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1 INTRODUCTION

In this chapter I will introduce the personal motivation and research background
that form the backbone of this study. I will also clarify the positioning of the study
in relation to the relevant research fields it contributes to, as well as the objectives,
definitions, limitations, and structure of the study.

1.1 Background of the Study

Working with international manufacturing companies undergoing servitisation (a
preferred term for company-wide transition from product manufacture to service
or solution provision) for seven years, I often dealt with sales people who were
frequently disappointed that they did not receive the support they needed to
respond to their customers’ requests, and frustrated because they were told to sell
solutions they were unsure how to sell. On one hand, the message was to provide
more value to the customer through services and solutions, while on the other
hand delivering the self-same services and solutions often led to delays or
complications that resulted in customer complaints.

My curiosity about servitisation was peeked through these experiences and led me
to investigate the area further. Services for manufacturing companies are
complicated processes that require new front-end and back-end competencies and
also co-ordination between them. The issues of servitisation in one company I
worked for were condensed in a story circulated among the sales people. According
to rumour, a customer had made a complaint about an automated message that
the company was “out of stock” for consultancy. The complaint led to an
investigation and it turned out that the stock warehousing unit was unable to
complete a delivery report without a physical item for each order line, including
service. To circumvent the problem, the unit had placed a pile of papers to
represent service items and the robotic system compiling the stock items took a
paper to mark the order as complete. As the unit had run out of paper and no-one
had noticed to replenish it, the system did as it was programmed to do and sent
out an automated out-of-stock notice — for consultancy.

Whether it was true or merely an anecdote is irrelevant to the fact that stories such
as this were shared in the first place. They represented the central worry that sales
people were expected — indeed, targeted — to sell services and solutions but in
doing so they might do damage to their relationship with the customer. The
organisation was in transition, but procedures supporting service delivery were
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still partly lacking and the new situation was confusing for the customers and
internal staff. The stress of being forced to change their familiar and heretofore
successful sales methods was exacerbated by the lack of guarantees that the end
result would provide superior value.

This study was borne against the backdrop of my experiences working with sales
people who wanted to ensure their continued customer relationship and thus
income; managers, who wanted to ensure long-term company longevity and
competitiveness in an increasingly service-oriented, international market; and
customers, who wanted to get what they had paid for and preferably a little more.
All were striving for the same goal, to create customer value, but all were
approaching the issue from a slightly different point of view.

The prevalent view among practitioners and scholars alike is that adding services
to their offering can provide benefits to manufacturing companies (Oliva &
Kallenberg 2003), and transitioning to a business model focused on service
provision will consequently maximise on those benefits (Baines et al. 2017). Yet
the difficulties surrounding a successful transition have also been widely
acknowledged. Companies such as Xerox, once hailed as one of the front-runners
in service transitions, recently divided their service and manufacturing arms into
separate companies, while researchers have increasingly turned their attention to
the issue variously called reversed servitisation (Finne, Brax & Holmstrom 2013),
deservitisation (Kowalkowski et al. 2017) or servitisation failure (Valtakoski 2017).
There is thus a dichotomy in that the best intentions of service providers do not
always lead to desired outcomes.

While literature on servitisation has increased dramatically over the last few years,
many of the central issues are still unresolved and a full understanding of how
servitisation creates value remains inconclusive (Visnjic Kastalli & Van Looy
2013). Baines et al. (2017) found in a review of servitisation literature that the
process of servitisation has received less attention than the configurations of how
to deliver the service. Because manufacturing companies often operate
internationally the servitisation process tends to also occur on an international
level, which is not generally factored in the analysis. Yet if the aim of servitisation
is to create or co-create superior customer value, recognising that customers in
different markets and cultures are likely to respond to service initiatives differently
seems relevant to the discussion.

This study examines a servitisation initiative in a multinational company (MNC)
and places customer value as the focus. Knowledge is an integral part of
servitisation because new knowledge is required to develop services (Hobday,
Davies & Prencipe 2005) and because knowledge sharing is needed for value co-
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creation (Gronroos & Voima 2013; Lusch, Vargo & Tanniru 2010). Knowledge is
also a driving force in international business literature relating to subsidiary —
headquarters (HQ) relationships because MNC’s operate as networks through
which knowledge is passed. Therefore, this work uses the knowledge-based view
(KBV) as the theoretical lens to explain the phenomenon in context with absorptive
capacity specifically as the tool to examine the process.

According to KBV, knowledge is a resource that differentiates a company from its
competition. Customer knowledge gathered through interactions is valuable, rare
and inimitable because insights into the customer’s processes are only shared in
trusting relationships and because no other company shares the same kind of
international network from which knowledge can be gathered and synthesised.
Absorptive capacity is used to evaluate a company’s ability to gain new knowledge,
process it internally and monetise it. In literature this has often been used as a
simple construct, such as using research and development (R&D) as a proxy
(Cohen & Levinthal 1990; Tsai 2001), or describing it as an ability that the
company has (Tzokas et al. 2015; Winkelbach & Walter 2015). Other works have
conceptualised it as a process, which can be dyadic (Lane & Lubatkin 1998; Ebers
& Maurer 2014) or structural (Schleimer & Pedersen 2014). Using the four-stage
model of Zahra and George (2002) as a foundation, this work builds on the process
approach but expands it to encompass value co-creation in the external
relationships and servitisation in the internal company structural relationships.

This work enhances theory by presenting absorptive capacity as a process that
spans the micro and meso levels of an MNC. As servitisation contains the
individual level ability to gain knowledge about customers’ needs and the
organisational ability to respond to them, this study examines the interplay
between customer — sales person relationships and subsidiary — HQ processes.
Through interviews with seven customers of a case company in five different
countries, 13 of their corresponding sales persons and local support staff, and 12
HQ strategic and operative personnel, this study maps different points of view on
value, service, service quality, relationships and functionality of internal processes.
Their views and experiences demonstrate how servitisation has occurred in a
particular company context, reflecting the history of how the company arrived to
certain strategic decisions, the geographic variety it deals with, and the complexity
of the issue.

This study contributes to the intersection of literature on servitisation in
manufacturing companies and international business by showing that in an
international context, knowledge about customer needs is acquired and used by
different parties in different locations. Thus, providing customer value through
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servitisation is subject not only to the relationship between the company and the
customer as often envisioned, and is the underlying relationships between
individual customers, salespeople and support staff, as well as the meso level
relationships between subsidiaries and HQ. The study makes another contribution
to KBV by demonstrating factors that influence the application of customer
knowledge as a resource in a complex servitisation transformation.

1.2 Research Problem and Objectives

The problem at the heart of this research is that moving the mind set of an
international company from product focus to service orientation is a difficult,
costly, time-consuming effort, which ultimately may or may not yield value to
customers. On a micro level of everyday business practice this problem is evident
in the changes that directly relate to the customer and their value processes.

Bounded rationality, which is a necessary condition of KBV (Conner & Prahalad
1996), means that the customer cannot possess all the information the sales person
can offer about the company solution. Therefore, the decision the customer makes
is based on their incomplete understanding of what the vendor’s value proposition
is, regardless whether or not it is objectively the most beneficial or efficient. The
service logic view on value means that the customer will choose the option that
they expect will provide them with the most value, and competing companies can
influence future decisions by being involved in the customer’s value creating
process (Gronroos & Ravald 2011). Purchasing reasons on future occasions may
not be apparent for the vendor because they, also, are operating under bounded
rationality and cannot fully understand the customer’s previous experience of
value-in-use (Gronroos & Helle 2010). Thus, whatever choice the customer makes
is subjectively the best choice for them at the point of exchange, proving the old
adage that “the customer is always right (even when they are not)”.

