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Abstract

This paper discusses the results of a multiple-case study of 54 companies that investigated the flows and use of knowledge in Finnish-Russian production operations. The theoretical tool applied in the study is the governance approach of institutional economics. The flows and use of knowledge are analyzed through the role of partners in problem-solving in the interaction between alliance partners and with other stakeholders. The analysis of the data revealed two-way knowledge flows between the partners, and different ways to use the partners’ knowledge. First, knowledge does not flow at all either due to the dissolution of the relationship, or because problems are solved by one partner exclusively. Here, one should talk about passive acceptance of the partner’s knowledge rather than its adoption.  Second, knowledge flows in two directions, but in only one direction at a time. Third, the partners learn simultaneously from each other as the operations mature, which can be viewed either as knowledge integration or knowledge creation. 

Keywords: knowledge, international production operations, transitional markets

1. INTRODUCTION

The collapse of the Soviet Union and the resulting economic transition from command to market economy in the former socialist countries of Central and Eastern Europe (CEE) has attracted a great number of Western companies to enter these markets during the last decade. Due to the history of these countries, the Western companies have faced operating conditions completely different from developed market economies, manifesting at the business environment level as well as in management practices in individual companies. Owing to the ideological past of the CEE countries, there has been a great need for management knowledge related to operating in a market economy and also a need for new technologies. 

The entry of Western companies in the (CEE) markets in transition, including the Russian Federation, has been the topic of a number of international business studies.  The main body of the literature has addressed the actual entry phase including pre-entry motivations and choice of operation mode with limited emphasis on the development of operations over a longer period of time (see, e.g. Meyer 2000). The management of operations has been addressed from the learning and network perspectives (see, e.g. Törnroos and Nieminen, 1999; Nieminen, 2003). The main focus in these studies has been on the relationship between joint venture partners, and in relation to actors of the supply and sales network, with less emphasis on the institutional actors. Moreover, studies that have addressed management and technology transfer in Western-CEE operations have often had an underlying assumption that the transfer occurs in one direction only - from West to East (see, e.g. Radosevic, 1999; Fabry and Zeghni, 2003). An alternative view is that Western management models and practices are not transferable as such to the CEE context but need to be modified and combined with old [command economy] practices (Lang 2000). 

The aim of this paper is to contribute to the existing literature on technology and management transfer to the CEE by introducing the results of a research project, which addressed the flows and use of knowledge in Finnish-Russian production operations in North-West Russia. The project aimed at providing a holistic look at the dynamics of the operations by examining flows and use of knowledge in different operation modes and development phases. Furthermore, the project examined the operations from two complementary viewpoints: that of a Western company and that of its CEE counterpart. In this paper we discuss the main results of the project with regard to flows and use of knowledge in the operations. 

The paper is structured as follows. First, the conceptual and theoretical background of the study is presented, including a conceptual model that serves as a theoretical tool for the empirical part of the study. Second, the methodology of the study is discussed before going to the description and analysis of the empirical data. In the empirical analysis we first illustrate the dynamics of problem-solving in the operations. Based on this analysis we then draw conclusions on flows of knowledge and use of partners’ knowledge in the operations. Finally, theoretical conclusions based on the empirical findings are drawn up. 

2. THEORETICAL FRAMEWORK FOR THE STUDY

The research on post-socialism addresses the socio-economic change process from two alternative viewpoints: as a linear transition from command to market economy or as an evolutionary transformation in which old and new practices are combined (see, e.g. Burawoy and Vernery, 1999). In this paper we adopt the latter view and propose that one-way transfer of Western knowledge to the CEE is not a necessary prerequisite for carrying out successful business operations in the CEE. In addition to the Western partner’s knowledge of market economy practices, the knowledge of the CEE partner in the local context also has an important role in the development of operations. It can be utilized to adapt the Western management and production models and to create new practices suited to the transforming context. Knowledge under examination includes both technological and managerial know-how. In this paper we use a working concept of “flows and use of knowledge” to capture different kinds of movement and use of knowledge between the partners of Western-CEE business operations in the CEE. 

The issue of movement and use of knowledge between or within enterprises has been discussed from different angles in the literature. The knowledge-based theory of the firm views knowledge as a key competitive asset, and emphasizes the capacity of the firm to integrate tacit knowledge (Grant and Baden-Fuller, 1995; Conner and Pralahad, 1996, ref. Mowery et al., 1996).  In knowledge transfer, existing knowledge flows from a sender to a receiver. The knowledge is usually particular [and explicit] and its boundaries can be specified (Barner-Rasmussen, 2003). Knowledge sharing refers to ongoing flows of knowledge (Barner-Rasmussen, 2003) which often involves tacit knowledge (Nonaka, 1994; Scharmer, 2000). Tacit knowledge is both personal, and embodied and embedded in action, often in specific contexts (ibid).  In addition to the transfer or sharing of existing knowledge, collaboration can also create new knowledge that neither partner previously possessed (Gulati, 1999; Mowery et al., 1996, ref. Hardy et al., 2003).   Furthermore, the knowledge-based theory of the firm discusses integration of knowledge, i.e. mechanisms of effective application of the knowledge possessed in the firm (Grant and Baden-Fuller, 1995). 

