The Importance of Shared Values for Knowledge Diffgion in

Multinationals — myth or reality?

Abstract
This paper addresses the idea of shared value‘glsea holding the MNC together, and
investigates its importance for the diffusion oblaedge in the MNC. Investigating shared
values at the operational, activity level, basedboth subsidiary and HQ perspectives, a
hierarchical multiple regression on 99 subsidiameSwedish MNCs was used to test shared
values against the effects of business networkofac{corporate and external network
embeddedness). The results show that these busietws®rk factors, together with the
subsidiaries’ dependence on headquarters, signifjcaffect knowledge diffusion in the

MNC whereas the effects of shared values wereignificant.
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The importance of shared values or normative iatggn within the MNC for the diffusion of
innovations in MNCs has been noted by several achdNohria and Ghoshal 1994, 1997,
Ghoshal, Korine and Szulanski 1994, Nahapiet ands@dl.1998; Tsai and Ghoshal 1998,
Bjorkman et al 2004). It is argued that the morecofnmon goals and visions within the
MNC the higher is the propensity at the subsidiamel to share its innovations with other
subsidiaries. Common values will hamper the tengeamaong subsidiaries to give higher
priority to local interests than to the interestteé whole MNC. Or as Ouchi noted, “ common
values and beliefs provide the harmony of interdss erase the possibility of opportunistic
behavior” (Ouchi 1980, p. 138). It is argued thahveollective goals and values, subsidiaries
are inclined to trust one another. They all wonkdollective goals and will not be hurt by any
other subsidiary’s pursuit of self-interest. Therefa common expectation in this literature is
that the extent to which a subsidiary share valdls other subsidiaries and the MNC as a
whole will be positively associated with the extemtvhich the subsidiary is willing to share
its competence with others (Ghoshal and Noria 199@j and Ghoshal 1998).

Although the reasoning behind the notion of theangnce of shared values in an MNC
sounds reasonable the empirical support so father weak or mixed. For instance, Ghoshal
and Nohria, who argue very strongly for the positimpact of shared values on diffusion of
innovations within the MNC, only present some imadiiens of such a relationship in a small
number of subsidiaries. On a larger scale they madgossibility to include diffusion of
innovation as a dependent variable (Ghoshal antaN&®97). Tsai and Ghoshal (1998), in a

study of 15 business units in a multinational eteats company, did not find any statistically



significant relationship between shared valuesiqus) and the extent of exchange of
resources between the units

There are several problems with applying the conoéghared values as an explanatory
variable for innovations diffusion. First, the inrence of shared values must be weighted
against other variables in an operational cont&tr instance, what drives innovation
diffusion, the existence of a day-to-day operatiamdationship between two units or the
existence of shared values? In Ghoshal and Nohressarch the actual operational and
business relationship between the focal unit aedréist of the corporation is not included in
the analysis. One may argue that a subsidiary witbosiness or operational relationships
with other subsidiaries in the MNC may not be inedl to share its innovations or
competence with others, even though it is in turnh the values of the headquarters or other
units. A model in which shared values is an indeeen variable, therefore, should include
variables about operational relationships betwd®n focal units, in order to estimate its
relative importance.

Second, the concept of shared values implies vimwgs perceptions of two, related but
different, parties. In most writings there seemb& a consensus that the concept of share
values in MNCs first of all is a phenomenon betw#en sub-unit and the headquarters. It is
assumed that if the individual sub-units share gaald interests with headquarters, they also
share goals and interests with each other. But &pesspective is important: the subsidiary’s
view or the headquarters’ view? Or should theinwdoe combined? But what if their views
differ a lot? For instance, what is the impact lodred values if headquarters claim that the
subsidiaries share their goals but the subsidiati@sy that? Or vice versa? How much

difference in the perceived shared values betweetetels can one accept?

! In Ghoshal and Nohria’s analysis shared vision sigsificantly correlated with the extent of triettween the
units. As the indicators used for shared visionnst have much in common (“share the same annisitiand
“rely on”) this is maybe not that surprising.