This leads to a situation where the company’s solution may be the best choice in
terms of operational benefits but the customer chooses a less productive
competitive offer because they have an incomplete understanding of the value
proposition and/or because they expect more personal value from the other
option. For example, a good relationship with a sales person, an existing contract
that is easy to expand or a familiar product range can all be reasons why a customer
might choose a less effective solution based on values (trust, speed, ease) that are
highly personal, contextual and difficult to articulate. Servitisation can cause
changes in the company’s market offer and relationships (Brax & Visintin 2017),
which makes it more difficult for the customer to understand their new value
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proposition or to evaluate the value proposition from the basis of previous
interactions or experienced value-in-use.

On a meso level encompassing the company, servitisation may require changing
the company’s industry position, structure and capabilities (Brax & Visintin 2017).
These are all multifaceted issues that require training staff to unlearn old habits
and engage in new processes and worldviews, not to mention the confusion,
distrust and uncertainty that accompany organisational change. There are thus
compelling arguments that servitisation is fraught with difficulties that may
prevent the customer from producing value out of the company actions or the
company from producing effective value propositions. However, to understand the
value that can be created from servitisation, it is not sufficient to understand what
the company must do to servitise, or why it might not work. The crux of the
problem is that there is no consensus on how servitisation actually creates value.
Furthermore, while value is created by customer but servitisation is primarily an
internal issue for a company, literature on servitisation generally assumes that
servitisation in the company sphere will translate to value if done correctly.

Consequently, the main research question of this study is: How is value created in
servitisation through the knowledge absorption process of an MNC in customer,
subsidiary, and HQ relationships? This question is further explored in the
following sub-questions:

1. How does value creation in customer — Key account manager (KAM)
relationships affect servitisation in the subsidiary — HQ relationship?

2. How do context-bound actor interpretations of value and service influence
servitisation?

3. What structures and mechanisms influence the knowledge absorption
process in servitisation?

The first sub-question focuses on the interplay between the micro and meso levels
of servitisation. Value co-creation occurs in interactions between the customer and
the company when knowledge is being shared (Vargo & Lusch 2004). While there
are multiple interactions between customer representatives and company staff
members from upper management meetings to maintenance encounters, the
primary responsibility for acquiring customer information and exploiting it in
sales falls on the nominated sales person or KAM!. This buyer-seller relationship

1 The abbreviation KAM is mostly used to refer to ‘Key Account Management’ in general.
Because this study is focused on the individual level of the customer relationship, it is
here used to refer to the key account manager as a person instead.
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can be conceptualised as a metaphorical marriage where the communication
behaviours of both sides influence how the parties feel about the outcomes of the
transaction (Celuch, Bantham & Kasouf 2006). By being attentive, perceptive and
responsive the KAM can influence how the customer feels and thinks about the
company and thus guide desired behaviour (Salomonson, Aberg & Allwood 2012).
Individual interaction is therefore important in assessing the customer’s value
experience.

Yet the KAM is not responsible for service delivery, which is an organisational
operation, and they must rely on the support of the back office for that. The
customer is hardly interested in the back office operations of their vendor but
assess the outcomes based on their desired / expected value against their perceived
value (Graf & Maas 2008). Barber and Tietje (2008) discuss the option of using
lean approaches to personal selling, thus eliminating unnecessary processes that
waste customer’s time and resources, and instead recommend a “[tJransition from
a sales philosophy that relies primarily on the push method of selling to an
approach that more effectively enables the customer to pull value from the firm”
(p- 156), an approach they dub as “revolutionary” and closely reflects servitisation.
This connection between value in interactions and value in processes acts as a
starting point for this study. Thus, the research attempts to determine first the
means and ways in which local knowledge about the customer is brought into the
greater organisation and how do actors locally and in HQ experience it.

As KAMs occupy a position between the customer and the company, effectively as
conduits for knowledge in both ways, their own view of the role and its
requirements is needed to understand how they operate as local actors trying to
reach their personal targets, and, concurrently, as members of a subsidiary
organisation in relation to a HQ unit. Dual organisational commitment is a well-
known phenomenon, which has been studied from an expatriate point of view (e.g.
Nguyen, Felfe & Fooken 2015) as well as for local staff members, and has been
found to be useful in the MNC context as it allows individuals to operate effectively
in international settings and promotes a global mind-set (Smale et al. 2015).
Furthermore, research suggest that the individual’s commitment can involve
multiple entities, including customers (Michailova, Mustaffa & Barner-Rasmussen
(2016). This study broadens the discussion to include the KAM as a focal actor
whose interpretation of the customer’s value creation influences the company’s
value-laden processes, and the first sub-question focuses on understanding how
this happens.

In the second sub-question the servitisation process is questioned from the point
of view of meanings different actors assign to it. Because the question is wide and



Acta Wasaensia 7

no conclusive answer can encompass the whole phenomenon, this research will
approach it by looking at how customers, local staff and HQ staff interpret what is
value or service or service quality. Variations in the answers as well as
identification of the distinction between value for customer organisation and value
for customer representative as a person are used as basis to examine the conditions
under which servitisation might not lead to the desired outcome of value.

Barring a few notable exception such as Gebauer, Fleisch and Friedli (2004),
Finne, Brax and Holmstrom (2013), Zhu and Zolkiewski (2015), Kowalkowski et
al. (2017) and Valtakoski (2017), the dominant view in the servitisation field seems
to be that adding services to the company offer is a unidirectional, value-adding
activity. A context-bound explanation of actor perspectives is included here to
argue that the link between servitisation and value is more complex than that.

Research on service networks implies that servitisation complexity is borne from
the involvement of multiple network partners required for solutions (Eloranta &
Turunen 2016). The customer is a key person in innovation but even though
knowledge about their needs is with the customer, the ability to satisfy those needs
is with the manufacturer (Thomke & Von Hippel 2002). Input from customers is
required to initiate processes within the manufacturer’s sphere, but the
involvement of different people means different interpretations along the chain of
communications and interaction. Only the people directly in contact with
customer will have the insight from conversations and relationships, through
which information is not just relayed in exchange but is imbued with meaning
(Lundkvist & Yaklef 2004). The company internal staff, many of them in HQ, will
have to rely on the messages conveyed to them by other parties, and their ability
to learn, cooperate and coordinate will affect the outcome of the processes (Parida
et al. 2015).

Consequently, the second sub-question will examine actor interpretations and link
these to the discussion on servitisation complexity and why servitisation may not
always automatically become a value creating activity. Skalen et al. (2014) argue
that in addition to resources and processes for servitisation, service innovation
requires companies to create value propositions that are attractive to the
customers. It is therefore assumed in this research that actor interpretations have
an impact on servitisation whereby customers and KAMs make sense of value
propositions through interactions and lived local context but HQ interpretations
are based on the processes and practices that they are involved in.

Finally, the third sub-question delves deeper into the absorptive capacity process
and determines the kind of forces that influence it, bearing in mind that some of
the stages take place locally and others between geographically and culturally
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dispersed units. These forces can be barriers to the efficiency of the process or
social or formal structures and mechanism that dictate how the process works.
Absorptive capacity entails an element of adding new external knowledge to the
existing knowledge base, which may under certain conditions lead to path
dependence (Van den Bosch, Volberda & de Boer 1999). Thus, the third sub-
question is asked to determine the actors’ view of the organisation’s ability to
respond to new kinds of knowledge, which is required to enact change such as
servitisation.

By answering these three research questions I endeavour to come to a fuller
understanding about the value creation in servitisation through knowledge
absorption in customer, subsidiary and HQ relationships at the heart of the
problem that drives the research. The conceptual framework I use to provide
structure for the research is shown in Figure 1.

