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Abstract

The purpose of the paper is to determine and empirically examine those human resource management (HRM) practices the employment of which may help multinational corporations (MNCs) to facilitate knowledge transfer to their overseas subsidiairies. The discussion fundamentally draws on the established HRM-performance research but replaces the traditional performance variable with the knowledge-related variable, in this case the degree of knowledge transfer to the focal subsidiairy. It was suggested that the employment of the systems of HRM practices (those affecting knowledge receivers’ ability and motivation and supporting organizational learning environment) is positively related to the degree of knowledge transfer to the subsidiaries. This was tested empirically with the data from 92 subsidiaries of Danish multinational corporations located in 11 countries. 
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Introduction

Knowledge transfer has often been associated with performance of multinational corporations and competitive advantage. Nowadays, MNCs are no longer seen as a repository of its national imprint; instead, as instruments whereby knowledge is transferred to overseas subsidiaries, which are responding and adapting to different environment pressures (Kogut, 1993). Empirical studies on knowledge transfer within multinational corporations (MNCs) have been focusing on how knowledge transfer within a MNC depends upon the characteristics of that knowledge (for example, Zander and Kogut, 1995; Szulanski, 1996; Simonin, 1999) and knowledge sources (for example, Foss and Pedersen, 2002), senders (for example, Lyles and Salk, 1996; Szulanski, 1996; Lane and Lubatkin, 1998; Gupta and Govindarajan, 2000; Lane, Salk and Lyles, 2001), receivers  (for example, Szulanski, 1996; Gupta and Govindarajan, 2000), their relationships (for example, Szulanski, 1996; Simonin, 1999; Bresman, Birkinshaw and Nobel, 1999; Gupta and Govindarajan, 2000), etc. However, the referred literature has often paid very little attention to the idea that MNCs can institute various organizational policies and practices to overcome transfer barriers and facilitate internal knowledge transfer. In the conclusions of those few studies that include organizational practices (see for example, Lane and Lubatkin, 1998; Gupta and Govindarajan, 2000), we often find calls for further research on “the learning capacities of organizational units”, “more explicit description of the motivation and cooperative choices of the organizational individuals”, “organizational mechanisms to facilitate knowledge acquisition”, etc. Clearly, as a somewhat crude generalization, transfer of knowledge is seldom consistently taken to be endogenous to organizational processes and arrangements (Foss and Pedersen, 2002). 

On the other hand, researchers working in the field of human resource management (HRM) more than a decade ago called for the transformation of the HRM system and identified the support to the process of organizational learning as the key strategic task facing the HRM function in many MNC today (Pucik, 1988). Lado and Wilson suggested that HRM practices “can contribute to sustained competitive advantage through facilitating the development of competencies that are firm specific, produce complex social relationships, … and generate organizational knowledge” (1994: 699). Clearly, HRM practices and knwoledge-related outcomes are associated but their link still misses some important aspects of the interpretation and empirical support. 

The paper aims to explore why this association exists and how various HRM practices influence knwoledge-related. In particular, I propose that more extensive employment of HRM practices (those affecting knowledge receivers’ ability and motivation, and supporting organizational learning environment) will enhance knowledge transfer within MNCs. The discussion fundamentally draws on the established HRM-performance research but replaces the traditional performance variable with the knowledge-related outcomes, in this case the degree of knowledge transfer to the focal subsidiairy. Furthermore, from the previous studies we have learned that HRM practices applied as a coherent system have greater effect on organizational outcomes than the sum of the individual effects from each practice alone (Ichniowski et al., 1997). Therefore, I also suggest that the impact of HRM practices on the degree of knowledge transfer will be stronger when HRM practices are applied as a system of mutually reinforcing practices. 

The study is among the first attempts to examine empirically the role of HRM practices in the process of knowledge transfer within MNCs.  The study differs from the existing limited work on HRM and knowledge transfer by introducing the wider range of HRM practices and looking at their system effect. 

The KNowledge driven HRM practices


The purpose of this section is to improve our understanding of the impact of HRM practices on knwoledge trasfer outcomes. Developing the link further is a matter of penetrating the issues of what HRM practices and which combinations of HRM practices matter for MNC knowledge transfer process. 

What HRM practices?

