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II ABSTRACT 

This report describes a study on the assessment and improvement of offshoring initiatives from a 
knowledge perspective. It was recognized that despite its importance, the analysis of knowledge implications is 
underrepresented when companies decide on relocating some of their processes to locations as China and 
India. Through an explorative literature review, interviews in nine companies, and eleven desk cases, both 
problems as possible solutions were analyzed further. A tool was designed to support managers to 
comprehend, identify and assess these knowledge implications of their offshoring initiatives. Additionally, this 
tool presents possible interventions as practical insights to improve the performance of a company's 
knowledge. This tool was tested and evaluated with three companies. 
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III INTRODUCTION 

Ignaz Schwinn founded the Schwinn Bicycle Company in Chicago, 1895. In the 20th century, his company 
grew to become the dominant producer of American bicycles. In the 1980s, sparked off by a prolonged labor 
strike and driven by cost-reductions, Schwinn off shored most of its production to foreign manufacturers such 
as the Giant Manufacturing Company of Taiwan and the China Bicycle Company. What was supposed to be 
the next gear of the Schwinn Company, proved to be its demise. The Asian firms quickly adopted Schwinn's 
proprietary technology and gained knowledge of marketing bicycles in the United States. After some years, 
Schwinn had no unique contribution to the collaboration anymore. The Asian companies now have become 
world leaders in the industry. Schwinn, in the meanwhile, quickly lost ground, even filing bankruptcy in 1993 
and again in 2001. (Rasheed and Gilley, 2005; Wikipedia, 2006) 

The above displays a rather extreme example of a seemingly beneficial offshoring initiative, which proved 
to have severe negative consequences. Schwinn's main competitive advantage was the knowledge of high
quality bicycles production and marketing them in the USA. They unintentionally educated their "partners" on 
these competences, which essentially meant that their prime competitive advantage flowed out. In fact, they 
were effectively breeding competition. From a knowledge perspective, the decision to offshore was disastrous; 
however, this perspective was apparently not part of the decision makers' consideration. 

This research aims to fill this gap through investigating off shoring initiatives from a knowledge 
perspective. I will show that indeed the knowledge perspective is underrepresented in decision-making in 
offshoring, despite the importance of these knowledge implications on the overall success of the initiatives. I 
will analyze these implications and provide a framework for the manager to identify and understand them. 
Furthermore, I design a tool to support offshoring decision-making from a knowledge perspective. Finally, I 
will reflect on this research, summarize lessons learned and give recommendations for the future. 

REPORT OUIUNE 

The first chapter presents the background of the research. My personal drivers as well as the motives from 
the principal company of this research - Squarewise - are described. Moreover, through analyzing the 
background to the problem field, the practical relevance the research is indicated. 

In chapter two the focus of this study is selected and defined. This focus is lies in the domain where my 
personal interest, Squarewise's motives and practical relevance overlap. First, the core concepts of the research 
are described and the selection of the focus is substantiated. The selected focus is then defined and demarked 
in the problem statements, research objectives and scope. The presented methodology explains how the 
research objectives will be pursued. This chapter ends with defining the research questions that are central to 

the analysis in the upcoming two chapters. 

Chapter three reports the literature review. Scientific literature that has relevance to this research will be 
reviewed in order to exploit the ideas and findings of others. The concepts that are essential to the 
understanding of the research problem and fulfilling the research objectives will be discussed, using different 
perspectives and comparing different schools of thought. The research questions are leading the structure of 
the literature review. The findings that successfully answer the research questions are used as input for the 
following chapters. Not all questions could be answered exhaustively, which surfaced the deficiencies in 
literature. Contributing to some of these deficiencies is later the basis of the scientific relevance of this study. 

Next to the theoretic domain, the practical domain is analyzed. In chapter four, the fieldwork and analysis 
is reported. It describes the results from the 17 interviews in nine companies, 11 desk cases and other practical 
sources. The practical analysis also intends to answer the research questions and has two intended outcomes. 
Firstly, it is the main body of problem analysis, and therefore it results in the problem diagnosis and so puts 
requirements on the design objectives and specifications. Secondly, the analysis gives practical input to the 
design. 
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DECISION-MAKING IN 0FFSHORING FROM A KNOWLEDGE PERSPECTIVE; ILLUMINATING A BLIND SPOT 

Ultimately, this research aims to design a solution to the research problem. The building and testing of the 
design is presented in chapter five. The above chapters have both provided input for the requirements of the 
design, as they have provided solutions for its construction. Design objectives and specifications are distracted 
from the problem diagnosis and the literature deficiencies. These specifications are projected on possible design 
alternatives. This results in the selection of an assessment tool. This tool is developed and tested iteratively. 
Finally the performance of the tool is evaluated and tested with three participating companies. In retrospect, 
the design specifications are once more projected on the desingn. 

In chapter six I first indicate the recommendations of the research. Then I take one step back and reflect 
on the study. Both from an academic as a practical perspective, the developed concepts are reviewed, especially 
in the perspective of the literature deficiencies and literature deficiencies. Also suggestions are made for further 
research. Ultimately, I reconsider the impact the research has had on me personally, and specifically address my 
personal drivers as mentioned at the very beginning of this report. 

IV 



IV EXECUTIVE SUMMARY 

IV EXECUTIVE SUMMARY 

• Ojfshoring; the t'flocation ef business processes to countries such as China and India, is a growing 
tf'fnd. The business processes that af'f suiject to ojfshoring, at'f increasingly knowledge intensive. 

• Strategic decision-making on these ojfshoring initiatives is primari!J based on financial/ operatioflal 
arguments. The implications from a knowledge perspective at'f undernpmented in this decision
making. However, these knowledge implications prove to be very important on the medium to long 
term: The consequences on innovativeness, knowledge sharing abili!J and knowledge appropriation 
will gf'fat!J determine futuf'f competitive advantage. 

• From a literatuf'f f'fview, interviews and desk cases has been found that these knowledge 
implications can be classified awng six knowledge processes, which together determine the evolution 
ef the competitive position. For each ef these processes; problems, opportunities and interventions 
at'f identified. Also the 22 main drivers that determine both the importance as the performance ef 
these knowledge processes have been defined. Based on this, a tool has been devewped to assess the 
knowledge implications oj an ojfshoring initiative to support strategic decision-making. Also, this 
model gives mommendations to intervene proactive!J. This allows decision-makers to better pmiict 
the consequences ef its ojfshoring initiatives, and improve these initiatives from a knowledge point ef 
view. 

OFFSHORING FROM A KNOWLEDGE PERSPECTIVE 

This study was executed for Squarewise, a strategic consulting firm with a specialization on knowledge 
management. This study investigates offshoring from a knowledge perspective. In the context of this study, 
offshoring is defined as: The f'fwcation ef a business processes to another country, especial!J a country overseas. This might 
include any business process such as R&D, manufacturing, sales or back office services. In offshoring, the 
work done in the foreign country can still be performed by the parent company (captive offshoring), a third
party (outsourced offshoring), or a combination of the two. The target locations are usually developing 
countries with low-cost labor such as India and Oiina. Ongoing globalisation offers improved access to 
recource pools, emerging markets and recently also regional competence centers (knowledge pools), of which 
companies intend to benefit through offshoring. As a result, offshoring is a growing trend. In this study, 
offshoring is observed from a knowledge perspective for two reasons: 

• The businessprocesses that are subject to offshoring are becoming increasingly knowledge 
intensive. Firstly, our economy in general is becoming more knowledge intensive. Secondly, the 
processes that are transferred to offshore locations have growing strategic importance and are 
shifting from low-skilled, standard manufacturing activities to increasingly complex and research 
intensive activities. Rooted in arguments from the Knowledge Based Theory of the firm, a 
company's knowledge base is its most valuable resource, and so the prime source of sustainable 
competitive advangage. 

• The new environments these companies engage in create numerous knowledge management 
challenges because of geographical distance and cultural, legal, political, educational and 
technological differences. These challenges currently lead to the leakage of valuable knowledge to 
competitors, difficulties in transferring the knowledge necessary for the off shored processes and 
decreasing innovativeness. Furthermore, offshore environments also pose opportunities from a 
knowledge perspective. Firms might benefit from opportunities in learning from local parties, 
and so gain competitive advantage in doing business in the offshore location. Besides, some 
disciplines are actually more developed in certain offshore locations, which actually improves the 

v © SQUA REW! SE B.V. 



DECISION-MAKING IN 0FFSHORING FROM A KNOWLEDGE PERSPECTIVE; ILLUMINATING A BLIND SPOT 

climate for innovation (e.g.: the software development industry in India). And, offshore locations 
sometimes off er the potential to commercialize knowledge in alternative ways, such as trading 
knowledge that has lost competitive value in the home location but still has value offshore. 

FOCUS ON DEOSION-MAKING 

Observing offshoring from a knowledge perspective, still delivers a large spectrum. Within this spectrum, 
focus was put on the strategic decision-making process that leads to offshoring. Various authors have 
pinpointed this decision-making process to be inadequate. This research shows that the analysis on financial, 
commercial and operational implications are overrepresented in the offshoring decision making process. The 
consequences of off shoring on the company's knowledge, - defined as knowledge implications - are relatively 
overlooked. Analyzing knowledge implications is rather subjective and abstract. Also, the effects of knowledge 
implications usually surface on a longer term, especially compared to e.g. short term cost savings. Ultimately, to 
maximize long-term performance, firms should address the strategic aspects that determine the competitiveness 
of an enterprise. Since the rise of the knowledge economy, much of these aspects are related to the evolution of 
a company's knowledge. Therefore the central problem statement of this research is defined as follows: 

Problem statement 

When evaluating and improving its effshoring initiatives, companies have an insufficient overview and understanding of 
knowledge implications. With respect to this, thry need support in; 

• Identifying and understanding these implications; 

• Determining the impact of these implications; 

• Intervening to improve their initiatives from a knowledge point of view. 

THE RESEARCH PLAN 

A FOUR-PHASED METIIODOLOGY TO DESIGN A SOLUTION TO TIIE RESEARQ-I PROBLEM 

This is a problem-driven, design-focused research. Hence, the above stated problem is central to the entire 
study and the objective of the study is not only to understand and describe this research problem, but also to 
design a solution for it. Aiming for this objective, the research plan consists of four phases: 

1. Orientation phase: A first orientation in the problem. Consisting of an environmental scan, a 
literature scan and interviews with experts. This phase results in the above mentioned problem 
statement and a demarcation of the focus of the study. 

2. Analysis phase: Mainly consisting of two parts, being theory and practice: The main literature 
review exploring three pillars of literature: (a) offshoring theory, (b) knowledge mapping and 
valuation and (c) knowledge transfer. The second part is the fieldwork and analysis focusing on 
the practical problem field. 17 Interviews were held in nine companies. An additional 11 
companies were investigated through desk cases. Also, practitioner's literature was reviewed. The 
problem diagnosis and deficiencies in literature resulting from this phase pose the objectives and 
specifications of the design. The partial solutions found in theory and the findings from practice 
give input to the building of the design. 

3. Design phase: Drafting and testing the design. A first draft was made, followed by iterative 
improvements. The design is tested with three carefully selected companies. Ultimately, this 
phase results in a final design and an evaluation of its performance. 
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4. Reflection/ evaluation phase: Making final recommendations and reflecting on the added value 
of the research for Science, Squarewise and the researcher. 

THE RESULTS 

SIX KNOWLEDGE PROCESSES IDENTIFIED 

Figure IV.1 A graphical representation of the six knowledge processes 

The analysis has shown that the knowledge implications of offshoring, both positive as negative can be 
effectively categorized along six knowledge processes. All of these six processes are present in any knowledge
intensive organization. The knowledge implications are in fact the ways these six processes are influenced as a 
result of the decision, and all these six processes can be affected uniquely as a result of the offshoring initiative. 
The framework of these six knowledge processes is based on proven theoretical models of the knowledge value 
chain. The six processes together determine the evolution of the value of a company's knowledge. Rooted in 
arguments from the knowledge based theory of the firm, the evolution of the company's knowledge will 
strongly determine future competitiveness. The six knowledge processes are defined as follows: 

1. Knowledge Creation: The generation of new, innovative knowledge, internally. Through this 
process, a company develops, improves its existing knowledge through learning (e.g. 
experimentation, discovery, derivation) by itself. 

2. Knowledge Acquisition: The acquisition of knowledge from external sources. Through this 
process, a company develops, improves its existing knowledge through learning from others. 

3. Knowledge Sharing Internally: Sharing knowledge from the location where it was developed, 
to where it needs to be used within the organization. This process takes place between 
headquarters (home location) and the offshore subsidiary, but also within and between 
subsidiaries. Through this process companies try to maximize the use of their knowledge for the 
organization's benefit. 

4. Knowledge Sharing Externally: Sharing knowledge with third parties, making sure that 
partners have the knowledge required to meet expectations. Through this process companies try 
to maximize the spread of their knowledge to increase the competitiveness of their supply chain, 
for the organization's benefit. 

VII © SQUAREWISE B.V. 
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5. Knowledge Protection: Ensuring maximum appropriation of developed knowledge, aiming to 
maximally capture the profits that result from innovations. Through this process companies try 
to extract maximum value from their knowledge through preventing it to flow to potential 
competitors. 

6. Knowledge Application & Emission: Embedding knowledge into organizational outputs for 
release into the environment such as products, services or processes (physical outcomes) or 
licenses, publications, knowledge trade etc. (intangible outcomes). Through this process 
companies try to extract maximum value from their knowledge through commercializing it 
maximally. 

PROBLEMS, OPPORTIJNITIES AND INTERVENTIONS OF 1HE KNOWLEDGE PROCESSES 

The framework of the six knowledge processes proved to be a valuable structure to analyze the fieldwork. 
For each knowledge process, problems and opportunities that relate to offshoring were collected. Also, the 
interventions that companies employ to improve the performance of the knowledge processes were gathered 
and analyzed in the fieldwork. An important finding of the interviews was that companies were rather unclear 
on how off shoring influenced their knowledge processes. 

22 SI1UATIONAL FACTORS DETERMINE 1HE IMPORTANCE AND PERFORMANCE OF 1HE SIX 
l 

KNOWLEDGE PROCESSES 

Furthermore, the analysis showed that, depending on the situation of the offshoring initiative, knowledge 
implications differ strongly. Looking more carefully into the reasons behind these differences, two types of 
factors were found. Some factors influence the strategic importance of a certain knowledge process. E.g. for R&D 
functions, the knowledge creation process is generally more important than for production functions. Strategic 
importance is defined as the relative importance of the particular knowledge process for achieving future 
competitive advantage of the offshoring initiative. Other factors influence the expected peiformance of a certain 
knowledge process. E.g. when employee turnover in the off shore environment is high, it will be difficult to 
share knowledge and so the knowledge sharing process will have a low performance. Expected performance is 
defined as the expected productivity (effectiveness x efficienry) with which the particular knowledge process will take 
place, given the fulfillment of the offshoring initiative. The situational factors that determine the implications 
on the six knowledge processes have been synthesized from a wide literature base and completed with the 
essential insights from the field work. This has resulted in a list of 22 situational factors, categorized in 
organizational characteristics, environmental · characteristics, characteristics of knowledge and relational 
characteristics. For each factor, its relation to either the strategic importance or the expected performance of 
each of the six knowledge processes has been identified. . 

A KNOWLEDGE ASSESSMENT TOOL FOR OFFSHORING 

The final design is where all the above comes together. The six knowledge processes framework, the 22 
situational factors and the identified problems, opportunities and interventions have all been combined in one 
assessment tool, programmed in Microsoft Excel. Through scoring all the 22 situational factors, both the 
strategic importance and ex~cted performance of all the six knowledge processes is assessed. This gives a 
comprehensive overview of the knowledge implications of the off shoring initiative. Per knowledge process, the 
identified problems, opportunities and interventions are presented. The tool consists of eight Excel Worksheets 
that are divided in three steps: 

Sheet 1: First the user needs to fill out a scoring sheet where all 22 situational factors are scored. This 
scoring is supported by one or more questions per situational factor. 