Value

Co-Creation

Figure 1. Conceptual Framework of the Study.

This framework acts in a sensitising capacity addressing the primary areas of
interest and how they are connected. The framework is designed to leave space for
emergent findings that show how the structures and mechanisms work in practice,
without the need to validate the actual process itself. Such validation would be
largely meaningless in a single-company context because the findings are not
generalisable, and therefore the framework is used to provide structure for the
study and aid in making sense of the results.

The three main nodes in the framework are the customer, subsidiary and HQ. The
relationship between the customer and the subsidiary actors, namely KAMs, is the
relationship where value is co-created. The internal relationship between
subsidiaries and HQ is where servitisation structurally takes place, as the company
value propositions are created, back office operations aligned and resources
allocated.
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The absorptive capacity process is presented as an infinity-shaped loop, which
connects the different nodes. Knowledge is acquired from customers by sales
people to the subsidiary organisation, and assimilated between the subsidiary and
HQ if there is need. The HQ responds to the knowledge by transforming it into
actions, either offering back to the subsidiary some new knowledge or something
more tangible in terms of support. This is then utilised by the sales people as they
try to exploit the response they received in the customer relationship. This
exploitation will presumably only be successful if the customer perceives that the
process has somehow answered their need and further interaction with the
company will result in them creating more value out of their current or future
assets.

Thus, the framework explains value creation as two dyads interlinked with the
absorptive capacity process with four knowledge transfer stages, each of which is
subject to discrete forces and barriers that influence the efficiency of the process
and the successful implementation of the end result.

1.3 Positioning of the Study and Contributions

This study focuses on the phenomenon of value creation through customer
knowledge absorption in the shared contexts of servitisation and subsidiary — HQ
relationships, and is therefore primarily aimed at contributing to the intersection
of these literature streams. The reason why I have deemed it important to link
these two contextual fields of study is not only to add the element of
internationality to a servitisation topic where it is not often included, but because
the international network context has an influence on how the phenomenon is
viewed.

Akaka, Vargo and Lusch (2013) argue that for a holistic understanding of value, it
should be considered as value in context, namely that micro level interactions
occur in the context of macro and meso level influence. This study will advance the
view that this influence is multidimensional and while local interactions take place
within the company structure and culture, iterative micro interactions build a
shared understanding of what the company is and how it operates. For example,
sales people can be instructed and trained to sell services, but the shared
understanding of what it means to be a service provider and whether this has been
achieved emerges through repeated service interactions. Likewise, back office
operatives can handle service transactions under common guidelines but the final
form of servitisation is constructed from the repetitive actions that individuals take
in processing service business, supporting it and championing it.
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The two-way influence is acknowledged in literature on the internal relationships
of MNC’s and provides interesting commonalities with servitisation. In terms of
knowledge, the top-down approach from HQ to the subsidiary is the traditional
view on knowledge transfer. The HQ has typically been seen as the central
authority on strategic decision-making with subsidiaries responsible mainly for
operations (Dorrenbacher and Geppert 2006). More recently, studies on
subsidiary initiatives and a push for organisational change originating from the
country level have increased, and subsidiaries have been found to have an
influence on the MNC network if they are able to garner the attention of HQ
(Ambos, Andersson & Birkinshaw 2010). This line of research has, however,
largely focused on subsidiary relations as a basis of power or autonomy (cf. e.g.
Homburg & Prigge 2014; Najafi-Tavani, Giroud & Andersson 2014). This study will
therefore draw from the international business literature, but apply it to
servitisation to focus less on power and more on value creation that occurs in these
relationships.

Absorptive capacity is used as the tool that connects together the local and the
global, the micro and the meso. As Cohen and Levinthal (1990: 131-132) state in
their seminal work: “an organization’s absorptive capacity does not simply
depend on the organization’s direct interface with the external environment. It
also depends on transfers of knowledge across and within subunits that may be
quite removed from the original point of entry”. In terms of servitisation this
means that while customers may have definitive ideas about the kind of services
that would benefit their operations, this knowledge is not passed on to the
organisation, representing a dichotomy between the external and internal
environments (e.g. Ebers & Maurer 2014; Lewin, Massini & Peeters 2011; Zhang,
Zhong & Makino 2015). Alternatively, the staff at the customer frontline may be
well aware of the necessary steps towards value provision, but passing this
knowledge or getting others to act on it is an issue in the processes between the
subsidiary and its parent (e.g. Schleimer & Pedersen 2014; Song 2014). As a result,
there is an ongoing issue with knowledge entering the company at the local level
but decisions are made on how to respond to the knowledge in a level removed by
function, culture and geography, which extant research has not fully addressed.

KBV as the theoretical lens used in this study assumes that knowledge is the most
important resource companies have and the ability to use it for commercial ends
comprises their competitive advantage (Kogut & Zander 1993). Accordingly, it is
assumed that companies require knowledge in order to operate. The conceptual
framework is based on the knowledge absorption process as outlined by Zahra and
George (2002), consisting of knowledge acquisition, assimilation, transformation
and exploitation. The positioning of this work is presented visually in Figure 2 to
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show how the phenomenon is nested in the intersection of two major literature
streams, viewed through an overarching theoretical lens.
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Figure 2. Positioning of the Work

This study aims to contribute to the literature at the intersection of servitisation
and subsidiary — HQ relationships of MNC’s. While servitisation mostly occurs in
international settings, few works have delved into the complexities of what
international context means for manufacturing companies’ servitisation. Studies
such as Kucza and Gebauer (2011), Kowalkowski (2011), and Kowalkowski,
Kindstrom and Brehmer’s (2011) examine service sales globally and show among
other things that strategic choices regarding subsidiary roles and developing local
market sensing capabilities influence industrial service delivery. A more focused
look to servitisation in a global context is given by Neto, Pereira and Borchardt
(2015: p. 468), who find that local conditions can act as barriers to service
provision and raise a call for more research on “the acquisition, dissemination and
use of knowledge in global service operations”. This study responds to that call
and contributes to literature by demonstrating that value creation in servitisation
in an MNC occurs in dyadic relationships locally and internationally, and that the
nature of these relationships influences the servitisation process.

The work makes a second contribution to KBV through the concept of absorptive
capacity, which is used in a variety of contexts. This study builds on the process
view of absorptive capacity and offers a conceptualisation that spans geographical
locations and multiple functions, showing the effect of multiple relationships on
the process and uncovering forces that influence it. Building on the four-stage
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conceptualisation of Zahra and George (2002), this work argues that absorptive
capacity does not operate directly from customer to company, but rather engages
different actors and dyads at the different stages. Various forces influence whether
or not the absorption is successful and leads to customer value.

A final contribution derives from the study’s philosophical approach. Employing
critical realism, the study draws explanations that are context-specific and dig
deeply into the existing structures of the case company. Doing this enables
understanding the meanings that actors in different locations place on the core
concepts with which the company operates. This in turn allows unravelling why
people act the way they do within given structures and what consequences these
actions have. Such causality cannot be established through the traditional methods
relying on a positivist or a socially constructed world-view, and is
underrepresented in international business literature as a whole. Similarly, calls
for research offering a contextually driven viewpoint where the voice of the
individuals is taken into account and challenging the current dominant
paradigmatic assumptions have been raised in the servitisation field by for
example Pomirleanu, Mariadoss and Chennamaneni 2016, and Luoto, Brax and
Kohtamaiki 2017. This research aims to respond to these calls.