Managing human resources to achieve better knowledge-related outcomes means “retaining personnel, building their expertise into the organizational routines through learning processes, and establishing mechanisms for the distribution of benefits arising from the utilization of this expertise” (Kamoche and Mueller, 1998: 1036). Yet, only few studies have realized that the traditional prescriptions of high performance HRM practices do not fit the new emerging knowledge-related goals of organizations. For example, Keegan (1997) argued that formal planning and job analysis procedures were not used by knowledge-intensive firms since they were engaged in uncertain, ambiguous tasks and dealt with highly turbulent and expertise demanding environments. She and later researchers argued for the new task of HRM – to be centered on the process of learning and enhance organizational capacity to achieve knowledge-related goals. 

To identify what HRM practices could be employed to help organizations to achieve knowledge-related outcomes I briefly review representative case-based and existing empirical studies carried out by scholars from different research fields (international HRM, strategy, international business, etc.) on the link between HRM practices and various knowledge-related outcomes. My purpose is to determine what HRM practices organizations could employ to enhance knowledge-related outcomes – here and after referred as knowledge-driven HRM practices.

Using an illustrative case study, Gupta and Singhal (1993) investigated how companies manage human resources to foster innovation and creativity. They conceptualized HRM practices along four dimensions:

· human resource planning, which includes creating venture teams with a balanced skill-mix, recruiting the right people, and voluntary team assignment. This strategy analyzes and determines personnel needs in order to create effective innovation teams.

· performance appraisal, which includes encouraging risk taking, demanding innovation, generating or adopting new tasks, peer evaluation, frequent evaluations, auditing innovation processes. This strategy appraises individual and team performance so that there is a link between individual innovativeness and company profitability. It also takes into account what tasks should be appraised and who should assess employees’ performance.

· reward systems, which includes freedom to do research, freedom to fail, freedom to form team, freedom to run business, balancing pay and pride, noticeable pay raises, dual career tracks, promoting from within, recognition rewards, balancing team and individual rewards. This strategy uses rewards to motivate personnel to achieve an organization’s goals of productivity, innovation and profitability.

·  career management, which includes empowering people, leading by examples, continued education. This strategy matches employees’ long-term career goals with the organizational goals through continuing education and training.

Source: Gupta and Singhal (1993), p. 41-42

Recently, researchers in the international business literature have identified the role of HRM practices in the organizational learning as one of the subject for their inquiry. For instance, Lane and Lubatkin (1998) in their study on relative absorptive capacity and interorganizational learning looked at the similarities and differences between the student and teacher firms. Among other factors, researchers considered compensation practices and found that a firm’s ability to learn from another firm depends on the relative similarities of compensation policies in the student and teacher firms. Lyles and Salk (1996) and Lane, Salk and Lyles (2001) reported training programs to be an important knowledge acquisition mechanism. They claimed that when properly organized the training programs are also important vehicles for establishing contacts between local and parent companies’ employees, and thus promote collaboration and knowledge exchange. In Minbaeva et al. (2003) an effort was made to diverge from the previous work on knowledge transfer within MNCs by integrating this stream more closely with the HRM-performance literature. The results of the study indicated that investments in the development of absorptive capacity of knowledge receivers through the extensive use of training, performance appraisal, performance-based compensation and internal communication, contribute to MNCs knowledge transfer.  

From the reviewed articles we have learned that there are certain knowledge-driven HRM practices, the extensive use of which enhance knowledge-related outcomes. Among them are staffing, training, promotion, compensation, appraisal, internal communication. However, the reviewed studies are limited by several dimensions. One of them is that the existing empirical work on the relations between HRM practices and knowledge-related outcomes has exclusively focused on the individual HRM practices and their isolated effect. That could become a serious limitation since HRM is defined as “a set of distinct but interrelated activities, functions, and processes that are directed at attracting, developing and maintaining (or disposing of) a firm’s human resources” (Lado and Wilson, 1994: 701; emphasis added). In the following, I emphasize the need for HRM practices to be internally consistent and mutually reinforcing each other to better fit with the knowledge driven goals of organizations. 

Which combinations of HRM practices?

The idea of HRM practices applied as a system of mutually reinforcing practices has been widely discussed by researchers working on HRM-performance link (see for example, Arthur, 1994; Ichniowski, Shaw, and Prennushi, 1994; Huselid, 1995; Delaney and Huselid, 1996; MacDuffie, 1996; Guest, 1997). For example, Ichniowski, Shaw and Prennushi (1997) found consistent support for the conclusion that “groups or clusters of complementarity human resource management practices have large effects on productivity, while changes in individual work practices have little or no effect on productivity” (p. 291). Along with other researchers (see Ichniowski, Shaw and Prennushi (1997), footnote 1), Ichniowski, Shaw and Prennushi (1997) identified complementarities among specific practices in seven different areas: incentive compensation plans (profit sharing and line incentives), extensive recruiting and selection (extensive selection procedure based on high screening), work teams (high participation in formal and informal work teams, participation in multiple teams, formal team practice), employment security (long-term employment security), flexible job assignments (job rotation), skills training (the degree of off-the-job training), and labor-management communication (information sharing, meeting with workers and unions, grievance procedures).