In this paper we examine the flow and use of knowledge between the partners of production operations as a process which may involve transfer of existing knowledge, sharing of partners’ knowledge, and creation of new knowledge suited for the turbulent, post-socialist context. In the empirical analysis, the partners are defined either as independent enterprises (contractual operations and some joint ventures), or as managers representing a parent company, joint venture or subsidiary.

We conceptualize the flows and use of knowledge in a model based on the governance approach, which has its roots in institutional economics (for governance approach see Jessop 1997; Amin ja Hausner 1997; Granovetter 1985 and Grabher 1993). Building on this approach this study concentrates on practices that partners use to solve problems and to cope with uncertainty. These kinds of governing practices can be viewed as utilizing the special knowledge of the partners and creating new knowledge that is advantageous for the operation as a whole.  The governance approach allows for the examination of knowledge implementation in different empirical set-ups. 

The governance approach outlines the organizational models of adaptation developed by enterprises trying to act in turbulent circumstances shaped by multiple actors, tasks and rationales. The uniqueness and turbulence of the operational environments are caused by the fact that in each operational environment the working enterprises, labor and public sector are socially and culturally embedded in a time and place (Granovetter 1985). Production operations between partners representing different cultures thus reflect consolidation of different views and rationalities. the governance approach examines the mechanisms of coping with uncertainty, which increased when market mechanisms entered to replace state planning. These mechanisms include, for example, formal networks of interaction between enterprises (Granovetter 1985; Grabher 1993; Storper 1993), such as clan markets, different enterprise unions, and sector related associations (Jessop 1995; 1997). Besides formal networking between enterprises, networks involving enterprises, public sector and labor force are also essential in economic management (see e.g. Kosonen 2002). The networks can be either formal (confirmed by formal contracts) or informal (for example based on personal confidentiality or mutual services (ibid.). The latter has traditionally been important in securing enterprise operations in Russia as well as in the former Soviet Union.
The application of the governance approach in this study is illustrated in the following model. 

Figure 1  Flows and use of knowledge in Western-CEE Production Operations





The model provides a holistic view of the cooperation dynamics. First, it views the operations as a process consisting of different phases. Second, it illustrates the governance of alliances by comparing the views of the partners on problems that the alliance faces between its partners and in relation to the public sector, other companies and employees, as well as views of solutions found to these problems. This paper focuses on the latter dimension of the model
. Two central questions are whose and what kind of knowledge is used in the problem-solving. By answering these empirically, this paper will be able to conceptualize the different forms of flows of knowledge between the partners.  

Our idea about the flows of knowledge via problem-solving finds support in the strategy literature, mainly on non-profit organizations, which argues that collaboration between organizations builds capacities that enable them to address social problems more effectively (Gray, 1989; Huxham, 1996, ref. Hardy et al., 2003). Furthermore, it is argued that the pooling of resources and knowledge leads to the solution of otherwise insoluble problems (Trist, 1983, ref. Hardy et al., 2003). 

3. METHODOLOGY AND EMPIRICAL DATA OF THE STUDY 

The empirical research was conducted as a multiple-case study. According to Yin (1994), the case method is appropriate especially in studies that aim at finding out why and/or how the events under investigation have occurred. The advantage of the case study method stems from the goal of this study, which was to provide a comprehensive view of the operations of selected companies rather than to get statistically verifiable information on a large sample of respondents. Characteristic of the case study approach, this study aimed at investigating the research phenomenon on evidence compiled from different information sources. The main data collection method was the semi-structured interview, supported with documentary analysis. 

The empirical data for the study was mainly collected in face-to-face interviews with the executives of the enterprises between September 2002 and February 2003. The case enterprises were selected after the identification of potential cases with the aid of newspaper articles and the list of members of the Finnish-Russian Chamber of Commerce. Since the study aimed at drawing a longitudinal picture of the alliance life span, interview material collected between 1995 and 2001 for studies addressing the same topic was also used. 

Interviews with Finnish respondents were conducted in Finnish and interviews with Russian respondents in Russian. The researchers had a list of questions addressing the development of the companies’ operations in Russia, such as motives for entering the co-operation, the start-up phase and business development and the continuation of the operations. More specifically, problems between partners and in relation to the stakeholder groups specified earlier were addressed. Special attention was paid to the ways of solving these problems and the application of the partners’ knowledge in these ways. The majority of interviews were taped and transcribed. Not all interviews conducted in Russia were taped at the request of the interviewee, but detailed written notes were made.  In order to allow conclusions to be based on as comprehensive and authentic material as possible, the interviewees were guaranteed anonymity. This allowed the interviewers to also get access to information on the unofficial and unsuccessful side of the operations. 