Obviously, it is a risky business to measure thisterce of shared values only from one
side. For instance, Tsai and Ghoshal’s resultgok bf result) may very well reflect the fact
that the estimation of shared values is done atstheunit level leaving out the overall
HQs'view. Ghoshal and Nohria use measures of shaakgks on both the headquarters’ and
the subsidiary level, but they do not discuss hbes¢ two different measures are used or
combined in the empirical analysis.

Third, there seem to be some confusion betweerexistence of shared values and the
existence of communication and interaction. Fotainse, in measuring shared values as
perceived at the subsidiary level, Ghoshal and Mobhse different measures of contacts
between the subsidiary and the headquarters wittisgussing if frequent contacts really
reflect the existence of common goals or visionse ©an as well argue that frequent contacts
between headquarters and the subsidiary miauak of shared values rather than the existence
of shared values. In this context one has to makeparation between shared values and
mechanisms for increasing shared valudsor instance, Bjorkman et al use frequency of
contacts between sub-units as an indicator of catpsocialization mechanisms (Bjérkman
et al 2004). An emphasis on such mechanisms tgledsaps more about the importance of
implementing shared values as perceived by thedueaters than the actulgvel of shared
values in the organization.

Fourth, shared values are often measured withoytr@fierence to a specific activity or
business area. Ghoshal and Noria as well as TdaGaiwshal use very broad indicators like
“People in our unit are enthusiastic about pursuhmgcollective goals and missions of the
whole organization” (Tsai and Ghoshal) or “someaiir national organizations, compared to
others, may be relatively more in tune with theralleggoals and management values of the
parent company” (Ghoshal and Nohria). But a commation in organization theory is that it

iIs much easier to share the same view on generds dban on more specific goals and



activities. Values can be more of cultural truisass “beliefs so widely shared within a

person’s social milieu that he would not have hesttdcked, and indeed, would doubt that
that an attack were possible” (Mc Guire 1964, pElrthermore, values expressed through
ideology need not be the same as those instanimateehaviour (van Rekom et al. 2006). If

we assume that the impact of common goals andesttehave a meaning only within more
specified areas or activities, it is also necesgarymeasure shared values in specified
activities rather than on an overall organizatieneyal.

In the following an attempt will be made to investie the importance of shared values for
innovation transfer within the MNC by addressingnsoof the shortcomings in earlier
research. More specifically a model of knowledgensfer will be suggested in which the
importance of shared values is assessed relatitfeetonportance of operational or business
relationships between the subsidiary and the ffetsteoMNC. The concept of shared values is
applied on both the headquarters level and theidiabg level and the impact on both levels
as well as combinations are used in the empirestirtg. Finally, the impact of shared values
is investigated in relation to shared interestsiadoinvestment ispecificsubsidiary activities
rather than for the MNC and its activities as a l&ho

The model is confronted with data from 97 subsidsgam 12 MNCs.

A Model of Knowledge Transfer in MNCs

In line with the first point above a model of di¢fon of knowledge within MNCs should
contain two groups of independent variables: orfeegéng the operational or business
dependencies in which the different subsidiaries embedded, and a second reflecting the
scope of shared values in the MNC. The first ofséheepresents the “hard”, structural

variables rooted in the ongoing business of the M@ its subsidiaries. The other reflects



the existence of shared values between the indiViswbsidiary and HQ, irrespective of the
subsidiary’s business.

In earlier research it has been demonstrated tsabsidiary’s external business network
affects the extent to which it transfers knowledgeits sister subsidiaries (Andersson,
Forsgren and Holm, 2001, 2002). The closenesseofdlationships with external customers
and suppliers generates a capability for absorkimgy developing new products and new
production processes. Some of these new produdtpracesses then “spill over” into other
subsidiaries in the MNC by way of knowledge transfe

However, irrespective of the level of external endsness, corporate embeddedness -
that is the extent of the subsidiary’s involvemienbusiness relationships with its sister units
- will probably help to promote its transfer of kmedge to these units. There are two reasons
for this. First, other corporate units are morellykto recognize the capability of a particular
subsidiary if they have business relationships whi subsidiary. Secondly, in themselves
such business relationships provide important chlanfor the transfer of knowledge. We
would thus expect corporate embeddedness to hgvesiéive impact on the transfer of
knowledge between a particular subsidiary and igteisunits. This leads to the following

hypotheses:

Hypothesis 1: The higher the degree of subsidiary external embeudelss the higher its

involvement in knowledge diffusion within the MNC

Hypothesis 2: The higher the degree of subsidiary corporate endxbuess the higher its

involvement in knowledge diffusion within the MNC.