For knowledge driven HRM practices, the discussion of complementarity has been rising as well. Laursen and Foss (2003) investigated the link between HRM practices and innovation performance and argued that HRM practices are “most conducive to innovation performance when adopted, not in isolation, but as a system of mutually reinforcing practices” (p.249). Researchers tested the hypotheses on a large dataset of 1,900 privately owned Danish firms in both manufacturing and non-manufacturing industries. Applying principal component analysis they identified two HRM systems, which influence innovation performance. The first one consists of HRM practices, which matter for the ability to innovate (factor loading of about 0.5-0.7). They are interdisciplinary workgroups, quality circles, systems for collection of employees’ proposals, planned job rotation, delegation of responsibility, integration of functions, and performance-related pay. The second system is dominated by firm-internal and firm external training (factor loading of 0.9). The overall conclusion is “while the adoption of individual HRM practices may be expected to influence innovation performance positively, the adoption of a package of complementary HRM practices could be expected to affect innovation performance much more strongly” (Laursen and Foss, 2003: 257).  Similar results were reported in Laursen and Mahnke (2001), where the main focus was slightly different. The study examined firm types and knowledge strategy in relation to the application of complementary HRM practices. Interestingly, the complementarities among HRM practices have been tested using the correlations among practices. Researchers argued “the advantage of this procedure is that it is applicable when the value of complementarities cannot be tested directly, since the value of the practices might not be directly measured” (Laursen and Mahnke, 2001: 13).  

The conceptualization of the systems of HRM practices offered in the either of the above studies is not universal. In fact, although the repeated efforts have been made, the scholars could not agree on one and the only universal conceptual categorization of HRM practices. How can a researcher uncover the underlying structure of HRM practices included in the proposed model? One way is to include intervening variables (Scarbrough and Carter, 2000) and conceptually identify HRM practices, which application enhances the degree of knowledge transfer. Indeed, as it was argued in HRM-performance literature, HRM practices do not directly lead to performance: the improved performance is achieved through the influence of employees’ behavior (Guest, 1997). It should be possible those HRM practices whose adoption generally leads to better outcomes – intervining variables between HRM practices and performance. “Without intrtvrning variables, one is hard pressed both to explain how HRM influences firm performance and to rule out an alternative explanation for an observed HR-firm performance link” (Becker and Gerhardt, 1996: 793). In the scope of this study I argue that by introducing intervining variables we may be able to theoretically identify the groups or systems of HRM practices that produce them. 
What is inside of the “black box”?

I argue that there are at least two ways in which HRM practices may influence knowledge transfer: by influencing knowledge receivers’ ability and willingness to absorb knowledge and by supporting the environment in which knowledge is determined, shared, interpret and used collectively throughout the organization.  The inability of knowledge receivers to recognize the value of new information, assimilate it, and apply it to commercial ends (absorptive capacity) is one of the most often referred impediments to knowledge transfer (Cohen and Levinthal, 1990). It has been proposed that the absorptive capacity of the receiving unit is the most significant determinant of internal knowledge transfer in MNCs (Gupta and Govindarajan, 2000). Subsidiaries differ in their absorptive capacity, and this affects the level of internal knowledge transfer from other MNC units (see for example Lyles and Salk, 1996; Szulanski, 1996, Mowery, Oxley and Silverman, 1996; Lane and Lubatkin, 1998; Gupta and Govindarajan, 2000; Lane, Salk and Lyles, 2001). Absorptive capacity is conceptualized as being comprised of both employees’ ability and motivation. Both aspects of absorptive capacity (ability and motivation) need to be present in order to optimally facilitate the absorption of knowledge from other parts of the MNC (Minbaeva et al, 2003). 

