between global co-ordination and local responsiveness, meaning that the higher degree of global co-ordination is realised on the expense of lower local responsiveness.  The conflict is sharpened when the environment is getting increasingly dynamic In this case,  the measurement of performance of subsidiaries becomes extremely difficult and therefore the performance-based control is not as applicable as in the former multinational stage of competition. The dilemma between the network view of globally operating firms that leads to more decentralised organisation and more autonomy of subsidiaries and the difficulty of performance measurement in a dynamic environment that implies the more danger of opportunism of subsidiaries cannot be solved by solely changing of organisational form and structure. The trade-off frontier can be shifted in advantage of globally operating enterprises only when they accumulate more country-specific knowledge. The increasing stock of country-specific knowledge in subsidiaries leads to the increasing capacity of responsiveness to local environment. In addition, headquarters and other sub-units of the company benefit from the accumulation of such knowledge. Efficient and effective control and co-ordination of the activities of the subsidiaries in their respective environments becomes easier with a common stock of local knowledge. The building of globalisation capabilities, including the capability of internationalisation, the capability of networking, and the capability of evolutionary dynamics then relies basically on the generation and development of country-specific knowledge. For the solution of the dilemma between local responsiveness and global co-ordination, Bartlett/Ghoshal (1987) recommend that the individual manager must develop a ‘[...] mindset that understands the need for multiple strategic capabilities, that is able to view problems from both local and global perspectives, and that accepts the importance of a flexible approach’. Thus, ‘a matrix in the minds of managers’ is created. The statement of Bartlett/Ghoshal implicates the strategic role of the accumulation of country-specific knowledge for the whole management force in globally operating firms.

2.2
Components of the Firm’s Knowledge

The distinction between kinds of knowledge presented by Polanyi (1966) and adapted to an economic and business approach by Nelson and Winter (1982) is basic for the actual research on knowledge in management theory. Nonaka (1994), referring to Polanyi’s work, states that the primary distinction is between two kinds of knowledge: ‘tacit knowledge’ and ‘explicit knowledge’. ‘Explicit’ or ‘codified’ knowledge refers to the knowledge that is transmittable in formal, systematic language, while tacit knowledge has a personal quality, which makes it more difficult to formalise and communicate. ‘Tacit knowledge is deeply rooted in action, commitment, and involvement in a specific context’ (Nonaka, 1994:16). Polanyi (1966) tends to define knowledge in terms of its difficulty to communicate, but this is not a consensual perspective. Tacit does not mean knowledge that cannot be codified; it is best defined as ‘not yet explained’ (Spender 1996: 58). Spender emphasises that there are some dimensions of tacit knowledge that must be better explored (Ibid.). 

Spender (1996) suggests that tacit knowledge in the workplace activity usually has three components: the conscious, the automatic, and the collective. The conscious component is that more easily codified as the individual can understand what he is doing. In the automatic component the individual does not have consciousness about what he is applying, and the activity is performed in an unconscious way (‘taken-for-granted knowledge’). The collective component relates to the knowledge developed by the individual and shared with others in the workplace, but also to that knowledge that is part of the social system. Spender (1996) adds to these three components of tacit knowledge another category, understood as ‘scientific’ or ‘objective’ (and more easily understood), and presents a matrix of types of knowledge, which is illustrated in Table 1. 

	
	Individual
	Social

	Explicit
	Conscious
	Objectified

	Implicit
	Automatic
	Collective


Table 1: Types of knowledge (Spender 1996:64)

Spender (1996) argues that each type of organisational knowledge can provide the basis for a competitive advantage. As know-how is an ‘accumulated’ ability, it means that this expertise in ‘how to do’ is not always easily explained; which establishes nexus with the notions of tacit knowledge in its automatic and collective dimensions. This assertion is reinforced by Grant (1996:111) who identifies ‘knowing how’ with ‘tacit’ knowledge, and ‘knowing about facts and theories’ with ‘explicit’ knowledge and explains that explicit knowledge is revealed by its communication, and tacit knowledge is revealed through its application, meaning that the critical distinction between the two types of knowledge is related to their transferability and to the necessary mechanisms.