A subsidiary’s embeddedness, be it external oraratp, reflects the kind of structural or
“hard” factors that underpin knowledge transferhiitthe MNC. However, according to
received theory, the importance of factors relatmgdQ’s ability to stimulate coordination
and integration within the MNCs also has to be getxed. We have after all no grounds for
assuming any kind of automatic knowledge transfanfone subsidiary to another. There are
in fact a variety of obstacles, due either to teentler’s” lack of willingness to engage in
knowledge transfer or the “receiver’'s” lack of rembs to employ solutions that have been
developed elsewhere. HQ can thus play an importdatby overcoming or reducing these
obstacles.

In line with the resource-dependence theory argan(lefeffer and Salancik 1978) we
suggest that the greater HQ’s opportunities foluaricing subsidiary behavior due to its
control of critical resources, the more likely & that it can stimulate knowledge transfer
among the corporate units. Consequently, it seeasonable to expect that this variable —
resource dependence - will also affect HQ’s opputies for stimulating knowledge transfer
within the MNC. HQ can exploit a subsidiary’s degence as a way of “forcing” it to share

its expertise with other MNC units. Thus, the fallog hypothesis is suggested:

Hypothesis 3: The higher the subsidiary’s perceived dependenceH@nthe higher its

involvement in knowledge diffusion within the MNC

However, HQ’s possibility to stimulate knowledgeffasion within the MNC is also
dependent on its own expertise. An important pagueh expertise is its ability to identify
which subsidiaries are most important as developengw competence. In line with the view
that a subsidiary’s external business embeddedsessicial for its ability to develop new

competence HQ’s own relation with the subsidiargsternal network constitutes an



important base for its expertise. Such relationg&ama much easier for HQ to evaluate the
possibilities of transferring competence from onbssdiary to other subsidiaries. This leads

to the following hypothesis:

Hypothesis 4: The more HQ has own relations to a subsidiary'srer network the higher

the subsidiary’s involvement in the knowledge dsfin in the MNC

In line with the reasoning above a model on knogtediffusion should also include the
impact of shared values. We would also expectshated values between a subsidiary and
HQ will have a positive impact on the subsidiarwsdlingness to share its expertise with
other subsidiaries (or with the HQ who is suppotetransfer or sanction that expertise to
other subsidiaries). If the subsidiary entertairessgame goals, norms and visions as HQ, then
it is less likely to resist sharing any knowledgpassesses with others. In fact, the existence
of shared values in an organization implies thabvWedge will be transferred almost
automatically, because sharing HQ’s values wilbats/olve an interest in coordinating and
integrating knowledge within the MNC.

The impact of shared values on diffusion of knowkedcan have at least two
interpretations. First, one can argue that shasddegas perceived by the subsidiariase
crucial since the subsidiaries are the “owner’hef knowledge and its diffusion will depend
on their willingness to share their expertise withers. Consequently the following

hypothesis is suggested:

Hypothesis 5a:The more a subsidiary perceive that it has the saahees as HQ the higher

its involvement in knowledge diffusion within theNVC



However, shared values always involve two parflésrefore, one can argue that the more
the values at the HQ and subsidiary legeincide the higher would the impact of shared
values be on knowledge diffusion. Or to put it eiffntly, if the HQs’ perceptions of shared
values differ substantially from the subsidiarysrgeption, the impact from the latter will

decrease. As it is possible to argue along bo#slime add the following hypothesis:

Hypothesis 5b:The higher the similarity in perceived values & HIQ and subsidiary level

the higher the subsidiary involvement in knowledgéusion.