Even subsidiaries with highly skilled and motivated employees will not be successful in knowledge transfer if subsidiaries cannot build “the infrastructure” of learning, i.e. communication bridges between people, possibilities for dialogue across organizational hierarchy, conditions for team learning, systems to capture and share learning within the organization, etc. (Leavitt and March, 1988; Senge, 1990; Argyris and Schon, 1996). Ghoshal and Bartlett (1988) named communication between the MNC’s units as a key source of the MNC’s ability to create, share and leverage knowledge. There are several empirical studies supporting the statement (see for example, Szulanski, 1996; Birkinshaw, Hood, and Jonsson, 1998; Bresman, Birkinshaw and Nobel, 1999; Gupta and Govindarajan, 2000).

In the rest of the section, I determine HRM practices, which enhance knowledge transfer to the focal subsidiary by developing absorptive capacity of subsidiary employees and supporting organizational learning environment.
Developing absorptive capacity of knowledge receivers

Absorptive capacity has two elements: prior knowledge and intensity of effort (Cohen and Levinthal, 1990; Kim, 1998).  “Prior knowledge base refers to existing individual units of knowledge available within the organization” (Kim, 1998: 271). Thus, employees’ ability, their educational background and acquired job related skills might represent the “prior related knowledge” which the organization needs to assimilate and use (Cohen and Levinthal, 1990). However, in order to absorb transferred knowledge individuals should have both ability and willingness to perform effectively. Indeed, few would question that “if individuals possess the prerequisite ability to learn … performance will likely be poor if motivation is low or absent” (Baldwin, Magjuka, and Loher, 1991: 52). 

What HRM practices could enhance ability and motivation of knowledge receivers? As emphasized by Huselid (1995), organizations, interested in achieving better individual ability, should employ those HRM practices that aim at acquiring, developing and retaining human capital. For example, an analysis of the competencies needed for different positions – together with an analysis of the firm’s current pool of employee competencies - helps the organization specify the desired skills and knowledge. Staffing procedures aim to bring into vacant positions people with the previously identified skills and knowledge. Training, when organized as a systematic process, helps organizational individuals to master their skills and influences their development. There is extensive evidence that investment in employees’ training enhances the human capital of the organization, which later results in a positive relationship between employee training and organizational performance (Delaney and Huselid, 1996; Koch and McGrath, 1996). In addition, performance appraisal (or performance management) systems provide employees with feedbacks on their performance and competencies, and give directions for enhancing their competencies to meet the needs of the organization. HRM practices that may influence individual motivation by providing incentives that elicit the appropriate behavior. Such incentive systems may include performance-based compensation and the use of internal promotion systems that focus on employee merit and help employees to overcome invisible barriers to their career growth (Arthur, 1994; Huselid, 1995; MacDuffie, 1995; Delery and Doty, 1996). Promotion and internal transfer aimed at allocating and retaining the best people, their knowledge and skills, allow an organization to sustain and accumulate the pool of existing human capital. In sum, staffing, training, promotion, compensation and appraisal are expected to enhance knowledge transfer through their affect on absorptive capacity of knowledge receivers. 

Hypothesis 1. The more the subsidiary adopts HRM practices affecting absorptive capacity of knowledge receivers such as staffing, promotion, training, compensation and appraisal, the higher degree of knowledge transfer to the subsidiary is expected.

As it was argued earlier, HRM practices will have a stronger effect on the degree of knowledge transfer when they are applied as a system of mutually reinforcing practices. As Milgrom and Roberts (1990, 1995) defined, we observe a system effect/complementarity, which occurs when “doing more of one thing increases the returns of doing more of the others” (p.181). Staffing, promotion, training, compensation and appraisal are interdependent, and when applied as a system of mutually reinforcing practices they help organizations to achieve higher outcomes, in this case the degree of knowledge transfer to a focal subsidiary. Staffing (job analysis, recruitment and selection procedures) serves as the backbone for nearly all HRM activities of the organization. In the high performing organizations, staffing and promotion practices are closely connected since the organizations extensively use internal recruitment for all positions, including managerial, and prefer promotion from within to recruitment from outside. Placement decisions involving internal transfers, promotions, and demotions are also informed by the various selection approaches and by performance appraisals. Performance management is a process of identifying how closely the actual behavior matches the expectations derived from the previous job analysis. If the behavior of an individual departs significantly from the expectations (both positively and negatively), further actions should be taken to improve the actual behavior (training and transfer) and motivate for even better performance (compensation and benefits). The high performing organizations utilize the performance appraisal results to customize compensation programs for must-keep employees. Employees are generally rewarded on the basis of the value of the job, their personal contribution and their performance. To correct the deficiencies in the performance of the current employees the training programs aim to provide employees with specific knowledge and skills, and update them on new jobs and tasks, which have been introduced into the organization. 