Sheet 2: The scoring of the input variables and their predefined relations with the strategic importance and 
expected performance of the knowledge processes delivers an overview of the implications of all of the six key 
knowledge processes. TI1e assessment is shown on the two axes; strategic importance and expectec.i 
performance. 
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Sheet 3-8: Then, one can zoom in on every individual knowledge process. All relevant situational factors 
and its scores that lead to the assessment of the knowledge process are explained. Additionally, relevant issues, 
opportunities and interventions for the particular knowledge process are presented. 

RECOMMENDATIONS AND REFLECTION 

The developed tool was tested with three companies. The developed model was received positively by the 
test users. The model provides a large step towards solving the research problem. The problem statement 
called for three types of support. The assessment tool was found to be insightful, largely contributing to the 
decision-maker's comprehension on the knowledge implications of his offshoring initiatives. The tool 
effectively helps assessing the impact of these implications and provides understanding on the drivers behind 
these implications. Also, the evaluators found the presented problems, opportunities and interventions to be 
instructive and of practical use. Besides, the evaluation surfaced the limitations of the model. Even though the 
presentation of the concepts was perceived as illustrative and comprehensive, the model still required 
explanation. Also, the use of the model was primarily for the creation of understanding and awareness. Before 
it could be used to actually make decisions, it should be concretized one level further. A related problem to this, 
is that the assessors still found it difficult how to specifically interpret the output scores of the assessment. 

Specific recommendations have been proposed both for organizations that own the central problem 
(clients) , as for the principal company, Squarewise, itself. Clients are advised to consistently include an analysis 
from a knowledge perspective in their strategic decision-making in offshoring. The developed assessment tool 
offers a comprehensive start for that. Clients are advised to carefully look into the concepts of the developed 
assessment tool and concretize these one level further so they could directly support their decision-making 
from a knowledge perspective. Furthermore, clients are advised to continuously look for ways to learn from the 
experience of others, especially when embarking in unknown domains. For Squarewise, it has been noted that 
their experience on this topic is already extensive. Therefore, they are advised to rather focus their effort on 
communicating this expertise to the market than actively extending it. The difficulties in the market are 
discussed. Moreover, Squarewise is advised to tailor the tool to the specifics of the clients' organizations. 

Lastly, the key concepts that were developed in this research have been reflected upon for their 
contribution to practice and science, and their possible generalization to other contexts. These concepts are 
basically the elements that comprise the added value of the research. As was already noted, the research has 
primarily practical relevance. To two of the four key elements, also scientific relevance is attributed, particularly 
because these address certain deficiencies that were found in literature. Furthermore, most of the key elements 
were considered to have value in other domains of application as well. 
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1 BACKGROUND TO THE STUDY 

1 BACKGROUND TO THE STUDY 

This chapter presents the context of this study. As the study itself, it starts with my personal motives and 
interests. Following, the principal company of the research is introduced. Furthermore the environmental 
background that has led to the relevance of this research is substantiated. 

1.1 PERSONAL DRIVERS 

Apart from the desire to complete my study program, several substantial motives have driven me in the 
quest to"wards and the completion of this study. First of all, my interest in knowledge management caused my 
acquaintance to both my first academic coach as the company I performed the study for. Secondly, strategic 
management intrigues me since it addresses the most essential questions that ultimately determine the success 
of an organization. On the overlap between these two fields, I have a fascination on distilling arguments from 
the abstract, uncertain world of knowledge management to support strategy formulation. Providing handhelds 
to extract sense an abstract, uncertain domain is a big challenge for me. This study aims to provide such a 
handheld. Furthermore, the fact that the core research object of this study is based on an international 
dimension is a desirable bonus. 

1.2 SQUAREWISE B.V. 

The principal company, being the main contributor to the contents of the research assignment is 
Squarewise B.V. Squarewise is a strategic consulting company specializing in Knowledge Management. They 
focus on delivering innovative, results driven, market oriented advice in this field. It was founded in 2000, and 
however they are still to be considered a small-size consulting company, it has been growing steadily ever since. 
At the time of writing, the company has approximately 13 employees, exclusively consultants. 

Squarewise's customer categories 

Multinationals 

Legal organizations (mostly law firms) 

Healthcare institutions 

Non-governmental 
('Zelfstandige Bestuurs 
Dutch) 

organizations 
Organen' in 

Squarewise's types of services 

Strategic Advice 

Project Management (interim 
management) 

Workshops and trainings 

Table 1. 1 S quarewise 's customer groups and practices 

This research intends to support the strategic advisory practice for the customer group multinational 
companies. As globalization continues, Squarewise's clients operate over increasingly dispersed locations, in 
increasingly different environments, with increasingly more partners. In this context Squarewise has recognized 
their clients' need for knowledge management support in globalizing these operations. In 2004, Squarewise 
executed a project for a Dutch multinational on revising knowledge transfer policies for their operations in 
China. This proved to be a successful project as its results were outstanding for the client as well as it increased 
interest for Squarewise in developing their expertise in this field. Moreover, this project was awarded 'Best 
consultancy project 2005' by the Council for Management Consulting Firms in The Netherlands (ROA). The 
topic became a spearhead for some of their employees, for instance Amo Boersma, the company coach of this 
research, and Squarewise believes it offers large potential. Hence they commissioned the assignment of this 
study. 
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1.3 BACKGROUND OF THE PROBLEM FIELD 

This section describes the underlying trends as well as symptoms companies face in the problem domain. 
As already hinted above, this study looks into companies' internationalization activities from a knowledge 
perspective. This is definitely a domain where Squarewise's interests and my fascination overlap. But what has 
led to the environmental relevance of this topic? In this section, this study is considered a black box. The 
primary drivers (inputs/ causes) and symptoms (outputs/ effects) that lead to the relevance of this black box are 
described. 

Many of the developments that characterize some of the recent changes of our economy have driven the 
relevance of this research. Ongoing globalization is one of these developments. National and also continental 
borders are fading away, and regulatory, geographic, and cultural distances are curtailing. The frontrunners of 
Multi National Companies (MNC) rather consider themselves Meta-national companies, and aim to optimally 
integrate global markets with global resource pools. The desire to access new markets, efficiency opportunities 
and recently also access to offshore competence centers, support the imperative to globalize (Duke university, 
2005; Ernst & Kirn, 2002). This trend can be concretely observed in the rise of the number of companies that 
are relocating some of their business processes to locations offshore. 

The second driving force is the shift to a so-called 'knowledge', or 'intangible' economy. In the economy 
of today, knowledge is regarded as being the most important competitive resource (Spender & Grant, 1996) or 
'production factor' (Weggeman, 1997) for organizations. The importance of knowledge on overall success of 
offshoring initiatives is amplified by the fact that the processes that companies offshore are increasingly 
knowledge intensive. These processes contain increasingly complex products and processes and have growing 
strategic importance for the company (Heiman and Nickerson, 2004). Therefore the importance of adequate 
management of these knowledge resources rises exponentially. 

The third driver is of a different type. It cannot be seen as a rising trend, as its influence is probably 
declining. Despite decreasing, its influence is still large and will remain significant for a considerable time. The 
third driver is the fact that the new environments these companies engage in create numerous knowledge 
management challenges because of the geographical distance and cultural, legal, political, educational and 
technological differences (Teece, 1987; Bennett et al (2001)). 

Concluding, the three drivers result in the following: The number of internationalization activities in 
companies is on the rise. These activities comprise a (relative) exponential rise in the knowledge that 
accompanies the relocation of these processes. And, the environmental differences of the offshore locations 
pose special challenges from a knowledge point of view. For the remaining part of this section, we will look 
into consequences that we can observe of these developments. As this study addresses the problems that lie 
within the black box, the effects, visualized as the outputs of this box, can be seen as the symptoms of these 
problems. 

Many researches have investigated the consequences of offshoring. Success stories as well as catastrophes 
are both published in big numbers. Here, the focus is on the effects and findings that have relevance to this 
research. This includes some general effects and more specific effects from a knowledge perspective. There is 
no doubt that offshoring has positive implications for companies, it allows them to exploit new, emerging 
markets and benefit from low-cost resources. However, depending on the situation, negative implications are 
also significant. A recent study (Aron, 2005) estimated that 50% of offshored operations do not realize its 
intended benefits, mainly because companies do not make their offshoring decisions systematically enough. 
The negative effects of offshoring, mainly from a knowledge perspective have been voiced by various authors. 

As indicated with the Schwinn example, perhaps the most prevalent symptom is the loss of competitive 
advantage through valuable knowledge leaking to (potentially) competing parties (Bennet et al., 2001). The 
American government has recently estimated that Chinese violations of foreigners' Intellectual Property Rights 
(IPR) cost international firms at least $60 billion per year. This is almost equal to the entire annual foreign 
direct investment into China (The Economist, 2006). Secondly, many companies face difficulties in successfully 
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transferring the necessary knowledge to the offshore locations (Bennett et al, 2001; Duke University, 2006). 
This can lead to higher costs of knowledge transfer, such as persistent use of expatriates and international 
training programs. Also, this might lead to lower quality or higher cost price of the offshored processes. 
Thirdly, the off shoring initiative might affect the innovativeness of a company. Several companies in this 
research have for instance voiced the lack of creativeness and basic education of the local workforce. Also, 
locating a production facility very far from R&D facilities might complicate the communication between the 
two, which might hamper innovation. 

Finally, if companies manage their 'black box' well, there are also positive effects from a knowledge 
perspective. Firms might benefit from opportunities in learning from local parties, and so gain a competitive 
advantage in doing business in the offshore location (Wong et al. 2002, Davis, Subrahmanian & Westerberg, 
2005). Besides, some disciplines are actually more developed in certain offshore locations, which actually 
improves the climate for innovation (e.g.: the software development industry in India). And, offshore locations 
sometimes offer the potential to commercialize knowledge in alternative ways, such as trading knowledge that 
has lost competitive value in the home location but still has value offshore. 

Main drivers 
/-----"\ 

t Globalisation I 

: '}. 
I I . 
I The knowledge -I-+ 
I economy -
I I 

I 

: Environmental P'' 
I differences create ·· 1 

KM challenges I 
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Knowledge 
Management 1n 

offshonng 

Main symptoms 
/-----"\ 

l Knowledge I 
~:· leakage 

11 

Transfer 
~' difficulties : 

~" Decreasing I 
~ : innovativeness : 

k Knowledge I 
I opportunities I 
\ / ...._._ ___ _ 

Figure 1.1 The study as a black box, showing its circumference, leading to the relevance of the research 

In the above figure, the background to the problem field is summarized. The main drivers lead to the 
importance of the research topic for companies. The first topic primarily drives the trend of off shoring. The 
second and third drivers call for the need of knowledge management in these offshoring activities. The 
symptoms show that there is still a lot to improve on knowledge management in off shoring, as many problems 
are present and opportunities exist. Therefore, this research investigates offshoring initiatives from a knowledge 
perspective, and proposes improvements in this field. 
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2 RESEARCH ASSIGNMENT AND METHODOLOGY 

In the previous chapter the background of the study is explained. There, the study was considered a black 
box and its periphery was described. In this chapter this back box will be opened. The selected focus of this 
study and the methodology by which the research goals are pursued are presented. The core concepts of the 
research and their relations are defined in the first section of this chapter. The focus of this study is defined and 
demarked in the research assignment by presenting the initial problem statement, research objectives and scope 
of the research. The methodology section explains how these research objectives will be pursued: the work 
plan, research methods and research questions are presented. 

2.1 MAPPING THE FIELD 

As substantiated above, this research addresses knowledge management in offshoring. In the context of 
this study, offshoring is defined as: The relocation of a business processes to another country, especialfy a country overseas. 
This might include any business process such as R&D, manufacturing, sales or back office services. Offshoring 
is the relocation of a business process previously done at a home location to a foreign country, regardless of 
whether the work done in the foreign country is still performed by the parent company or a third-party (see 
Figure 2.1) . These foreign countries are usually developing countries with low-cost labor such as India and 
China. 

Out-
sourced 

Cll 
"tJ 
0 

::::E 

Captive 

Onshore 
Outsourcing 

Shared 
Services 

At home 

Offs ho ring 

Offshore 
Outsourcing 

Captive 
Offshoring 

Offshore 

Geographical location 

Figure 2.1 Offshoring explained 

As already indicated in the previous chapter, the roots of many of the problems associated with offshoring 
are attributed to inadequate decision making (Aron, 2005). This will be affirmed in the following observations. 
Combining this with the concerns of Squarewise, focus in this study has been put on the offshoring decision
making process. In other words; the decision-making process that leads to the initiation, selection, deployment 
and improvement of offshoring initiatives. As will be substantiated in chapter three, little research has been 
done on offshoring decision-making. To visualize some of the key concepts of this study, a typical offshoring 
decision-making process is drawn in Figure 2.2, inspired by decision-making in strategic management and 
outsourcing. This figure conceptually displays logical phases of the decision-making process. For any 
offshoring initiative, all these phases are explicitly or implicitly passed. This research intends to support both 
decision-making on selecting an offshoring scenario (step three), as the evaluation of already offshored 
operations (step seven) . Therefore, the concept ojfshoring initiative is used consequently, as this can refer to either 
an option to offshore a certain process (strategic scenario) or an already offshored operation. 
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- Risk 

Prepare. 
arrange, 
choose 

Bu lid 

Figure 2.2 A typical offshoring decision-making process 

Obviously, each step of the decision-making process includes decisions. In complex and uncertain 
environments, these decisions are usually supported by analysis (decision-making support). This analysis aims 
to predict the consequences of the decision alternatives. The consequences of a decision alternative are called 
the implications of that alternative. Any important strategic decision has many types of implications (financial, 
technical etc.), which together, will determine the overall consequence of the decision. A primary rationale of 
this research is that, in offshoring, this analysis is overly focused on predicting and anticipating on 
operational/ financial implications, and knowledge implications are underrepresented. 

Financial perfonnance 
Productivity 

Customer Value Proposition (wrt competition) 

Internal Processes 

Knowledge processes 
Competencies Technologies 

TANGIBLE 
RESOURCES: 

Financial 
Commercial 
Operational 
Implications 

INTANGIBLE 
RESOURCES 

Knowledge 
implications 

Figure 2.3 Knowledge implications in an overall perspective 

Knowledge implications are defined as the consequences that will determine the evolution of the company's 
knowledge and so will positively or negatively influence the company's long term performance. Here the 
evolution of knowledge should be seen in its broadest form as it includes all activities that influence or utilize 
knowledge. It includes the creation of new knowledge, improving existing knowledge, sharing, protecting, 
applying knowledge etcetera. Hence, the evolution of knowledge is meant as the combination of all possible 
activities in the knowledge value chain and ultimately determines all the mutations of the potential and so the 
value of this knowledge. To visualize the importance and position of these knowledge implications, the Strategy 
Map of Kaplan & Norton (2004b) is used as a source of inspiration (see Figure 2.3). This map stems from the 
performance management discipline and describes the chains of cause and effect that determine strategic 
success. The map illustrates the path by which improvements in the capabilities of intangible assets are 
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translated into tangible operational, commercial and financial outcomes. The causal path leads from the 
knowledge (Leaming & Growth) perspective to the Internal perspective to the G.istomer Perspective to the 
Financial Perspective (Kaplan & Norton, 2001). 