METHODS

Data and data collection
The empirical study is based on a sample of SwadiNICs. These firms represent a broad
spectrum of Swedish industry, albeit with an emghas manufacturing (hard materials,
paper, power, petrochemicals, retailing, transporaservices and telecommunications). The
data consists of information from 98 subsidiari@3, of them in Europe and 5 in North
America, and all organized in 20 Swedish MNC dms. In all but one case the divisional
HQ was located in Sweden. The study comprised &ubBidiaries in the different divisions,
with a mean value of 4.95. The divisions are orgaahin 13 MNCs, seven of which included
one studied division, five included two studied isions, and one included three. This
variation was the result of the number of divisionghe MNCs and the opportunities for
gaining access to conduct face-to-face interviewth wthe managers of the HQs and
subsidiaries in the divisions.

The divisions averaged 5,846 employees, varyingvéset 315 and 27,600. Turnover
ranged from 75 million to 2.9 billion USD, with @verage of about 750 million US dollars.

Most divisions are very international: five hadvweén 14 and 42 percent of their employees



outside Sweden, while 15 divisions have 50 percennore. Altogether, the divisions had
about 117,000 employees and an annual turnoveediagel12.5 billion USD.

In cooperation with the divisional HQs we have cid subsidiaries that are
representative of the divisions’ business actigjti®o make it easier to draw general
conclusions from the data. On average, the 98 dialoss in the sample accounted for over
50 percent of the 20 divisions’ combined operatiomsasured in terms of the number of
employees. In 25 percent of the divisions, theistlidubsidiaries accounted for more than 80
percent of the divisions’ total operations; theufig for the remaining divisions was between
10 and 60 percent. The size of the subsidiaridedd@rom 50 to over 5,000 employees.

Our initial contact with these firms was made & dlvisional HQ level, rather than at the
corporate level. There were two reasons for thist,Rhe divisional level of the firm is closer
to the subsidiary operations, and the divisional i a direct management relationship with
the subsidiaries. Second, knowledge about subgid@ivities is primarily an intra-divisional
issue, since the divisionalization of the MNC sapes the various businesses from one
another. At the initial meeting with divisional HQanagers the project was described, and
suitable subsidiaries for investigation were disewls A basic criterion was that the subsidiary
should produce and deliver one or more productmacket or corporate customers (users).
This meant that many of the sampled subsidiaries abnducted technical development
regarding their products and processes. Divison@l tdanagers arranged access to the
subsidiaries for us, informed them about our ptoged provided us with general information
about the business conducted by the division antcpkar subsidiaries.

Next, subsidiaries were contacted and data wa®atetl in the course of face-to-face
interviews. The interviews were divided into threections: one with the subsidiary’s top
manager, one with the sales director(s) and oné wie purchasing director(s). Each

interview comprised four areas of investigationie omealing with background questions



connected with the activity in question, one deghvith subsidiary’s corporate and external
business relationships, one dealing with the sidosid formal and informal role within the
MNC, and one dealing with managerial issues irstiigsidiary-HQ relationship.

After interviewing the subsidiary managers in aiglon, we went back to the divisional
HQ managers and conducted personal interviews,gutie same type of standardized
guestionnaire. From these interviews we colleatédaormation about the HQ'’s view regarding
each subsidiary’s characteristics - their busimekgionships, their formal and informal roles
within the MNC, and HQ'’s relationships with eacheoof them. Every interview with HQs
and subsidiaries lasted for about two hours, durrgch time any problems involving

concepts or interpretations in the questionnairewéscussed and explained.

Constructs and measurements

We have used several indicators to measure theusmrheoretical variables. For some
measures we were also able to combine the pergeectif the subsidiary and the HQ
managers, thus avoiding the obvious problem of commethod error. Naturally, depending
on who was the most relevant respondent regardingaréicular issue, the subsidiary
perspective was sometimes preferable to the HQeetise, or vice versa. The variables in

the model were constructed in the following way:

Dependent variable

The variableSubsidiary involvement in knowledge diffusieas measured by asking both HQ
representatives and the managers of a specifiadsalysabout the subsidiary’s importance
regarding a specific product area to the activitibsther corporate subsidiaries. Our primary
interest here is that the knowledge in questionukhoeflect both technology-related and
market-related activities. Four indicators haverbe®osen from interviews and are given on a
five-point Likert-scale referring to the subsidigrymportance to the following aspects of

their co-subsidiaries’ operations: product develept production-process development,
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technical information, and information about marleetivities. To reduce the problem of
common-method bias we included the answers of batlsidiary and HQ managers and
created an average value of subsidiary’s involvemenknowledge diffusion within the

MNC. The measurement comprised four HQ and fousislidry estimationso(=0.700).