1.4 Definitions and Limitations

Understanding key definitions is important for clarity and consistency. Table 1
summarises the key terms used in this study. The literature on services and,
consequently, value is still in a relatively early phase and multiplicity of terms
abound. Servitisation was chosen as the preferred term from the basis that while
it covers a wide array of activities, these generally focus on a transition or change
within the organisation. Terms such as service development, service innovation or
product-service systems tend to be more static or focus on a singular change
project within the company.

Service orientation, as shown in Table 1, is divided in two main theoretical
approaches: service-dominant logic (SDL) and service logic. SDL as envisioned
originally by Vargo and Lusch (2004) and further expanded in their later works
(Vargo & Lusch 2008; 2016) is the most all-encompassing approach that considers
service the primary task of companies and transcending business activities. Service
logic focuses more on companies’ activities and a voluntary mind-set (Gronroos &
Voima 2013). Rather than seeing service as the fundamental basis for business, it
views it as an offer that companies can choose to embrace or discard throughout
their operations.
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Table 1. Key Definitions
Key Definition References
Concept
Servitisation A transition from product-based business Brax & Visintin 2017
model to an emphasis on services; either adding
services in the company offer portfolio or as
service orientation.
Service An umbrella term for a business model of a Gronroos 2008;
orientation = manufacturing company prioritising services Vargo & Lusch 2004
that provide customer value over product sales;
encompasses companies that have embraced
service logic or service-dominant logic.
Service Interactional element augmenting services (see ~ Vargo and Lusch
below) as the basis of value. (2004; 2008), Zhu
and Zolkiewski 2016
Services Intangible products as company actions to the Parasuraman 1998;

Service offer

Absorptive
capacity

Value
creation
process
Value co-
creation
Knowledge-
based view

Solution

Subsidiary

HQ
MNC

customer that are or can be commercialised in
relation to the customer’s installed base or as
standalone service products.

Used here synonymously with services but
emphasising the company perspective and
actions.

A four stage process of organisational routines
and processes through acquisition, assimilation,
transformation and exploitation of knowledge.
The complete set of a company’s internal,
external and shared processes that comprise the
development and delivery of value offers.
Interactions between company and customer
enhancing customer’s experience of value.
Theoretical assumption that knowledge is a
primary resource for competitive advantage.

An integrated combination of company offers
(products and services) that respond to a
customer need.

Loosely defined as any international
organisational unit owned by HQ with a sales
mandate, including sales units and offices.
Corporate executive management supporting
other organisational actors of the company.

A network of administrative units with
heterogeneous resources and interests.
Company representative primarily responsible
for the customer relationship. In the case
company, this person is referred to as Mill Sales
Manager. However, in this research KAM is
used to mean the local customer contact person,
as this is in line with extant research on account
management.

Oliva & Kallenberg
2003; Raddats &
Kowalkowski 2014
In line with Oliva &
Kallenberg 2003

Zahra & George
2002; Todorova &
Durisin 2007

Gronroos 2011

Gronroos 2008

Barney 1991; Kogut
and Zander 1993;
Grant 1996

Bastl et al. 2012;
Brady, Davies, &
Gann 2005; Davies,
Brady & Hobday
2007

Forsgren & Holm
2010

Forsgren, Holm &
Johanson 2005
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This study uses the value definition of service logic because it is considered more
fitting with the objectives of the research. While SDL and service logic are not
necessarily mutually exclusive, the service logic definition allows the research to
separate between the company’s actions and its desired outcomes. By offering a
sequential process for value creation, service logic enables studying the phases of
the process as individual pieces of a puzzle, subject to different dynamics and liable
to encounter a distinct set of problems or issues. Furthermore, the focus in service
logic is more on the structures, processes and actions of the company, rather than
the customer’s own value creating activities, which is in line with the aims of the
study.

Service logic and absorptive capacity possess processual elements and operate in
parallel in the organisation. Both contain external and internal dimensions, as well
as the requirement of human agency at the individual level and organisational
mechanisms at the organisational level. In service logic, these elements are largely
conceptualised through the value creation process where value occurring activities
take place in the company sphere, in the interactions between the company and
the customer, and in the customer sphere. Absorptive capacity, on the other hand,
is a relationship-driven concept where knowledge is exchanged in customer
relationships and imported into the company knowledge base.

Where the two concepts are distinctly different is in the aims of what they attempt
to explain. Absorptive capacity emerges from the innovation literature, and as an
off-shoot of the resource-based view it focuses on firm capabilities as resources
that provide firm-specific competitive advantage. Therefore, it is not unusual to
find quantitative studies that use R&D as a proxy for absorptive capacity, as in
Cohen and Levinthal (1990), while simultaneously the wider literature field may
paint it as a capability, a dynamic capability or a process. Absorptive capacity is
often used to explain differences in firm performance while service logic operates
more from a business model base, explaining why firms operate the way they do.

Literature focusing on MNCs is well established and offers multiple approaches to
their structures. This study applies a view on MNCs, HQs and subsidiaries from
the business network literature because this most closely relates to knowledge
transfers and learning in organisations, and has a history of focusing on how
loosely coupled units can influence one another. However, in line with Piekkari
and Welch (2010), it is important to note that the human element of the MNC in
terms of individual actors and their lived experiences has an important role in this
study, which is often neglected in the business network view.

While the study aims to contribute to the current stock of knowledge, it is also
limited in many ways. Lack of generalisability is an issue that is often held against
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qualitative research and is especially pertinent to cases where there is a single
context that influences the research findings. As the attempt is to find firm-specific
factors, in this research it is impossible to make definitive statements about the
nature of reality spanning all companies.

Furthermore, the conceptual framework providing the basis for the research is by
no means all-encompassing. Knowledge enters the company from multiple
external locations and influences decision-makers and local actors in myriad ways.
The study is therefore clearly limited to a concentration on knowledge about
specific customer needs transferred in relationships with KAMs, not all knowledge
that pertains to servitisation.

In addition, not all knowledge goes through the same knowledge absorption
process in a local and global level. Arguably the majority of customer requests,
inquiries and claims are only handled locally, or at most at the regional level.
Therefore, the study is limited to the absorptive process in the instances where HQ
support is specifically sought for. Excluding the regional level means that at this
stage it cannot be confirmed whether applications to regional HQ undergo a
similar absorption cycle or if there are variations. Focusing on the global HQ was
considered more important, however, because the international reach of the
regional organisations was lesser in the case company and because expertise was
centralised in the global HQ.

1.5 Structure of the Study

The first introductory chapter of the study presents an overview of the study
including the motivation and background from which the research was initiated.
This leads to a discussion about the research problem as a general level issue for
practitioners and scholars in the field and justifies the research questions, which
this study aims to answer and shed light on the problem with the aid of the
conceptual framework. Then, the positioning of the research is shown in relation
to the relevant literature streams, which will be analysed in the later chapters,
together with the contributions the study aims to make to these literatures.
Methodological justification is provided on the basis of the research philosophy,
and finally the key definitions and limitations of the study are discussed.

The second chapter provides a theoretical review of KBV and the main
assumptions of the research are laid out. The substance of the chapter includes the
evolution of KBV as a theoretical view with a special focus on knowledge transfer,
which is an essential part of KBV. Reverse knowledge transfer as a mechanism for
subsidiary knowledge transfer to HQ is discussed as there is a substantial body of



16 Acta Wasaensia

work focusing on it, as well as the impact of cultures and national borders. The
chapter also includes a review of absorptive capacity and its development as a
concept, what it means as a process, as well as final remarks on the barriers of
knowledge transfer.