Supporting the learning environment

Knowledge transfer will be higher within certain organizational contexts due to the frequency of communication within the subsidiary and across the MNC (Ghoshal and Bartlett, 1988; Gupta and Govindarajan, 2000). Rigid organizational boundaries impose high barriers, which impede the communication flows at all levels of the MNC. By employing organizational practices that remove traditional boundaries and melt the bureaucratic structures, organizations may establish the environment that promotes continuous learning.  Across the MNC, the employment of corporate socialization mechanisms will enhance inter-personal familiarity, personal affinity among employees from different subsidiaries and increase communication between MNCs units. “Greater participation in corporate socialization mechanisms would have a positive impact on the richness pf transmission channels between the focal subsidiary and pother units” (Gupta and Govindarajan, 2000: 478). At the same time, Gupta and Govindarajan (2000) pointed out to the importance of examining “the impact of intra-subsidiary communication as well as a subsidiary’s activism at knowledge creation on its capacity to absorb incoming knowledge” (p. 492)

Hypothesis 2. The more the subsidiary adopts HRM practices supporting the MNC learning environment such as corporate socialization mechanisms and internal subsidiary communication, the higher degree of knowledge transfer to the subsidiary is expected.

Methods

Data

The hypotheses are tested on data set of the subsidiaries of Danish MNCs (headquartered in Denmark). For the construction of the data set the Hermes CD Direct from KOB (Kobmandstandes Oplysnings Bureau) was used. The database query was initiated by selecting the firms, which were parent companies in Denmark, and then limited to the ones that had two or more subsidiaries abroad. This resulted in a list that was cross-checked with the Borsen 500 in order to ensure that the population was as complete and relevant as possible. Some of the Danish headquarters provided with the names and contacts at their subsidiaries; for other subsidiaries contacts were obtained from the foreign commercial sections of the Danish Embassies in the respective countries.

To test the hypotheses empirically, a questionnaire survey methodology was chosen. To the best of my knowledge at the given time there is no existing single instrument to measure the issues covered by this research. Thus, the new questionnaire was developed using a combination of prior related surveys (Gupta and Govindarajan, 2000; Szulanski, 1996; Simonin, 1999; Zander, 1991; Brewster et al, 2001) and finding from the pilot study. The language of the questionnaire was chosen to be English. The questionnaire was pre-tested. Explanations of such terms as knowledge, knowledge transfer, the degree of knowledge transfer, and alike, were given at the beginning of the questionnaire.  

The one round questionnaire was addressed to a HRM manager/Personnel Director at the subsidiary with a cover letter describing the main themes of the study. If the HRM manager was unable to complete the survey, it was up to him/her to forward the questionnaire to another senior/middle level manager with sufficient knowledge regarding the themes of the study. The resulting data set consists of 92 subsidiaries (30 per cent). The subsidiairies were located in USA, China, Germany, Sweden, UK, Russia, Poland, France, Sri Lanka, India, and Portugal. Descriptive data (mean values, standard deviation, minimum and maximum values) on all variables are provided in Table I. 

- Insert Table I about here -
Measures

Dependent variables

Degree of knowledge transfer (DoKT). The degree of knowledge transfer was defined at the beginning of the questionnaire as the extent to which the subsidiary’s employees received knowledge, transferred to the subsidiary from the rest of MNC (headquarters and sister subsidiaries). Following Gupta and Govindarajan (2000) the data were collected on the following items: marketing know-how, distribution know-how, packaging design/technology, product designs, process designs, purchasing know-how and management systems and practices. Based on that, the respondents were asked to evaluate separately the degree of knowledge transfer from the sister subsidiaries and from the headquarters using a five-point Likert-type scale, where 1 indicates very low use of knowledge and 5 indicates substantial use of knowledge. Responses were averaged to yield a composite index reflecting the degree of knowledge transfer to the focal subsidiary from the rest of the MNC. Cronbach Alpha is 0.84.
Independent variables

The respondents were asked to mark the number that best indicates the degree to which each statement describes HRM practices employed within their subsidiary. Respondents indicated this on five-point Likert-type scales ranging from 1="never" to 5="always"

Staffing (Staffing). Staffing procedures aim to bring into vacant positions people with the previously identified skills and knowledge. The extent to which subsidiaries apply staffing procedures is measured through three items capturing the extent of competence-based job analysis, recruitment procedures, and variety of selection procedures used. Cronbach Alpha is 0.65.