Independent variables

External and Corporate network embeddedmessrs to the subsidiary’s relationships with its
business partners in the market and the corporateorks respectively. Analytically
speaking, the embeddedness of the subsidiary feulifto delimit, as the network is
boundless (Ghoshal and Bartlett, 1990). In linehwvifite discussion above we had to delimit
and explore a meaningful part of a subsidiary’swoek. We thus concentrated on a set of
network relationships revolving round what the sdiasy in question sees as its most
important business activity. Secondly, the netwmwkndaries were drawn so as to include the
three customer relationships and the three suppl@ationships (i.e., six business
relationships at most) that were considered bystiigsidiary to be its most important ones.
Other studies, which have shown that managers tendegard a limited number of
relationships as being of greater long-term impagathan most ordinary market exchange
relationships, appear to justify this restricticDogvley, 1988; Hakansson, 1987; Perrone,
1989).

From the 98 subsidiaries this gave us 399 extereltionships and 117 corporate
relationships. As regards the first of these, thenipers ranged between two and six
depending on how many relationships the individuddsidiaries had identified as important.
The number of corporate relationships ranged framento four. To indicate the degree of
embeddedness of the relational activities, the ididsg managers were then asked to
estimate, on a five-point Likert scale, the extehthe adaptations made by the two parties

regarding their respective product development arodiuction development processes. The
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values for each relationship (the subsidiary’s galand the partner's values) were added
together to yield sum value for the extent of eaghsidiary’s mutual adaptation, reflecting
the degree of embeddedness vis-a-vis external madters and actors within the MNG (
were 0.765 and 0.707, respectively). This approasbmbles the method used by Astley and
Zajac (1990, p.490).

Subsidiary dependence on H@®as measured by calculating the mean value of six
indicators of HQ importance to various aspects wbsgliary activities, namely product
development, production development, security gbelity) of delivery, business volume,
technological information, and important new bussieontacts. The answers were provided
by representatives of HQ@ € 0.795).

The measure dfiQ relations with subsidiaries’ external netwonkas operationalized as
follows. First, we focused on the subsidiary saed purchasing managers’ selections, and
compiled a list of the most important external oostr and supplier relationships (see the
discussion of our measurement of embeddedness Jabdhen, in the next step, we
approached the managers of the divisional HQ aedemted them with the names of the
companies with whom the subsidiaries had impontalationships, and asked if they knew
about the subsidiary’s relationships with thesentexparts. If the answer was affirmative, we
continued by asking whether and how often theyhetidirect face-to-face contact with each
of the subsidiary’s counterparts. In line with Btanburg and Johanson (1990) the measure
was coded on a 4-point scale, where 1 meant thah&tQno knowledge of the counterpart,
and 2 meant that they had a certain amount of keage of the counterpart, but that they had
had no direct contact. A value of 3 meant that tiney once a year at most, and 4 meant that
they met more than once a year. The scores for&duidiary relationship were summed and

the total was divided by the number of relationshipvestigated, thereby providing a measure
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of the divisional HQ’s average knowledge of thessdiary's external network. The indicator
had a mean of 2.45 and a standard deviation of 0.74

Finally, we examined the variab#hared valuesThe issue of shared values is a delicate
one. It implies that two or more actors have simit@rms, goals and/or visions. These
dimensions are general in their nature and complicto capture (Hofstede, 1990), but they
are manifested in cooperative behavior, which acpcal business means that the interests of
one actor are consistent with the interests andwehof another actor (Nohria and Ghoshal,
1997). Thus, the effect of shared values in the MM be reflected in a low level of
diverging interests, and we will thus treat sudernests as an indication of shared values in
business activities. We argue that MNC subsidiamey have similar visions, but may still
prefer to pursue totally different activities inder to achieve them. For instance, investment
in some particular R&D activities may be consistetith the visions of one subsidiary, but
irrelevant or even contrary to those of others.réfoge, in contrast to most research on this
issue, our focus concerns the practical level,ingeestments in various business activities
rather than the actors’ sharing of general ambstamd vision (Tsai and Ghoshal, 1998).