The third chapter provides a literature review of the servitisation literature with a
special focus on relationships. The chapter is divided to first give an overview of
service literature as a whole, and then look at the individual level relationship
between customer representatives and sales people separately from the unit level
subsidiary — HQ dyad. Value is discussed in relation to the customers while
business model and structural issues are introduced in the latter part. The
conceptual model of the study is restated on the basis of this discussion.

The fourth chapter delves deeper in the methodology of the study and provides a
fuller explanation of the philosophical grounding of the work, the justification for
using the abductive approach and the qualitative method. Issues of rigour in
qualitative research are discussed together with a comprehensive explanation of
the case context and the NVivo content analysis and coding method. The case
company is described in terms of its historical development and industry situation
as this study is looking to develop a contextual explanation. A single case context
was chosen for the purpose of delving deeply in the processes, routines and shared
meanings of the company.

Chapter five introduces the findings of the study. These are arranged according to
the outline of the conceptual framework but not limited to it. Interview excerpts
are used to back up the content analysis results. Analysis is done on the level of
position (customer, KAM & support, HQ staff), country and unit (subsidiary or
HQ) and the emergent themes unpacked.

Chapter six is the concluding chapter and starts with a recap of the results in
relation to the research objectives, evaluating the degree to which the results were
able to answer the research questions. Contributions and managerial implications
are discussed, as well as the limitations and new avenues that were opened up for
future studies to address.
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2 KNOWLEDGE TRANSFER IN A MULTINATIONAL
COMPANY

In this chapter I will look at the theoretical foundations of this study with a focus
on the KBV as the lens through which the results of this study are viewed. I will
discuss the roots of KBV from the resource-based view and the main assumptions
in it, as well as review literature pertaining to knowledge transfer in multinational
organisations. Absorptive capacity is the vehicle for knowledge transfer and, as
such, I will review the concept and how it has been practically used in studies to
explain the specific function it holds for this research.

2.1 Theoretical Foundations of the Knowledge-Based
View

The history of KBV is deeply rooted in its predecessor the resource-based view,
from which it diverged in its emphasis on knowledge as a primary resource through
human interactions and combinative power. The resource-based view has been a
staple of explaining company performance since the 1980’s when the influential
works of Rumelt (1984), Wernerfelt (1984) and later Barney (1991) were
published. The origins of the resource-based view, however, go further back to the
classical work of Penrose (1959), whose view of organisations as a combination of
resources provided a foundation for an approach that conceptualises companies
through the unique ways their intangible assets connect and consolidate. The
dominant paradigm of the time was heavily focused on products and production
efficiency, and widespread acceptance for an organisational view on why some
firms fare better than others matured only decades later.

Wernerfelt (1984: 172) defined a resource as “anything which could be thought of
as a strength or weakness” for a firm and further refined these as semi-permanent
assets. Barney (1991: 101) saw resources as things that “enable the firm to conceive
of and implement strategies that improve its efficiency and effectiveness”. In
order for such resources to be considered a competitive advantage, he stated they
must be valuable, rare, inimitable and non-substitutable.

While knowledge was not singled out or separated from general human or
organisational capital in these early definitions, it ties in when it is considered both
as an asset and a capability. The ability of an organisation to understand and
respond to market and customer needs relies on the people and mechanisms
involved in the process, and is therefore semi-permanent. Knowledge is also
undeniably valuable because without it the company is unable to operate in any
meaningful way. However, the boundary condition of value has been widely
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criticised due to the tautology inherent in stating that valuable resources are those
that are valuable, and explanations of value are more readily available outside the
scope of the resource-based view (Kraaijenbrink, Spender & Groen 2010).
Knowledge inimitability is due to the social complexity of individual interactions
in a unique organisation culture, and it is not substitutable by other means such as
buying knowledge repositories and integrating their contents because much of the
knowledge is tacit.

Finally, there is the question of rarity. Knowledge could be seen as a common
resource, i.e. one that does not provide a competitive advantage but may still be
necessary for the economic survival of the company because all organisations run
on knowledge in one way or another. All companies will have mechanisms in place
to send and receive messages from the outside world as well as internally.
However, measuring the rarity of intangible assets is very difficult and in the case
of knowledge, hardly meaningful. The impact of knowledge is the ability of the firm
to recognise it, internalise it in its actions and respond to it with an enhanced value
proposition. Thus, rare knowledge does not exclusively mean confidential
information or secrets. Rather, the rarity comes from having the ability to source
information, for example through relationships, and process it internally.

To acknowledge the difficulty of treating tangible and intangible, tradable and tacit
issues as equivalent, Amit and Schoemaker (1993) defined resources as “stocks of
available factors that are owned or controlled by the firm” and capabilities as the
“firm’s capacity to deploy Resources” (p. 35, emphasis in original). Capabilities in
their view are information-based processes and therefore rely on the exchange of
information through human interactions or combinations of human, physical and
technological resources. The implication is that there is a difference between
having knowledge as a static resource and using the knowledge for organisational
gain through a dynamic process of learning and renewing the company. KBV,
similarly to the largely parallel development of the dynamic capability perspective
(Teece, Pisano & Shuen 1997), diverges from the resource-based view with an
emphasis on human agency in the knowledge processes. Thus, it provides a
theoretical view that intrinsically straddles the individual level of learning and the
organisational level of using that knowledge as an instrument of change.

One of the most influential early works identified as KBV rather than a
modification or re-conceptualisation on the resource-based view is Kogut and
Zander’s (1992) study proposing that organisations “are social communities in
which individual and social expertise is transformed into economically useful
products and services by the application of a set of higher-order organizing
principles” (p. 384). In this article the authors posit KBV as a means to explain the
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existence of firms through the social community they provide and therefore the
sum of the culture rises above its individuals. Their focus is on the creation and
transfer of knowledge within the context and they state that it is the organising
principles of the community upon which both rest. Whether codified (and
therefore transferrable) knowledge or process-based (and thus tacit) know-how,
the organisation serves as the mechanism to generate and share learning, which
then leads to increased sales and market opportunities. Figure 3 shows the process
in a simplified form.
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Opportunities
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te Organizing
€.8. cos Combinative and
Know-how Capabilities Technolog_ic_:al
L . Opportunities
e.g. divisionalize
Market
Opportunities

External learning
e.g. acquisitions,

Sales to current markets joint ventures,
new people

Figure 3. Growth of the Firm (Kogut & Zander 1992)

As seen in Figure 3, Kogut and Zander (1992) divide knowledge to information and
know-how the company possesses, but their existence in isolation merely enables
continued current performance, not growth. It is the process within the
organisation where the knowledge is infused with internal and external learning -
the social element - that transforms the knowledge into capabilities, which in turn
leads to market opportunities.

While Kogut and Zander’s (1992; 1993; 1996) works have been very influential for
the development of KBV, the field has not maintained a unified approach. While
KBV in these works is specifically posited as an explanation for the firm existence,
and that firm boundary decisions are made on the costs of knowledge activities
rather than the transaction costs suggested by transaction cost economies, later
works have often either questioned these assumptions (cf. Hakanson 2010;
Fransson, Hakanson & Liesch 2011) or outright ignored them. Studies using KBV
as a lens are much more common than studies specifically attempting to contribute
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to a more comprehensive knowledge-based theory, and even within the latter there
is variety in the approaches.

The problem may well reside within the nature of knowledge itself, as
organisations and all their constituent parts down to individuals are in a constant
state of exchanging information. Studies trying to advance a knowledge-based
theory have approached the issue from different sides as firms are simultaneously
struggling with creating new knowledge (Nahapiet & Ghoshal 1998; Nickerson &
Zenger 2004), exploiting the knowledge they already have (Kogut & Zander 1993)
and managing the influx of knowledge from multiple points (Grant 1996). As an
outcome, there is no comprehensive understanding of the position of knowledge
in all its iterations as a boundary factor for firms.

