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1 INTRODUCTION 

Research in economics and management has traditionally worked on the underlying 
assumption that the market is shaped by competition and rivalry, and consequently 
interorganizational relationships have been considered competitive and antagonistic 
(Astley 1984). These assumptions are changing as companies increasingly enter long-
term collaborative relationships, that are often of wide scope and on a large scale, to 
acquire or sustain competitive advantage (Culpan 2009). Since companies concentrate 
on their core competencies, the relationships with other actors in the business network 
become more important and have a stronger effect on the performance of the company 
(Achrol 1997). The focus of a collaborative relationship can be to develop R&D (Das et 
al. 1998, Eisenhardt and Schoonhoven 1996), access new technologies or markets 
(Lorange and Roos 1992, Yoshino and Ranagan 1995), learn new skills or acquire 
knowledge (Hamel, Doz and Prahalad 1989, Khanna, Gulati, and Nohria 1994, Dyer 
and Nobeoka 2000, Doz, Olk and Ring 2000). The frequency of interorganizational 
collaborative relationships varies between industries, depending on the history of 
collaboration and competition in that particular business (Garcia-Pont and Nohria 
2002). However, researchers seem to agree that collaboration with other actors is vital 
for the survival of the company, as the number of new interorganizational relationships 
is estimated to have risen by approximately 25% each year since 1987 (Das and Teng 
1999, Parise and Casher 2003).   

In collaborative relationships knowledge is transferred outside the boundaries of the 
firm, and in the interaction new knowledge may be created (Inkpen 1996, Nonaka and 
Takeuchi 1995). As a consequence companies collaborating with their competitors have 
to be mindful of exactly what knowledge they disclose to their competitors; otherwise 
they risk losses of core competence and competitive advantage. Relationships are both 
competitive and collaborative, as companies collaborate to develop resources whilst 
often simultaneously competing over the distribution of those resources. Maintaining 
the relationships requires investments in terms of money, time and effort, and through 
them the company may both access and create knowledge and other strategically 
significant resources (Wilkinson and Young 2002).  

Companies frequently tend to underestimate the learning intent of the other actor in 
collaborative relationships (Baughn et al. 1997), as competitors collaborating are likely 
to still pursue their own goals and act accordingly (Håkansson and Snehota 1989). 
Wilkinson and Young (1994) argue that even companies with long-term relationships in 
an environment of high cooperation and competition act opportunistically, despite 
causing harm to the partner. This behavior seems to be accepted in relationships that 
otherwise work well, and the companies involved have developed strategies to protect 
themselves from the opportunistic behavior of partners. Collaborative relationships 
between competitors that have the appearance of being open and harmonious, may in 
fact hide a great many competitive elements. Oliver (2004) reports a study on 
biotechnology where one of the managers interviewed disclosed observing executives 
from the partner company photographing and copying confidential R&D material late 
at night. When he reported what he had seen to his managers, they decided not to end 
the collaborative relationship. Instead of disclosing that they found out about the 
partner spying, they decided to establish a subsidiary located close to the partner 
company, so they in turn could spy on the partner’s research. This illustrates the 
tendency of companies to enter into “learning races” (Powell 1998) where both 
collaborative and competitive aspects are included in the relationship. Some companies 
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may enter interorganizational relationships with the intent to learn rather than to 
create value with a partner (Hamel 1991). 

In addition to the increase in collaboration another change is taking place, as most 
managers would agree that a company’s intellectual assets, such as knowledge, image, 
brands, subcontractor and buyer relationships and organizational culture are central to 
driving the company’s competitiveness and creating value (Augier and Teece 2005, 
Delios and Beamish 2001, McGaughey 2002). The traditional factors of production 
such as land, labor and capital have become secondary to knowledge in importance 
(Drucker 1993), as the competitiveness of a company depends on its ability to create, 
transfer, assemble, integrate, and exploit intellectual assets (Teece 1998). The fact that 
knowledge or intellectual assets as resources are much more valuable than tangible 
assets, poses increased challenges for companies, as the management and extraction of 
value from intellectual assets is much more complicated than turning tangible assets to 
value (Augier and Teece 2005). Managing and creating intellectual assets is a complex 
and costly process (Demsetz 1988), and yet most companies’ efforts to understand and 
manage their intellectual capital are meager, or even non-existent (Molnar 2004).  

As the intellectual capital (IC) approach partly evolved from the needs of managers 
working with knowledge issues (Brooking, 1996, Darling 1996, Edvinsson and Sullivan 
1996, Saint-Onge 1996), it has significantly advanced our understanding of how to 
measure and understand the knowledge – intellectual capital – of a company. IC can be 
seen as the quest to effectively use the knowledge held by the company (Bontis 1998). It 
can be defined as the stock or flows of knowledge within a company (Bontis 1998, 
Bontis et al. 1999, Choo and Bontis 2002, Edvinsson and Malone 1997, Stewart 1997) 
and that are convertible into financial value.  

IC research originates from two streams of thought: a strategic stream and a 
measurement focused stream (Roos et al. 1997). Research drawing on the former 
focuses on how companies should build and leverage knowledge in order to create 
financial value, whereas the latter concerns developing systems and models for 
measuring and reporting non-financial data. The measurement focused stream has 
been concerned with metrics and reporting the IC of not only companies, but also of 
larger entities like regions, cities and nations (see e.g. Bounfour and Edvinsson 2005, 
Choo and Bontis 2002, for an overview see Brennan and Connell 2006). The central 
tenet within IC is that knowledge grows as it flows. The person sharing does not lose 
the knowledge and therefore knowledge has doubled from a company’s point of view 
(Sveiby 2001). Sharing of knowledge is therefore taken as the fundamental argument of 
the approach, and seen in a positive light throughout IC research. A recent study on 
collaborative relationships concludes in a positive vein that “strategic alliances are 
always beneficial to the generation of intellectual capital” (Joia and Malheiros 2009).  

However, knowledge has both competitive and collaborative aspects, and can be seen as 
a basic dichotomy. Which aspect one chooses to emphasize is therefore a matter of 
perspective. Similarly to the IC perspective, economists have stressed the collaborative 
aspect when appreciating knowledge for its qualities of public good (cf. Arrow 1962, 
Romer 1986, Stiglitz 1999), meaning that the use of knowledge by one person does not 
mean that there is less left for another (Augier and Teece 2005). These qualities of high 
non-exludability and the collaborative nature of knowledge have been used to clarify 
the ease of imitation, how technology diffusion is largely dependent on scientists and 
engineers, and the functions lacking in knowledge markets (Teece 1977, 1981).  
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The collaborative nature of knowledge might be significant when it comes to scientific 
knowledge, where in fact, researchers are rewarded for sharing their knowledge in 
scientific publications, which concurrently serves as a way of protecting research 
results. However, in industry the situation is often different, as the use of the same 
knowledge by several companies is likely to lead to a decline in the value of the 
knowledge in question. Even though the usefulness of the knowledge is not reduced, 
the state of competition forces the value (price) of it down when imitators enter the 
market. Similarly, the value might be undermined due to innovation. (Augier and Teece 
2005) The competitive view of knowledge appears as there is a need for companies to a) 
rapidly develop new markets or innovate ahead of competitors’ or partners’ ability to 
imitated or acquire the knowledge (Zander and Kogut 1995) or b) protect their 
knowledge, i.e. intellectual capital.  

The diametrical collaborative and competitive interaction requires companies to 
manage the balance between two contradictory logics simultaneously: the need to share 
and protect knowledge. On the one hand, the companies share their knowledge in order 
to benefit from collaborative relationships; on the other hand they need to control the 
knowledge sharing in order to prevent important skills or competencies to be conveyed 
to the partner.  

Collaboration with other companies may involve significant risks. This issue has been 
discussed within the resource-based view, where the focus lies on the development and 
protection of unique competencies as a source of competitive advantage (Barney 1991). 
In strategic management research, Lee et al. (2007) have pointed out that when 
entering interorganizational relationships, especially with competitors, the protection 
of knowledge becomes just as important as sharing. It has been proposed that 
protection of knowledge will come to play a similarly critical role to innovation. 
However, previous research seems for the most part to be normatively conceptual, 
giving companies advice on how to protect their knowledge (see i.e. Norman 2001, 
2002, 2004, Mohr and Sengupta 2002, Gulati et al. 1994, Baughn et al. 1997). 
Depending on the relationship with the partner, a company is likely to use different 
strategies to protect its knowledge. Measures like building “Chinese walls” (Lewis 1990) 
or a “Black Box” (Lorange and Roos 1992) around core competences by performing all 
the important activities serving the collaborative relationship within the company have 
been suggested. However, these measures restrict the ability of the partners to acquire 
knowledge, and also limit collaboration. The measures illustrate the complexity of the 
core competences and of identifying the same, as companies instead tend to lock in 
their knowledge. Other restrictive measures include choosing a third location for the 
cooperation (Hamel 1991), or limiting the cooperation to certain products, processes, 
time periods or markets (Hamel 1991, Baughn et al. 1997). Limiting the knowledge 
flows in this manner may distort the knowledge transfer and hinder the cooperation 
between the companies - some slack is needed in order for the search for new 
knowledge to occur (Cyert and March 1962). Therefore there is a need for enough 
structures supporting the knowledge sharing in order to get the collaboration running, 
as well as strategies to prevent unintended sharing of core competences.  

Part of the protection of knowledge may be controlled through legislation on 
intellectual property rights. Despite their importance, the protection offered by 
intellectual property rights is insufficient in today’s complex industry. Instead, the 
internally implemented enforcement mechanisms of the contract are more likely to be 
the crucial factor in interorganizational relationships. (Choi and Lee 1997: 34). Trying 
to determine and put IP rights in place at the outset of a collaborative 
interorganizational relationship is not a viable way to start a partnership. It has been 
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argued that implementing systems and processes for protecting knowledge is of equal 
importance to the implementation of incentives and procedures for creating and 
sharing knowledge (Hamel et al. 1989, Teece 2007, Capron and Chatain 2008). This 
thesis does not claim to contribute to research on intellectual property rights (for an 
overview of protection of intellectual assets in IPR-literature see e.g. Schankerrman 
1998).  

1.1. Research gap  

A study within the IC framework (Salojärvi 2005) indicated that there seems to be a 
tendency for companies that are using knowledge management to implement either a 
sharing or a protection strategy. However, companies that have implemented both of 
these strategies, and accordingly are able to manage the balance, are companies with 
high competitive strengths, often innovative high growth companies. Consequently, the 
findings suggest that there is a relation between managing the sharing and protection 
of knowledge on the one hand, and organizational success in terms of growth on the 
other hand, which increase the need for further studies in the area. Companies need 
knowledge management strategies that exploit and protect the knowledge assets of the 
company, while seizing market opportunities (Seleim et al. 2004).  

The co-opetitive relationship of simultaneous collaboration and competition and its 
balancing of the dichotomy of sharing and protection can be seen as both an asset and a 
liability. Within the IC approach,  intellectual assets are a company’s knowledge, image, 
brands, subcontractor and buyer relationships and organizational culture, which drive 
the company’s competitiveness and create value (Augier and Teece 2005), whereas 
liabilities are defined as “potential non-physical causes for organizational 
deterioration” (Stam 2009: 95) Sharing of knowledge can be seen as an asset, as the 
feature that most evidently distinguishes intellectual assets from other assets of a 
company is its characteristic of increasing the more it is shared (Quinn 1992). Sharing 
knowledge with a partner may increase the value of the company too, as it strengthens 
the relationship and trust between the two companies, and may result in good will on 
behalf of the partner. Nevertheless, sharing knowledge may just as easily be a liability 
that contributes to the reduction of value, if vital knowledge key to the competitive 
expertise of the company is lost and taken advantage of by the partner. The same 
argument holds for protection of knowledge: if knowledge is protected and not shared 
with the partner, the relationship will not develop and new knowledge will not flow into 
the firm (compare March’s (1991) concept of too high a reliance on exploration as a 
strategy for organizational learning). Knowledge protection would in this case 
constitute a liability. On the other hand, knowledge protection may be seen as an asset 
as it prevents core competences from reaching the competitors/partners. Therefore, 
there is no direct relationship between competition and knowledge protection; and 
collaboration and knowledge sharing respectively.  

With intangibles being the key driver of performance, managers would be wise to 
become more active in the creation and protection of IC (Teece 2007). This thesis 
intends to further investigate the dichotomy of the collaborative and competitive 
aspects of knowledge from an IC perspective, and how the balance between sharing and 
protecting knowledge in interorganizational relationships can be managed in order to 
increase the assets and minimize the liabilities of the company.  
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1.2. Purpose 

The purpose of this research is to identify the actions taken to share and protect 
knowledge in interorganizational collaborative relationships. According to McEvily, 
Eisenhardt and Prescott (2004) research on this topic is timely and important as “...the 
protection has received limited empirical research; despite is theoretical and practical 
import”. The dissertation attempts to fill this gap, and to advance the development of 
theory within the Intellectual Capital approach by identifying actions increasing and 
decreasing the value creation when companies collaborate and compete. The thesis 
particularly identifies the tension in intellectual capital flows aimed at protecting and 
sharing knowledge, and how they affect the value creation of a company.  

The thesis consists of six articles, each of which contributes to the research process and 
the overall purpose. The following section discusses the purpose of each article. 

Article 1: The purpose of the article is to outline the knowledge transfer concepts 
employed in management and economic geography. Its secondary purpose is to offer an 
interpretation of the concepts of cluster and network, and suggest a clearer distinction 
between their respective definitions. The article contributes to the thesis by laying the 
foundation for the research on knowledge sharing.  

Article 2: The purpose of the article is to discuss the importance of social networks to 
knowledge transfers in the internationalization process of small and medium-sized 
companies. Special emphasis is put on the importance of informal knowledge sharing 
for the company when choosing partners in the internationalization process. The article 
contributes to the thesis by opening up the discussion of the importance of 
collaboration and knowledge sharing for companies. 

Article 3: The article aimed to examine the knowledge transfer and non-transfer 
processes that occurred when the House of Fabergé in St Petersburg was disbanded and 
its craftsmen returned to Finland after the Russian revolution. The article adopts an 
ecologies-of-knowledge approach, taking into consideration the roles of the region and 
the communities of practice. The article contributes to the thesis by introducing the 
large potential effect that non-transfer of knowledge (i.e. protection) can have on 
companies, and in fact, on societies.   

Article 4: The purpose of this article is to analyze, through the lens of the Intellectual 
Capital approach, different strategies for managing the flows of IC in 
interorganizational relationships. The article contributes to the thesis by focusing on 
competition and protection of knowledge, as it identifies the various actions taken to 
protect knowledge in an interorganizational relationship.   

Article 5: The article aims to analyze the content of the business relationship between 
companies in a value network. The departure point was the Intellectual Capital 
perspective, and more specifically Verna Allee’s Value Network Analysis model, which 
provides a suitable framework for analyzing relationships between companies. A 
secondary purpose of this study is to identify key areas of development of the Value 
Network Analysis (VNA) model, as we included the competitive aspects (the 
competitive flows) of the relationships. The article contributes to the thesis by 
highlighting the intangible flows between companies, and classifying them into 
collaborative and competitive flows. 

Article 6: The article applies an IC framework to form an understanding of industrial 
espionage as a form of IC acquisition. The article analyzes how the IC perspective could 
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be useful for understanding the ethically questionable practices of knowledge 
acquisition that are inevitably part of the “messy realities” of innovation. We argue that 
the existence of opportunism in the acquisition of IC should not be understood as 
mutually exclusive to community/trust, but rather as inherent and interlinked parts of 
the knowledge economy. The article contributes to the thesis by underlining that 
sharing is not necessarily always positive, but the origin of the knowledge (through 
ethically questionable practices) and the effect on the sender company should be taken 
into consideration.  

1.3. Key Concepts of the thesis 

Below the key concepts used in this thesis are defined. They concern the dichotomies 
that the thesis as a whole departs from, namely collaboration vs. competition and 
sharing vs. protection respectively. Furthermore, value creation is discussed from an 
intellectual capital perspective.   

1.3.1. Collaboration vs. competition  

The view of markets as being shaped by rivalry and antagonism has dominated classical 
business research for some years (Astley 1984, cf. Porter 1985). However, with the 
surge of international interorganizational relationships of different forms starting in 
the 1980s (see Culpan 1993, Beamish and Killings 1997, Child and Faulkner 1998), 
researchers started to argue that collaboration should have as dominant and recognized 
a role in the new market logic, as competition does (Astley 1984, Huxham and 
McDonald 1992, Kanter 1994). Collaboration and competition no longer automatically 
correlate with ownership and company boundaries (Child and Faulkner 1998). 

A definition of cooperation frequently used in management research originates with 
social psychologist, Michal Argyle (1991: 4). He defines cooperation as “acting together, 
in a coordinated way… in the pursuit of shared goals, enajoyment of the social activity, 
or simply furthering the relationship”. In this thesis collaboration and cooperation are 
treated as synonyms. As the articles of the thesis were written at different points in 
time, they do not present a homogenous vocabulary, and therefore some employ the 
term cooperation and others collaboration. However, following the Oxford Dictionary 
we can argue that the two terms can be treated synonymously, as collaboration is 
defined as “the act of working with someone to produce something”, whereas 
cooperation is seen as a “the action of process of working together to the same end”.  

In game theory, a collaborative relationship projects a ''shadow of the future", as the 
collaborating actors will take into account the importance and likelihood of 
continuation of the relationship when engaging with one another (Axelrod 1984). 
Collaborative interorganizational relationships can be organized in a number of ways, 
from informal collaboration on a specific area of business to alliances and joint 
ventures. This study follows the definition of collaborative relationships by Hardy, 
Phillips and Lawrence (2003), as “a cooperative, interorganizational relationship that is 
negotiated in an ongoing communicative process, and which relies on neither market 
nor hierarchical mechanisms of control (Milne et al. 1996, Lawrence et al. 1999, Phillips 
et al. 2002). As Hardy et al. (2003) admit, the definition is rather inclusive, but it does 
still identify a number of key characteristics of collaborative relationships: 
collaboration is distinguished from buyer-seller relationships where collaboration is 
purchased, or where there is a legitimate authority that forces the actors to collaborate. 
(Grant and Baden-Fuller, 1995) 
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In interorganizational relationships between competitors the duality of the two 
concepts should be considered, as collaboration and competition co-exist. This 
situation, sometimes termed co-opetition ((Brandenburger and Nalebuff, 1996, 
Bengtsson and Kock 2000), reflects a scenario where instead of maintaining the 
traditional rival relation, competitors acknowledge the benefit from collaboration 
(Hamel 1991, Palmer 2000, Walley 2007). Collaboration and competition are in this 
view not juxtaposed, but rather co-exist in a relationship.  

A similar kind of tension that exists in the collaboration – competition relationship has 
been identified in organizational learning between exploration and exploitation (March 
1991, Crossan et al. 1999, Oliver 2004). Exploration is related to a company’s 
refinement of knowledge and processes. Exploitation, on the other hand, is related to 
the search for new knowledge or new combinations of resources. Collaboration is 
important for acquiring knowledge and radical innovations through exploration (March 
1991), where a company searches for new knowledge. Different collaborative 
relationships give the company access to new knowledge outside the boundaries of the 
firm (Stark 2001: 77). However, when resources are collaboratively produced, a 
competitive situation may arise over the exploitation of the resources (Oliver 2004), as 
“the competitive consequences of learning by one organization depend on learning by 
other organizations” (March 1991: 81). Knowledge gained by exploitation (i.e. 
competition) may also spread through the network (i.e. through collaboration) (Katz 
and Shapiro 1986). High reliance on exploration with the exclusion of exploitation may 
be a risky strategy, as exploration relies on experimentation and uncertainty (March 
1991). Therefore it can be argued that collaboration is closely associated with 
exploration and innovation, and competition to exploitation and privatization (Oliver 
2004). The balance between exploration and exploitation is fundamental for the 
prosperity of a company when competing for scarce resources (March 1991: 71).  

According to Oliver (2004) a company alternates between competitive and 
collaborative subrelations within the relationship with a partner. Bengtsson and Kock 
(2000) have acknowledged the simultaneous existence of competition and 
collaboration in relationships between competitors.  Similarly to Oliver (2004), 
Bengtsson and Kock (2000) suggest that competition and collaboration exists on a 
scale in the relationship between competitors, where the companies are simultaneously 
involved in various levels of collaboration and competition. The scale is illustrated in 
Figure 1 below. 
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A B C

Collaboration

Competition

A= Cooperation dominated relationship 
B= Equal relationship
C= Competition dominated relationship  

Figure 1 Levels of collaboration and competition in relationships between competitors 

 
Case A in Figure 1 illustrates a relationship that consists of more collaboration than 
competition. Case B is an equal relationship where collaboration and competition are 
equally distributed. In case C, the relationship is characterized by more competitive 
than collaborative aspects. At a certain point in time, a company is likely to maintain 
many different relationships, positioned on different points of the scale. (Bengtsson 
and Kock 1999) 

Within economic theory, competition has been described as antagonistic relations and 
rivalry between companies due to structural conditions within the industry (Astley 
1984, Tirole 1988) Competitors are companies that produce and market the same 
products or services (Bengtsson and Kock 2000, Callon 1998). This thesis follows the 
definition of a competitor advanced by Porac, Thomas, Olson, Paton and Kanger (1995) 
and Tidström (2006) in departing from the managerial view: competitors are those 
companies that the managers themselves identify that they are competing with. 
According to Porac et al. (1995) the managers of a company are the most appropriate 
judges of who the company’s competitors are.  

Collaborative relationships between competitors can be regulated by formal 
agreements, or be based on informal trust completely devoid of contracts (Bengtsson 
and Kock 1999, Davenport et al. 1999, Fraser et al. 2001). However, it is highly unlikely 
that a company would enter a contractual arrangement with another party without the 
existence of trust (Hägg 1994), as trust is often seen as a “necessary condition for 
economic exchange” (Neu 1991: 243). Sometimes companies try to protect themselves 
legally when entering a collaborative relationship by creating all-encompassing, 
inflexible legal documents to govern the relationship (Brahm 1989). An overreliance on 
contracts only makes the collaboration inflexible and slow if the companies involved 
have to quickly adapt to unforeseen circumstances (Macneil 1980). In fact, research has 
shown that more conflicts arise between collaborating companies with formal 
contracts, than between those with only informal agreements (Young and Wilkinson 
1989). A reference to the contract, even if it is only for the sake of bureaucracy, may put 
a whole collaborative relationship at risk as trust quickly dissipates (Malhotra and 
Murnighan 2002, Sitkin and Roth 1993, Solitander 2005).  
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1.3.2. Sharing  vs. protection 

The important concepts of the current study are knowledge sharing and knowledge 
transfer. In the empirical material, sharing is used when discussing a voluntary 
intentional action. Sharing implies a conscious act where the person sharing does not 
lose the shared knowledge (Sveiby 2001), rather the act results in joint ownership of the 
knowledge in a relationship between two people (Ipe 2003, Hendriks 1999). Knowledge 
transfer, on the other hand, is used as a more abstract concept, describing movement of 
knowledge in a company (Szulanski 1996), or between companies (Chakravarthy et 
al.1999, Lam 1997).  

Protection is defined as “the process by which companies sustain the uniqueness and 
value of their technological competences” (McEvily, Eisenhardt and Prescott 2004:114). 
This process is, however, implemented and maintained by the individuals of the 
company. Although knowledge can reside both at the individual and organizational 
level, the role of the individual in sharing it is crucial. Just as individuals share 
knowledge on a voluntary basis (Kelloway and Barling 1999, Husted and Michailova 
2002), so it is with protection. A crucial point in this context is who the beneficiary of 
the acts of sharing or protection is. Sometimes the interest of the individual is in 
conflict with that of the company. In those cases employees may choose to pursue their 
own interests instead of those of the company (Galaskiewicz and Zaheer 1999). This can 
be compared to the conflicts between the trade-off of exploitation and exploration  as 
there may be short and long-term learning gains for the individual and/or organization 
(March 1991).  
 
Previous research has demonstrated the importance of trust for knowledge sharing in 
interorganizational collaborative relationships (Doz and Hamel, 1998), pointing out 
that no legal protection measure can completely protect knowledge (Arrow 1962). As 
trust develops in a relationship, the need for control mechanisms for protecting 
knowledge decreases (Norman 2004), while the level of knowledge sharing and 
potential for learning increases (Nielsen 2005, Dodgson 1993, Uzzi 1996). Powell 
(1990: 304) states that the “most useful information is rarely that which flows down the 
formal chain of command in a company, or that which can be inferred from price 
signals. Rather, it is that which is obtained from someone you have dealt with in the 
past and found to be reliable”. Therefore one could conclude that trust is necessary for 
knowledge sharing to occur, but still the balance between sharing and protecting is 
difficult to manage. The current work concerns this balance that is rarely discussed in 
research.     

1.3.3. Value creation  

The intellectual capital of a company has been described as the set of intangibles (i.e. 
resources and competences) that drives value creation and organizational performance 
(Roos and Roos 1997, Bontis. 1998). As explained in more detail in 2.2 below, the roots 
of intellectual capital research can be found in two streams of research, a strategic 
stream and a measurement focused stream (Roos et al. 1997). The division is still 
apparent today, but what unites the streams and therefore characterizes the IC 
approach as a whole is its particular focus on value creation. The strategic stream is 
interested in successfully managing the intellectual assets in order to maximize their 
value-adding potential to the company, whereas the measurement stream aims to 
improve our understanding of what comprises the value of a company in order to 
measure and report the things that generate value (Sveiby 1997, Edvinsson and Malone 
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1997). Pike et al. (2002:659) argue that “as the business society is developed, the key 
step in value creation has ascended an intellectual staircase”, so supporting the link 
between intellectual capital and the value creation of a company.  

From their balance score card point of view, Kaplan and Norton (2004) have argued 
that instead of affecting performance directly, intellectual capital usually affects it 
indirectly through relationships of cause and effect. In their view, performance 
management translates a company’s strategy into implementation from four different 
perspectives: financial, customer, business process and a learning and growth 
perspectives. The Intellectual Capital approach, on the other hand, views a company as 
a value net that delivers value to the user through a network of knowledge resources 
and competences (Mouritsen et al. 2005). 

Others (Bontis 1998, Bontis et al. 2000) have empirically confirmed a positive and 
significant relationship between intellectual and organizational performance. 
According to Sveiby et al. (2002), the value creation takes place through the interaction 
between and within the three forms of intellectual capital, and through ten associated 
knowledge strategies. The knowledge strategies constitute the flows between the 
different forms of intellectual capital. The knowledge strategies are discussed in more 
detail in section 2.2 and in the synthesis section of the thesis.  

1.3.4. Intellectual liabilities 

As discussed above, the IC approach has traditionally been occupied with the potential 
of a company to create value through its intellectual assets. However, as Harvey and 
Lush (1999) argue, for the intellectual capital books to balance, both the intellectual 
assets and the liabilities should be taken into account. According to them, it would be 
myopic to assume that the IC of a company translates into a parallel rise in equity. The 
intellectual liabilities would also need to be imported into the equation. (Harvey and 
Lush 1999)   

Intellectual liabilities are seen within IC research as issues leading to negative 
consequences for the company. Viedma Martí (2003) defines them as negative drivers 
of value creation, whereas Cuganesan (2005) mentions negative value consequences 
(although not specifically discussing the term liabilities). Recently intellectual liabilities 
have been defined as “potential non-physical causes for organizational deterioration” 
(Stam 2009: 95), i.e. decreasing the value creation of the company.  

Ways of defining intellectual liabilities differ from the accounting definition of 
liabilities, as the accounting term would be a “a present obligation of the enterprise 
arising from past events, the settlement of which is expected to result in an outflow 
from the enterprise resources embodying economic benefits”. (Cf. Elliot and Elliot 
2006:290) Similarities can be found in the fact that liabilities are the result of actions 
the company (owners, management or employees) has taken in the past, but within 
accounting, a liability is not expected to decrease the value of the company in the 
future, as is expected in the IC point of view.  

Intellectual liabilities are discussed in more detail in section 2.3 below.  
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1.4. The structure of  the thesis 

The remainder of the thesis is structured as follows: Section two gives an overview of 
intellectual capital, including the forms and roots of IC, and initiates a discussion of 
intangible liabilities. Section three contains summaries of the purpose, method and 
findings of each of the articles of the thesis. In section four, the research design, and its 
underlying philosophical foundations, is discussed. The section also includes an 
account of my research path, and of the contribution each article has made to the 
research process. The section concludes with an overview of the empirical material and 
a critical view of the study. In section 5 each of the articles are revisited and analyzed, 
in order to create a synthesis of the empirical material of the study. The synthesis is 
discussed in section 6 of the thesis, followed by the theoretical and managerial 
contributions, limitations and suggestions for further research in section 7.   
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2 THE INTELLECTUAL CAPITAL APPROACH  

Thomas Stewart (1991) is commonly acknowledged as being among the first to use the 
term intellectual capital in his Fortune article “Brain Power - How Intellectual Capital 
Is Becoming America's Most Valuable Asset”. In the article, Stewart advances the term 
for the first time from an individual to an organizational level (Sveiby 1998), 
recognizing that “every company depends increasingly on knowledge – patents, 
processes, management skills, technologies, information about customers and 
subcontractors, and old-fashioned experience”. He defines IC as “the sum of everything 
everybody in your company knows that gives you a competitive edge in the market 
place." (Stewart 1991) 

Since that article was published, large numbers of different perceptions and definitions 
of IC have emerged, and too often the term is not defined at all in the studies (Guthrie 
et al. 2001, O’Donnell et al. 2006). One explanation for the lack of definitions and 
different classifications is that IC is a cross disciplinary field of research (cf. Marr 
2005). In accounting research the term intellectual assets is widely used, economists 
prefer knowledge assets, management and legal literature refers to IC (Lev 2001), 
while international business defines it as the knowing capabilities on a business unit 
level (Nahapiet and Ghoshal). In this thesis the definition of knowledge is derived from 
IC research, following Bontis, Crossan and Hulland (2002), consequently the terms IC 
and intellectual assets are used synonymously. This approach to IC is explained in more 
detail below.  

2.1. Forms of Intellectual Capital 

Intellectual capital represents the flows of knowledge that exist in a company at a 
particular point in time (Choo and Bontis 2002, Edvinsson and Malone 1997, Stewart 
1997, Sveiby 1997). Managing knowledge as it flows over time in a company is the 
domain of knowledge management (Bierly and Chakrabarti 1996, Choi and Lee 1997, 
Connor and Prahalad 1996, Kogut and Zander 1992, Nonaka 1994, Nonaka and 
Takeuchi 1995). Following this stream of research the organizational knowledge of a 
company can be divided into three subgroups: knowledge embodied in relational 
capital, human capital, and structural capital (See Figure 2). The international business 
research mentioned above also adds a fourth kind of capital, social capital to the 
discussion topic. Social capital is seen 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” (Nahapiet and Ghoshal 1998:243). Social 
capital cannot be owned by the company, but is rather an asset of the network 
(Nahapiet and Ghoshal 1998). Following the IC perspective in this thesis, social capital 
is considered to be a part of relational capital.  

All forms of intellectual capital are dependent on people, therefore people feature in 
every circle of the figure. The human and structural capital includes the staff of the 
company in focus, whereas the people in the relational capital category are external to 
the company. The relational capital depends on the relationships with customers, 
subcontractors and other stakeholders. 
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Figure 2 Forms of Intellectual Capital  

Human capital includes the employees of the company such as sales and marketing 
people that are in direct contact with customers (and other stakeholders), or those that 
by their actions influence the perception of the company, such as R&D and technical 
staff, or (in knowledge intensive companies) the experts and consultants. The structural 
capital relies on the people who have created it, for example support staff and 
management. (Sveiby 2001) Following Sveiby (2001) the division of the employees into 
human and structural capital is useful as they differ in how they interact with each 
other and with the relational capital, and therefore need to be taken into account 
differently when planning strategy. An example is the common split between experts 
and support staff in knowledge intensive companies, and the challenges of 
communicating with each other. (Sveiby 1987, 2001) 

Below the forms of intellectual capital are described in greater detail.  

2.1.1. Human capital  

Human capital represents the tacit knowledge that resides in the heads of the 
employees (Sveiby 1997), including the combined knowledge, skills, innovativeness, 
and ability of the individual to perform a specific task (Edvinson and Malone 1997). The 
leveraging of human capital into structures is a vital process for companies, as 
individuals use human capital in their work only on a voluntary basis (Ordoñez de 
Pablos 2004). Human capital therefore also includes the company’s ability to motivate 
employees to  find the best solutions based on their knowledge and experience (Bontis 
1998).  

Although value creation occurs principally in the interaction between the intellectual 
assets, when it comes to innovation, human capital is the crucial aspect (Wexler 2002: 
393), as “Money talks, but it does not think; machines perform, often better than any 
human being can, but do not invent” (Stewart 1997:86). Human capital is therefore an 
important source of innovation and strategic renewal,  and very significant no matter if 
it “is from brainstorming in a research lab, daydreaming at the office, throwing out old 
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files, re-engineering new processes, improving personal skills or developing new leads 
in a sales rep’s little black book” (Bontis 1998). Sveiby (2001) defined the specific 
employee groups included in the human capital, namely the competence of all those 
that work with the customer or through their work influence how the customer 
perceives the company. They include professional and technical staff, experts, R&D 
people, factory workers, and sales and marketing staff.  

2.1.2. Structural capital  

Structural capital is knowledge embodied in the company, in the structures built to 
support employees in their intellectual work. Through structural capital, individual 
human intelligence is turned into knowledge that can be measured and developed on 
an organizational level, for instance when leveraging employee know how in 
information systems. Structural capital contains the patents of the company, models, 
templates and computer systems and other administrative processes, as well as the 
culture or the atmosphere of a company that makes people want to share and 
collaborate, and that tolerates failures and encourages staff to try new things without 
risk of penalty (Sveiby 1997). The structural capital also includes the informal power 
play and internal networks of the company (Sveiby et al. 2002) Often structural capital 
is explained as what is left of a company when the employees leave at night (Roos et al. 
1997). However, this thesis follows the definition of Sveiby (2001) by also including the 
support staff, employees from accounting, IT, HR and management in structural capital 
(or as he calls it the Internal Structure family). The argument behind that is that these 
are the creators of the structures, and so cannot be separated from them.  

2.1.3. Relational capital  

Relational capital builds on the external relationships of a company. The relationships 
determine the image the market obtains of the company, which can be positive  or 
negative  (Sveiby 1997), and the value may be trademarked or otherwise converted into 
intellectual property (Sveiby 2001). The value is affected by how well the company 
solves customers’ problems (Sveiby et al. 2002). Relational capital also includes an 
understanding of the impact of industry associations and customer needs, and access to 
the knowledge embedded with customers and partners (Bontis 1998).  

The view of relational (customer) capital varies somewhat between researchers. From a 
main focus on the current and potential customer relationships and customer needs 
(Edvinsson and Malone 1997, Bontis 1998), to relationships between the company and 
its customers, subcontractors, competitors, and partners (Roos et al. 1997), or 
establishing reciprocal trust with other actors on the market (Wexler 2002). Sveiby 
(1997) uses the term “the external structure”, by which he refers to relationships with 
customers and subcontractors, as well as a company’s brand equity. Relational capital 
also includes the influence the company has over its subcontractors and sales channels 
(Itami 1987)  

2.2. Roots of the IC perspective  

It has been argued that IC research originates from two streams of thought: a strategic 
stream and a measurement focused stream (Roos et al. 1997). In addition, research 
within the area has been prompted by the needs of managers to understand the 
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intellectual assets of the company (cf. Brooking 1996, Darling 1996, Edvinsson and 
Sullivan 1996, Saint-Onge 1996, Sveiby 1997).  

The strategy based stream 

Early proponents of the  strategy-based approach include Itami, (1987), Hall (1989, 
1992) Aaker (1989) and Quinn (1992). Itami (1987) used the concept “Invisible assets” 
about what he defined as information based assets: technology, consumer trust, brand 
image, corporate culture, and management skills. The invisible assets are very 
important to Itami, as they, in contrast to to tangible assets, can be used at the same 
time in different areas of the company. Hall (1989) classifies intangible resources into 
assets and skills, where assets are those that according to Hall can be more or less 
legally protected, such as trademarks, patents, copyrights, registered designs, contracts, 
trade secrets, reputations, networks (personal and commercial relationships, whereas 
skills are divided into know-how (of staff, customers, subcontractors) and 
organizational culture, including change management, perceptions of services and 
products, and quality.  

Aaker (1989) states that the competitiveness of a company is based on the company’s 
assets and skills. According to Aaker it is easy to imitate what a company does, but 
more difficult to copy what it is, for example in terms of specialized assets or skills. 
Quinn (1992) asserts that intellectual capabilities represent most of the economic and 
production power of companies, stating that "with rare exceptions, the economic and 
production power of the company lies more in its intellectual and service capabilities 
than its hard assets—land, plant and equipment .... virtually all public and private 
enterprises – including most successful corporations – are becoming dominantly 
repositories and coordinators of intellect" (Quinn 1992: 241). Quinn goes on to point 
out the feature that most evidently distinguishes intellectual assets from the other 
assets of a company is their characteristic of increasing the more they are shared.  

The difficulty of protection of IC is often related to the codifiability of knowledge. 
Following Bontis (1999), the codifiability of the different forms of IC is evaluated as 
follows. Relational capital is the most difficult to codify, and should consequently be the 
most difficult to protect. Circulation of  negative comment can damage a competitor’s 
reputation and make customers less willing to pay for the competitor’s products, or 
increase the costs of material supplied by subcontractors (Brandenburger and Stuart 
1996). Human capital also has a low codifiability rating, primarily because one cannot 
tap into the minds of individual employees, therefore it also difficult to protect. The 
most easily protected is structural capital, which is the most codifiable of the IC forms. 
As discussed previously, structural capital, such as patents and trademarks, can partly 
be protected by legal property rights.  

Bontis (1996) would encourage companies to formally identify the role of intellectual 
assets in the industry, and where those are also available outside the company, such as 
from academic resources, customers and subcontractors, industry or trade 
organizations or governmental agencies. Employees should also be encouraged to 
attend different kinds of external events, like trade shows and conferences, and be 
asked to spy for the company in order to justify the expenses associated with their 
attendance (Bontis 1996). The dilemma of sharing and protecting knowledge can lead 
to a decoupling of the formal rules on an organizational level and the employees 
informal norms in a collaborative relationship between competitors. On the 
organizational level the relationship can be characterized by competition, whereas 
scientists from both companies may be informally collaborating across company 
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boundaries. (Oliver 2004) Group loyalty (to peers or to the employer) can be a  
“powerful altruistic force” that steers the individuals’ behavior and formation of 
cognitive models in a specific situation (Simon 1993: 160).   

More up to date research within the strategy stream is concerned with diverse topics 
such as strategic maps for value creation (Marr, Schiuma and Neely 2004), the 
collaborative climate (Sveiby and Simons 2002), and studies of the relationship 
between IC and company performance (cf. Bontis 1998, Chen et al. 2004, 2005, Tan et 
al. 2007,  Andreou et al. 2007, Special issue 12 (2) on Measuring Business Excellence 
2008). The interplay between the different forms of intellectual capital is vital for the 
company to leverage its knowledge (Bontis et al. 2000; Jardón and Martos 2009). This 
interplay is illustrated below in Figure 3. In a quantitative study Bontis et al. (2000) 
find that human capital is positively related both to relational capital and structural 
capital, whereas structural capital influences business performance positively.  Jardón 
and Santos (2009) confirm both these relationships in their study of SMEs. Wang and 
Chang (2005) base their study on the Taiwanese information industry, where they find 
that the dimensions of intellectual capital included in the study (human, process, 
innovation and clients) each positively affect performance, but with the exception of 
human capital.  
   
According to Augier and Teece (2005) IC can be acquired through replication or 
imitation. It is difficult to replicate intellectual assets, and often even impossible 
without the transfer of employees from one economic setting to another. Companies do 
not necessarily themselves understand the complex processes underlying a particular 
competence, therefore it is even more difficult for a competitor to understand them. 
(Augier and Teece 2005). Imitation occurs when the replication is performed by a 
competitor, and consequently is even more difficult to achieve than replication. An 
easily imitated competence is likely to lead to rapidly decreasing profits. The more 
difficulty involved in codifying a product, the harder it would be to imitate, through 
reverse engineering for instance. Advanced process technologies are difficult, if not 
impossible to imitate without transfer of key individuals that have mastered the 
processes. (Augier and Teece 2005)  

The IC perspective and the related knowledge-based view of the firm (Kogut and 
Zander, 1992, 1993, 1995, 1996; Conner and Prahalad, 1996; Spender, 1996) constitute 
a shift towards a perspective of value creation (Moran and Ghoshal, 1996), in contrast 
to Transaction Cost Economics (Williamson, 1975) and its historical focus on value 
appropriation. According to Sveiby et al. (2002), the creation of value takes place 
through interaction and within the three forms of intellectual capital, realized through 
the associated ten knowledge strategies. The knowledge strategies constitute flows 
between the three forms of IC as described in Figure 3 below.   

As Figure 3 illustrates, it is in the interplay between and within the different forms of IC 
that the value is created for the company. Measuring is an important part of IC, as it 
can be used to locate unidentified costs, as well as to explore the potential for value 
creation for the company (Sveiby and Armstrong 2004). 
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Figure 3 Value creation through intellectual capital flows (Sveiby et al. 2002)   

 
The following section describing the value creation through the intellectual capital 
flows is based on the work of Sveiby (2001). Flow 1 is concerned with how the company 
can persuade employees to share their knowledge within the company. The most 
important factor here is probably the level of trust that exists between the employees 
(Huemer von Krogh and Roos 2000), which affects their willingness to share 
knowledge. Examples of actions taken by companies to enhance the knowledge sharing 
are creating natural meeting spaces (water coolers, coffee bars), discouraging e-mail 
communication, and job rotation.  

The second flow, from human capital to relational capital deals with how the employees 
of a company can increase the knowledge of those external to the company – 
customers, suppliers, retailers, and other actors. Consultancy companies generally 
publish research findings and methods or present them at industry conferences, as this 
increases their relational capital, others provide an additional service level (superior to 
that of the contract), to enhance the image the customer has of a company.  

Flow 3 depicts knowledge moving from the relational capital to the human capital, in 
other words, what employees can learn from the context surrounding the company. 
Customers often come with new ideas, suggestions and feedback. Therefore employees 
should maintain good relationships with the company’s customers in order to be able to 
predict their needs and develop new products. 

Flow 4, from human to structural capital, depicts how employees leverage their 
knowledge into systems and processes so that it can be more efficiently shared 
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throughout the company. Much of the knowledge of the employees is however tacit, 
and cannot be stored this way. The fifth flow is the counterpart of this, as it deals with 
flows from the structural to the human capital, that is, how employees can improve 
their knowledge by using the systems of the company. Knowledge can be stored in 
databases, tools and templates, and be conveyed to employees by simulations, e-
learning and other action based processes.    

The sixth flow concerns knowledge sharing within the relational capital segment. This 
involves improving the competence of customers, suppliers and other stakeholders, by 
involving the company in interorganizational relationships, organizing member 
seminars, implementing activities aimed at improving the brand, products and 
services.  

The seventh flow, from relational to structural capital, deals with how suggestions and 
ideas from customers, suppliers and other stakeholders are leveraged into the systems 
of the company. The eighth flow, on the other hand, contains a flow in the opposite 
direction, so from the structural to the relational capital. The flow contains activities 
aimed at providing service primarily to customers, such as extranets, help desks and 
making databases accessible for customers.  

The ninth flow deals with intellectual capital flows within the structural capital of the 
company; how all the tools and processes can be effectively integrated. This is done 
through integrating databases and IT-systems. (Sveiby 2001) 

The measurement- focused stream  

The measurement-focused stream can be traced back to the human resource 
accounting (Hermansson 1964, Brummer, Falmholtz and Pyle 1968) of the 1960s, 
together with utility analysis (Cronbach and Glaser 1965, Naylor and Shine 1965) 
developing models for estimating the financial value of employees (Sackmann et al. 
1989). In 1989, Sveiby published ‘the invisible balance sheet’ with the Konrad group, 
which prompted a breakthrough in the measurement field. This continued in the early 
1990s when Scandia started working with IC measuring tools and appointed Leif 
Edvinsson as Director of Intellectual Capital (Roy 2003). The Scandia Navigator was 
developed and the first IC supplement to the Annual report was published in 1995 
(Marchand, Roos and Oliver 1995). The Navigator was followed by more work in the IC 
field by Sveiby, as he developed the intellectual assets monitor (Sveiby 1997), which 
measures the growth, renewal, efficiency and stability /risk of the internal and external 
structures, and of the competence of the staff.  

The Balanced Scorecard by Kaplan and Norton (1992, 1993, 1996) is one of the first 
measurement tools aimed at creating an integrated picture of financial and intangible 
elements similar to those of IC; such as the market, internal and business processes and 
learning and growth.  