In the present study, we are interested in theidialbg managers’ perspective on shared
values and the combined perspectives of subsidiad/HQ managers. Consequently, both
parties have answered questions about the extahenfshared interests. Four questions of
strategic importance were put to the managers coimgethe degree to which they perceived
themselves as having identical interests in thesididry’s investments concerning its
marketing, purchasing, product design and the dvenaestment size and direction. On a
five-point Likert scale ranging from a very low deg to a very high one, the subsidiary and
HQ respondents evaluated the extent of their idahitnterests as regards each one of the four
activities. The data revealed that extreme asymoaéwpinions between HQ and subsidiaries

were uncommon. Opinions regarding the extent ofeshanterests were the same in 32
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percent of the cases (i.e. the subsidiary and H@agers had marked the same value across
the five-point scale). In 38 percent of the cadesd was a slight difference between the two
perspectives. In 15 percent of the cases bothgsactaimed a modest difference and in 14
percent of the cases was the degree of differehigh™ or “very high” (i.e. when the HQ
respondent scored 1 or 2 the subsidiary responstsoed 4 or 5, and vice versa). It is
interesting to note that a big difference in opnscoccurred mainly when the subsidiary
managers had claimed a “high” level of shared esesr (about 11 percent). When HQ
representatives claimed a high (or very high) lesklshared interests, opinions on the
subsidiary side differed markedly in 3 percentha tases only. Thus, it seems that subsidiary
managers are somewhat more inclined to claim a kegél of shared interest with the HQ
than the other way around.

However, the overall picture reveals consistencyragmthe eight indicators.r@nbach’s
alpha for the subsidiary indicators was 0.691 and O.i@5all eight, HQ and subsidiary,
indicators. (In 70 percent of the cases the twpaerdent groups have equal or only slightly
diverging opinions about the level of shared ind&s}e For the combined measure of shared
values we have therefore added the answers froim paities together in the following
regression analysis.

We also included a number of control variables.sglibry relative size was measured as
its number of employees in relation to the divisiasm a whole. Firm (division) size was
measured as its number of employees. Subsidiaryvagencluded as shared values and the
creation of embeddedness in relationships and digpee in relation to HQ can be expected
to evolve over time. Two measures were adoptedaage member of the MNC division and
age at the market. Whereas the first measure asesdo the length of time it may take to
develop a corporate role, associating to e.g. catpcembeddedness, shared values or HQ

dependence, the second measure associates te#t®mrrof embeddedness and preferences
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vis-a-vis the external market. A dummy variable va#éso used to capture if the subsidiary
was established as a green-field operation (=@)ibwas acquired (=1). Finally, independent
of corporate relationship embeddeness, we contrdibe presence of corporate business

relations of the subsidiary measured as a dummghlar

Table 1 about here

The result from the statistical analysis

We used hierarchical multiple regression to test Shbsidiary involvement in knowledge
diffusion (Table 2). In the first model, we included onlyetleontrol variables: subsidiary
relative size, acquisition, firm size, age at markye in firm, and presence of corporate
relations. The Rof this model was 0.129 (adjusted R 0.065) and th&-value was 2.019,
significant atp < .10. Only subsidiary relative size showed a digant effect on subsidiary
involvement in knowledge diffusion. In the seconddal we entered the independent
variables HQ knowledge of the subsidiary’s extemetivork, subsidiary dependence on HQ,
external embeddedness and corporate embeddedhéssaddel had an3of 0.379 (adjusted
R? = 0.300), with arF-value of 4.770, significant @ .001. The R square change was 0.251
in comparison with model 1 and the significancéhef F-change was p<.000. Three variables
had positive and significant effect; subsidiary elsgence on HQ, external and corporate
embeddedness.