In 2004, Nickerson and Zenger concluded their review of the unsolved issues of
hierarchy and predictive ability of the field stating: “In summary, we do not yet
have a knowledge-based theory of the firm” (p. 618). Over a decade later, we are
at very much the same point, as evidence does not show that a company
hierarchical internalising model for utilising knowledge would be necessarily
superior to knowledge exchange venues such as networks, partnerships,
outsourcing, or triple-helix models.

However, even if the theory of the firm is lacking, KBV as a knowledge-based view
is widely used and applied in different contexts. But if KBV does not explain the
existence of the firm, what does it explain? Leaving aside the question of firm
boundaries and market failure, KBV is mostly preoccupied why some firms fare
better than others. The focus is on international firm performance and strategy,
specifically in that firms that have the ability to acquire knowledge from multiple
sources and then process it internally possess a resource that gives them a
competitive advantage.

Therefore, KBV’s main assumptions bring it forth as a view on company internal
processes and knowledge-bearing relationships. Firstly, while studies using KBV
have taken many approaches to what aspect of the company or its knowledge
processes are focused on, what these share is an acknowledgement of the interplay
between the individual and group level knowledge. The difference between having
knowledge and having the capability to use it is partly explained by the fact that
knowledge is acquired by individuals, and while not everyone in the organisation
needs to know everything, managers must have an overview of the knowledge
resources available for them (Grant 1996).

Secondly, the individual identification of people with the firm’s social structures
matters to their knowledge sharing activities (Regnér & Zander 2011). KBV
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assumes a bounded rationality (Conner & Prahalad 1996; Grant 1996) and thus
people have different knowledge and different perceptions about the firm’s norms
and values, which then affects their behaviour when it comes to knowledge sharing
activities. Consequently, the activities people undertake based on their beliefs of
what is expected of them as members of a social entity affects what knowledge is
shared and to whom, which may lead to path dependence.

Finally, even though there is no unified definition of knowledge that would bind
KBV research together, it is generally assumed that knowledge in organisations is
found in both tacit (Polanyi 1967) and explicit forms. Through articulation and
codification tacit knowledge can be made explicit and henceforth standardised in
guides and templates (Hdkanson 2007). The main assumptions of KBV are
summarised in Table 2 and they form the basic assumptions that characterise this
work as well.

Table 2. Common Assumptions in KBV Studies
Assumptions References and
Examples
Kogut & Zander

Individual identification with social structures influences

knowledge activities. 1996; Regnér &

Zander 2011

Bounded rationality means that individuals’ knowledge (through

the norms, beliefs and values they hold based on their Conner & Prahalad
knowledge) influences their behaviour, which in turn influences 1996; Grant 1996
their knowledge activities, possibly leading to path dependence.

Knowledge activities have micro-foundations and there is an Argote & Ingram
interplay between the micro and meso levels in utilising 2000; Felin &
knowledge. Hesterly 2009
Separation between having knowledge and the capability of being i(og2u't1& Za‘nlder6.
able to use knowledge for benefit. 992;1993; 1990
Grant 1996

Tacit knowledge can be made explicit through articulation and Héakanson 2007;
explicit knowledge can be codified to standardise it. Valtakoski 2017

In line with these assumptions, this study assumes that knowledge is created and
used in the individual and organisational level, but sometimes in ways that are
difficult to observe. How people perceive the company’s social structures
influences their behaviour within them, and thus the ability to use knowledge
created in external relationships in different international units is a global as much
as a local issue.
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2.2 Knowledge Transfer in an International Organisation

In daily activities, knowledge transfer occurs informally between individuals
through relationships and formally through reporting. However, without a formal
understanding and recognition of the transfer process, not all of the exchanged
information ends up being used, resulting in underutilised knowledge stocks. A
practical approach to assessing not only the capabilities of knowledge transfer but
also the predetermined activities through which it can be influenced is therefore
needed for the sake of improving firm operations and for advancing theory related
to the KBV.

The vocabulary in knowledge literature is spattered with a multiplicity of terms
denoting time (e.g. knowledge acquisition, creation, sourcing), relationship (e.g.
knowledge exchange, sharing), or activity (e.g. knowledge utilisation,
management, destruction). Knowledge transfer is perhaps the most widely used
term that serves as an umbrella covering the whole process and the related
activities within it, and is therefore used in this study to cover a wide array of
activities. The next sub-chapters focus on the international issues of knowledge
transfers.

2.2.1 Reverse Knowledge Transfer

Within the MNC network, the subsidiary holds an interesting dual role: It is
simultaneously embedded in its external network of customers and partners, as
well as holding a position in the internal network comprising of HQ and sister
subsidiaries (Figueiredo 2011; Najafi-Tavani, Giroud & Sinkovics 2012). The
relationship between these units is characterised by continuous knowledge flows,
but concurrently also by tensions in transferring the knowledge (Mudambi &
Navarra 2004; Ciabuschi, Dellestrand & Kappen 2012). Because both parties have
their own aims, goals and agendas, as well as varying degrees of resources,
knowledge exchanges are influenced by factors beyond the content of any one
communiqué.

Because so much of the early literature on organisational knowledge transfer
focused on hierarchical structures of HQ disseminating information to the
subsidiary network, a separate phrase was coined for knowledge flows from
subsidiary to HQ as reverse knowledge transfer. The literature on reverse
knowledge transfer emphasises the importance of the subsidiary in the MNC
network as they are in a prime position to acquire knowledge from the local
markets and disseminate it to the organisation (Ambos, Ambos & Schlegelmilch
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2006). The main focus has often been to challenge the traditional assumption of
the HQ as the omnipotent, omniscient head of a subsidiary fleet.

Thus, the evolution of the literature on reverse knowledge transfer is closely
connected with the discussion on organisational structures, hierarchies and power.
These have taken various forms such as the direct effects of knowledge activities
undertaken by subsidiaries (Mudambi & Navarra 2004; Ciabuschi, Dellestrand &
Kappen 2012), subsidiary resources and their transferability (Mudambi, Pedersen
& Andersson 2013), or HQ attention and involvement (Ciabuschi, Forsgren &
Martin 2012; Dellestrand & Kappen 2012). Reviewing the stream of literature
does, however, suggest that the role of customers is rarely included in the analysis,
or is only included at the general level of external network embeddedness (e.g.
Andersson, Forsgren & Holm 2002; Najafi-Tavani et al. 2015). While KBV is a
commonly applied theoretical basis in the field, it seems that the focus has been
more on the attributional elements of knowledge as a resource rather than on the
micro-foundational or socio-communal elements that underlie viewing knowledge
as a capability.

This is not to say that the importance of interpersonal networks has been neglected
or ignored in these studies. Interpersonal communications and knowledge sharing
have an established role in reverse knowledge transfers as informal networks and
mechanisms that facilitate the exchange (Ghoshal, Korine & Szulanski 1994; Gupta
& Govindarajan 2000). Furthermore, subsidiaries are more likely to exchange
information with other members in the subsidiary network that are similar with
them (Makela, Kalla & Piekkari 2007) and if the actors share the same language
(Marschan-Piekkari, Welch & Welch 1999). Interpersonal connections and their
enablers such as language and proximity are therefore important network factors,
but they have been rarely applied to customer relationships in the context of
reverse knowledge transfer.