The European Commission launched a research project in 1998 under the heading 
“Measuring and reporting intangibles to understand and improve innovation 
management (Meritum 2002), another significant initiative including narratives in the 
report is the Danish guidelines for reporting, DMSTI (2003). (Mouritsen et al., 2003) 
The measurement stream has gained importance with the increased awareness that IC 
significantly contributes to the value of a company, and a subsequent increase boosted 
demand for measurements and reporting systems to visualize company value (Guthrie, 
et al., 2001). The need for more transparent reporting of intellectual assets is 
summarized by Mouritsen, Bukh and Marr (2005) as  
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1. Smaller shareholders are disadvantaged, as they often do not have access to the 
same information as larger shareholders (Holland 2001) 

2. If managers exploit the intangible information available to them but not to 
external investors, insider trading may occur (Aboody and Lev 2000) 

3. Increased reporting of intangibles may enhance both stock market liquidity and 
demand for a company’s securities (Diamond and Verrecchia 1991) 

4. To decrease the risks of incorrect valuations and decrease the cost of capital due 
to for example higher risk levels on companies (Lev 2001) 

The constructs and measures from an accounting and financial perspective as discussed 
above usually focus on the company level (Bontis et al. 1999, Bontis et al. 2000). 
However, in recent years researchers have expanded the unit of analysis from the 
company level to include cities, communities, countries and regions (cf. Edvinsson and 
Bonfour 2005). Contributions include national capital index models for the Arab 
countries (Bontis 2004), Malaysia (Bontis et al. 2000), Israel (Pasher and Shenkar 
2005), the European Union (Andriessen and Stam 2005, Stam and Andriessen 2008), 
and others.  

Another notable exception from the company level unit of analysis IC research is Verna 
Allee’s Value Network Analysis (VNA), as described in article 5 of the thesis. The VNA 
model analyses the relationships between companies in a network, highlighting non-
contractual exchanges between the companies that nonetheless affect the distribution 
of value (Allee 2002). This aspect of the environment of the company complements the 
internally focused view of the traditional IC perspective in a balanced way, and is used 
in this thesis to expand the scope. The focus of IC research is mainly on the company 
and its management of the different forms of intellectual capital, whereas research in 
interoganizational relationships focuses more on the relationships between companies.  

2.3. Intellectual liabilities 

Brooking (1996) argued that the corporate culture should be seen as an asset 
contributing to the structural capital of a company as it reinforces the achievement of 
the company’s strategic goals. Nevertheless, we should ask ourselves what would be the 
effect   if its influence were negative, and its contribution counterproductive. Are 
unmotivated employees assets or liabilities to the company? Generally, The IC 
perspective has tended to focus on the positive and sharing aspects of companies, and 
neglected to acknowledge negative issues. However, a new discussion (cf. Harvey and 
Lush 1999, Caddy 2000, Abeysekera 2003, Garcia-Parra et al. 2009; Stam 2009) is 
slowly emerging within IC research, focusing on the role of intangible/intellectual 
liabilities in complementing intellectual assets.  

Harvey and Lush’s (1999:87) definition of intellectual liabilities departs from the 
accounting model, when it refers to the  “responsibility of the firm to transfer economic 
resources or provide services to other entities in the future”. They classify the 
intellectual liabilities into four categories, (process, human, informational and 
configuration issues), and make a distinction between internal and external liabilities 
(Harvey and Lush 1999). The financial accounting influenced direction of the 
discussion has also been criticized by scholars trying to avoid intellectual capital 
research focusing on accounting measures (Andriessen 2001).  
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A recent definition of the term, based on financial accounting but adapted to the 
fundamentals of IC is offered by Stam (2009) who refers to the “potential non-physical 
causes of organizational deterioration”. Following his line of reasoning, we can argue 
that where intellectual assets refer to strengths and successes, and are seen as the 
source of competitive advantage,  intellectual liabilities are related to weakness, failure 
and competitive disadvantage. As discussed above, intellectual assets are a source of 
value creation; therefore intellectual liabilities would lead to value destruction. (Stam 
2009)  

Viedma Martí (2003) argues that intellectual capital should be about managing the 
difference between intellectual assets and liabilities, and calls for more research on and 
models to measure the liabilities. He sees the liabilities as negative drivers of value 
creation, and argues that measuring intellectual liabilities could provide companies 
with early warning signs of what might negatively affect value creation. Although not 
mentioning the term intellectual liabilities, Cuganesan (2005) in his study of 
knowledge-creating flows in an innovation project, touches upon the issue when he 
talks about negative value consequences. He assigns the flows positive and negative 
signs, indicating “the nature of the transformation relationship in terms of 
enhancements or dilutions of IC” Cuganesan (2005:371). 

If we accept the idea that intellectual capital consists of intellectual assets minus 
intellectual liabilities (Caddy 2000) we might also have to accept that there is a liability 
for the recognized classification of the three different forms of intellectual capital 
(human, structural and relational). Figure 3 tabulates the proposed classification of 
intellectual capital into intellectual assets and liabilities. ¨ 

 

 

 

 

 

 

 

 

 

Figure 4 Intellectual assets and liabilities (adapted from Stam 2009)  

The classification of the liabilities into human, structural and organizational in Figure 4 
is based on the work of Stam (2009). Human liabilities cause the value that the 
employees bring to the company, their experience, motivation and professional 
knowledge to be decreased. They include high employee turnover or insufficient 
training (Harvey and Lusch, 1999), 'Not-Invented-Here' syndrome (Katz and Allen 
1982, Cohen and Levinthal 1989) or internal competition (Pfeffer and Sutton 2000) 
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Structural liabilities decrease the value of procedures, processes and of the culture of 
the company (Stam 2009). Such liabilities could include group think, top management 
homogeneity and long management tenure (Mellahi and Wilkinson 2004), non-
functioning  knowledge infrastructure faulty processes  of strategic planning, (Harvey 
and Lusch 1999), orphan knowledge  (Caddy 2001, Cuganesan 2005), power play  
(Sveiby 2007), a knowledge unfriendly culture, and a hierarchical or complex 
organizational structure (Husted and Michailova 2002). 

Relational liabilities come from reductions in the value of relationships with customers, 
suppliers and other stakeholders (Stam 2009). Relational liabilities are related to the 
reputation of the company, negative word of mouth (Caddy, 2000) or poor corporate 
reputation (Harvey and Lush 1999); to the product which can be of poor quality, or 
even lead to product liability actions (Harvey and Lush 1999); or to other stakeholders 
in terms of short relationship or lack of or complexity of strategic alliances and other 
relationships (Harvey and Lush 1999, Mellahi and Wilkinson 2004).  

As Stam (2009) notes, the identification of intellectual liabilities in a company is not 
necessarily bad news, as they also can serve to stimulate innovation. This all depends 
on the ability of the company to adapt to the situation and find new ways forward.  
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3 SUMMARY OF THE ARTICLES    

This section contains a summary of the purpose, methods, findings and contribution of 
the six articles of the thesis. Knowledge sharing and protection of knowledge are the 
general themes of all the articles, although the focus varies slightly. The first two 
articles , Knowledge transfers in networks and clusters, and A network perspective of 
international entrepreneurship both discuss knowledge sharing, and depart from the 
research streams of network and cluster theory. The third article, The context and 
diffusion of knowledge in the Finnish jewellery industry, includes analysis of both 
transfer and non-transfer of knowledge from a regional/geographical standpoint. In the 
fourth article, Balancing the flows, the focus of attention is turned 180 degrees towards 
the protection of knowledge, based on an empirical case that is analyzed through an IC-
lens. This is the only article focusing solely on protection of knowledge. In both articles 
five Competitive flows of intellectual capital in value creating networks and six, The 
sharing, protection and thievery of intellectual assets, we discuss both sharing and 
protection of knowledge, and the balance between the two, based on the IC approach.   

3.1. Summary and contribution of article 1 

Knowledge transfer in clusters and networks—an interdisciplinary 
conceptual analysis  

Forsman (Solitander), Maria and Nikodemus Solitander, (2003). The Journal of 
International Business Studies. JIBS Literature Review (www.jibs.net).  
     

Purpose 

The purpose of the article was to outline the knowledge transfer concepts employed in 
management and economic geography. A second purpose of the article was to offer an 
interpretation of the concepts of cluster and network, and suggest a clearer distinction 
between their respective definitions. 

Method  

The article consists of a literature review. 

Findings 

The article reviews the research on networks and clusters, and the view of knowledge 
transfer within management and economic geography. The literature review shows that 
both disciplines discuss similar concepts of knowledge transfer and definitions of 
knowledge. Both research streams acknowledge the tacitness and stickiness of 
knowledge, and the challenges in transferring knowledge with more tacit dimensions. 
The codification of tacit knowledge and discussion of whether it is codifiable or not, has 
received extensive attention and there are diverging views in both streams of literature. 
The article divides management research on knowledge transfer into two groups: one 
focusing on intra-organizational transfer and communities of practice, (Brown and 
Duguid 1996, Szulanski 1996) and the other mainly focusing on interorganizational 
transfer, or that across organizational boundaries (Lei, Slocum, and Pitts, 1997, Powell, 
1998). Much of the intra-organizational knowledge research focuses on knowledge 
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sharing between units or organizational groups, but often fails to define the difference 
between sharing and transfer. From a geographical viewpoint, the article discusses the 
spatial dimension of knowledge transfer, including the significance of proximity to 
spillover effects and collective learning, as well as the benefits and drawbacks of 
embeddedness for knowledge transfer.   

Contribution 

The article offers a thorough review of knowledge transfer in companies, networks and 
clusters. It briefly acknowledges the dilemma of knowledge sharing and protection in 
interorganizational collaborative relationships, stating that there is within management 
research “a fear that in cooperative relationships with competitors involving knowledge 
transfer the company will "nurture their competitors in unintended ways'' (Lei, Slocum, 
and Pitts, 1997). One of the conclusions of the article is the verification of the so-called 
“ecology-of-knowledge”-approach, as advocated by Morgan (2001) and coined by 
Brown and Duguid (2000), which we believe could be taken as a departure point for 
studies on knowledge transfer. The approach is further developed in Article 3 of the 
thesis.  

3.2. Summary and contribution of article 2 

A network perspective of International Entrepreneurship  

Hinttu, Susanna, Forsman (Solitander) Maria and Sören Kock. Published 2004 in 
Handbook of International Entrepreneurship, Léo-Paul Dana (ed.) Cheltenham: 
Edvard Elgar 

Purpose 

The purpose of the article was to discuss the importance of social networks for 
knowledge transfers in the internationalization process of small and medium-sized 
companies. Special emphasis was directed to the importance of availability of informal 
knowledge sharing for the company when choosing partners in the internationalization 
process. 

Method  

The empirical material for the article is drawn from several datasets, and gathered by 
the authors through semi-structured interviews. The informants are key staff in small 
and medium-sized companies that have already internationalized.  

Findings  

The study departs from the Nordic Network approach combined with social networks 
theory, and further develops a model by Agndahl and Axelsson (2002) based on the 
empirical insights.  

The model looks at the dimensions of social networks in the internationalization 
process, classifying them into significance, content, attributes, accessibility and extent.    

The findings show that managers’ decision making regarding internationalization 
processes is often based on informal knowledge sharing with actors in their immediate 
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network. In terms of the significance of the relationships, we distinguish between 
strong and weak ties (following Granovetter 1984), and how central the actor is in the 
network. These variables have a direct impact on the knowledge sharing available to the 
actor, as weak ties usually provide new information quickly, but not the ability to  verify 
the validity of the information. Strong ties, on the other hand, imply close, trustworthy 
relationships where the knowledge shared is reliable, and in which the partners can 
turn to each other for advice or engage in joint problem solving. Both weak and strong 
ties are crucial for the internationalization process. The accessibility of the relationship 
looks at whether it is active at a particular moment, sleeping (on hold), a potential 
future relationship, or terminated. The extent of a relationship defines it as either 
national or international in reach. The attributes of the relationship define the origin of 
the relationship as family, friendship or professional. It can also be a long lasting 
relationship, or a new one. 

Contribution 

The article contributes to the thesis as a whole by highlighting the crucial importance of 
knowledge transfers in a specific situation such as the internationalization process. We 
also distinguish other dimensions of relationships, which are significant for decision 
making in the internationalization process. The article brings out the importance of 
knowledge sharing through reliable channels during the internationalization process, 
and the value of relational capital for companies.   

3.3. Summary and contribution of article 3 

The context and diffusion of knowledge in the Finnish jewellery industry – 
the role of the house of Fabergé 

Forsman (Solitander), Maria and Nikodemus Solitander, (2004). Published as Working 
paper 506, Swedish School of Economics and Business Administration, Helsinki. 

Purpose 

The article examines the knowledge transfer and non-transfer processes taking place 
from the House of Fabergé in St Petersburg to Finland upon the dissolution of the 
studio in 1917. Adopting an ecologies-of-knowledge approach, the article takes into 
consideration the roles of the region and the communities of practice.  

Method  

The article relies on secondary archival data from interviews with Finnish metal smiths, 
historic accounts, and excerpts from books. 

Findings  

We base the arguments on Florida (1995), defining learning regions as collectors and 
repositories of knowledge and innovative thinking, and the communities of practice 
approach advocated by Wenger (2003) and Brown and Duguid (1991) as a social 
construction where individuals shared the same conceptions and view of the work, and 
through informal collaboration could help each other with problem solving.  

As a large number of the metal smiths working in Carl Fabergé’s studio in St Petersburg 
were Finns, it could be expected that the Finnish jewellery industry would experience a 
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huge upswing after the Russian revolution when those metal smiths returned to 
Finland from Russia. That, however, did not take place. At the beginning of the 
twentieth century, almost three in every four craft masters at Fabergé were Finnish, 
and we can assume that essentially all of them returned to Finland after the Russian 
revolution of 1917. Yet only a few of them set up their own workshops and continued 
with their profession, and much of the knowledge was never transferred to Finland.  

The House of Fabergé was a remarkable organization for its times, as it was evidently 
already functioning as a knowledge-based company in an international competitive 
market in the early 1900s.   

While working in the Fabergé studios, knowledge sharing was common and easy. It was 
facilitated by both organizational proximity (The House of Fabergé), and relational 
proximity within the community of practice that the metal smiths formed. They had 
their shared metal-smithing expertise and formed a tight knit community, a foreign 
elite sharing common codes of communication, personal knowledge of each other 
based on past history of formal collaboration, informal interaction, and familiar 
kinships. They also shared “the code of Fabergé”, which forbade them to pass on the 
secrets of the House of Fabergé (Godenhielm-Tillander 1991), a code that many 
adhered to even after the House had ceased to exist. The transfer was thus facilitated by 
a number of untraded interdependencies, which are hard to reproduce anywhere else.  

The Code of Fabergé is part of the explanation for the non-transfer, but many other 
factors interfered as well. The metalsmithing industry in Finland was underdeveloped, 
and it was hard for the returning metal smiths to find work that made the most of their 
skills. A few of the returning metal smiths became teachers in the goldsmith’s school in 
Helsinki, others started their own workshops. Others never revealed their background. 
Alma Pihl, who had designed the celebrated Winter Egg, found work as a second grade 
art teacher, and never said anything about her past. Many of the returning Finns found 
themselves foreigners in their own country, even the first generation Finns who spoke 
Finnish fluently or with only a light accent. They were met with suspicion and called 
“country traitors” and “ruskies”. (Hollming 2003). The embeddedness of the craftsmen 
aristocracy of St Petersburg was gone, as were the common norms and conventions. 
Those who started their workshops often had trouble creating trust between themselves 
and the young, aspiring Finnish metal smiths who wanted to learn the trade. Others 
were almost immediately drafted and sent to war in the 1930s and 1940s. Those who 
returned where often scarred by the war, and not motivated to pass on their fading 
skills.  

Contribution 

The article investigates the unique conditions affecting knowledge sharing within the 
House of Fabergé, and examines why the knowledge of the Finnish Fabergé metal 
smiths did not transfer to the Finnish metal smith community when they returned to 
Finland after the Russian revolution. One of the reasons was the Code of Fabergé, 
which protected knowledge during the existence of the Fabergé workshop. The Code 
also seemed to affect the returning metal smiths and deterred them from sharing their 
knowledge upon returning to Finland, to the detriment of the Finnish metal smith 
industry.  
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3.4. Summary and contribution of article 4 

Balancing the Flows: Managing the Intellectual Capital Flows in Inter-
Organizational Projects  

Solitander, Maria, (2006). Published in Electronic Journal of Knowledge Management 
6(1):197-206.  

Purpose 

The purpose of this article is to analyze, through the lens of intellectual capital, 
different strategies for managing the flows of IC in interorganizational collaborative 
relationships.  

Method  

The empirical material from the article consists of interviews with 8 project managers 
of Company A, a multinational specializing in consultancy and engineering.  

Findings  

The study focuses on the relationship between the engineering consultancy company 
and its partner, a construction service firm. The article is based on the IC approach 
combined with findings from strategic management research. The article identifies a 
number of strategies for protecting knowledge and classifies them according to whether 
they protect the structural or human capital of the company. Twelve different strategies 
are identified and related to the risks they each serve to avert. In order to be able to 
collaborate the focal company naturally also has numerous strategies and competences 
developed for knowledge sharing purposes, but they are not discussed in the article.  

Contribution   

The article emphasizes the neglected side of the Intellectual Capital approach, the need 
to also protect knowledge. It identifies a number of strategies for protecting knowledge 
employed by the company in an interorganizational collaborative relationship with a 
partner/competitor. Furthermore, it sets those strategies in relation to common risks 
previously identified in literature, and discusses which risks could be avoided by the 
protective strategies. This article is the only one of the thesis focusing solely on 
protection of knowledge.  

3.5. Summary and contribution of article 5 

Competitive Flows of Intellectual Capital in Value Creating Networks 

Solitander, Maria and Annika Tidström, (2010). Published in Journal of Intellectual 
Capital, 11 (1): 23-38. 

Purpose 

The article aims to analyze the content of the business relationship between companies 
in a value network. The departure point is the intellectual capital perspective, and more 
specifically Verna Allee’s Value Network Analysis model, which provides a suitable 
framework for analyzing transactions between companies. A secondary purpose of this 
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study is to identify key areas of development of the Value Network Analysis (VNA) 
model, as we include the competitive aspects (the competitive flows) of the 
relationships too.  

Method  

The empirical material consists of a qualitative case study of a network of collaborating 
competitors within the natural products industry in Finland. A total of 29 interviews 
were conducted involving 11 informants. 

Findings  

Previous research based on VNA is scarce, and the few studies that are conducted often 
focus on the positive–without taking into consideration the competitive aspects of 
relationships. This article develops the IC approach further and more specifically the 
VNA model by also adding a competitive dimension to the relationships. The network is 
depicted, first according to the original model, and then by including the competitive 
flows between competitors. As a result a more complete picture of reality is achieved, as 
new actors in the focal firm’s network emerge.  

Contribution  

The article advances the notion of competitive elements in collaborative relationships. 
Interorganizational relationships between competitors include both collaborative and 
competitive dimensions. IC research has tended to focus mostly on the positive aspects 
of the knowledge economy, but has much to gain by realizing that there are also 
negative aspects that affect the creation and distribution of value in a network. 
Therefore the relationships not only consist of collaborative tangible and intellectual 
flows between the actors of the network, but also of competitive flows that by definition 
may only be intangible. 

3.6. Summary and contribution of article 6 

The Sharing, Protection and thievery of Intellectual Asset— the case of the 
Formula 1 industry  

Solitander, Maria and Nikodemus Solitander, (2010). Published in Management 
Decision, 48 (1): 37-57.   

Purpose 

In this article we apply an IC framework to form an understanding of industrial 
espionage as a form of IC acquisition. The article analyses how the IC perspective could 
be useful for understanding the ethically questionable practices of knowledge 
acquisition that are inevitably part of the “messy realities” of innovation. We argue that 
the existence of opportunism in the acquisition of IC should not be understood as 
mutually exclusive to a community and/or trust but rather as inherent and interlinked 
parts of the knowledge economy. 

Method  

The empirical analysis of this article relies on secondary data of about 300 pages of 
material collected mainly from online sources, industry and academic journals. Of 
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special importance are the transcripts from hearings conducted by the FIA (Federation 
Internationale de L’Automobile – the governing body of Formula One motor racing) on 
June 26th and September 13th, 2007 regarding the “spy scandal” between Ferrari and 
McLaren; the FIA hearing on December 6th 2007 regarding another unrelated spying 
incident between Renault and McLaren; and statements from various industry insiders 
published at the time. 

Findings  

Our literature review revealed that there was a lack of studies within Knowledge 
Management literature that a) considers the industry as a whole, rather than a single 
alliance for example b) considers espionage a practice rather than an act that 
companies need to protect themselves from.  

In previous research, F1 has been portrayed as illustrating the best practice of how 
community and trust, knowledge spillovers and common conventions facilitate 
innovation (Pinch and Henry 1999, 2000, Mariotti 2007). We found that espionage 
seems to be part of industry culture rather than the deviant behavior of “rogue” 
employees. Drivers and engineers state that observing and spying on competitors is 
part of the job, and the line between industry norms and illegal activities is difficult to 
identify. With an increased demand of knowledge and pressure for constant innovation 
in a market with a limited supply, companies seek out surreptitious knowledge through 
unrecognized informal channels (Cassidy and Loree, 2001 p150).   

Contribution 

The article pinpoints the need for the IC approach to take into consideration ethically 
questionable practices of knowledge acquisition. Through re-analyzing the F1 case, 
previously described as a best practice case regarding knowledge sharing, more 
negative and competitive aspects of the knowledge economy are identified. There seem 
to be accepted norms within the industry legitimizing the acquisition of knowledge 
through spying, stealing and copying, as companies are constantly under enormous 
pressure to innovate.   
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4 RESEARCH DESIGN  

The following section specifies the research design, starting from the philosophical 
foundation, moving to a description of my personal research path, and finally outlining 
the empirical material. The research path is described through the different steps the 
individual articles take. For each article I also briefly explain the contribution that 
article made to the research process as a whole. This section does not restate the 
academic contribution of the articles, but explains the manner in which they shaped my 
academic thinking and advanced the thesis.    

4.1. Philosophical foundations  

The view of the world any researcher holds will also affect the planning and execution 
of a research study. Guba and Lincoln (1994) suggest a set of three questions for 
researchers to ask themselves in order to position their basic beliefs about the world 
and help find a suitable research strategy. The first is the ontological, the second the 
epistemological, and the third the methodological question. The answer to each 
question guides and limits the choices for answering the next.  

Ontology is about our view of the reality around us, and consequently about what can 
be known about this reality. Epistemology is about the relationships between the 
inquirer and what can be known, and asks “how do we know the world? (Guba and 
Lincoln 1994) It means studying the criteria applied for defining what constitutes 
warranted or scientific knowledge, and what does not. Everyone has their own 
consciously or unconsciously formulated views of the world and of what is reliable and 
unreliable knowledge. (Girrod Seville and Perret 2001)  The third question about 
methodology concerns how the inquirer should go about investigating what he or she 
believes can be known about the world; “How do we gain knowledge about the world?” 
(Guba and Lincoln 1994) 

Guba and Lincoln (1994) distinguish four main paradigms of research: positivism, 
postpositivism, critical theory (including neo-Marxism, feminism and materialism) and 
constructivism.  

Positivists have a realist view of reality, meaning that the social world exists even 
without anyone perceiving it (Burrell and Morgan 1979:4), and the researcher should 
not affect the object of study in any way. In the positivist view the check for real 
research is by controlling the research result in terms of validity, reliability and 
objectivity. Validity can be both internal (do the findings investigate the issue in 
question?) and external (can the findings be generalized into other settings?). 
Reliability is a measure of the extent to which another researcher would reach the same 
conclusions, and objectivity requires the findings to be free from any researcher bias. 
Methodology of the positivist paradigm is generally experimental and manipulative, as 
hypotheses are stated and then verified and accepted, or rejected (Guba and Lincoln 
1994).    

Within postpositivism, the ontology is critical realism. The assumption is that reality 
does exist, but is hard to study due to limitations in the human intellect, and the nature 
of the object of study. The postpositivists acknowledge that the subject and the object of 
study cannot be perfectly separated so that one would not influence the other, but 
objectivity is still an ideal that should be strived for. Data generation usually departs 
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from a theory, but is often qualitative. Methodology generally aims at disproving the 
findings by looking at them from different points of view, instead of trying to verify 
them. (Guba and Lincoln 1994)  

Although Guba and Lincoln (1994) include critical realism in the postpositivist 
paradigm, it is viewed by others as a separate paradigm. Critical realists try to find the 
middle ground between the objective ideal of positivists, and the subjective creation of 
reality of constructivists. Critical realists resist the postpositivist view of fusing ontology 
and epistemology, arguing that truth must be something beyond the outputs of a 
language game, but still it is not something absolute. Reality exists independently of 
identification, that is, without someone observing, knowing or constructing it. The 
knowledge can also be tacit, and independent of what we can articulate. (Fleetwood 
2005) Reality is not observable and therefore different people will perceive different 
realities depending on the different paradigmatic and metaphorical conventions they 
live by. (Johnson and Buberley 2003)  

Critical realists see reality as theory laden, in other words, a theory neutral observation 
or description is impossible, as access to the world is always conceptually mediated by 
preconceived ideas through which we make sense of the world. The preconceived ideas 
may be on an individual level (our subjective beliefs or opinions) or on a social or inter-
subjective level (a theory or a social norm). (Fleetwood 2005) Critical realists identify 
four different modes of reality: material, ideal, artefactal and social. Natural entities 
like oceans and mountains, which exist independently of our actions or thinking, 
exemplify what is materially real. Ideally real entities are conceptual, such as language, 
symbols, signs, beliefs, models and theories. Artefactually real entities are created items 
such as computers or violins. They are conceptually mediated, and therefore need an 
interpretation. A violin may be interpreted as a musical instrument or as a tennis 
racquet, but as one is considered better than the other there are limits to the 
interpretations, often determined by the material itself. Socially real entities are 
immaterial, like a state of affairs or practices relying on human action to exist. Yet, they 
may exist independently of human action, as for instance class structures and tacit 
rules of a workplace do not need the identification of a human in order to exist. 
(Fleetwood 2005) 

One of the important contributors to critical theory is Habermas. His view of the 
theory emerged as a critique of the postpositivist approach; yet both paradigms have 
many similarities. Habermas acknowledges the existence of a reality independent of 
human subjectivity, but which sets certain limitations on our activities. The reality can 
become known to the researcher through a dialogue that allows the researcher to see 
how historical and traditional structures might change, and which efforts are needed to 
bring about this change (Johnson and Buberley 2003, Guba and Lincoln 1994) 
Findings are therefore always value mediated, as the values of the subject influence the 
enquiry (Guba and Lincoln 1994). Critical theory is interested in all kinds of oppressive 
and dominating structures in society, and how people can be freed from those 
structures. In management research the aim of critical theory is to make the values 
underpinning the research explicit, and the researcher needs to be very clear on his or 
her own values concerning the object of study. (Johnson and Buberley 2003) 

In the constructivist paradigm, reality is constructed subjectively in the mind of the 
researcher. Whereas a radical constructivist would argue that reality is something only 
invented by research that does not even exist (Glaserfeld 1984), moderate 
constructivists do not attempt to ask the question, what is important to them is that 
reality can never be independent of the person observing it. For the constructivist the 
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subject and object of study are very closely linked, even to the extent that the reality 
may be constructed during the enquiry. The object is dependent of the subject. The 
paradigm therefore comprises a phenomenological hypothesis, where it is assumed that 
“a phenomenon is the internal manifestation of that which enters our consciousness”. 
(Girod-Séville and Perret 2001: 17) 

Although everyone is said to make their own assumptions about the world and what the 
truth is, at the beginning of a research journey this certainly did not seem an easy 
endeavor to me. I did however have a few ideas, and as I became acquainted with the 
different research paradigms, critical realism was the one that increasingly made sense 
to me. My initial literature review had revealed that little research had been conducted 
on protection of knowledge, especially not from an intellectual capital perspective. I 
therefore needed to take an exploratory approach to find out more about the topic. 
Byme (2002:148, in Dunne et al. 2005)) states in reference to critical realism that the 
deductive and inductive can be combined in a research project in order to create a 
deeper understanding of the topic and to build theories. This is how my research 
proceeded, as an iterative process between theory and empirical material. In order to 
fulfill my purpose I needed a rather open, qualitative design. Denscombe (2003) 
recommends interviews, especially when the material collected is about sensitive issues 
that require a careful approach in order to elicit open and honest answers from the 
informant. The discussion about the methodological choices and the empirical material 
is continued in section 4.2 below, in the description of my research path.  

4.2. My research path     

When starting my PhD studies, I I wanted to study the field of knowledge management, 
and I was also interested in the tension between collaboration and competition. At the 
beginning of my PhD studies I had the good fortune to be involved in a project led by 
Professors Sören Kock at Hanken and Jorma Larimo at the University of Vaasa that 
dealt with the internationalization of Finnish SMEs, and which led me in a slightly 
different direction than I had contemplated. At the same time as I was working with an 
extensive questionnaire and writing conference papers together with Professor Kock 
and my colleague Susanna Slotte-Kock on the internationalization theme, I also 
conducted a small scale pilot study on two yacht building companies. The focus of the 
pilot study was the tension between collaboration and competition between the two 
companies, and in particular I was interested in how they exchanged knowledge (if at 
all) between each other and subcontractors in the network. The second article of my 
thesis collection “A network perspective of International Entrepreneurship” is a 
product of this period. It deals with internationalization and in part relies on material 
from my pilot case interviews. The article explores the extent to which companies rely 
on knowledge sharing through personal relationships when internationalizing.  

As mentioned above, the empirical material for the article was gathered from two 
specialist yacht building companies. The larger of the two companies employed over 
450 people and the smaller about 130 people at the time of the study. They both export 
almost all of their production. 

The case can be seen as a pilot study for the PhD project. The chosen research strategy 
was a case study. Case studies are usually recommended when the research is the type 
of enquiry that “investigates a contemporary phenomenon within its real-life context, 
especially when the boundaries between phenomenon and context are not clearly 
evident” (Yin 2003:13) Similar to earlier studies on cooperation (Singh and Mitchell 



 

 

32

1996) information on formal collaborative relationships is also obtained from published 
sources from governments, business and industry, but interviews are necessary in order 
to also capture possible informal relationships. When using cases in scientific studies, 
each case can be evaluated as a discrete little experiment building on its own analytical 
foundations (Eisenhardt and Graebner 2007) 

 In 2002, five interviews were conducted with two key informants from each company 
and one industry expert. The industry expert was interviewed by phone, and provided 
general information about the industry, and suggested suitable key informants from the 
two case companies. The key informants were selected based on their position and the 
fact that they were expected to possess detailed knowledge about the studied 
phenomenon. The informants were each first contacted by phone, where they were 
informed about the overall research theme and a date for an interview was set. During 
this initial phone call they were also asked a few initial questions about the relationship 
with the other company. Notes were taken, but the call was not recorded. The 
interviews were conducted in the informants’ offices. Each company also provided a 
guided tour of its site. The interviews, which lasted between 1 and 1.5 hours, were 
taped, and notes taken as back up.  

The material from the case study was analyzed and presented at several doctoral 
tutorials and in the form of term papers during 2003-2004. I was lucky I could do this 
kind of pilot study early on in the process, as it formed a vital part of the input and 
influenced the reasoning of my research process as I could test my initial ideas 
regarding the protection and sharing of resources and knowledge. Typically pilot 
studies are chosen on the basis of access, and help the researchers evaluate the 
collection methods and their own influence on the issue they are studying, or are simply 
used for testing different aspects of interviewing (Royer and Zarlowski 2001).  

I also learned a lot about interviewing techniques and about asking questions and 
letting the informants answer in their own time. When transcribing the interviews I 
noticed that the research bias was very visible in the way I asked questions, sometimes 
probing and even giving the informants suggestions for answers. Although 
“interviewers are human beings and not machines, and their manner may have an 
effect on respondents’” (Selltiz et al. 1962: 583 in Bell 2005), I felt that I should try to 
decrease the impact of my behavior on the informants by not letting it show clearly 
whether the issue discussed was of interest to the research or not. My behavior was 
clearly encouraging them to elaborate upon the parts of the discussion that I signaled 
were interesting.  

 

 

 

 

 

During the literature review I realized that extensive studies have been conducted on 
the topics of knowledge sharing and knowledge transfer in strategic management; the 
research on MNCs and alliances in international business; and in research on 
interorganizational networks and economic sociology to mention a few. At this time I 
attended a doctoral course in Vaasa on “Social Networks vs. Business Networks, and as 

Contribution of article 2 to the research process 

The article opened my eyes to the tension between collaboration and competition between 
companies. The two companies interviewed had very different views on collaboration and 
competition, and consequently also on the benefits of sharing and protecting knowledge. 
Company N was focused on controlling and protecting, whereas the vision of Company C 
was that knowledge shared will benefit the industry and ultimately also Company C itself.  
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a result of this course I wrote the first article of the thesis “Knowledge transfer in 
clusters and networks—an interdisciplinary conceptual analysis” together with co-
author Nikodemus Solitander. In the conceptual article we ambitiously attempt to 
classify different streams of research dealing with knowledge transfer, and the view of 
knowledge transfer in business networks as against in clusters. We presented the article 
at a conference and were invited to publish in the Journal of International Business 
Studies Literature Review. The first two articles of the thesis focus exclusively on 
sharing of knowledge, whereas the others also include the dimension of protecting 
knowledge.  

 

 

 

 

 In 2003, I attended another doctoral course, where Professor Karl-Erik Sveiby was 
commenting on the participants’ research plans. After listening to my presentation, on 
a topic he probably had heard numerous times, Professor Sveiby asked “why don’t you 
look at what is not being transferred?”. That comment turned my research plan from 
“Knowledge Exchange in a Coopetitional Network” to “Knowledge Transfer or 
Protection – the Double Edged Sword of Interfirm Cooperation”. I interpreted his 
comment in my own way, and changed my focus from the transfer to what is not being 
transferred, in other words, what is protected.  When I started looking into this field, I 
found that there were considerably fewer studies than in the knowledge transfer area. 
There were a few studies conducted on joint ventures, especially focusing on American-
Japanese partnerships, mentioning the need for protective mechanisms. Most of the 
studies mentioning protection kept the issue at that level: recommending companies 
protect their intellectual assets, but seldom went into detail on how that could be done. 
However, this does not mean that I believe that everything should be protected, as the 
context for my research interest was still collaboration between competitors. Instead, I 
wanted to look at the balance between protection and sharing in collaboration, and how 
that balance was managed, if at all.  

My starting point was that I was interested in sharing and protecting behaviors as 
applied to knowledge. As I see it, the act of sharing or protecting knowledge is always 
initiated by an individual. I am sure there are other forces influencing the individuals’ 
propensity to share or protect their knowledge – such as employers, co-workers, 
organizational culture and regulations, or on a community/societal level: social norms 
and behavioral patterns, culture, legislation etcetera, but ultimately it is the individual 
who carries out the action. Therefore, I had to ask individuals about their perception of 
the sharing and protecting behaviors going on around them. I was interested in the 
individuals’ perception of their being in the company, and more specifically in their 
view of the knowledge sharing and protecting behaviors they could identify in 
themselves and others. Gaining insight to individuals’ perception is a typical aim for 
interview studies (Silverman 2000). A much more interesting question is, however, 
how the answers given by the informants are analyzed. The interviews can be seen as a 
direct avenue to the informant’s experience, or as constructed narratives that need a 
second layer of analysis (Silverman 2001). In this case I interpreted the informant’s 
statements as their individual “truths” about their world, in Silverman’s (2005: 154) 
terms following the realist approach to handling interview material.  

Contribution of article 1 to the research process 

Through writing the article I managed to for myself clarify the numerous research 
streams involved in looking at knowledge transfer/sharing, and their similarities and 
differences. I became more convinced that I could distinguish my work from previous 
research by focusing my research on knowledge transfer in a co-opetitive context. 
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I attended a couple of courses on qualitative methods during this period, and started 
digging deeper into the methodological challenges. As the topic of the study is 
explorative, I started looking for a case company. I was a little worried about not 
finding a company that would grant me access to ask the kind of questions I wanted to, 
and also about what questions to ask in order to obtain the material needed. In the first 
study I had asked numerous questions about collaboration and sharing, but I felt I still 
wanted to sharpen the interview guide.  

 While looking for a case company and pondering on the methodological issues I wrote 
Article nr 3, “The context and diffusion of knowledge in the Finnish jewellery industry 
– the role of the house of Fabergé”. The Fabergé case offered an opportunity to study 
the non-transfer of knowledge–in that case, knowledge transfer that might be expected 
but ultimately does not take place for various reasons. Based on secondary data, 
published interviews and articles and with my co-author, Nikodemus Solitander, I 
analyzed the way of working of the House of Fabergé, and especially the protection of 
knowledge on a personal level that took place after Finnish metal smiths and jewelers 
returned to Finland after the Russian revolution of 1917. The material for the article 
was interview transcripts and articles found online. 

 

 

.  

 

Studying the issues through online sources and secondary material gave me a good 
insight and lots of food for thought for my next study, as I could explore the sensitive 
topics of balancing sharing and protecting without, as I saw it, having to find the “right” 
questions to ask. To complicate matters even further, I realized that any “right“ 
questions were not even likely to exist. The act of sharing or protecting knowledge is in 
my view often an unconscious decision, and probably not something the individual can 
explain if asked about it. Thinking about these issues, I started reading more books on 
methodology and philosophy of science to find something that matched my view of the 
world.   

During the writing of Article 3, I was lucky to get in touch with the Knowledge Center at 
Henley Management College, and was invited by Dr Christina van Winkelen and 
Professor Jane McKenzie to follow their group of companies in exploring themes of 
collaboration and competition in business relationships from autumn 2004. Being 
included in the project, “Managing knowledge sharing in collaborative partnerships” 
gave me some confidence in exploring the issues, and I attended numerous workshops 
where the theme was discussed with industry representatives. All researchers have 
preconceived ideas of the issue they want to study when entering into a research project 
(Miles and Huberman 1984:27), and I found myself gaining many new insights and 
benefiting tremendously from having the industry representatives challenging my 
preconceived ideas about the subject at hand. For the members of the group I 
presented a short version of my research proposal, with a focus on the “selling point”, 
the benefit for the company of participating in the study, and the requirements for 
success of the project.  

This way I gained access to a case company, where, in April 2005, I conducted the 
interviews for my fourth article, “Balancing the Flows: Managing the Intellectual 

Contributions of article 3:  The House of Fabergé to the research process  
 
Looking at the “non-transfer” of knowledge in the House of Fabergé provided me with a 
“safe” place to explore sharing and protection of knowledge. The echologies-of-
knowledge approach used in the paper also gave new insight into knowledge research.  
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Capital Flows in Inter-Organizational Projects”. My interview strategy at this point was 
to ask the informants as many questions as possible around knowledge sharing in 
collaboration and competition, and I got a lot of useful material from the interviews. 
There are several important issues to be considered when conducting interviews. The 
first issue is naturally to select the informants carefully (Punch 1998). The interviews 
were conducted with middle managers, as they are likely to play a critical role in the 
day-to-day collaboration and assessment of the efficiency of a collaborative relationship 
(Ring and Van de Ven 1994). In addition, due to their position, middle managers are 
likely to be more aware of the need for protecting knowledge in the process, and see the 
problems arising from over reliance on any single type of strategy for protecting 
knowledge (Baughn et al. 1997).  

Both gathering and analyzing the empirical material was a very exciting process, and a 
selection of the results was presented at the KM Forum Annual Conference at Henley 
Management College 15-16.6.2005. Whereas previous articles had focused on 
knowledge sharing and to some extent touched upon knowledge protection, this article 
took an in-depth look at the protective measures that can be applied in 
interorganizational relationships. The results from the case study were also presented 
at The 2nd International Conference on Intellectual Capital, Knowledge Management 
and Organisational Learning 21-22 November 2005 in Dubai, and later published in 
the Electronic Journal of Intellectual Capital.  

The empirical study was conducted in Company A, a multinational with approximately 
6000 employees worldwide. Company A is wholly owned by the employees, and 
specializes in consultancy and engineering. I felt very lucky gaining access to the British 
unit of an MNC, mainly because the key contact person was interested in the research 
topic. Company A considered itself a very transparent and open organization and its 
management were interested in participating in a study on knowledge protection.  

Together with the key contact person, 8 project managers were chosen to represent 
different collaborative relationships that the company had with a partner. Before I 
spoke to the informants, the key contact person had contacted them and asked if they 
were willing to participate in the study. In order not to influence their thinking, it was 
agreed with the key contact person that I was doing a study on knowledge sharing 
between Company A and their partner/competitor, Company B. The initial contact 
from my side was made by phone, when the informants were told that the study 
concerned knowledge management and knowledge sharing in interorganizational 
relationships. During the first phone call, I asked a few background questions to help 
me prepare for the meeting. The informants were also asked to prepare for the 
interview by thinking about their personal experience of the relationship with Company 
B. Owing to some informal meetings and discussions I had had with the key contact 
person I was already slightly familiar with the industry and the terminology. 

The interviews took place in the UK during April 2005, either in the informants’ offices 
or through video conferencing from the company head office outside London. The last 
two interviews were conducted over the phone. After the interview, I transcribed the 
tapes and used the N-Vivo software as a base for the analysis. In addition to the 
interviews, general industry information and material, informal discussions with the 
key contact person and other employees provided supplementary information. 

The study therefore focuses on the relationship between the engineering consultancy 
company and its partner, a construction firm, from the point of view of the engineering 
consultancy. Whereas the employees of the consultancy company that are interviewed 
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are seen as representatives of the relationship between the two companies they all 
naturally have their own personal relationship to different people in the partner firm. 
The projects in this industry are usually carried out by consortia of several companies. 
In some projects, competitors and clients are very involved, therefore other companies 
are sometimes mentioned in the quotes from the interviews.   

Due to the somewhat sensitive subject of the study – sharing and protecting knowledge 
– I asked indirect questions around the matter. I asked about situations and contexts, 
incidents when the topic might have occurred in the collaborative relationship with the 
partner, and about problem solving, contracts and conflicts. A semi-structured 
interview guide provided the frame for the interview and I asked follow up questions 
when an issue needed clarification. The interview guide can be found in Appendix 1.  

 

 

 

 

After that round of interviews, the research process was briefly suspended, as I focused 
on my full-time work at Hanken & SSE Executive Education. However, a discussion 
with my colleague, Annika Tidström led to the conclusion that we both wanted write 
something together, as our research interests are very similar. In 2008, we started to 
compose the article that turned into the fifth article of the thesis “Competitive Flows of 
Intellectual Capital in Value Creating Networks”, and continued polishing it until 
spring 2009. Similarly to the fourth article, this article develops the IC approach by 
emphasizing the competitive dimensions, more specifically by adding them to Verna 
Allee’s Value Network Analysis. Just as with the last article of the thesis, the article goes 
from the focus on only protective measures as in Article 4, to examining the balance 
between the forces of collaboration and competition.  

The interviews included in Article 5 were conducted by Annika Tidström during 2003-
2006 for a study on conflicts in a co-opetitive business relationship. This meant that 
the process of qualitative analysis was rather demanding for me. The 16 informants 
were all interviewed 2 or 3 times over the years, either face to face or by telephone. At 
the end of the process there were 36 interviews to call upon. As issues related to sharing 
and protection of intellectual capital repeatedly came up during the interviews, we 
decided to do a supra analysis (Heaton 2004) on the material. Supra analysis is 
conducting a qualitative secondary analysis on material collected, but for “new 
theoretical, empirical or methodological questions” (Heaton 2004:39). In this case it 
meant that the transcripts from the primary study of conflicts between competitors 
collaborating were re-analyzed from a different theoretical viewpoint. 

I started by reading through all the transcripts, and mapping the relationships 
following Verna Allee’s Value Network model. We also discussed the findings numerous 
times and compared our interpretations of the material. The joint analysis sessions 
were very rewarding and brought a number of different perspectives to the research 
findings. I was able to bring a fresh point of view and interpretation to the review of the 
interview material, as I was not affected by recollection of the circumstances of the 
interview or the contact with the informant when conducting the analysis. 

Contributions of article 4: Balancing the flows to the research process  
 
Through the interviews that made the foundation to the article I learned a lot about 
myself as a researcher. My ontological and epistemological standpoints also began to 
emerge during the research process.  
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According to Hinds et al. (1997), fit between data sets is subject to three considerations. 
First, there may be missing data, and some issues in the primary study may be covered 
in greater depth than others, especially in a grounded theory research process. Second, 
the more the aims of the primary and secondary study diverge, the greater the risk that 
the data set will not be suitable for the secondary study. And third, when doing 
comparative studies based on secondary studies, researchers must ensure that the 
methods used to collect the data are similar. However, the third point is not an issue for 
this study as it is not comparative. The aims of the two studies are similar; the primary 
study aims to investigate the nature of conflicts between competitors collaborating, 
whereas the secondary analysis deepens this analysis in terms of intellectual 
competitive flows between the competitors within another theoretical setting. The 
primary study was conducted with a critical incidents method, which gave a rich insight 
into the competitive tension between the companies. We also had the option of 
contacting the informants again to ask clarifying questions during the secondary 
analysis process, this was, however, not required.  

