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ABSTRATCT

This study collects 98 survey responses
from a group of Tawanese firms to test the
main proposition that both interna network
and externd network will influence firms’

knowledge management.  The redults
show that while knowledge transfer, buyer
relaions, and transnationa drategy are al

positively related to the learning benefit of
exploitation. On the other hand, only
buyer reations and transnationa drategy
are positively related to exploration.

1. INTRODUCTION

Hrmsin Tawan have been pursuing
the path of low cost for decades with
impressive results. However,
developments in recent years have cast

doubts on this singular effort on costs only.

For indance, the trend of ghifting
production bases away from Tawan to
mainland China has further intengfied on the

eve of Chinaand Tawan s entry to WTO.

Deciding what crucid components of the
vaue chain to retain in Tawan and what to
dift out to manland China will have

profound impact not only on Tawanese
firns' globa competitiveness but aso on
the idand’s future economic vitdity.
Furthermore, firms will need plenty of
partners to help them move up the vdue
chain scale in search of differentiation rather
than just low cost (Porter, 1980). These
partners will provide the much needed
knowledge for Tawanese firms to tgp into.
It is within this broad context of learning
with partners to innovate that motivates this
current study.  Specificdly, this research
invokes the dichotomy of exploitation and
exploration to examine the various factors
that may contribute to these two contrasting
learning benefits. ~ These independent
vaiables include knowledge transfer /
knowledge creation, buyer reations, and
transnationd  drategy. Transnationd
drategy refers to the focd firmi s own
srategy of coordinating a globa network of
subsdiaries to achieve economies of scale
and locd responsveness smultaneoudy
(Bartlett & Ghoshal, 1989). On the other
hand, buyer relaions depicts whether the
foca firm and its key corporate aistomer
have a close rdationship or not (Dyer &

Nobeoka, 2000). Lastly, knowledge



transfer / knowledge creation addresses the
nature of knowledge flow between the foca
firm and its key buyer (Gupta &
Govindargian, 2000). When the flow is
from the buyer to the focd firm, it islabeled
as knowledge transfer. However, a more
active learning occurs when the flow is
interactive and reciprocd. If the foca firm
is able to contribute to new knowledge as
an equd partner to its buyer, knowledge
creation takes over knowledge trandfer.

2THEORY DEVELOPMENT
2.1Exploitation and Exploration

The sudden boom in knowledge
management echoes the rise of the New
Economy. Low inflation coupled with low
unemployment rate seemed to confirm the
invindhbility of high-tech invesment for a
while. However, the march was
interrupted by the globd economic
dowdown a the beginning of the new
millennium. While esewhere second
thoughts about the optimism of high-tech
investment and the associated knowledge
management have been aired, the euphoria
of knowledge management seems only to
intengfy in Tawan. This may reflects the
fact that the idand’ s core indudtries are
high-tech. It may dso match the idand’ s
ambition to cdimb up the vadue chain soon.
Nevertheless, a valid concern is that this
ovewhdming interet in  knowledge
management may equdly be just another
management fad, not unlike reengineering,
TQM, or corporate culture that preceded it
(Staw & Epstein, 2000). To break out
the cycle of fad, researchers therefore need
to pinpoint the specific and subgtantid
benefits of knowledge management. This
study selects March' s(1991) dichotomy of
exploitation and exploraion to cary out
this task. Bascdly, exploitation hops
back to the bounded rationdlity view (Cyert