Yet new customer knowledge can only enter the company from external customer
interactions and experiences, largely placing the burden of knowledge acquisition
on the subsidiary (Andersson, Forsgren & Holm 2002). Subsidiaries vary in their
activities and roles within the MNC network, and consequently individual
subsidiaries have their own strategic aims and power bases to drive them, as
extensively studied in the work of Birkinshaw and colleagues from the 1990’s
onwards (e.g. Birkinshaw & Morrison 1995; Birkinshaw 1997; Birkinshaw & Hood
1998; 2000; Birkinshaw, Hood & Jonsson 1998; Birkinshaw & Ridderstrale 1999;
Frost, Birkinshaw & Ensign 2002). This body of work not only views the subsidiary
as the focal unit of research, but maintains that the behaviour of a subsidiary is
largely determined by the pressures it faces in its local market. Thus, the subsidiary
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has an incentive to acquire knowledge to further its own performance in the
market place, although this does not necessarily provide an impetus to transfer the
knowledge to HQ.

2.2.2 HQ - Subsidiary Relationship as a Driver for Knowledge Transfer

While the subsidiary may drive for autonomy, and consequently the ability to make
decisions that best fit its operations on a local level, its ability to reach it is
influenced by the power base it has through its critical resources, its perceived
legitimate role in the network, and its network position (Bouquet & Birkinshaw
2008a). The critical resources of a sales and marketing subsidiary, as these are
most relevant for customer knowledge, consist of not only providing access to
customer markets, which is easy to replicate, but of locally-embedded, tacit
competencies, which are not available from other sources within the network and
are acknowledged as valuable by the HQ (Rugman & Verbeke 2001). Therefore,
the subsidiary has a higher stake in knowledge transfer when it can use the process
to vie for autonomy through highlighting its value in the network as a controller of
resources (power), performance enabler (legitimacy), and net knowledge provider
(centrality).

Legitimacy is important to a subsidiary because when its actions are accepted as
desirable and supportive of the corporate goals, it will have a stronger position to
exert influence over the decisions regarding how those goals are reached (Mitchell,
Agle & Wood 1997). Following a private agenda might result in higher profitability
in the short term, but ultimately the subsidiary cannot go against the policies of
the corporation and maintain legitimacy (Bouquet & Birkinshaw 2008a). In order
to align with the HQ objectives, the subsidiary must be committed to shared goals.
A committed subsidiary will find it in its interest to try to influence the decisions
of the MNC due to rent seeking (Ciabuschi, Forsgren & Martin 2012), but if the
commitment is lacking, it may seek only the power to be free of control and carry
out a plan of obstructing all HQ mandates, systems and implementation efforts
(Andersson, Forsgren & Holm 2007). Under such circumstances it would be
unlikely that knowledge would be shared freely, implying that absorptive capacity
relies not only on capabilities but willing engagement.

Controlling critical resources is also expected to gain subsidiaries influence
(Pfeffer & Salancik 1978). When considering specifically a subsidiary sales
organisation, the critical resource is knowledge about markets through sales and
marketing activities. This knowledge leads to the subsidiary’s ability to deliver
results on organisational objectives and thus ensure survival, and to provide
innovations and processes, which ensure long-term viability across the network
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(Bouquet & Birkinshaw 2008a). The company is dependent on subsidiaries, which
have embedded themselves successfully in external networks and use those
relationships to gain competitive advantage for the firm (Andersson, Forsgren &
Holm 2001; Forsgren, Holm & Johanson 1995). Thus they control a resource,
which gives them power over the recipient units (Emerson 1962; Mudambi,
Pedersen & Andersson 2013), although the ability to utilise that power may be
found only in a reciprocal relationship.

Centrality in strategic networks is the third factor influencing the power balance
between the HQ and subsidiary. The centrality approach combines resources and
relationships. By themselves neither a valuable resource nor a good relationship is
sufficient to generate a position of power for the subsidiary unit, but the combined
impact of contributing resources for the common good and having the means
through which to share them can improve the subsidiary’s standing (Bouquet &
Birkinshaw 2008a). This view assumes a proactive effort from the subsidiary.

The company will only benefit from the knowledge if it is able to access the
subsidiary’s knowledge resources (Ghoshal & Bartlett 1990). Because the HQ does
not know where the most critical information resides or where new innovations
are being developed, the value of the knowledge relies on the subsidiary’s ability to
transfer it, necessitating access to networks through which it can be transferred
(Bouquet & Birkinshaw 2008a). A centrally placed unit will have multiple strong
ties internally, resulting in an accelerated number of weak ties, through which
innovations can be transferred widely (Granovetter 1973). A peripheral location,
in contrast, may lead to isolation whereby knowledge is neither received nor
transmitted (Monteiro, Arvidsson & Birkinshaw 2004).

Despite power dynamics, the subsidiary is, however, reliant on the resources of the
HQ, and HQ attention has been recognised as a valuable resource in itself for the
subsidiary (Bouquet & Birkinshaw 2008b; Ambos & Birkinshaw 2010). The HQ
has in-built institutional power to ensure unity in goals within the network, and it
can use incentives and support to promote behaviour it views as advantageous for
those goals (Egelhoff 2010). The HQ holds a powerful position within the MNC
network and, indeed, few MNCs operate purely as differentiated networks with no
hierarchy (Ambos & Mahnke 2010). Decisions which transform the company
operations on a level that requires extraordinary investments or significant
changes in strategy are often relegated to the HQ. The subsidiary may wish to
influence these decisions with information about what local customers value and
how the value is best realised, but such knowledge must be assimilated in the HQ
in order to be considered in the decision-making process.
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Knowledge transfer in MNCs is therefore a complex process, especially as it
pertains to customer knowledge which is a) location-bound, b) tacit, and c) difficult
to convert to practices or strategies that can be exploited in synergy with other
network actors. The subsidiary has a stake in knowledge transfer to further its own
local ends, while the HQ requires knowledge to drive the goals of the entire
corporation. How these two units interact and what their positions are vis-a-vis
each other further explains the transfer of knowledge that occurs between them.
Thus, using the research framework by Argote, McEvily and Reagans (2003),

knowledge transfer is influenced by:
e properties of the knowledge,

e properties of the units, and
e properties of the relationships between units

These properties are discussed further under chapter 2.3 together with the concept
of absorptive capacity.

2.3 Knowledge Transfer in Customer Relationships

Turning the focus on the customer relationship, the literature on knowledge
transfer in a customer context is much more scattered than at the organisational
level. Certainly customers and customer relationships have been under
considerable study and literature streams on such varied areas as relationship
marketing, corporate entrepreneurship and service, to name a few, have dedicated
considerable effort to uncovering the different facets of how customers and
company actors connect, form relationships and co-create value. This is in addition
to the extensive body of work examining sales effectiveness in general. However,
studies relating customers specifically to company knowledge transfers are less
common. In this chapter I will look at customer knowledge transfer through the
lens of social capital within the knowledge paradigm, as social capital has been
traditionally closely associated with social interaction and exchange in a manner
that is compatible with the basic KBV approach. The focal partners in the exchange
are customers and KAMs, whose role is pivotal for information seeking.

2.3.1 Key Account Management as Organisational Communication

A key account is generally defined as a customer in a business-to-business market
the vendor deems to be of strategic importance (McDonald, Millman & Rogers
1997). The key accounts may be the largest ones in terms of sales volumes or sales
potential, but their attractiveness can also be due to their willingness to operate in
a partnership or strength of relationship (Ryals & Rogers 2007). Key account
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management as a process means awarding special attention to these customers
through targeted marketing, tailored services and long-term, personal
relationships (Tzempelikos & Gounaris 2013). The relationship is built generally
with one focal person, the KAM, who heads the key account team and is pivotal in
understanding what the customer needs so that the company can provide the right
solutions.