 

 

 

 

 

During this time I was also working on an article on the Formula One industry with 
Nikodemus Solitander. The “spying scandals” in the summer of 2007 gave some unique 
insights into the Formula One world, an industry that had formerly been viewed as the 
most collaborative and sharing of all. Those events gave us the idea to try to look at the 
case from a different angle. We found that previous research findings on the degree of 
collaboration still held true, but the legality of methods for sharing knowledge were 
now questioned. The IC approach is still the lens through which the events were 
analyzed, strengthened by ideas from technology transfer literature and cluster theory. 
This last article of the thesis focuses on the balance of sharing and protection, and 
again, stresses the richness in analysis that could be gained by IC-researchers by 
including competitive aspects in the research stream.  

The case about spying in Formula One relies on secondary data of about 300 pages of 
material collected by the authors mainly from online sources, industry and academic 
journals. The industry around Formula One provides an interesting context for 
studying protection and sharing of knowledge due to the long traditions of competition 
especially regarding technological developments. Important documents include 
transcripts from FIA hearings on June 26th and September 13th, 2007 regarding the 
“spy scandal” between Ferrari and McLaren, the FIA hearing on December 7th 2007 
regarding another unrelated spy incident between Renault and McLaren, and 
statements from different key actors of the industry published during this period. The 
key documents were analyzed by both researchers first separately, and then jointly. 

 

 

 

 
Contribution of article 5: Competitive flows to the research process 

The article gave me access to a new set of exciting data that I together with Annika 
Tidström was able to analyze through the extended value network approach. The article 
deepened my conviction that Intellectual Capital Theory needs to acknowledge also the 
negative and competitive aspects of knowledge sharing.  
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4.3. Overview of the empirical material 

The empirical material for the article originates from different datasets that are 
summarized in Figure 5 below. Most of the material for the pilot study described in 
Article 2 was collected in 2002 and 2003 by the author. The 8 interviews that form the 
basis for Article 4 were conducted by the author in the UK in April 2005.  

The material described in Article 5 was collected by the co-author of the article, Annika 
Tidström during 2004-2006. The material (mostly secondary data) for Articles 3 and 6 
was collected and analyzed by the author and the co-author during 2004 and 2008 
respectively.   Finally, all the material was re-analyzed for the synthesis part of the PhD 
thesis in 2009.  

2002 20072006200520042003 2008
Face to face interviews

Telephone interviews Video conference interviews

Analysis by the author 

PAPER 4: Knowledge Protection

PAPER 5: IC in Value Networks

PAPER 2: Internationalization...

PAPER 6: Formula One

Collection of secondary data 

PAPER 3: Faberge

2009

 

 

Figure 5 Overview of the research process: the collection and analysis of empirical 
material 

A more detailed account of the interviews is presented below in Table 1. In addition, the 
table gives an overview of which interviews were conducted by myself (MS), and which 
by my co-author for Article 5, Annika Tidström (AT).  

 

 

 

Contribution of article 6: Formula One to the research process 

Similarly to article 5, this article pinpoints the negative side of the knowledge economy 
that IC needs to take into account. An important learning point during the writing process 
was how valuable it is to change the perspective when doing research. F1 had always been 
championed as the best practice of knowledge sharing in research, but when taking 
another perspective we could see that a whole lot of strange things were going on in the 
industry.   
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Table 1 Interviews conducted for the thesis  

 
 

4.4. Critical view of the study 

The empirical material for the thesis was mainly collected through interviews. In article 
4, only one half of the relationship (Company A) is interviewed, whereas the 
partner/competitor was not included in the study. Having gathered material reflecting 
both companies’ points of view would have strengthened the study, which now only 
focuses on the relationship from Company A’s position. The informants from Company 
A were selected in collaboration with the key contact person, who also first approached 
them with the request to take part in the study. This could present a certain bias in 
regards to informant selection. However, when conducting the interview I got the 
impression that their experiences varied greatly, and that they were chosen as agreed 
with the key contact person to represent different aspects of the collaborative 
relationship between Company A and the partner.  

Another methodological issue is that the cases are rather diverse, both in terms of time, 
number and size of companies, and industry, which makes it difficult to compare them. 
The material was also collected in a variety of ways. However, the diverse nature of the 
cases also provides the study with richness and depth, as the issue of protection and 
sharing is seen from different angles in different contexts. Consequently, the thesis 
explores how actions taken to protect knowledge affect the intellectual capital flows of 
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companies involved in interorganizational collaborative relationships with competitors 
in different contexts and circumstances, providing a picture of the issue at hand.  

As can be seen from Table 5 some of the interviews were conducted by the co-author of 
article 5, Annika Tidström. The analysis of the material was, however, conducted by 
both Annika and myself. As qualitative data is often characterized as ‘seeing through 
the eyes of’ the people being studied, and on describing and examining the process of 
everyday life in its historical and social context (Bryman, 1988), the issue of me not 
having been there will be discussed below. Typically qualitative researchers get deep 
insights into their research objects through a prolonged contact with their situation in 
order to capture the subjects’ perceptions ‘from the inside’ (Miles and Huberman, 1994: 
6), in this case Annika visited some of the interviewees several times, and also 
transcribed the data, and gathered additional material about the industry. This 
distinguishes the qualitative approach from the quantitative, as the researchers 
themselves turn into the instruments of the research, filtering the results through their 
own perceptions and understanding (Dale 1988: 15). This was something that was 
notable during the writing process of article 5 with Annika. It was an advantage that she 
was very familiar with the data, and quickly able to find relevant situations. However, it 
also turned out to be very valuable that the data was new to me. I was able to identify 
new angles of analysis; not being “trapped” in the theoretical framework Annika had 
used earlier on the data. Consequently, our working together made the analysis of the 
material from the new theoretical point of view (Value Network approach) much 
stronger than would have been possible if either of us had been working alone.  

Of course, when interpreting qualitative data it is impossible not to let one’s 
preconceived ideas intrude. We all, as researchers, have moments when things fall into 
place and make sense. However, research has shown that researchers tend to pay more 
attention to findings that coincide with their own views, by weighting the findings and 
focusing on just a part of them instead of on the whole context (Miles and Huberman 
1994). Still, following the critical realist path, I believed that I would get access to the 
informant’s version of the story through the interviews, and then analyze them based 
on my pre-understanding. I therefore accept my own influence as a researcher and 
recognize that the interpretations and findings are an illustration of my way of 
perceiving the world.  

In addition, during the collection of empirical material and before the data analysis 
process, the researcher’s identity will affect the process. According to Denscombe 
(2003) informants are likely to respond differently depending on the personal traits of 
the interviewer, so sex, age, and ethnic origin might influence how open the informant 
is to volunteering information and answering questions truthfully. Just as with the 
researcher, the informants have their preconceived ideas and preferences that affect the 
interview process. This is especially important if sensitive topics are discussed, and will 
affect the quality of the data. (Denscombe 2003)  

In face to face interviews the researcher has little chance of disguising him or herself, as 
personal traits are difficult to suppress. The researcher can make an effort to give the 
impression of being polite and neutral, and try to make the informants feel at ease. 
(Denscombe 2003) In my interview situations especially in article 4, I thought a lot 
about these issues, as I was exploring issues that might have been somewhat sensitive 
for the informants. The company gave the impression of having a very open and 
sharing relationship with the partner and others around it, and here I was trying to find 
protective behaviors. The interviews were arranged by my key contact person at the 
company, who was on a similar management level as the informants. We had selected a 
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few projects that had worked well, and a few that had brought some challenges in the 
collaborative relationship with the partner. The informants were told that my study 
concerned knowledge management issues. When I did the interviews, I was surprised 
how candid the informants seemed to be. As far as I could discern, they told me about 
the projects as they saw them, both about the negative and positive issues. In order to 
get as much information as possible, I presented myself as being genuinely interested 
in, but rather ignorant of, the topics discussed. I tried to ask follow up questions 
immediately if something was unclear, and not to shy away from simple questions. I 
think being a young female, a little nervous about the interview situations, and not 
having English as my first language added to the impression of my being a rather “safe” 
researcher.  
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5 SYNTHESIS OF THE ARTICLES 

The central tenet of the IC approach is that value is created through the interplay 
between and within the three forms of intellectual capital. They need to be in constant 
interaction with each other, which makes demands of companies to create a 
collaborative climate (Sveiby and Simmons 2002), or a  knowledge sharing culture 
where new initiatives are encouraged and mistakes are tolerated. This thesis takes the 
argument one step further - accepting (in accordance with the IC research) that 
collaboration and knowledge sharing are the cornerstone of value creation within the 
company - what happens when the company is involved in an interorganizational 
relationship with a competitor? Inevitably, this tension between (internal) 
collaboration and (external) collaboration and competition, will affect the actions of the 
individuals and the flows between the relational, structural and human capital of the 
company. Subsequently, the value creation is also affected when the interplay between 
and within the forms of IC is distorted or juxtaposed. As two companies work closely 
together, the collaborative relationship becomes intertwined between the two partners 
(Becerra et al. 2008), and the intellectual capital flows of both companies are altered.  

5.1. Synthesis of the articles  

The underlying idea connecting all the articles of the thesis is the competitive and 
collaborative aspects of knowledge, manifested through the sharing or protection of 
knowledge. In order to tie them together to a consistent set of cases and more clearly 
make the point of the thesis, I have re-analyzed and synthesized the empirical material 
in the last stage of the PhD process.  

The first step of the analysis process was to write one-page summaries of the articles 
included in the PhD. The summaries served to refresh my memory, as the articles were 
written at different phases of the PhD process. During this stage, all interviews and 
secondary empirical material were also revisited. Both the articles and the empirical 
material was re-examined with the purpose of the thesis in mind, to further explore the 
behaviors of the actors (a company’s employees, customers and suppliers); and how 
they affect the intellectual capital flows of the company. The outcome of the review is 
presented in Table 2 below, as a list of actions and behaviors related to the sharing and 
protection of knowledge identified in the articles. As the first article of the thesis is 
mainly conceptual and serves to identify key concepts in knowledge sharing, it is not 
included in the review.  

The next step was to reorganize the actions or behaviors in relation to which intellectual 
capital flow they concern for each case. A similar analysis was done originally on 
strategies for protecting knowledge in article 4 of the thesis. Whereas the obstacles in 
the flows between different forms of IC in article 4 were presented as protective 
strategies implemented by the firm, they are here seen as behaviors that affect the value 
creation process in one of the intellectual capital flows.  

The action and behaviors are classified according to the intellectual capital flows 
presented in the knowledge strategies in Figure 3 in the theory section of the thesis. The 
classification of the actions is done based on which flow the particular action affects in 
a negative or positive way, i.e. increases or decreases the value of the intellectual capital 
flow.  
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The idea of the intellectual capital flows as knowledge strategies is based on Sveiby et 
al. 2002. Therefore the definition of the forms of intellectual capital chosen in this 
thesis also takes the work of Sveiby (2001) as its starting point. He argues that value 
creation in companies is dependent on the actions of people; consequently the people 
cannot be entirely separated from the different forms of capital. The relational capital 
(or as Sveiby prefers, the external structures) is created by the interaction of the 
customers, subcontractors and other stakeholders with the employees of the company. 
Human capital (competence) includes the people from the company who directly 
interact with the subcontractors or customers (marketing and sales people), or who 
indirectly influence the image the company projects out to into its environment 
(product developers, R&D and technical specialists). Finally, the structural capital 
(internal structures) is dependent on the support staff and management that uphold 
the internal structures. (Sveiby 2001)  

In Table 2 the actions affecting the intellectual capital flows in each article are 
presented, followed by a concluding discussion of the findings. The analysis is 
consistent with Sveiby’s (2001) view of the knowledge strategies as the flows creating 
the value of the company. Consequently, actions of managers affecting competitors 
would be placed in the flow running from structural to relational capital, whereas 
competitor behavior will affect the market and customers, and so is placed in flow 6, 
within the relational capital sphere (see Figure 3 for a reminder of the knowledge 
strategies). The analysis is limited to identifying the flows without taking into account 
the relative strength or weakness of the flows between the forms of intellectual capital, 
as the qualitative material does not allow for such operationalization. For studies on the 
relative strength of the relationships between different forms of IC see cf. Bontis et al. 
(2000).  
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Table 2  Raw list of actions and behaviors from all articles  
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5.1.1. Actions affecting intellectual capital flows in Article 2 

Article 2 is based on, among others, interviews with two yacht construction companies. 
The two companies consider each other competitors, although they also are engaged 
informal collaboration with one another. Figures 6 and 7 below depict the action of 
sharing and protecting knowledge at Company C and N respectively. The flows 
indicating action of knowledge protection are written in bold text.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 6 Sharing and protecting of knowledge by Company C. 

 
According to the informants, Company C quite openly shares its knowledge. This is 
visible in Figure 6, showing mostly sharing behaviors. This includes both internal 
relationships between employees (flow 9a), and external relationships with 
subcontractors (flow 8), designers (flow 3c) and the competitor (flows 2a, 2b, 3a and 
3b). Company C learns by working closely with different boat designers, which 
increases the intellectual capital of the company. Employees are encouraged to try new 
things and come up with new solutions, in a culture that also tolerates mistakes. They 
rely heavily on their relational capital through loyal customers and image, as seen in the 
opinion of the marketing manager that competitors could not sell one single product 
even if it was identical, as Company C has built such strong relationships.  

From Figure 6 one can conclude that the structural capital of the company is the only 
area where Company C has implemented protective measures (see flows 9b and c). 
Their drawings and technical specifications as a whole, and the customer database are 
assets they would not consider sharing with anyone else.  
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Company C uses a number of subcontractors, with whom they have a trusting 
relationship when it comes to sharing and protecting knowledge. Relationships with 
those subcontractors are only governed by a gentleman’s agreement (flow 8), meaning 
that sometimes Company C might say that  “this process/technology” is something that 
we would like to keep to ourselves for a while”. However, if the subcontractors want to 
use the knowledge shared by Company C in other industries, they are free to do so. As 
one informant states: “If they want to use the laminate technology for producing 
shower doors, that’s OK.” It is likely that this open approach to sharing with 
subcontractors and designers may be upheld, as they each hold only a piece of the key 
to Company C’s success.  

 

 

 

 

 

 

 

 

 

 
 
 
 
Figure 7 Sharing and protecting knowledge by Company N. 

 
Company N has taken a somewhat different approach to dealing with both internal and 
external actors, believing that knowledge can be protected. Company N relies on 
contracts that specifically stipulate rules about sharing and protecting knowledge, and 
even states which other companies the subcontractor may not deliver to (flow 8a). The 
identification of potential new subcontractors is done by a consultant, who presents the 
company with suggestions (flow 7). When the collaboration has started, company N 
keeps regular contact, and makes scheduled visits and spot checks to control the 
subcontractors.  

Furthermore, Company N seems to be creating a confusing situation for its 
subcontractors. They invest in team building activities to enhance the team spirit and 
develop knowledge sharing and trust within their collaborative network (flow 6), at the 
same time as they  invite yearly tenders from others on the work performed by the 
subcontractors (flow 2b). Flow 6 that is aimed at increasing knowledge sharing is 
therefore basically neutralized by flows 2b and 8a, which both protect knowledge. The 
subcontractors therefore are unlikely to be motivated to make long-term investments in 
the relationship, and so the value of the team building efforts of Company N is 
questionable. 
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Comparing the figures, one can see that the companies seem to have somewhat 
divergent views on sharing and protecting knowledge. The two companies have several 
joint subcontractors. Company C relies on gentleman’s agreements and trusting 
relations with subcontractors to prevent knowledge from spreading to competitors. 
Their view is that as the subcontractors learn and develop, so does the industry as a 
whole and everyone benefits. They argue that copying always leaves you one step 
behind, and is therefore not a useful strategy. Company N, on the other hand, strives to 
control knowledge sharing by use of contractual agreements restricting subcontractors’ 
actions.  

On an individual level, the executives of Company C and N have a good relationship, 
and maintain a balanced sharing-protection relation where they can call each other up 
and ask for advice even about technical specifications, salaries or employment 
conditions. There is also lending of material on an ad hoc basis, and employees may 
attend joint training seminars. Therefore, the competitive relation at an 
interorganizational level is quite different from the sharing relationships of the 
individual executives.  

5.1.2. Actions affecting intellectual capital flows in Article 3 

The historical case of Fabergé takes place in the early twentieth century when Finland 
was part of Russia, and consequently long before Finland’s development as an IC-
nation had started. The article raises a number of interesting issues regarding 
knowledge sharing and protection (see Figure 8 alla). The flows indicating action of 
knowledge protection are written in bold text. Carl Fabergé started by successfully 
restoring and copying historical objects from the Hermitage museum (flow 9a), and 
soon the business grew into a multinational corporation of its time. Contributing to this 
was the spillover effects from the creative environment of St Petersburg, which has a 
tradition of metalsmithing (flow 3b).  

Fabergé was able to set up a unique organizational design with a number of specialized 
workshops (flow 9a), and built a good reputation which quickly attracted the most 
skilled craftsmen of the metal smithing field (flow 6). Fabergé relied on a network of 
masters and apprentices, and worked himself as the artistic director of the studio, 
approving objects but not producing much. It has been argued that the organization 
and the brilliant workmanship is what distinguished Fabergé from other jewellery 
firms: sadly, both have to a large extent been lost today.  

At the Fabergé studios, the metal smiths were bound by what has been called the “Code 
of Faberge”, which protected the knowledge shared within the studios, and forbade the 
smiths from sharing it with outsiders (flow 8). The shared social identity of being 
foreigners in St. Petersburg also made the metal smiths bond and created shared 
conventions (flow 1b). The code certainly fulfilled its purpose while Fabergé still 
existed, and may be partly to blame for the lack of knowledge transfer to Finland upon 
the dissolution of the House of Fabergé, and the return of the many Finnish metal 
smiths. The Code of Fabergé was one of the reasons for the non-transfer, and some of 
the metal smiths never again pursued their profession after the dissolution of the 
Fabergé studio. Many of those who tried experienced a lack of trust between themselves 
and the new generation of Finnish metal smiths and the returning Fabergé metal 
smiths also contributed to the lack of knowledge transfer.  
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Figure 8  Sharing and protecting knowledge at the House of Fabergé 

The more recent interviews with a metal smith, Seppä (2001), who worked with some 
of the few returning Fabergé metal smiths who continued in the profession, stated that 
the metal smiths did not want to teach him the techniques of the studio. This is another 
testament to the long lasting impact of the Code of Fabergé, and maybe also to the lack 
of trust and professional rivalry said to have prevailed between the returning metal 
smiths and the young up and coming metal smiths even 30 years later. As recounted by 
Seppä, he later found another returning Fabergé metal smith willing to teach him the 
technique of reticulation he desired to learn. Other techniques he managed to pick up 
by observing skilled metal smiths at work.  

5.1.3. Actions affecting intellectual capital flows in Article 4 

The statements regarding sharing and protection of knowledge from article 4 are 
presented in Figure 9 alla The flows indicating knowledge protection action are written 
in bold text. The relationship between Company A and its partner has been ongoing for 
approximately 20 years; therefore the companies (i.e. the managers) know each other 
well on a certain level (flow 2f). This makes the collaboration smoother as the 
companies over time have developed an understanding of each other’s motives and 
behaviors. However, on an individual level the relationships are not that straight 
forward and uncomplicated, as the individual employees might be new to the 
collaborative relationship. Employees new to the collaboration may not have a trusting 
relationship with a counterpart in the partner’s organization, which may hinder 
knowledge sharing and make them more likely to protect knowledge (flows 2b and 3b)  

Company A and its partner/competitor have partly overlapping, partly complementary 
core competences. This makes the collaboration trickier, as the more a collaborative 
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relationship builds on the core business of a company, the greater the scope for 
potential opportunism and the greater the potential payoff if all goes well. One 
informant recounted an incident where the two companies had jointly pitched a 
solution to a potential client, and then one partner had later taken the solution and 
offered it to other clients (flow 3a). It seems the partner company had a higher learning 
intent than Company A, and were therefore able to learn the technology behind the 
solution to put it out to the market themselves. When asked what Company A could do 
in that instance, the informant stated that nothing was done as Company A did not 
want to jeopardize its good relationship with its partner. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 9 Sharing and protecting knowledge at Company A 

The employees of Company A and those of its partner/competitor were co-located at 
the premises of Company A, the partner’s premises or at a third location. During co-
location, the work processes and procedures of the companies become entangled in a 
different way than more distant relationships. The partner company also affected the 
flows within Company A, as in the specific areas of collaboration they almost fuse. This 
may be a conflicting situation for the employees involved in the collaborative 
relationship, as they are expected to contribute to the collaboration, but are also 
expected to be loyal to the mother company and report “grapevine”, information 
gathered through the relationship (flow 2c) Still, one respondent said that there was 
lack of trust in some of the relationships between units, where key people of Company 
A had been poached by the partner after being co-located (flow 2d). Now, that unit has 
seated its key staff as far as possible from the partner staff (flow 2e), and made sure 
there were different printers and negotiation rooms for confidential discussions. Co-
location is complicated in the sense that the project may through time become the point 
of identification for the employee, so that instead of feeling loyal to the employer, the 
loyalty is with the co-locating project (flow 3b). This makes the protective behavior that 
comes with loyalty weaker, and may lead to knowledge leakage (flow 4b).  
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The employees are awarded individual bonuses for knowledge sharing (flow 9), and are 
encouraged to speak at industry conferences and conventions. In close collaborative 
relationships they are expected to use their own judgment and exercise professional 
behavior (flow 2a). A gate keeper may be appointed to control the flow of  information 
to the partner (flow 7). When released, important documents, as CAD drawings are 
released in PDF-format to deter tampering (flow 8b).   

5.1.4. Actions affecting intellectual capital flows in Article 5 

The companies in the natural products industry examined in article 5 are competitors, 
and collaborate on an informal basis. The analysis of the intellectual capital flows in 
Figure 10 is, as the article, focused on the relationships of one of the companies, Terra. 
The flows indicating action of knowledge protection are written in bold text. Although 
there are certain industry norms and gentleman’s agreements in the industry, they are 
often breached. The companies have organized themselves to collaborate and share 
knowledge through a mediating body, partly because of the government’s wish that 
they decide general standards for controlling the business. 

At the same time as there are friendships and respect between some of the executives in 
the industry (flow 8b), there is distrust between others. The focal company in particular 
is known for copying everything from products, to packages and marketing strategies 
(flows 3a, 3b, 3c and 3e). There seems to be a generally accepted culture of copying, 
something that one of the informants explains by the fact that everybody has access to 
more or less the same knowledge. The competitors watch each other’s moves carefully, 
and are very quick to develop copies of another company’s best selling products.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 10 Sharing and protection of knowledge in the natural products industry 
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When Terra copied product and marketing statements from a well known product of 
Cimo (flow 3c), there were no consequences, Cimo preferring to focus on developing 
their own business and staying ahead instead of wasting energy on a copying 
competitor. When Terra copied Lero’s product (flow 3b) the issue was resolved by 
informal communication between the executives (flow 8c).  

The industry as a whole is very sensitive to negative word of mouth and image, as sales 
will immediately drop. On one occasion, Elmo promised too much in their marketing, 
about which the other companies (Terra included) complained, but the issue also 
leaked to the public. The whole industry was affected by customers’ reduced faith in the 
products (6b). 

Likewise agreements are breached when the companies intend to collaborate. Terra 
made an agreement with Fino about the timing of posting of marketing material. 
However, Fino chose to break the deal, and posted the material before the agreed date, 
leading to an increase in sales for Fino as they reached the customers first, and a loss of 
sales for Terra.  

In the natural products industry there is a shortage of knowledgeable employees, a 
factor in the extent of collaboration witnessed.  One manifestation of the phenomenon 
is a gentleman’s agreement not to poach employees from each other. Poaching is 
generally understood to be counterproductive because it tends to  increase the salary 
levels in the industry, and leads to wasted management time spent  fighting over 
employees. However, at one point the companies had agreed to jointly employ an 
expert to  work for the industry’s  supervisory body. When the expert had been working 
there for a while, she was poached by one of the companies; something that obviously 
generated complaints from the other companies that had invested money in her 
training (flow 6a). The poaching company had also earlier poached an employee from 
its competitor, tempting her with a higher salary.  

Terra has also tried to influence the commercial success of its competitors in other 
ways. According to an informant from Beta, Terra has tried to change Beta’s sales policy 
(flow 2d), an act that is also questionable from a legal point of view. A sales person from 
Terra also allegedly spread rumors about a Beta sales person, in order to try to increase 
Terra’s sales to the particular retailer (flow 3d). According to a Terra, the incident was a 
one off occurrence and not a general sales strategy of the company.  

Terra was at one point invited to enter a joint venture with Nemo, but as the proposal 
was turned down, Nemo instead copied Terra’s trademark. Consequently Terra took 
Nemo to court, lost the case and had to pay substantial court costs (8a).  

5.1.5. Actions affecting intellectual capital flows in Article 6 

In Figure 11 illustrates the actions of sharing and protecting knowledge in the F1 
industry. The flows indicating knowledge protection action are written in bold text. The 
F1 industry has always been presented as a best practice case for sharing knowledge. 
However, a deeper look at the spying cases revealed that under the surface there is cut 
throat competition and use of all kinds of tactics to get ahead. The sharing community 
is suddenly, through the acts of a few employees, not following the sharing ethos 
anymore; rather rogue employees are now suddenly responsible for sharing knowledge.    
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When it comes to sharing knowledge within the F1 industry there are multiple tensions 
in the value creating actions of the intellectual capital flows. First, employees share 
knowledge openly with friends within the industry, through their social relationships 
(flow 2a). However, after the spying scandal they will have to be more careful with the 
sharing, as we have seen that too much sharing leads to court cases. Yet there is still a 
culture within the industry of employees spying on competitors as much as possible 
(flow 6a), and of legally or ethically questionable practices as discussed in the F1 article 
of the thesis. However, to an outsider, as previous research has established, the 
industry remains a sharing community where competitors collaborate to innovate.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 11 Sharing and protection of knowledge in the F1 industry 

   
A much truer picture seems to be that there is enormous pressure on a limited number 
of individuals to bring the industry forward through innovations (flow 5a). Companies 
compete for a few top designers and engineers (flow 6c), offering them astronomical 
sums for “buying their competence” (flow 5b). Such a large part of the revenue of the 
company depends on the performance of a few people, there is enormous pressure on 
them to perform, as their performance is tied directly to company performance. 
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6 DISCUSSION 

As argued above, we can expect to find actions affecting the intellectual capital flows of 
a company arising from the tension of simultaneous collaboration and competition. In 
Table 3, the findings from all articles are presented. The outermost left  column 
describes the actions or behaviors related to collaboration and sharing, and the 
outermost right column the actions related to protection and competition. The two 
middle columns in grey present the most apparent dichotomies in each case.  

The cases of Article 2 are presented separately in Table 3, so the action for Company N 
comes first, followed by actions taken by both companies, and finally, the sharing and 
protecting actions of Company C. The most obvious dichotomies are in Company N 
when they are implementing a network approach to building certain kinds of yachts. 
For the network to work smoothly, the timing, quality and knowledge sharing needs to 
function perfectly without any deviations. Therefore the company organizes team 
building activities for the project team consisting of both their own employees and staff 
from the subcontractors. At the same time, the subcontractor contracts are 
renegotiated every year when others are also invited to tender. The knowledge sharing 
of the subcontractors is also limited by formal agreements. These actions seem to 
neutralize each other, and the value of the intellectual capital flows might even be less 
than if they were not there at all, due to the tension they create.  

Although the companies describe each other as competitors, the executives frequently 
contact each other and have a good relationship. The executives share technical advice 
to a certain extent, and discuss different solutions to challenges. According to one of the 
informants it is a delicately balanced relationship, where each side offers just enough to 
be able to call in a favor when faced with a difficult issue of its own.  

From Table 3 we can see that no dichotomies at all are found in the Fabergé case in 
Article 3. The analysis of the Fabergé case shows that as long as the focus was on the 
Fabergé studios there were a lot of beneficial and knowledge sharing flows, which 
strengthened the company. There was a lot of knowledge sharing within the company, 
and the knowledge was protected through the Code of Fabergé. However, as soon as the 
perspective is broadened a little, the picture changes completely. The Finnish metal 
smith industry suffered because of the code, and other factors preventing knowledge 
sharing as the metal smiths returned. In this sense, IC provides a myopic view of the 
company, not taking the context into consideration. What so obviously constituted an 
important asset to the company turned into a societal liability for the Finnish metal 
smith industry.    

It is interesting to compare the findings on the “Code of Fabergé” with the Formula 1 
industry’s sharing community codex. The Code of Fabergé was one of the reasons why 
returning metal smiths did not pursue their profession after the House of Fabergé 
ceased to exist. The Code is therefore an example of how an asset of a company may 
turn into a societal liability. The Code served its purpose of protecting knowledge while 
the studios existed, but prevented the metal smith industry in Finland from growing 
when the metal smiths returned upon the dissolution of the studios. This finding 
suggests that in line with the analysis of intellectual capital being extended to a regional 
and national level (Edvinsson and Bonfour 2005), so could the discussion of 
intellectual liabilities.  
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Table 3 Dichotomies in the actions affecting the intellectual capital flows 

SHARING  DICHOTOMIES PROTECTING 
Yacht industry (Article 2)   
   Implementing incentive system based 
on quality and timely delivery for the 
team of employees and subcontractors 
(N) 

Organizing team building efforts  
to create trust within the network  
of subcontractor and the 
company (N) 

Renegotiating subcontractor 
contracts each year (N) 

Protecting customer database (N 
and C) 

Organizing joint marketing campaigns 
and training courses with competitors (N 
and C 

Stipulating rules for knowledge 
sharing with others in contracts 
with subcontractors(N) 

 

Joint marketing campaigns and training 
courses with competitors (N and C 

Executives calling up competitor, 
giving advice, discussing 
production related issues due to 
personal relationships (N and C) Identifying each other as 

competitors (N and C) 

 

Sustaining a culture where employees are 
encouraged to come forward with new 
ideas,  mistakes tolerated (C) 

Sharing technical advice “How 
did you share this issue?”through 
personal relationships (N and C) 

Protecting drawings and 
technical specifications (C) 

Controlling knowledge sharing of 
subcontractors through trust and 
gentleman’s agreement regarding (C) 

   

Acquiring new ideas, knowledge through 
customers (C)    

Case Fabergé (Article 3) 
Having a high professional self-image  Adhering to the Code of Fabergé
Forming communities of practice   
Attracting experts with special knowhow 
and design knowledge 

   

Sharing knowledge thanks to 
embeddedness    

Sharing knowledge through shared social 
norms    

Sharing conventions   
Creating a successful strategy of copying 
historical objects 

   

Achieving a unique organizational form 
for sharing knowledge    

Learning by observation    
Attracting best metal smiths thanks to 
good reputation 

   

Engineering Consultancy (Article 4) 

Sharing knowledge though 
interorganizational forums  

Implementing Individual  
incentives for knowledge sharing 

Establishing a gate keeping 
process for signing out 
important knowledge 

Protecting knowledge thanks to 
loyalty to employer is key for 
knowledge protection 

Curbing innovation during co-location => 
creation of subculture 

Maintaining an open and trusting 
relationship with 
partner/competitor 

Employees lacking trusting 
relationship to counterparts in 
partner/competitor company   

Using own 
judgment/professional  behavior 
for sharing or protecting 
knowledge 

Submitting new initiatives in idea boxes  Partner stealing solutions Releasing of drawings only in 
PDF 

Maintaining a gentleman´s agreement 
Competing  for good employees, 
partner poaching employees   Threats to damage reputation 

Sharing knowledge through joint 
subcontractors 

Knowledge sharing through social 
relationships built during  co-
location 

Seating key innovative 
employees far from partner staff 
during co-location 

Releasing “old” stuff to maintain 
time advantage  

Knowledge sharing thanks to shared 
expectations 

Sharing knowledge informally 
with parent company during co-
location 

Sharing knowledge with  the 
collaborative project  during co-
location 

 

The Natural Products industry 
(article 5) 

  

Mentoring relationships (Article) Adhering to gentleman’s 
agreement 

Poaching employees educated 
for and by the industry 

Protecting of sensitive pricing 
information 

Maintaining personal friendships Sharing knowledge through a 
mediating body 

Doubting reliability of 
intentions 

Controlling subcontractors 
through contractual 
relationships 

Organizing joint training sessions  Competitors copying products Taking whistle blowing revenge 
by reporting to authorities 

 
 

Competitors making false 
marketing claims 

 

  Breaching informal agreements 
regarding ads  

Formula 1 (article 6) 
Pressuring employees to be innovative  Sharing knowledge  through 

social relationships and 
friendships 

Employees sharing knowledge 
(illegally) are rogue employees 

Employees sharing knowledge 
illegally 

Innovations traceable Forming a sharing community Culture of competitors spying Breaching  contracts (firm-
employee) 

Implementing company policies with very 
high salaries 

Adhering to gentleman’s 
agreement 

Not following unwritten rules  

Competing  for a few experienced 
designers and engineers 
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In the F1 case, the most obvious dichotomy is between the supposedly sharing 
community of designers, and the rogue employees sharing knowledge illegally. The 
valuable and trusted colleague and employee that is an asset to the company suddenly 
turns into a liability with his opportunistic behavior as a rogue employee, as discussed 
by in earlier research (Galaskiewicz and Zaheer 1999). Underlying the “sharing 
community” is a culture of competitors spying on each other, using both legal and 
illegal measures. As in the other articles, there is a gentleman’s agreement within the 
industry that is not followed. Gentleman’s agreements were as a matter of fact 
mentioned in several of the cases as a basis for collaboration and knowledge sharing. 
However, it seems the agreements were seldom followed.  

The most dichotomies were found in article 4 where the companies are involved in 
close, formal collaboration. While having an individual incentive system rewarding 
employees for sharing knowledge, the collaboration with the partner/competitor also 
depended on a structure of gate keepers for supervising and signing out important 
information to the partner. Similarly, despite advocating co-location as a facilitating 
mechanism for knowledge sharing between the companies, when in fact going through 
with co-location, they chose to seat their key staff as far away from the partner staff as 
possible. It was also argued that the employee should devote himself to the  
interorganizational project team during a work assignment, but it was still expected 
that employees report important snippets of information gleaned from the partners 
back to Company A.  

Even though Company A and its partner had a trusting collaborative relationship 
stretching over 20 years, the same level of trust was not necessarily present on the 
project level. Employees were not sure of the trustworthiness of the partner’s staff in 
the team, which made collaboration more difficult. The partner had also poached 
employees from Company A, after co-location. The fact that the partner, at least at one 
point in time, had stolen solutions that Company A had previously presented to 
common clients, and now offered those to their own clients, does of course not increase 
trust between the project members. The partner company had a higher learning intent 
(Hamel 1991) than Company A, and quickly acquired the technology themselves that 
they had earlier offered to clients together.  In this case, similar to Oliver’s (2004) 
spying case, the issue was not discussed with the company, as Company A wanted to 
continue the collaboration. This confirms earlier studies finding that opportunistic 
behavior tends to be accepted in long-term relationships that otherwise work well 
(Wilkinson and Young 1994). Accordingly, it can be argued that the value created by the 
relationship as a whole is likely to be greater that the losses suffered as a consequence 
of the effect the opportunistic behaviors have on the intellectual capital flows. In this 
particular case, the relationship would clearly be defined as a liability rather than an 
asset to the company. 

In the natural products industry case, there is a rather shallow formal collaboration 
between Terra and its competitors. Some have formal agreements to deliver raw 
material or packaging products, but most relationships are informal. The strongest 
dichotomy in this case arises from the fact that many of the companies are investing 
money and energy into developing an industry organization, which would function as a 
mediating body for knowledge sharing. The main aim of the industry organization 
would be to function as a platform where the companies together could develop 
industry norms for self regulation i.e. marketing claims that are reliable. That would be 
a very important step for all the actors involved, as customer trust in the industry now 
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is very easily weakened by any false step made by any company. This would also lessen 
the risk of any governmental bodies coming in and starting to regulate and supervise 
the industry.  

Yet, despite the clear advantages of pulling together and establishing such an industry 
organization, the companies seem to have a hard time collaborating. They relentlessly 
copy products, names, and marketing claims, and generally break agreements made 
within the industry, as was exemplified by the poaching by one company of a 
professional hired by several companies jointly to serve the industry association. One 
has to question the value of the gentleman’s agreements when the behavior of the 
companies involved so clearly contravenes them.  

Research on the competitive aspect of IC. One of the few research trends that considers 
the negative aspects of intellectual capital is, as presented in the theory section 2.3, the 
emerging discussion of intellectual liabilities, as issues decreasing the value of the 
company (cf. Stam 2009). The findings of this thesis are related to that discussion, as 
the study contributes to existing theory by adding the competitive aspects, and by 
pinpointing that interorganizational relationships affect the intellectual capital flows of 
intellectual capital within a company. Knowledge protection has previously been 
studied as a company internal challenge on the individual level, when employees are 
not willing to share their knowledge within the company due to reasons such as power 
games, silo mentalities; unsupportive managers, fear of redundancies etc (cf. Sveiby 
2007). This thesis expands the view of competition as external to the company, 
appearing through interorganizational relationships and consequently affecting the 
internal flows of the company.  

Intellectual liabilities and collaboration. The thesis also contributes to the emerging 
discussion within IC research about intellectual assets and liabilities. It is likely that 
collaboration with competitors results in both increased financial and intellectual 
assets (in in the form of learning and new ideas), and increased intellectual liabilities 
due to value creating dichotomies hindering the intellectual capital flows. The relation 
between collaboration and intellectual assets on one hand, and competition and 
intellectual liabilities on the other hand, is not linear. There are also collaborative 
issues that lead to liabilities, such as group think, which may cause managers to make 
decisions due to the cohesion of a work group (Mellahi and Wilkinson 2004).  

Collaboration and competition as strategies for competitive advantage. Although 
collaboration and competition, and sharing and protecting of knowledge respectively 
have been juxtaposed in this thesis, it should be noticed that they do not constitute the 
two end points of a scale. Collaboration and sharing knowledge can also function as a 
strategy to protect knowledge, as for instance in the rules established between Toyota 
and its subcontractors to prevent free riding and hiding of valuable knowledge within 
the network (Dyer and Nobeoka 2000). Toyota has created a norm that assumes that 
production related knowledge is not proprietary; therefore Toyota shares all of its 
production knowledge and expects the network to behave accordingly. Any member of 
the network is therefore entitled to access product knowledge of a subcontractor (such 
as cost, quality, inventory management, production processes). A few exceptions to the 
rule can be found in terms of close competitors and certain designs or technologies, 
but, as a rule, product related knowledge is considered the property of the network as a 
whole (Dyer and Nobeoka 2000). Theoretically, therefore, sharing knowledge can be a 
way of protecting knowledge, for instance if the company has innovated ahead and is 
sharing dated knowledge (the protective strategy of time advantage, as in article 4) or if 
a company willfully feeds competitors incorrect, unsubstantiated or partial information 
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(as in article 5). As the Toyota article shows, sharing knowledge with subcontractors 
and partners will give you stronger competitive advantage as a group against the other 
actors in the market (cf. Kanter 1994), whereas competing on your own will give you 
advantage against all other actors, but without the strength of a group of companies 
that are collaborating. A legal protection mechanism cannot be implemented to govern 
a collaborative relationship (Brahm 1989), instead, there should be systems and 
processes for protecting knowledge comparable to the incentives and procedures used 
for creating and sharing knowledge (Hamel et al. 1989, Teece 2007, Capron and 
Chatain 2008). However, the usefulness of the protective actions should be carefully 
evaluated alongside the effectiveness of incentives to share knowledge, to ensure that 
the two do not counteract each other in the intellectual capital flows.  
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7 CONTRIBUTION, LIMITATIONS AND FURTHER 
RESEARCH  

Below the contributions of the thesis are presented, followed by a discussion of the 
limitations of the study and suggestions for further research. 

7.1. Theoretical contributions 

This thesis has contributed to the Intellectual Capital approach by expanding the 
understanding of knowledge protection in interorganizational relationships. It has 
broadened the view in three ways as described in Figure 12 below. First, departing from 
the research on co-opetition it has shifted the focus from the internal view of the 
company as a repository of intellectual capital onto the collaborative relationships 
between competing companies. Second, instead of the traditional collaborative and 
sharing point of departure, it has taken a competitive and protective perspective. Third, 
it has based on among others Stam’s (2009) discussion on assets and liabilities 
identified the intellectual capital flows as assets or liabilities depending on their effect 
on the value creation of the company. 

Assumptions from previous 
research

• Coopetition – tension between competitors 
collaborating  (Bengtsson & Kock 2000)

• Interplay between flows of human, relational and 
structural capital creates value (Sveiby 2001)

• Intellectual capital may consist of intellectual 
assets and intellectual liabilities (Stam2009)

• The tension rising from simultaneous 
collaboration and competition has an impact on 
the intellectual capital flows. 

• Flows between the different forms of 
intellectual capital may be seen as assets or 
liabilities depending on if they increase or 
decrease value creation. 

Contribution of the thesis 

• Flows between the different forms of intellectual 
capital may be protective or sharing

 

 
Figure 12 Assumptions from previous research and contribution of the thesis 

Earlier research has visualized the actions taken by people involved in the 
interorganizational relationship, analyzed as value flows between the forms of IC 
(Sveiby 2001). This thesis develops the argument further, as the flows are analyzed not 
only as flows through which knowledge is shared, but as either promoting the sharing 
or the protection of knowledge.  More importantly, the thesis has identified the tension 
in intellectual capital flows aimed at protecting or sharing knowledge, and that these 
affect the value creation of a company. This has been done by classifying the flows of 
intellectual capital as being sharing or protective. The assumption is that they have an 
effect on increasing or decreasing the value creation of the relationship.  

Furthermore, the view is expanded to include the effect of interorganizational 
relationships on the value creation of the intellectual capital flows. As the different 
cases were compared, it was apparent that different kinds of relationships contained 
more or less flows that contributed to the sharing or protection respectively. Close and 
formal relationships contain more intellectual capital flows, and also seemed to include 
more flows contributing to the protection of knowledge. Actions to protect knowledge 
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in an interorganizational relationship are taken in order to increase or maintain the 
assets, and consequently increase the value creation of the company. The discussion is 
connected to research on intellectual liabilities as the actions taken to protect 
knowledge in an interorganizational relationship may also decrease the value created in 
the company. Therefore they would be considered liabilities of the company and not 
assets.  

In addition, protection of knowledge seems to be more frequent in the intellectual 
capital flows between certain forms of IC. Most of the flows intended to protect 
knowledge identified were, as is to be expected, situated between the human capital 
and the relational capital, that is, on the borders of the company. The study compared 
the actions for sharing and protecting knowledge side by side, and identified those 
flows that counteracted each other. In interorganizational relationships where 
competitors are collaborating, there are many such situations where value creation is 
hindered by intellectual capital flows counteracting each other due to actions taken to 
protect knowledge. In such relationships, the flows either neutralize each other, or may 
even be a liability to the relationships as they decrease their value. Earlier research has 
emphasized the fact that value is created in the interplay between the different forms of 
intellectual capital (Sveiby et al. 2002), and that structural capital in particular is 
positively related to business performance (Bontis et al. 2000, Jardón and Santos 
2009). In this qualitative study the relative strength of the intellectual capital flows is 
not measured as such. However, when taking a closer look at the issues dominating the 
flows, we can see that they concern strategically very important matters. Examples are 
the creation of specific business strategies and organizational cultures, company 
policies for sharing knowledge, and on the protective side the safekeeping of customer 
databases, technical specifications and competitive strategies.   

The basic assumption of the study is that the intellectual capital flows that contribute to 
value creation are identified as intellectual assets, whereas those that hinder value 
creation are seen as intellectual liabilities. However, the net value of the flows is 
affected by the liabilities, and the final result has to be evaluated separately in each 
case. Whether an intellectual capital flow protecting knowledge is a liability or not 
depends on the perspective taken. On the one hand, if the flow prevents valuable 
knowledge reaching the competitor through the protective action taken, it constitutes a 
loss for the competitor, but may in fact be an asset to the company as valuable 
knowledge is preserved within the company. On the other hand, a flow of knowledge 
protection may turn into a liability if it decreases the value created with the competitor. 
Whether intellectual capital flows aimed at protecting or sharing knowledge create 
value or not depends on the specific situation and the point of view taken. The 
dichotomies of sharing and protective knowledge depend on the interest of the 
company, that is, for whose benefit is the value created? Taking a few examples, we can 
observe that if the company has chosen a collaborative, sharing approach (like 
Company C in article 2), value created through intellectual capital flows are seen as 
assets for the industry. If the point of departure is competitive and protective (like 
Company N in article 2), the intellectual capital flows intended to protect knowledge 
from an external partner in interorganizational relationships will also be seen as assets, 
even though they may in fact decrease the value creation for the company.  