In the third model (model 3a) we introduced theejpehdent variable shared values (from
the subsidiary perspective). This model had aof0.381 (adjusted R= 0.292), with arf-
value of 4.306, significant @ .001. The R square change was low (0.001) wherpadng
with model 2 and the F-value change was not sicgmfi (0.173). Thus we cannot say that

shared values in the perspective of subsidiary gemsasignificantly changed the results
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obtained in model 2. In a fourth test (model 3b) veplaced shared values from the
subsidiaries’ perspective with the combined HQ-gliasy measure of shared values. This
model had an Rof 0.399 (adjusted R= 0.313), with arF-value of 4.639, significant gi<

.001. Again, the change of R square was low (0.@M@) the no significane of the F-value
change was obtained, implying that shared valuemlpmed) did not improve the results

obtained in model 2.

Table 2 about here

The results of the regression analysis are quéarciThe “business network” factor seems
to be more important than shared values as an rdpliy variable with regard to knowledge
transfer. External network embeddedness and cdgpar@work embeddeddness are both
positively and significantly related to the subaigis role as a provider of competence to
other MNC units. The corporate HQ’s own relatiopshiwith the subsidiary’s external
business partners also seem to have a positivet aife that role. On the other hand, the
variable shared values between subsidiary and H{@asly insignificant.

These results are somewhat surprising in view ef ithportance that various scholars
attach to shared values in the context of co-ojmeratnd integration within an organization
(Deal and Kennedy, 1982; Wiener, 1988; Hofstedaletl990; Schein, 1996; Nohria and
Ghoshal, 1994, 1997; Nahapiet and Ghoshal, 1998)artAfrom differences in the
conceptualization and measurement of shared vétees are several possible reasons for the
gap between our result and the “shared-value apptoa

First, even if we assume the importance of corgoratlture as a “glue” in the
organization, the position of shared values asdbw® of corporate culture can still be

guestioned. Hofstede among others, for instance pbanted out that organizational culture
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makes its impact on the behavior of sub-units by whsharedpractices(Hofstede et al
1990, Kilduff 1992). According to this view, measwy shared values in terms of common
norms, interests etc, do not cover the essentratieats of the “glue”. Shared values may or
may not be the same at different organizationaélgvbut what counts is whether the same
routines, conventions, habits or rituals are bapglied. Or to put it differently, above a
certain level of shared values in an MNC, perhagasued by the principles for recruiting
subsidiary managers, no “additional” shared valudls have any substantial effect on
knowledge transfer. What does affect the transfecgss is the extent to which a common
culture has become manifested in common practices.

It has also been pointed out that a major barmeiknowledge transfer arises from
differences in thédusiness logicemployed by different sub-units in an MNC, fortarsce
between marketing-oriented and production-oriep@ople. An innovation introduced by the
marketing people is of no interest to the productieam, who may not even be able to
identify it on account of their different ways oboking at things (Stahl, 2004). These
cognitive differences can arise even if the urtigre the same goals or interests. Thus, shared
values do not capture similarities or dissimilastin business logics.

Secondly, the content and structure of the ongbumgness of sub-units has seldom been
included in analyses of the importance of sharddesa Nohria and Ghoshal (1997), for
instance, use a model implying that the level @fret values between subsidiaries and HQ,
and the degree of fit in terms of centralizatior &armalization, are the only independent
variables included in their investigation of thepmet on MNCs’ performance. The strength of
the subsidiaries’ operational integration is ndteta into account in their analysis. If we
assume that an important underlying variable wathiard to knowledge transfer is the way in

which units are related in business terms, theargel part of the relevant context is being
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excluded from the model, which may lead in turratooveremphasis on the importance of
shared values.

Thirdly — and this is related to the first pointo&k — to conceptualize shared values in an
MNC in terms of common norms, goals and visionsveenh HQ and the subsidiaries can be
misleading. If cooperation and knowledge transfee @rimarily a question of the
relationships between subsidiaries rather tharethetween the subsidiaries and their HQ, it
follows that “horizontal” shared values are morg@artant than the “vertical” kind. The more
common interests that the subsidiaries share, tbatay will be their knowledge exchange,
irrespective of their relationships with HQ. If wesume that shared values between two units
are built up gradually in the course of businesteractions, it follows that business
relationships actuallyapture shared values. This explains, then, why corpore®vork
embeddedness is such a strong predictor of knowladgsfer in our model.