The role of the KAM as an intelligence gatherer in the customer relationship is
especially prominent in international business-to-business (B2B) settings, where
most of the company actors never have the chance to meet the customer or
otherwise be in direct contact with them. An understanding of what the customer
needs and values is transmitted to the company by the KAM and through their
interpretation of the situation (Blocker et al. 2012). The KAM has therefore a dual
responsibility as they must, at the same time, behave proactively in seeking
knowledge from the customer and act as an advocate for the customer internally
in their own company (Richard & Jones 2009). The latter duty is realised only if
the company infrastructures support the KAM’s knowledge activities (Javalgi, Hall
& Cavusgil 2014). The personal relationship between the KAM and the customer
from the knowledge transfer point of view is therefore characterised by a
recognised effort to uncover latent needs.

As such, KAMs act as boundary spanners, bridging the gap between the company
internal and external environments. Boundary spanners are especially important
for business solutions (Prior 2016). Solutions are generally regarded as bundles of
products and/or services that are tailored to meet specific customer needs (Brady,
Davies & Gann 2005; Nordin & Kowalkowski 2010; Hakanen 2014). Strictly
speaking even a single product can be a solution if it is precisely what solves the
problem the customer is having, but more often the impact of a solution comes
from the unique combinations that offer some value for the customer greater than
the constituent parts.

To be able to integrate with the customer’s infrastructure to the degree of being
able to optimise their existing equipment and capabilities and add value to them,
the vendor must have an understanding of the customers’ business rivalling that
of the customer themselves (Miller et al. 2002). Observation or even interaction is
unlikely to present such a deep-level of comprehension and therefore the KAM is
expected to work in a partnership with the customer, having an emotional stake in
the success of the customer’s operations. The following quote from Napolitano
(1997: 3) illustrates the crucial role and multifaceted competence of the KAM:
“Perhaps more than anyone in an organization, [KJAMs know their company's
core skills and competencies and the people who can make it happen in every



28 Acta Wasaensia

department — from research and development to manufacturing and marketing.
Those who can put these people together with the same kind of people in customer
organizations will be treasured resources.” The KAM must therefore possess not
only technical expertise about the offer but processual expertise on how to make
things happen, who to turn to, and what are the right networks to tap in to.

There are, however, possible tensions arising from the dual role of the KAM in
between the customer and the vendor. Because the nature of business solutions
requires such immersion in the customer environment to design a solution that
can span product and geographical boundaries (Sengupta, Krapfel & Pusateri
2000), it also requires resources such as time, support and access. A lack of these
elements can limit the KAMs ability to work effectively with the customer (Prior
2016). Furthermore, the need to petition for internal resources can lead to an
increased workload and negative boundary spanning attitudes (Zablah et al. 2012),
while lack of authority to fulfil the solutions internally requires constant effort to
enact change (Ryals & Rogers 2007). In fact, in their interviews Ryals and Rogers
(2007) found that accountability of short-term sales targets can actively work
against the KAM’s personal relationship development and thus solutions sales,
leaving the KAM to juggle incompatible expectations with an accompanying sense
of frustration and disengagement.

The KAM role is thus subject to expectations from the selling organisation, but at
least equally importantly from the customers. The customer perspective has only
rarely been the main focus of research in key account management literature,
barring such exceptions as McDonald, Millman and Rogers (1997), Pardo (1997),
and Abratt and Kelly (2002), but the role of the customer has steadily grown in the
closely related literature stream on solutions sales and servitisation. As both
approaches focus on a closer integration between buyers and sellers,
organisational change supporting a more customer-oriented sales approach, and
understanding customer infrastructures as a whole rather than as spot-sales, there
is sufficient convergence to consider these literature streams in parallel.

The kind of customers who prefer key account management programmes in
general are large companies with multiple levels involved in the buying process,
especially when the purchase is time consuming (Sharma 1997). Furthermore, the
customer’s perception of how dedicated the KAM is to them and their issues
influences the success of the key account management programme as a whole
(Abratt & Kelly 2002), while the importance of the offer to the customer’s business
relates to the time they are willing to invest on the relationship (Pardo 1997). Thus,
the customer’s understanding of the KAM role shapes the relationship and
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consequently the kind of access the KAM has to integrate with the customer
environment and gain crucial knowledge about what the customer values.

What becomes a critical factor in the customer — KAM relationship is the
customer’s willingness to share information with the KAM and the KAM’s ability
to process it further (Hughes, Le Bon & Rapp 2013). Social capital is a tool that can
be applied to relationships to understand the extent and manner in which
interaction yields favourable outcomes to the parties. The next chapter discusses
social capital as a factor of the customer — KAM relationship.

2.3.2 Partnership through Social Capital

Social capital has been found to influence the customer sales relationship in terms
of the knowledge resources that can be acquired and used in the company. There
is an expectation that the KAM is not only providing offers for the customer or
receiving information, but that they can elicit privileged information or actions
that can be used to further the relationship, and that they can also occasionally fail
to provide value to some degree without losing the relationship.

Nahapiet and Ghoshal’s (1998: 243) define the term social capital as “the sum of
the actual and potential resources embedded within, available through, and
derived from the network of relationships possessed by an individual or social
unit”. There are, however, a variety of definitions for social capital. For example
Woolcock (1998: 153) phrases the term as: “the information, trust, and norms of
reciprocity inhering in one’s social networks”, while Pennar (1997: 154) submits it
as: “the web of social relationships that influences individual behaviour and
thereby affects economic growth”. Adler and Kwon’s (2002: 23) definition is:
“Social capital is the goodwill available to individuals or groups. Its source lies in
the structure and content of the actor's social relations. Its effects flow from the
information, influence, and solidarity it makes available to the actor”, which also
introduces the useful phrase goodwill. This implies simultaneously an intangible
element as its occurrence is dependent on the situation and the personal
relationships in question, and a more practical side. Like tangible capital, goodwill
can be gained, used and, sometimes, lost.

Where these different definitions converge is on the acknowledgment that social
capital is an intangible concept with multiple dimensions. These can be classified
as structural (formal, such as job roles), relational (informal/personal), and
cognitive (the ability of the network to share meanings, e.g. shared language and
codes) (Granovetter 1992; Nahapiet & Ghoshal 1998). Behaviour in relationships
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is therefore subject to underlying social mechanisms that are unobservable but can
be leveraged for strategic gains and benefits (Hughes, Le Bon & Rapp 2013).

The relational dimension of social capital is represented by trust and perceived
trustworthiness, and is influenced by structural and cognitive dimensions (Tsai
and Ghoshal 1998: 466). This reinforces the earlier discussion that the customer —
KAM relationship is subject to the formal KAM role within the vendor
organisation, as well as the customer’s perception of what the role is and how
useful it is to them. At the micro-level routines as social structures emerge as
people engage in activities repetitively (Sargis-Roussel, Belmondo & Deltour
2017), thus creating a shared understanding of normative behaviour for specific
social situations and groups. People identify with the group and their
understanding of what is expected from them as group members influences their
behaviour and consequently the interpersonal relationships of the group (Payne et
al. 2011). Thus, the structural, relational and cognitive dimensions of social capital
can be seen as interactions between individuals and their context.

At the organisational level, firms require social capital in their relationships with
key customers in order to gain relevant knowledge leading to product
improvements, differentiation and bringing down sale costs (Yli-Renko, Autio &
Sapienza 2001). However, Yli-Renko et al. (2001) in their conceptualisation
replace trust with customer network ties and more specifically with the extent to
which the company has access to the partner’s resources. In essence, it is two sides
of the same coin: trust as the foundation for a meaningful relationship, and the
tangible benefits of utilising trust to 