2.3 Country-specific collective knowledge 

The taxonomy suggested by Spender can also be applied to country-specific knowledge. A firm’s knowledge about a host country is divided into four groups, namely, conscious, automatic, objectifies and collective one. All types of knowledge contribute to the globalisation competencies of globally operating firms, but they vary in their contribution to the sustainability of competitive advantage of enterprises. The individual owned country-specific knowledge, no matter it is tacit or explicit, does not constitute the source of sustainable competitive advantage because it is re-deployable by the transfer of involved personnel between firms. Even country-specific knowledge owned exclusively by a sub-unit of a firm, like a subsidiary, is not the source of sustainable competitive advantage as the knowledge can be traded by buying and selling the sub-unit. It is impossible to appropriate economic rents by firms through the ownership of the knowledge. Objectified knowledge with its easiness to be codified has no quality consistent with the requirements of sources of sustainability of competitive knowledge. Based on the above rationale, the conclusion is reached that a source of sustainable competitive advantage can be found only in collective knowledge that is embedded in the whole organisation, both in subsidiaries and in headquarters. Then country-specific knowledge can contribute to the sustainability of a globally operating company’s competitive advantage only when it is collective, tacit and therefore a social structure of the whole organisation, including subsidiaries and headquarters. 

The collectivity of country-specific knowledge derives from the fact that it cannot solely constitute the foundation of actions of firms. The individuals with such knowledge must incorporate it with knowledge embedded in their work context to make it an inseparable part of action. The idiosyncratic integration of country-specific knowledge into work practices of a specific person then makes such knowledge of the person complementary to that of his or her colleagues because actions are basically social. The complementary nature of such knowledge of individuals then justifies the collectivity of it and constitutes the origin of country-specific collective knowledge, inseparability, and tacitness, which make it the source of sustainable competitive advantage. The view of country-specific collective knowledge as a social structure in the whole organization, both in headquarters and in subsidiaries, implies the existence of a knowledge web in which country-specific knowledge intertwines with general knowledge. The consensual domains between the dispersed units hence are based on a layered structure of meaning. 

We propose that two types of country-specific knowledge can be identified:

The first can be termed as ‘knowledge not yet explained’. The statement of Nonaka(1994), ‘tacit does not mean knowledge that cannot be codified, it is best defined as not yet explained’. It implies the abundance of tacit knowledge about host countries in a highly dynamic environment where the acquired country-specific knowledge is rapidly outdated because of the lack of time to explain the acquired knowledge. The time lag between the acquisition of the knowledge about a host country and the interpretation of it in an explicit way may be too long to make such interpretation irrelevant. Then the organisation keeps the knowledge in a tacit state to win the critical success factor, time, in the rapid evolving world. When such tacit knowledge stored basically in the minds of individuals can only be meaningful when they form a inseparable social structure, the collective knowledge comes into being with the nature of tacitness and is embedded in the social structure. 

The proposition of the second type of knowledge is based on the distinction made by Grant (1996) who distinguished ‘know what’, a type of knowledge of facts that can be easily codified, from ‘know how’, knowledge in the form of skills, abilities and experience, the codification of which is extremely hard. 

The dynamic environment in host countries implies that the acquired country-specific knowledge is rapidly outdated. The fact justifies the importance of constant organisational learning.  Therefore the capacity to learn gains more importance in the current rapidly changing world. The capacity to learn can be also phrased as the capacity to know how to learn and therefore, according to Grant (1996), is the knowledge of know how. The statement of Kogut/Zander (1993) ‘firms are social communities that serve as efficient mechanisms for the creation and transformation of knowledge into economically rewarded products and services’ implies that a structural coupling between globally operating firms and their local environments relies on their collective knowledge that is specific in dealing with the development of the environment of their host countries, in other words, on their knowledge of know how to know what happens in a specific host country. 

According to the taxonomy suggested by Grant (1996), the first type of country-specific collective knowledge could be ‘know what’, the knowledge of facts that could be theoretically transformed into the one in explicit form and therefore explicit knowledge. But firms, based on the consideration of efficiency, prefer to keep it in tacit state. But the second type of country-specific collective knowledge is embedded in the skill and practice of firm and can not be transformed into explicit one. Two types of country-specific collective knowledge constitute the source of sustainable competitive advantage of the globally operating firms with respect to their capability to build structure coupling between firms and their local environments.

2.4 generation of country-specific collective knowledge

The tacitness of collective knowledge implicates the difficulty of the generation of it. Brown/Duguid (1998) state that knowledge is readily generated when people work together in ‘communities of practice’, a term referring to the tightly knit groups where people work together. Within communities, knowledge is continuously embedded in practice, thus producing and propagating knowledge are almost indivisible. Communities of practice are generated from social interactions, which goes beyond the internal and external boundaries imposed by organisation (Brown and Duguid 1991). Collective knowledge is developed in interactions between individuals that belongs to groups within and even between companies, and is therefore created and revealed in practice, and shared in work groups. 