Even though flows of intellectual capital intended to protect knowledge may be 
beneficial for the company, as it retains its knowledge, the flow may still be seen as a 
liability on a societal level (as demonstrated in the Fabergé case of article 3). This 
indicates that the discussion of intellectual liabilities could also be advanced from the 
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company level in line with the Intellectual Capital approach research on the IC of cities, 
regions and nations.  

It should be noted that the collaborative and sharing view is not promoted as a 
standard solution and optimal goal in interorganizational relationships. The point is 
that the collaborative approach may create more value and fewer liabilities, but there 
are still risks involved, such as customers losing trust in the industry (as in article 5) 
and loss of employees and products to competitors (as in article 4) to mention just 
some.  

7.2. Managerial implications 

This thesis has established that interorganizational collaborative relationships affect 
the intellectual capital flows creating value for a company, not merely positively but 
also in a negative way by adding tension and contradictory flows. Blurred 
organizational boundaries between competitors collaborating provide opportunities for 
joint value creation, but also create a risk of knowledge losses.  Managers should be 
aware of the challenges when entering interorganizational relationships. The study 
indicates that the closer the collaboration is, the more intellectual capital flows that 
oppose each other we are likely to find, and the more difficult it will be to manage the 
relationship.  

Managers must identify potentially counteracting flows of sharing and protecting 
knowledge and prioritize the use of one over the other, to decrease the tension and 
confusion in the message communicated to the employees. Prioritization naturally 
depends on the point of view of the party who is to benefit from the collaboration and 
the reason for being involved in the collaboration. Decisions taken in a close, 
collaborative relationship where actors have shared values and are working towards a 
shared goal will be quite different from those taken by a single opportunistic company 
looking for short-term gains. It may also depend on whether the value acquired from 
protecting knowledge is greater than the value created by sharing knowledge with the 
partner (where the benefits are also shared) or vice versa. Obviously, each context and 
situation would have to be evaluated separately, as there are no easy, universal rules to 
follow.  

The study showed that there are also other measures that can be taken to try to 
decrease the tension. Employees need to be given signals that are as clear and 
unambiguous as possible, especially in a situation where collaborating with 
competitors. They need to know whether to be open with a partner, or whether to 
withhold certain things, and in that case which matters should be protected. If 
applicable, different hierarchical layers should be identified, so that employees know 
who to turn to in the partner company, the escalation chain would also have to be 
clearly identified in case of challenges to the relationship. Incentive structures need to 
be reflecting the views management has of the collaboration. If employees are expected 
to collaborate over company borders, then also the incentive program should be 
structured accordingly. Managers would, however, benefit from a greater awareness of 
the fact that different collaborative or competitive behaviors can co-exist in the same 
interorganizational relationship, but on different organizational levels. As seen from 
the cases, there might be considerable collaboration and sharing between managers at 
one level, but distrust and knowledge protection tactics being applied at another level.  

A strong organizational culture can be seen as both an asset and a liability when it 
comes to knowledge sharing and protection. As argued in the article on the Fabergé 
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studio, the strong culture of Fabergé served to protect the knowledge of the metal 
smiths. Similarly, one could speculate that a strong organizational culture may impede 
new knowledge from flowing in (also called not-invented-here syndrome). The 
company could become too dependent on internal exploration processes while 
neglecting exploitation opportunities in the network.  

This study confirms previous findings (Wilkinson and Young 1995) indicating that even 
companies with long-term relationships established in an environment marked by 
strong cooperation and competition are likely to act opportunistically, in spite of their 
actions causing damage to their partner. If the relationship is otherwise valuable, it 
seems to be something that the managers just have to accept.  

7.3. Limitations of the study  

This thesis does not explore the commercial effects of the value creation process and 
the knowledge sharing/protection. Companies enter collaborative relationships to gain 
financial benefits, and at least in article 4, where the relationships had lasted for over 
twenty years, there are positive financial consequences. If there were not, the 
relationship would most likely have been terminated by now. However, generally we 
can see that a relationship affects value creation through intellectual capital flows. To 
what extent, or whether the financially positive consequences of the collaborative 
relationships outweigh the financially negative consequences of tension in the value 
creation, are issues not measured in this thesis. Neither have the specific conditions or 
factors identifying the conditions or situations where it is better to protect than share 
knowledge or vice versa been identified or measured in any way.  

Property rights discussions are not included in the thesis. The enforcement of property 
rights is difficult, and a fuzzy area even in developed countries where there is legislation 
on patents, copyrights and trademarks (Augier and Teece 2005). Although recognized 
as important, the thesis is not concerned with the legal aspects of intellectual property 
protection.  

Following the conceptualization of intellectual capital into human, structural and 
relational, the same classification can be made for the intellectual liabilities (Stam 
2009). This study is, however, dealing with intellectual liabilities on a more abstract 
level when identifying their existence in interorganizational relationships, without 
categorizing them into sublevels.  

7.4. Suggestions for further research   

This thesis contributes primarily to research in the field of intellectual capital. To the 
best of my knowledge, there are few studies within the IC framework that do not 
concentrate on positive aspects such as knowledge sharing and collaboration. Sveiby 
(2001) does in his work on the intellectual capital flows, recognize that flows may 
counteract each other, and as a result neutralize the value creation process. The 
neutralizing factors mentioned are legacy systems and cultures that hinder intellectual 
capital flows that otherwise could have been taking place in the company.  

Yet most of the discussion of the intellectual capital flows is as expected focused on 
steps that companies can take in order to increase the flows and leverage the 
knowledge. This study has classified the flows into the value creating and decreasing 
flows of intellectual capital in interorganizational relationships. Furthermore, 
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situations where the value creating and value decreasing flows might neutralize each 
other were identified. Still, the potential value of any potential relationship has to be 
evaluated separately, as it depends on the context and specific characteristics of the 
actors and the relationship. An interesting avenue for further relationship would 
therefore be to select a few relationships for deeper investigation, and try to find 
specific situations where a) the flows neutralize the value creation, b) where value is 
created, or c) where value is decreased. The analysis of this thesis does not take into 
account the relative strength or weakness of the flows between the different forms of 
intellectual capital. Operationalizing the flows quantitatively would seem a feasible 
suggestion for further research.  

Bengtsson, Eriksson and Kock, in their 2008 article, have attempted to relate March’s 
(1991) notion of exploration and exploitation to the intensity of 
collaboration/competition. To take one step further and connect this line of thinking to 
the sharing and protective flows would be an interesting avenue of further research. 
More empirical research could also be done into the intellectual liabilities. So far the 
reasoning in earlier research has been mostly conceptual. Furthermore, the research 
could be elevated from the company level to reflect ongoing discussions on intellectual 
assets of cities, regions and nations (Bontis et al. 2000, Bontis 2004, Edvinsson and 
Bonfour 2005). This study identified the existence of intellectual liabilities in the 
intellectual capital flows promoting sharing or protecting of capital. At least at a 
conceptual level, the separation of liabilities into human, structural and relational 
liabilities has been done (Stam 2009). An interesting topic for a research project would 
be to empirically study and verify that classification, especially in the context of 
collaboration and competition.  

A specific issue that I identified in all the cases, but was not able to explore to any great 
extent, was the importance of the joint subcontractors to knowledge sharing. The 
subcontractors seem to have played a pivotal role in all the industries, and different 
companies had different approaches when it came to trying to control knowledge 
sharing through their subcontractors. An interesting avenue for further research would 
be to investigate how different subcontractors are affected by their customers’ approach 
to the issue.   
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APPENDIX 1: Interview guide for article 4 

1) Background information. Your position, years within the company, responsibilities? 

2) Could you describe shortly the relationship between Company A and X. 

3) What is the nature of this relationship between Company A and X.  

a. What is the purpose  
b. how well defined are the objectives 
c. how close is the relationship 
d. who gains the most from the relationship? 

 
4) How is the collaboration organized?  

a. What does Company A bring into the collaboration?  
b. What kinds of skills? Be as specific as possible 
c. How is the day to day collaboration managed, how do the employees of both 

companies work together on a daily basis?  
d. What does the other firm bring into the collaboration?  
e. Could the other firm learn to perform your part in-house? Or parts of it? What 

would happen? Why, why not? 
f. Do you have similar skills in any of the areas around which you are 

collaborating?  
 

5) What is the role of formal agreements between the firms, are there formal 
agreements? Are they used?  

6) Decision making.  

a. When decisions regarding the collaboration need to be taken, how’s the 
process 

b. do you have free hands or are there formalized ways? 
 

7) Problem solving.  

a. How are problems solved - informally or formally?  
b. Between the individuals or between the two organizations.  
c. The firms together or one?  
d. Of there are perceived problems, how do they manifest themselves 
 

8) Differences between in-house projects and collaboration with other companies.  

a. Is there any difference in the way you work in in-house projects and in 
collaborative project with another firm 

9) Which do you consider to be the most important skills for the survival of Company 
A?  

a. What is it that the company actually does?  
b. The company could not exist without these. 
c. How close to these are the skills that Company A brings to the collaboration.  
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10) Is there any perceived competition on any level between you and the other actor?  

a. On any levels? 
b. Perceived threats, dangers?  
c. Have you had problems or is the collaboration running smoothly? 
 

11) On a scale from one to five,  

a. how important are the skills that Company A  bring into the collaboration for 
the survival of Company A  

b. How much does Company A benefit from being in this collaborative 
relationship? 

c. How much does the other company benefit? Your estimation. 
d. How much risk is involved? On part of Company A , on part of the other firm 
 

12) Is there anything you though I would ask you that I haven’t?   
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ABSTRACT 

 

Both management scholars and economic geographers have studied knowledge and argued that the 
ability to transfer knowledge is critical to competitive success. Networks and other forms for 
cooperation are often the context when analyzing knowledge transfer within management research, 
while economic geographers focus on the role of the cluster for knowledge transfer and creation. 
With the common interest in knowledge transfer, few attempts to interdisciplinary research have 
been made. The aim of this literature review paper is to outline the knowledge transfer concepts in 
the two strands of literature of management and economic geography (EG). The paper takes an 
analytical approach to review the existing contributions and seek to identify the benefits of further 
interaction between the disciplines. Furthermore, it offers an interpretation of the concepts of cluster 
and network, and suggests a clearer distinction between their respective definitions. The paper 
posits that studies of internal networks transcending national borders and clusters are not 
necessarily mutually exclusive when it comes to transfer of knowledge and the learning process of 
the firm. Our conclusion is that researchers in general seem to increasingly acknowledge the 
importance of studying both the effect of and the need for geographical proximity and external 
networks for the knowledge transfer process, but that there exists equivocalness in defining clusters 
and networks.  
 
KEYWORDS: knowledge transfer, networks, clusters, ecologies of knowledge, interdisciplinary 
research 
  
1. INTRODUCTION 

Management scholars have argued that the ability to transfer knowledge is critical to competitive 
success (Levinson & Asahi, 1996, March & A., 1958, Powell, Koput, & Smith, 1996), with the 
postulation that organizations can learn from cooperation with other actors. Where researchers have 
explicitly studied how firms collaborate to generate economic benefits, there has been a tendency to 
focus on one particular benefit associated with cooperation, such as learning, lower transaction 
costs, or pooling of resources (Dyer, 1996, Hamel, 1991, Powell, Koput, & Smith, 1996, Teece, 
1987)  
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In contemporary economic geographical and regional development research, knowledge is also a 
central theme (Allen, 2000, Bunnell & Coe, 2001, Howells, 2002). The interest is rooted in the 
spatial dimension of localized knowledge, as knowledge transfer appears to be facilitated by 
geographical proximity and clustering. Thus, a characteristic for geographically bounded research is 
understanding the spatial dimension of innovative activity and knowledge transfer, knowledge 
spillovers, and the determinants and mechanisms that underlie industrial clustering (Audretsch & 
Feldman, 2003, Gertler, 2003, Malecki, 2000, Stafford, 2003). 
 
In regards of the research context for knowledge, management research has tended to focus on 
networks and other forms for cooperation, while economic geographers have tended to focus on the 
role of the cluster for knowledge transfer and creation. With the shared interest in knowledge 
transfer, some attempts to interdisciplinary research have been made. The concept of geographical 
clustering has recently received some attention by scholars of international business, themes 
ranging from the role of TNCs in clusters to the role of localized knowledge for small firm 
innovation activity.  (Birkinshaw & Hood, 2000, Dunning, 1998, Malmberg, Sölvell, & Zander, 
1996, Porter & Sölvell, 1998, Powell, 2003) Correspondingly, research within economic geography 
(EG) has shown a growing interest towards (external) networks and their influence on regional 
competitiveness (Amin & Cohendet, 1999, Bunnell & Coe, 2001, Conti, 1993, Dicken, Kelly, Olds, 
& Yeung, 2001, Malecki & Veldhoen, 1993, Yeung, 2000). Within management research there has 
also been an attempt to review the network concept of different disciplines (Araujo & Easton, 
1996). We feel, however, that this review did not sufficiently elaborate or discuss the distinction 
between terminology, such as industrial districts, networks, and clusters. Further, it provided a 
rather limited overview of the geographical literature, and thus we believe that a more in-depth 
comparison is called for.  
 
Despite the initial attempts to use the two concepts and strands of literature for understanding 
knowledge transfer, there still exists confusion of what distinguishes a cluster from a network.  This 
in part, stems from a number of equivocal typologies and concepts of what constitutes a business 
network and cluster respectively. Within both disciplines there has also in the past existed a 
tendency to juxtapose the role of organizational proximity (inter-organizational networks) to that of 
geographical proximity (clustering) (Morgan, 2001). But as this paper argues, using both strands of 
literature and understanding respective concept, without an aim of trying to identify which concept 
is the paramount for understanding knowledge transfer, can contribute to building a stronger 
foundation for understanding the concept of knowledge transfer within both disciplines.  
 
1.2 Aim and scope of paper 

The aim of this paper is to outline the knowledge transfer concepts in the two strands of literature of 
management and economic geography (EG). The paper takes an analytical approach to review the 
existing contributions and seeks to identify the benefits of further interaction between the 
disciplines. Furthermore, we offer an interpretation of the concepts of cluster and network, and 
suggest a clearer distinction between their respective definitions. 
 
The aim, however, is not to identify which geographic scale or which concept is more useful for 
understanding the knowledge transfer process, but rather to review the body of work in the two 
disciplines, outline some differences, and comment on the possibilities of further cooperation 
between the two fields. 
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1.2 Structure of the paper 

The structure of the paper is as follows: In the first part we introduce the issues under consideration 
and the aim of the paper. Next, a review of the concept of cluster and network as they are discussed 
in literature is conducted, followed by a comparison of the two concepts. In the third chapter, 
knowledge transfer is defined as seen in cluster and network literature. The material presented is 
discussed in the fourth chapter, and finally conclusions are drawn. 
 

2. DEFINING THE DIFFERENCE; CLUSTERS, NETWORKS AND ACADEMIC 

EQUIVOCALITY  
In international business and other academic literature networks and clusters are often assumed to 
denote the same thing (Cooke, 2001). However, as is outlined in this paper, this interpretation can 
prove misleading. The equivocalness over the differences between the two concepts follows a 
general academic reluctance to address and delimit the definitions (Cooke, 2001, Steiner, 1998). 
One of the main causes of this negligence can be traced back to the complexity and the fuzziness of 
the cluster-concept (Martin & Sunley, 2003) and network-concept (Nohria, 1992, Powell & Smith-
Doerr, 1994). Thus, in order to conduct a comparison and outline the main differences, the cluster 
and network concept definitions are reviewed in the following chapter. 
 
2.1 Defining clusters 

The importance and benefits of a spatially concentrated industry was already identified by Marshall, 
nearly a hundred years ago in his studies of industrial districts in Britain (Cooke, 2001, Malecki, 
2000). Since then it has continued to capture the attention of economic geographers (e.g. Cooke, 
2001, Hayter, 1997, Markusen, 1996, Piore & Sabel, 1984, Scott, 1988, Storper, 1997). The term 
‘cluster’, however, was brought to mainstream academic attention by Porter (1990).  
 
Despite rigorous research of clusters, it has been argued that researchers often tend to neglect to 
address what actually defines a cluster (Cooke, 2001, Martin & Sunley, 2003, Rosenfeld, 1997, 
2001). Literature displays a wide variety of cluster definitions; however, the most popularised 
definition is that of Porter (Porter, 1998: p.78); "Clusters are geographic concentrations of inter-
connected companies and institutions in a particular field.“ 
 
Whereas Porter's originally (1990) applies clusters to explain the competitiveness of nations, he 
later (1998) stresses the importance of the region and geographical boundaries.  Yet, it can be 
argued that the economic geographic community was critical and hesitant to use the concept, in part 
because of a sense of not-branded-here syndrome, and in part because it was felt that Porter 
portrayed his concept as something new, whereas largely similar had been conceptualised, if not 
popularised by economic geographers (Martin & Sunley, 2003). This notwithstanding, Porter's 
definition and cluster typology, or lack of such, has come under some rigorous, albeit constructive 
criticism from geographers. (e.g. Cooke, 2001, Martin & Sunley, 2003) The deception of the 
simplicity of Porter’s concept and typology is that it tends to render assumption that there is such a 
thing as a ‘standard cluster’, which is not the case (Martin & Sunley, 2003, Morgan, 2001). 
 
Since Porter’s definition, as presented previously, is often taken out of context and interpreted in 
various manners, we adopt the more descriptive and comprised definition of Cooke (2001: p.121):  
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“[A cluster is] Geographically proximate firms in vertical and 
horizontal relationships involving a localized enterprise support 
infrastructure with a shared developmental vision for business 
growth, based on competition and cooperation in a specific market 
field.” 

 
This definition better highlights Porter’s inclusion of vertical relationships and horizontal 
relationships between firms and institutions, as well as the importance and inclusion of common 
identity.  This definition is, however, far from complete as it still fails to address one of the main 
problems highlighted by Martin and Sunley (2003) in their extensive criticism of Porter’s cluster 
concept; what constitutes ‘geographically proximate’? In Porter’s typology geographical proximity 
seemingly spans from rural areas to nation states. If clusters operate on such a diverse range of 
spatial scales, and it is posited that knowledge spillover effects and externalities are scale-
independent then it undermines both the empirical and analytical significance of the concept 
(Martin & Sunley, 2003). Thus, there exists a further need for cluster research to address and argue 
for the choice of scales. Neglecting the spatial scales also makes the concept less distinguishable 
from the network concept, another problematic concept that will be outlined in the following 
chapter.  
 

2.2 Defining networks 

As the term network is used in several different research streams (within management, marketing 
and sociology), confusion exists about its contents. Academically, the term is used in social network 
analysis (Burt, 1992, Nohria, 1992, Uzzi, 1997), in the network perspective of inter-organizational 
research (Nohria, 1992, Powell, 1990), in the industrial network approach (IMP1) (Andersson, 
Håkansson, & Johanson, 1994, Ford, 2002, Håkansson & Ford, 2002, Håkansson & Snehota, 1990), 
and even as a network paradigm within marketing research (Hunt & Morgan, 1994, Morgan & 
Hunt, 1994). In inter-organizational research and strategy (Eccles, 1981, Jarillo, 1988, Powell, 
1990, Thorelli, 1986), including Williamson (1991, 1996), it is widely accepted that firms can exist 
in networks as a kind of third form of organization, as an alternative to the market as a regulating 
force, and the hierarchy with administrative power as regulators.  

 

However, as Nohria & Eccles (1992) point out, the term is in different academic streams and by 
different researchers used with such a multitude of meanings, that is has little intrinsic meaning left. 
According to Larsson, Bengtsson, Henriksson, & Sparks-Graham (1998), the use of the concept 
mainly leads to confusion in literature. However, in their discussion of the network metaphor 
Powell and Smith-Doerr (1994) come to the conclusion that the term network, despite its many 
meanings is useful 1) as an analytical tool employed in economic sociology (Uzzi, 1997), or 2) as a 
form of governance as in the industrial network approach (Turnbull, Ford, & Cunningham, 1996) 
and research on industrial districts (Piore & Sabel, 1984). Still, researchers within the industrial 
network approach argue that the network approach also provides a useful framework for analyzing 
interaction in business (Turnbull, Ford, & Cunningham, 1996), rather than being a form of 
governance. The view of the network adopted in this paper draws on the industrial network 

                                                           
1 IMP = the group of Industrial (sometimes International) Marketing and Purchasing, originally formed by among others 
Håkansson, Johanson and Ford. See Ford (2002). 
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approach, complemented and moderated with insights from inter-organizational research. In the 
following part the view of the network of the industrial network approach will be outlined.  

 

Within the industrial network approach, a business network is built up by three important variables: 
actors, activities and resources. Actors, which can be individuals, groups of individuals, parts of 
firms, firm or groups of firms, perform activities in the network and control the resources 
(Håkansson & Johanson, 1992). The general assumption of the network approach is that firms enter 
cooperative relationships with other firms in order to get access to the resources of the network 
(Johanson & Mattsson, 1987). Naturally, there is a limit to the number of relationships that can be 
maintained simultaneously by a firm, and relationships, despite being viewed as long-lasting, may 
have to be terminated in order for the firm to be able to create new relationships. The network is 
therefore characterized by exclusiveness, as a firm has to purposefully create and maintain 
relationships. (Håkansson & Snehota, 1998) Still, the network of the industrial network approach 
cannot be managed, as one firm cannot be in control of all the relationships, rather the firm has to 
manage in the network (Ritter, Wilkinson, & Johnston, 2002). This view is rather different Jarillo’s 
(1988) strategic network, which have a controlling hub firm in the middle that sets up and manages 
the network. 

 

The relationships cannot be analyzed or understood separately from other relationships in which the 
actors are involved, nor from the effects of other relationships surrounding them in the wider 
network (Håkansson, 1986). Thus the boundaries of the network are quite unclear, as “the whole 
global industrial system… (is) one giant and extremely complex network since there always exists 
some path of relationships that connects any two firms” (Mattson 1988, cited in Easton, 1992) In 
order not to get lost in an analysis of a global network, the unit of analysis is often a focal firm 
(Easton, 1992) or a focal net (Hägg & Johanson, 1983, Salmi, 1995). The focal net is defined as 
“the net of direct and indirect inter-organisational relationships that the focal firm perceives as 
affecting its business in certain (e.g. Russian) market” (Salmi, 1995), and can be differentiated by 
aspects such as products, processes, technology or geography (Easton, 1992).  In marketing, 
arguments have been raised for four different levels of analysis of the network, being the actor 
level, the dyadic relationship berween two firms, group analysis of triads of networks of more 
actors, and finally the network level, with a network consiting of a limited number of actors 
(Iacobucci & Zerrillo, 1996).  The network approach has also been criticized for being overly 
theoretical, but lacking empirical studies to support the theoretical conceptualizations (Turnbull, 
Ford, & Cunningham, 1996).  
 
The view taken in this paper is that a network consists of relationships connecting actors 
(individuals, groups of individuals, parts of firms, firm or groups of firms) that are cooperating in 
order to acquire resources they may not themselves possess.   
 
2.3 Comparing the concepts 

Very few attempts have been made to differentiate the characteristics of networks and clusters. 
Notable exceptions include Rosenfeld (1997, 2001) and Cooke (2001). Of these, Rosenfeld makes 
no explicit reference to which field of network research he bases his classification of networks on. 
Our understanding is, however, that he is mainly concerned with policy networks. Cooke’s 
classification is an adoption of Rosenfeld, albeit he outlines clearer what he defines as a network. 
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Both authors make a clearer distinction and stronger case in regards of what constitutes a cluster. 
One explanation for this may be that neither Cooke nor Rosenfeld are anchored in the management 
discipline, but in economic geography and regional development studies respectively. 

 

Table 1 Characteristics of networks and clusters. (Adapted from Cooke, 2001, Rosenfeld, 1997, 
Rosenfeld, 2001) 

 

CHARACTERISTICS NETWORK CLUSTER 

Membership Restricted Open 
Relationships Competitive through 

cooperation 
Competitive with cooperation 

Actor amalgam Common business goals Collective vision 
Base for interaction Formal partnerships Informal interaction 
Scale Limited, inter-firm Large 
Basis of knowledge transfer Relationships Location/proximity 

 

 

The main distinctions between networks and clusters are shown in Table 1. As an actor establishes 
relationships in order to get access to the resources within a network, there is a limit to the number 
of relationships each actor can maintain (Håkansson & Snehota, 1998). This results in a restricted 
membership. Clusters, on the other hand, can include tens of thousands of firms and other actors 
(Cooke, 2001), as exemplified in the much-cited case of Silicon Valley.  
 
Clusters enjoy knowledge spillovers from co-location. Factors that may explain the basis for 
knowledge spillovers, and thus the raison d’etre for clusters include staff recruitment and workforce 
mobility, observation of rivals, comparability of solutions, and the circulation of gossip and rumors. 
(Henry & Pinch, 2001, Malmberg & Maskell, 2002)  A common denominator for these processes 
are that they do not require the firms in the cluster to have a formal relationship or close interaction. 
They can have formal agreements and co-operation, but it is not a prerequisite. These processes, 
however, and their effects on localized knowledge transfer and generation still remain empirically 
under-researched (Bunnell & Coe, 2001, Howells, 2002). 
 
In the case of networks, the content of the established relationships is increased collective 
competitive strength through the cooperation between the actors, as they can pool their resources 
and knowledge and work towards a common goal. Whereas the cooperation in the network is on a 
more aggregate level, i.e. the firms as a group increase their competitive strength by cooperating; 
the relationships in a cluster contain both cooperation and competition on the firm level. The long-
term relationships between the actors in the network develop a joint understanding and trust that 
facilitates knowledge transfer.  

 

A further complication in separating between the two terms has been the recent policy interest in 
networks and inter-firm cooperation (Rosenfeld, 1997). This fascination can partly be traced to the 
success of northern Italy's industrial districts of small firm networks in the 1980s (Storper, 1997, 
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Tödtling, 1994). Policy makers became convinced that the basis for the region's success lay in the 
rate of inter-firm cooperation/networks. But as Rosenfeld (1997) notes, these networks were not the 
source for a local production system, but rather a result of mature and dynamic clusters. Another 
source of confusion relating to the industrial districts is that it sometimes is used on par with cluster, 
although the industrial district is a rather distinctive form of industrial agglomeration of SMEs in 
the same industry (Amin 2000b). These firms often operate in specialized market niches in 
traditional consumer industries, such districts have most famously been observed in northern Italy 
and southern Germany (Storper, 1997). 

 

3. KNOWLEDGE TRANSFER IN LITERATURE 

The management of knowledge is a crucial determining factor for creating and maintaining 
competitive advantage. (Prahalad & Hamel, 1990, Prusak, 1996, Winter, 1987) Extensive research 
has been conducted in a variety of academic disciplines, focusing on different aspects of production, 
appropriation, and transfer of knowledge. Some researchers have concentrated on the learning 
process (Levinthal & March, 1993, Szulanski, 1996), others have emphasized the creation of 
knowledge (Nonaka & Takeuchi, 1995), while still others have focused on the transfer and 
replication of knowledge (Zander & Kogut, 1995) The unit of analysis has varied from individual-
level (Brown & Duguid, 1996), to organizational level (Powell, Koput, & Smith, 1996), to regional 
and national level (Asheim & Isaksen, 1996, Florida, 1995). 
 
A dividing issue between management and EG is the key social environment shaping the production 
of knowledge. While EG literature, with some notable exceptions (see e.g. Allen, 2000, Amin, 
2000, Bunnell & Coe, 2001) tends to argue that local context matters more in shaping knowledge 
production, whereas management literature tends to focus on the organizational context and 
relationships between professionals bound together by a joint enterprise (communities of practice) 
(Brown & Duguid, 1996, 2000, Wenger, 1998).  
 
3.1 Tacit versus explicit knowledge 

Some confusion exists within both fields on the matter of explicit and tacit knowledge and to what 
extent they should be differentiated. Referring to Polanyi, some divide knowledge into two different 
types (Loebbecke & van Fenema, 2000, Nonaka & Takeuchi, 1995, Nonaka, Toyama, & Konno, 
2001), while others (Allen, 2000, Brown & Duguid, 2001, Gertler, 2003) argue that tacit and 
explicit are dimensions of knowledge. Nonaka and Takeuchi (1995) conclude that explicit and tacit 
knowledge are not exclusive, but rather complementary. They argue that knowledge can be 
converted from one form to the other. This view seems to be shared to an extent by some economic 
geographers (Malecki, 2000, Storper, 1997, Sturgeon, 2003), even though the views between the 
disciplines differ in regards to what extent it is possible to convert tacit knowledge into explicit. 
This debate has been of central interest within EG, since if all knowledge is codifiable, distance is 
rendered insignificant (as suggested by e.g. Cairncross, 2001). If a distinction should be made 
between tacit and explicit knowledge, the tacit dimension of knowledge can be seen as a central 
component for localized knowledge. It is generally seen as more geography-bound and -dependent 
than codified knowledge (Cooke & Morgan, 1998, Florida, 1995, Gertler, 2001, Lundvall, Johnson, 
& Lorenz, 2002). 
 
Our interpretation of the existence of tacit and explicit knowledge, following Brown & Duguid 
(2001), is that Polanyi (1962) was not arguing for two types of knowledge, but rather for two 
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dimensions. These are seen as two mutually interdependent dimensions, as the explicit dimension is 
based on the previously interiorized, implicit or tacit dimension (Allen, 2000, Brown & Duguid, 
2001, Gertler, 2003, Howells, 2002).  
 
3.2 The concept of transfer 

In its strictest sense, the term transfer implies a physical process where the control of a resources or 
the resource itself is passed from one actor to another (Håkansson & Johanson 1992; Grönhaug, 
Haunschildt & Priefer 1999). When transferring technology, the technology is considered 
transferred only when the ability to apply it has been transmitted from one actor to the other. 
(Grönhaug et al 1999) In this context technology can be seen as the embodiment of knowledge. 
Davenport and Prusak (1998) include two actions in the definition of transfer: transmission and 
absorption. If the receiver does not absorb knowledge, there has not been transfer, only 
transmission. Merely making knowledge accessible does not equate transfer. Similarly, it has been 
argued that knowledge can be transferred, but it depends on the absorptive capacity of the actor 
receiving the knowledge whether the transfer is completed (successfully) or not (Nonaka & Teece, 
2001). 
 
Research of knowledge transfer in networks: Vitalizing the death of distance? 
Management research on knowledge transfer can be divided into two groups: one focusing on intra-
organizational transfer and communities-of-practice, (Brown & Duguid, 1996, Szulanski, 1996) and 
the other mainly focusing on inter-organizational transfer, i.e. across firm boundaries (Lei, Slocum, 
& Pitts, 1997, Powell, 1998).  However, there are also studies where these two groups are 
combined. For example, a study by Iansiti and Clark (1994) shows that a combination of external 
acquisition (a capacity to access knowledge through relationships) and internal integration (i.e., the 
ability to transfer knowledge within the subunits of the organization) was one of the sources 
contributing to sustained performance at NEC and Nissan. On the intra-organizational level, the 
actors in the network are usually individuals or groups, while analyses of the exchange within the 
inter-organizational relationships usually are conducted on firms level.  
 
3.3.1 Intra-organizational transfer and communities-of-practice 
Within the intra-organizational research stream two main groupings can be identified. One stream 
focuses on MNCs and their problems with stickiness when purposively sharing knowledge within 
the multi-unit organization with formal organizational initiatives. The research (Hansen, 1999, 
Kogut & Zander, 1996, Szulanski, 1996, Tsai, 2001, Zander & Kogut, 1995, 1992) concentrates on 
the factors influencing the efficiency of knowledge transfer such as the characteristics or 
capabilities of the sender and the receiver, and the context, or how the network ties and position 
affects the sharing of knowledge. Knowledge transfer is usually viewed not only as a complex 
process with reconstruction and recombination of knowledge  
 
The other stream within the intra-organizational research, the communities-of-practice literature is 
concerned with the transfer and sharing of knowledge between people in a group as an emergent 
phenomenon.  The group, formed by socialization and sharing a certain context, works as a 
repository of knowledge, where the individuals’ heterogeneous skills partly overlap each other and 
new knowledge is formed in the interaction. (Lave & Wenger, 1991, Wenger, 1998) Brown & 
Duguid’s (1991) communities-of-practice are closely related to Nonaka’s (1994) concept of “ba”. 
However, “ba” is a shared specific time and space for creation of new knowledge, not necessarily 
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physical, while the concept of communities of practices is rather used for sharing already existent 
knowledge. (Nonaka, Toyama, & Konno, 2001)  
 
3.3.2 Inter-organizational transfer  
Inter-organizational knowledge transfer can be deliberate, such as in learning agreements and joint 
R&D projects, or unintentional as in spill over effects and competitor imitation. The deliberate 
transfer has been analyzed as the key component in cooperative behaviours such as licensing, R&D 
cooperation, joint ventures, development of new processes etc. The transfer may be identified as 
interaction of employees, exchange of services, assets or patents, or publications. Through 
cooperation the firm to gets access to technologies, and hence the ability to develop and provide a 
more extensive variety of products or services, and also access to knowledge and skills beyond the 
firm's boundaries (Powell, 1987). The firms involved in the exchange can be actors in a supply 
chain, suppliers cooperating to meet a buyer’s needs, or actors on the same market level.    
 
Extent research has been conducted on inter-organizational cooperation and transfer of knowledge 
between firms (Alter, 1993, Kogut, 1988, Powell, 1998, Powell, Koput, & Smith, 1996, Powell, 
1987, Prahalad & Hamel, 1990, Wathne, Roos, & von Krogh, 1996). The method of transfer has 
been studied by Appleyard (1996), however, without explicitly distinguishing between information 
and knowledge transfer, or examining creation of new knowledge received from the network. 
Others have used patent data to analyze knowledge transfer (Almeida, 1996, Mowery, Oxley, & 
Silverman, 1996).  
 
The outcome of the knowledge transfer depends on several factors, where the notion of absorptive 
capacity (Cohen & Levinthal, 1990) has received extensive attention.  Absorptive capacity is the 
ability of the receiver to assimilate, value and use the knowledge transferred. According to Cohen 
and Levinthal (1990, p 129) “…the notion of absorptive capacity is that the organization needs prior 
related knowledge to assimilate and use new knowledge”. 
 
The tacit characteristics of the knowledge affect the transfer. Scholars disagree whether only 
explicit knowledge can be integrated through networks. Knowledge with a more tacit dimension is 
difficult to manage and represents a more important strategic asset than explicit knowledge. Thus it 
is argued that it especially in horizontal cooperation should be kept within the organisation. 
(Chesbrough & Teece, 1996) Similarly, there is a fear that in cooperative relationships with 
competitors involving knowledge transfer the firm will "nurture their competitors in unintended 
ways'' (Lei, Slocum, & Pitts, 1997) Furthermore, as tacit knowledge is often institutionally as well 
as organisationally specific, co-operation is likely to be more successful between firms in similar 
contexts. (Lei, Slocum, & Pitts, 1997) 
 
The knowledge acquired through cooperation with other actors may be used for different purposes. 
First, the firms are cooperating to achieve some kind of relationship specific knowledge or jointly 
create new knowledge. Second, the cooperation itself brings with it general knowledge on how to 
cooperate with others. This so called relational experience can then be used in other cooperative 
agreements. (Kale, Singh, & Perlmutter, 2000, Kale, Dyer, & Singh, 2002) Also a study of (Powell, 
Koput, & Smith, 1996) supports these findings, as they note that firms already are collaborating 
tend to increasingly enter cooperative relationships and simultaneously become better at 
collaborating 
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3.4 Research of knowledge transfer in clusters: Resurrecting the tyranny of distance? 

Shared and public knowledge forms the basis of successful localities and regions (Malecki, 2000); 
this is a central postulation in economic geography and regional studies. Relating to the cluster 
concept is the supposition that geographical concentrations of industries gain performance 
advantages through co-location (Doeringer & Terkla, 1995). The very basis for a knowledge-based 
economy, namely know-how, innovation and technology, appears to be facilitated in terms of 
creation and transfer by geographical proximity and when processes are localised.  Thus, much 
research within contemporary economic geography relates to understanding the spatial dimension 
of innovative activity and knowledge transfer, knowledge spillovers, and the determinants and 
mechanisms that underlie the tendency of innovative activity to cluster (Audretsch & Feldman, 
2003, Krätke, 2002, Stafford, 2003).  
 
A cluster approach enables an enhanced understanding of the firm and its knowledge transfer 
through its addition and emphasis on a socio-cultural, institutional and spatial context and 
environment. And although the cluster concept and its typology has recently been criticised 
(Malmberg & Maskell, 2002, Martin & Sunley, 2003), and despite the predicted ‘death of distance’ 
(Cairncross, 2001), the existence of clusters is hardly debatable: materials productions, financial 
centres, and innovative activities remain highly clustered (Amin & Thrift, 1992, Audretsch & 
Feldman, 2003, Cooke, 2001, Leamer & Storper, 2001, Porter, 1998, Tödtling, 1994). The reasons 
for clustering is, however, less clear-cut. 
 
According to Storper (1997) clusters are characterised by so called untraded interdependencies, 
which includes not only the formal and traditional buyer-supplier, input-output relationships, as 
emphasised in transaction-cost theory, but also informal rules, conventions, and habits for 
interpreting knowledge. These untraded interdependencies, "sticky" to their nature, are the locus of 
regional competitiveness (von Hippel, 1994).  
 
3.4.1 Knowledge spill-overs and collective learning 
A cluster-effect that has gathered much attention in contemporary EG research is that of knowledge 
spillovers. Although cluster studies take on many an approach, and albeit different definitions are 
abundant, e.g. industrial agglomeration, learning region, innovative milieu, national/regional 
innovation systems, industrial districts etc. (and although they are not as such denoting clusters), a 
common denominator is the assumption that long-term competitiveness of the firm is decided by its 
ability to innovate and learn continuously. (Cooke, 2001, Florida, 1995, Malmberg & Maskell, 
2002)  
 
The development of knowledge is heavily influenced by face-to-face contact and human interaction, 
a process that is constrained by distance. Externally acquired knowledge and information bear 
scanning costs and face various acquisition barriers, often correlating with distance (Howells, 
2002). Another common assumption is that spatial proximity facilitates knowledge spillover 
(Howells, 2002, Jaffe, Trajtenberg, & Henderson, 1993, Malmberg & Maskell, 2002), and thus 
knowledge transfer. The explanation offered is that firms in the same industry or closely related 
industries trigger processes that create dynamism, flexibility, as well as enhancing learning and 
innovation.  
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The learning process itself is to a large extent a social process, be it through educational institutions 
or the research laboratory (Howells, 2002, Wolfe, 2002). For the individual firm, geographical 
proximity can facilitate contact to other firms, who have developed or adopted new technologies. 
These kind of formal knowledge spillovers and manifested relations in clusters are more common in 
vertical relationships, in other words in supplier-buyer relationships (Malmberg & Maskell, 2002). 
Informal knowledge spillover and knowledge sharing are harder to measure, although they are also 
part of the knowledge spillover process (Howells, 2000, 2002, von Hippel, 1994). Informal and 
unintended spillover effects may occur e.g. through workforce turnover, during joint training, or 
conferences (Henry & Pinch, 2001). These kinds of informal spillover processes do not presuppose 
a formal relationship between the actors in the cluster. 
 
The importance of local institutions has also received deserved attention in EG literature. 
Institutional actors are of great importance in their role as agents they are still the main providers 
for infrastructure and in essence the underlying and surrounding environment, which facilitates the 
transfer of technology, knowledge and innovation (Clark, Tracey, & Lawton Smith, 2002, Florida, 
1995).  
 
It is also important to bear in mind that agglomerations, as such, do not necessarily produce or 
result in beneficial untraded interdependences or positive spillover effects (Malmberg, 1996, 
Saxenian, 1994). In this context it should be mentioned that there exists a difference between the 
terms ‘agglomeration’ and ‘cluster’, although the former is sometimes questionably used on par 
with the latter. Agglomerations also feature geographic proximity and intersectoral 
complementarity with certain external economies as a result of co-location, but these spillovers are 
yet to excel and transcend to the extent that is the case in clusters. Agglomerations lack the identity 
and capacity for establishing representative associational mechanisms that is possible in clusters 
(Cooke, 2001).   
   
3.4.2 The role of the social milieu and embeddedness 
It can be argued that some of the benefits derive from clusters and between the actors within, are 
only possible because of the social climate. A local culture, with shared values, norms and 
institutions facilitates the diffusion and adoption of tacit knowledge between firms. (Lundvall, 
1988, Malmberg & Maskell, 2002, Storper, 1997)  The marginal cost of transmitting knowledge is 
lowest through frequent social interaction, observation and communication (Audretsch & Feldman, 
2003). In essence, a region and culture of greater interdependence and exchange among individuals 
can contribute to a superior innovative performance, than in regions where firms and individuals are 
more isolated and less interdependent (Saxenian, 1994, Scott, 1998). In clusters, spatially defined 
communities can be formed, thus facilitating communication, as communication gaps can be 
formed if the same language, beliefs, norms and values are not shared (Malmberg & Maskell, 
2002). Physical proximity enables more personal relationships, which in turn, create opportunities 
for co-operation by heightened awareness, trust, and commitment (Eisenhardt & Schoonhoven, 
1996). The importance of social embeddedness further emphasises why "proximity" (or "distance") 
of firms should not focus only on physical closeness, but also cultural and organisational closeness 
(Gertler, 1995). 
 
However, some scholars point to the danger of over-emphasising the need for local embeddedness 
as a developmental mechanism (Dicken, Forsgren, & Malmberg, 1994, Tödtling, 1994, Woolcock, 
1998). In order to grow and prosper a firm needs to integrate with external networks and develop a 
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certain autonomy from the strong local embeddedness (Woolcock, 1998), this also tends to 
highlight one of the downside of clusters: the problem related to path-dependency and lock-in 
(Arthur, 1989), another phenomenon that has captured the attention of economic geographers 
(Cooke & Morgan, 1998, Glasmeier, 1994, Storper, 1997) as well as geographic economists 
(Krugman, 1991). The criticism is also relevant as it emphasises that depending on the size (SME or 
TNC) and structure of the organization and industry the need for local embeddedness can vary. 
Whereas in some industries, such as electronics, the utilization of a global organization of R&D is 
more common, in other industries, such as biotechnology, transnational corporations and global 
networks may play less of a role in the transfer of knowledge (Bunnell & Coe, 2001). The local 
dimension of tacit knowledge also highlights the need to distinguish between different industries 
and industry structures. If it is accepted that the codified dimension of knowledge is less 
geographically bound than the tacit dimension, then industries that depend on more codifiable 
knowledge can be expected to be less dependent on location. Howells (2001) mentions the 
pharmaceutical industry as an industry more dependent on the codified dimension of knowledge, 
embodied e.g. in patents and scientific papers. 
 

4. DISCUSSIONS AND CONCLUSIONS 

In regards to knowledge-transfer research; economic geographers may face some problems 
concerning the object of study. Choosing regions as the object of study may juxtapose relational and 
organizational proximity on the one hand with geographical proximity on the other. The danger in 
this has been referred to as “spatial fetishism” (Amin & Cohendet, 1999, Massey, 1986, Morgan, 
2001) and “regional gaze”. Space cannot be used as an explanatory factor for economic action nor 
can it be treated as a separate research object in isolation from economic and social embeddedness 
(Bathelt & Glückler 2003, Lagendijk, 2002). Rather, it has been argued that economic actors and 
their action/interaction should be at the core of a theoretical framework of economic geography, and 
not space and spatial categories. (Bathelt & Glückler, 2003) This scrutiny withstanding, the 
discipline displays an established, particular stream of research that emphasizes the firm as the focal 
unit of analysis (e.g. Krumme, 1969, Markusen, 1994, McNee, 1960, Oinas, 1998, Törnroos, 1991).  
 
The unit of analysis is also problematic in management research on networks. Sometimes the terms 
network and nets are not only used interchangeably, but also each term may refer to a number of 
different phenomena. (Easton, 1992) The term “local networks” have also been used on par with 
clusters, which, as we have outlined, is misleading. In addition, network research in general has 
been criticized for limiting the unit of analysis to firms and industrial sectors, and not paying 
sufficient attention to other actors or institutions in the empirical work and analyses (Dicken, Kelly, 
Olds, & Yeung, 2001), especially for achieving a more thorough understanding of knowledge 
transfer processes (Bunnell & Coe, 2001). 
 
It can be argued that economic geography has done well in incorporating the social, institutional 
and cultural understandings of knowledge transfer (Barnes, 1999, Yeung, 2001). Still, Bunnell & 
Coe (2001) posit for bringing networks to the forefront in knowledge transfer research within EG. It 
is argued that networks can help identifying the threads that link together clusters and nodes. 
Nevertheless, the same authors argue that cause of priority should not be given to one scale of 
analysis over the other.  
 