Training (Training). The extent of regular organized training was measured using an index comprised of three items: job-related skills training, regularity of training, and extent of degree-earnings programs supported by the organization. Cronbach Alpha is 0.71. 

Promotion (Promotion). The importance of merit-based promotion and internal transfer schemes is measured by an index comprised of two items. The first item measures whether promotion decisions are made of the basis of employees’ previous performance and achievements. The second one measures the extent of internal transfer taken place to allocate and retain talented people. Cronbach Alpha is 0.67.

Compensation (Compensation). The degree of use of incentive compensation systems was measured using two items: performance-based compensation and extra recognition for superior performance. Cronbach Alpha is 0.79.

Performance appraisal (Appraisal). One item is used to measure the extent to which performance appraisal system is employed in the subsidiary. 

Corporate socialization mechanisms (Inter). One item measures the existence of corporate socialization mechanisms across MNC, which enhance inter-personal familiarity, personal affinity among employees from different subsidiaries. 

Subsidiary internal communication (Intra). One item measures the extent to which subsidiary management works on everyday basis with individual workers to ensure maximum communication up and down the organization.

Results

The correlation coefficients are shown in Table II. 

- Insert Table II about here -
Table III presented the result of regression analyses. Following Delaney and Huselid (1996), firstly, I introduced HRM practices one after another and ran separate regressions (Model 1, 2, 3, 4, 5, 6, and 7).  

- Insert Table III about here -
Model 3, 4, 5, 6, and 7 were statistically significant with p<0.05, p<0.01, p<0.05, p<0.01, and p<0.05 respectively. The highest R-square was achieved in Model 6: staffing, training, promotion, compensation, appraisal and inter together explained 24 per cent of variance of the dependent variable. Neither of HRM practices was significantly important for the degree of knowledge transfer. The only exception was ”inter” which showed modest significance (p<0.10). It may be explained by the fact that there were high associations among HRM practices: 15 correlations out of 21 possible (see Table II). Almost all HRM practices (except “inter” and “intra”) were pairwise complementary in the sense that combinations of HRM practices correlate. Some of the correlation coefficients indicated the possibility of multicolinearity (i.e. r>0.5). To uncover the underlying factor structure associated with seven HRM practices, I factor-analyzed them using the principal component analysis as an extraction method. The factor analysis gave a possibility to reduce a number of independent variables that may reduce problems associated with multicolinearity. Factor loadings for each factor, eigenvalues and percentage of variance explained by each factor are reported in Table IV. 

- Insert Table IV about here -
Two factors emerged from the analysis. Factor 1 included a range of HRM practices employed to improve ability and motivation of knowledge receivers. Among them are “staffing”, “training”, “promotion”, “compensation” and “appraisal” (Alpha=0.80). Factor 2 included HRM practices aiming at increasing the frequency of inter- and intra-organizational communication. Cronbach Alpha was much lower than for the first factor (0.40).  

Mode 8 in Table V reported the results of the regression analysis for the degree of knowledge transfer when two factors (Factor 1 and 2) were entered simultaneously. The overall model was statistically significant with R-square 0.182. The simultaneous effect of “staffing”, “training”, “compensation”, “promotion” and “appraisal” (Factor 1) on the degree of knowledge transfer was positive and highly significant (p<0.001).  Factor 2 (“inter” and “intra”) was positive but insignificant. An Alpha of 0.40 for Factor 2 was quite low to use the factor as a coherent construct.  

- Insert Table V about here -
As Ichniowski et al (1997) argued “to examine the importance of sets of highly correlated, and presumable complementary, HRM practices, one must examine the effects of interactions among the practices” (p.296). Model 9 in Table V presented the results of the regression analysis where along with individual HRM practices constituting Factor 1, the interactions between them are introduced. Overall, the results indicated that the model worked well, was statistically significant (p<0.05) explaining almost one third of the observed variation in the knowledge transfer (R-square=0.34). The interactions between “training” and “compensation”, and “promotion” and “appraisal” were positively related to the degree of knowledge transfer to the subsidiary. “Staffing” also showed the slightly significant effect (p<0.10).
Concluding remarks