Relocating a certain business process will have implications on all these four levels. Principally, a set of 
tangible resources (machines, products, facilities) as well as intangible resources (technologies, competences 
etc.) need to be relocated. As this figure presents a causal relationship, the knowledge perspective is at the roots 
of the causal structure. The quality or 'value' of the company's knowledge will determine the performance of 
the internal processes, the productivity with which the tangible resources are utilized. This, in tum determines 
the performance of the commercial processes, the customer value proposition. Which finally together leads to 
the financial performance of the entity. Here the symptoms mentioned in section 1.3 can be put into 
perspective. For instance sharing difficulties lead to lower performance of internal processes, possibly because 
the skills necessary for the offshored process were not perfectly transferred. Knowledge leakage results from an 
imperfect knowledge protection process, and might directly influence the customer value proposition as some 
of the competitive advantages will flow to competitors. 

Wong, Maher, Nicholson, & Bai, (2003) and Wu, Li, Chu & Sculli (2005) both argue that financial and 
operational implications are overrepresented in the offshoring decision making process. Li-Hua (2003) and 
Davis (2005) both stress the difficulties of including knowledge arguments in decision-making and strategy 
formulation processes. Naturally, knowledge arguments are more subjective and abstract. Corresponding to the 
insight from the strategy map, Mol (2001) and Rasheed and Gilley (2005) explain that since the effects of 
knowledge implications usually surface on a longer term, especially compared to e.g. short term cost savings, 
they might be overlooked. To maximize long-term performance, firms should address the strategic aspects that 
determine the competitiveness of an enterprise. Since the rise of the knowledge economy, much of these 
aspects are related to the evolution of a company's knowledge. 

This section has explained the key concepts of this study. This study investigates offshoring from a 
knowledge point of view. I specifically take offshoring initiatives and offshoring decision-making as the 
research object. Within this object, focus is on the role and magnitude of knowledge implications. 

2.2 RESEARCH ASSIGNMENT 

The research assignment mainly results from the orientation phase of the research. Interviews with various 
experts and Squarewise employees, and an environmental scan are the main inputs to this research assignment. 
The research assignment presents the core problem and objectives that were initially aimed for within this 
study. As we will see later, not the entire problem has been addressed fully, and not all of the objectives have 
been fully accomplished. Concluding the field analysis, the (initial) problem statement that is defined here, will 
be replaced by a problem diagnosis. On a more specific level, in chapter five, design objectives are defined, 
these basically reflect the pan of the problem diagnosis that the design is providing a solution for. To conclude 
the research assignment, the scope of this research is defined and this demarcation is explained. 

2.2.1 PROBLEM STATEMENT 

In this project, problems essentially exist on two levels. Clients of Squarewise have difficulties in fully 
utilizing their knowledge potential in an international context; this is the main problem on the client's level. 
Since the client has this problem, this leads to the problem for Squarewise that, as a consulting firm, wants to 
be able to help their client. Squarewise's problem mainly overlaps the client's problems, for practicality and 
clarity, the focus of this research will primarily be on support to solve the client's problem. Consecutively, in 
the last chapter, this solution is extended so it also answers to Squarewise's problem. 

As substantiated in the previous section, offshoring comes with a set of specific knowledge management 
challenges. Also, we have seen that in decisions of offshoring, knowledge arguments are underrepresented. 
Hence the central problem statement is defined as; 
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Problem statement 

IVhen evaluating and improving its offihon.ng initiatives, companies have an insufficient overoiew and understanding of 
knowledge implications. With respect to this, thry need support in; 

• Identifying and understanding these implications; 

• Assessing the impact of these implications; 

• lnteroening to improve their initiatives from a knowledge point of view. 

2.2.2 RESEARCH OBJECTIVES 

Ultimately, the research intends to 'solve' the above defined problems. Hence, the research objectives are 
formulated as follows: 

1. Analyzing the problems and solutions on supporting offshoring decision-making from a 
knowledge perspective; 

2. Designing a method that supports the comprehension and identification, assessment and 
improvement of knowledge implications of offshoring initiatives; 

3. Transmitting the lessons learnt to Squarewise so they can apply them in their projects and display 
their extended expertise to clients and prospects. 

As described in the methodology section, these objectives have both practical as scientific relevance. The 
practical relevance directly stems from the fact that it aims to solve practical problems on the level of the 
principal company and its clients. This research also aims to contribute to the scientific community through 
develop knowledge about offshoring, its decision-making and the assessment of offshoring implications. This 
scientific relevance is targeted through explicitly identifying deficiencies in literature and aiming to contribute to 
spacing out of part of these deficiencies. 

2.2.3 SCOPE AND DEMARKATION OF 1HE RESEARCH 

Still, the problem field is large. The scope of the research has been demarked to promote researchability, 
depth of analysis and practicality of the research outcomes. Focus is put to the problem area where the central 
problem is most crucial, and where Squarewise can potentially provide services. As a result, the empirical field 
is delineated to the following: 

• The method mentioned in research objective 2 will focus on the phases where either an 
implemented offshored operation, or strategic offshoring scenario is evaluated. These are 
respectively phases 7 and 3 in Figure 2.2. From these phases on Squarewise is usually involved in 
the process. By analyzing existing scenarios (7) a lot can be learned about choosing these 
scenarios (3), in this -way researching both steps together creates synergies. 

• The research will include risks as well as opportunities from a knowledge point of view. 
Recent developments, for instance the rise of open source communities, the emergence of 
regional competence centers and the potential benefits of global sourcing, imply that offshoring 
not only poses problems, but also opportunities from a knowledge perspective. Therefore, the 
developed method will not be a mere risk analysis, but will also target opportunities from a 
knowledge perspective. 
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• The to-be investigated initiatives will be for processes and/ or products that are 
lmowledge intensive and exist in industrial multinationals. In this group there is a high 
criticality of certain knowledge and, because of its technological intensity, knowledge has a 
relatively high explicitness and can easily be exchanged and so leaked. This limitation of the 
empirical field also matches the client group Squarewise serves on this type of service. 

• The target country of the initiatives that will be researched will be mainly China, and 
secondarily India. In China the relevant environmental characteristics are relatively challenging 
even among other possible offshoring locations and thus create new managerial challenges (Li 
and Scullion, 2006). China, an immense nation with more than a fifth of the world's population, 
has already become the world's largest and fastest growing emerging market and the second 
largest foreign direct investment (FDI) recipient in the world (World Bank, 2006). Also, China 
and India are the most popular offshoring target destinations for the above mentioned category 
of companies (Duke University, 2005). Finally, China and India are of a particular interest to 
many of the parties in this research (Squarewise as well as myself). 

An important note to the scoping of the empirical field is that this is done to focus it in a way that 
provides the possibility of in-depth research while optimizing the relevance of the research. This does not mean 
that it consequently limits the applicability and external validity of the research outcomes to this field. Through 
generalization, findings of the research may also be applicable to other contexts. 

2.3 METHODOLOGY 

Aiming to solve the problem statements raises an additional problem, a methodological problem: How to 
design the research setup so that it maximizes added value, reliability and validity of the research results, given 
its limited resources. Consequently, several trade-offs need to be made between additional research possibilities 
and scope on the one hand, and available time, contacts and financial resources on the other. This section 
sho-ws the construction of the research setup. 

2.3.1 WORK PLAN 

The project is a problem-based, design-focused research since it demands for a concrete solution to solve a 
(type of) problem(s). As being a design-focused research, the regulative cycle (Van Strien, 1975) will be used as 
a guideline to design the process of the project (see Figure 2.4). 
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Figure 2.4 The design rycle as part of the regulative rycle, adapted from Van Strien, 1975; Weggeman, 2001 

As implicitly defined by the research objectives, the phases implementation and evaluation will not be 
covered. After the completion and test of the design, a final phase to evaluate and transfer all knowledge 
produced is planned. Concluding, this project consists of 4 phases (after Weggeman, 2001); 

1. Orientation phase: a first orientation in the problem mess, resulting in the research assignment, 
including a problem statement, research objectives and research plan 

2. Analysis phase: an in-depth analysis of the problem field mainly consisting of two parts: The 
main literature review exploring the most relevant disciplines of theory in the problem field. And 
the fieldwork and analysis focusing on the practical problem field . The problem diagnosis and 
deficiencies in literature resulting from this phase are main inputs to the design objectives and 
specifications. The useful theory and practical findings support the building of the design. 

3. Design phase: drafting and testing the design. In this phase the design(s) will be developed 
according to the 'design cycle' (Weggeman, 2001). A first draft will be proposed, followed by 
iterative improvements. The design is tested with a small group of carefully selected companies. 
Ultimately, this phase results in a final design and an evaluation of its performance. 

4. Reflection/ evaluation phase: reflecting on the added value of the research for Science, 
Squarewise and the researcher. Transferring the findings of the research through this report and 
presentation. 

The research satisfies most of the characteristics of an explorative research; the research problem is 
relatively open and the specific issue has been rather under investigated. Resulting from the explorative 
character, the solution will include the integration of various theoretical perspectives. This results in a multi
disciplined character of the literature review. Furthermore, this literature review is two-staged; it takes place in 
both the analytic as the design phase. In between these phases available theory as well as theory deficiencies 
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(gaps) will be identified, and a decision will be made how to serve the exploration of this literature gap. Hence a 
design that serves the theoretical as well as the application domain is intended. 

Hussey & Hussey (1997) distinguish between the positivistic (also called quantitative) and the 
phenomenological (qualitative) research paradigm as basic methodological philosophies. Explorative case 
studies, especially in social and humanistic contexts fall under the phenomenological research paradigm. 
Consequently, this research primarily satisfies the phenomenological research paradigm. Hence, it tends to 
utilize and produce rich and subjective, qualitative data, uses small samples and is concerned with generating 
theories. This opposes to positivistic studies, which tend to utilize and produce specific and precise, 
quantitative data, uses large samples and is concerned with testing hypothesis 

The main intended outcome of this project is an object design. This elevates the objective of this research 
from the desire to create understanding on the targeted phenomena (as with diagnostic studies), to developing 
and testing solutions. Van Aken (2004) characterizes this objective under the research paradigm of the design 
sciences. This design can be interpreted as a (set of) 'technological rules'; "a chunk of technical knowledge 
linking an intervention or artifact with an expected outcome or performance in a certain field of application" 
(Van Aken, 2005). This research differs from a traditional (n=l) problem-based research, it focuses on a 
general solution for a type of problem, not on a specific solution for a specific problem situation. Two aspects 
are important for the reliability of technological rules: Firstly, they need to be 'field tested'; tested in its intended 
field of application. Secondly they need to be 'grounded'; based on verified theory from social sciences, 
organization theory, management theory or other disciplines and so giving argumentation why the 
technological rule leads to its intended outcome. Hence, the overarching structure of the study is based on 
parallel theoretical and empirical components in the research-based phases (phases 1, 2 and 3) of the project. 

2.3.2 RESEARCH QUESTIONS 

Since this research best corresponds to the characteristics of a phenomenological study, the problem 
statement and research objectives are central to its direction. Opposite to an elaborate theoretical framework 
and hypothesis in a positivistic study, one or two questions provide the structure of analysis. These questions 
will be repeatedly refined and modified, and should be general and open-ended. The problem statement and 
objectives are so set within a theoretical context (Hussey and Hussey, 1997). The central research problem and 
objectives are stated above. As guidance to the study, a set of research questions are defined. These are not 
intended to constrain the research, but merely to delineate the focus of the study. In line with other 
phenomenological studies a 'grand tour'-question summarizes the research need that arises from the problem 
statement and the research (design) objectives: 

G0. 1 How can companies be supported to enhance their overoiew and understanding of knowledge implications and so better 
evaluate and improve their offshoring initiatives? 

This then breaks down into the following sub questions: 

The first sub question is basically an investigation on the research object itself. Its answer should result in a 
clear understanding of offshoring decision-making, why and how companies offshore: 

G 1. How do companies select, design and deplqy their ojfshoring initiatives? 

The second sub question specifically addresses the often mentioned 'knowledge implications'. Its answer 
should create an overview of the knowledge aspects that are relevant to offshoring. 

t In order to promote clariry among different levels of research questions, and ease of referencing, the general research 
questions are labeled GO; G 1; G2; G3. GO is the 'grand tour' question and G1, G2 and G3 refer to the general subquestions 
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G2. What are relevant problems, opportunities and related interventions from a knowledge point of view? 

Finally then the findings from the previous two questions need to be combined. Tools and support how to 
include relevant knowledge implications in the offshoring decision-making processes are aimed for. 

G3. How can companies include the ana(ysis of knowledge implications into their ojfshoring decision-making process? 

Combining the answers of the three subquestions leads to an answer for the grand tour question. In a 
nutshell, the first question investigates the deficiencies in offshoring decision-making, metaphorically called the 
blind spot. The second question investigates the aspects that the decision-makers should start taking into 
account, corresponding to the issues of attention that the blind spot should be filled with. The third question 
seeks how this blind spot can be filled. The quest towards answers to these questions is furnished with research 
methods, which will be explained in the next chapter. 

2.3.3 RESEARCH METHODS 

The previous sections showed which sequential phases are the fundament of the project, and which 
questions are central to the analysis. Here these phases will be filled in with research methods. A systematic 
overview of the components that will ultimately lead to the fulfillment of the research objectives is presented in 
figure 1.3. As substantiated above, two pillars can be identified; theory and practice. 
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practice) 

Environmental 
scan 

Interviews with 
experts 

Analytic phase Design phase 

--------------- ------~ I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Literature review (Chapter 3) 

Theory on 
offshoring 

Knowledge 
mapping and 

valuation theory 

Technology/ 
knowledge 

transfer theory 

Solutions for 
design and 

deficiencies in 
theory 

'---------------

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Analytic 
interviews in 
companies 

I Desk Cases I 
Practitioners' 

literature 

Problem 
diagnosis and 
field findings 

I Fieldwork and Analysis (Chapter 4) 

'---------------

Additional 
literature 

______ / 

Draft designs 

Test 
environments in 
three companies 

______ / 

Final design 
(Chapter 5) 

Figure 2.5 The Research Model (after Verschuren and Doorewaard (199 5 )) 
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The practical pan, also called field work and analysis focuses on the problems, solutions and 
requirements of the research object. An analysis is made of practical instances of offshoring initiatives. This is 
done through a multiple case study. In many studies, technological rules in Management Theory are developed 
through multiple case study. Two types are distinguished; the extracting case study (inductive logic), in 'Which 
best practices in solving problems from a panicular type are analyzed. And the developing multiple case study 
(deductive logic), in which a certain type of problems is solved in a cooperation of the researcher and the 
problem owners. Both types are present in this project. In the analytic phase, the extracting approach is used. 
This is done through interviews with people in the panicipating companies and through the analysis of on
paper case studies (desk cases). In the design phase draft designs are presented to three of the panicipating 
companies. Along this design, improvements to their situations are proposed, hence, this is a developing 
approach. Parallel to this empirical data gathering, practitioners' literature is analyzed. 

In the theoretical pan, also called literature review, several academic disciplines are exploited and 
integrated. In the analytic phase, three areas of literature are analyzed thoroughly. These are derived from the 
research assignment and questions. Theory on offshoring studies the research object; the off shoring initiative 
and its decision-making process. Therefore, this discipline is exploited to better understand and utilize the 
concepts of off shoring in general. The latter two disciplines both have a knowledge perspective. Theory on 
technology/ knowledge transfer investigates the transfer of knowledge across depanmental, organizational 
and/ or geographic borders. Hence, this discipline can give valuable input on the knowledge implications of 
offshoring, and the causes of these implications. A major pan of the research objectives consists of the 
identification and assessment of knowledge implications. As will be explained later, assessment falls under the 
concept of valuation. Identifying and valuing knowledge stocks and flows in general are supponed by theory on 
knowledge mapping and valuation. 