& March, 1963; March & Simmon, 1958)
that firms are trgpped by ther own very
grengths (Leonard-Barton, 1992). They
tend to look for solutions in areas close to
their expertise, regardless of the posshility
that an old asset may be transformed into a
new ligbility by the merdlesdy changing
environment. Low cod, efficency,
standardization and economies of scae may
enable the firm to offer alow price, but they
may aso result in a product that the market
no longer wants, regardiess of prices. On
the other end of the spectrum is exploration.
This option cdls for a spirit of open
experimentation, risk-taking, playfulness,
and the willingness to wdk into the
unknown. Its chaotic pace is set to obtain
the ultimae fruit of ground-bresking
innovation.  Although Tawanee take
pride in their ability to exce in speed and
flexibility, thar nationd culture and
education have been dow to adopt a vaue
sydem that emphaszes innovation over
dandardization. Obvioudy, firms need to
heed to both innovation and standardization
to thrive in the long teem. The mgor
objective of this study is to flesh out the
factors that contribute to each of them.
The following section addresses the firg

group of independent variables of
knowledge transfer and knowledge
cregtion.

22 Knowledge  Transfer and

Knowledge Creation

The literature in  knowledge
management is mosily preoccupied with
one-way knowledge transfer, with various
labels such as knowledge acquistion
(Yli-Renko, Autio & Supienza, 2001),
knowledge outflow and inflow (Gupta &
Govindargan, 2000), knowledge transfer
(Smonin, 1999), knowledge diffuson
(Young, Chans & Shortdl 2001), and
absorptive capecity (Cohen & Levinthd,
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1990). This phenomenon is particularly
congpicuous in light of the fact that
Thompson' s (1967) semind work on three
types of interorganizationd reationships
places sequentid relationship as the second
type. The last type of reciprocd
relationship can achieve agreater amount of
coordination, and presumably offers a
greater  potentid  for creating new
knowledge. Smilar bias toward this linear
thinking dso exigds in the internationd
business literature.  For ingtance, Chung
(2001) cited that Caves (1996) offers two
reasons that foreign direct investment (FDI)
may increase host industry productivity.
Fird, FDI intendfies and disciplines loca
compstition, and then FDI can a0
tranders technology to loca firms. Both
reesons <kip over the posshility of
cooperaing with locd firms as a team to
create new technology. Given that the
maingream journas are predominantly of
Anglo-Saxon origin with its culturd trait of
high individudism, this one-way knowledge
transfer mentaity may be another ingance
of research as cultura byproduct (Mizruchi
& Fein, 1999).

As compared to the one-way learning
nature of knowledge transfer, knowledge
cregtion goes one step further to examine
how the focd Tawanese firm cantakeon a
more active role and creste knowledge
jointly with its key buyer. By studying the
issue of knowledge creation, this study ams
to update the view that corporations from
nor-Western countries are students of their
Western counterparts.  The literature of
the multinationa corporation’ s subsidiaries
network has shown that foreign subsdiaries
are capable of being knowledge creator
(Frost, 2001; Gupta & Govindargan, 2000;
O Donnell, 2000; Rugman & Verbeke,
2001). Similarly, there is no reason to
preclude the posshility that for a
namebrand U.S. or European buyer, its
foreagn supplier can activey crege

knowledge for it. Although this possibility
may bring in the thorny issues of knowledge
protection and potentid future competitors
(Hamd, 1991; Hennart, Roehl & Zietlow,
1999), utilizng this active learning may
provide key competitive resources for the
Wegern  firm, not jus for the
knowledge-creating supplier. The passve
tone of one-way knowledge trandfer
maiches that of the routine-mantaining
exploitation. On the other hand, the
proactive stance of two-way knowledge
cregtion is naurd to firms searching for
free-gpirited  exploration. This sudy
therefore presents its first set of hypothess
as below.

Hla: Knowledge transfer is positively
related to exploitation.

H1b: Knowledge creation is positively
related to exploration.