This line of reasoning reflects a more skepticalwbpf the role of HQs than that adopted
in certain works on shared values. The impresssogiven in some research that if an HQ
creates shared values among its subsidiaries ordenece with its own values, the MNC as a
whole will achieve a higher level of coordinationda consequently, will perform better (see
e.g. Bartlett and Ghoshal, 1989; Nohria and Ghoshéb4, 1997). Apart from the
acknowledged difficulty that anyone - including HQwill encounter when it comes to
changing basic human values (see e.g. Hofstedal, #990), there is also good reason to
guestion the image of the HQ #w coordinator in an MNC. We might agree that this is
perhaps HQ’s most important role, but it is quiteother matter whether HQ succeeds in
fulfilling it. Or to put it another way, we can gsteon whether HQ is actually the main actor

in the knowledge transfer processes of the MNC.
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Table 2. Results of the regression analysis

Model 1 Model 2 Model 3a Model 3b
Subsidiary relative size 0.281 (2.496)* 0.007 (9)05 0.002 (0.017) 0.003 (0.024)
Acquisition 0.012 (0.080) -0.046 (-0.329) -0.040 (-0.284) -0.0D.119)
Firm size 0.099 (0.925) 0.079 (0.835) 0.077 (0.815) 0.07838)
Age at market 0.111 (0.709) 0.128 (0.926) 0.13940) 0.107 (0.784)
Age in firm 0.114 (0.776) 0.024 (0.181) 0.030 (0.218) 0.06410)

Presence of corporate relations

HQ knowledge of subsidiary network

0.136 (1.242)

0(04&24)

0.027 (0.250)

0.041 (0.317)

.020 (0.249)

0.031 (0.243)

0.013 (0.122)

Subsidiary dependence on HQ 0.317 (2.960)** 0.21863)** 0.292 (2.717)**

External embeddedness 0.361 (2.826)** 0.359 (9*¥791 0.349 (2.747)**
Corporate embeddedness 0.384 (2.805)** 0.379 674 0.386 (2.845)**
Shared values (Sub perspective) 0.039 (0.415)

Shared values (combined) 0.147 (1.563)
R2 0.129 0.379 0.381 0.399
Adjusted R2 0.065 0.300 0.292 0.313

F-value 2.019 4.770%** 4.306*** 4.639***

AR2 0.251 0.001 0.019
AF-value 7.881*** 0.173 2.444

*p<.05, *p<.01, **p<.001
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Table 1. Descriptive statistics and correlationrmgh=99)

Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12
1. Subsidiary knowledge diffusion 2.94 672 1
2. Subsidiary relative size 114 129 .245* 1
3. Acquisition A73 .502 .095 112 1
4. Firm size 6477 7501 112 -.144 -.011 1
5. Age at market 41.394 32.837 .216* .143 .486* 44.1 1
6. Age in firm 19.140 21.780 .081 -.224*  -312* 81 358 1
7. Presence of corporate relations .657 AT7 .106 .099- .233* .126 .030 -.176 1
8. HQ knowledge of subsidiary network 2.450 737 631 299 -141 .081 -.203*  -.225* 1
9. Subsidiary dependence on HQ 16.167 5.189 .426%194 -.247*  .079 .022 227 .146 1
10. External embeddedness 37.840 16.947  .245* *520%162 -.160 .109 -.057 -.353** .060 .182 1
11. Corporate embeddedness 12516 13.271 .290** 29-.0 .262* .095 124 -.182 .644* 193 .048 -410%* 1
12. Shared values (Sub perspective) 3.790 .740 .146.176 -.119 .003 -.142 -.119 .025 .158 192 064 93.0 1
13. Shared values (combined) 3.785 .545 241% .183 -.075 -.009 -.056 -.151 .027 .209* 173 115 .037 810*

*p<.05, *p<.01
All two tail tests.
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