From here, the repon continues with addressing the research questions in both the theoretical (chapter 
three) as the practical (chapter four) pan of this study. 
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3 LITERATURE REVIEW 

In essence, this research project is primarily a process of knowledge generation. The fieldwork and 
especially the analysis presented in the next chapter as well as the model building in the subsequent chapter 
corresponds to an internal learning process (hopefully to be titled innovative). The review of literarure then 
corresponds best to a process of external learning, or knowledge acquisition. As a matter of fact, in some 
research the amount of citations to scientific literarure is used as measure for the level of external learning of 
companies (e.g. Cbakrabarti & Bierly, 1996). In this chapter, scientific literarure that has relevance to this 
research will be reviewed in order to exploit the ideas and findings of others. The concepts that are essential to 
the understanding of the research problem and fulfilling the design objectives will be discussed, using different 
theoretical perspectives and comparing cliff erent schools of thought. 

In the previous chapter the research questions are defined. These questions are not directly applicable for 
the literarure review since some parts are only to be answered from analysis of practice. In order to give 
guidance to the literarure review, from the general questions more specific questions for the literarure review 
are distracted. An explorative research especially calls for an explorative literarure review. The explorative 
character of the research is also manifested in the width of the research questions for the literarure review. As 
contended above and indicated in the research model, three disciplines of literature will be analyzed. Literature 
on offshoring strategy is reviewed aiming to become familiar with the research object. The object of this 
research is offshoring initiatives and the decision-making that leads to (the selection, design and deployment of) 
these initiatives . First of all, the review serves to get the concepts and definitions of offshoring clear. Also, the 
discussed types and trends in offshoring are summarized. Then, offshoring is put in the perspective of the 
overall strategy of the firm. Next, I worn in to the strategy and decision-making of the offshoring initiative 
itself. The sub question for this field mainly feeds the answer of the first general sub question (G 1) and is then 
defined as; 

L1 2
. What, wfD! and how do companies offshore? 

The second theoretic discipline was included to support model building as aimed for in the research 
objectives. It mainly gives input on tools to support the offshoring decision-making process: knowledge 
identification (knowledge mapping) and valuation concepts. Valuation here supports the assessment of the 
impact of knowledge implications as mentioned in the problem statement. This discipline is mainly investigated 
to answer G3, and so the sub question for the literature review is: 

LJ. How can companies inventory and value knowledge and its processes, as an input for decision-making on their offshoring 
initiatives? 

Knowledge transfer theory perhaps has the most correspondence to the central problem of this research, 
since it includes research on intemationaliz.ation in combination with knowledge aspects. Despite its important 
limitations, it provides valuable insights in answering the earlier defined sub question G2. Scientific literature 
does not so much address the practical problems, opportunities and interventions, but gives very valuable 
insight in the causes and drivers of these implications. Hence, the question that directs the review on this 
literature pillar is: 

Ll. What are the important determinants that compromise the field of international knowledge transfer? 

As said, these questions correspond to the three pillars of the literature review, and are subsequently 
addressed in the upcoming sections. As mentioned before and indicated in the research model (Figure 2.5) an 
important outcome is the deficiencies found in literature. In the ambition for academic contribution these 

2 L1, I2 and Ll refer to the subquestions for the literature review. 
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deficiencies are input to the design objectives. Therefore, deficiencies in literature are separately addressed in 
section 3.4. 

3.1 LITERATURE ON OFFSHORING 

Since about the 1960s offshoring took off as a research field, corning to birth in the International Business 
literature as US companies started relocating manufacturing processes to Mexico and the Philippines. Research 
on off shoring is primarily found in 3 literature streams: (a) International Economics, mainly addressing macro
economic effects of internationalization, foreign direct investment, etc.; (b) Supply Chain Management 
literature, emphasizing different aspects of distribution/logistics, channel integration, etc., particularly on a 
meso-scale, and (c) Strategic Management literature emphasizing the resource base, core competencies and 
boundaries of the firm, taking the micro-approach. Since both the analysis as the solutions of this research have 
a management perspective and take the individual organization as the unit of analysis, I draw mainly from the 
latter discipline. 

In this section, off shoring and related definitions will be concepts and its cliff erent forms will be discussed. 
Then, the concept is reviewed through the main theoretic perspectives on corporate strategic management, as 
this will clarify the overall picture of corporate strategy and the position of off shoring within this strategy. After 
that, motives and strategies in offshoring initiatives are addressed. 

3.1.l WHAT IS OFFSHORING? 

Here, off shoring and related concepts will be defined and its cliff erent forms will be discussed Of fshoring 
is a rather ambiguous term, and there is no real consensus on its proper definition. For instance the Oxford 
Dictionary of English (2nd ed.) defines offshoring as "the practice of basing some of a company's processes or 
services overseas, so as to take advantage of lower costs", which limits offshoring to the low-cost motive, a 
rather narrow view as we will see in literature as well as practice. Offshoring may ref er to oil and natural gas 
production at sea. Also, it might refer to shady legal constructions to evade taxes. Some people limit off shoring 
to the relocation of back office processes only, some confuse it with outsourcing. 

In the context of this study, offshoring is defined as: The "location of business processes to another country, 
especial!J a country overseas. This might include any business process such as R&D, manufacturing, sales or back 
office services. Offshoring is the relocation of a business process previously done at a home location to a 
foreign country, regardless of whether the work done in the foreign country is still performed by the parent 
company or a third-party. (definition adapted from Wikipedia, 2006) These foreign countries are usually 
developing countries with low-cost labor such as India, China, South Africa and Mexico. However, offshoring 
is also used in relation to relocated processes to Ireland or Canada. Offshoring is sometimes confused with 
outsourcing or offshore outsourcing (also known as offsourcing). It is important to keep offshoring and 
outsourcing decisions distinct they are location choice and mode choice decisions respectively. Figure 2.1 
visualises the domain of off shoring and outsourcing. Captive off shoring is also called inhouse offshoring. 

A wide range of business processes is candidate for offshoring. The rapidly growing strata of such 
processes now span almost the whole range from simple production and assembly of predefined modules, over 
provision of administrative functions and services to scientifically sophisticated or intellectually challenging 
designs or R&D deliverables. Drawing from the comprehensive survey on offshoring performed by Duke 
University (2005), five types of most commonly off shored functions can be identified. The survey excludes the 
offshoring of production processes, adding this brings us to a total of six types, which are presented in Table 
3.1. 
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Production Development IT Administration Contact centre Procurement 

Assembly R&D Maintenance Finance/ Accounting Sales Purchasing 

Manufacturing Product Application Back office Helpdesk logistics 
development development 

Engineering HR 

Table 3.1 Typical functions being o[fshored 

Already, we have distinguished between captive offshoring and offshore outsourcing in the mode
dimension. However, reality turns out to be less bi-polar. Tse, Pan & Au (1997) distinguish four entry modes 
for market entry strategies related to Ollna. These are (a) export, (b) licensing agreement, (c) Joint Venture and 
(d) Wholly Owned subsidiary (in this report called Wholly Foreign Owned Enterprise, WFOE). Export cannot 
be considered as a mode of offshoring because it does not necessarily require moving business processes 
offshore. Gulati et al. (1998) distinguishes between contractual alliances (no equity relationship), minority 
holdings and joint ventures in offshore alliances. Many other researches describe different modes, concluding I 
can say that basically there are three top level forms of offshoring: Non-equity based collaborations; equity 
based collaborations and Wholly Foreign Owned Enterprises. In the next figure, the three cliff erent modes of 
off shoring and examples of those are presented (Adapted from Bruun & Bennet (2002), Bogers (2004) and Tse 
et al. (1997)) 

Non - equity based collaboration Equity based collaboration WFOEs 
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Table 3.2: Di./Jerent modes of ojjshoring 

Overlooking the definition of off shoring and its wide range of cliff erent realizations concerning functional 
type of the process, target location and mode of the offshoring initiative, it is a broad term. Hence problems 
and opportunities of an off shoring initiative will vary amongst the various subtypes of off shoring. later in this 
study this context-dependency will become clear. And both the concept of function as mode of an initiative 
and its above described categorizations were the first variables to investigate in the field work and will prove 
important variables of the design. 

3.1.2 PERSPECTIVES ON CORPORATE STRATEGY 

Here the concept of offshoring is reviewed through the main theoretic perspectives on corporate strategic 
management, as this will clarify the overall picture of corporate strategy and the position of off shoring within 
this strategy. In the academic field, many perspectives on the subject of corporate strategy exist. A review of the 
literature learns that at one point agreement seems to be reached. The subject of strategy is still related to 
'winning in a competitive way', which in modem words means ultimately gaining sustainable competitive 
advantage (Dyer & Singh, 1998; Johnson, Scholes & Whittington, 2005). Some may argue that there are no 
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sustainable competitive advantages (e.g. D'Aveni & Gunther, 1994), but companies should seek a series of 
temporary unsustainable advantages. I see the sustainable advantage then as the ability to adapt to changing 
conditions, sensing opportunities and being flexible (also called dynamic capabilities, Teece et al. (1997)). 

It is now generally recognized that here are traditionally three streams of literature that help us to 
understand the attainment of this competitive advantage (Mo!, 2001). The first to perspectives stem directly 
from the discipline of strategic management. However the third stems from Economic Organization theory, 
many of its concepts are very relevant to this research, as will be contended later. 

• Positioning: a better market position vis-a-vis competitors, expressed in terms of lower costs, a 
cliff erentiated product or a combination thereof (e.g. Porter, 1985) 

• Resource based view: a more valuable stock of internal resources and capabilities of a superior 
ability to combine resources and capabilities (e.g. Barney, 1991 ) 

• Transaction cost: a better governance, also framed as economizing, leading to transaction cost 
advantages (e.g. Williamson, 1985) 

The Positioning school is believed by many to be the fuel to the take off of the Strategic Management field 
(e.g. Minzberg et al, 1998). Porter explains the concept of competitive advantage from a Positioning School
perspective. Firm's success requires the choice of a relatively attractive position given industry structure, the 
firm's circwnstances and the position of competitors. The environment is the origin of advantage; the true 
origin of competitive advantage may be the proximate or local environment in which a firm is based. Porter 
(1991) has developed the 'diamond'. In this model, four determinants of competitive advantage are identified; 
factor conditions, firm strategy, structure and rivalry, demand conditions, and related and supporting industries. 
The determinants do not operate in isolation, but influence each other. Also Porter argued that there are but 
two basic types of competitive advantage a firm can possess: low cost (Cost leadership strategy) or 
differentiation, where differentiation can be focused on being cliff erent in a broad scope (Differentiation 
strategy) or through aiming on a narrow scope (Focus strategy) (Porter, 1985). 

As the success of a firm is derived from its environment and the (strategic) position it chooses in this 
environment, offshoring basically functions in connecting firms to environments where conditions provide 
opportunities for enhancing their strategic position. To give an example, offshoring started off in the search for 
more attractive factor conditions, mainly to get access to low cost resources, supporting a cost leadership 
strategy. So internationalization strategies, and offshoring as a part of it is justified through a positioning 
perspective by connecting the firm to new environments with differing conditions. Therefore, environmental 
differences that have attracted offshoring initiatives towards them are analyzed in the next section. Through 
intelligently positioning the firms (and its business processes) among the environments it is connected to, 
synergy can be created, supporting the firm's overall strategy and strategic position, and so contributing to its 
competitive advantage. Competition now cuts across national borders; a firm's position in one country is no 
longer independent from its position in other countries (Porter, 1991 ). 

As any theory, the positioning approach has its limitations and flaws. One of those is its focus on strategic 
specialization, in terms of having to pursue one particular strategy/ position and specializing in this. This might 
result in inflexibility and a narrow vision of the organization. As an example, companies which focus on 
cliff erentiation through quality might forget about efficiency and economy. This phenomenon is known to be a 
main cause in explaining the success of Japanese competition, offering quality just beneath that of the real 
cliff erentiators, but also having a keen eye on efficiency, resulting in the conquer of market share on the basis of 
superior quality to price ratios. This leads to the conclusion that there is no guarantee for success when only 
focusing on excelling in one specialized strategic position, however, there are enormous rewards for those who 
can resolve the "dilemmas of opposites" (Baden-Fuller and Stopford quoted in Mintzberg et al. (1998)). A 
second relevant source of criticism on the Positioning perspective is the focus on economic, quantifiable 
aspects, as the main driver of strategy formulation in this school is analysis. Mintzberg et al. (1998) even argue 
that the school leads to a bias towards selecting a cost leadership strategy because it usually has more hard data 
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to back up this choice than e.g. a strategy of quality differentiation. 1bis relates to a pan of the findings of his 
research, which surfaced the problem of overemphasis on operational, well quantifiable drivers in strategic 
decision-making on offshoring. 

Another point of critique towards the positioning school is its bias toward the external conditions 
especially of industry and competition at the expense of internal capabilities of organizations (leading to the 
famous, controversial paper 'How much does industry matter~ by Prof. Richard Rumelt (1991)). Opposing to this 
over-emphasis on external conditions the second main theoretic perspective is the Resource Based View 
(RBV). Partly drawing on work from Penrose and Wernerfelt (Mintzberg et al., 1998), Barney (1991) attempts 
to explain the concept of sustainable advantage from a Resource-Based View-perspective. The central idea in 
the RBV is that a firm has a specific set of resources that can give a firm a competitive advantage. Underlying 
assumptions of the RBV are that firms in an industry are heterogeneous with respect to the strategic resources 
they control and that these resources may not be perfectly mobile across firms. Resources are defined as all 
assets, capabilities, organizational processes, firm attributes, information, knowledge, etc. controlled by a firm 
that enable the firm to conceive of and implement strategies that improve its efficiency and effectiveness 
(Barney, 1991 ). A firm is said to have sustained competitive advantage when it is implementing a value creating 
strategy not simultaneously being implemented by any current or potential competitors and when these other 
firms are unable to duplicate the benefits of this strategy. Not all firm resources hold the potential of sustained 
competitive advantage. To have this potential, a firm resource must have for attributes: (a) it must be valuable, 
in the sense that it exploit opportunities and/ or neutralizes threats in a firm's environment, (b) it must be rare 
among a firm's current and potential competition, (c) it must be imperfectly imitable, and (d) there cannot be 
strategically equivalent substitutes for this resource that are valuable but neither rare or imperfectly imitable 
(Barney, 1991). Peteraf (1993) sees competitive advantage from the RBV perspective through (a) efficiency 
differences that create superior resources, (b) difficulties in imitating these resource bundles, (c) imperfect 
mobility of resources, and (cl) limited competition for the superior position. I see both this views as very 
similar, where Peteraf adds the consciousness to the fact that potentially resources can move from one 
organization to another. On the governance of these resources, Wenerfelt adds: "Strategy for a bigger firm 
involves striking a balance between the exploitation of existing resources and the development of new ones" 
(Wenerfelt, B. quoted in Mintzberg et al., 1998). 

Offshoring, both as internal process and as business strategy, could be an outcome of successful 
management of resources, and may itself represent a direct application of firm-level capabilities as envisioned 
by the RBV (Doh, 2005). The capabilities are then to be seen as capabilities to manage benefit from offshore 
opportunities, providing access to external complementary resources (Teece, 2000). At the same time, however, 
Doh (2005) argues that offshoring may reflect the commoditiz.ation of a production function and erode 
benefits derived from management of resources and capabilities if it becomes an activity that is widely imitable 
and not unique to a firm or confederation firms . I think this is especially relevant in case of offshore 
outsourcing, and proves that off shoring does not necessarily provide competitive advantage, but only when the 
access to the offshore location creates complementary to the resource base of the organisation. 