SJOURNAL OF INTERNATIONAL BUSINESS STUDIES – www.jibs.net - 2003 
 

12  



JIBS Literature Review  

The literature review of this paper has shown that rather similar concepts are discussed in terms of 
knowledge transfer and definitions of knowledge in management and EG literature. The tacitness 
and stickiness of knowledge are discussed in both research streams, as well as problems occurring 
when transferring knowledge with more tacit dimensions. The codification of tacit knowledge and 
discussion around whether this is possible to codify or not, has received extensive attention, and 
there are diverging views in both streams of literature. A lack of definitions of the phenomena 
networks and clusters is observable in both research streams. This in turn leads to even further 
confusion when attempts are made to conduct interdisciplinary research. Research on clusters has in 
management literature been portrayed as mainly concerned with the link between industry clusters 
and national competitiveness (Birkinshaw & Hood, 2000), and thus it might have adhered further 
management research of the concept. This portrayal might also unintendedly have advocated for the 
adoption of terminology such as ‘localised networks’. However, this has also been reinforced by 
EG’s initial unwillingness to adopt the term  “cluster” as coined by Porter.  
 
In our view, studies of internal networks transcending national borders and clusters are not 
necessarily mutually exclusive when it comes to transfer of knowledge and the learning process of 
the firm. Rather they can be mutually reinforcing and complimentary. (Keeble & Wilkinson 1999, 
Oinas 1999) Studies of firms in clusters can be complimented by studies of networks and supplier 
systems as sources of innovation (Florida, 1995). When considering the role of proximity and 
geography, the nature of the knowledge that is being transferred, and the context of its generation 
and transfer have to be taken into account and outlined (Howells, 2002). 
  
Nevertheless, EG researchers can do well by increasingly asking themselves to what extent and how 
studies of (external) networks can improve EG-researchers understanding of the spatial dimension 
of knowledge transfer? However, when using the term ‘network’, EG research should better posit 
where their conception of networks stands in relation to the different network-schools. A focal shift 
from the ‘fuzzy’ clusters to networks cannot be done without a clear definition and typology of the 
latter. There seems to exist a certain notion within EG literature that the grass is greener and the 
definitions are clearer within network studies.   
 
Management research on knowledge transfer can, on the other hand, be advised to pose the 
question; to what extent and how does studies of clusters improve management researchers 
understanding of the organizational dimension of knowledge transfer? Without belittling the 
seminal nature of Porter’s (1991), and Piore and Sabel’s (1984) contributions to cluster studies, 
when including the cluster term in management research it advisable to keep in mind that a lot of 
water has run under the bridge since these cluster studies, and that a lot of water had run beneath 
before. The literature review of this paper does not do justice to the breadth of cluster research; it is 
merely a selective sample highlighting what EG-literature can contribute in to further understanding 
the process of knowledge transfer.   
 
Our conclusion is that researchers in general seem to increasingly acknowledge the importance of 
studying both the effect of and the need for geographical proximity and external networks for the 
knowledge transfer process. This view is seemingly embodied in the so-called “ecology-of-
knowledge”-approach, as advocated by Morgan (2001) and coined by Brown and Duguid  (2000). 
This approach is neither shackled by the spatial nor the organizational fetishism. It acknowledges 
the firm as the main actor, but without trivializing the role of proximity. As Morgan (2001 p. 15) 
puts it:  
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“The spatial core of these ecologies of knowledge may be a regional cluster, 
but the outer boundaries might straddle multiple spatial scales, from the local 
to the global, because some of the firms which constitute the ecology will be 
multi-locational organizations.” 
 

We believe that this is a purposeful starting point for further research on knowledge transfer.   
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39 A network perspective of international
entrepreneurship
Susanna Hinttu, Maria Forsman and Soren Kock

The purpose of this study is to develop the understanding of how social
networks affect the internationalization processes of firms. Of particular
interest is how social networks make a difference in terms of business
partner selection. First we present a traditional theoretical framework to
the internationalization process and focus more deeply on the network
approach within the internationalization process. We continue by describ-
ing the social network approach and in more detail the impact of social
networks on the internationalization of firms. Excerpts from empirical
findings of different studies illustrate the theoretical discussion. Finally we
conclude the discussion with implications and suggestions for further
research.

Methods
When adopting a relationship approach some methodological difficulties
need to be pointed out. An outsider may get a somewhat superficial com-
prehension of the relationship and the network the actor is involved in as
a whole, since the actors may have different perceptions of the network. We
do not consider networks as set structures but as subjectively perceived con-
texts more or less planned for activities having an impact on the interna-
tionalization process. Each actor has a network position in a specified
network. Actors can be positively connected, implying a synergetic, coop-
erative relation, or negatively connected when they compete to develop
exchange relationships with a third party (Bengtsson and Kock, 1999).
Relationships are here assumed to be positive.

Our methodological approach is qualitative in the sense that we have
conducted semi-structured interviews with key actors in selected firms.
Some of the cases quoted are based on secondary data. The aim of the
interviews was to try to pinpoint and describe the existing networks that the
studied key actors are in. Since international integration is an important
aspect of internationalization, strategic objectives to establish positive con-
nections to other actors involve developing relationships with several differ-
ent geographical regions (Hertz and Mattsson, 2002). Two dimensions of
social networks may be recognized, actors embedded in a psychically closer
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national network and actors in a more distant international network. How-
ever, we draw attention to the importance of the international social net-
work, consisting of considerable significant relationships when deciding on
the partner selection.

The internationalization process

The conception of firms expanding into international markets in an incre-
mental stepwise manner is well documented. Johanson and Vahlne (1977)
probably provide the most commonly cited conceptual and empirical base
for this notion, known as the Uppsala model. Their research stresses that
managerial learning takes place during the internationalization process and
shows that a series of stages of internationalization occurs as commitment
and investments in foreign markets increase. According to the model, firms
are often predicted to start the internationalization process by moving to
markets psychically close to the domestic market and entering more distant
markets at a later stage. After the initial expansion with low risk, indirect
exporting to similar markets, firms will improve their foreign market
knowledge and gain more experience. This leads to a greater increase in
foreign market commitment and to expansion into more distant markets
over time. The model also shows how managerial learning drives interna-
tionalization (Coviello and Munro 1997).

Today, Firm C has agents in both Sweden and Australia, and also direct contacts
established by the entrepreneur himself. In the future, the role of agents will be
very limited. Direct contacts and probably also joint ventures will come in [to]
the picture. The entrepreneur has become friends with other managers he has
met at fairs abroad or via clients, from whom he has learned a lot, and vice versa.
They know the business in the country concerned, and have operated for a long
time there; the entrepreneur believes that, in the long run, they will act as god-
fathers, to help them to get into the markets. (Hurmerinta-Peltomaki, 2001)

Christensen and Lindmark (1993) claim that the present models of inter-
nationalization take into account only problems more characteristic of
large firms and that these models do not consider the importance of the
network context or the case of social networks. Findings suggesting that
the model of internationalization is somewhat different for small firms
from larger corporations, and thus results particularly interesting for this
study, are presented by Lindqvist (1988) and Bell (1995). They suggest that
the pattern of internationalization and the entry mode choice of small
firms may be influenced by, among other factors, close relationships with
customers (Lindqvist, 1988) and that inter-firm relationships (with clients,
suppliers and so on) appear influential in both market selection and mode
of entry for small firms (Bell 1995).
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Johanson and Vahlne (1992) found foreign market entry to be a gradual
process, resulting from interaction between parties that are developing and
maintaining relationships over time. A sequential search process is likely to
be undertaken, first by contacting actors the firm has direct relationships
with and, later, actors with whom the firm has indirect relationships. Using
the social network as an information source and also as a potential partner
search area is common. Researchers within the area of internationalization
have started to examine the important role of personal relationships in pro-
moting business (Agndal and Axelsson, 2002) but so far research is modest
when it comes to the development of business relationships. ‘The last few
years we could have sold more boats than we can build. We haven’t had to
do any marketing at all, with old contacts . . . we have easily sold everything
the firm has produced’ (personal interview with Marketing Director
Johansson, Baltic Yachts); ‘Information about the competitors and new
opportunities are obtained from personal relationships as well as from
the customers, Internet and agents’ (personal interview with Managing
Director Staffans, Baltic Yachts).

The conclusions from studies made by Holmlund and Kock (1998) is that
firms are not able to increase their rate of international business beyond a
certain level in accordance with the stage model. The authors, however, do
not elaborate on the reason why some firms are able to extend their busi-
ness abroad quite rapidly when others get stuck at one of the first stages in
the stage model described.

The network perspective further develops the models of incremental
internationalization by suggesting that a strategy of a firm emerges as a
pattern of behaviour influenced by a variety of network relationships
(Coviello and Munro, 1997).

Internationalization and the network model

Based on the degree of internationalization of the market and the firm,
respectively, a model has been developed by Johanson and Mattsson (1988)
(see Figure 39.1). As demonstrated by the model, firms have access to and
need for different resources during different market conditions.

A firm with few international business relationships and whose compet-
itors and suppliers are in the same position can be categorized as ‘The Early
Starter’. The firm has little knowledge of foreign markets and has little
opportunity to acquire knowledge from its relationships in the home
market. An agent can, however, provide information about ways to enter a
market abroad. Consequently, the agent will reduce the risk and costs.
Early starters can be encouraged to internationalize by distributors or
buyers abroad.

‘The Lonely International’ is a firm that is highly internationalized but
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embedded in the domestic market with few international actors. Com-
monly it is the lonely international that alone has the possibility of inter-
nationalizing the domestic market. The firm has knowledge and experience
from foreign markets; that is, it has been exposed to various ideas and expe-
rience which advance the firm’s knowledge development (Chetty and
Blankenburg-Holm, 2000; Barkema and Vermeulen, 1998). The lonely
international is a forerunner in the domestic market and thereby has a stra-
tegic advantage.

‘The Late Starter’ is embedded in relationships in a domestic market that
is already highly internationalized. Through these direct or indirect rela-
tionships the firm will gain access to international actors. The firm will
more or less be forced to internationalize. The late starter has been left
behind and has a disadvantage as competitors have already entered foreign
markets.

‘The International Among Others’ is a highly internationalized firm
operating on an internationalized market. The firm has knowledge about
international actors and markets and can commit itself to international
activities. The firm also has easy access to the resources required both
domestically and internationally.

However, the model has also been criticized for certain weaknesses.
Chetty and Blankenburg-Holm (2000) found some irregularities where the
model did not distinctively describe every matrix. In addition, they claim
that no attempts were made to describe how firms move from one position
to another, nor were different problems or i.e. the importance of decision
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makers or firm characteristics, discussed. Despite a stimulus for internation-
alization, the manager might not respond out of fear of losing control over
the firm, unwillingness to internationalize or on other personal grounds.

The nature of the relationships established between various parties will
influence strategic decisions since the network involves resource exchange
among its different members (Sharma, 1993). Through these network
resources firms can gain a lot of useful new information at the right time.
Information exchange takes place not only within the direct network. Also
referrals through a third party can be useful in the long run. Burt (1992)
states that the above-mentioned information benefits are maximized in a
large diverse network of trusted contacts. Thus firms operate in networks
where the relationships function as bridges to unfamiliar markets;
the opportunities and motivation for internationalization are obtained
through these bridges (Sharma and Johanson, 1987).

Sometimes the internationalization may also follow a somewhat unpre-
dictable pattern, related to the opportunities and threats of the external
environment (Benito and Welch, 1994). Opportunities and threats may be
presented to the firm by partners in the same network, as in our example
below, and may therefore influence the firm’s future actions. These external
ties may drive, ease or prevent firms’ choice of actions in their international
process (Coviello and Munro, 1997).

Having this Swedish client is very important for us; because of them we find out
what happens outside the borders, what is the price level and how our competi-
tors are acting. It gives us a totally different picture than if we were operating
only in Finland, alone. (Hurmerinta-Peltomaki, 2001)

The social network perspective

Galaskiewicz and Zaheer (1999) point out that missing from the discus-
sions of organizational fields are the social networks which exist among
natural persons. These people have contacts, which extend far beyond the
walls of the organizations they are working in. Networks by definition are
constantly evolving and changing. The critical elements in a firm’s strate-
gic success are the ability of the firms in the network to influence these
changes over time and thus create and maintain the most advantageous
membership. The composition of the network and the degree to which the
actors of the network are rich in information, skills, referrals and other
resources a firm needs are significantly important for the firm’s future
success (ibid.).

It doesn’t matter if people around here would start producing identical boats as
us tomorrow. They would not be able to sell one single boat. They would be too
expensive. It’s all built on social relations with the company after many, many
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years in the business . . . we have a lot of personal relationships out there which
we can use and are using. . . . We are much more known internationally than we
are on the domestic market, our exports are a hundred per cent. (Personal inter-
view with Marketing Director Johansson, Baltic Yachts)

In spite of the fact that there is a growing consensus that networks do
matter, a debate has arisen over whether it is the closed network with many
strong ties or the more open network with the brokerage opportunities that
is the more important. Clarifying the implications of cohesive versus dis-
connected networks for various organizational outcomes is therefore of
great importance. A cohesive network, as explained by Coleman (1988), is
important for the development of social capital. It ensures that actors
behave in a trustworthy manner because it allows proliferation of obliga-
tions and expectations. It is also the source, where reliable information is
exchanged and where norms that put collective interests ahead of individ-
ual self-interest can be observed. Some benefits of the cohesive network can
only be captured by those who invest in them (ibid.).

By employing Chinese persons from the industry in question – often from organ-
izations with which they had been negotiating – the export company obtained
employees in China with guanxi to buyers and/or governmental organizations.
The highly specialized educational system in China also resulted in extensive
social networks among those who had worked together. These persons occupied
central positions and had quite strong ties with centrally placed actors in the
social networks that often were found within an industry. (Bjorkman and Kock,
1995)

A central actor in a disconnected network, as Burt (1992) explains it,
gains additional advantages such as more valuable information received
early and, through more referrals, serving as a positive force for future
opportunities. The disconnected network works most efficiently if those
with whom the central actor has direct and indirect relationships have no
direct or indirect ties to one another; that is, the network is rich in structu-
ral holes (Burt, 1992).

Granovetter (1973) states that relationships based on weak ties are of
greater importance when considering distribution of new information
flowing in the network, since people moving in circles distant from our own
will have access to different information. It is suggested that close relation-
ships reflect the concept of embeddedness. These relationships are distin-
guished by the personal nature of the business relationship and their effect
on economic processes.

Strong ties are even more emphasized by Uzzi (1997), stating that embed-
ded relationships have three main components that regulate the expectations
and behaviour of the exchange partners: trust, fine-grained information
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transfer and joint problem-solving arrangements. The relationships are
managed by trust, which promotes access to privileged resources and extra
efforts. Furthermore, the information transfer in the embedded network is
more fine-grained, tacit and holistic compared to pure price exchange data
of market relations. Finally the joint problem-solving arrangements deepen
the relationship and promote useful learning and innovation.

Several respondents noted that the development of personal trust was more
important in China than in other locations where they had been working. The
trust that exists between actors in a social network was seen as particularly
important concerning transactions which involved illegal elements such as ‘extra
commissions’ paid to foreign bank accounts or lavish gifts. (Bjorkman and
Kock, 1995)

Figure 39.2 presents the various dimensions of social relationships. The
atomistic manager has few and weak social relationships. The manager can
be considered as lonely and is often left outside. In an international context
this type of manager has problems as every new decision follows a trial-
and-error pattern.

The collective manager aims at collecting information from different
sources in order to minimize the risk involved when taking decisions con-
cerning international business. The major drawback is that, since the infor-
mation comes from weak ties, its trustworthiness can sometimes be
questioned. If the collective manager does not give information back, the
others will soon regard him as a ‘black hole’, consuming information and
giving nothing back.
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The safe manager uses few but strong relationships in his decision process
in international business. That the relationships are strong indicates that he
can trust the information received and has developed a more comprehen-
sive contract, which might also include problem solving. A disadvantage is
that the other individuals have the same norms and the information is
therefore very similar and can become a burden in some cases, as men-
tioned earlier. This manager deals with long-lasting social relationships.

The hub manager has gained a very strong and central position as he has
many strong relationships. He is connected to different networks and can
consequently receive a lot of new information at an early stage, which he
can use for connecting different parties and creating new opportunities. His
major problem is that the time invested in all the relationships needs to be
reduced and therefore he only keeps in touch with the most central actors
in each cluster in his network.

The influence of social networks on the internationalization process of
SMEs
Much of the small firm network research focuses on general network influ-
ences on firm behaviour, but certain studies, as mentioned before, have
highlighted the potential role of networks in small firm internationalization
(Lindqvist, 1988; Bell, 1995). However, these studies have not looked spe-
cifically at social networks, formal as well as informal, and their impact on
the internationalization process. Coviello and Munro (1997) state that lit-
erature on the potential influence of network relationships on the interna-
tionalization process is increasing, but that research providing detailed
information about specific network and relationship influence is non-
existent. Their findings indicate that, in small software firms, the interna-
tionalization decisions and growth patterns are very much shaped by their
network of formal and informal relationships.

Having experienced market success, each firm also began to desire
greater control in the network and looked forward to furthering their inter-
national expansion through development of additional relationships
(ibid.). Just as skilled managers are important to the growth of the firm
(Penrose, 1959), they are significant in internationalization.

Agndal and Axelsson (2002) point out that a new person in a firm will
always bring with him a personal network consisting of family, friends and
earlier business relationships, which they call the ‘relationship sediment’.
These contacts can be used for either company or private purposes,
depending on that particular person’s willingness to share and ability to
use them.

Galaskiewicz and Zaheer (1999) claim that several aspects of interper-
sonal ties distinguish them from interorganizational ties. The contents of
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interpersonal ties may often be either expressive or emotional, but do also
usually include an instrumental aspect. They are also generally invested with
meaning, which makes them central to a person’s identity. They can also be
inherently positive or negative, meaning that a person may enjoy or dislike
engaging in relationships with others. These ties can play an important part
in a firm’s strategy to gain control over its environment. The social networks
between individuals are largely invisible and mostly unknown to others
outside the network, which gives the firms involved a competitive advantage.
Certain problems may, however, occur, according to Galaskiewicz and
Zaheer (1999) on different levels such as the micro behavioural level, the
relational level and the field level.

The first problem on the micro behavioural level is the expression
problem. As interpersonal ties are likely to present a more salient expres-
sive aspect and contain more emotions than interorganizational ties, the
reaction of employees to certain features can be emotional, and conse-
quently perhaps not serve the interest of the employer. The second problem
is the hierarchy problem. A direct proportional impact has been established
between the results of personal ties on interorganizational strategy and the
status of the individuals involved (Zaheer, Lofstrom and George, 1998,
cited in Galaskiewicz and Zaheer, 1999). An organization is divided into
different hierarchical levels, and the social networks of actors at different
levels are likely to bring different benefits to the organization. Owing to the
homogeneity of social networks, actors further up in the hierarchy have
more useful network contacts and consequently the power to effect changes
in the organization to a greater extent. The third problem on the micro level
is the agency problem: ‘individual members of the organization are likely
to pursue their own interests at the expense of the organization’ (Jensen and
Meckling, 1976, cited in Galaskiewicz and Zaheer, 1999).

On the relational level the problem appears if a firm becomes too depen-
dent on a specific network tie and thus vulnerable. Negative sides of having
too strong relationships are identified in the extract below. Uzzi (1997) also
warns of the problem that firms situated in a network of strong personal
relationships run the risk of adapting too slowly to changes. As investments
are made in long-term relationships, particularly where personal relations
and organizational relationships are mixed, it becomes harder to take an
unemotional and coldly calculating view of the members in the network
(Galaskiewicz and Zaheer, 1999).

And we must admit that long-term relationships have their drawbacks, if the
social bonds become too strong. When this happens the persons involved will
put security and friendship before a good deal. Hence, we are convinced that
relationships are beneficial as long as they do not go too far [down] the line and
become more important than the business. (Kock, 1991)
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At the third level, the field level, social networks can more easily be used
to cement collaborative relationships and have a limitless competitive
potential when the number of connected others is low. Under conditions of
uncertainty, the trustworthy information received from your close network
becomes very attractive and therefore the investment in social relationships
is never a waste (Galaskiewicz and Zaheer, 1999)

As there are not so many different hierarchy levels in smaller firms, one
can assume that different personal ties in a small firm can have a greater
impact than in larger companies. According to Holmlund and Kock (1998),
and as the selected example below shows, individuals in small and medium-
sized firm have a substantial impact on the internationalization process as
close social relationships with other individuals affect the motivation to
start internationalizing. In the Finnish SMEs studied by Holmlund and
Kock (ibid.) the social networks of the management in the home country
as well as abroad affect the internationalization process significantly.
Coviello and Munro’s (1997) findings indicate that small firms show a
pattern externalizing their international market development activities
through investment in network relationships.

In 1964 the CEO of the company received the first order from the U.S.A. The
order was placed by an agent in New York City interested in importing abrasive
paper to the U.S.A. The contact was established through a social relationship
between the CEO of the agency and a lady living in Helsinki. The agent wanted
to work on commission. The order gave boost to the company’s turnover but
resulted in a considerable loss. In 1967 the new CEO, who had studied in New
York City, decided to try again to enter the market in the U.S.A. He approached
one of the buyers he knew from the earlier attempt. Later on the single largest
buyer in the U.S.A. was reached through a social relationship between one of the
company’s salesmen and the owner of the buying company. (Grahn, 1996, trans-
lation by the authors)

Benassi (1993) draws research attention to the role of personal ties in
making formalized relationships possible, since his sample shows that per-
sonal relationships were the starting point for several strategic alliances.
Bjorkman and Kock (1995) state that it may be difficult empirically to dis-
tinguish between social, information and business exchanges when actors
interact. Studies using the network approach have commonly treated social
networks as an outcome of business networks. Consequently, a business
network consists of three dimensions: activities, resources and actors
(Hakansson and Johanson, 1992). The actor dimension makes up the social
network in the business network. Which comes first, the social or the busi-
ness relationship, is difficult to decide as it varies according to the context.
An important question is when a business relationship develops to also
include a social dimension, and vice versa. In international business it is
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common for a manager to activate ‘sleeping’ social relationships when
entering a new market in order to decrease the involved risk.

I called my friend in Sweden and said that I’d established a firm that produces
moulds. Then he just said, ‘Okay, send me one’. And I did. There wasn’t any bar-
gaining. He just bought a mould. (Hurmerinta-Peltomaki, 2001)

Also the position of an actor in a network is of great importance, whether
the actor is in a central position or not. The centrality can be divided into a
global and local centrality. A position is locally central if it has a great
number of connections in its immediate environment (Nieminen, 1974) while
it is globally central if it is strategically significant in the overall structure of
the network (Freeman, 1979). A central position indicates that an individual
has access to more information through stronger relationships with key deci-
sion makers and informants. In other terms, investments in social relation-
ships to centrally positioned individuals are extremely important.

The general perception was, however, that if you manage to develop a good per-
sonal relationship with the central decision maker you have a good chance of
winning business deals controlled by this person. (Bjorkman and Kock, 1995)

Many interactions in predominantly social relationships may have an
impact on business relations regardless of whether monetary values are
exchanged or not. It might also be the other way around, that strong busi-
ness relations deepen into becoming also personal relations. Bjorkman and
Kock (ibid.) and Salmi and Backman (1999) come to the conclusion that in
some markets, such as the Chinese and Russian markets, social bonds typ-
ically precede business bonds. In China, social relations are of high signifi-
cance both in order to obtain important information but also to influence
Chinese decision makers (Bjorkman and Kock, 1995).

. . . that’s a long story. It takes you several years to really build up a good rela-
tionship with them. In the beginning you have to pay visits there, and you can
invite them to your office. And gradually you know who is the decision maker.
Then you build up a very good relationship with them. You should know what
they like, what kind of topic they like to talk about, what is their background,
even what kind of food they like. (Bjorkman and Kock, 1995)

Burt (1992) argues that firms as well as individuals purposefully work
towards structuring their networks in order to receive higher rates of return
on their investments. The more non-redundant contacts you have, the more
efficient your network is, providing you with more benefits, such as infor-
mation and control. Hakansson and Johanson (1993) on the other hand
comment that networks are cognitive constructions, and individuals within
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an organization may have different perceptions about the membership of
the network, its structure and modalities governing various transactions. In
accordance with the findings of Uzzi (1997), we also believe that the most
efficient network would be one consisting of several weak ties providing the
focal actor with new information, but also of strong ties, which consist of
a deeper long-lasting cooperation where parties can develop and jointly
solve problems.

Freeman (1979) adds yet another concept of centrality, which he terms
‘the betweenness’. Betweenness measures the extent to which a particular
actor lies ‘between’ other actors in a network and to what extent this actor
or firm can play the part of a ‘broker’ or ‘gatekeeper’ in a network. In our
example below, the Swedish firm has an intermediary role as a ‘gatekeeper’
and therefore becomes very central to the network because of the potential
control the firm has over others.

A French firm, a supplier of abrasive papers to RENAULT and specialized in
delivering both small and large quantities in different sizes of the product at
short notice. The firms have been involved in a long-term relationship for about
15 years. The French firm employs a Swedish company producing abrasives as a
supplier. Some years ago the owner of the French firm bought a major share of
the Swedish company. After the takeover the Swedish company implemented
outsourcing as an important part of their strategy. In 1999 the Swedes had to
decide if they should invest in a new production line for a special quality of abra-
sive paper needed to supply RENAULT’s after-sales products. Instead the
Swedish firm got in contact with a Finnish competitor, knowing that the Finnish
company had recently invested in a new production line and had at this point an
overcapacity. The Finnish firm had for a long time been interested in supplying
abrasive paper to RENAULT but had noticed that the relationship between the
French supplier and RENAULT consisted of very strong ties. The cooperation
that started between the Swedish and the Finnish firms made it possible for the
Finns to indirectly come into contact with a new and important buyer,
RENAULT, which in the long run can be seen as a potential very fruitful invest-
ment in a new customer relationship. (Personal interview with Klaus Erbismann,
Non-label Manager at KWH/Mirka)

Andersen and Buvik (2002) describe the assessment of potential interna-
tional exchange partners as a screening process, which involves gathering
information about potential partners. A useful information source when
seeking potential partners is the social network of the focal firm. The
process is likely to go on, after first using actors that the firm has direct rela-
tions with, to indirect ties of the firm (cf. Blankenburg et al., 1999).

Conclusions
From the theoretical discussion and the illustrative cases we can conclude
that social relationships are very important in the internationalization
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process. The social relationships of the managers in the SMEs have helped
them to gain access to information and new customers, and to expand their
business.

In Figure 39.3, the factors that have an impact on the social relation-
ship in internationalization are depicted. The figure is inspired by
Agndal and Axelsson (2002) but is here further developed and improved.
The five main factors are classified into a first category consisting of sig-
nificance and content and a secondary category of accessibility, extent
and attributes.

As regards the first category, the significance of the relationship depends
on the usefulness of the connection compared to the time spent on nurtur-
ing the relationship. It is often hard to ensure the potential of every link and
different types of connections are therefore of great importance. In order
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Figure 39.3 Dimensions of the social relationship in internationalization
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to get information about, for example, potential partners or foreign buyers,
the manager needs to make use of both strong and weak relationships.
From the strong relationships the manager will receive more trustworthy
information. From the weak relationships the manager gets more new
information faster, but this information has not necessarily passed through
the same norm filter as that of strong relationships. It is, however, difficult
to determine whether a strong cohesive network or a more open network
with weak relationships is more significant. We argue that, in the interna-
tionalization process, both are crucial. The strong relationships are, how-
ever, more essential as they can act as a context for problem solving and
innovations and thus bring more quality into the relationship for the part-
ners involved. In certain geographical areas, access to specific relationships
are even a question of staying in business or not.

Other important issues concern how central and valuable the actors are
in their present social network. A central actor with the right information
sees new opportunities sooner and will be able to coordinate action between
different partners when needed. A central actor is also attractive as a new
network contact for others and will thus easily be able to expand his own
network.

The content of the relationship is a question of how the relationship
between the actors in the social relationship functions. The expectations
and behaviour are regulated by fine-grained information transfer, joint
problem-solving arrangements and trust. The information of strong rela-
tionships is more tacit and holistic. Trust is the basis for mutual social
relationships and gives the actors access to privileged resources when
unforeseen extra efforts are put into the relationship. Finally, joint problem
solving based on a high degree of trust will strengthen the social relation-
ship and simultaneously promote useful learning and innovation.

The second category of our dimensions of the social relationship con-
sists of the availability, reach and type of relationship. The accessibility of
the relationship indicates whether it is a continuing relationship, a sleeping,
terminated or maybe a future relationship. The continuing relationship is
an active social relationship based on mutuality, no matter if it is a strong
or weak relationship. The stronger the relationship, the more intense it will
be. Sleeping relationships are former relationships that are now put on
hold. These relationships can, with some effort, be activated when needed.
Terminated relationships are difficult to activate, since they usually are no
longer mutual or, even worse, lack the trust that once was there. Future rela-
tionships are perhaps still undiscovered or might be in the initial screening
phase, representing a potential for coming opportunities.

The extent of the relationship is national and/or international, depend-
ing on the focal actor. Nowadays customers, suppliers and partners are
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usually spread over a wide geographical area. An actor who has worked or
studied abroad has a deeper international knowledge. The actor’s national
and international experience can be compared with the internationalization
process of the firm elaborated earlier on in this chapter. Strong interna-
tional social connections are an advantage for actors in their international
business activities. The reach of the link can be divided into two additional
categories, network reach or general reach. This is dependant on whether
the relationship is part of a larger network or can be seen as just a momen-
tary general connection.

We have divided the attributes of the relationship into two sub-groups,
namely professional, friendship or family, on one hand, and long-lasting or
new, on the other. The borderlines between the ones in the first group might
be fuzzy, as relationships that are based on friendship can also be used for
business purposes and therefore develop into a relationship consisting of
both types. The relationship can also begin with business but later on
deepen into including both friendship and business. All categories in the
first group can also be divided, depending on whether the relationship has
just started or is one that has lasted for a long time.

Suggestions for further research
Figure 39.3 can be seen as a source for many different directions of research
in this field. The impact of social relationships on the internationalization
process is important. A problematic question is the extent to which they do
have an impact. Some of our cases illustrate that it is not possible to com-
plete the mission of internationalization without the use of social relation-
ships. An aim for further research would consequently be to analyse the
interaction between the impact of social relationships and goal-oriented
actions undertaken by the managers in the internationalization process. To
what extent can social relationships of the manager support him in achiev-
ing the strategic goals of the internationalization?

In order to better understand the social networks and how they evolve
and are used over time, longitudinal studies are needed. In such studies the
dynamics of social networks would become more visible.

Perhaps the most important research challenge, however, is to develop a
deeper understanding of the ways in which strong and weak relationships
differ in the internationalization process. Which combination of strong and
weak relationships would be the most fruitful, and which kind of relation-
ship should be developed with whom? These are key questions in SMEs
with often limited resources, which need to be used in the most efficient way.
Should the manager of the SME go for strong or weak relationships in his
attempts to build social relationships that can be useful in his business per-
formance?
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Abstract 

Researchers within the fields of economic geography and organizational management 
have extensively studied learning and the prerequisites and impediments for 
knowledge transfer. This paper combines two discourses within the two subjects: the-

communities-of-practice and the learning region approaches, merging them through 
the so-called ecology of knowledge-approach, which is used to examine the 

knowledge transfer from the House of Fabergé to the Finnish jewellery industry. We 
examine the pre-revolution St Petersburg jewellery cluster and the post-revolution 

Helsinki, and the transfer of knowledge between these two locations through the 
components of communities of people, institutions and industry. The paper shows that 

the industrial dynamics of the Finnish modern-day goldsmith industry was inherently 
shaped both through the transfer and the non-transfer of knowledge. It also contends 

that the “knowledge-economy” is not anchored in and exclusive for the high 
technology sector of the late 20

th
 century. 

Keywords: learning, ecologies-of-knowledge, jewellery industry, the House of 
Fabergé, embeddedness 

Introduction 

At the level of the firm it has been argued that knowledge and intellectual capital are 

crucial determining factors for creating and maintaining competitive advantage 

(Winter 1987) and constitute to an increasing degree the value of modern firms. The 

knowledge is to a large extent tacit and exclusively tailored to the needs of the 

specific firm (Leonard-Barton 1992), embedded not only in documents or databases, 

but in the organizational routines, processes and norms of the organization (Davenport 

and Prusak 1998) These relationships between firms are needed for knowledge 

diffusion and technology development (Powell 1998). Learning and innovation are 

considered substantial parts of knowledge exchange, and especially in handicraft-

based industries the economic success is largely depending on the transfer of tacit 

knowledge between employees.   

The industrial dynamics of the Finnish jewellery industry serves as an interesting case 

for studying the transfer of artisan knowledge, and indeed, the non-transfer of 

knowledge. More specifically we have chosen to study the transfer of knowledge from 

The House of Fabergé and the jewellery cluster in St Petersburg to the jewellery 

industry in Finland. The House of Fabergé has represented the pinnacle of design, 

organisation and technique in the history of the jewellery industry. Yet its impact on 
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the Finnish jewellery industry has been modest (Vainio-Korhonen 1994). This 

apparent gap in the knowledge flow between the two locations becomes even more 

perplex on the face of it, by the fact that a large part of the metalsmiths and jewellers, 

who worked for the House of Fabergé were Finns, and many of them returned to 

Finland as the Russian revolution shut down the jewellery cluster in St Petersburg in 

1917. We examine this case from an ecologies-of-knowledge approach, where we 

combine both the communities-of-practice approach and the learning region approach 

for explaining and analysing the knowledge transfer within the industry and the 

industrial dynamics before and after the Russian revolution in 1917.  

It would of course be rather ill-advised to study the changing fortunes and industrial 

dynamics without considering the aspect of market and finances. Noteworthy is that 

the House of Fabergé was not only supplying for the local market, but for a large 

number of international clients as well. It is clear that by the overthrowing of the tsar 

and by the declining influence of the royalties in Europe, the market and the demand 

for the kind of extravagant jewellery as produced by the House of Fabergé was 

declining rapidly. However, it would be just as ill-advised to overlook the importance 

of knowledge creation and diffusion when trying to explain regional industrial 

dynamics (Pinch et al. 2003). The level of innovation (be it design, technique or 

organisation) and level of workmanship at the House of Fabergé was remarkable, yet 

this atmosphere of innovation and learning in the jewellery industry has not been 

successfully replicated to the same extent by a single firm since. We thus examine and 

analyse the knowledge transfer process from the House of Fabergé to Finland through 

the lens of the ecologies of knowledge approach; What (except of markets) affected 

the innovation process and the knowledge transfer; and what were the respective the 

roles of the region and communities of practice?  

The empirical part of this paper mostly relies on archival data. The House of Fabergé 

has been extensively covered in historical accounts, remarkably so considering that 

the company seized to exist a century ago. A complete transcript of an interview with 

leading Finnish metalsmith Heikki Seppä was downloaded from the Smithsonian 

Archives. As this is a transcript from an actual interview conducted May 2001, it is 

easily analyzed and categorized as such.  Also secondary material with statements 
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from several other Finnish metalsmiths active in Finland is used. The term metalsmith 

is in this paper used to cover several kinds of smiths working with precious metal, 

being both silver- and goldsmiths, and jewellers actually working with precious metal 

and gems. 

The failure of a dichotomy 

There exists a seemingly ever increasing thug-of-war between those downplaying the 

spatial dimension of knowledge transfer (Hendry et al. 1999) and those amplifying it 

(Asheim 1995; Lundvall and Johnson 1994). This tends to create a dichotomy of 

global versus local, where the usage of global networks equates the transfer of 

ubiquitous knowledge, and local clusters equates the transfer of tacit knowledge 

(Allen 2000). 

We strongly posit for the view that there is no dichotomy of tacit and articulated 

(explicit) knowledge, following Brown and Duguid (2001) in their interpretation of 

(Polanyi 1962). In this view Polanyi was not contending for the existence two types of 

knowledge, but rather for two mutually interdependent dimensions, as the explicit 

dimension (or rather articulated, according to Polanyi) is based on the previously 

interiorized, implicit or tacit dimension (Allen 2000; Brown and Duguid 2001; Gertler 

2003) There is thus not an automatic equation between tacit knowledge bound to local 

learning and diffusion, and the diffusion and spread of articulated knowledge shackled 

to global networks. This is not to say, however, that there is not a strong spatial 

dimension to knowledge transfer. 

The learning region approach 

”Learning Regions” is a concept coined by academic authors in the fields of 

innovation studies and economic geography (Florida 1995), defining regions are 

collectors and repositories of knowledge and innovative thinking. It is closely 

connected to Lundvall’s and other Danish researchers’ term ”learning economy” 

which is based on an idea that the ability to innovate and relate knowledge is one of 

the cornerstones of economic competitiveness (Lundvall and Johnson 1994).  Florida 

(1995) underlines the significance of not only the learning of individuals, but also of 
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learning taking place within and between different institutions, may they be firms, 

research institutes or universities, for example. The core of the learning region 

approach is the idea that “tacit knowledge does not travel easily” as shared contexts 

and norms, eye-to eye communication and personal relationships are needed in order 

to successfully transfer knowledge from one individual to another. The approach 

implies that a firm or individual in need of knowledge is likely to first search for it 

locally, among those they have a relationships and knowledge about. (Gertler 2003) 

Recently doubts have been raised about the connection between the tacit knowledge 

and the localness, and it has been suggested that relationships that span organizational 

boundaries and geographical distances may be just as useful for transferring tacit 

knowledge (Coe and Bunnell 2003, Allen 2000) This view is drawing the field of 

economic geography closer to the communities of practice approach, as presented in 

the following chapter. 

The communities of practice approach 

Etienne Wenger and his team, while doing research on apprenticeship as a learning 

system, coined the term “Communities of Practice”. Nowadays apprenticeship is to a 

large extent not just a master teaching a journeyman or apprentice, but rather a 

relationship between an entire community of people where you may have masters and 

apprentices at diverse stages. According to Wenger, (2003) they opted for this term 

since the one issue that united the practitioners in a certain field together is the 

knowledge, practice, they share. Brown and Duguid (1991) later matched Wenger’s 

terms with Orr’s ethnographical study on service technicians and developed the 

aspects further. The communities of practice were a social construction, as the 

individuals included shared the same conceptions and view of the work, and through 

informal collaboration could help each other with problem solving. They are fluid and 

self-organizing with members changing in a straightforward way as individuals retire 

and new are employed, and they often cross formal boundaries of the organization 

Ecologies of knowledge 

The ecologies of knowledge approach may be seen as combining the theories of the 

learning region from economic geography from management’s communities of 
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practice into a fruitful fusion. In general researchers seem to increasingly 

acknowledge the importance of studying both the effect of and the need for both 

geographical proximity and external networks for the knowledge transfer process. In 

our view studies of internal networks transcending national borders and clusters are 

not necessarily mutually exclusive when it comes to transfer of knowledge and the 

learning process of the firm. This view is seemingly embodied in the so-called 

“ecology-of-knowledge” advocated by Morgan (2001) and coined by Brown and 

Duguid  (2000). This approach is neither shackled by the spatial nor the 

organizational fetishism as it acknowledges the firm as the focal actor, but without 

trivializing the role of proximity. As Morgan (2001 p. 15) puts it:  

“The spatial core of these ecologies of knowledge may be a regional 
cluster, but the outer boundaries might straddle multiple spatial scales, 
from the local to the global, because some of the firms which constitute 
the ecology will be multi-locational organizations.” 

This approach will be used in the empirical study of ecologies of knowledge. The 

spatial core being the regional cluster of metalsmiths in St Petersburg around 1860-

1917, and the spillover effect it has had on modern Finnish jewellery industry in the 

Helsinki area. In the study we compare and describe both the possible business 

network and geographical benefits and detriments, in regards of knowledge transfers 

in and between different forms of organizations within the clusters.    

Tacit knowledge and learning in the artisan industry  

Following Polanyi (1962), a large part of human knowledge is personal, and 

difficultly codified. Transferring tacit knowledge is only possible through close 

interaction between individuals in an environment of mutual trust and understanding. 

The acquirement of knowledge occurs trough so-called “learning by doing”, as for 

example in the relationship between master and apprentice.  

According to (Argyris 1977), the learning and knowledge leveraging activities of the 

individual may be either facilitated or repressed by what he calls “an ecological 

system of factors that may be called an organizational learning system." (Huber 1991) 

follows the same line of thought arguing that an individual learns something only if its 

behaviour is altered thought processing available information. Learning according to 
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Huber is thus close to (Argyris and Schön 1978) idea of single and double loop 

learning. They argue that single loop learning occurs when schema remains 

unchanged despite the acquisition of new skills. Double loop learning, on the other 

hand, causes the changes in the current schema and does hence produce a fundamental 

change in the behaviour. Watkins and Marsick (1993) join the arguments about 

learning as a systematic change, also on an organizational level. The value of learning 

on an aggregate level within and across organizations has been supported by a large 

number of researchers, including Brown and Duguid (2001; 1991 1996) Wenger 

(1998) and Wenger and Snyder (2000), discussing Communities of Practice, from 

where the fundamental arguments of this paper are developed. 

Different kinds of knowledge  

Lam (2000) suggests a further division of knowledge based on the dimensions of 

tacit-explicit and collective-individual. We find this separation worthwhile discussing 

despite the fact that Lam seems to distinguish between tacit and explicit knowledge, a 

distinction that in not made in this paper. This division have been made earlier by 

Collins (1993) and Blackner (1995).  

The first type, embrained knowledge is more individual and explicit. An example of 

embrained knowledge could be that hold by the scientist, where his cognitive and 

conceptual skills determine the understanding of abstract, theoretical knowledge. The 

second type of knowledge, so-called embodied knowledge is still on an individual 

level but more tacit than explicit. This is the kind of action oriented personal 

knowledge described by Polanyi (1962), which is accumulated by experience and 

practical understanding of occurrences. It is according to Barley (1996) context 

specific, and is not understandable or transferable outside the situation. (Lam 2000) 

However, as pointed out in Ancori et al. (2000), when we as individuals apprehend a 

piece of “objective” information we are likely to give different meaning to it 

depending on out cognitive capabilities. This, in turn, results in the fact that 

processing knowledge makes it personal and specific, and “embrained” knowledge 

would rather be the use of cognitive capabilities in order to turn give a more tacit 

dimension to originally explicit knowledge (as, for example, scientific knowledge). 
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Encoded knowledge is the collective and explicit kind of knowledge often referred to 

as information. This kind of knowledge can be stored in and spread through databases, 

blueprints or written documents. Embedded knowledge is collective and tacit, and 

may be found from organizational routines and from the shared norms of a firm. 

Brown and Duguid’s “communities of practices” are formed in order to leverage and 

transfer this knowledge, as it is relationship specific and dynamic. (Lam 2000)  Thus 

this kind of knowledge that is difficultly transferred over organizational boundaries 

since it is constrained by a given network of social relationships (Gibbons et al. 1994). 

The organizational routines (Nelson and Winter 1982) are viewed as the genetic 

substance of the organization, where the knowledge is embedded. The organization as 

such functions as a context where knowledge with both more tacit and explicit 

dimensions is leveraged in routines mainly important for new employees.

The jewellery industry in Helsinki: Artisanal argonauts or high-tech laggards? 

A traditional artisan industry embedded in a high-tech society makes an interesting 

case for knowledge transfer studies. The jewellery industry is one of the oldest craft 

based industries, and it featured prominently in Marshall’s studies of industrial 

districts (1920) and in studies of Italian industrial districts (Lazzeretti 2003; Santagata 

2004). It makes a distinct contrast to the high technology sector in the sense that it is 

often based on what might be referred to as “culture-based goods” (as opposed to 

“knowledge-based” goods). In terms of innovation, these industries are seldom seen 

as high-tech industries. When following OECD classification they rank within 

medium-low technology industries (OECD 2003). However, within the E.U there 

exists the recognition that handling and manufacturing of products from precious 

metals are to be considered “technically very complicated” (EU 2002). The OECD 

sectoral classification notwithstanding, the jewellery industry, like many of the 

artisanal industries, should not be seen as lacking in innovation of technology, 

techniques, or design.  As the classification is based on R&D intensity an industry 

which is classified as low-tech does not necessarily equate it not being innovation or 

knowledge intensive (Asheim 2001).
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The industry does in fact bear some strong resemblance to the high-tech sector, as it is 

often mentioned as being in the centre of “glocalism” (localized globalism). It is an 

industry that is highly dependent on the strategic input of creativity and intellectual 

activity (Santagata 2004). The jewellery industry is also regarded as having a high 

degree of tacitness in its learning process (Lazzeretti 2003; Storper and Salais 1997). 

It has been argued (Santagata 2004) that some cultural industries, such as the 

jewellery industry cannot be delocalized: the ideas and aesthetic designs are rooted in 

the local culture. Its intellectual properties and intangible capital cannot thus be 

delocalized.  