This paper aimed to determine and empirically examine those HRM practices the employment of which may help MNCs to overcome knowledge transfer barriers. From the previous research on MNC knowledge transfer it was concluded that among other things MNCs should develop individual capabilities of their employees to absorb knowledge, and establish conditions for frequent communication and knowledge exchange among individuals. I suggested that MNCs can institute various HRM practices to overcome transfer barriers associated with the identified determinants and hence facilitate the degree of knowledge transfer. Conceptually, I was able to identify two groups of HRM practices - those affecting knowledge receivers’ ability and motivation, and those supporting learning environment. I ran a confirmatory factor analysis to check my assumptions about specific factor structures. Results of the confirmatory factor analysis indicated the existence of two groups of HRM practices conducive to the degree of knowledge transfer - those affecting knowledge receivers’ ability and motivation, and those promoting inter- and intra-organizational communication. The simultaneous effect of “staffing”, “training”, “promotion”, “compensation” and “appraisal” (Factor 1) on the degree of knowledge transfer was positive and substantial. The simultaneous effect of HRM practices aiming at supporting the learning environment was insignificant. This may be explained by the fact that not enough items were used to capture the impact of inter- and intra-communication. Factor 2 did not have high realiability: cronbach alpha was too low (0.40). 
I also argued that it is important to consider the effect of HRM practices applied as a system of mutually reinforcing practices rather than the isolated effect of individual HRM practices. The fact that HRM practices correlate with each other and end up in the same factor does not automatically mean that they as a system contribute more to knowledge transfer than some of them individually. To go further with the test, I checked the interaction effect of HRM practices grouped in Factor 1. The analysis indicated that while the main effects of both individual HRM practices were non-significant, the interaction effect between “compensation” and “training”, and “promotion” and “appraisal” was significant (see Model 9 in Table V). The identified HRM practices are mutually reinforcing. Compensation and training when applied together lead to higher level of employees’ ability and motivation to absorb knwoledge. The results are consistent with the previous findings that investment in employees’ training enhances the human capital of the firm, generally leading to a positive relationship between employee training and knwoledge transfer. However, skilled employees should be both trained and rewarded for their effort to absorb the incoming knwoeldge (extrinsic motivation). The results also showed that promotion and appraisal when applied together might enhance absorptive capacity of knwoeldeg receivers. Competence-based performance appraisal provides employees with feedback on their performance and competencies, and points out the directions for enhancing their competencies to meet the needs of the firm. Promotion based on the results of the previous performance appraisal is likely to provide a strong motivation for employees to work harder for own sake (intrinsic motivation).    
The study has several limitations. First of all, there maybe more intervening factors hidden in the black box, and the characteristics of knowledge receivers and the intra- and inter-organizational context are just two of them.  Examining other factors of knowledge transfer such as the relationship between the parties involved, the sender's characteristics, and the characteristics of the knowledge transferred can extend the present model. Secondly, one of the challenges as pointed out by Huselid (1995) was the methodological problem confronting the survey-based research in general: the reverse causality between HRM practices and organizational outcomes, and survey response bias. The study of this type requires as broad sample as possible. Moreover, given the perceptual nature of the knowledge transfer measures and the importance of them for the study, it is recommended for the future studies to test knowledge transfer measures for inter-rater reliability (see Gupta and Govindarajan, 2000). Future research should also try to collect data from multiple respondents to minimize the risk of common method bias. The validity of the current data on employees’ ability and motivation was limited due to the use of only one respondent per subsidiary, a weakness in most international research.

While this study makes important contributions to our understanding of the relationship between HRM practices and knowledge transfer in the MNC, clearly, additional research is needed to further develop this link, which till now has been largely black-boxed.
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Table I. Descriptive statistics for all variables

	Variable
	Label
	Minimum
	Maximum
	Mean
	Std. Deviation

	Degree of knowledge transfer
	DoKT
	1.00
	4.36
	2.4922
	0.83605

	Staffing
	Staffing
	1.00
	5.00
	3.2815
	0.87039

	Training
	Training
	1.00
	5.00
	3.1259
	0.90474

	Promotion
	Promotion
	1.00
	5.00
	3.4398
	0.98587

	Compensation
	Compensation
	1.00
	5.00
	3.4944
	0.98156

	Performance appraisal
	Appraisal
	1.00
	5.00
	3.0274
	1.14228

	Corporate socialization mechanisms
	Inter
	1.00
	5.00
	2.3483
	0.91826

	Internal communication
	Intra
	1.00
	5.00
	2.0444
	1.25341


Table II. Correlation matrix

	
	1
	2
	3
	4
	5
	6
	7
	8

	1. DoKT
	1.00
	
	
	
	
	
	
	

	2. Staffing
	0.137
	1.00
	
	
	
	
	
	

	3. Training
	0.127
	0.528***
	1.00
	
	
	
	
	