The confidentiality of the data aimed at maximizing the reliability of the data, e.g. that the data give a true picture of the research phenomenon. All interviewees were from the top management of the enterprises and had in most cases been personally involved in and responsible for the operations, owing to which their knowledge on the subject can be considered sound. In some cases the opinions of the Finnish and Russian partners on the same issue diverged, which has been acknowledged in the analysis. Also, the interview material was triangulated by additional telephone interviews and by analyzing articles published on the enterprises in the media. Furthermore, in some cases interviewees inadvertently confirmed information given by a representative of another enterprise by referring to it.

The reliability of case study material is assessed by theoretical and external validity (Yin 1994). The theoretical validity of this study was improved by the previous knowledge of the researchers on some of the enterprises and by the investigation of written sources on the others. External validity measures the generalizability of the results to other enterprises, which in this study is achieved by the similarity of comments of interviewees from different enterprises. Validity is also improved by the open nature of the questions, which means that the interviewers did not guide the interviewees in any predetermined direction. The interview situations were of a more conversational nature than question-answer interviews. 

Description of the empirical data

The objects of empirical study comprise Finnish enterprises that have production operations in St Petersburg and in the Leningrad province, and their Russian counterparts. The empirical material consists of interviews with representatives of 54 enterprises, 23 of which are registered in Finland and 31 in Russia.  Altogether, 29 Finnish executives who have played a central role in the alliance and 26 Russian executives were interviewed. The cases include 8 operations in which both Finnish and Russian partners were interviewed. The distribution of enterprises by operation mode is presented in Table 1. In some cases enterprises have more than one operation mode or cooperation with more than one partner. 

Table 1
Operation modes of case enterprises

	Operation mode
	Number

	Finnish parent company with a subsidiary in Russia 
	6

	Finnish partner of a Finnish-Russian joint venture
	6

	Finnish customer of a Russian subcontractor
	10

	Licensing, Finnish licensor interviewed
	1

	Finnish enterprises total
	23

	Russian subsidiary of a Finnish parent company
	8

	Russian partner of a Finnish-Russian joint venture
	12

	Russian subcontractor of a Finnish customer
	11

	Russian enterprises total
	31

	All enterprises total
	54


The data includes 16 Finnish enterprises that have ongoing operations in Russia. In three cases (1 subcontracting relationship and two joint ventures) cooperation has ended and in four cases (1 subcontracting, 1 licensing and two joint ventures) the collaboration had dissolved already in the partner search or negotiation phase. When scanning the potential case enterprises for this study, the researchers were able to identify ca. 50 Finnish-Russian production operations either running or under consideration. Therefore, the study addresses rather a representative group of enterprises. The branch
 distribution of the case enterprises is presented in Table 2. 

Table 2
Case enterprises by branch


	Branch
	Enterprises registered in Finland, n
	Enterprises registered in Russia, n

	Food, beverage and tobacco industry
	3
	1

	Textile and textile goods 
	3
	4

	Leather and leather goods 
	0
	1

	Forest, wood-working and paper industry, incl. printing
	1
	6

	Chemical industry
	0
	2

	Rubber and plastic products
	1
	0

	Metal-working and metal products
	8
	7

	Machine-building
	0
	1

	Electronics 
	4
	4

	Vehicles
	2
	2

	Other manufacturing
	1
	1

	Construction
	0
	2

	Total
	23
	31


The main share of both Finnish and Russian enterprises under examination was small- and medium-sized enterprises (SMEs)
. Large enterprises comprise ca. a fifth of the data, representing forest, food and construction industries. As to branch distribution by operation mode, subcontracting is mainly applied in electronics, textile and clothing, and metal industries.  Joint ventures and subsidiaries are found in food, forest and construction industries. 

Method of empirical data analysis

To describe our process of data analysis, we build on Yin (1994), according to whom the analysis of case study evidence consists of examining, categorizing, tabulating or otherwise recombining the evidence to address the initial propositions of a study. According to Yin (1994) the data analysis starts with the selection of a general strategy – yielding priorities for what to analyze and why. Analytic techniques are then used within such a strategy. These involve both techniques to be used prior to the actual analysis (Miles and Humerman, 1984, ref. Yin, 1994) to put the evidence in some order, and techniques to be applied to complete the actual analysis and draw up analytic conclusions. (Yin, 1994) Our general strategy was to follow the theoretical propositions that led to the cases (Yin 1994, p. 103).  This means that we built propositions that allowed us to focus attention to certain data and to ignore others. Hence, our proposition was that knowledge flows in different directions between the partners of production operations. This allowed us to recognize different knowledge and to trace its movement between partners.