Especially so-called design knowledge (know-how) is considered tacit to its nature 

and almost impossible to articulate. This is the knowledge emerged through the design 

process and is often leveraged only in the mind of the artisan (Wong and Radcliffe 

2000). Alexander (1968) (cited in Schön 1983) also describes the knowledge involved 

in design. He argues that an artisan often is able to recognize and correct a form that 

does not fit the content, but may not be able to explain why it fits better after the 

correction.  A statement from Vickers clarifies this as  “[we] can recognize and 

describe deviations from a norm very much more clearly than we can describe the 

norm itself.” (in Schön 1983:53). 

"Too many designers and producers in our sector still fail to understand that the 
new technologies are essential if we are to adapt to the realities of the 
international market.” (Vitobello 2001) 

Innovation in the jewellery industry 

Although the jewellery industry is based on artisanal craft and fostering of traditional 

skill, it is also an industry, which in many respects has adopted new industrial 

processes and methods. There exists both the creation of new manual techniques, the 

combination and development of existing techniques in other industries, and the 

development of new mass production techniques. Learning occurs through different 

processes, and it is mostly the practice that shapes and supports the learning (Brown 

and Duguid 2000) Through formal education the young metalsmith might learn the 

“know-that”, but without being able to put the knowledge into use. The “know-how” 

to do something is only acquired through practice. (Ryle 1949) Below an example of 
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what Brown and Duguid (2000:136) would call “stolen knowledge”, acquired by 

merely observing when somebody is doing their job: 

Q: “Did these older men that you admired give any instruction or did you simply 
learn by observation?    
A: No, no. Just observation. I didn't even learn Danish to that extent.”  [Seppä 

(2001) on his stay at Georg Jensen’s workshop in Denmark]

The silversmith in question (Seppä) was in this case supposed to be occupied with 

something completely different in the workshops of the world famous Danish master 

Georg Jensen, as he was still in the very early stage of his career. Still, he took 

advantage of the situation and acquired skills that later turned out to be very valuable 

for his development as a metalsmith.  

The failure of knowledge transfer in the Finnish jewellery cluster 1920-1970 

The jewellery industry in Finland makes an interesting case for several reasons. The 

industry has been rather highly regulated for more than 500 years, as a law passed in 

1485 forced the metalsmiths to hallmark their products. In order to facilitate the 

control all the metalsmiths were encouraged to move to the cities at this time (Vainio-

Korhonen 1994). The grounds for firm regulations was that the products were 

originally used as trade goods, and the value was measured in the percentages of 

precious metal. However, as their usage has altered, the value is now more dependent 

on technique, designs and the use of gems. (TaVM 2000) 

There were about 300 metalsmiths in Finland 1999, of which the majority are running 

their own or jointly owned workshops producing jewellery as handcraft. Export-wise 

the industry does not feature very prominently although it has recently experienced a 

spur of growth. Partly of this growth may be attributed to a law passed in 2001, where 

the percentages of precious metal required was lowered in order to converge Finnish 

legislation to that of the E.U. A similar change in the Swedish legislation signified an 

increase in imports. (TaVM 2000) 

Compared to other Finnish cultural industries, which rely on inputs of both design and 

technique, like furniture, glass and many other forms of industrial design, which all 
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made a name for them internationally in the 1950s and 1960s, the jewellery industry 

never really took off to the extent, especially in regards of exports. Interestingly 

enough, there were several positive conditions in place during the 1940s and 1960s 

for creating a competitive metalsmith cluster in Helsinki. 

Not only where the design environment favourable because of possible spillover 

effects between the different design intensive industries and their actors, who were 

part of a small world network, but the guardians of metalsmith techniques were also 

present. Before the Russian revolution in 1917 St Petersburg, building up around Carl 

Fabergé’s studio, was a central node for the craft of jewellery making and design in 

Europe. What makes the Fabergé legacy even more significant is that from a technical 

point of view the techniques used by the House of Fabergé represents a pinnacle 

reached by metalsmiths and jewellers in the history of the trade (Snowman 1980). In 

fact, it has been argued that what actually set Fabergé apart from other famous 

jewellery firms is not the design but rather the technical brilliance and the 

workmanship, which in many respects remains unchallenged (Farrington 1999). The 

House of Fabergé was in many respects very different from the biggest international 

competitors of those times, both in approach and execution of the trade, in many 

respects little has changed since then. The following quote by Fabergé himself sheds 

some light on the issue: 

“It is understandable that if my work is compared to companies like Tiffany, 
Boucheron and Cartier, it means that they have more objects of value than I 
have…From them, you can find a necklace worth 1,5 million roubles. But they are 
salesmen and not jewellery artists. I am not interested in an expensive object if price 

is based on whether it has a lot of diamonds and pearls” –Carl Fabergé, quoted in 
Lopato (1980; 97) 

A lot of the Fabergé-techniques are, however, lost today as are, more understandably, 

the extravagant and rather kitsch designs, and rather intriguingly, the organisational 

forms.  

The Finnish jewellery industry, rather surprisingly show very little influx from the 

Fabergé legacy, design, technique and organisation-wise. Unlike popular perception, 

the industry has dominantly shown more influence from Sweden (Vainio-Korhonen 
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1994). This despite the fact that a large part of the Fabergé metalsmiths came to 

Finland following the Russian revolution in 1917.  

The community of people: The role of the Finnish metalsmiths 

The House of Fabergé was created largely thanks to the network of master jewellers 

and metalsmiths that Fabergé managed to orchestrate. Carl Fabergé, sometimes 

referred to as “the last great craftsman“, never worked on the actual items himself. 

Instead, he acted as something of an artistic director, approving and sometimes 

designing the objects, but leaving the actual production to his carefully selected 

workmasters. (Farrington 1999)  

Central nodes in his network were the hundreds of artists and workmasters who he 

found in Finland (at that time the Tsar’s Grand Duchy, annexed to Russia). In 1840 

29% of all metalsmiths in Petersburg were Finns, and in 1869 27% (Engman 1980). 

By the early 1900 this number diminished somewhat, but the Finns still made up 1/5
th

of the total (ibid). Of the workmasters at the House of Fabergé as many as 3/4th were 

of Finnish origins. St Petersburg had no equal locality for Finnish metalsmiths; there 

were twice as many Finnish metalsmiths in St Petersburg as there were in the whole 

of Finland in 1840.  

The environment in St Petersburg was very multinational. Around half of all the 

masters were foreigners, the Finns made up around 14% of this group. Consequently, 

most of the Finns worked as journeymen and apprentices. In many workshops almost 

all the workers were Finnish. (Engman 1980)  The level of trust among these 

foreigners was high; this would certainly have facilitated the transfer of knowledge 

between the employees in the workshops. 

The organizational environment: The role of The House of Fabergé 

The House of Fabergé was close to what might be called a large international firm in 

its structure: the company was divided into workshops, each with its own narrow 

speciality. By the turn of the 19
th

 century the workshops employed over 500 

goldsmiths, enamellists, jewellers and other personnel (Snowman 1980). It was the 
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biggest company in Russia by 1910 and it remains the biggest jewellery firm to ever 

have existed. Most of the production took place in the workshops and factories in St 

Petersburg, but some specialised production was located in Moscow (silverware and 

traditional Russian jewellery). It had resale branches in Odessa, Kiev and London, but 

international sales operations were largely run as a catalogue-operation. Product-wise 

it is noteworthy that even though each product was unique and dedicated, between 

1882 and 1917 The House of Fabergé produced 150,000 exclusive items (Farrington 

1999). In the artisan industry it remains an exceptional example of a large competitive 

firm on the international market (both product and workforce) whose territorial roots 

remain integral of its and the surrounding district’s success. 

Fabergé produced a wide range of products and designs: the famous Fabergé eggs; 

silverware; jewellery; European-style charms, and Russian-style carvings. The 

Fabergé metalsmiths had acquired and developed highly specialised techniques, 

which were not used elsewhere (e.g. enamelling and reticulation), the tacitness of 

these techniques were (and are) very high, Seppä (2001) recalls:  

“There was one guy [Mr. Lajunen] who actually had worked in St. 
Petersburg and he showed me how to reticulate. And he told me where the 
reticulation came from -- from Carl Fabergé's shops where the apprentices 
would heat the coffee pot that they were soldering the spout to. Heat one 
spot a little bit too much and it would reticulate. And then they found out 
that hey this is a nice surface. “We can use this technique”. So, they 
researched it and made it almost infallible kind of process. “  

The Petersburg branch was organised by a number of separate workshops, which all 

had the responsibility to oversee each object all through the production chain: from 

design, through the complicated manufacturing stages; to packaging; to finally its sale 

in a showroom. Each workmaster was then entitled to stamp his initials next to the 

brandmark “Fabergé” on the object that he had overseen. Each workshop was highly 

specialised in one form of object. The Moscow branch was run in an entirely different 

manner, more like a commercial enterprise, resembling more modern forms of 

production. Here the studios and workshops produced a wide range of products, from 

animal carvings to large silver items. The objects were anonymous and bore no 

personal signature of the workmaster. (Snowman 1980) It is noteworthy that even 

though the gold, jewellery and enamel products produced by the Moscow branch did 
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not reach the quality standards of the St Petersburg branch, the silver products 

produced in Moscow were superior. Moscow had historically always been the centre 

for silver production in Russia, it had become an agglomeration of most of the 

important and large silversmiths at the turn of the 19th century (Lopato 1991). From a 

learning region perspective this is interesting, since it underlines the role of the region 

and knowledge spillovers, but also locational path dependency, in the sense that 

Moscow had become the centre for silverware, and if you were in the silverware and 

silversmith trade it was hard to locate anywhere else, even if you were running a 

business in the scale of Fabergé. 

The Moscow silversmith cluster also affected the Finnish knowledge of 

silversmithing. Most of the Finnish metalsmiths worked in St Petersburg, and thus the 

Finns knowledge on silversmithing was limited in comparison to the other metalsmith 

trades. This would later be evident by the fact that the Finnish silversmith art as taught 

in school in Finland, could be considered backwards and less innovative than the 

other metalsmith trades. This is echoed by the comments of one of pioneers of Finnish 

silversmithing, Heikki Seppä, who revolutionised the field with his silversmithing 

techniques, when describing the formal education in Finland in the 1940s:  

“The goldsmith was working on jewellery. And the silversmiths were making 
coffee pots and trays and forging spoons and forks -- just run of the mill stuff. 

And when I look at some of the pictures from the school times, it just makes me 
so sick because I did not realize that silver can do a lot more than that… Finland 
is still not contributing to the silversmithing art… silversmiths are still working 
on two-hundred-year-old designs that don't say anything.” (Seppä 2001) 

The high degree of specialisation as used in St Petersburg favoured a system built on 

subsidiary suppliers. This was the form of organisation, favoured by The House of 

Fabergé. Very few of the Finnish masters had shops of their own in St Petersburg, 

they concentrated on production for firms, like the House Fabergé, which took care of 

the sales. These Finnish workshops usually worked either under exclusive contracts or 

as free subsidiary suppliers. (Snowman 1980)  This system of organisation would later 

seal the fate of many of the Finnish masters upon their return to Finland, and serves as 

part of the explanation on the non-transfer of knowledge from the Fabergé cluster to 

the Finnish jewellery industry. Of the few who made the successful transfer from St 

Petersburg to Helsinki was Alexander Tillander, who was one of the very few Finnish 



 14

masters who was running both a workshop and a shop in St Petersburg. The case of 

Tillander will be discussed later in this paper.  

The institutional environment: The role of embeddedness in St Petersburg 

The small worldliness of the St Petersburg jewellery production network is quite 

evident. Fabergé himself was half-Swedish on his mothers side, and surrounded 

himself with Finno-swedish workmasters and metalsmiths (Tillander 1990). The 

metalsmiths formed a foreign elite in St Petersburg, a tightly knit society of 

specialists, connected both by a common trade as well as family links. (Jangfeldt 

2000) The Finns in St Petersburg had their own newspaper, charitable organisations, 

temperance associations and shared a cultural life (Engman 1980). 

 The transfer of knowledge was facilitated both by organizational proximity (The 

House of Fabergé), and relational proximity (shared metalsmith expertise; the tight 

knit community of the foreign elite), thus displaying strong resemblance to the more 

recent literature on communities of practice (Brown and Duguid 1996). People who 

have similar practices also share an identity, which, to some degree, separate them 

from other groups (Brown and Duguid 2000) It might not have been so much the 

information they shared that makes them different, but rather the attitudes and the 

shared background (Brown and Duguid 2000). 

When the studio of Carl Fabergé closed its doors in 1917 after the revolution, there 

were quite a few Fabergé-trained metalsmiths who returned or fled to Finland. Some 

of them became teachers at the goldsmith school in Helsinki, others started their own 

goldsmith workshops in the city, while others took up employment at existing 

workshops. But very soon after the metalsmiths returned the non-embeddedness (both 

socio-geographical and organisational) and the effect this would have on the flow of 

knowledge became evident. The Finns returned and found themselves foreigners in 

their own country. Some were second and third generation Finns from St Petersburg, 

who hardly spoke a word of Finnish, others were first generation Finns who spoke 

Finnish fluently or with a slight accent. They were met by suspicion and were called 

“country traitors” and “ruskies”. (Hollming 2003) The embeddedness of the craftsmen 
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aristocracy of St Petersburg was gone. So were the common norms and conventions. 

In many cases the level of trust did not bolster between the returning masters and the 

young Finnish aspiring metalsmiths who wanted to learn the trade. Some kept their 

background secret altogether, and never told of their background. The woman who 

had designed the celebrated Winter Egg, Alma Pihl, took up work as a second grade 

art teacher, and never told any of her students of her past. And thus never transferred 

her knowledge to the Finnish jewellery industry. Her brother, who had been a leading 

craftsman at Fabergé, also took up a teaching position at an art school, but was 

convinced by a local professor to take up work at Tillander’s firm in Helsinki. 

Tillander, who had also returned from St Petersburg  knew the man’s reputation and 

made him head-designer for the firm. But in that case the knowledge stayed within a 

small family-run business (in this case Tillander). 

Others of the returning craftsmen were almost immediately drafted and sent to war in 

the 1930s and 1940s. Some of them returned but the war had left their scars and the 

motivation for passing on the knowledge and secrets of the trade were not always the 

highest. Seppä recalls how he learned a specific technique, which had been perfected 

by the House of Fabergé: 

“I would sneak out to this old fellow who had been working for Carl Fabergé. And 
he was very, very sort of a dour guy. He did not want to talk to anybody. He just 

did his work and got his pay. But I snuck over his shoulder and watched how he 
worked… And [his work] was perfect every time. Great admiration for 
craftsmanship.  But he would not teach me how to reticulate [a silversmith 
technique].” 

This quotation illustrates two points about learning and teaching: For one, from the 

learning perspective it is an example of “stolen knowledge” (Brown and Duguid 

2000), made possible by organizational proximity. It also serves as an example, and a 

warning, to remind us that from a teaching perspective, organisational embeddedness 

and a community of practice, is not very useful without the right socio-cultural and 

geographic embeddedness.  

There are also examples of how the Fabergé legacy was lost due to the lack of 

organisational embeddedness: some of the craftsmen and designers still felt bound to 

“the code of Fabergé”, which forbade them to pass on the secrets of the House of 
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Fabergé, even years after the house had stopped existing (Godenhielm-Tillander 

1991). 

The narrow knowledge of the specialist versus the broad knowledge of the 

apprentice 

Before a formal school was established, the only way to be trained as a metalsmith 

was to get accepted as an apprentice at the workshop of some metalsmith master. The 

period of training was rather long, about 5 years, and about two third of the 

apprentices passed the test for becoming a journeyman. (Vainio-Korhonen 1994) The 

journeyman period was rather extensive, as it took in average 10 years before they 

could present themselves for the master craftsman's certificate. The time as 

journeyman included an obligatory journeyman’s ramble, which was a kind of study 

trip made though the home country or abroad. This trip was very important not only 

for the young journeyman but for the whole industry in order for new tendencies and 

new techniques to spread. (Kruskopf 1989) 

The system with journeymen and masters was terminated towards the end of the 19th

century, when freedom of trade was eventually initiated. Due to this the relationship 

between the journeymen and the masters slowly transformed into that of employer 

and employees, thus many of the masters perceived a future threat of competition 

from the apprentices, and turned increasingly unwilling to take them in. (Fagerström 

1983)   

Also at the house of Fabergé the business was divided into several small workshops, 

each with its own specialty. Consequently, each metalsmith turned increasingly 

specialized. Seppä remembers the situation in Finland as: 

“Even though you chose to become, let’s say like I did, a silversmith, you still 
had to keep your hand in engraving, in goldsmithing, in gemology, and even 
enamelling. So those skills were not getting away from you. You still have to be 

with them, although less time than those who majored in them. So that general 
knowledge was seldom found in the profession.” (Seppä 2001) 
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When the metalsmiths returned to Finland, there was an overflow of highly 

specialised masters, but no market for such costly jewellery. Rather, the industry 

inquired about artisans with general knowledge and a broader base of skills.  

“So the tradesmen -- although the field was very narrow, but they were masters. 
When you had an engraver who had nothing but engraving, he was doing very 
well, I mean, much better than our students. But, our students also knew what was 
involved. So, I mean, the overall value of a trained student was really sought by 
the industry.” (Seppä 2001) 

Hence a need for a Goldsmith school increased even more, and finally after 20 years 

of planning it was established in Helsinki in 1938 by the Finnish Goldsmith 

Association. Some time later the city of Helsinki bought the school as it run into some 

financial problems, and again later is was bought by the city of Lahti. (Seppä 2001) 

The Goldsmith school is today a part of the Polytechnic of Lahti, and is one out of 

four institutions where you can study for a Bachelors degree (three years). (Finnish 

2004) 

The generational gap: Artist or artisan? 

In an industry were one generation of artisans teaches the next, the perceived 

“foreignness” of the returning Fabergé artisans did not help to diffuse the Fabergé 

techniques into the next generation of Finnish jewellers. Neither did World War II: 

Due to the war the generations did not really meet until the 1940s, when the war had 

taken its toll on both the next generation of Finnish jewellers, and the returning St 

Petersburg jewellers. In this sense there was a “lost generation” of Finnish jewellers, 

those who would be the main vessels for the Fabergé knowledge. 

There was also another emerging aspect that did little to bridge the gap between the 

generations: The identity of being an artisan or artist. Most of the old guard as well as 

the “lost generation” of Finnish jewellers considered themselves artisans, whereas the 

2nd generation of Finnish jewellers who were educated in the 1960s and 1970s 

increasingly identified themselves as artists. This coincides with the relocation of the 

Helsinki goldsmith school to Lahtis. The identities of the artist and the artisan is to be 

separated, according to Seppä this division of identities can largely be credited to 

educational institutions:   
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“The term, which surfaced about 30 years ago in art schools was that now 

you are in the art school, we're going to make you an artist prompted me 
to face that statement and say: You cannot claim to be an artist. The 
world will claim you to be an artist. So, no mind what schools you go 
into, the result is not a guaranteed artist. So understand this and don't call 
yourself an artist ever. I have never. I’m a metalsmith… But, those people 
who get it from other places than academia are not likely to call 
themselves artists because they have never even heard the word. Some 

customer might say oh, but you are an artist. This is art. But it does not 
sink as deeply into the mind of the student as it does in the academia. It's 
almost taken for granted. I'm in art school! I'm become an artist! And the 
one sort of layman kind of way of going into it doesn't hear that. He's not 
brainwashed to believe that he's an artist. He's just making things and 
being prominent by the customers.” 

In many ways this division further sealed the fate of the Fabergé knowledge in the 

Finnish jewellery industry.   

Discussion and Conclusions 

In the early 20
th

 century there were five regional clusters which stood above the rest in 

regards of jewellery production. Of these, Arezzo, Valenza Po in Italy; Birmingham in 

England, and Amsterdam in the Netherlands remain at the competitive core of its 

nations cultural industries. One of the regional clusters, St Petersburg, with its 

enigmatic core company Fabergé, has disappeared from the map. As has been 

outlined in this paper, not only has the cluster disappeared, but so has the knowledge 

that it produced.  

We have presented the central role that the foreign workforce played in creating the 

most competitive jewellery cluster to ever have existed. In the light of our high 

technology society of today, the mobility of the workforce that located in the 19th

century St Petersburg is rather striking. There are interesting parallels to be drawn 

between the success of Fabergé and the influx that the foreign-born workforce has had 

in the high-tech industry in e.g. Silicon Valley (Saxenian 1999). The House of 

Fabergé can be considered as a knowledge-based firm on an international competitive 

market.  
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Previous research has shown that firms with a common geographical background and 

history can share knowledge resources, which can provide them with a collective 

competitive advantage (Pinch et al. 2003). Following the “learning region” approach 

(Lundvall and Johnson 1994) it can be argued that it is unlikely that this locality, the 

St Petersburg jewellery cluster, seen as a container of the most tacit dimensions of the 

metalsmith trade, could have emerged or, indeed, relocated anywhere else. However, 

in this case, the necessity of the region is more rooted in the production of knowledge, 

rather than the transfer of knowledge. Transfer-wise it can be argued that the essence 

of the metalsmith trade, both design and technique-wise, was not contained to the 

Fabergé organization. The complex relational proximity was embedded both in the 

specific culture (of being foreign in St Petersburg, thus feeling kinship with other 

foreigners) and family (the artisans helped family even though they did not 

necessarily work for the House of Fabergé). The transfer was thus facilitated by a 

number of untraded interdependencies, which are hard to reproduce anywhere else; 

common codes of communication, shared conventions and social norms; and personal 

knowledge of each other based on past history of both formal collaboration, informal 

interaction, and familiar kinships. It was not uncommon that the established 

metalsmiths helped their kin who arrived in the city, although these could be seen as 

competitors in the jewellery industry (Hollming 2003). The uniqueness of the region’s 

ability to spur on innovation was further enhanced by the spillover effects from other 

cultural (arts and crafts) industries present in the city. Innovation in the House of 

Fabergé was not as Coe and Bunnell (2003, p.438) put it; “a series of isolated events 

associated with heroic individuals” associated with “traditional innovation”, but rather 

a result of situated social relations between actors in an localized organization 

plugged into an extra-local networks. 

In many ways the St Petersburg case bears many similarities to an industrial district as 

defined by Becattini (Becattini 1990). By this definition the district is a socio-

economic and territorial entity characterised by an active community of people, 

institutions and firms specialised in operating in a naturally and historically bounded 

area (Becattini 1990). However, the St Petersburg district differs from the traditional 

Italian jewellery district as described by e.g. Lazzeretti (2003) and Santagata (2004), 

by not being an agglomeration of small firms, by rather an agglomeration of small 
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firms emergent around one large nodal company. A lot of the small independent 

workshops were working exclusively for Fabergé. However, it might be argued that St 

Petersburg could have developed more into what we see in places like Vicenza, 

Valenza Po, and Arezzo had the revolution not intervened. It is possible that workers 

employed by Fabergé would have left and set up small shops of their own in the area. 

This is, however, speculation, and as can be seen in the case of the jewellery sector in 

Finland, the Fabergian knowledge was seemingly rather immobile. 

The division of knowledge made by Lam can easily serve as a theoretical reference 

for explaining the knowledge transfer and learning within the jewellery industry at 

arrival of the Faberge metalsmiths and in modern times. As the types of knowledge 

present different characteristics, they are likely to be acquired and transferred through 

different mechanisms. The encoded knowledge is mostly the kind of information 

provided nowadays in the schools of professional training, where the students are 

confronted with what Ryle (1949) would call “know-what”. It might be represented 

by the knowledge leveraged into information systems and CAD software. If 

everything goes well, the student is able to turn this into embrained knowledge 

depending on his conceptual and cognitive skills.  

The embodied knowledge is the kind of knowledge that is most personal and inherent 

within the jeweller, determining his initial attributes for professional advancement. 

This knowledge will not emerge from the professional education, but is rather likely 

to develop as the jeweller starts practicing his profession. This knowledge seemed to 

be present in a large extent in the Faberge metalmiths as they were representing the 

top tier in their profession. The embedded knowledge is likely to develop jointly 

between the jewellers in a workshop. Thus, where several jewellers are working 

together the main challenge would be to transform the embodied knowledge into 

embedded knowledge that individuals could share. In the artisan industry where tacit 

knowledge constitutes a large part of the professional skills, interaction between 

individuals is fundamental for the transfer of skills. Here encoding the total pool of 

knowledge is not a reasonable aspiration. Also the examples given by Heikki Seppä of 

learning through observing (or spying on) other, more skilled metalsmiths working 

illustrate this way of acquiring knowledge.   
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According to (Lam 2000) the structure of the organization may depend on the kind of 

knowledge most valuable for the activities. An organization relying on knowledge of 

more explicit form is likely to have a more formal power and control structure, and 

formalized tasks and routines. Conversely, an organization where the tacit part of 

knowledge is more important is more likely to rely on informal structures, autonomy 

and commitment on part of the employees that enhance the mobility of the 

knowledge. In the jeweller industry this can be identified in the return of old fashion 

Faberge type workshops where independent handicraftsmen are joined together, 

sharing for example tools, technical equipment and marketing. This is according to 

Weckström (1998) the future for the Finnish jewellery industry, as they are flexible 

and able to adapt quickly to changes in customer needs.  The jewellers should take 

example from Faberge in marketing their own brand name instead of just 

manufacturing their products as standardized goods. 

The traditional forms of innovation are now faced with more high-tech influences 

from other sectors and industries. The CAD-software has been in use for a good ten 

years, and is used by most designers. But the technological innovations are not limited 

to the design process, for example the art of engraving is almost lost due to the influx 

of technology and laser-engraving. The fact that hand-engraving is still thought at the 

Lahti school is considered an advantage for the Finnish jewellery industry (Seppä 

2001). The industry now faces further competition from machines in areas thought too 

tacit for technological replication. A partnership comprising an Italian creator of 

jewellery, an Italian technological research centre, a Swiss supplier of precious 

metals, a German laser designer, a subsidiary of one of Europe's leading 

microelectronics companies has resulted in the use of laser beams for of cutting and 

piercing precious metals, welding them without the addition of extraneous materials, 

and applying granulation and decorative engraving techniques. The cuts are more 

precise and reduce raw material losses (Vitobello 2001). The very high cutting speed 

makes it possible to produce haute-couture jewellery at industrial prices: a nightmare 

scenario for many a craftsman. The case shows how the goldsmith industry is the end 

user of a new technology, which has been developed within another industry (optics). 

Although this technology has been enhanced and formed in cooperation with and by 
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the jewellery industry, this innovation is more likely to be attributed to the optical 

industry in high-tech sectoral classifications such as that of OECD. 

In this context is noteworthy that Fabergé in many respects embraced new 

technologies wherever it was deemed not to produce inferior qualities to that of 

handicraft. There were several automated machines used in the Fabergé production 

process (Lopato, 1991). 

The craftsmen have been forced to refine and reinvent their own techniques. The 

perfection of the so-called anticlasting method in the silversmith industry is a fine 

example of continuous artisanal innovation: a method developed by Heikki Seppä, 

and perfected by his students, a method that is impossible to replicate by methods of 

mass production, which makes it possible to form silver in numerous ways, which 

have not been possible by traditional techniques (Haapanen 2003). The craftsmen 

have for a long time been stifled by the taught that the tacitness if one hundred year-

old techniques is not reproducible by machines, and that innovative design will keep 

them one step ahead of mass production.  Ironically the technological transformation 

and codification of knowledge can be seen as a slow wake-up call for the Finnish 

jewellery industry. Here we see a divided industry between those embracing new 

technology to bolster competitiveness, against those turning to forgotten history and 

forgotten forms of tacit knowledge in order to bolster artisan innovation. The keepers 

of the tacit knowledge are now forced to innovate once more, turn to forgotten 

techniques and reinvent materials in face of competition.   

We need to ask ourselves how much has actually changed with the introduction of 

newer spatially bridging technologies for the production and transfer of knowledge? It 

is questionable if the workforce is more mobile today than 100 years ago in the 

jewellery industry. The markets were not local then, as are they not today. And in 

many respects that is what set Fabergé apart, the effective use of a local production 

system and the use of global networks for attracting talent and distributing products. 

Fabergé and its workforce were part of an ecology that very much resembled what we 

might label a learning economy. 
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Henry Ford (1916) reportedly once stated that: “...History is more or less bunk. It's 

tradition. We don't want tradition. We want to live in the present and the only history 

that is worth a tinker's damn is the history we made today.” In the face of this 

statement, its source, and his legacy on the artisan industries, it seems only fitting that 

the jewellery industry digs even deeper into tradition and history in order to 

rediscover and reinvent its once so illustrious innovation process. 
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Abstract: The aim of this paper is to analyze different strategies for protecting knowledge in interorganisational 
collaborative relationships, based on intellectual capital (IC) theory. Previous research has stressed the need for the 
flows between structural, human and relational capital to work properly, i.e. that the firm has a broad bandwidth of 
communication. Firms involved in interorganisational collaborative relationships need to be able to manage the IC flows 
in order to make the communication run smoothly, while limiting involuntary leakage of strategically important knowledge. 
The paper examines the strategies aimed at keeping the balance between sharing and protecting knowledge identified in 
a multinational firm with extensive experience of close collaboration with partners that are partly also competitors.  
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1. Introduction 

In the fast moving information society firms need 
to be able to adjust to market changes and other 
external factors quickly. However, firms often face 
the reality that in-house development and new 
adaptations of knowledge become too costly both 
terms of time and finances. New comprehensions 
of collaboration and competition emerge as firms 
increasingly form alliances and enter joint projects 
or networks (Gibbons et al. 1994) in order to 
develop new knowledge for innovations or 
technologies, or to enhance the quality of existing 
products or processes (Dyer & Nobeoka 2000; 
Doz et al 2000). 
 
The aim of this paper is to analyse, through the 
lens of intellectual capital (IC) theory, different 
strategies for managing the flows of IC in 
interorganisational collaborative relationships. The 
research question the paper aims to explore is: 
How can IC theory advance the understanding of 
how organizations try to manage the flows of 
intellectual capital in interorganisational 
relationships in order to protect their knowledge? 
IC theory is chosen in this paper as a novel 
approach for analysing strategies for protecting 
knowledge. New research (Salojärvi 2005) 
indicates that there is a relation between 
managing the sharing and protecting of 
knowledge on the one hand, and organizational 
success in terms of growth on the other hand. 
Salojärvi’s study indicates that many companies 
are using knowledge management to implement 
either a sharing or a protection strategy, but that it 
is the companies implementing both of these 
strategies to manage the balance that develop 
into organizations with high competitive strengths 
and high performance. They are often innovative 
high growth companies. Consequently, there is a 
need for further studies in the area. 

Following the work of among others Sveiby (1989, 
1997), (1998a), Stewart (1991, 1994, 1997) and 
Saint-Onge (1996), the intellectual capital 
resources that can be employed by an 
organization are in this paper considered an entity 
containing three different dimensions. These are: 
1) human capital; 2) structural capital; and 3) 
relational capital. Human capital is seen as the 
skills and knowledge residing in the minds of the 
employees, structural capital as knowledge 
leveraged in processes and structures that 
support the staff in their intellectual work, whereas 
relational capital is seen to involve the relationship 
the firm has with external parties. Previous 
research has stressed the need for the flows 
between these dimensions of IC to run smoothly, 
expressed as an appropriate bandwidth of 
communication built on trust (Sveiby in Stadler 
1998). Collaboration between two parties may be 
built exclusively on trust, and lacking contracts 
(Davenport et al 1999, Fraser et al 2001). 
However, it is highly unlikely that a firm would 
enter a contractual arrangement with another 
party without the existence of trust (Hägg 1994), 
as trust is a “necessary condition for economic 
exchange” (Neu 1991 p 243). The definition of 
trust used here is an “actor’s expectation of the 
other party’s capability, goodwill and self-
reference in future situations involving risk and 
vulnerability” Blomqvist 2002: 269) 
 
Firms involved in interorganisational collaborative 
relationships, however, need to be able to 
manage the IC flows in order to make the 
communication run smoothly, while limiting 
involuntary leakage of strategically important 
knowledge. The most appropriate bandwidth of 
communication is not necessarily the broadest, 
but rather a balanced outcome of sharing and 
protection considerations. The focus of this paper 
is on the flows between the relational capital, 
manifested by relationships with external partners, 
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and human and structural capital. The flows as 
constructed in this paper and protection strategies 
are illustrated in figure 1.The large arrows indicate 
the bandwidth between the different kinds of 
intellectual capital, whereas the small arrows 
demonstrate where protective mechanisms might 
have to be put in place. The large straight arrow 

between structural and human capital indicates 
flows that are important for the function of the 
organization as a whole, but that do not need to 
be restricted in any way as they are internal to the 
firm and do not involve any external parties. 
 
 

 

 

Figure 1: Types of organizational intellectual capital and the flows between them 
 
Although this paper discusses strategies for 
protecting knowledge, the intention is not to 
advocate a total closure of the channels 
connecting (external) relationship capital to the 
internal dimensions of organizational capital. Such 
excluding strategies entail performing selected 
tasks within the firm, on behalf of an alliance by 
building a “Chinese wall” or “Black Box” (Lewis 
1990, Lorange & Roos 1992) around 
competences and hence locking in firm-specific 
knowledge. There are also other selective 
strategies that aim to limit the scope of 
collaboration to certain technologies, products, 
processes or markets (Hamel 1991, Baughn et al. 
1997, Oxley & Sampson 2004) are not discussed 
in this paper. Neither is it possible to take all the 
factors facilitating knowledge transfer and claim 
they can be turned around and regarded as 
protective strategies. Rather, the underlying 
assumption is to reach a suitable bandwidth. This 
by adjusting the channel so that knowledge can 
flow in and out of the organization during different 
kinds of collaboration, but still do so in a controlled 
manner. Naturally, for interorganisational 
collaboration to occur, knowledge needs to flow in 
and out of the organization as employees from the 
two organizations interact and engage in joint 
problem solving. Protection is here defined as “the 
process by which firms sustain the uniqueness 
and value of their [] competences” (McEvily, 
Eisenhardt and Prescott 2004:114)  
 

This paper is structured as follows: The different 
dimensions of the classification of organizational 
intellectual capital – human, structural and 
relational capital - are discussed in the following 
section, followed by a review of the methodology 
used for the empirical study. After this, the 
empirical results and the protective strategies 
used for managing the flows in the case company 
are examined. The results are in the discussion 
section validated and compared to earlier 
research within the strategic management field, 
after which the conclusion together with the 
suggestions for further research and the 
limitations are presented in the last section.  

2. Intellectual capital  

Tom Stewart (1991) in his article “Brain Power - 
How Intellectual Capital Is Becoming America's 
Most Valuable Asset” was among the first to use 
the term intellectual capital. The term had been 
used before, but what differentiated Stewart’s 
discussion of the intellectual capital of the firm 
was that he advanced it to an organizational level. 
(Sveiby 1998) Since then, knowledge as an 
intangible asset is often seen as a possession or 
property of an organization, i.e. the stock of 
knowledge that resides within an organization at a 
certain point in time. (Bontis, 1996, 1998, 1999, 
2002; Bontis et al., 1999; Choo and Bontis, 2002; 
Edvinsson and Malone, 1997; Stewart, 1997; 
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Sveiby, 1997). This stock of knowledge can be 
further divided into different subdivisions: 
individual, group, and organizational level (Bontis, 
Crossan & Hollan 2002) or, as opted for in this 
paper; human, structural, and relational capital 
(Sveiby 1989, 1997; Stewart 1991, 1994, 1997; 
Saint-Onge1996). As illustrated in Figure 1, the 
interaction between these subdimensions of 
intellectual capital is identified as flows of 
knowledge. In the following section the different 
dimensions of the classification of organizational 
intellectual capital – human, structural and 
relational capital – are presented. 

2.1 Human capital 

Human capital is the sometimes tacit knowledge 
that resides in the heads of the employees, 
ranging from the professional staff, the R&D 
experts, to factory workers and marketing people 
(Sveiby 1997). It is especially important to 
professional service firms as it constitutes the 
core competency of the organization, but remains 
difficult to codify. The flows between human and 
structural capital represent internal flows of the 
organization, where at least some of the 
knowledge that resides in the minds of the staff 
can be captured and leveraged, and turned into 
organizational knowledge. As Ordoñez de Pablos 
(2004) points out, this is a vital process for the 
survival of the organization, as individuals only 
use human capital in their work on a voluntary 
basis Hence measures need to be in place for 
making sure that the knowledge can be captured 
and made available for others in the organization 
should they need it. 

2.2 Structural capital  

Structural capital is the knowledge embodied in 
the organization, in the structures built to support 
the staff in their intellectual work. It helps the 
organization in turning individual human 
intelligence into knowledge that can be measured 
and developed on an organizational level. Without 
good and reliable structures for leveraging human 
capital it will only remain in the minds of the 
employees. In other words, by leveraging human 
capital and making it useful for the whole 
organization, the employees create structural 
capital. (Ordóñez de Pablos 2004, Bontis 1998) 
Structural capital contains the patents of the firm, 
models, templates and computer systems and 
other administrative processes, as well as the 
culture or the atmosphere of a firm that makes 
people want to share and collaborate, and that 
tolerates failures and encourages staff to try new 
things without risks of penalizations (Sveiby 
1997). Bontis (1998) differentiates between two 
kinds of structural capital: its technological 

component and architectural competencies. The 
technological component is employed in the day-
to-day problem solving activities, and includes the 
local abilities and knowledge, including tacit 
knowledge, proprietary design rules and unique 
collaborative processes. The architectural 
competencies are more overlapping and concern 
communication channels and information filters 
between different groups of the organization, 
idiosyncratic search routines and control systems.  

2.3 Relational capital 

Relational capital consists of a wide variety of 
external relationships between the organization 
and its customers, suppliers, competitors, and 
partners. The value of the relationship may 
sometimes be trademarked or otherwise 
converted into intellectual property of the 
company. The relationships determine the image 
the market get of the organization (Sveiby 1997), 
and represent the potential value an organization 
can achieve based on intangibles external to the 
organization itself. This also includes an 
understanding of the impact of industry 
associations and customer needs, and access to 
the knowledge embedded in customers and 
partners (Bontis 1998). Suggested measurements 
of relational capital include seeing it as a function 
of the longevity of the relationship, based on the 
assumption that the value of relational capital 
increases with time (Bontis 1998). There is, 
however, no simple way of conducting such a 
measurement. 

3. Methodology 

The study was conducted in a professional 
service firm, Company A, a multinational with 
approximately 6000 employees worldwide. 
Company A is wholly owned by the employees, 
and specialized on consultancy and engineering. 
Its UK-division was used for this study, and the 
interviewed project managers were chosen to 
represent different collaborative relationships that 
the firm had with the same external partner. The 
study hence focuses on the relationship between 
the engineering consultancy firm and its partner, a 
construction service firm, from the point of view of 
the engineering consultancy. Whereas the 
employees of the consultancy firm that are 
interviewed are seen as representatives of the 
relationship between the two firms they all 
naturally have their own personal relationship to 
different people in the partner firm. The projects in 
this industry usually are carried out as consortia 
consisting of several organizations, some of which 
competitors and also the client is usually very 
involved. Hence why other firms are sometimes 
mentioned in the quotes from the interviews.   
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The empirical study consists of 8 interviews with 
project managers from the engineering 
consultancy firm with prior experience of 
interorganisational collaborative projects. The 
taped, semi structured interviews lasted for 1-1,5 
hours. After the interview, the researcher 
transcribed the tapes with the assistance of N-
Vivo software. In addition to the interviews, 
general industry information and material, as well 
as informal discussion with the employees were 
used as supplementary sources of information.  

4. Strategies for managing risk 

The risks involved in interorganisational 
collaboration may vary from project to project. 
Oxley and Sampson (2004) identify five issues 
that may be internalized by the partner when 
collaborating (the study focused on R&D 
collaboration, although the identified risks are 
generalizable to other kinds of collaboration). 
These are: 1) the loss of strategic and R&D 
knowledge, which includes hints the partner can 
pick up about the firm’s strategies or directions of 
technological development, 2) the loss of 
competitive benchmarking data, 3) identification 
and poaching of employees that the company 
might be interested in hiring, 4) the loss of explicit, 
codified knowledge such as drawings, designs, 
procedures and finally 5) the exposure of tacit 
knowledge involved in work routines and 
embedded skills. These five risks will be the base 
for the following analysis of the strategies 
employed by the case company to protect 
knowledge, from the theoretical lens of IC. 
 
The following sections focus on the flows between 
relational capital and the other two forms of 
capital. The strategies for protecting knowledge 
present in the case company are introduced in 
each of these flows and discussed in relation to 
the risks. The flow between human and structural 
capital is included in the discussion, as it is an 
internal flow and does not imply any risks in terms 
of disclosure. However, the issue of knowledge 
protection is certainly also present on an 
individual level within the firm. Employees have to 
be motivated to share their knowledge with others 
within the organization, making the flow between 
human and structural capital very important for the 
company. This acknowledgement notwithstanding 
it is a discussion that falls outside the scope of 
this paper. 
   

4.1 The flows between human and 

relational capital 

As human capital is inherent in the minds of the 
employees, the strategies for protection of 
knowledge important for managing this flow are 
mostly relating to the staff. The strategies found in 
the empirical case study concerning human 
capital are presented in relation to the previously-
mentioned risks. The core capabilities of the case 
firm were by the informants identified as 
depending largely on human capital, as they were 
residing in the minds of a handful of people, who 
were claimed to be responsible for giving the 
company its innovative and competitive edge. 
Furthermore, the structural capital i.e. processes 
and structures around them that enabled 
innovation and developed well-functioning 
business solutions were also mentioned as part of 
the concept. When co-locating in the same office 
with partners these innovators would not be sitting 
close to the incoming staff from the partner firm, 
due to their high competitive value. Hence, the 
strategy chosen by the case firm was to “lock in” 
certain key staff or at least to separate them from 
the collaborative relationships, i.e. cutting off the 
flows between human and relational capital in 
terms of certain individuals. This is not, however, 
generally a strategy that can be used in this kind 
of collaboration.  
 
Six different strategies were identified in the case 
material that can prevent risks of the partner 
identifying and poaching key staff involved in 
collaboration. These are: retaining staff; creating 
loyalty and ensuring professional behaviour; gate 
keeping; utilization of reputation; and guarding 
customer relationships.  

4.1.1 Retaining staff 

Retaining staff is an important yet simple strategy 
for the protection of knowledge. Company A had a 
particular problem with co-located staff, as the 
rate of people staying on at the partner company 
was rather high, according to interviewee’s 
estimation as much as half of the people sent on 
secondment quit their job for staying with the 
partner firm. Hence their problem was rather a 
lack of strategy to retain staff. 

“They have actually poached [some] of our 
staff, our key staff and others. And have 
those people to implement similar systems 
for themselves, which is difficult to restrict 
that sort of thing.” (Project Manager A) 

Poaching often happens in situations where the 
people feel that their work is more valued in the 
partner firm, and start to develop loyalty towards 
the partner firm instead of the parent firm (Pitsis, 
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Kornberger & Clegg 2004). However, as pointed 
out in literature (Liebeskind 1996) this issue could 
be solved by obliging the employees to sign an 
agreement not to accept competing job offers, 
before leaving for secondment  

4.1.2 Ensuring Loyalty 

Developing a sense of loyalty amongst the staff is 
an important strategy not only in the case of 
secondment. In collaborative projects it is equally 
important that employees feel a sense of loyalty 
towards their parent company, as this will 
influence their behaviour when interacting with 
staff from other firms. There is a clear need for 
strategies and awareness concerning these 
issues, as the expectations of the team members 
from the different organization often vary. 
Determining where the boundaries are is not 
always an easy task, as confirmed by the 
following quotation: 

 ”“The representatives of the partner firm in 
team thinks that we] should be freely giving 
[knowledge to them] because it is in the 
interest of the team. And it might be in the 
interest of the team to do it, but it might be 
in the interest of one of the organizations 
[to] misuse that sort of trusted equipment 
and reengineer it…And we’d loose our 
competitive edge within the business, within 
the industry. “(Project Manager C) 

Other important measures for creating loyalty 
include team branding so that people feel part of 
the team and the yearly conference was 
mentioned as an eye-opener regarding building 
loyalty to Company A. Here the project managers 
changed their view that they are doing in their 
team “for Company X is much more important 
than anything that could be happening anywhere 
else in Company A”. However, being brought in 
contact with the worldwide organisation made 
them feel part of the entity of the global 
organization of Company A, and also increased 
the understanding of the power of Company A’s 
knowledge as a whole. Hence the yearly 
conference is a very important factor creating 
loyalty to the organization. 