	4. Promotion
	0.231*
	0.467***
	0.496***
	1.00
	
	
	
	

	5. Compensation
	0.169
	0.514***
	0.555***
	0.406***
	1.00
	
	
	

	6. Appraisal
	0.301**
	0.541***
	0.314**
	0.377**
	0.426***
	1.00
	
	

	7. Inter
	0.194†
	0.304**
	0.274**
	0.134
	0.249*
	0.157
	1.00
	

	8. Intra
	-0.208*
	0.168
	0.134
	0.120
	0.128
	0.259*
	0.256*
	1.00


*** p<0.001, ** p<0.01, * p<0.05, † p<0.1

Table III. Regression analyses for the degree of knowledge transfer 

	Variables
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7

	
	b
	s.e.
	B
	s.e.
	b
	s.e.
	b
	s.e.
	b
	s.e.
	b
	s.e.
	b
	s.e.

	Constant
	2.098***
	0.323
	1.970***
	0.367
	1.559***
	0.341
	1.490***
	0.353
	1.437***
	0.332
	1.215***
	0.351
	1.220***
	0.354

	Staffing
	0.123
	0.095
	0.038
	0.117
	0.082
	0.111
	0.060
	0.115
	0.041
	0.121
	0.026
	0.120
	0.026
	0.121

	Training
	
	
	0.131
	0.110
	0.161
	0.103
	0.130
	0.111
	0.199
	0.111†
	0.166
	0.112
	0.163
	0.113

	Promotion
	
	
	
	
	0.064
	0.093
	0.058
	0.093
	-0.003
	0.092
	-0.007
	0.091
	-0.005
	0.092

	Compensation
	
	
	
	
	
	
	0.076
	0.096
	0.032
	0.095
	0.041
	0.094
	0.041
	0.094

	Appraisal
	
	
	
	
	
	
	
	
	0.095
	0.076
	0.084
	0.075
	0.088
	0.077

	Inter
	
	
	
	
	
	
	
	
	
	
	0.167†
	0.088
	0.175†
	0.092

	Intra
	
	
	
	
	
	
	
	
	
	
	
	
	-0.021
	0.070

	F value
	1.673
	
	1.349
	
	3.203*
	
	2.550**
	
	3.011*
	
	3.106**
	
	2.638*
	

	R-square
	0.019
	
	0.030
	
	0.110
	
	0.117
	
	0.183
	
	0.224
	
	0.224
	


*** p<0.001, ** p<0.01, * p<0.05, † p<0.1

Table IV. Factor loadings for independent variables

Extraction Method: Principal Component Analysis.

	Variables
	Factor 1
	Factor 2

	Staffing
	0.808
	-0.150

	Training
	0.777
	-0.178

	Promotion
	0.760
	-0.129

	Compensation
	0.749
	-0.249

	Appraisal
	0.671
	0.016

	Inter
	0.385
	0.683

	Intra
	0.364
	0.743

	Initial eigenvalues 
	3.125
	1.152

	% of variance
	45
	17


Table V. Regression analyses for the degree of knowledge transfer

	Variables
	Model 8
	Model 9

	
	b
	s.e.
	b.
	s.e.

	Constant
	2.576***
	0.070
	0.670
	1.258

	Staffing
	
	
	1.836†
	0.743

	Training
	
	
	-0.681
	0.660

	Promotion
	
	
	0.147
	0.597

	Compensation
	
	
	0.131
	0.438

	Appraisal
	
	
	-0.728
	0.512

	Inter
	
	
	
	

	Intra
	
	
	
	

	Factor 1
	0.272***
	0.070
	
	

	Factor 2
	0.046
	0.070
	
	

	Staffing x Training
	
	
	-0.116
	0.174

	Staffing x Promotion
	
	
	-0.038
	0.155

	Staffing x Compensation
	
	
	-0.257
	0.173

	Staffing x Appraisal
	
	
	-0.093
	0.136

	Training x Promotion
	
	
	-0.126
	0.130

	Training x Compensation 
	
	
	0.329*
	0.161

	Training x Appraisal
	
	
	0.177
	0.113

	Compensation x Appraisal
	
	
	-0.064
	0.134

	Promotion x Compensation
	
	
	-0.044
	0.149

	Promotion x Appraisal
	
	
	0.199†
	0.114

	F value
	7.690***
	
	1.957*
	

	R-square
	0.182
	
	0.340
	


*** p<0.001, ** p<0.01, * p<0.05, † p<0.1
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