Before going to the actual analysis, we sorted the data by making a matrix of categories and placing the evidence within such categories. These categories were based on the dimensions of our model, i.e. the chronological development of operations and problem-solving in relation to stakeholder groups and between the partners. The interview data, transcribed in such a detail as possible, were sorted in these categories. The development of operations was divided into four stages: negotiation and partner search, start-up, development and future expectations. Problems and solutions identified at each stage and other information given as regards to the phases were sorted in these categories. Parallel to the sorting of the data into chronological order, the answers dealing with problems and solutions were sorted according to the second dimension of the model, the stakeholder relations and relationship between partners. Building on our model, the answers of Finnish and Russian respondents were analyzed separately at the first stage. In that way we were able to identify sub-categories, such as problems with authorities in the start-up phase identified by Finnish respondents, and proposed solutions. All comments of the interviewees were codified by operation mode, branch and size of the enterprise. 

In the actual analysis phase we moved to looking for patterns in the data first by examining the data in our categories and further regrouping occasional comments under groups. For example, comments dealing with difficulties and problems with the customs officials were grouped under problems in relation to public sector ( problems with customs. The same analysis was made for the proposed solutions to problems, such as problems in relation to public sector ( problems with customs ( solved with the personal relations of the Russian partner.  In the next step we moved to comparing the answers of Finnish and Russian respondents, and were able to classify the data concerning problems and solutions into categories pending the similarity and divergence of the views. This elaboration allowed us to analyze the flows and use of knowledge in the operations. Based on the ways of problem-solving identified by the interviewees, we examined the importance of each of the partner’s knowledge pending on the type of the problem. We were able to identify the following types: problems are not solved at all, one of the partners is solving the problem, or the partners solve the problem jointly. This analysis brought us to mirror the empirical results against the theoretical propositions and to draw up the analytical conclusions on the nature and directions of flows of knowledge in the operations.  

4. PROBLEM-SOLVING BETWEEN PARTNERS

In this chapter we move on the analysis of the empirical results of the study by illustrating the ways in which problem between partners and in relation to stakeholder groups are solved. Our analysis of the interview data allowed us to draw out different combinations of problems and solutions as viewed by the partners:

1. Common solutions to problems shared by the partners 

2. Diverging solutions to problems shared by partners

3. Problems identified by one of the partners and the solutions

These alternatives are analyzed in the following sections. Authentic comments from the interviews are used to better illustrate our findings. 
Common views on problems and solutions 

The opinions of the Finnish and Russian interviewees converged in particular as to the problems related to the public sector, and to some extent in relation to the labor and Russian suppliers.  Both parties had experienced the uncertainty caused by the economic turmoil in Russia in general, and by the 1998 financial crisis in particular. This is reflected in the following comments of Finnish executives who had managed Russian operations since early 1990s:

“The international payments system was down for half a year.”

“It was complicated when there was a three-month gap in the legislation, during which everything was considered illegal.”

The Finnish and Russian interviewees agree also that the fumbling reforms of the legislation as well as illogical and even opportunistic civil servant actions created difficulties for the operations and their development.  The following, somewhat bitter, comment on the actions of the local tax authorities illustrates a widely-shared opinion of the Finnish interviewees:

“The tax authorities think that the foreign investment is a money-making machine, from which you can get money. In addition, they think that the foreigners put aside part of their income and the task of the inspectors is then to find the hidden money”.

Regarding the public sector, both parties also criticized the persisting bad condition of the municipal infrastructure. Furthermore, problems related to labor were experienced as most severe in the starting phase of the operations, when production workers were recruited and trained to meet the production requirements. Comments, such as “Self-initiative is zero. They do come to work every day, but consider merely being present as working, rather than that you are actually doing something. The job is a social place” well illustrate the opinion of Finnish interviewees on Russian workers. Both parties, however, underlined that the labor problems decrease when the operations develop. 

The partners’ views on the solutions for these problems were also rather similar. Own investment, in practice usually by the Finnish partner, was viewed as the best way to improve the condition of the municipal infrastructure. Furthermore, the problems with the lacking or insufficient competence of the labor were seen to be solvable by training provided by the Finnish partner either on-site in Russia or in its Finnish operations. After training the Russian staff were often considered very competitive. A manager of a large Finnish food industry company with a subsidiary in Russia commented: “The Russian professional workers produce medal-winning quality. We think that they have driven a Skoda until now and let’s see what happens when you give them a Ferrari”. When the operations mature, the training may be provided by the Russian partner. The application of technical schemes as detailed as possible is seen as a solution to problems in the quality of the production. As for the malpractice of the labor, both partners have a strict attitude. Being late for work, alcoholism and stealing (which were typical problems in Soviet factories) are not accepted any more and they quickly lead to firings. 

The partners view on the solution of the quality problems converges as well. The quality of raw materials and components supplied by Russian enterprises is improved by training. The responsibility for this training is usually soon taken over by the Russian partner. However, training does not solve all problems.  Both partners also underlined the need to import some supplies from the West.  