4.1.3 Conventions of professionalism 

The strategy of creating conventions of 
professionalism that emerged from the empirical 
material is closely related to loyalty. When asked 
about how an employee learns to manage the 
balance between sharing and protecting 
knowledge in collaboration, the informants 
identified experience and mentoring. Employees 
are not given certain responsibilities unless they 
already have a history within the firm and have 
gained some experience, and during this 

development period senior staff supports them. 
Through the development of conventions of 
professionalism the employees are expected to 
explicitly consider the need to for professional 
behaviour at all times as they often are located in 
the partner’s premises. In other words, they need 
to be aware of the fact that a behaviour that is 
displayed internally in the organization might not 
be acceptable in close collaboration.  

4.1.4 Gate keeping 

For some forms of interaction there is a 
gatekeeper, who is in charge that set procedures 
are followed before signing out documents to the 
partner. An occurrence of this is illustrated in the 
following statement: 

 

“You have reached a particular grade 
or status in the company of seniority, 
that allows you to sign a letter, sign a 
drawing, sign a particular bit of 
information [] But it does still come 
down to the discretion and 
understanding of the project 
manager, say [] the only person that 
would legitimately sign information 
out is the project manager”. (Project 
Manager F) 

 

No document may leave the organization without 
the correct signature on it, and only certain people 
are allowed to sign. Other processes are followed 
when developing new solutions, as they have to 
go through a control panel where it is decided if 
the solution can be offered to partners or if it 
makes the core competences too visible, and has 
to be kept within the firm, or developed and 
released at a later stage. 

4.1.5 Utilization of reputation  

Reputation is an integral part of relational capital 
and can also function as a protection strategy. 
This was also confirmed by the case study as one 
of the best ways of making sure that a partner 
would not behave opportunistically. 

“You know, we could put bad press out 
about them, if we wanted to, around the 
clients. Reputation is by far the biggest 
weapon you have in you armoury. And the 
biggest threat to make.” (Alliance Manager 
D) 

If a firm has got a reputation of trying to maximize 
the profit from a collaborative relationship in 
terms of learning from the partner, this 
information is likely to be spread to potential new 
partners. The reputation of a firm is taken into 
account when choosing between potential 
partners. Consequently, untrustworthy behaviour 
on behalf of a firm will have a negative impact on 
the negotiation strength of that firm when 
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discussing terms for future alliances (Baughn et 
al. 1997), as the trust and perceived risk will 
influence the structure of a collaborative 
relationship (Ring and Van de Ven 1992).   

4.1.6 Guarding customer relationships 

The case company is a professional service firm, 
where knowledge exchange and protection is very 
important in the day-to-day collaboration with 
external partners. It is very dependent on its 
relational capital, both for maintaining partners 
and finding new suitable partners and customers 
as illustrated in the previous section. However, the 
other dimensions of intellectual capital are also 
needed in order for the firm to have something to 
offer partners and customers. Hence, the 
managers of the firm face significant challenges 
and risks when managing the firm in collaboration 
and maintaining its competitive edge. 

“The biggest concern we have is our client 
relationships […] that they would miss us 
out of client relationships. You know, we’ve 
made the introductions, and they then go 
into the client and do the deal.” (Alliance 
Manager D)  

4.1.7 Risks  

All the strategies identified in the previous section 
help to protect a firm form several different risks. 
The first three, retaining staff, creating loyalty and 
ensuring professional behaviour, are clearly 
aimed at avoiding the risk of the partner poaching 
employees. It is also through these strategies that 
the firm avoids losing the tacit and explicit 
knowledge that the employees have acquired 
from their work experience. In addition, some 
employees possess extensive knowledge about 
strategic plans and R&D development. However, 
it could be argued that even though an employee 
would start working for the partner firm, he/she 
would not necessarily share all the knowledge and 
experience he/she possesses from the former 
employer. Still, there is a risk that will happen, and 
this risk can be avoided by making sure that 
poaching does not occur in the first place. 
 
The strategy of gate-keeping will mainly protect 
the firm against the loss of explicit knowledge. 
The gatekeeper is the person responsible for 
signing out drawing and similar material.  
 
The strategy of utilizing reputation could work two 
ways. On the one hand, a firm with high reputation 
will easier attract and maintain key employees. On 
the other hand, a firm can use the threat of 
spreading bad reputation about a partner’s 
opportunistic behaviour as a protective strategy.  
 

The final strategy, guarding of customer 
relationships, can be seen as protection from the 
loss of explicit knowledge. Usually in a 
relationship there is also a lot of tacit knowledge 
involved, such as a personal relation between 
employees at the supplier and customer firm, 
which would not be acquired even though the 
partner would happen to get access to customer 
records. In the collaborative projects of the case 
firm there was sometimes an issue about which 
firm was going to be the one with direct contact to 
the customers. In these cases, the experience of 
trust between the two collaborating firms was a 
critical factor.  

4.2 The flows between structural and 

relational capital 

Whereas the previous section presented the flows 
between the human and the (external) relational 
capital, this section focuses on the interaction 
between relational capital and structural capital. 
The attention hence turns from the employees’ 
contacts with the partner, to the possibility of the 
partner acquiring knowledge through, for example, 
systems, processes or products. Some of the 
structural capital is tacit in, for example, the 
problem solving processes and work procedures, 
and thus not easily imitated. However, when 
working closely together the partner may also gain 
insight into such processes. The set of strategies 
used to control the flows between structural and 
relational capital differ from each other to a large 
degree. In the case company six strategies for 
managing this flow were identified. These are: 
process for approving new tools, developing 
classification, time advantage, restricted access to 
knowledge base, release of only safe documents 
and packaging knowledge into systems.  

4.2.1 Process for approving new tools 

Innovations cannot always be immediately 
released on the market as they might reveal too 
much about the company’s technical 
development. Informal processes for avoiding the 
risk of exposure can even result in the 
innovations/tools not being released at all, or 
alternatively with a slight delay so that it no longer 
reveals the latest technological development.   

“There has been situation where we’ve [] 
put together a business case of a tool and 
then we’ve found that it actually would be 
giving away too much competitive edge and 
we weren’t going to release it … [This is] 
not really a formal process … So because 
they go through this process a lot they 
know really what are the signs to look for 
within small packages and they can give 
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you a sort of spine or they might guide you 
through the appropriate channels to 
develop” (Project Manager C) 

It is interesting to observe that this process, which 
could prove very important to preserving 
company core competences, only is informally 
acknowledged. One would expect such an 
important part of product development to be 
mandatory and formally instituted.  

4.2.2 Developing classifications 

The industry of the case company is still in a 
developing phase, and there are few established 
classifications or standards to follow. There is an 
ongoing competition about who can develop the 
best classifications, mainly because this will give 
the company good publicity among the clients.  

“We are certainly leading in the number of 
the actual classifications that are now being 
written … We are actually quite careful 
about how we release the information to the 
rest [of the partner team]. We’ve become 
quite conscious as we’ve seen examples 
where we’ve given away something and 
they have passed in on [] and we have 
essentially given it to them for free. Then 
they have the ability to reuse that 
somewhere else within their organization. 
you need to be very careful about those, 
the intangible property.” (Project Manager 
A) 

Still, developing classification in this context may 
also give the company substantial competitive 
advantages if they are accepted on an industry 
level. 

4.2.3 Time advantage 

The strategy of time advantage is closely related 
to the process for approving new tools as this also 
seems to be an informal process. However, in this 
case it is all about making sure that the 
company’s own progress is so far ahead of the 
partners’, so that releasing an invention will not 
endanger the company’s competitive edge.   

“We need to be quite careful about 
what we consider to be the crown 
jewels. We’re not going to release this, 
and if we are going to release this we 
need to do it in a very controlled 
manner. And what we perceive to be 
less sort of a great innovation or, it’s 
still, we’ve this far ahead and we’re 
prepared to release actual innovations 
that were, say, nine months old or a 
year old, so that they still are playing 
catch up but we still look good.” 
(Project Manager C) 

4.2.4 Restricted access to intranet and 
knowledge base 

The case company considered themselves to be a 
rather transparent and knowledge sharing firm. 
Still, a clear limit to the transparency was drawn in 
regards of intranet access and the special 
knowledge (database where all the knowledge 
used worldwide was stored. Access to the intranet 
was guarded, and within some collaborative 
projects separate intranet systems were provided 
only for the specific project. 

“Company A has [an intranet], which 
includes a number of forums. If [Partner] 
has a problem, Company A will post it on 
their behalf onto the [intranet] and give 
them the answers that come back. 
However, they will not give them direct 
access to the system.” (Alliance manager 
G) 

4.2.5 Release of only safe documents 

A quite simple way of making sure that important 
knowledge stays within the company is by 
sending out only what is referred to as “dead” 
knowledge. This manifests itself in simple 
measures such as converting a CAD drawing to a 
“flat” PDF file before sending it outside the 
company, or by using software tools but without 
giving away the code. Project manager F 
illustrates this by stating that “we were always 
happy to share information, [] if it was in hard copy 
or in a secure document. We got the job done, but 
we didn’t give away the tools.” 

4.2.6 Packaging knowledge into systems 

Where knowledge close to the core competences 
of the firm has to be exposed, the knowledge can 
be embedded in a product or system so that each 
component is not easily separated from the rest of 
the system.  

“We are rather protective of particular 
technological initiatives or advances so, for 
example, as part of our role of business we 
have developed some quite clever software 
packages and business systems as well. 
And so we tend to protect those rather 
carefully in terms of the rights of access to 
them and the rights of use. there are some 
things as the actual software that we won’t 
release to them, because we want to retain 
ownership of a particular software code, but 
that’s a relatively modest part of it.” (Project 
Manager A) 

This strategy is related to “Causal Ambiguity”. 
Lippman and Rumelt (1982) used causal 
ambiguity to describe “the phenomenon 
surrounding business actions and outcomes that 
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makes it difficult for competitors to emulate 
strategies” (Reed & DeFilippi 1990). Reed and 
DeFilippi (1990) posit that the ambiguity can be a 
barrier to imitation, due to the tacitness, specificity 
and complexity of the competences, a view that is 
shared in this paper. The competences of the firm 
specific knowledge of a firm are not transparent in 
the result or processes produced by the 
combination of these competences. 

4.2.7 Risks  

The process of approving new tools is interesting, 
as it works throughout the company, but without 
being formalized or having to follow any specific 
processes. The informal approval process is 
extremely important, as this is where the 
company’s core competences are protected 
against the risk for partners getting insights into 
them. They protect both from the loss of tacit and 
explicit knowledge, as well as strategic and R&D 
knowledge. 
 
The strategy of developing classifications is 
complex, as it actually lies in the company’s 
interest to eventually release the classifications 
and get others to use them, otherwise they will not 
turn into industry wide standards. However, just 
like the time advantage strategy, it comes down to 
choosing the right moment to release them. Both 
strategies are temporal, and hence serve the 
purpose of protecting strategic and R&D 
knowledge while it is developing and releasing it 
at a certain point in time.   
 
The two following strategies concerning restricted 
access to knowledge base are more formal. The 
intranet and the knowledge bases are built around 
the core competences of the company, and not 
granting partners access to these is a way of 
protecting the company against loss of both 
explicit and tacit knowledge. The final strategy, 
packaging knowledge into systems is a strategy 
for protecting tacit knowledge.  

5. Discussion and conclusions 

This paper has analysed the strategies for 
protection of knowledge within the flows between 
human, structural and relational capital. Several 

different strategies have been identified and 
classified according to the different flows of 
intellectual capital. Previous research in strategic 
management has approached the issue, 
predominantly researchers have commented on 
the necessity for firms to also protect their 
knowledge, but without further exploring how. One 
notable exception is Norman’s (2001) work on 
protective strategies within a high-technology 
company, where she finds several of the 
strategies also discussed in this paper. This paper 
has further explored the issues highlighted in 
Norman’s work. 
 
The strategies identified in the empirical material 
indicate that a single strategy might in fact protect 
the firm against several risks. The identified 
strategies are summarized in Table 1 below.  
Each strategy is considered in relation to the 
particular risk it is aimed at preventing. Hence the 
strategy “Ensuring loyalty” can protect the firm not 
only from the risk of the partner poaching key 
employees, but may also reduce the other risks 
discussed introduced in this paper.  
 
As indicated in the, the two strategies that protect 
the company from most risk and helps balancing 
the IC flow between structural and relational 
capital, are the process for 1) approving new 
tools, and 2) maintaining time advantage. The by 
far most efficient strategy on the human-relational 
capital side is, as expected, the strategies aimed 
at retaining staff and creating loyalty. The balance 
between loyalties towards the parent company 
versus to the alliance, joint venture (JV) or 
acquiring company is an issue that has been 
discussed in international business (Johnson 
1999, Stahl & Sitkin 2004), and no final 
conclusions have been reached. On one hand it is 
important that the employees working within the 
JV develop a sense of shared identity and 
belonging, but on the other had it is also vital to 
maintain the ties to the parent company and 
ensure knowledge transfer back from the JV. As 
demonstrated in the empirical material, the duality 
is especially sensitive when expectations of 
sharing are not the same within the two firms 
collaborating.
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Table 1: Strategies and risks identified in the case company 

 
 
The strategies for controlling the flows between 
human capital and relational capital involves the 
formal conventions according to which the 
employees interact with and relate to people 
external to the organization. The employees need 
to be given some freedom and responsibility, but 
also to be aware of the risks involved. The 
situation facing collaborating firms that share 
knowledge is similar to the situation when staff 
create/develop new knowledge inside a firm. For 
knowledge creation to occur within e.g. an R&D 
department, there has to be space and interaction 
between employees for the knowledge to flow and 
ideas to spark. This notwithstanding there is still a 
need for structures, in order to capture and 
leverage the created ideas and avoid them from 
reaching the competitors (Brown and Duguid 
2000). Likewise, in inter-organizational 
collaboration there is a need for structures 
supporting the knowledge sharing in order to get 
the collaboration running. Yet strategies that 
prevent unintended sharing of firm specific 
knowledge are required to make sure there are no 
involuntary knowledge leaks.   

An interesting observation is that no strategies 
were identified that could eliminate or decrease 
the risk of losing competitive benchmarking data. 
Such information can often readily be obtained 
externally, and hence a company can do little to 
prevent partners from acquiring it. Although this 
kind of information is important, it does to a lesser 
extent relate directly to the core competences and 
its loss does seldom have severe consequences 
for the company. 
 
The limitations to this study are first and foremost 
that it is a single case study, and based on a 
limited number of interviews. Still, it gives some 
very interesting tentative conclusions. In addition, 
this paper only reports the tentative conclusions of 
the first stage of a research project. The next step 
includes research focused on individuals and on 
their behaviour in a collaborative setting when 
having to make decisions about sharing or 
protecting the knowledge of their organization. 
The area of research is certainly one that 
deserves more attention, both from an academic 
and managerial standpoint.

STRATEGY RISK IN HUMAN – RELATIONAL 
CAPITAL 

RISK IN STRUCTURAL – 
RELATIONAL CAPITAL 

Process for approving 
new tools 

  Loss of Strategic & R&D knowledge 
Exposure of tacit knowledge 
Loss of Explicit, codified knowledge 

Gate keeping  Loss of Explicit, codified knowledge 
Time advantage   Strategic & R&D knowledge 

Exposing of tacit knowledge 
Loss of Explicit, codified knowledge  

Ensuring loyalty Loss of Explicit, codified knowledge 
Identification and poaching of key 
staff 
Loss of Strategic & R&D knowledge  
Exposure of tacit knowledge 

 

Conventions of 
professionalism 

Loss of Explicit, codified knowledge  
Exposure of tacit knowledge 

 

Packaging knowledge 
into systems 

Exposure of tacit knowledge 
Loss of Explicit, codified knowledge 

 

Restricted access to 
intranet/ Knowledge 
base 

 Exposure of tacit knowledge 
Loss of Explicit, codified knowledge 

Release of safe 
documents 

 Loss of Explicit, codified knowledge 

Utilization of reputation  Loss of Explicit, codified knowledge  
Loss of Strategic & R&D knowledge  
Exposure of tacit knowledge 

Identification and poaching of key 
staff 

Guarding customer 
relationships 

Loss of Explicit, codified knowledge 
Exposure of tacit knowledge 

 

Retaining staff Loss of Explicit, codified knowledge  
Loss of Strategic & R&D knowledge  
Exposure of tacit knowledge 

 

Developing 
classifications 

 Loss of Explicit, codified knowledge 
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Abstract

Purpose – The purpose of the paper is to develop intellectual capital theory to include competitive
aspects that influence value creation of the network.

Design/methodology/approach – The empirical part of the paper is based on a qualitative case
study of a network of collaborating competitors within the natural products industry in Finland.
A total of 29 interviews are conducted involving 11 informants. The empirical material is examined
through Verna Allee’s value network analysis.

Findings – Business relationships include both collaborative and competitive dimensions. By adding
a competitive dimension to Allee’s value network, a more exhaustive picture of the network emerges.
Hence, the relationships not only consist of collaborative tangible and intangible flows between the
actors of the network, but also of competitive flows that per definition may only be intangible.

Research limitations/implications – The paper is based on a single case study. The paper includes
collaborating competitors, but opens up interesting avenues for further research as competitive
elements surely are present also in other types of business relationships.

Practical implications – Knowledge received from partners is not always trustworthy. Still,
managers gain more from getting access to knowledge they do not know if it can be trusted, than to be
excluded from the collaboration.

Originality/value – This paper brings forward the notion of competitive elements in collaborative
relationships. IC research has tended to mostly focus on the positive aspects of the knowledge
economy, but has much to gain by realising that there are also negative aspects that affect the creation
and distribution of value in a network.

Keywords Intellectual capital,Value analysis, Competitive analysis, Channel relationships, Competitors,
Finland

Paper type Research paper

1. Introduction
The intangible assets of a firm such as people, image and intellectual property are
becoming increasingly important in the knowledge economy.Within intellectual capital
(IC) theory, researchers are exploring the value of these assets, in terms of the importance
of creating, acquiring or leveraging the intangible assets. These are especially important
for achieving competitive advantage because of the fact that they are hard to imitate.

One of the most important trends during the past quarter of a century has been the
increasing entry of independent firms into collaborative relationships and networks
(Grant and Baden-Fuller, 2004). From a theoretical perspective, there is also a growing
research tradition within strategic management literature that confirms the need for,
and the importance of, research on interorganizational collaborative relationships

The current issue and full text archive of this journal is available at

www.emeraldinsight.com/1469-1930.htm

Competitive
flows of IC

23

Journal of Intellectual Capital
Vol. 11 No. 1, 2010

pp. 23-38
q Emerald Group Publishing Limited

1469-1930
DOI 10.1108/14691931011013316



(Gulati et al., 2000). Traditionally, collaborative relationships were developed to obtain
market power or gain access to foreign markets, whereas today firms increasingly
form partnerships to access, acquire and create knowledge (Inkpen, 1996).

However, business relationships are not always purely collaborative, but often
collaborative whilst based on both cooperation and competition. These relationships
can also be called coopetitive (Bengtsson and Kock, 1999; Nalebuff and Brandenburger,
1996). Coopetition is a new field of research, and at present we are only at the start of its
investigation (Padula and Dagnino, 2007). According to Bengtsson and Kock (1999)
firms tend to cooperate within activities that are far away from the customer, whereas
they compete close to the customer.

Several studies within strategic management literature view coopetition as
something that takes place in cooperation between competitors (Nalebuff and
Brandenburger, 1996; Dagnino and Padula, 2002; Czakon, 2007). Particularly in these
kinds of relationships, firms need to be aware of the risks of a partner behaving
opportunistically, and thus must manage a delicate balance between sharing and
protecting knowledge (Gomes-Casseres, 1999). Successful companies are those that
collaborate with competitiors, but never forget that “their new partners may be out to
disarm them” (Hamel et al., 1989, p. 134). There are processes, technologies or strategic
plans that are vital to the future existence of the firm, and therefore need to be withheld
from partners, when involved in close collaborative relationships. However, even when
it has been decided at management level that certain aspects need to be kept from
competitors, the information may still reach a competitor through relationships on a
lower organizational level, or due to blurred organizational boundaries. A recent study
(Salojärvi, 2005) indicated that there seems to be a tendency for firms to use knowledge
management to implement either a sharing or a protection strategy. However, firms that
have implemented both of these strategies, and hence are able to manage the balance,
are the firms with well-developed competitive strengths, often innovative high growth
firms. Consequently, the findings suggest that there is a relationship betweenmanaging
the sharing and protection of knowledge on the one hand, and organizational success in
terms of growth on the other hand, which increases the need for further studies in the
area. Holmlund-Rytkönen and Strandvik (2005) also call for more research on issues
that may decrease the strength of business relationships.

This paper aims to analyse the content of the business relationship between firms in
a value network. The departure point is IC theory, and more specifically Verna Allee’s
value network analysis (VNA) model, which provides a suitable framework for
analysing transactions between firms. A secondary purpose of this study is to identify
key areas of development of the VNA model, as we include the competitive aspects too,
i.e. competitive flows, of the relationships. The empirical setting of the study is based
on coopetitive business relationships, or more specifically cooperation between
competitors, and the analysis is undertaken from the perspective of a focal firm.

We see competitive flows as intangible flows or transactions between firms.
A competitive flow is a result of an actor’s intent to improve its competitive position in
the market in relation to its counterpart(s). This often deliberate act is related to the
relationship between firms. A competitive flow is therefore usually beneficial for one
company, but detrimental for the other.

The structure of the paper is as follows: first, we present research on IC and
introduce Allee’s model of VNA. Second, the empirical case is presented together with
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the research design and methods, and subsequently the case from the natural products’
industry is analysed through the VNA model. The paper ends with conclusions and a
theoretical development of the VNA model and IC theory based on findings from the
empirical case.

2. Theoretical overview
Business markets consist of cooperation and competition between firms. Cooperation
can be defined as “[. . .] similar or complementary coordinated actions taken by firms in
interdependent relationships to achieve mutual outcomes or singular outcomes with
expected reciprocation over time” (Anderson and Narus, 1990, p. 45). Cooperation can
briefly be described as two firms that are working together in order to raise benefits for
both, i.e. a win-win situation. Cunningham (1995) defines competition as a dynamic
process in which there is active rivalry between companies, i.e. a win-lose situation.
Business relationships are seldom purely cooperative or competitive, but contain
elements of both cooperation and competition. These relationships may be termed
coopetitive.

Coopetition can be described by Alderson’s (1958) ideas of an underlying tension
between the desire for monostasy and systasy, which means a simultaneous desire to
remain independent and free from interference from others (monostasy) and a
dependence on others to achieve common goals (systasy). Fey and Beamish (2000)
recognize that interorganizational relationships imply conflicting desires of firms for
cooperation and autonomy. While cooperation with another company produces
benefits it can also be risky for companies that do not want to lose too much autonomy.
In coopetitive relationships the sharing and protection of knowledge is critical. Another
critical element is trust, which is considered as base for cooperation (Dwyer et al., 1987).

Following Bontis et al. (2002) we adopt a definition of knowledge derived from IC
theory. IC is seen as representing the flows of knowledge that exist in a firm at a
particular point in time (Choo and Bontis, 2002; Edvinsson and Malone, 1997; Stewart,
1991; Sveiby, 1997). Managing this knowledge in a firm as it flows over time is the
domain of knowledge management (Bierly and Chakrabarti, 1996; Choi and Lee, 1997;
Connor and Prahalad, 1996; Kogut and Zander, 1992; Nonaka, l994; Nonaka and
Takeuchi, 1995), which also includes protection of the knowledge flows (Solitander,
2006). Knowledge exchange occurs when certain parts of the knowledge flow
intentionally or involuntarily from one firm to another, or conversely, are prevented
from flowing. Following this stream of research the organizational knowledge of a firm
can be divided into three subgroups: knowledge embodied in relational capital
(including competitors, customers, suppliers and other market actors), human capital
(i.e. the staff and their experience and knowledge), and structural capital (such as
processes, patented technologies).

Relational capital builds on all kinds of external relationships between the firm and
its customers, suppliers, competitors and partners. The value of these relations may
sometimes be trademarked or otherwise converted into intellectual property of the
firm. These relations are also mirrored in the image the market receives of the firm
(Sveiby, 1997), and they represent the firm’s development potential by utilising
intangibles external to the firm itself. An understanding of the impact of industry
associations and customer needs is also included in the relational capital, as well as the
ability to assess knowledge embedded with customers and partners (Bontis, 1998).
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Human capital can be seen as the tacit knowledge of the employees (Sveiby, 1997).
Without reliable structures for leveraging human capital, it will only remain in the
minds of the employees. The structural capital is created for and by the employees, for
leveraging human capital and making it useful for the whole firm (Ordonez de Pablos,
2004; Bontis, 1998). The structural capital also includes patents, models, templates,
computer systems and administrative processes, as well as the culture or the spirit of a
firm that makes people feel motivated to share knowledge and collaborate, and that
tolerates mistakes and encourages staff to try new things without risk of being
penalized (Sveiby, 1997).

IC research tends mainly to focus on the internal dimension of an organization, and
does not necessarily incorporate the firm’s position in a network into the analysis. Even
though relational capital is built on the firm’s external relationships with other
organizations in the market, IC research does not specifically concentrate on analysing
the knowledge flows between them. Rather, it has been argued that an organization’s
boundaries are no longer relevant “if customers and suppliers are included as one of the
families of the “firm” (Sveiby, 2001, p. 347). This might hold true when it comes to
customers and suppliers, but when a wider range of market organizations such as
substitutors and competitors are included in the picture, the situation changes slightly.
One IC approach, Allee’s (2000, 2003, 2008a) ideas about VNA, has expanded the view
from the organization to the network. The analysis is explained in more detail below,
and subsequently employed in the empirical analysis of the cases.

2.1 Value network analysis
Research has shown that networks between organizations in a market generally
generate weaker competition, but higher survival rates and prices for the organizations
(Greve and Baum, 2001), hence we argue that this form of organization is worth special
attention in IC research. The VNA has been developed by Verna Allee during the last
10-15 years, as a method of modelling and analysing the value creating network
surrounding an organization, and identifies both the intangible and tangible assets that
can be converted into value (Allee, 2008a).

The model also includes intangible flows between firms, which add richness to the
context, as many companies that form part of the network would perhaps not have been
visible if only taking into account tangible transactions. The model describes how
intangibles make their way into the market, either by being converted into monetary
value (e.g. selling consultancy services) or by being converted into a negotiable
form of value that can be bartered (Allee, 2002). VNA employs a slightly different
conceptualization of the tangible-intangible dichotomy than most IC research.

As stated above, the commonly accepted classification of intangibles is that there
are three forms of intangible assets: human, structural and relational capital. VNA, on
the other hand, defines everything that is contract-based as tangible, be it knowledge,
payments or physical goods. So, it is a contractual transaction that determines the
tangibility, and therefore, intangible exchanges are everything else, usually voluntary
transactions, that supports the contractual relationships (Allee, 2008a). In the empirical
case described in more detail below, most of the collaboration is voluntary and
non-contractual, hence intangible.

Previous research based on the value network has been conducted in a number of
different disciplines. Although the value network way of thinking is receiving more
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and more attention and generally has been acknowledged especially in IC research
(Sveiby, 2001; Andreou and Bontis, 2007; Green, 2006), and in business (Allee, 2008b) a
limited number of academic studies have used the framework empirically. Some
exceptions include: the assessment of value creating capabilities of farms in Northern
Ghana (Clottey et al., 2007); the analysis the networks of mobile workers at Knoll Inc.,
an office furniture designer and manufacturer (Venezia and Allee, 2007); representation
of potential intangible benefits increased networking could have on
knowledge-intensive business services in the field of risk management (Rikkola et al.,
2005); mapping knowledge flows in a communities of practice experiment (Jakubik,
2008); identification of innovation and value in the discovery of a new use for a
pharmaceutically active substance (Edwards, 2009); assessment of how systems of
innovation can be encouraged through information communication technology (ICT)
deployment strategies in EU (Allee et al., 2007); and the conceptualization of three
different kinds of network identified in a regional cluster (Pöyhönen and Smedlund,
2004). Although the studies above differ in discipline and focal point, they all focus on
the positive – without acknowledging the competitive aspects of relationships.

3. Research design and methods
Evidence from previous studies (Schilling and Steensma, 2001) has shown that
alliances are usually concentrated in relatively few sectors. Among these are
computers, communications equipment, consumer electronics, medicines and
pharmaceuticals and motor vehicles. This is the reason behind choosing a case from
the natural products industry, which is closely related to pharmaceuticals and affected
by similar regulations and market conditions. This is a sector with broad knowledge
requirements, where the knowledge is often not product specific, and hence can
generate economies of scope (Grant and Baden-Fuller, 2004). The natural products
industry is related to naturally (or today often synthetically) manufactured products
such as health and nutrition supplements, food and cosmetics.

In order to choose the most appropriate technique for gathering empirical material
the nature of the study’s phenomenon needs to be recognized. The key issues examined
in this study are coopetition and knowledge flows. Coopetition is studied from the
perspective of cooperation between competitors, which can be viewed as a sensitive
situation where the tensions between the firms are likely to affect the knowledge flows.
In order to get sufficiently rich information on the issues we rely on a qualitative case
study. Walker (1985) writes that qualitative research is suitable when the topic studied
can be regarded as sensitive.

The informants were chosen by the snowball technique. Snowball or chain
sampling is a purposeful sampling technique in order to find informants or samples
that are rich in information. In practice the technique implies that informants tell you
about other informants who could be of interest for your study (Patton, 1987; Janesick,
2000). We have used interviews as a research method, as it has the advantage of
enabling the interviewer to acquire a large amount of data within a short period.
Furthermore, interviewing provides the opportunity to clarify information by asking
follow-up questions (Marshall and Rossman, 1989; Patton, 1990).

The interviewswere conducted in Finland during 2004-2006. A total of 11 informants
provided data in 29 interviews. For informants, the study uses the managing directors
of each firm, because they should have the best insight into the cooperation and
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exchanges taking place with other firms. Each respondent was interviewed at least
twice. Multiple interviews with each informant were expected to increase the possibility
of receiving rich and trustworthy information. The companies included in the study
compete and collaborate with each other. The companies are seen as competitors
because the informants identified them as such. Porac et al. (1995) stress the view of the
“managerial mind”, and argue that the managers within an organization are the most
appropriate judges when it comes to defining the competitors of the company.

3.1 Description of the case
The case consists of firms in the natural products industry. In order to ensure the
anonymity of the participating firms, the background information is kept to a
minimum. Following a specific request from one informant, the informants did not
know which firms were included in the study. Some of the firms manufacture their own
products, while others are purely wholesalers. Some of the firms are family owned,
while others are a part of a larger firm. The age of the firms ranges from about 15 to 50
years and the number of employees varies from about 4 to 30. Some of the firms target
a narrow product niche, while others supply a wide range of products. The supply
chains also differ between the firms. Some are merely focused on specialized shops for
natural products, while others are mostly concentrated for example on supermarkets.

The case is viewed as a value creating network because it comprises firms that are
cooperating for the benefit of the whole industry. The firms are involved in different
industry associations aimed at finding common principles of working. The natural
products industry is involved with the health of human beings, and moreover, is
characterized by a lot of similar or complementary products. Therefore, a negative
image for one firm may have large negative consequences for other firms within the
industry. By cooperating, an individual firm has the possibility to influence the industry
and together the firms are aiming to secure the trustworthiness of the industry.

4. Flows in a value network of natural products
In the following section, we will present the analysis of the case as suggested in the value
networkmodel. The first stepwhen initiating themodel is to identify internal and external
groups that play key roles in the firm’s network. These are, in Allee’s (2002) terms, the
participants, and can be individuals, teams, business units, organizations of industry
groups and communities, depending on the level of the analysis. In the empirical case we
are looking at a network consisting of different firms, hence the participants are all
companies. The departure point is the focal company, Terra fromwhose point of view the
network will be analysed. The following step is to identify the tangible (contractual)
transactions that occur between the companies. In this case, Terra is the key actor.
Tangible flows between Terra and its network mainly concern the delivery of raw
materials and payments. From Figure 1 we can see that Terra does not appear to have a
large formal network, the only relationships in our material are exchanges between Terra
and its subcontractors. Cimo was a supplier of Terra’s during its start-up phase.

The flows described in this analysis do not paint an exhaustive picture of the
reality, as we are relying on transactions between the firms described by the
informants in the interviews. For example, all firms obviously have numerous
relationships with customers and distributors; these are however excluded from the
analysis for reasons of clarity. As in any other network, all of the companies are likely
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to have some kind of contact with each other, but as Terra is the focal company of this
analysis, we do not bring the flows between the other companies into the analysis.

Figure 2 shows the intangible flows between companies. Here, both new flows and
new companies appear, as the non-contractual, intangible flows are brought into the
picture. Informal collaborative relationships that would have remained invisible if the
analysis had included only tangible relationships, are here made visible, and several
competitors are included in the figure (Gero, Fino, Lero, Beta, Cimo and Nemo).
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As can be seen from Figure 2 much of the informal collaboration ( ¼ intangible flows)
between the firms occurs through the exchange of information, here termed
communication. Gero and Terra purchase items, for example packages, from each
other. This cooperation is only on a randombasis and tends to occur onlywhen one actor
is in a hurry and has run out of something that is needed. On a more random basis, the
competitors belonging to the industry association and/or the negotiation council also
discuss issues such as taxes or the development within the business in general. Terra
also has an informal agreement with Fino and Cimo about the timing of release of
marketing material, so that all companies release the material simultaneously.

Having gone through these stages in the analysis, Allee proceeds to look at the
patterns and impact of the flows, and analysing the value created. However, as
described above, here we also bring competitive flows into the picture. These flows are
in our view intangible, and hence all depicted identically in the model. Our view is
similar to Bengtsson and Kock (1999), who argue that cooperation between competitors
is usually of a more informal nature than other types of business relationships.

Figure 3 shows the tangible and intangible flows as presented above, with the
addition of the competitive flows. As Terra is the focal company of the analysis, we
only consider competitive flows between Terra and the other companies in the
industry. Arrows pointing towards Terra mean that the other companies’ competitive
actions have affected Terra, whereas flows emerging from Terra indicate that Terra is
the active party in the flow. In Figure 3, Elmo and Beta, two additional competitors not
previously identified are included, as there are competitive flows between them and
Terra. To facilitate the reading of Figure 3, all competitive flows are numbered and
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presented below together with the tangible and intangible flows, starting clockwise
from the top of the figure.

(1) As can be seen from Figure 1, Nemo had approached Terra with a suggestion for
a joint venture, a proposal that was turned down by Terra. As no cooperation
agreement was made, Nemo copied Terra’s trademark. According to the informant
from Terra the company suffered greatly from this since they had registered a certain
trademark in order to be protected from copies. (2) Terra handled the situation by
taking Nemo to court. In the end, Terra lost the case and had to pay a large sum in
costs. All different kinds of copying affect the value distribution within the network, to
the benefit of some companies and the detriment of others.

The natural products industry is very sensitive to negative word of mouth and
image. (3, 4) On one occasion, Elmo made overly strong claims in their marketing.
The other companies reacted very strongly to this and Terra complained to Elmo, and
the issue was also recognized by the public. The event affected the whole industry due
to customers’ reduced faith in the products.

(5) As seen in Figure 2, Terra had a marketing agreement with Fino about the
timing of postings in marketing magazines. In Figure 2 this looks like a good deal, but
when adding competitive flows the picture of the situation changes. The relationship
between the two is strained, as Fino chooses not to honour the agreement and posts the
material before the agreed time. The outcome of this action is of course, that Fino’s
special offers reach customers before Terra’s, potentially leading to more sales for Fino
and a loss of sales for Terra.

One of the main concerns within the business is copying – both of products and
advertisements. According to one of the informants, this way of building up structural
capital by copying is more or less a tradition within the natural products industry. There
used to be some kind of gentlemen’s agreement that if someone developed a new product
the other firms respected this. However, if a firm develops something new today, it must
expect that in the very near future several firms will enter the market with a copy. One of
the informants explains the phenomena by confirming that today everybodymore or less
has access to the same knowledge. Here, Terra, despite having quite extensive informal
communication with several of its competitors, also copies competitors’ products or
marketing claims, in fact the interviews suggest that Terra is particularly prone to
copying. However, sometimes Terra is also copied by other firms within the network.
These situations are related to copying of product names. (6) On one occasion, Fino
appeared on the market with a product that had exactly the same name as one of Terra’s
products thatwas already on themarket. Terra had registered one of the ingredients of the
product as a trademarkwhich gives them the exclusive right to use it in Finland, thenFino
used the ingredient aspart of the nameof their product.The chief executive officers (CEOs)
of the companies discussed the matter, and came to the conclusion that Fino would be
allowed to sell the product as is in the packaging that had already been made, but would
change the name and only describe the ingredient as an ingredient in future.

(7) Terra has copied both the product and marketing statements from a well-known
product of Cimo. In this case, there were no consequences, and Cimo obviously thinks it
is very unprofessional behaviour but prefers to focus on developing their own business
further instead of wasting time and money on fighting the competitor.

The interviews in the case indicate that there are very few people that have
expertise within the field of natural products. It is therefore hard for firms to recruit
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personnel. (8) On one occasion, Beta recruited some industry experts, who had been
trained by the industry association. Beta thus stole human capital through poaching
staff either from other firms, as shown in the analysis or from the organized business
as a whole by refusing to follow the gentlemen’s agreement of the industry.

(9) According to the informant from Beta, Terra has sometimes tried to influence
Beta’s operations. In other words, Terra has tried to get Beta to operate differently than
Beta would like to in terms of its sales policy. A competitive flow like this can be
questioned from a legal point of view, and naturally decrease the value for the network.

(10) According to the informant from Beta, the company had been negatively
affected by the spread of bad rumours by a Terra salesperson. The reason behind this
was that the salesperson aimed to increase Terra’s sales by badmouthing a competitor.
The informant from Terra, whilst admitting the offence had occurred, was at pains to
state that this kind of behaviour was not condoned by their company.

(11) Similarly to (7), Lero also claims that as soon as they come out with a new
product on the market, Terra quickly follows with a “me-too” product. As the
informant says, “If we come out with product A, Terra releases product AA, when we
market product B they have a product BB, etc. Again, Lero says that this seems to be
Terra’s strategy, and the two CEOs have open discussions about the situation.

(12) At the time of the study, the firms in the industry are attempting to cooperate in
order to agree on common principles for marketing. The view of Terra is different from
for example, the view of Gero. Gero would prefer stricter control and follow-up of the
use of the principles, while Terra prefers more general guidelines for the industry.
According to Terra, stricter rules would only diminish the potential of the firms’
operations. For the benefit of the whole industry, it is important that the firms are able
to agree on common principles for marketing and a few of them refusing to do so have
an effect on the whole network.

In order to sum up the findings it is possible to say that the most common
competitive flows are the “me-too” or copied products, which are more or less a
tradition in the industry. Other common competitive flows are the claims used in
marketing. Sometimes firms tend to promise too much in their advertising, which is
perceived negatively by other firms.

5. Discussion
Based on the findings of the study it is possible to say that the nature of a business
environment surrounding a firm becomes more complex and real when both
cooperative and competitive flows of interaction are included. A single firm may
simultaneously be involved in various types of business relationships with various
types of cooperative and competitive flows.

However, in this particular case, many of the firms have rather similar positions on
the market. They offer similar products to similar customers, and no firm is specialized
in only one area. It could be argued that all the firms have similar and rather broad
knowledge bases, and hence they compete with each other not only within one activity,
but also through a scope of different activities. This makes the competition more
intense, and the firms are more vulnerable to a partner’s potential opportunistic
behaviour as the value distribution instantly changes. Consequently, the firms deal
with each other warily, and the level of trust is low as they are not sure whether the
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knowledge shared when they come together is trustworthy or not. Firms turn out to be
self-interested.

This self-interest orientation of each firm (Williamson, 1985) may cause the firm to
take actions that are rational for the individual firm, but that may not lead to a
beneficial outcome for the collaborative relationships as such. Still, as third party
resolution mechanisms or resorting to the courts often turn out to be very costly, the
only resource left if one actor is violating the agreement in collaborative agreements
such as alliances, is to terminate the agreement. This kind of collaborative
arrangement implies a high mutual dependence, and may create an exposure to the
other actor’s potentially opportunistic behaviour (Reich and Mankin, 1986), as
promises are not always kept and contracts not always honoured.

The context in this case is that of a developing industry, where most of the
companies have been around for some time and have established roles in the network.
The industry still needs to develop ground rules for how the firms should interact with
each other and with other companies in the market. Here, the development of trust is
much slower, mainly due to a general feeling that firms may do as they please, and do
not have to adapt to others in order to share the benefit with the whole industry, so can
still behave opportunistically. This makes them wary about sharing their knowledge,
and brings in another dimension: knowledge that is shared might not be correct. An
actor may be sharing his knowledge about certain issues like inventions or
developments within the industry or regarding products, but the sharing may be done
only to mislead the partner firm. Agreements may be reached, but still one or several
firms may suddenly decide not to adhere to them without penalty.

6. Conclusions
In this paper, we argue that Allee’s modelling of the network neglects an important
issue: the competitive flows of the network. Although Allee (2002) acknowledges that
networks do not always work towards positive outcomes (e.g. terrorist and criminal
networks), the competitive aspect is not explored further. Networks are assumed to
consist of participants trying to achieve the common purpose of creating economic or
social good, whether they are internal value networks (organizations) or networks
between different organizations (Allee, 2008a). Despite the notion of working towards a
common good, Allee’s participants are calculating, as the exchanges, be they tangible
or intangible, are always negotiated, as in the case where, “one person might introduce
executives from another company to important contacts in the person’s business web
if the executives agree to support a certain initiative before a regulatory body”
(Allee, 2008, p. 7). This is argued to be a key characteristic of the self-organizing
network, e.g. that participants should be self-organizing according to their own
interests, hence there is not only collaboration within the network but also competition
that is manifested through the negotiation. The exchanges should be fair in a network
characterized by trust (Allee, 2002).

However, in reality flows and transactions may not always be negotiated.
Transactions may take place even though one party is unwilling or perhaps even
unaware of the transaction. As the network is open, participants joining it are also
working towards an economic good, but perhaps do not share all of the values of the
network. In addition, when someone steals an idea it is converted into value, as it is
turned into a product and sold on the market. These activities are not visible in Allee’s
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analysis of the network, but they will still affect the value creation and distribution
within the network. How this may increase or decrease the value creation is not within
the scope of this paper, but we can say that it will surely alter the value creation.
Knowledge shared may still be knowledge doubled (Sveiby, 2001, p. 347), but the
financial benefits will be redistributed between the members of the network. If value is
an emergent property of the network, and “understanding the functioning of the
network as a whole is essential to understanding exactly how and why value is
created” (Allee, 2008a, p. 12), then the less “rosy” aspects should also be taken into
consideration when analysing the network.

These aspects oftenhavenegative consequences for thefirmsexposed to them, in terms
of losing staff, sales or credibility. However, theymay also have positive side effects, such
as increased awareness, knowledge, better quality, etc. when taking the view of the whole
network into account. Increased awareness and knowledge is here related to the fact that
firms develop and learn from past experience. Although a firm has been exposed to a
competitive flow, it may benefit from this experience in future cooperation with the same
firm or other firms. Competitive flows also “force” firms to maintain a certain level of
quality in order to try to preserve the competitive advantage of the firm. Consequently,
competitive flows continuously exist in business markets and, depending on the
perspective adopted, may be either positive or negative. Bengtsson and Kock (1999)
argue that companiesmust compete to a certain extent in order for the business network to
be effective. They continue by stressing that there is a demand for cooperation, since the
companies must create bonds in order to establish long-term relationships.

The analysis also pinpoints a general tendency within IC theory to define
knowledge sharing as an exclusively positive phenomenon. This paper argues that the
IC perspective of organizations provides a solid foundation for research on knowledge
exchanges, granted that it expands its view to include also competitive and/or ethically
questionable behaviours. Whether at an organizational or regional level, IC research
tends to focus on the positive aspects of the knowledge economy. Researchers have
much to gain by realising that there are also negative or even possibly illegal aspects
that affect value creation and distribution. This could be done, i.e. by adopting some of
transaction cost economics understanding of opportunism, without losing the current
focus on the sharing and innovative capabilities of IC theory.

If it was to take these aspects into account, IC, and especially VNAwould be valuable
when considering coopetitive situations, as it would also be able to incorporate
developed relationships with external participants (suppliers, competitors and
customers) into the analysis. The findings of this study indicate that it is very
important for managers to assess carefully the benefit of entering or maintaining
collaborative relationships, especially when they contain elements of both cooperation
and competition. Knowledge is here a valuable asset and needs to be managed
accordingly. Furthermore, it is necessary to evaluate knowledge flows both to and from
the firm carefully. Knowledge received from partners is not always trustworthy; neither
is sharing knowledge always beneficial to the originator. According to the findings of
the study, valuable knowledge may for example spread to competitors through
personnel. Therefore, it is important for firms and managers to take into consideration
and evaluate the risk of sharing and potentially losing valuable knowledge.

Moreover, the findings of the study indicate that in industries where the
performance of the whole industry may be related to the quality of a single product,

JIC
11,1

34



it is important that firms and managers share knowledge that helps securing the
quality of products. These knowledge flows may be either cooperative or competitive,
but from a general perspective they could be beneficial for the industry as a whole.