Then the building and development of country-specific collective knowledge within the local consensual domains relies on two tasks:

Firstly, it is the creation of communities of practice. Contrary to the practice of the traditional multinational strategy, which gives the responsibility of responsiveness to local environments solely to subsidiaries and implies the creation of communities of practice only within subsidiaries, the network view of globally operating firms requires that communities of practice should be built among persons from subsidiaries, headquarters, and local partners.  Those communities of practice then provide interactions between people involved from the whole network and therefore create country-specific collective knowledge. The tacit knowledge is transferred through collaboration, shared experience and rich interpersonal interactions. Subsidiaries in different locations then function as bridges, at one end of that are the local partners connected in networks, at the another end is corporate headquarters. Subsidiaries fulfil their function by interacting with local partners to create the knowledge. Then they transfer the knowledge to headquarters. The interaction then leads to the creation and development of country-specific collective knowledge. The globally operating companies then build and develop country-specific collective knowledge by creating communities of practice between subsidiaries and their local partners in network and between subsidiaries and headquarters. The capacity of companies for this task is an important component of firm’s globalisation competencies.

Secondly, it is the commitment of the whole organisation to locally oriented practice. In the context of host countries, the globally operating firms commit themselves to the long-term relationships with local partners to facilitate the local knowledge transfer from local partners to subsidiaries.  Dyer/Singh (1998) suggested, ‘a firm may choose to seek advantages by creating assets that are specialised in conjunction with the assets of an alliance partner’. One of the three types of asset specificity identified is the ‘human asset specificity’, that refers to ‘transaction-specific know-how accumulated by transactors through long-standing relationships’ (e.g., dedicated supplier engineers who learn the systems, procedures, and the individuals idiosyncratic to the buyer). Human co-specialisation increases as alliance partners develop experience working together and accumulate specialised information, language, and know-how. This allows them to communicate efficiently and effectively, which reduces communication errors, thereby enhancing quality and increasing speed to market. Long-standing relationships provide a mechanism of socialisation, in which the persons from globally operating firms can obtain country-specific tacit knowledge by establishing personal contact with their local counterparts. The transfer of such knowledge from local partners to subsidiaries is the way leading to the building of country-specific collective knowledge. The transfer is also influenced by the subsidiaries’ ‘absorptive capacity’, which is often ‘partner-specific’, referring to the firm’s ‘ability to recognise and assimilate valuable knowledge from a particular alliance partner’. This capacity is a function of (1) the extent to which partners have developed overlapping knowledge basis and (2) the extent to which partners have developed interaction routines that maximise the frequency and intensity of sociotechnical interactions. (Dyer and Singh, 1998:665). From the view of partner specific absorptive capacity, the long-term relationship and related network partnership with local firms helps in generation of tacit knowledge of host countries. The importance of long-standing relationship is enhanced by the concept of social capital. Nahapiet/Ghoshal (1997) identified three dimensions of social capital: structural, relational, and cognitive. The cognitive dimension is embodied in attributes like a shared code or a shared paradigm that facilitates a common understanding of collective goals and proper ways of acting in a social system. Such a common understanding is appropriable by the collectivity as a resource and captures the public good character of social capital (Tsai/Ghoshal 1998: 465). Social capital is built by long-standing relationship between members in the network and can facilitate the transfer of tacit knowledge.

The assumption that the collective knowledge is a social structure of the whole organisation implies that the creation of country-specific collective knowledge involves not only subsidiaries but also headquarters. Headquarters should also actively commit themselves to locally oriented practice. The view of regarding subsidiaries only as profit centres and controlling them solely by the measurement of performance should be abandoned because the implicit hypothesis under the view is that subsidiaries can be treated as black box. The active commitment to locally oriented practice by headquarters then contributes to the efficient and effective transfer of tacit knowledge of host countries to the headquarters, which makes tacit knowledge the social structure of the whole organisation and then builds the country-specific collective knowledge. The ways for headquarters to participate locally oriented practice include commitment to communities of practice joined by persons from both subsidiaries and headquarters and personnel transfer including traditional job rotation. 

2.5 Country-specific knowledge, consensual domain and evolution of globalisation capabilities

The strategic role of the country-specific collective knowledge as a source of sustainable competitive advantage requires an inseparable commitment of the whole organisation to locally oriented practices that, therefore, help in creating consensual domains both between  MNE units and with their partners. The practices provide the interaction between sub-systems within networks. Collective knowledge then is part of the meaning system. Its generation and development consequently influence the actions of the firms, therefore, the evolution of social system. The generation and transfer of country-specific knowledge constitute a mechanism of communication through which actions in the whole network interact with each other. 