To solve problems with public authorities, both Finnish and Russian interviewees emphasize the competence of the Russians, who are ”used to queuing”, to govern the relations to public authorities. The freedom given to the Russian partner by the Finnish one is in this issue rather great, to the degree that the Finnish partner does not always want to know how the problems have been solved. The Russian interviewees underline the importance of good personal relations with the public sector actors, which give a better access to information and improve the bargaining position of the enterprise. A Russian executive of a textile industry subcontractor put this in a nutshell: “The civil servants find some enterprises more as their “own” than others. They will then help their own enterprises.” Sometimes the relations are improved with small gifts, some of which might be interpreted as bribes in the West. The Russian partner may also integrate the operations deeper into the structures of the Russian society by, for example, joining it to various business associations and employer unions. In contractual operations in particular the Finnish partner does not usually have a good comprehension of the societal connections of the partner, whereas in equity-based operations the Finnish parent companies are aware of the connections of their subsidiaries and accept them as a part of the local relations management. 

Diverging views on common problems 

Although the partners might share the problems in relation to public sector, employees, other enterprises, or between partners, Finnish and Russian parties may provide diverging solutions to them. A large share of the Finnish interviewees emphasize the transparent nature of the operations and require (or wish) that the Russian partner keep the operations’ nose clean.  A Finnish interviewee, representing a textile industry enterprise having subcontractors in Russia, emphasizes the importance of following the official rules: “There are problems, such as the customs, but you have to work yourself and not to make mistakes. The loads have to be packed carefully and the documents have to be filled in correctly. Otherwise there will be problems and delays. Your own action shows results.“ The Russian respondents, however, are more eager to negotiate with the authorities and step in the grey area. 

The lack of trust between the partners, which is manifested in the criticism of Finnish respondents towards the skills of the Russian partner and in the remarks of Russian respondents on the arrogance of the Finnish partner, Finnish interviewees would decrease by tightening their control over operations and hold on the partner. A Finnish interviewee, representing a joint venture in leather goods manufacturing, justifies this as follows: “The control has to be kept when the operations develop. Our former enterprise [in Russia] went down because the representative of the Finnish owner did not visit it often enough”. The solution to the problem of mistrust proposed from the Russian side is to increase the Russian management’s freedom over the operations, which would then allow it to better adapt the operations to the local business environment and show its competence and knowledge in this way. In the words of a Russian executive of a textile industry subcontractor: “If they [the Finnish partner] would let me, I would fill in the customs documents in such a way that there wouldn’t be any additional questions and the transport would run without those delays that we have now”.

Problems and solutions identified by one of the partners

The views of the partners diverge in particular around problems related to the collaboration between partners, employees and other local enterprises such as competitors. The Finnish interviewees criticize the partner’s skills more often. Among the deficiencies of Russian managers, mentioned by the Finnish respondents, were the lack of initiative, sidestepping of responsibility and an ambiguous approach to the market-economy management with its requirements for efficiency. A view of a Finnish interviewee was: “A Russian manager appreciates the production capacity as a criterion for the operations more than the financial results.” Also the Russian partner’s initial investment in the operations (such as providing production facilities badly in need of upgrading) was in the Finnish partner’s view often inadequate. The Russian interviewees in turn more often mention that the Western partners are arrogant and reluctant to understand the way of thinking of the Russian partner. Furthermore, the smaller importance of the operations to the Finnish than the Russian partner is considered a problem, and the Finnish side is not seen as equally committed to the cooperation. A Russian partner of a terminated joint venture in the light industry characterized his expectations on the operations as follows: “This was supposed to be a little like a marriage – a kind of a partnership. The Finns should not charge our every move”.
Consequently, the solutions to these problems are different. The Russian interviewees say that the Finnish partners should trust the competence of the Russian management to run the operations in the Russian environment more and accordingly give it much more freedom. As a Russian interviewee, representing a heavy industry joint venture, puts it “Let the Finns take care of the international operations in Finland and the Russians in Russia.” The Finnish partners should also not assess the business in Russia according to overly-strict Western efficiency criteria, because the completion of many operations in Russia takes more time than in the West, which increases costs or at least decreases efficiency. Furthermore, Russian subcontractors would like the Finnish customer to take into account the relatively large importance of the operations to them by for example scheduling their orders more evenly. A Russian subcontractor in textile industry wishes: “Let them rather do small orders but on regular intervals. Now we have a boom a couple of times a year and the rest of the time nothing.” Understandingly, the Finnish respondents seldom share these views. Orders are made on the basis of the own order book and when there is uncertainty about the skills of the partner, the control is tightened even more. An opposite view to the Russian interviewees’ wish to get freedom to operate “in the Russian view”, is the aim of a Finnish partner to get the Russian partner to internalize the Finnish business models as far as it is possible in the Russian operations. The cases are few in which the Finnish partner has given the Russian management complete free rein to run the business operations, giving just profit margins to be kept.  