2.3 Buyer Relations

One possible knowledge source for
the Tawanese firms is ther foregn
corporate buyers, who often are more
edablished firms.  The literature is filled
with dudies documenting the posgtive
performance conseguences of
supplier-buyer dliances (Dyer & Nobeoka,
2000; Kaufman, Wood & Theyd, 2000;
Nordberg, Campbell & Verbeke, 1996;
Uzzi, 1997). As such, they echo the
clams of the broader network literature that
network provides an unique source of
competitive advantage (Ahuja, 2000;
Carpenter & Westphal, 2001; Young,
Charns & Shortell, 2001). One way to
differentiate the supplier-buyer context from
the general network framework may be to
follow the didinction between scde
dliances and link dliances (Dussauge,
Garette & Mitchdl, 2000). Scde
alliances refer to dliances where partners
contribute smilar knowledge, while link
aliances gpply to dliances where partners
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combine asymmetric knowledge.  This
contragt is Smilar to that of cost sharing
dliances vs <ill  shaing  dliances
(Sekakibara, 1997). Sakakibara found
that the former tends to involve partners
with homogeneous capabilities, while the
latter with heterogeneous capabilities.
Smilaly, Dussauge, Garrette and Mitchdll
(2000) found that link dliances lead to
greater leve of learning. These two
studies suggest that supplier-buyer dliances
resemble skill sharing and link dliances.
As such, the potentid for dliance learning
should be great. It is this potentid that
motivates this dudy’ s sdection of the
supplier-buyer context.

The aove  phenomenon  of
cooperdion and learning in  the
supplier-buyer context has been the
research focus in some recent Sudies.
For instance, Dyer and Nobeoka (2000)
provided a detaled account of how
Toyota s production network encourage
more network knowledge sharing than
other competing automaker network.
Specificaly, Toyota s network motivates
members to participate and openly share
vauable knowledge, prevents free riders,
and reduces the costs of searching and
aoplying various types of knowedge.
While Toyota may be an exceptiona case
of a cose supplier-buyer reationship
network, Kaufman, Wood and Theye
(2000) offered a strategic supplier typology
to cover a wide spectrum of posshble
supplier-buyer arrangement. By devising
a two-by-two figure with collaboration and
technology as its two dimensions, Kaufman
Wood and Theye presented four types of
supplier.  Sating from low to high
working rdationship with the buyer, these
include commodity supplier, technology
soecidist, collaboraive specidis  and
problem-solving supplier.  Just as Dyer
and Nobeoka (2000) attributed Toyota’ s
competitive edge to Toyota s supplier

network, Kaufman and his colleagues found
that the firms in the problem-solving
quadrant have the larget number of
employees, have the highest percentage of
export sdes, pay the highest wages and
have the highest relative gross margins. All
the above studies seem to suggest that a
close buyer rddions can bring in the
learning benefits of both exploitation and
exploration. This study therefore presents
its second set of hypothesis as below.

H2a: Buyer relationsis positively related
to exploitation.

H2b: Buyer relations is positively related
to exploration.

2.4 Transnational Strategy

Transnationd  drategy refers  to
practicing a mixture of efficiency-oriented
globa drategy and adaptation-oriented
multi-domestic  drategy  in  conducting
busness worldwide. This particular type
of drategy has been touted as the find
dage of the evolution of internationd
strategy @artlett & Ghoshal, 1989). Its
having the best of both worlds closdy
matches that of anadyzer (Miles & Snow,
1978), as wel as that of combining low
cost and differentiation (Porter, 1980). In
addition to the above busness drategy
andogy, transnational drategy is Ao
asociated with mentdity. It reflects the
underlying worldview of the focd firm s
top managers (Murtha, Lenway & Bagozz,
1998). As such, transnational strategy is
more than just a drategy. It may be
closdly linked to the concept of absorptive
capacity (Cohen & Levinthd, 1990) which
in turn has been proved to play a crucid
role in learning. More specificdly, one
component of absorptive capacity is the
internd vdue sysem of the focd firm. As
the mogt liberd form of the vaue system,
transnational Strategy ams to break down
boundaries and discard ethnocentrism.



While headquarters maintain the crucid
task of coordination, subgdiaries are
encouraged to participate in coordination as
wel. The ovedl dructure resembles
more like a web than a pyramid.
Information flows in and out of every node
in this web, not just the center. The
experience in cultivating this internd web of
learning will prepare the focd to learn from
its outsgde patners. This web gives the
firm a larger base of basic knowledge to
comprehend, relate to, and put to use its
patner’ s knowledge. As a result, the
learning benefits of ether exploitation or
exploration will be enhanced. Therefore,
this study presentsits last set of hypothesis
as below.