The organisational learning is a process. A MNE begins the accumulation and development of tacit country-specific knowledge by establishing a subsidiary in a host country. At that point, the MNE engages in two tasks under the pressure of isomorphism in the local context and in the whole organisation. One task is the transfer of routines from headquarters to subsidiaries, thus constituting the ownership related advantage of the firm (Dunning, 1981). Another task is the acquisition of country-specific knowledge to exploit local specific advantage (Ibid.). The acquirement of country-specific knowledge is based on the creation of consensual domains between subsidiaries and their local partners by building network relationships and initiating ‘communities of practice’. The interaction with local partners then becomes a source of variation with regard to practices originating in the local context. The institutionalised experimentation also with quite unfamiliar local variations plays an important role in the process in order to give ‘exotic’ ideas more tolerance.  Selection is then conducted by the joined work of headquarters, subsidiaries and local partners in the form of communities of practice. Criteria of selection include to what extent the new practice is isomorphic to the local context. A balancing has to be oriented 1) at the consistency with routines of local partners in order to enhance local responsiveness, and 2) at the extent it is isomorphic to the internal context with regard to it’s compatibility with internal routines in order to intensify integration. Successful practices then are institutionalised and become routines, then stored in organisational memory. The retention of new practices then constitutes further development of globalisation competencies.

2.6  Summary 

Country-specific knowledge is the knowledge about specific host countries. In a highly dynamic environment, the structural coupling between globally operating firms and their respective environments is basically dependent on the stock of such knowledge acquired by firms. Country-specific knowledge is divided into four groups, according to the taxonomy suggested by Spender (1996), among which country-specific collective knowledge is identified as a basic pillar in the reproduction of MNEs. We propose that there are two types of such knowledge. The first type is knowledge, which theoretically can be codified but, because of the time lag, is preferred to be tacit by firms. The second type concerns the skill and experience to update the knowledge about host countries in a dynamic context and is therefore basically tacit.  The proposition is made that among all types of knowledge about host countries only the country-specific collective knowledge is the source of sustainable competitive advantage. The collectivity of country-specific knowledge originates from the idiosyncratic integration of it into the activities of individuals and the consequence that such knowledge of the individual is complementary to that of his or her colleagues. Then one of the strategic actions of globally operating firms is the building and development of country-specific collective knowledge. That process involves two tasks, the first one of which is the creation of communities of practice that is critical because of the tacitness of such knowledge that makes the transfer of it from local partners to subsidiaries, or from subsidiaries to headquarters extremely difficult if the socialisation with communities of practice is not employed; the second of which is the commitment of locally oriented practice in which not only subsidiaries but also headquarters should be involved. The above considerations enhance the network view of management of globalisation. The country-specific collective knowledge is embedded in the corporate and local networks and is in turn the underpinning of these networks.

3. 
Conclusion  

The article provides a comprehensive analysis of the theories, which may serve to observe and to describe the globalisation process of firms from an evolutionary perspective. Integrated by an evolutionary social systems perspective, evolutionary theories (social systems theory, evolutionary economics) and dynamic organisational theories (population ecology, institutionalisation theory) serve as sources to derive the three basic globalisation capabilities. A learning cycle of variation and selective retention serves as the evolutionary motor of both the meaning and the action system, which constitute social systems in recursive interplay. A central role in the evolution of global network structures is ascribed to ‘consensual domains’, which provide the basis for the co-evolution of social systems. 

In the second part of the paper, the basic theoretical concepts are adapted to the knowledge-based view of firms as social systems. The evolution of competencies of globally operating firms is also the process of generation and development of knowledge of the firms. Globally dispersed activities of MNEs require for the knowledge of their integration and also for the responsiveness to the local contexts. Therefore two types of knowledge are needed: general knowledge and country-specific knowledge. Country-specific collective knowledge is defined and identified as a source of sustainable competitive advantage. The existence of two types of country-specific collective knowledge implies the abundance of it in a dynamic and evolutionary environment. Globally operating firms generate and develop country-specific knowledge by creation of communities of practice and by jointed commitment to locally oriented practices of headquarters, subsidiaries and local partners. The process of knowledge generation and development then mirrors the importance of creation of consensual domains for the evolution of globalisation capabilities suggested by social system theory. Emphasis should be given to the creation of consensual domains among headquarters, subsidiaries and local partners, e.g. by stimulating communities of practice. The abundance of country-specific tacit knowledge in a dynamic and evolutionary local context reflects the difficulty of standardised transfer of knowledge originating in local contexts and therefore appeals for socialisation as a main mechanism of knowledge transfer. Communities of practice then provide needed socialisation between people from the whole organisation. 
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