The Finnish and Russian partners pick up slightly different issues also in relation to problems with other enterprises in Russia. When the Finnish respondents were complaining about the opportunistic and sometimes even criminal behavior of local enterprises, the Russian interviewees are used to the diversity of the enterprise population and view it rather as a part of the evolution of a market-economy in Russia. Correspondingly, the Finnish partner isolates itself from the local operating environment and allows the Russian partner to deal with the sometimes problematic relations with local enterprises. In this way the Finnish partners remain ”unstained”. The trust of the Finnish partner of a joint venture in the local manager is illustrated in the following: ”He was such a tough guy that even the ”leather jacket guys” did not come to knock on our door”.

The attitude of the partners towards problems in relation to labor diverges especially as it comes to the replaceability of the employees. The Finnish interviewees emphasize the need to recruit flexible professionals who are then well compensated according to the Russian standards. The level of the financial compensation is, however, not the only incentive as a Finnish partner of a consumer goods joint venture point out: “Our company pays the wages regularly, which in the Russian context can be considered a benefit.” The Finnish respondents are less eager to provide additional social infrastructure than their Russian counterparts in addition to catering, transportation and health care, which are viewed as normal personnel policy (and a rather common practice in subsidiaries). The propensity of the Russian partner to stretch the provision of social services from the operation’s employees to cover the whole locality is not sympathized with by the Finns. A Finnish interviewee characterized the Russian manager of the joint venture as follows: “He wanted to be a director of a large factory and an important person in the locality. His priority was to keep a large amount of workers, although the enterprise was in the red”. The upgrading of the municipal infrastructure directly connected to the production plant with Finnish capital is usually viewed as sufficient public investment. The generosity of the Russian managers towards employees and their families is rooted in the need to secure employment in general (as a means of preventing social problems), to commit key personnel to the factory (in which case their salaries are also paid during idle times) and to alleviate local problems caused by the lack of money in the Russian public sector (this is inherited from the socialist period when the factories were the main social security providers of their localities). 

5. FLOWS OF KNOWLEDGE IN OPERATIONS

Following the illustration of partners’ views on problems faced during the operations we move to the analysis of how they demonstrate the flows of knowledge in the relationship. 

The results of the study allow us to outline the flows of knowledge in the operations along four dimensions: 

1. Knowledge does not flow between the partners 

2. Knowledge flows from the Finnish to the Russian partner 

3. Knowledge flows from the Russian to the Finnish partner 

4. Knowledge flows in both directions at the same time, and both partners adapt to common practices 

The following sections discuss these dimensions in the light of concrete, empirical examples. 

Knowledge does not flow: the relationship dissolves or the knowledge of one of the partners is passively accepted 

The lack of flow of knowledge may result from the failure of the operations or from the fact that one of the partners allows the other to independently solve certain problems and passively follows the situation without aiming to adopt the practices of the partner. The knowledge does not flow, but one of the partners passively accepts the knowledge of the other. 

A natural reason for the lack of flow of knowledge is the decision to discontinue the operations following problems that have become too great. In the case of operations of this study such decisions were made both in the start-up or even negotiation phase of the operations when knowledge had not yet flowed, and after a certain period of operations when some flow had already occurred. In the latter cases the flow of knowledge was, however, not sufficient to secure the continuation of the operations. An example of the former is a subcontracting relationship, in which the Finnish customer was reluctant to try to solve the quality problems with the Russian subcontractor and terminated the relationship. An example of the latter is a joint venture in which the Russian partner received Finnish technology (although outdated), but the partners did not reach an agreement on the efficiency and quality criteria for production. The joint venture was dissolved and the Finnish party took its machinery away. 

The flow of knowledge in smoothly running operations is not evident either. In some cases one of the partners gives the other the freedom to independently solve certain problems and agrees to passively following the development of the situation without trying to adopt the problem-solving practices - and sometimes even without wanting to know about them. These cases of passive acceptance – rather than flow of knowledge- are for example the assignment to the Russian partner to maintain  relations with the authorities in such a way that the operations suffer from Russian bureaucracy as little as possible. Also, a few labor questions and operations related to other Russian enterprises involve problems, the solving of which is largely the responsibility of the Russian partner. Such questions are for example the selection of Russian suppliers. The solving of daily problems related to labor is also in practice the responsibility of the Russian partner. The following comment nicely illustrates a common division of labor in the operations: “Our Russian manager makes the decisions his own way and takes responsibility for them. He deals with the authorities. The board then approves his actions. My role is more to coordinate and to develop the operations.”  On the other hand, the Finnish partner may want to deliberately limit the cooperation with certain functions. An example is a Finnish company that closely collaborates with its Russian subcontractor to adapt its product to the Russian market, but does not want to share its management knowledge although having identified gaps in the management skills of the partner: ”I guess they do not have any kind of cost accounting, they are producing even screws by themselves although it would be cheaper to buy them outside…” The interviewee justified his unwillingness to train the partner with a lack of resources – the company does not want to use its scarce resources on activities that do not produce immediate returns. 
Knowledge transfer in one direction: Russian partner adopts Finnish knowledge 

The flow of knowledge, either in the form of knowledge transfer or knowledge sharing, can occur in two directions: from the Finnish partner to the Russian or vice versa.  