H3a: Transnational strategy is positively
related to exploitation.

H3b: Transnational strategy is positively
related to exploration.

3. METHODOLOGY

In May, 2001, this study selected the
620 firms in the seven indudtries on the list
of Common Wedlth 1000 and sent out the
qQuestionnaire to the top executive
representing each firm. A totd of 98
responses were received, resulting in a
15% response rate. Two sats of
regresson andyses were performed for
each of the two dependent variables of
exploitation and exploration. To avoid the
confounding effects of varidbles not
specified in the origind modds, this study
dso contaned eight control variables.
These incdlude: explicit knowledge, socid
gsatus, R& D%, age, number of overseas
subgdiaries, export%, industry, and
nationdity. Table 1 contans the two full
modds for thefina results.

4.RESULTS AND CONCLUSION

Modd 1 has an adjusted r-square vaue

of 530, and it is ggnificant a p<.0001.
Furthermore, dl  three  independent
vaiables are podtivdy and dgnificantly
related to exploitation. Knowledge
trandfer has a coefficient of .280 (p<.01),
supporting Hla  Buyer reations has a
coefficient of .430 (p<.001), supporting
H2a Ladly, transnationa Srategy has a
coefficient of .414 (p<.0001), supporting
H3a Two control variables aso show
postive and ggnificant raionship with
exploitation: explicit knowledge (b=.15,
p<.05) and R&D% (b=5.36, p<.0l1).
Overdl, the results support al the three
hypothess relating to exploitation. In
addition, the control variable of the focd
firms own R&D% has the largest
coefficient, indicating that R&D% indeed
may serve as a proxy of absorptive
cagpacity facilitating learning from partners.
Model 2 has an adjusted r-square
vaue of 439, and it is dgnificat a
p<.0001. Two of the three independent
vaidbles are postivedy and dgnificantly
related to exploration. Knowledge
creation has a coefficient of .211 (p>.1),
faling to support Hlb. Buyer rdations
has a coefficient of .290 (p<.05),
supporting H2b.  Ladly, transnationd
strategy has a coefficient of .425 (p<.0001),
supporting H3b. Of the eght control
vaiddles, only R&D% and nationdity
goproach margind sgnificance level and are
both in the pogtive direction. Overdl, the
results show that transnationd Srategy has
the largest impact on the deeper learning
benefits of exploration, much more so than
buyer relations (425 : .290). Coupled
with results from modd 1, they seem to
suggest that to go beyond explaitation,
firms will need to rdy on their own interna
subsidiaries network than externd partners.
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Tablel

Exploitation and Exploration

Exploitation Exploration
I ntercept -2.461 -0.229
(1.044) (1.043)
1. |[Knowledge transfer 0.280** -
(0.095)
Knowledge creation - 0.211
(0.1245)
2 |Buyer relations 0.430*** 0.290*
(0.123) (0.124)
3 |Transnational strategy 0.414*** 0.425* **
(0.093) (0.100)
4 |Explicit Knowledge 0.154* 0.076
(0.075) (0.081)
5 [Social status -0.009 -0.099
(0.077) (0.077)
6 [R&D % 5.364** 3.736+
(1.986) (2.005)
7 |Age 0.018+ 0.014
(0.009) (0.009)
8 [Number of oversea subsidiaries -0.015 -0.027
(0.017) (0.018)
9 |Export % 0.228 0.042
(0.370) (0.373)
10|Industry 0.419+ 0.373
(0.234) (0.235)
11 |Nation 0.444+ 0.409+
(0.236) (0.234)
F-Equation 8.284*** 5.972***
R? 0.603 0.527
Adjusted R? 0.530 0.439
N 72 71