The RBV shines light on this research firstly because it explains off shoring motives. They seek to develop 
their resource base through access to complementary, and so valuable resource pools elsewhere (Barney's first 
attribute). In other words, engaging in cooperative activities offshore aids the firm in overcoming some of its 
resource constraints (Si and Bruton 2005). However, in this quest for increasing the face value of their 
resource base, they should realise the influence on especially the second and third attribute as well. Offshoring 
is said to negatively influence the imitability of the corporate resource base and offshore resource pools are 
known to be mobile, this might have a negative impact on the sustainability of the competitive advantage. For 
instance a threat that might arise in an offshoring initiative, a supplier might be able to obtain comprehensive 
access to critical production knowledge. This supplier can therefore be placed in a position from which it can 
easily enter the market and become a serious competitor (Prahalad & Hamel (1990)). 

The Resource Based View is probably the most dominant approach to strategic management nowadays. It 
also gave birth to several sub disciplines. A notable one is the core competences approach introduced by the 
same Prahalad & Hamel (1990), who state that the 'roots' of sustainable competitive advantage can be found in 
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a companies' core competences and core products (the tangible results of core competencies). Core 
competences are the outcome of the collective learning in the organization, especially the capacity to coordinate 
diverse production skills and integrate streams of technologies. They also see the adequate nourishment of core 
competences as a commitment to working across organizational boundaries, a rationale for international 
cooperation and offshoring. For this research, this approach adds to the RBV that it is important that certain 
resource bundles are centered on a competence. So it emphasizes the interrelation and synergies between 
resources and can be input when categorizing these into relevant resource 'bundles'. Three requirements of 
core competences are stated: (a) they must provide potential access to a wide variety of markets; (b) make a 
contribution to the customer benefits of the product and (c) are difficult for competitors to imitate. 

Another relevant sub discipline that builds on RBV is the Knowledge-based theory of the firm (Spender & 
Grant, 1996; Grant, 2002; Davis, Subrahmanian & Westerberg, 2005). Many of the researches and theories in 
the following sections have their fundaments in this approach. Obviously, it focuses on knowledge as being the 
most important competitive resource (Spender & Grant, 1996) or 'production factor' (Grant, 2002; Weggeman, 
1997) in the 'knowledge economy'. It is grounded in the belief that the RBV does not differentiate enough on 
the special characteristics of knowledge, but treats it as a generic resource (Spender et al., 1996). Grant argues 
that because knowledge-based resources are usually difficult to imitate and socially complex, heterogeneous 
knowledge bases and capabilities among firms are the major determinants of sustained competitive advantage 
and superior corporate performance. 

The third and probably oldest perspective is that of Transaction Cost Economics (TCE) theory. In 
contrast to the above mentioned approaches, does not stem from Strategic Management theory, but from 
Economic Organization theory. The TCE theory considers the costs of business processes as the main 
determinant in making business decisions. Formally, when making decisions, the firm will choose the 
alternative that results in the lowest costs of business processes (Das and Teng 2000). The cost of business 
processes consist of two components: production (operationa~ cost and transaction cost. Transaction consists 
of costs for searching, negotiating, monitoring and enforcement. Transaction cost are influenced by 
environmental and by human factors. These human factors relate to two flaws of human individuals, 
opportunistic behavior and bounded rationality (Heiman and Nickerson, 2004). Opportunism is the seeking of 
self-interest of economic actors. People can provide wrong or incomplete information, or give false promises in 
order to serve a certain individual interest. This influences a poss ible transaction negatively and so enhances its 
transaction costs. Bounded rationality refers to the fact that humans have limited cognitive capabilities. People 
cannot assess all possible alternatives and cannot predict outcome of their decisions fully. The negative effect 
of bounded rationality increases as the situation becomes more complex and uncertain. 

Unless the traditional view of TCE is based on the dichotomy of transacting through hierarchy or through 
the market, it is also relevant for offshoring, which is not necessarily a make-or-buy decision (see section 3.1.1). 
It requires seeing the traditional dichotomy more as a continuum of mechanisms to govern transactions where 
pure market transactions and full (in-house) hierarchy are at both ends of the spectrum. Off shoring can then be 
seen as having similar effects to moving tov;ards a market-based transaction, whether it is captive offshoring or 
offshore outsourcing. As companies move processes offshore, hierarchical control over this entity decreases . 
The obvious imperative for off shoring is lowering production cost (production should be seen in the broadest 
definition of the term here). Transaction cost of off shoring is generally higher, since it includes extra efforts in 
e.g. monitoring and enforcement. From a TCE perspective, firms' motivation is that the decrease of production 
cost outweighs the probable increase in 'transaction' cost. 

However, as TCE scholars have identified, in choosing an appropriate governance structure for a 
transaction (whether over proprietary or geographic borders), the effects of bounded rationality and 
opportunism need to be taken into account. The difficulty in doing this, especially in offshoring decisions 
declares to a large extent the basis of this research. Offshore parties might be more opportunistic than those 
onshore, leading e.g. to knowledge leakage. Moreover, especially since off shoring decisions are characterized by 
high complexity and high uncertainty, the effects of bounded rationality of decision makers are large. In tum, 
this leads to inability to asses abstract aspects in the knowledge domain. Both these effects are observable in 
this research's problem definition. 
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Table 3.3 gives a summary of the contribution of the theoretical perspectives that have been discussed in 
the paragraphs above. Shortly, the fundament of the various approaches is repeated. Also the main rationale for 
offshoring is summarized. Finally, the way in which the respective theoretical approach can declare the 
constitution of this research's problem field (and path towards solutions) is stated. 

Theoretical Grounding principle, Rationale for offshoring Relation to the problem field of 
perspective how to attain this research 

competitive advantage 

Positioning Choosing a relative Access to new Narrow view of strategic 
approach attractive position given environments with specialization and overemphasis on 

the industry differing conditions, well observable arguments explains 
environment and creating synergy 'blind spot' on knowledge 
competitors implications 

Resource based Having a unique, not Exploit resource Assess the impact on imitability 
view(RBV) imitable, value creating complementarities and mobility of the bundle of 

strategy resources when offshoring 

Knowledge-based Knowledge is the most Exploit knowledge Evolution of knowledge will 
Theory of the firm important competitive complementarities determine evolution of competitive 

resource advantage 

Transaction Cost Minimizing the sum of Gain in production Bounded rationality and 
Economics (fCE) production and efficiency outweighs opportunistic behavior explain 

transaction cost increase transaction costs 'blind spot' 

Table 3.3 Four theoretical perspectives and their relevance for this research 

3.1.3 OFFSHORING S1RATEGY 

In previous section we have seen how off shoring fits into the overall strategy of the corporation. Now, we 
zoom in to the level of the offshoring initiative itself as the subject of review. As mentioned earlier, theory in 
offshoring came to birth in the 1960s. Especially since the 1980s, offshoring has emerged as an extant 
phenomenon of contemporary international business. Over the last couple of years the business press (e.g. The 
Economist, 2006) and research institutions (Duke University, 2005) have reported intensively on trends and 
problems among US firms, but increasingly also among Western European and Japanese firms, when offshore 
increasing parts and increasingly wide range of their activities to low-cost countries, in particular to China and 
India. Before the mid 1990s, off shoring was mainly associated with the relocation of manufacturing activities. 
Then, US companies started relocating some of their IT processes to Indian software firms, partly anticipating 
on the millenniwn problems. 1bis set off the popularity of offshoring so called 'back-office' functions . This 
resulted in increasing FDI to these countries, which also developed the local markets. In a report from the 
World Bank in July 2006 (World Bank, 2006), China has surpassed Great Britain in becoming the world' s 
fourth economy. Naturally, the growth of China's domestic market attracted more and more attention from 
market-seeking motivated offshoring initiatives. The development of the target countries stimulated their desire 
to increase wealth through obtaining higher productivity and performing higher added-value activities. 
Profound investments in education, privatization and infrastructure have led to a vast supply of cheap and 
talented scientists and engineers and also the establishment of competence centers. This brought a new motive 
to the offshoring strategies of western MNCs, the search for knowledge. 

Three categories of motives for offshoring can be concluded. These are widely discussed in literature (e.g. 
Nachum & Zaheer, 2005; Bruun & Bennett, 2002; Bennett et al, 2001; Ernst & Kim, 2002). Here these are 
listed greatly corresponding to their chronological order in appearance: (a) The search complementary (low
cost) resources; (b) The search for (new) markets; and recently, (c) the search for knowledge. The first motive 
mainly relates to what is called efficiency-seeking. Various motives that are described related to making use of 
attractive regulations also fall under this category. 
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What researchers know few about is how firms constitute and realize strategies of offshoring. The 
realization of offshoring initiatives seems to be more an evolvement of an incremental learning process than a 
result of a deliberate, carefully planned strategy. Makino and Inkpen (2003) relate this to the concept of 
'Dominant Logic'. A firm's decisions on offshoring (they focus on knowledge seeking initiatives) may depend 
on the Managers' shared mindset about the business and competitive advantage. Hence, managers may avoid 
making decisions outside of the boundaries of their knowledge, this might also limit subsequent learning and 
knowledge acquisitions when firms have embarked on a foreign location. This has also been observed in firms' 
tendencies to choose a mode of investment with successively greater commitment (e.g. from export to a sales 
centre, to manufacturing subsidiary, to R&D centers). Besides, this has been observed in firms' tendency that 
offshoring first occurred to nearby and familiar foreign markets gradually followed by more distant and 
unfamiliar ones. Strategic decision making, for instance about international Plant locations is to a large extent 
based on what the decision makers have learned to be important from their own experience, and imitative 
strategic behavior (also called 'herd' behavior) (Henizs and Delios, 2001). They furthermore found that the 
political uncertainty of an environment is an important -ex ante- criterion for the location decision. 

An ongoing dilemma in strategic decision-making is the importance short- and long-term objectives. On 
the short term, the ability of the firm to fulfill demands posed on a daily basis (financial returns) is a dominant 
performance measure. Often used measures of economic performance at firm level include Return on Sales 
and Return on Investment. On the long term, how the firm will be positioned for years to come (Market 
position) is an important performance measure (Mo!, 2001). As Rasheed & Gilley (2005) argue, the decision to 
outsource must be driven by strategic considerations and not only by the motivation for short-term cost 
savings. Eventually it will be important how the initiative helps the firm's overall strategy. Simonin (1999) states 
that on the short to medium term, there are mainly complementaries between European and Chinese 
organizations, however on the long term there are concerns about the loss of competitive advantages of 
Western MNCs to China. Wong et al. (2003) support this argument emphasizing the fact that foreign firms are 
primarily motivated to maximize shareholder wealth and to employ accounting systems that reflect progress 
towards that goal. As a result, their accounting statements tend to overemphasize the value of tangible assets. 
Their research embodies the question how to involve local suppliers into MNCs' operations in China. In a 
more recent publication (Wu et al., 2005), share the view with Rasheed & Gilley, stating that to maximize long
term performance firms must consider the more strategic aspects of the competitiveness of an enterprise. 
Drawing from theory of the RBV (see previous section) and especially from the core competences approach 
(see Prahalad et al., 1990), they argue that these strategic aspects are, directly and indirectly, concerned with the 
protection and enhancement of its core competencies and can be achieved in the following ways; (a) by 
protecting and retaining core technologies/ knowledge and know-how; (b) by acquiring/ capturing knowledge 
from closely collaborating suppliers; and (c) by generating new knowledge through technological innovations. 
These three paths all compose of the overall evolution of a company's knowledge, a key concept I defined 
earlier. 

Concluding, the review on offshoring strategy has been successful in answering why companies offshore. 
The three main types of motives were mentioned and put into perspective. However, the quest to answering 
the how question was less successful. Rather than a substantial answer to this question, important limitations to 
the decision-making process are reviewed. Many of these limitations are embedded in general flaws of strategic 
perspectives as described in the previous section. The concept of bounded rationality gets concretized here as 
'dominant logic'. The added value of the design of this research will be much dependent on the extent to which 
the barrier of dominant logic will be overtaken, and so brings an additional perspective to the managers' shared 
mindset in a comprehensive way. Overemphasis on well-observable arguments and perhaps also opportunism 
are visible here in the dilemma between short and long term objectives. From the discussion on this dilemma 
can be concluded that decision-making should incorporate the strategic aspects of the competitiveness of an 
enterprise. Grounded in the arguments from the Knowledge Based Theory and the Core Competences 
approach, the evolution of knowledge is a primary determinant of the overall evolution of competitiveness. 
This lays the fundament for the main rationale that companies will be helped by giving them an assessment on 
the expected evolution of their knowledge, and the hypothesis that this evolution will greatly determine their 
competitive position in the future. 
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3.1.4 REFLECTION ON OFFSHORING LITERAWRE 

In the introduction of this chapter the following question vvas posed for this part of the literature review: 
Ll. What, why and how do companies effshore? It aims to support the answering of the more general sub question 
G 1: How do companies select, design and deplqy their effshoring initiatives? 

The what component of the question vvas answered through giving insight in the various functions that are 
being offshored and through which modes this is done. As will be indicated later, the type of function and the 
mode of offshoring is an important determinant in the relevance of certain knowledge implications. 

Why companies offshore has been reviewed on two levels. Firstly, the concept of off shoring vvas projected 
on the main perspectives on corporate strategy. This created a holistic overview on how off shoring fits into the 
higher level goals of the firm. Also, it gave insight in how some of problems associated with off shoring that are 
addressed in this research could be explained from the analysis of these grounding principles of thought. 
Secondly, the concrete motives of offshoring were summarized from a project level; this resulted in three types 
of motives. 

The least has been found on explaining how companies offshore. Very few scholars have elaborated upon 
the decision-making process of offshoring. Even less have explored the role of knowledge aspects in this 
decision-making. The main observation is that the realization of offshoring initiatives seems to be more an 
evolvement of an incremental learning process than a result of a deliberate, carefully planned strategy which is 
explained through the concept of dominant logic. What academics do agree on is that decisions are not made 
systematically enough. Two important dilemma's arising are the struggle between sort and long term motives 
and the overemphasis on quantified, operational arguments. Addressing both the barrier of dominant logic as 
the mentioned dilemmas are important requirements to the final design. 

3.2 LITERATURE ON KNOWLEDGE MAPPING AND VALUATION 

This section describes theory that supports identification and valuation of knowledge. Firstly it reviews 
methods that facilitate getting an insight in which relevant knowledge is present in an organization. This is the 
identification part and is in literature mostly labeled as knowledge mapping. Knowledge mapping is defined as 
" the process of associating items of information or knowledge (preferably visual) in such a vvay that the 
mapping itself creates additional knowledge ... " 01 ail, 1999). He emphasizes that knowledge maps are 
techniques and tools for visualizing knowledge and relationships in such a vvay, that relevant features are clearly 
highlighted. In knowledge mapping, one can focus on one or both of two concepts; identifying knowledge stock 
and/ or knowledge flow. The knowledge stock of an organization is a dynamic reservoir of different types of 
knowledge. This stock is replenished through a diverse set of knowledge flows, which are also called knowledge 
processes. Knowledge processes update, transform, transfer, rejuvenate, advance, emit and commercialize the 
firm's stock of knowledge (adapted from Boone, 1997) . All these 'mutations', or 'flows' to this stock combined, 
comprises the evolution of knowledge as defined in this study. Without the surrounding processes, a 'static' 
knowledge stock is of no contribution to the organization since this knowledge will not be used, shared, sold, 
increased or handled in some vvay. 

The first paragraph of this section addresses the mapping of knowledge stocks. Knowledge processes are 
the subject of the second paragraph. If one has an identified knowledge stock and/ or knowledge processes, it is 
still needed to know how to put this in a relative perspective, so comparing it to other settings, in order to 

make decisions. This is the valuation part referred to in the first sentence of this section and will be addressed 
in the consecutive section. To complete the review of this literature pillar, we conclude findings and mirror this 
to the dedicated literature question (U) in the final paragraph. 