The flow of knowledge from Finland to Russia is represented by, for example, technology transfer. Both contractual and equity-based operations are often based on Western technology, applied with either new or second-hand machinery from the Finnish partner. Although the machinery would be outdated in the West, it may still raise the efficiency of production in Russia and improve the quality of production.  The comment of a Finnish partner of a leather industry joint venture illustrates the emphasis on quality: “We started with ten employees and grew gradually by investing in quality and the development and maintenance of a quality system. In our first attempt [to enter Russia] we emphasized volume and that resulted in a catastrophe”.  The Russian partner gains both technical and quality knowledge, especially when the launch of production is often accompanied with detailed technical instructions and training in Finland. Hence, most of the transfer of Finnish knowledge takes place on the “floor level” by improving the production machinery and (especially) working practices. Knowledge transfer is occurring also when the Russian operations are linked to the Finnish partner’s financial- and material management systems. An executive of a Finnish electronics manufacturer with subcontracting in Russia describes the operations: “We have integrated the financial systems in such a way that all information is in the same system. The integration of the materials management system is difficult, because it is complicated by the border crossings and customs”.

Although the majority of the technical and quality know-how is of rather basic nature and related to assembling operations, Russian interviewees underlined that the operations with the Finnish partner bring them both new knowledge and employment. Therefore, although the assembly operations would not create local spin-off functions, they have a multiplying effect on the alleviation of local economic problems by providing employment and a living, increasing local consumption and by importing new machinery and improving infrastructure.  

Also, the adoption of Finnish management concepts is an example of knowledge transfer from Finland to Russia.  In addition to marketing and management know-how, the business concept may also include the provision of premises, renovated and refurbished with the Finnish partner’s funds and design.  The Russian interviewees mention long-term planning and a strong emphasis on marketing as characteristics adopted from the Finnish way of doing business. Local managers of Russian subsidiaries of Finnish firms underlined also the lean organization and small amount of internal bureaucracy of Finnish companies. The focus on core competencies in the operations is viewed as very “Western” in a country where enterprises tend to diversify their production and make various kinds of production-trade arrangements. The adaptation of management culture is viewed as necessary, but not too complicated. More than one Russian interviewees viewed the Finnish management culture not too different from the Russian one, for example by commenting ”It fits rather nicely in the Russian culture and compromises are found easily. At least more easily than for example between Russians and Americans.”
Knowledge transfer in one direction: Finnish partner adopts Russian knowledge 

We identified knowledge flows also from the Russian partner to the Finnish one. The Finns learn from their Russian counterparts first hand the special features of the Russian business environment and ideas about how to deal with Russian authorities, employees and enterprises. The operationalization of this rather abstract, kind of knowledge is difficult but it is illustrated for example in a comment of a Finnish metal industry entrepreneur operating in Russia: 

 ”My first business operations in Russia failed because of my attitude: I know the market economy and will show you how to run an enterprise. Well, that went down after unsolved disagreement and now I have learned to adapt my way to operate. I listen eagerly to my Russian colleagues and try to absorb as much as possible.” 

The Finns especially adopt from their Russian partners their attitude towards problems with authorities, and above all, their concept of time. The time needed for production, calculated on Western, rather strict financial and efficiency requirements, in practice has to be stretched when producing goods in the Russian context where uncertainty is created by suppliers, employees and public sector actors. In some cases the Finnish partner has internalized the Russian way of operating (such as the importance of personal relations) so well that s/he encourages the Russian partner to take a more active role: “There are guys in customs who understand [our problems], but it does not help. Our local [Russian] manager is bad in the sense that he does not booze, inviting customs officials to visit does not come into his mind. When the head of the customs check point changes, the new one should be invited to visit the factory, give him samples of our products and tell him about our operations…”

Knowledge flows in both directions: Finnish and Russian partners grow into common practices 

Knowledge flows in two directions when both parties aim to solve the problems in the operations by applying the best practice – may it stem from the knowledge of any of the partners – and aim also to learn from this practice themselves as well. This kind of learning occurs, when the partners keep close contacts to each other, visit each other in Finland and in Russia and start the operations on rather a small scale aiming at increasing and developing the operations in the long term. One concrete manifestation of two-way flow of knowledge is the partners’ improved ability to understand the rationale and problems of both the partner and the operations. This ability develops gradually during problem-solving in the operations. A Finnish interviewee put this succinctly:

”We have a Russian way of operating and it is improved with Western knowledge. Our local manager is able to adopt the best parts of both – he has the Russian way to sell and run the business, but also the ability to use Western selling and marketing methods.” 