As a concluding remark, we would argue that the VNA model is a good starting
point for identifying and analysing different flows in interorganizational collaborative
relationships. In its original form, the model provides a broad basis for different kinds
of studies, although most to date have focused on merely positive aspects of
relationships. The contribution of this study is that it adds competitive flows. One
suggestion for further research is to move towards a development of Allee’s (2000)
model, and more thoroughly analyse competitive flows in interorganizational
collaborative relationships. One suggestion for further research would be to examine
more thoroughly both positive and competitive/negative flows and their development
over time. Some flows may be more important during certain periods of time and
therefore it would be relevant to study potential variations in different kinds of flows
between firms. Another interesting avenue for future research would be to study the
potential influence of one flow on other flows. According to the business network
approach no business relationship is an island, which means that each relationship
influences and is influenced by other relationships. Therefore, it would also be relevant
to study the potential connection between flows in one relationship and those in
another relationship. Moreover, it would be of interest to apply Allee’s (2000) model as
a base in order to study and compare competitive/negative flows in different kinds of
industries.
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Abstract

Purpose – The purpose of this paper is to analyze how the Intellectual Capital perspective can be
altered in order to include ethically questionable practices of knowledge acquisition.

Design/methodology/approach – The paper explores the relationship between formal and illicit
forms of intellectual capital acquisition through a case study of the Formula 1 industry. The paper is
based on secondary data from public sources.

Findings – Ethically questionable practices are a part of the knowledge economy. In the case study,
the view on what was ethical and accepted was changed due to uncovered practices of espionage.

Practical implications – Firms in knowledge-intensive industries often employ unrecognized
informal channels for intellectual capital acquisition. Managers should consider the boundary between
right and wrong in their particular industry, and whether they have the tools for dealing with ethically
questionable practices.

Originality/value – The paper suggests a complementary interpretation of the Formula 1 industry
not only as a best-practice case of how community and trust knowledge spillovers facilitate
innovation, but also how ethically questionable practices of intellectual capital acquisition exist as an
accepted part of the process.

Keywords Intellectual capital, Knowledge management, Job mobility, Intangible assets

Paper type Research paper

Introduction
Traditionally a firm’s tangible assets – those that can be listed in the company’s
balance sheet, such as financial capital and real estate – have been seen as the main
drivers of financial value. However, with the rise of the knowledge economy, economic
research has gradually shifted focus towards intangible assets such as organizational
knowledge and relationships (Almeida, 1996; Stewart, 1997; Romer, 2000; Augier and
Teece, 2005). From the Intellectual Capital (IC) perspective, the firm’s competitiveness
is increasingly dependent on its ability to continually manage its stock of IC in order to
generate innovations and new product ideas (Mouritsen and Larsen, 2005), which in
turn can increase financial value (Edvinsson and Sullivan, 1996). But the emphasis on
IC for competitiveness also leads to questions on how firms can simultaneously protect
their IC and share it both inside and outside organizational boundaries (Baughn et al.,
1997; Erickson et al., 2003; Solitander, 2006).
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Maintaining the balance is not simple: the shared nature of the innovation process
emphasizes the need of sharing, benevolence and trust, but there is also the
commodification of knowledge, where knowledge is turned into property of the firm. In
terms of the former, a research trend has been an emphasis on non-economic
mechanisms as means for competitive advantages (Thrift, 1999, 2005). Managerial
discussions of the knowledge economy are loaded with a “supposedly caring and sharing
ethos” (Thrift, 2005, p. 11). This is highlighted in the increased research interest in, e.g.
learning (Senge, 1990; Lennon and Wollin, 2001), creativity (Borghini, 2005; Gurteen,
1998), social interaction (Von Krogh, 1998), communities (Kramer, 1999; Wenger, 1999)
and trust (Barney and Hansen, 1994; Adler, 2001). The dominant view is that “knowledge
is not a solitary venture” but rather produced within communities (Amin and Cohendet,
2004, p. 142). Communities span intra- and interorganizational networks, which has led
to increasing efforts to understand the interconnected processes of knowledge creation
and flows in networks. In this context, the role of trust in economic exchanges has been
extensively emphasized. Trust is sometimes even seen to substitute the need for written
agreements or contracts, and decrease intangible risks and liabilities (see, e.g. Barney
and Hansen, 1994; Huang and Chang, 2008). According to Adler (2001) firms
increasingly adopt knowledge management (KM) approaches that rely specifically on
community and trust. But the focus on trust within the community, and a suggested shift
from the “predictable systemic exploitative logic” of industrialism (O’Donnell et al., 2003,
p. 87) also hides practices that diverge from a “sharing and caring ethos”.

Does a proposed shift towards a “soft” knowledge economy really exclude the dark
side of a market economy? By the dark side we refer to ethically questionable practices
and conventions that contribute to financial profit, such as exclusion, deception,
exploitation, and theft of trade secrets. According to Henderson (2007, p. 503)
knowledge spillovers are increasingly considered “not accidental or the result of
espionage but rather. . . the product of deliberate exchanges”. Practices such as
industrial espionage are associated with the ethos of “old” industrial capitalism, or
with “catch-up economies” (Jacobs et al., 2001; Stedman, 1991; Yonehara, 2002). But as
we argue in this paper, ethically questionable practices of knowledge acquisition exist
inside the knowledge economy – not outside it.

The use of questionable practices is partly visible in the response to such activities, i.e.
protection. Firms develop new mechanisms to protect investments, e.g. intellectual
property rights, intangible asset security (Harvey and Lusch, 1997), and secure KM
(Randeree, 2006). KM literature has mostly focused on practices of protecting IC through
patents and legal protection mechanisms (Garcı́a-Muiña and Pelechano-Barahona, 2008;
Lang, 2001; Williams and Bukowitz, 2001), whereas analysis of which organizational
practices these mechanisms derive from is largely absent. Even though there has been
certain conceptual interest in the IC risks of deliberate spillovers such as alliances
(Baughn et al., 1997; Martı́n de Castro and López Sáez, 2008), the conventions of
opportunism and non-cooperative knowledge acquisition, embodied in practices such as
industrial espionage have been largely overlooked in KM research. In this paper we
further address the “intellectual myopia” (Ferdinand and Simm, 2007, p. 301) that
disregards practices of espionage and other questionable practices of IC accumulation as
part of the “messy reality of innovation” (Newman, 2006, p. 42).
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Purpose and aim
While there exist some previous management studies on the subject of industrial
espionage, most of these have been either conceptual (e.g. Ferdinand and Simm, 2007;
Macdonald, 1993, Wright and Roy, 1999); focusing on economic espionage, i.e. theft of
trade secrets where the perpetrator is a “foreign” government or agent where the act is
seen as a threat to national security (e.g. Correa, 2000, Potter, 1999); espionage in
alliances when entering foreign markets (e.g. McGaughey et al., 2000, Maskus and
Reichman, 2005) and issues around protection from cyber-attacks (e.g Andrijcic and
Horowitz, 2006). With the exception of the conceptual articles of Macdonald (1993) and
Ferdinand and Simm (2007) we have not been able to identify any research that focuses
on espionage as a form of learning and IC acquisition – i.e. there is a lack of research
focusing on espionage as a practice within knowledge companies, not just an act they
are to protect themselves from. In this paper we apply the framework of IC theory to
form an understanding of industrial espionage as a form of IC acquisition. While we
believe IC theory can provide some valuable insights through its focus on professional
practice and the knowing capability of the social collective in the creation of value
(Marr and Roos, 2005), we suggest a stronger focus on practices of value creation that
occur outside the sphere of community and trust. Informed by Adler’s (2001; Adler
et al., 2008) work on community, market and hierarchy as co-coordinating principles,
the paper analyses how the IC perspective could useful for understanding the ethically
questionable practices of knowledge acquisition that are inevitably part of the “messy
realities” of innovation. We argue that the existence of opportunism in the acquisition
of IC should not be understood as mutually exclusive to community/trust but rather as
inherent and interlinked parts of the knowledge economy.

The paper moves beyond a conceptual understanding of the practice by examining
the case of the Formula 1 (F1) industry. In previous research, F1 has been portrayed as
best-practice of how community and trust, knowledge spillovers and common
conventions facilitate innovation (Pinch and Henry, 1999, 2004; Mariotti, 2007). We
argue that previous studies have not shown a complete picture of the conventions and
practices that form the basis for innovation capabilities and competitiveness of the F1
industry. Looking at the industry as a whole rather than a particular firm, facilitates
the understanding of espionage as part of industry culture rather than the deviant
behavior of “rogue” employees. The papers shows how, with an increased demand of
knowledge in a market with a limited supply, firms will seek out surreptitious
knowledge through unrecognized informal channels (Cassidy and Loree, 2001, p. 150).
In the latter part of our paper we discuss the dark side of intellectual capital
accumulation, where trust-based conventions are tangled up with conventions of
opportunism.. The paper concludes with a discussion on the viability of the
conceptualization of IC in terms of intangible assets and liabilities, and the difficult
relationship between innovation and the practice of espionage in the knowledge
economy.

By highlighting ethically questionable practices we do not endorse their use, rather
we question if an understanding of the knowledge economy and the mechanisms of
value creation is complete without recognizing their existence. As our main focus and
conceptual interest is ethically questionable practices of knowledge accumulation,
following Crane (2007) we do not as such distinguish between legal competitive
intelligence gathering and illegal industrial espionage. Thus, we do not make any claim
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to contribute to literature on intellectual property rights nor do we address the judicial
implications of the case studied (for an overview on the theft and protection of
intellectual assets in IPR-literature see, e.g. Potter, 1999; Schankerman, 1998).

Methods
Owing to large media interest there is much secondary data available on the espionage
case uncovered in 2007, among them full court transcripts and dozens of interviews
with engineers and designers. Our research relies on secondary data of about 300 pages
of material collected mainly from online-line sources, industry and academic journals.
Important documents include transcripts from FIA hearings on June 26 and September
13, 2007 regarding the “spy scandal” between Ferrari and McLaren, the FIA hearing on
December 6 2007 regarding another unrelated spy incident between Renault and
McLaren, and statements from different key actors of the industry published during
this period. One of the main reasons for the scarcity of studies on industrial espionage
is simply the lack of access to information about known cases. Firms are generally
unwilling to disclose information and discuss such issues even when such practices are
known to exist. Thus, the data available on the F1 industry are quite unique.

While public access to the material strengthens the case study, the fact that the
documents were not produced for research purposes, is a methodological constraint
that needs to be taken into consideration. In this case, the parties in the FIA hearings
were obviously defending their own actions; hence the sources of the statements were
taken into account throughout the coding and analysis the material. Still, the
interpretation of the material through a specific lens is what brings them to live
(Thierny, 1997), not the purpose for which they were created. The issue investigated in
the documents is the same as the main focus of the paper, i.e. the occurrence of ethically
questionable practices within F1. Furthermore, this paper is not about uncovering the
“truth” of the cases, rather it argues that the statements made in the material mirrors
the situation in the industry and analyzes it as such through the lens of IC theory.

Appendix 1 lists the transcripts used for the qualitative analysis The 5 key
documents[1] were organized using N*Vivo software. After the documents were
entered into N*Vivo both researchers coded text sequences, specifically in terms of
different forms of transfer of intellectual capital. The coding process went on until both
researchers felt they not identify additional themes. After this both continued the
analysis of different categories found, i.e. into different levels of “legal” and “illegal”
transfers.

Intellectual capital: an overview
Intellectual capital can be defined as the stock or flows of knowledge within an
organization (Bontis, 1998; Edvinsson and Malone, 1997; Stewart, 1997) that can be
converted into financial value. IC research is manly focusing on the creation and
leverage of intangible assets within the organization, dividing them into three aspects:
human, structural and relational capital (Sveiby, 1998, 1997; Stewart, 1997; Saint-Onge,
1996), corresponding to the experiences of the employees; organizational culture; and
external relationships that collectively create value (Davis and Harrison, 2001; Stewart,
1997). The different kinds of IC are not seen as hierarchical; rather they complement
each other creating value from the interplay between them (Edvinsson and Malone,
1997; Stewart, 1997).
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The rise of IC research is linked to a focus on issues of community, trust and
commitment in economic research in general. Such issues are posited as “distinct from
the traditional industrial-era managerial paradigm founded on opportunism, distrust
and control” (O’Donnell et al., 2000, p. 196). Knowledge flows are mostly perceived as a
positive phenomenon by research. As stated by O’Donnell et al. (2003, p. 87): “Keep off
the grass” signs rarely appear in this IC rain-forest and people, ideas, stocks and flows
of knowledge travel wherever, whenever and however they can.” When knowledge
flows it grows, as the person sharing doesn’t lose it and hence knowledge has doubled
from an organization’s point-of-view (Sveiby, 2001). Assuming that this is one of the
important points of departure for the IC-perspective, it is clear why negative issues
have received limited attention.

In order to get a deeper understanding of the transfer of IC we look at the
functioning of the knowledge economy, following Adler (2001). In Adler’s terms there
are three kinds of ideal organizational forms for coordinating tangible and intangible
assets:

(1) market, that relies on price as a coordinating mechanism;

(2) hierarchy, based on authority; and

(3) community, which is coordinated by trust.

Alder (2001) argues that economic action between suppliers and an anonymous buyer
of standard goods is coordinated by price when interaction takes place on the market.
However, the price mechanism is not efficient for optimizing creation and transfer of
knowledge, as knowledge is seen as public good (Augier and Teece, 2005). The strong
intellectual property rights present in a market situation does support creation of
knowledge, but hinders transfers.

Following Adler’s argument, in a hierarchy legitimate power creates division of
labor. As knowledge is seen as a scarce resource, it is concentrated to specialized
functions and higher organizational levels. The hierarchy effectively accomplishes
routine tasks, but does not provide space for innovation or the creation of knowledge.
In hierarchy and market people are considered costs.

Within communities coordinated by trust, value is created by the combination of
knowledge, relationship and ideas by people (O’Donnell et al., 2003). Trust supports
coordinating knowledge-related activities both within and between organizations.
(Adler, 2001, 2008). In terms of both the creation and transfer of knowledge, the IC
approach has focused on trust as a coordination mechanism for economic activities.
Empirically, organizations typically consist of a combination of these three
coordination mechanism, even though modern knowledge economies supposedly
rely more on trust in interactions. It can be argued that the IC approach upholds a
contradiction. On the one hand, it theoretically puts forward trust as the co-ordination
mechanism and knowledge as a public good, but on the other hand it normatively
focuses on management control, especially through efforts to measure the IC level of a
company, following the idea of “what gets measured gets managed” (Chaharbaghi and
Cripps, 2006, p. 34), more in line with the mechanisms of authority and price.

The IC term (through the metaphor of “capital”) also implies the mechanism of price,
rather than community. An exception is Sveiby (2008), who advocates the term
intellectual assets, using the term capital only as financial capital. Critics argue that IC
frameworks are “primarily aimed at ensuring that capital providers maximize the
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return of firms through the maximization of their market value” (Abeysekera, 2008,
p. 40). A focus on “community” serves to legitimize the disassociation of IC from the
“predictable systemic exploitative logic” of industrialism (O’Donnell et al., 2003, p. 87).
We see this as detrimental in the sense that it portrays IC as something unquestionably
good, hiding practices of exploitative logic, unethical practices within firms.

On the other hand, it should be acknowledged that the value of the IC framework in
terms of its focus on the processes of value creation that comes about through active
engagement of employees, i.e. people, as human involvement is the catalyst for
realizing the economic value of applied knowledge. In summary, IC research is
theoretically well equipped to understand the knowledge economy through a
“rainforest approach” (O’Donnell et al., 2003), emphasizing complex interrelations
between market/price; hierarchy/power and community/trust, and by going beyond
the previously dominant imperative of market and hierarchy. However, positioning
community/trust as the most central mechanism of the knowledge economy, all but
neglects the interrelations to market/price; hierarchy/power in the innovation process.
We will argue through our analysis of the IC accumulation processes in the F1
industry, that assigning primacy to the community/trust dimension strengthens
intellectual myopia by excluding central processes of the knowledge economy. In the
following section we present the F1 industry and the espionage case that provides the
background for out empirical observations.

The F1 industry
A large part of the motorsport industry is concentrated to Motorsport Valley, a
geographical cluster in central-south England. The Valley hosts the leading production
centre of racing cars for various motorsport series around the world. In the UK alone
the industry’s annual turnover is around $10 billion, employing approximately 40,000
people, of which 25,000 are engineers (Henry and Pinch, 2002). At the centre of the
cluster is the F1 industry, largely considered the pinnacle of motorsport due to high
levels of innovation and large international exposure as a sport. The F1 industry is
made up of a number of teams herein referred to as constructors. Constructors are core
firms that “integrate the various components and knowledge domains to assemble the
final motorsport vehicle” (MRA, 2003, p. 6). The main revenue source for constructors
are sponsorship contracts, globally the commercial rights of F1 generate $1 billion per
year. The 11 constructors who compete in the F1 championship have an average
budget of $254 million, of this $95 million is spent on the production of the car (Sylt and
Reid, 2008). Each constructor employs hundreds of engineers, who are continuously
trying to come up with new innovations (Jenkins, 2004). The “products” are embodied
in racing cars that are constantly updated with new technologies and design (Jenkins,
2004). As one senior manager describes:

There isn’t much on the car that stays the same . . . From the moment the car is formed in
January to the last race in October, we make an engineering change on average every twenty
minutes” (Jonathan Neale, McLaren Racing’s managing director in Blitz, 2007).

Even if the car designs are often evolutions of previous years’ cars, only about 5
percent will be carried over into next year’s project (Blitz, 2007). As all constructors
work within the same constraints and regulations only constant refinement and
innovation provides competitive advantage (Cross and Clayburn Cross, 1996).
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Figure 1 illustrates the IC-dimension of the F1 industry, and the transfer of IC from
one firm to another. The application of the IC-framework galvanizes some important
foundations of the innovation system in F1:

. Relational capital: The production system relies on vast supplier and partnership
networks. Whereas the constructors largely design the cars in-house, they are so
complex that equally important to in-house development is the integration of
supplier knowledge. Constructors have international partnerships, e.g. for engine
development and fuel systems. As one team manager explains: “I can just pick
the phone up and say: ‘I can’t solve this problem, I need some help . . .’ I can’t
possibly expect to have the world’s leading know-how in fuel lubrication,
bonding and adhesive material, yet I need all of that to compete. So how do we
get that? We plug into our partners. I have access to global research and
development in fuel lubrication” (Jonathan Neale, McLaren Racing’s managing
director in Blitz, 2007).

All constructors operate with complex supplier networks; the major
manufacturers can have 750 suppliers who produce the approximately 16,000
parts of a F1 car (Blitz, 2007). A majority of these also supply to rival firms.
Previous research (Henry and Pinch, 2000) has noted that even if suppliers do not
willfully leak trade secrets from one buyer to another, informal knowledge
transfer still occur, e.g. as “a component supplier subtly steers a constructor
away from a sub-optimal way of doing something” (Henry and Pinch, 2000,
p. 199). Such learning exemplifies how knowledge is accumulated through
relational capital in the form of joint-suppliers, who transfer this knowledge to
the structural capital of rival constructors. Within the industry such transfers are
largely accepted and conventionalized. One reason is the rapid innovation pace.
Constructors know that it takes some time for their rivals to adopt and convert
competitor intelligence into components that fit into their complete product. Once
a competitor has adopted the new knowledge the originating constructor has

Figure 1.
An overview of IC

components in the F1
industry
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advanced to a second generation of its development. Constructors also accept
that they have more to gain from a system with less regulated, red-taped
knowledge flows through the vast relational capital as this advantage is shared
by all constructors (Henry and Pinch, 2000, p. 202).

. Human capital. It is clear that in the F1 industry organizational value is
interdependent on the accumulation and nurturing of top engineering talent. The
industry has been conceptualized as having at its core a knowledge community;
“a group of people . . . often in separate organizations but united by a common set
of norms, values and understandings, who help to define the knowledge and
production trajectories of the economic sector to which they belong”(Henry and
Pinch, 2000, p. 194). The community aspect has been highlighted as increasingly
important in F1. Historically innovations were embodied through the
head-designers in charge of drawing the cars, and success was often directly
attributed to key individuals. But in the last ten years, success is more attributed
to the management of groups of engineers, whereas the role of the head designers
are defined in terms of coordinating and managing knowledge resources rather
than being responsible for drawing the chassis (Ron Dennis, CEO McLaren
Formula One, FIA transcripts, 26.07.2007; Bob Bell, technical director Renault,
FIA transcripts, 6.12.2007). Indeed, the increased complexities of the car have
meant that different departments are responsible for specific parts of the car,
which in turn has lead to a “natural tendency to have a not-made-here syndrome
between groups or ‘empires’” (John Howett, President Toyota F1 team, Toyota
F1 Media, 2006), thus further emphasizing the need of coordination and
management.

For the creation of knowledge communities the movement of personnel is seen
as central; as “personnel move, they bring with them knowledge and ideas about
how things are done in other firms helping to raise the knowledge throughout the
industry” (Henry and Pinch, 2000, p. 198) The movement of personnel is
especially important from the network perspective as it “raises the knowledge
base of the industry as a whole within [Motorsport Valley]”.

. Structural capital. As in all industries different firms follows slightly differing
production and management philosophies internally. E.g. McLaren have become
known for the implementation of a matrix system making them less susceptible
to damages of the movement of key personnel, whereas Toyota has implemented
its Toyota Production System and kaizen thinking from its road car production
to its F1 operations.

On the level of the industry as a whole, the prevalence and a culture of gossip,
rumor, observation in the innovation process is seen as integral yet external to
the constructors’ innovation process (Henry and Pinch, 2000, p. 202). This
includes conventions of “legal spying”, which are accepted within the industry
on a similar basis to that of the supplier leakage.

. Financial capital. Covering the large cost related to R&D external funding is
crucial in F1. The constructors are largely funded by large multinationals such
as ING, Vodafone and Red Bull. According to Financial Times estimates (Sylt
and Reid, 2008) the partner companies of the constructors invest as much as $834
million a year. By including financial capital (Figure 1) as a framework for the
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different forms of IC we wish to underline how all forms of human, relational and
structural capital, – while being constituted by the non-economic such as social
relations – are never disconnected from the circuit of financial capital. In F1 all
relationships, including non-market transactions, are heavily mediated,
connected and dependent on the flows of financial capital. This does not as
such deny that in the knowledge economy “the intangible . . . is gaining
ascendancy over the tangible” (O’Donnell et al., 2003, p. 83), but rather underlines
how the two are interconnected and how Adler’s (2001) control mechanism of
community and trust is interlocked with market/price and hierarchy/power. The
importance of financial capital does not exclude its dependence on IC; the
investors (sponsors and technical partners) are partially drawn to F1 to get
access to the large amount of relational capital, e.g. F1’s image as a technological
pinnacle, and the media attention towards the sporting side.

The spying scandal
In 2007 two separate industrial espionage cases were revealed in F1. The first one
involved the two largest constructors, the UK-based McLaren and the Italian-based
Ferrari. The case involved accusations that a senior British engineer at Ferrari had
handed over a 700-page dossier of confidential technical and strategic information to
the head designer of McLaren. The two engineers had also contacted a third
constructor, Honda, apparently with the intent of seeking new employment. The case
was taken to court both as a civil lawsuit in Italy (unresolved at the time of writing),
and Britain (where it was dropped after Ferrari had reached an out of court agreement
with one of the defendants), and to the court of the international governing body of all
motorsport events, the FIA. In its verdict in September 2007 the FIA found McLaren
guilty of possessing or at least being aware of stolen Ferrari intellectual property – and
sentenced to pay a fine of $100 million. Almost immediately after the verdict of the FIA
case had been announced, another FIA case was revealed. It involved a former
McLaren engineer taking with him the intellectual property of McLaren to his new
employer at Renault. In a subsequent FIA trial, Renault was found to have technical
information of the McLaren F1 car. The two 2007 espionage cases were preceded by a
less publicized case where two former Ferrari engineers were sentenced to prison in
Italy for disclosing trade secrets to rival constructor Toyota (Lostia and Elizalde, 2007).
It is quite evident from the information at hand, that on top of these cases there is a
history of industrial espionage in the industry, but the ones that have surfaced are from
recent time when the media attention has grown and court cases on stolen IP have
become more common.

The public and private life of knowledge
One of the most striking characteristics of F1 setting it apart from many other
industries, is the large public interest in the persons and the technologies. Media follow
closely personnel movement and the influx of any new innovation. There are specialist
journals that employ technical experts to draw detailed sketches of new technologies
and designs as soon as they appear on the cars, and former engineers to analyze their
effects (Baker, 2007). Frequently, this leads to rival constructors developing similar
solutions. Much of the discussion in the legal proceedings on what constitutes
espionage in F1 addressed the question of what information was generally available
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through various technologies used. For example, FIA court transcripts show that the
exact increase in Ferrari’s wheelbase length in 2007 was deemed to be in the “public
domain” (FIA report, 5.12.2007) and that it was “common knowledge” that McLaren
run a seamless shift gearbox (FIA transcript, 6.12.2007).

Another particularity of F1 knowledge is the short lifespan of innovations, and thus
the usability of competitor intelligence. As a former technical director of Honda
comments:

[stolen knowledge] would just be enabling you to produce what that team had already
produced and therefore you would always be playing catch–up, however good your
manufacturing and design and operations loop is it is going to take you four to six weeks to
get those sort of components on a car . . .what you want is an understanding of why you have
come up with those engineering solutions and not what those solutions are (Geoff Willis, at
Canadian GP Press conference 8.9.2007).

This corresponds to the industry convention identified by previous research (Henry
and Pinch, 2000, p. 202) that “as long as a team knows it can keep ahead of its rivals it
is not a major problem”. The fact that four to six weeks are considered a healthy
margin to the competition is a good testimony of the pace of innovation. Another
aspect highlighted is that technology itself is useless unless you have the “know-why”.
It is not “one thing that makes a cargo quicker but a huge amount of small details and
all the philosophy that has developed in a team over years” (Pat Symonds, executive
director of engineering, Renault, Canadian GP Press conference, 8.9.2007). The explicit
knowledge (what is done) is thus less interesting than the tacit practices, the
philosophy, routines (how things are done).

The traditional way of looking at IC assumes that routines, philosophy, how things
are done, cannot be stolen and cannot be owned (Williams and Bukowitz, 2001). This is
not to say that knowledge emanating from other constructors’ cars is uninteresting or
that there is no market for it. The designers acknowledge that knowing where your
competitors are strong will help the innovation process:

When you are designing a car, particularly when you are looking at your competitors, [you
want to know] where is the other person’s advantage – is the aerodynamics better, or is the
car lighter or is the centre of gravity lower or is the engine more powerful . . . [It] helps you to
focus a bit more on where you develop the car and in the absence of that information all the
constructors are doing a lot of competitor comparison analysis to try to focus on exactly
where their shortcomings are. We do that all the time (Geoff Willis, Technical Director Red
Bull Racing, Canadian GP Press conference, 8.9.2007).

This also reveals another previously identified convention of the industry: observation
and competitor comparison analysis, i.e. “legal spying” that the constructors engage in
on a frequent basis. Such conventions have been recognized as one of the sources of
high innovation levels in the industry (Henry and Pinch, 2000). The high innovation
pace ensures a market where demand for knowledge is high but where firms have
taken several steps to reduce supply and protect their knowledge. Under these
conditions firms will often actively seek out informal channels such as staff poaching,
observation and ultimately, industrial espionage (Cassidy and Loree, 2001).

“Legal spying”. Even though procedural and institutional barriers exist within the
industry, such as contracts of the engineers, which stipulate all inventions as the
property of the constructors, knowledge transfers through informal channels are
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accepted as both inevitable and effective. A McLaren employee summarizes the
convention of legal spying explicitly when stating that acquiring knowledge on rival
constructors is “part of work” that “everyone” does “every day” (Pedro de la Rosa,
test-driver McLaren, FIA transcript, 13.9.2007 p. 61). The most common channel is
direct observation. Knowledge is acquired informally for competitor comparison
analysis to understand where and how progress in design could be made. Constructors
directly observe each other at race weekends, when they are gathered in close quarters
and surrounded by media, who photograph and film the cars as closely as possible. As
the CEO of McLaren describes: “Everyone walks up and down the Grand Prix grid,
looking closely at other cars. Everybody commissions photographers to take pictures
of cars” (Ron Dennis, FIA transcript, 26.7.2007, p. 38).

Modern technology has brought more advanced methods for analysing informally
gathered intelligence. Constructors frequently hire experts to “parametise the
photograph for height, length, width and position” so that they can be turned into
CAD drawings. Also images of cars that are lifted on cranes are shown of TV,
constructors perform “image analysis to determine the car’s weight distribution” (FIA
transcript, 13.9.2007, p. 41). Constructors also perform sound analysis based on
onboard camera footage from rival cars, to determine and map details about engines,
and do this “on every race [they] can” (Pedro de la Rosa, test-driver McLaren, FIA
transcript, 13.9.2007, p. 50).

As often with externally acquired information received through informal channels
the line between what is considered “normal” and what is illicit can elude the external
observer. Knowledge gained by rivals through sound analysis is not knowledge lost
and will not affect productivity of the originating firm. The procedures described
above still require various stages of conversion before they constitute knowledge and
become valued IC for the constructors. Information on details on the cars might not be
valuable without an understanding on how they fit into the system of the car, and
successful conversion of externally acquired knowledge requires human capital.

Employee mobility. The fiercest competition in the F1 involves accumulation of
human capital. Human capital is the cumulative tacit knowledge of employees within a
firm (Bontis, 1996). In F1, the composite designers, mechanical engineers, aerodynamic
designers, vehicle dynamicists and drivers embody the continuous innovation process.
The cars are designed by teams, but all design teams have key personnel, such as the
technical directors and head designers, for whom there is a constant demand in the
market. There are some designers considered so valuable that the constructors pay
around 10 million dollars in salary for their services (Ron Dennis, CEO McLaren, FIA
transcript, 26.7.2007, p. 20).

Employee mobility is the basis for part of the spillover and innovation, as there is “a
constant stream of exchange, with people taking what is in their heads. I can tell you
comfortably where materials originating from McLaren sit on many other cars”. (Ron
Dennis, in FIA transcript, 26.7.2007 p. 38) The impact an individual can have in the
innovation process varies, but individual engineers and their movement is seen as
central as illustrated by another CEO:

[. . .] every time we take an employee from BMW, or we lose one to Honda, or a Renault man
goes to so-and-so, there’s always some transfer of information . . . Sometimes it’s very little
information, sometimes it’s of tiny value, and sometimes it’s worth a tenth or two of a second
per lap. It varies (Frank Williams, Williams F1, in Goren, 2007).
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In terms of IC theory authors such as Sveiby (2001) posit that intangible asset will not
leave its creator in a transfer, and Stovel and Bontis (2002, p. 304) note that when an
employee leaves a company a subsequently shares his knowledge with competing
firms, “not only do firms lose the human and relational capital of the departing
employee, but also competitors are potentially gaining these assets”. In F1 firms
consider high turnover as something inevitable in a competitive environment, yet they
are continuously trying to prepare for knowledge attrition, as McLaren’s COO notes:

Inevitably, if you are a successful F1 team, then your staff are [sic] attracted to other
[constructors] . . . if you have a successful formula, people will try to aggressively attract your
staff. If no one was interested in your staff, then I would be worried. So I would rather have
the challenge of holding onto our staff (Martin Whitmarsh in Goren, 2007).

The knowledge spillovers and disclosure of trade secrets due to employee mobility are
available to all actors, and if mobility would seize it would probably hurt the industry
more than it would gain an individual firm. Furthermore, it is very difficult to take the
issue to court, as the firm then would have to disclose the trade secret. Courts may also
be reluctant to enforce restrictive non-compete covenants, as they want to safeguard
employees’ freedom to change employers.

Another source of knowledge is “grapevine knowledge”. Inherently intertwined in
the social relationship that exists between employees of different constructors,
grapevine knowledge includes rumours and pieces of information the organization can
access, it’s hence part of the relational capital. Drivers and engineers have their sphere
of acquaintances and friends within the industry:

Somebody will always open their mouth. You go for dinner, and somebody will say ’We are
running this weight and doing that.’ So most of the time you can find out what people are
running anyway (Juan Pablo Montoya, former McLaren driver, in Noble (2007)).

It appears that the industry acknowledges the value of the knowledge accessible as
relational capital, as it seems to be instilled in drivers that they should be “listening and
doing [these] things every day. That is part of work. We are always in contact with
people doing similar things... Information flows” (Pedro de la Rosa, in FIA transcript,
13.9.21007, p. 61). This stands in contrast with the image of rogue employees who
behave opportunistically, as illustrated in management’s comment on the transfer of
trade secrets: “This is the action of two rogue employees definitely looking to find a
future for themselves” (Ron Dennis, CEO McLaren, FIA transcript, 26.7.2007, p. 20).
The depiction of the rogue employee bears strong similarities to the depiction of rogue
traders in the finance industry (Clark, 1997). Rogue employees, no matter the industry,
deserve to be seen in their context and culture (Clark, 1997, p. 233). In F1, employees are
expected to bring knowledge when switching jobs, some firms even make sure to do a
thorough debrief “of newly arriving engineers about the level of their knowledge about
what happens in other organizations” (Bob Bell, Renault technical director, FIA
transcript, 6.12.2007, p. 37).

The rules of knowledge diffusion are both tacit, as outlined above, and explicit: An
industry insider reveals how when engineers sign a contract with a manufacturer “it is
usually spelt out in great detail that all inventions are the intellectual property of the
company”. However, self-regulation is at the heart of the industry, concurring to the
perspective of the non-rational management perspective with its emphasis on trust that
is at the center of much of IC theory (Chaharbaghi and Cripps, 2006).
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“Illegal spying”.Within F1 it seems like the convention of acquisition of trade secrets
is deeply rooted – it is just not seen as morally apprehensible but rather as another
form of informal knowledge transfer. According to a former F1 driver (in Autosport,
August, 2007) “Everyone copies. It’s just the way F1 works”. The behavior is so
naturalized in the industry that until the spying scandals emerged there was little
reflection of such practice. There is also anecdotal evidence suggesting conventions of
engineers bringing articulated knowledge with them to the new employer:

It is also quite well known that in the recent past an engineer moving from, one British F1
team to another arrived with a complete set of drawings on CD of his previous team’s car. His
new employer hired a company to convert the files into their own CAD format (Race Tech,
2007 p. 16).

Constructors argue to know the difference between what is legal or not recognizing “an
important distinction between obtaining information on a competitor’s car from
improper resources and obtaining such information from accepted or legitimate
sources” (FIA report, 5.12.2007, p. 4). Yet there is little evidence of clear-cut distinctions
as the external learning processes are very similar no matter if the employee arrives
with ideas he obtained at his former employer in his head or on a CD.

In the investigations of the McLaren-Ferrari espionage case, the president of the
regulating body remarked how thin the line between legal and illegal transfer of
knowledge is in F1:

[. . .] everything . . . tends to reinforce the suggestion that a certain legitimate form of
industrial espionage is standard practice in F1. The only difference between what [the
accused spy] . . . would normally do and what was done on this occasion was the presence of
stolen goods (Max Mosley, FIA transcript, 26.7.2007, p. 38).

This also underlines that the process of external learning is exactly the same through
“observation” – i.e. what the accused technical director “would normally do” – as it is
through spying, i.e. what he was accused of. This also underlines the difficulty in one
day see the process as knowledge sharing between “old friends”, and the next see it as
transfer of stolen knowledge between “rogue employees”.

But what breeds conventions of industrial espionage in a textbook example of a
knowledge community? One possible explanation is that as investors back up the F1
industry the salaries of engineers have soared. Firms compete for the best designers
and engineers, and expect them to bring competitiveness. This puts increasing
pressure on engineers to hoard knowledge as possible, making them attractive
investments for the knowledge seeking employers:

There are USDþ10 million designers on the market and that is [the spies’] motivation. They,
in turn, claim to be able to solve manufacturers’ uncompetitiveness problems . . . Two of the
largest, most powerful companies in the world, in Formula 1, have consistently failed from
the day they entered this sport[2]. That is why this has happened. “Buy me, I will give you
competitiveness.” (Ron Dennis, in FIA transcript, 26.7.2007, p. 20).

The F1 community is built on constant innovation, putting immense pressure on each
individual. A former chief designer described the environment as one where “[y]ou
gotta go quicker, gotta go quicker . . . and you get more and more sort of – panicky,
almost” (Gordon Murray, in Cross and Clayburn Cross, 1996, p. 93). Yet opportunism
alone cannot explain the illicit practice as industrial espionage can also be anchored in
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the insecurity of employment and high staff turnover. According to an anonymous F1
designer it is common practice that engineers take home drawings and keep copies of
their work and the motivation might not be simply greed and intent to sell trade
secrets:

[. . .] they are frightened about losing their jobs. Insecurity drives their action. People squirrel
away nuggets of information to . . . improve their employability but I’ve never heard of a case
of anyone being released by a team because they didn’t bring the secrets of their previous
team with them (Race Tech, 2007, p. 20).

This resonates with the reason of the engineer implicated in the Renault-McLaren
espionage case. He explained his actions of taking with him blueprints:

[. . .] mainly in order to maintain a record, for myself, of the work I had done at McLaren and
of which I am very proud; the other reasons had to do with professional interest and some
insecurity at joining my new job (Phil Mackareth, FIA transcript, 6.12.2007, p. 23).

Thus, some of the tenets of IC theory, and indeed the communal learning economy
itself, becomes undermined by its own consequences: it is difficult to build trust and
communities in firms and industries “which are, at the same time, being ‘delayered’,
‘downsized’ and ‘re-engineered’” (Thrift, 2005. p. 49).

Discussion and conclusions
A question raised by the F1 case is if such practices are as common in the knowledge
economy, as they were in the industrial era. Indeed, there are several parallels to the
entrepreneurs of the British Industrial Revolution and their casual attitudes towards
industrial espionage (see Macdonald, 2003). In F1 the ethically questionable practices
are contextualized in the very basis of the interest in IC – the constant pressure of
continuous improved performance. The case serves to partially dispel the myth that
industrial espionage is something only firms from newly industrialised or laggard
economies engage in. Our literature review showed a lack of studies within KM
literature that a) considers the industry as a whole, rather than, e.g. a single alliance b)
considers espionage a practice rather than an act that firms need to protect themselves
from. Herein we also see good potential for future research, while we recognize the
difficulty of getting access to firm-level data..

In terms of theoretical positioning, we concur to Adler (2001) and O’Donnell et al.
(2003) in considering value creation as not only anchored in the imperatives of
market/price and hierarchy/power but also in what they refer to as the rationality of the
“people/community/trust dimension of intellectual capital creation” (Adler, 2001, p. 85).
However, a challenge in present conceptualizations of IC is that the latter rationale has
become so dominant that it does not seem to take the existence of the former two into
account, rather than seeing it in terms of the “tangled landscape of the IC-forest” (Adler,
2001, p. 86) that is money/power/trust and the complex interdependence between them
(Adler, 2001). Constructors are for example tempted to believe that they can buy success
when adding a well-known designer or engineer to their team. This also tends to give
instrumental market rationality greater weight (Adler et al., 2008). Further, it should be
noted that the rationality of the people/community/trust does not necessarily exclude
practices of deception, fraud and selfishness. To the extent that IC is attributable to
community and trust, the processes of IC creation are neither normatively good nor
morally neutral/positive. In this sense IC theory could well be more informed by
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economics and transaction cost theory’s understanding of opportunism, without losing
its focus on the focus on the knowing capabilities of the social collective.

The commodification of the intellect in IC puts forward two possible interpretations.
First, commodifying the labour aspect of IC, i.e. intelligence as capital, strengthens the
interdependency to the rational of market/price and hierarchy/power. “Measurement
and reporting techniques of IC that shift human capital represented by labour into
systems and processes over which the firm has greater control” (Abeysekera, 2008)
Second, it struggles with the conceptual base of community and trust, and the result of
its practices: intellectual property regimes and metrics of KM, i.e. market/price mode in
Adler’s (2001) conceptualization. In the case of the F1 industry a constant voluntary
and involuntary employee turnover is the basis for the dynamic labor market, which
itself is an important source of IC for the firms. The limited market drives up salaries of
top engineers and drivers, which as seen in the case of theft of trade secrets in F1,
makes betrayal and self-interest profitable. If F1 is to be seen as a microcosm of the
knowledge economy as suggested by previous research, then there is little to indicate
that the knowledge economy will progressively displace the dominant role of the
market (Adler, 2001).

A central premise of IC theory is that intellectual capital is a stock of capital, i.e.
assets of the firm. This also implies that individual knowledge is seen as property of
the firm regardless of whether an individual leaves or stays with the firm
(Abeysekera, 2008; Mouritsen et al., 2002), However, we argue that knowledge flows
are not necessarily limited to organizational boundaries or its property regimes, and
should not be viewed as such in IC. In this context, it is interesting to note how the
firms involved in the espionage cases attempt to distinguish the responsibilities of the
firm from those of an individual employee. In other words, how much responsibility
does a firm have for the behavior of an employee, when are they considered acting on
behalf of the firm, and when on their own? The firms attempt to blame the scandal on
rogue employees that act opportunistically for personal gains, outside the scope of
their duties as part of an organization. Interpersonal relationships differ in many
ways from relationships between organizations, but they are instrumental to a firm’s
success or detriment. Employees might sometimes pursue their own interests instead
of those of the organization (Galaskiewicz and Zaheer, 1999). The distinction is also
worth considering for managers. As the number of collaborative agreements of
different forms increase, the interface between employees grows i.e. as they are sent
on secondment to partner organizations. This is naturally a requisite for
collaboration, but it also brings along the need of creating awareness of the risks.
When employees in F1 are discursively transformed from human capital to “rogues”,
there are similarities to the finance industry and the juxtaposition of rogue traders
(e.g. Nick Leeson and Jérôme Kerviel) and industry culture. The emphasis on rogue
employees served to dilute questions about the culture of finance, because “[b]ehind
the facade of rogues and scoundrels are corporations and industry practices” (Clark,
1997, p. 232). Communities are functions of the internal attributes of the individuals
working and living there. This means that espionage just as any other form of
external learning might be a community convention. Hence, an interesting paradox
between “the good side” of knowledge transfer, meaning social relationships and
knowledge sharing; and the “dark side”. It would be simplistic, if convenient to
assume that one form of external learning is characterised as attributable to the
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(rogue) individual while another would be confined to the (good) community. For IC
theory the case can act as a reminder that in the knowledge economy, knowledge is
not disconnected from economy. There seem to be a tendency to disconnect
community and trust-based learning from learning based on acts of opportunism and
self-interest. These two can and will exist simultaneously, and firms will most likely
continue to be both the source and targets of various forms of external learning,
many of these processes bordering or dipping into what is illegal. The climate of a
‘learning races’, ‘the panicky feeling’ described by one designer (Murray, in Cross and
Clayburn Cross (1996, p. 93)) is common in most knowledge intensive industries, and
this climate is strengthened by both academics through theory and industry through
practice.

Implications for managers from the case are manifold, if complex. F1 is a hotbed of
innovation where knowledge flows freely, more so than in many industries – there is
no regime of patents. Patent regimes is often turned to as a means of maintaining the
value of IC. The case study seems to support a view that secrecy and patent regimes
impede IC flow and transactions, which could ultimately force firms to innovate in
isolation (Macdonald, 2003):

Preventing this fate is the conviction of those who actually do innovate that their innovation
is dependent on the efforts of others, that this information cannot be acquired unless other
information is given in return, and that individuals are best equipped to effect these
transactions.

From this perspective the case gives some basis for further research in terms of the
effectiveness of patent regimes, and how they may impede on innovation.

While firms need to ask themselves if they have the tools when a trusted colleague
turns rogue, there are also questions about the firm’s responsibility in creating the
norms. Firms in knowledge intensive industries seem to employ unrecognized informal
channels for knowledge acquisition. Especially in environments with cut-throat
competition and extreme innovation speed, managers might not even find time to
consider issues of ethically questionable practices. The finance industry, similar to F1,
is a highly competitive and innovative, with high employee turnover rate, and highly
regulated. Especially with the current financial crisis, focus has been put on how
financial institutions are developing new types of loans to try to work around the rules,
often resulting in financial losses for the institutions and/or customers. As the case
shows, every manager should with good reason consider the limit between right and
wrong in their particular industry. In the F1 industry, certain conventions were thrown
upside down due to the spying scandals. Behaviour that, according to the pre scandal
conventions, was acceptable suddenly became not only ethically unacceptable, but
even illegal. The F1 industry is not unique; we can assume that similar tacit
conventions exist in other industries.

Notes

1. The FIA hearing regarding Renault and McLaren was analyzed on a paper copy, since the
only version available was a scanned version of the transcript in PDF format, and hence not
supported by N-Vivo.

2. This implicates Honda and Toyota.
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