3.2.1 KNOWLEDGE STOCKS 

The knowledge stock of an organization entails all knowledge present and is a dynamic reservoir of 
different types of knowledge. There are many tools available for the mapping of knowledge stocks. Apart from 
the knowledge mapping method, their main difference is the vvay they group the wide and complex array of 
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knowledge of an organizational unit. Many cliff erent authors have tried to categorize knowledge in a varying 
amount of categories on a wide range of dimensions. I call these categorizations taxonomies of knowledge. 
Both methods as taxonomies have been extensively reviewed, for a report of this review, see Appendix 7. 

From this review I have learned that opinions on knowledge and its useful categorization widely vary. 
There is a large body of literature on knowledge mapping methods and many taxonomies exist. Also, the 
usefulness of a taxonomy is dependent on its context of use (Argote, 2002; Eric & Kim, 2002). Most 
importantly, I have learned that a process-perspective is more fit to this research than a stock perspective. The 
'stock' perspective aims to inventory knowledge present in an organization at a certain time. This often used to 
identify strengths or weaknesses, to stimulate re-use and prevent re-invention. For an off shoring decision, we 
want to know the implications of this decision. Then, analyzing all knowledge present will not be our first 
concern. We are primarily interested in how this knowledge stock will change (evolve), as a result of the 
decision. These changes take place through the knowledge processes. Therefore, priority is given to the 
mapping of knowledge processes. 

3.2.2 KNOWLEDGE PROCESSES 

Having a large, high quality knowledge stock is not necessary valuable. This static knowledge stock is of no 
contribution to the organization if this knowledge is not used, shared, sold, increased, or handled in some other 
way. Activities that handle this 'static' knowledge are called knowledge processes. On a top-level, Grant (2002) 
distinguished two types of knowledge activities. Firstly he mentions those that are concerned with increasing 
the stock of knowledge, defined as 'exploration', and secondly, those that deploy knowledge to produce 
products and services, so called 'exploitation'. 

Weggeman (1997) identifies four core operational knowledge processes in the knowledge value chain; (a) 
knowledge development (internal and externaQ; (b) knowledge sharing; (c) knowledge application; and (d) 
knowledge evaluation. Additionally he identifies two operational sub processes that support knowledge 
development; (al) inventorying available knowledge; and (a2) determine needed knowledge given the strategy 
of an organization. 

Whether the latter three processes are primary or secondary activities in the value chain, can be argued. In 
my view, these processes have a slightly different character than the first three processes Weggeman mentions. 
For instance knowledge evaluation, is input for improving the knowledge processes and the knowledge that 
flows through the chain. The throughput of the chain (knowledge) is not necessarily 'processed' or 
'transformed' in the evaluation process. Hence, in my view, the latter three processes can be seen as somehow 
supporting the primary processes and so secondary process in the knowledge value chain. Weggeman also 
addresses strategic processes, 'governing' the value chain. He distinguishes between strategic management, 
which should be the input of the processes that design, deploy and govern the operational knowledge processes 
mentioned above. Weggeman also touches upon valuation: He states that knowledge management is mostly 
needed for the processes in the value chain that are least productive. Quantity and quality of the 'production 
factor' knowledge are difficult to measure, moreover the allocation and application are hard to plan and 
evaluate (Weggeman, 1997). In Weggeman, 2000 he identifies 4 performance measures for the knowledge value 
chain: time to money, time to market, time to volume/ learn/ competence and time to get connected. 
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Figure 3.1 The Knowledge V alue Chain M odel of Holsapple & Jones (2004) 

Holsapple &Jones (2004) have developed a slightly different knowledge value chain (see Figure 3.1). They 
distinguish two type of activities, analogous to Porter's value chain; primary and secondary activities. Primary 
activities are the classes of knowledge manipulation activities that take place in Knowledge Management. The 
secondary processes influence and govern the primary processes. Since some of the terms used are ambiguous, 
a short description of all knowledge processes is given in Table 3.4. 

Primary activities (activity Description 
classes) 

Analogy with Weggeman's 
Knowledge Value Chain 

Knowledge Acquisition 

Knowledge Selection 

Knowledge Generation 

Knowledge Assimilation 

Knowledge Emission 

Acquiring knowledge from external 
sources and make it suitable for use 

(ExternaD 
development 

knowledge 

Selecting needed knowledge from internal (part of) Knowledge sharing. 
sources and make is suitable for use 

Producing knowledge by discovery or 
derivation of existing knowledge 

Knowledge development 
(possibly internal) 

Distributing and storing acquired, selected Knowledge sharing 
or generated knowledge 

Embedding knowledge into organizational 
outputs for release into the environment 
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Secondary activity classes 

Knowledge measurement 

Knowledge coordination 

Knowledge control 

Knowledge Leadership 

Assessing values of knowledge resources, 
processors and their deployment 

Managing KM activities, processes and 
resources to bear adequately at appropriate 
tunes 

Ensuring that needed knowledge 
processors and resources available in 
sufficient quality, quantity and in a timely 
manner 

Establishing conditions that enable and 
facilitate fruitful conduct of KM 

Knowledge evaluation and 
knowledge inventorying 

Design, deployment and 
government. Strategic Level of 
knowledge value chain 

Assessing needed knowledge 
and strategic level, especially 
governance 

The strategic level of the Value 
Chain especially design and 
deployment 

Table 3.4 Activity classes/ knowledge processes of two knowledge value chain models compared 

Many parallels can be drawn between the two conceptual value chain models. Differences are explained by 
some differences in presumptions of the models. Weggeman for instance, sees knowledge as strictly entangled 
with hwnans. What it is codified and stored is only the (explicit, codified) 'information' component of 
knowledge. For knowledge to be complete it is a combination of information, experience, skills, and attitude. 
Also, Weggeman puts more emphasis on strategic management as an input for the value chain and the 
importance of assessment of needed knowledge based on corporate Mission, Vision, Goals and Strategy. 
Apparently different, on. a closer look the two chains are rather similar. For instance, all activity classes 
mentioned by Holsapple and Jones, are also mentioned in some form by Weggeman. As a difference, the first 
identify activity classes, that came from the desire to group or categorize the range of knowledge-related activities, 
this indeed results in categories, but does not reveal much about their relation (except for primary and 
seconda~. Weggeman took a more process-related view, describing knowledge processes all being pan of the 
bigger process that is the knowledge value chain. His value chain represents a more logic sequence, activities 
are more grouped along their chronological order, and seem to have a more clear input-output relationship. 

As a wrap-up, the observation of the two value chains gives a comprehensive insight in which activities 
and processes encircle the earlier analyzed stock of knowledge. For this research panicularly, two relevant 
observations on knowledge processes I would like to emphasize. In line with Weggeman, 1997, Arvantis et al 
(2006) identify two types of activities in knowledge development: enhancement of knowledge inside the 
enterprise (internal learning), and activities with similar purpose but in relation to clients, suppliers, and other 
external sources of knowledge (external or interactive learning). This is analogous to Holsapple & Jones' 
distinction between knowledge generation and knowledge acquisition. Hence, the distinction between internal 
and external generation has a solid theoretical basis and this will appear to be to be important in the anal~is of 
the fieldwork. Secondly, as Davis, Subrahmanian & Westerberg (2005) state that "(Knowledge Management) .. . 
is based in the idea of organizations as knowledge producing, sharing and disseminating entities in which there 
is an explicit focus on the processes and techniques for generating, selective!J (emphasis added) sharing, and 
utilizing knowledge" rises the view that knowledge protection is a part of knowledge sharing. In literature on 
knowledge transfer this is extensively addressed (see section 3.3). As presented in earlier chapters, knowledge 
protection is an important aspect of the problem field of this research. Therefore, activities aiming to protect a 
company's knowledge base ~re distinguished in an activity class called knowledge protection (Boisot, 2006). 
This ultimately leads to the distinction of six key knowledge processes in the knowledge value chain for 
offshoring (see paragraph 5.3.2). These six processes together determine the evolution of a companies' 
knowledge stock, and are therefore a good basis to analyze the knowledge implications of off shoring. 
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3.2.3 KNOWLEDGE VALUATION 

Above has been contended that a knowledge process perspective is chosen to identify and analyze 
knowledge implications. After identification, ideally the financial value (expected financial impact) of 
knowledge implications should be determined. This paragraph addresses this valuation. Following the 
Longman dictionary of Contemporary English, Andriessen (2003) defines value as 'the degree of usefulness or 
desirability ef something, especial!J in comparison with other things'. He emphasizes that value is subjective; not an 
(independent) property but should be seen in the relationship of the item at issue and the valuing subject. This 
probably accounts especially for the valuation of knowledge. The value of knowledge depends on its 
environment. As opposed to other (tangible) assets, knowledge does not create value itself, it does not directly 
influence the financial results of the cooperation. Kaplan & Norton, (2004) state that the valuation of 
intellectual capital is impossible in isolation, and add that it is only possible in the context of the organization's 
strategy. 

Various schools of thought have addressed the topic of knowledge valuation (Andriessen, 2003; Bontis, 
2001; 1998). Most intensively the Accounting and the Intellectual upital community have examined the topic, 
and focused more specifically on 'intangible assets' and 'intellectual capital' respectively. Also writers on 
Performance Measurement, Human Resources Management and (Financia~ Valuation have explored the 
concepts of knowledge valuation. However, as Bontis (2001) states, currently, measuring knowledge assets is 
still in an experimental phase, where a wide range of different techniques, criteria, definitions are promoted and 
examined. Especially, the concept of knowledge valuation is green in relation to offshoring strategy or 
knowledge transfer. This is underlined for instance by (Wong, Maher, Nicholson & Bai, 2004) who argue that 
MNCs would improve their chances of retaining their competitive positions by better recognizing the value of 
their knowledge (they define this more specifically as 'invisible assets', whether they are manufacturing 
competence, market know-how, or global co-ordination capabilit)J. 

For the literature review, 12 methods for knowledge valuation have been analyzed. A report of this analysis 
can be found in appendix 7. The analysis of these methods has been a source of inspiration. On the positive 
side, it brought up many useful principles and solutions. However, none of the evaluated methods seemed to fit 
well enough that it could be directly adapted for use as a building block of an object design for this research. In 
this paragraph, I focus on the most relevant findings of this analysis. 

Andriessen (2003) distinguishes types of value determining methods; 

1. Financial Valuation Methods, determining value in monetary terms 

2. Value Measurement Methods, determining value in a non-monetary criterion and translate it to 
observable phenomena 

3. Value Assessment Methods, determining value in a criterion that is not translatable into 
observable phenomena but instead depends on personal judgment by the evaluator 

4. Measurement Methods; the framework does not include a criterion for value, but does involve a 
metrical scale that relates to an observable phenomenon. 

Since its explicitness and directly comparable unit of analysis, a financial valuation method would be 
preferred. However, review of the literature (Housel and Nelson, 2005 indicates that all (knowledge) financial 
valuation models have the same limitations in one form or another. First of all, knowledge must be valued as an 
aggregate, separately valuing individual assets does not add up to an adequate total. Next, it is difficult to define 
either exactly how much knowledge assets contribute to firm value or the process by which they do so. 
Moreover, in with a prospective view, difficulty in estimating the replacement cost of knowledge assets, their 
future cash flows, or the risk (volatilit}J and uncertainty (probabilities) associated with these cash flows is 
apparent. In a retrospective approach, there is a lack of historical data to use for benchmarking and forecasting. 
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More connected to the real option method, one would be faced with difficulty in capturing path dependencies 
and asset synergies in value estimates. 

If aimed for a financial valuation method in this research, a prospective income method would be most 
feasible. It is based on the principle that the value of intangible resources is the present value of the expected 
economic income generated by these resources. Therefore, it requires a projection of income into the future 
(income projection requirement), the share of intangible resources in generating this income (income funnel 
requirement) and the division of shares among specific intangibles among this group (income allocation 
requirement). Moreover, it requires an estimation of the useful life of the intangible and a discount rate to 
calculate the present value of future cash flows (income capitalization requirement). These requirements were 
defined by Andriessen, 2003. Related to Andriessen(2003) income funnel requirement and income allocation 
requirement, the problem of double counting is important. Especially because this study intends to develop a 
certain method to include knowledge aspects, besides operational aspects in offshoring decision-making, 
double counting becomes especially important. Knowledge aspects influence operational aspects. Hence they 
are strongly correlated (as extensively discussed in section 2.1). Attention should be given not to include 
variables as knowledge aspects which are implicitly already taken account into operational aspects, this would 
be double-counting and lead to wrong decisions 

Considering all the above requirements, it can be seen that a correct financial valuation method would 
require careful analysis of both the knowledge resources, and all other resources in a company and also of the 
company's finances. Given the setting of this research, looking at companies as an outsider, this is very 
difficult. Therefore, I decided to express the valuation in a non-monetary criterion. 

There is a fundamental discussion in literature if it is possible to determine value in an objective manner 
(e.g. Rescher, 1969 and Andriessen, 2003). There is consensus on that valuation is based on criteria and useful 
criteria can be defined to assess value. However, whether all implicit criteria people use in their valuations can 
be made explicit and observable is disputed. I think this is not the only difficulty in objective valuation. Even 
though a valuation can be broken down in criteria, the assessment of a criterion is also a subjective activity 
because criteria are rarely 100% observable. However, I am confident that even though a valuation will always 
be based on some subjectivity, it is still useful as a decision-making support. This argument is supported by the 
findings of many researchers, as an interesting example Bontis (1998) who proved a strong positive relationship 
between Likert-type, rather subjective, measures of intellectual capital and the performance of a business. Due 
to the application domain of this study, subjective arguments will have to be included in the valuation. Most of 
the drivers of the knowledge implications that were mentioned in the interviews, are subjective, and it would be 
a waste not to include them in the value determination. Therefore, this research will aim to design a value 
assessment method (Andriessen's third type). Tools can assist to limit the subjectivity of the scoring of these 
variables, such as several people making the assessment, and breaking down the variables in more objective sub 
questions. 

Especially related to this study I would like to highlight the importance of yardsticks. Yardsticks are a 
certain scale, or points of reference so that the value can be compared with other things. Financial valuation 
methods require financial yardsticks. This would for instance require data on the value of the outcome of 
certain knowledge processes in financial terms, which is rather difficult to obtain as argued above. A strategic 
scenario could be compared with another one, which allows focusing on their differences. Another option 
especially in offshoring is to compare a strategic scenario against the (initiaO situation where the business 
process is performed onshore. The presence of yardsticks in a setting to perform a valuation is crucial. 

3.2.4 REFLECTION ON KNOWLEDGE MAPPING AND VALUATION THE ORY 

In the introduction of this chapter, the following sub question for this section was defined: L2. How can 
companies inven!OfJ' and value k no1vledge and its processes, as an input for decifion-making 011 their of/shoring initiatives? 

A fundamental distinction we found was between stocks and processes of knowledge. Focusing on 
knowledge processes as a framework for analysis of knowledge implications is substantiated. The constitution 
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of this framework along six knowledge processes is synthesized from literature. This framework is used in the 
analysis of the fieldwork as well as the design. 

Then, methods to value knowledge were discussed. None of the methods seemed to correspond enough 
to be directly applicable to this context, however valuable insights in possibilities and limitations have been 
gained. Considering the theoretical background of knowledge valuation, the choice to design a value assessment 
method was made. Additionally the concepts of valuation criterion (which was decided to be a non-monetary 
one) and yardsticks are highlighted to be essential concepts for a methodologically valid valuation. 

3.3 LITERATURE ON KNOWLEDGE TRANSFER 

In this section an overview is given on relevant literature on the third pillar of the review, international 
knowledge/ technology transfer. As mentioned in the research question, it aims to get the key determinants in 
knowledge transfer clear. These determinants are the drivers/ causes of the knowledge implications that might 
arise from offshoring. As this research focuses on the relocation of knowledge-intensive processes, theory of 
knowledge transfer (or its subsection technology transfer) is highly relevant. Naturally, the relocation of 
knowledge, respectively technology intensive processes will require the transfer of the knowledge and 
technology that suppon these processes. After this shon introduction, the concepts of knowledge transfer will 
be defined in the next paragraph. In that paragraph the foundation and order of the following paragraphs is 
explained. The section concludes with a summary and intends to answer the research question. 