A comment of another Finnish interviewee nicely illustrates a situation in which the partners recognize each other’s knowledge:

“[…] now we do not have any risks related to customs, because he [the local manager] can cope with things. He is a strong leader, who takes care of all payments, labor issues, premises, electricity and all bureaucracy. He can also think in a Western way, you could not operate in Russia without such a key person”

Two-way knowledge flow can also take the form of technology collaboration, which in the operations under examination had taken place to a lesser extent. In three cases it can be said that common product development activities had taken place to adapt the product to the local market. In one of these cases the Finnish partner had delegated the responsibility to find practical solutions to production requirements to the local employees. In the second case the Finnish company had in collaboration with the Russian subcontractor developed a component at the request of the Russian end user.  In the third case a Finnish enterprise operating in the Russian market collaborated with its Russian subcontractor to adapt the product to the local norms and materials. In general it can be said, however, that two-way technological cooperation is strongly limited by the Russian enterprises’ technological know-how, which is still lagging behind the West.  

Discussion and conclusions: flows and use of knowledge

This paper analyzed the flows and use of knowledge as a process, in which knowledge flows between partners either do not occur at all, occur in one direction or in two directions. The flows of knowledge were approached by analyzing whose knowledge was applied in different parts of the operations and in the solving and prevention of problems faced in them. This is drawn together in Figure 2. 

Figure 2
Flows of knowledge

	No flow of knowledge 

· operations are closed

· passive acceptance
	One-way flow of knowledge 

Finland      (     Russia

· technology (machinery, technical drawings)

· management know-how  (organization models, focusing on core competencies)



	One-way flow of knowledge 

Russia ( Finland 

· adaptation of business to the Russian business environment 

· acceptance of uncertainty
	Two-way flow of knowledge:

Finland ((   Russia

· adoption of “best practice” from the viewpoint of the operations 

· adaptation of technology


It can be concluded that in almost all ongoing operations flows of knowledge have taken place either in one direction from the Finnish to the Russian partner or vice versa, or in two directions when both parties have worked together to solve problems. Cases in which the flow of knowledge has not occurred at all are, first, operations that have been terminated after initial problems. Second, at the other end of the continuum are operations in which the running of operations has been completely delegated to the Russian partner and the Finnish partner does not even want to know how the problems were solved. 

The flow of knowledge seems to usually occur from the Finnish partner to the Russian one and be more concrete than the flow in the other direction. The Finnish partner brings to the relationship operational management know-how and new technology, whereas the knowledge from the Russian partner to the Finnish one is more abstract and applicable on the strategic level. The Finnish partner can, via the relationship, adopt a “Russian way” to operate in the Russian context, which is accompanied with a change in thinking. 

The two-way flow of knowledge has taken place as adaptation of management models and technology cooperation. The flow of knowledge can be viewed as occurring in two directions when both parties contribute to the solving of a problem.  The collaboration can result in the decision to apply the practice of one of the partners or to jointly develop a new practice. An example of technology cooperation is the adaptation of a product to the Russian market, in which the knowledge of the Russian partner about local standards and materials is combined with the technological know-how of the Finnish partner. 

The flow of knowledge and its forms can also be discussed on the basis of whose knowledge is crucial in which situation. On the basis of our empirical data it seems that the knowledge of the Russian partner is above all utilized in the relations of the operations to the external business environment and the labor, whereas the knowledge of the Finnish partner is relevant when organizing the production and internal management models. Furthermore, the marketing know-how of the Finnish partner was viewed by the Russian interviewees as a way of coping in the toughened competition. An interesting question is how the division of labor and need for knowledge will develop in the future. During the interviews the respondents repeatedly mentioned that the business environment and public policies had developed positively under president Putin’s rule. The “normalization” of the business environment may change the nature of the needed knowledge such that the applicability of Soviet-era models decrease even more as they are replaced with models developing in the context of the “new” Russia. 

Theoretical conclusions

This paper applied the governance approach as a conceptual tool to study the flow and use of knowledge. It was used to address the research phenomenon at the level of enterprise practices. This brings new insights to the problems of international business studies and the knowledge-based theory of the firm.  From the viewpoint of international business the governance approach allows us to widen the scope of the analysis from the supply chain to the institutional environment. The qualitative information produced in the study adds to the literature focusing on problems of Western enterprises in the CEE by analyzing both the underlying factors and solutions. The study empirically adds to the knowledge-based theory by pointing out what kinds of knowledge flows are in the operations and in which directions.  In addition to the look at one-way transfer of knowledge from West to East we show alternative ways to operate. In these ways the knowledge of the Russian party is utilized and the knowledge of both parties is innovatively applied to develop new practices. The results of this study can be applied in, for example, studying the effect of the different practices and models on the success of the operations. 
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FLOWS AND USE OF KNOWLEDGE




















� For a comprehensive analysis of the model, see Karhunen, Kosonen and Leivonen, 2003)


� Adapted from the 2002 classification of the Finnish statistics authority. 


� Following the Finnish technology agency TEKES (http://www.tekes.fi) SME is an enterprise which a) has no more than 250 employees, b) has a turnover no more than 40 mln Euro or balance no more than  27 mln Euro and c) less than 25 per cent of capital or voting power is with large enterprises. 
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