Knowledge transfer is acknowledged as a major challenge for the multi-unit firms in the current economy 
(Uygur, 2003; Argote, 2000, Li and Scullion, 2005). Effective knowledge transfer is argued to be a basis for 
competitive advantage based on the fact that it will transfer more effectively within the firm than between firms 
(drawing from arguments from the Knowledge Based theor)1. Although the benefits of knowledge transfer 
have been proved, the effectiveness of knowledge transfer varies considerably among organizations (Argrote, 
1999). International knowledge transfer has been extensively studied. Research has primarily focused on formal 
mechanisms as foreign direct investment (FDI) and foreign licensing (FL) (e.g. Hobday, 1995). These formal 
mechanisms, however, are only the tip of the iceberg. A larger amount of knowledge is transferred through 
various informal mechanisms (Uygur, 2003; Ernst & Kim, 2002). Knowledge transfer is investigated primarily 
from the perspective of MNG (e.g. Bennett, Hongyu, Vaidya & Ming, 1997; Bruun & Bennett, 2002; Henisz & 
Delios, 2001) and however to a smaller extent, also from the perspective of receiving parties in developing 
countries (e.g. Gil, Bong & Lee, 2001; Puranto, Stewart Moore & Diatmoko, 2003; Liu, Qian & Chen, 2006). 

Knowledge transfer to China has evolved quite intensively. As Li-Hua, 2003 states; "It was the Chinese 
who invented gunpowder, but the Europeans who used it and developed it for world conquest", this stereotype 
is illustrative as a start of historical development as well as the threats that lie in ill-governed technology 
transfer. Since the republic of China was established in 1949, turnkey project investments supplied by the USSR 
(steel, machinery and vehicle manufacture) were the most important form of technology transfer. From the 
early 1960s Japan as well as Western Europe and the US started transferring some complete sets of equipment 
or also, turnkey plants. After an area of closed-door policy and Mao Zedong's Giltural Revolution (1966-76) 
the government staned to slowly reform the market. This opened the gate to more collaborative forms of 
technology transfer. Through tax privileges, market liberalization, less government interference annual FDI 
rose gradually and rapidly during the 1980s and exponentially trough the 1990s. However much of the foreign 
investment was in relatively low-technology and labor intensive industries. In response, the Chinese 
government started differentiating among type of investments and encouraging the development of certain 
industries especially in the high-tech sector (Bennett et al, 2001). Unless this has discouraged some companies, 
the amount of inward FDI into China is now only second to that of the United States. (Word Bank, 2006). 

3.3.1 WHAT IS KNOWLEDGE TRANSFER? 

Generally, knowledge transfer can be defined as: the process through 1JJhich one 11etwork member is effected ry the 
k 11owledge of another (adapted from Inkpen, 1995; Argote, 2002; Argote & Ingram, 2000). These network 
members can be in the same organization (intracorporate), but knowledge transfer can also cross the 
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organization's borders (intercorporate). Obviously, the focus here is on the transfer of knowledge across 
national borders, especially from developed to developing countries, whether intra- or intercorporate. 
Mansfield (1975) distinguishes between vertical and horiwntal technology transfer. Vertical technology transfer 
is the transmission of information through the various stages of the innovation process, e.g. from basic 
research to applied research, from applied research to development, and from development to production. 
Horizontal technology transfer occurs when this transmission is from one place, organization or context to 
another. These two can also happen at the same time, perhaps to be labeled diagonal technology transfer. 

There is agreement that transferring in knowledge-based assets creates opportunities as well as special 
problems for the donor as well as the recipient. For example, many authors focused on effectiveness and 
efficiency problems of knowledge transfer. Also, abuse of knowledge by partners or spill-over to competitors 
are widely known. Elaborating on this type of problems, Teece et al. (1997) distinguishes replication and 
imitation. Replication involves "transferring or redeploying competences from one economic setting to 
another" (Teece et al, 1997). "Imitation is simply replication, performed by a competitor" (Teece et al, 1997). 
Since the embodied character of knowledge, replication is likely to be difficult. Also Teece refers to the term 
observability, and relates this to the extent to which knowledge or a technology is exposed to potential 
imitators. Naturally, knowledge that is easily transferred and replicated, may also be easily imitated (Kogut and 
Zander, 1995). Rather similarly, Wmter (1987) considers imitation and (voluntary, intended) transfer both as 
mechanisms by which capabilities (and thus knowledge) are 'disseminated'. Since it are both activities of the 
same type, they should also be linked in their ease in which relevant knowledge can be identified and 
communicated. 

Szulansky (1996) describes a set of potential factors impacting on the knowledge transfer: (a) economic 
incentives, (b) abilities of the learner and the teaching unit, (c) organizational context, and the (d) characteristics 
of knowledge. He actually argues that the last group of factors is the most important determinant of the 
eventfulness of a transfer. Inkpen (2005) argues the main drivers of successful international knowledge transfer 
are (a) partner openness, (b) complexity of the transferred knowledge (both in nature as in scope) and (c) 
acquisition effectiveness, depending on connections between the parties and their relatedness. I prefer .'\rgote's 
classification of the factors determining the transfer knowledge from one organization (or one unit of an 
organization) to another (Argote, 2002, p. 167-176). She groups these factors into four clusters: (a) the 
characteristics of the relationship among organizations; (b) the characteristics of the organizations; (c) the 
characteristics of the knowledge transferred; and (d) the characteristics of the transfer process. These clusters 
are individually discussed in detail in the next sections. Moreover, in other fields of literature (e.g. Gulati & 
Singh, 1998; Zander & Kogut, 1995), some characteristics of the environment are mentioned as variables 
influencing the knowledge transfer process. These I have summarized in the section on environmental 
characteristics which I add to Argote's categorization, so resulting in five categories of determinants. 

3.3.2 CHARACTERISTICS OF RELATIONSHIPS 

Knowledge can flow in many directions, intentionally (replication) and unintentionally (imitation, 
misappropriation). On the relationship(s) between sender and receiver(s), I see two main determinants, being 
distance and trust. A broad array of researchers have explored the influence of distance on knowledge transfer. 
Li and Scullion (2006) structure the various findings by stating that the distance that hinders cross-border 
knowledge building processes in China has three primary dimensions: (a) geographic (which they call physical), 
(b) institutional, and (c) cultural. I add the concept of technological distance to this list, based on the insights of 
a.o. Gulati and Singh (1998) and Li-Hua (2003). 

Physical distance is mostly comprised by the geographical distance between China and the West. 
Geographical distance physically separates knowledge holders, and hence affects knowledge communication. 
One might argue that ICTs are turning the world into a small and homogeneous place. That argument does not 
stand if we look at the tacit aspect of local knowledge that can hardly flow through ICT to remote facilities (Li 
and Scullion, 2006). Unless Argote (2002) suggests further research on the role of geographic proximity in 
knowledge transfer, she refers to various studies which have found a positive correlation between proximity 
and ease of transfer, especially in an international setting (e.g. Galbraith, 1990). 
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Institutional distance is associated to both formal rules (laws, regulations) and informal constraints 
(customs, norms, cultures) existent in the interacting parties. The informal constraints then only refer to those 
that are part of the organizational culture, not of the national culture (which is included in cultural distance) (Li 
and Scullion, 2006). The existence of a subordinate relationship or hierarchy between parties as a very 
important factor (Argote, 2002) positively promoting the willingness of knowledge transfer. As more 
extensively noted later, Gulati and Singh (1998) have found the level of interdependence between parties to 
positively influence the knowledge transfer cost. This is an important motivation for performing offshoring in 
an at least partially captive mode. On OUna specifically, despite its fast progress, the legal infrastructure is still 
lacking. Also, employee turnover is much higher than in Western economies. These institutional differences 
promote the negative side of knowledge transfer; imitation. Mainly due to rather separate paths in history, in 
China most local knowledge holders only have limited understanding of the wider business world. It is also said 
that most Westerners have limited understanding of the Chinese, its institutional environment and business 
processes. Hence it can be argued that there is an experiential knowledge gap between Western and Chinese 
parties which affects transfer but also the acquisition of local knowledge. It negatively influences the absorptive 
capacity on an institutional level of both parties (Wong et al. 2002, 2003). 

Cultural distance is suggested to be the most important element of psyt:hic distance dllld, Ng & Wong 
(2002). Countless studies have examined cultural differences (e.g. Fukuyarna, 1995). Such cultural distance itself 
has many sub-dimensions. A detailed review is outside the scope of this study. Li and Scullion try to summarize 
the relevant cultural differences into 4 important differences (a) holistic cognition, (b) responsibility shy, (c) 
implicit communication and (d) new individualism and materialism. 

A last type of distance I would like to mention specifically is technological distance. As dllld, et al. 
(2002) indicate, technological development (including infrastructure), economic development and level of 
education are other relevant factors of distance. On the one hand, the infrastructure needs to be present in 
order to reach the necessary system requirements. On the other hand, the extent that receiving parties are 
already familiar with similar technology, greatly influences their absorptive capacity (Lui et al, 2006). This limits 
the possibilities of technology transfer, for instance indicated by Li-Hua (2003) who found that the bigger the 
technology gap, the more explicit knowledge transfer needs to be. Besides that, it also creates possibilities of 
extracting value from technology that has become obsolete or at least lost competitive value in the West (e.g. 
Putranto, et al., 2003).Especially relevant to technological distance is the overlap of knowledge foundation 
between the two parties. The extent of codifiability is important for knowledge transfer, for parties to be able 
to understand each other (their 'absorptive capacity'(Cohen & Levintal, 1990)), they have to be able to 
transform the knowledge in a shared code, or need to understand each other's codes (Cowan, David & Forray, 
2000). Teece (2000) has found that the higher the quality of codification of knowledge, the more economically 
it is transferred. 

Besides the various forms of distance, trust is another important characteristic of the relationship of 
entities. Adler (2002) argues that trust based on competence and integrity (much less than before on tradition 
or loyalty) will be an important coordination mechanism for communities or network based relations in the 
knowledge intensive economy. One important factor of trust is collaborative experience with the partner 
(Gulati and Singh, 1998). They have found a relationship between the level of interdependence and the level of 
trust between parties as a factor predicting the level of hierarchical coordination in alliances. From this they 
conclude that less trust or more interdependence in a relationship leads to a more extensive and more 
expensive governance mechanism. In their research, trust consisted part of the number of previous 
engagements amongst partners, but also the cultural diversity amongst them. Sluzanski (1996) has examined 
what he calls the 'quality' of the relationship specifically on the transfer of best practices, this quality is very 
much related to trust. He concluded that a poor relationship was a significant barrier to effectively transferring 
best practices. 

3.3.3 a-IARACTERISTIC> OF ORGANISATIONS 

The characteristics of organizations should be seen as the attributes of the sending and receiving entities 
individually. There is a vast amount of research done on knowledge transfer within an organization. This 
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focuses almost exclusively on stimulating replication of existent knowledge. With a focus on the lowest 
organizational level, the individual employee, Cabrera, O:illins & Salgado (2006) state that the following factors 
are positively correlated with the extent of the knowledge transfer: (a) self-efficiency; (b) openness to 
experience; and (c) perceived support from colleagues and supervisors. And to a lesser degree: (a) 
organizational commitment; (b) job autonomy; (c) perceptions about the availability and quality of the 
knowledge management systems ;(d) perceptions of rewards associated with sharing knowledge. However, 
interestingly enough, a different study shows that extrinsic motivation (i.e. external rewards or punishments to 
certain behaviors) does not have a significant impact on organizations' willingness to share knowledge (Sai and 
Sheng, 2005). Van der Bij, Michael Song & Weggeman (2003) found individual commitment to the firm, 
presence of organizational crisis and risk-taking behavior as facilitating factors of knowledge dissemination 
within the firm. NI these factors are summarized in this research as the motivations for sharing of the sending 
and receiving entities. Motivation as a class of factors is also researched by Szulanski (1996) and found to be a 
determining factor. 

On intercorporate knowledge transfer, it has been identified that knowledge transfer is positively affected 
by the levels of economic development of the recipients. This assumed a high development of the sending unit 
which makes the attribute of economic development a relative one to the other party in the transfer, which 
means it is actually a relationship characteristic. As Li-Hua, (2003) found the bigger the technology gap, the 
more explicit knowledge transfer needs to be. 1bis is relates to the earlier mentioned concept of 'absorptive 
capacity' of (recipient) organizations. Makino & lnkpen, (2003, P 237) define this as the "level of capability to 
search, acquire, and integrate new advantages from external sources". I prefer the introduction of this concept 
by O:ihen & Levintal (1990) as they defined it as the ability of an organization to recognize the value of external 
inf orrnation, assimilate it, and apply commercially (see also Van den Bosch, Van Wijk & Volberda,(2003)). They 
suggest that this absorptive capacity is largely a function of their prior related knowledge. Naturally, many 
authors have found a relation between absorptive capacity and effectiveness of knowledge transfer. E.g. Teece 
(1997) has done analysis on the cost of international technology transfer. His first conclusion is that these costs 
are considerable (in the order of 10-50% of total project costs). Moreover, he has found that the cost of 
technology transfer were determined by the age of the technology, the recipients' experience with transferring 
the technology and the number of firms using similar technologies both of the latter being indicators of the 
recipients absorptive capacity. 

Also, some writers have touched upon the characteristics of organizations and their influence on imitation. 
Argote (1999) concludes that the size and success of an organization affect the likelihood that it will be 
imitated by other organizations. Zander and Kogut (1995) have tested the measure 'continuous development' 
and time to imitate, grounded in the belief that one of the most significant deterrents to imitation is the 
capacity to continuously improve the design of a product/ technology. They found significant correlation 
between key employee turnover and the earlier mentioned continuous development as important factors for 
time to imitation. 

3.3.4 a-IARACI'ERISTIC> OF KNOWLEDGE 

In section 3.2.1 on knowledge mapping, different typologies or categorizations of knowledge were 
discussed. Here attributes, characteristics of knowledge are presented that are relevant to knowledge transfer. 
Characteristics of knowledge have been found as most important in determining knowledge transfer (Szulanski, 
1996, Argote, 1999). The most covered characteristic of organizational knowledge is its nature, tacit vs. explicit 
organizational knowledge. Some even argue that it is the most fundamental division of types of knowledge. 
Since Polanyi's work, we know that knowledge has a non-reducible tacit component to it and it is hard to 
transfer knowledge as it gets more tacit (Polanyi, 1967). Often the nature dimension is operationalised as 
codifiability, which is the extent to which certain knowledge can be made explicit. The correlation between 
tacitness and difficulty of transfer has been found in many studies to be significantly positive (Simonin, 1999; 
Zander & Kogut, 1995; Argote, 1999). Nickerson & Heiman (2004) have tested knowledge tacitness as well as 
complexity in relation with the cost of transfer and found significant positive correlation for both relationships. 
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Which brings us to another characteristic of knowledge that has received interest in the literature; 
complexity. Knowledge is more complex when it has a lot of components to it and these components are 
inter-dependent. The effect of complexity on the transfer is proposed to be similar to that of tacitness. This has 
been empirically tested and confirmed by Kogut & Zander (1995) and Argote (1999). 

Furthermore, the observability of knowledge has been found to play a significant role in the knowledge 
transfer process. Teece et al. (1997) call this 'inherent replicability'. In my view, the concept is most valuable as 
it is defined by Kogut & Zander (1995). With observability they mean the extent to which the technology is 
reverse-engineerable. Subsequently, they claim this construct is important for imitation, but not for voluntary 
transfer of technology (replication). I see it as the ease through which it enables the (unintended) recipient is 
able to distill the underlying principles which are necessary for successful imitation. As with the other 
characteristics, this cannot be seen distinct from the embodiment of knowledge. E.g. some may argue that 
coca-cola has a low observablility of its knowledge embedded in its product, since no one has really been able 
to distill the original recipe from the cola. However, the recipe itself has a high observability, resulting from its 
high codification, if one would get to know it, this would enable him to perfectly copy Coca-Cola. 

Rogers (1983) proposes five dimensions by which innovations can be characterized: relative advantage 
(profitabiliaj, communicability, observability, complexity and compatibility. The latter indicates the similarity of 
the innovation to already known knowledge, technology and experience, highly connected to the concept of 
absorptive capacity (in line with various research done by Teece). Zander and Kogut (1995) propose a quite 
similar set of attributes to indicate knowledge, these are: codifiability, teachability, complexity, system 
dependence and (product) observability. They have researched the time to transfer and the time to imitation as 
dependent variables of the technology transfer process. They investigated the relation between their five above 
mentioned constructs and this time. Moreover, they have tested the measure 'continuous development' and 
time to imitate, grounded in the belief that one of the most significant deterrents to imitation is the capacity to 
continuously improve the design of a product/ technology. They found that codifiability and teachablity are 
most important knowledge characteristics that positively influence the transfer process. As indicated earlier, 
they found significant correlation between key employee turnover and the earlier mentioned continuous 
development as important factors for time to imitation. They were unable to prove significant relations 
between characteristics of knowledge and imitation, however this is attributed to the empirical complexity of 
researching this matter. 

I prefer to stick to the three most apparent characteristics; codifiability, complexity and observability. 
Attributes as teachability, communicability I see as too obvious derivatives of the former three, which are 
already quite interrelated. Also, teachability, and communicability should be seen very much in the context of 
the knowledge recipient, and are in my eyes mostly covered in the concept of absorptive capacity. Argote 
(1999) supports the focus on these three attributes. 

3.3.5 Q-IARACfERISTICS OF 1RANSFER PROCESS 

Characteristics of the transfer process itself also affect the extent of knowledge transfer. The mode 
through and the governance or control system of the transfer process are often mentioned concepts. Mapping 
onto her research on where knowledge can be embedded within an organization, Argote argues that knowledge 
can be transferred either by moving people, technology, or structure to the recipient organization or by 
modifying the people (e.g. through training), technology, and structure of the recipient organization (Argote, 
1999). 

Argote introduces channel richness. The richness of the information transferred for instance in face-to
face meetings or conferences is much higher than in impersonal means of communication such as 
correspondence, papers, or publications. Nickerson and Heiman (2004) have introduced 'channel bandwidth' 
and 'co-specialization' as characteristics of the transfer process. The first refers to the degree of intensity of 
communication among individuals. High bandwidth interactions involve rich and tight, immediate interfaces 
between panners, intend rich context communications and are generally relatively costly. Co-specialization 
represents a specific, irreversible investment by a panner-firm aiming to render human minds suitable to 
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receive and send coded signals that comprise knowledge to be transferred. "The mutual adoption of codes is a 
form of idiosyncratic co-specialization that lowers knowledge transfer costs by increasing mutual 
understanding, which increases the extent of knowledge that can be shared between partner firms" (Nickerson 
and Heiman, 2004). As they proved increasing knowledge tacitness and complexity leads to higher cost of 
transfer, hey also proved that as these costs increase, companies increasingly invest in high bandwidth 
communication practices and in the establishment of idiosyncratic communication codes (here the latter is 
captured in the 'distance' characteristic). Attempts to move knowledge by transferring technology have been 
found to be more effective when they are accompanied by moving personnel (Argote & Ingram, 2000) Moving 
personnel is therefore a very effective way to facilitate knowledge transfer, especially of tacit knowledge. As for 
the method of transferring knowledge, individuals are said to be the most effective carriers of information 
because they are able to restructure information so that it applies to new contexts. It can be concluded that 
high channel richness (or bandwidth) increases the effectiveness of knowledge transfer, especially of tacit 
knowledge, however, it is also rather costly (Argote, 1999). 

Ernst & Kim (2002) distinguish between transfers where the sending unit has an active role, exercising 
significant control over the way in which knowledge is disseminated to and used by the local recipient. 
Alternatively, the MNC may play a passive role, having almost nothing to do with the way the local recipient 
takes advantage of available knowledge. This control can be divided into fonnal control systems and social 
control systems. Formal control systems serve to set clear boundaries for behavior, and include goal setting and 
policies (e.g. IPR and other legal forms of protection). Social control relies more on monitoring and normative 
considerations to influence the behavior of others, and includes informal as well as clan control. There is a very 
wide range of control mechanisms employed by companies (f eece, 2000; Bogers, 2004), some of them refer 
also to the relationship between entities. 

3.3.6 CHARACfERISTICS OF THE ENVIRONMENT 

Also, some environmental characteristics can be influent to knowledge transfer. Logically, many of the 
above described characteristics have their origin in the environment. E.g. higher employee turnover in China 
can be attributed to the dynamics of the local labor market, especially for skilled workers. In this section some 
complementary characteristics that are prevalent in literature are summarized. 

Gulati and Singh (1998) have found a relationship between the level technological intensity and the 
'appropriability regime' of a business as a factor predicting the level of hierarchical coordination in alliances. 
Appropriability regimes are strong when firms are well able to retain profits form new knowledge, and weak if 
their IP is highly subject to leakages and spillover to other firms. From this they conclude that a higher 
technological intensity or a weaker appropriability regime calls for more extensive and more expensive 
governance mechanisms. (feece, 2000; Levin et al (1987) have done extensive research on appropriability 
regimes. They conclude that appropriability is dependent on (a) the value of first-mover advantage, (b) ability to 
maintain secrecy and (c) patent strength. In the comprehensive survey of Levin et al (1987) differences between 
industries as well as different forms of stimulating appropriabilty are reviewed. 

Zander & Kogut (1995) found that the more competitors were engaging in developing similar products, 
the higher the fear of imitation and naturally, competitive pressure on time to market. They found that 
competitive pressure this had a positive effect on speed of (internal) transfer. However, this must also 
increase the absorptive capacity of competitors, promoting imitation. 

3.3.7 REFLECTION ON KNOWLEDGE TRANSFER THEORY 

The sub question defined for this review was: L3. What are the important determinants that compromise the field of 
international k nowledge transfer? In Table 3.5 all above mentioned characteristics are summarized. In the 
introduction of this section, the distinction was made between knowledge replication and knowledge imitation 
as success criteria of knowledge transfer. Most of the literature on knowledge transfer limits the effects from a 
knowledge perspective to these two processes. Replication and imitation are respectively related to the 
knowledge processes of knowledge sharing and knowledge protection. This which immediately surfaces a 
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under representation of other relevant knowledge processes in the value chain. In the overview, the expected 
influence on the processes of replication and imitation are given. E.g. a higher institutional distance is - citerus 
paribus - expected to decrease successful replication, and increases the chance of imitation (lesser control). A 'O' 
in the table indicates an unknown or ambiguous relationship or that it is non-applicable. 

Type Characteristics Expected effect on Expected effect 
replication on Imitation 

Distance 

"' 
Geographical 0 

:.2" Institutional + 
"' c 
0 Cultural +(esp. China) ·c 

..$ 

~ Technological 

Trust + 

Motivation + 0 

19 Absorptive capacity + + .9 

-~ Size and Success 0 + 

@i Continuous Development + 
0 

Employee T umover + 

~ Codifiability + + 
-0 

<lJ Complexity ~ 
0 

Observability ;2 0 + 

..... Channel richness + 0 
<lJ "' '-+-< "' <lJ Formal control + 19 u 
~ e 

E-< ~ Social control + 

c Appropriability regime 0 0 .... 
. !:l ~ 

Ei E Competitive pressure + + 
µ;i 

Table 3.5 Determinants of knowledge transfer and their relation to imitation and replication 

Either Argote's categorization was not mutually exclusive or I have misplaced some factors, looking back 
on the overview we can see that there is some overlap. Especially the line between characteristics of 
relationships and characteristics of the transfer process seems to be rather vague. E.g. institutional distance 
includes the hierarchical relationship, which can also be seen as a formal control mechanism. Also, some 
characteristics interdepend, e.g. low technological distance (potential competition) and high geographical 
distance could have a negative effect on trust (Gil et al, 2003). Also, I have added some environmental 
characteristics to Argote's typology. I think correlation between the different categories is very logical and 
despite its flaws, I think this overview creates a useful picture of different aspects in knowledge transfer. Hence 
it satisfactorily addresses the starting point of questioning the important determinants that compromise the 
field of international knowledge transfer. These determinants will be very important input to the final design. 

However, theory on knowledge transfer almost exclusively addresses the impacts of these only on 
replication (effective sharing) and imitation (related to knowledge protection). However, as we have seen in the 
previous section, and will also see in the fieldVJOrk, we have identified six knowledge processes that are relevant 
for the offshoring situation. This surfaces a limitation of the research on Knowledge transfer. Especially 
intercorporate knowledge transfer takes a rather 'discrete' approach on knowledge sharing. It focuses on the 
problem of transferring a 'chunk' of knowledge at once, or at least in large increments. Bennett et al. (2001) 
have also mentioned the misleading concept of technology transfer as it implies single transactions. 
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Consequently this contributes to the fact that it under-represents more 'continuous' knowledge processes such 
as knowledge creation and knowledge acquisition. 

Some scholars of knowledge transfer support this view. Learning as being an important part of these 
continuous processes, Child (1994) identified three types of learning. The first level is technical, which involves 
the acquisition and implementation of new technology but also techniques such as TQM The second is 
systemic, which involves the organization of workplace behavior and relationships, management skills, the 
introduction and operation of new systems and procedures. The third level is strategic, which involves senior 
managers, best practices in doing business and criteria for business success. (Wong et al.,2002) found that the 
transfer of strategic knowledge to international ventures has been quite limited. In a more recent publication 
(Wong et al, 2003) have related this and new findings to the conclusion of asymmetrical knowledge exchange. 
Resulting from a bias towards technological, explicit knowledge aspects (technical learning), local partners 
develop quickly and intensively in their technological progress, but Mac's do not sufficiently learn from the 
valuable (non-technicaQ knowledge of the local partners. What Mac's fail to realize is that the (in this case 
Chinese) partners' position in the cooperation mainly draws from their strategic knowledge about doing 
business in China. A5 (Davis et al, 2005) state, the Chinese local firms are more knowledgeable and experienced 
with regard to doing business in China, Makino and Inkpen (2003) conclude that local knowledge in areas such 
as local sourcing, domestic distribution and personnel management were the main knowledge resources of local 
parties. Western companies fail to learn from their Chinese partners. This is labeled asymmetric knowledge 
exchange and might lead to a shift in power balance in the cooperation, which might lead to loss of bargaining 
power or loss of stability. (Wong et al., 2003; Makino & Inkpen, 2003). A5 they conclude, actively seeking 
knowledge acquisition from Chinese partners is not only economical, it is of vital success of retaining 
competitive positions in the Chinese market in the long term. 

3.4 DEFICIENCIES. IN LITERATURE 

In the respective summaries of the three pillars of the literature review, there is a short reflection on the 
contribution of the reviewed literature. Special attention is given on the extent to which it successfully provides 
an answer to the defined research questions. However already briefly discussed in some paragraphs above, this 
section specifically addresses the deficiencies in literature. Firstly, this gives an insight in which limitations the 
literature review was held. Secondly, the gaps in literature are also seen as opportunities in contributing to the 
academic field. 

Especially related to the first pillar, very little research has been found on the decision-making process in 
offshoring. Some relevant models can be found on literature on outsourcing (make or buy decisions), or 
strategic decision-making, but none of these theories have been concretized for offshoring. Moreover, no 
literature has been found on the explicit role of knowledge aspects in this decision-making on offshoring. 
Knowledge strategies have been researched from the perspective of the MNC as a whole (e .g. Spender & Gant, 
1996; Chakrabarty & Bierly, 1996) and of latecomer firms (e.g. Gil et al. 2003; Putranto et al. 2003), however 
not on the level of offshoring initiatives. An assessment of strategic options from a knowledge point of view in 
off shoring scenarios and their conditions for success would definitely be a valuable addition. The gap on 
decision-making procedures is also identified by a recent study of Wu et al (2005) who call for the 
establishment of process models that capture the complex decision logic and knowledge rich-characteristics of 
sourcing in China. 

Related to the above gap, little literature has been found on concretizing knowledge arguments in strategic 
decision-making in general. Some of the knowledge mapping and valuation methods reviewed aim to improve 
internal management and are useful. However, there is also a growing realization that the variables that are 
theoretically interesting are those which are least identifiable and measurable. Most of the useful valuation 
techniques focus on a valuation on the level of an entire organization. A5 important area for future research I 
see methods to determine value of knowledge on project-level, more specifically on the level of international 
technology transfer and off shoring. Bennett et al (1997) also identified this need. 
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Knowledge transfer has proved to be a widely discussed topic, many articles address the issue of transfer 
across organizational or national borders. Some of its limitations were already discussed. A lot of research has 
been done on improving the productivity of sharing knowledge (e.g. Ernst and Kim, 2002), less has been 
written about knowledge leakage, and even less about knowledge acquisition, creation and application in this 
context. Makino and Inkpen (2003) state that the theories tend to focus on one-way flow of knowledge from 
the parents to host countries and miss focus on flows back to the .MNC and between subsidiaries. Hence a 
holistic concept of knowledge management related to business processes in China is lacking. Li and Scullion 
(2006) support this view and state a list of authors who called for research in this area. The framework of six 
knowledge processes that was synthesized earlier already contributes to the filling of this deficiency and I will 
build further upon this framework 
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4 FIELDWORK AND ANALYSIS 

In this chapter the fieldwork and analysis is reported. As indicated in chapter two, the fieldwork has two 

intended outcomes. Firstly, it is the main body of problem analysis, and therefore the main input to the 
problem diagnosis. Secondly, the analysis gives practical input to the design. Furthermore, the three sources of 
the fieldwork were already introduced (see the research model in Figure 2.5) in chapter two. Section 4.1 will 
elaborate on these three sources. In the end of chapter two the research questions are defined. These questions 
will lead the structure of this chapter. In section 4.2, the first general sub question (Gl) is addressed, mainly 
through researching why and how companies offshore. This section is complementary to the section on 
strategy of the literature review, as it gives a practitioner's insight on offshoring strategy. In section 4.3, the 
second general sub question (G2) is addressed, mainly investigating the concrete implications of offshoring 
from a knowledge point of view. In this section, the analysis is structured along the framework of the six 
knowledge processes described in paragraph 5.3.2. In section 4.4, the final general sub question (G3) is 
addressed through investigating the decision-making processes in companies. Finally, section 4.5 presents the 
conclusions of this chapter, including the problem diagnosis. 

4.1 THREE SOURCES OF FIELDWORK 

The analysis in the practical field draws from three sources. As this research addresses not a specific 
problem but rather a class of problems, identifying common problems but also differences is very important. 
Therefore, a wide spectrum of companies and industries were analyzed. An additional difficulty arises from the 
fact that the principal of this research (Squarewise) is not the problem-owner. The problems exist in the 
contexts of their clients. Being an external party, raises a barrier for doing in-depth analysis in companies. A lot 
of effort was devoted in contacting and motivating companies to participate in the research. Additionally, 
alternative methods of fieldwork were employed, using desk cases and practitioners literature. 

The analytic interviews are the most important source of the field analysis. Especially concerning the 
abstractness and complexity of the topic, it allowed me to engage in a dialogue with respondents and fully 
understand their concerns and seek clarification where necessary. Semi structured interviews were held. This 
allowed for structured information gathering, but also the flexibility to investigate areas of special interest, 
serving the explorative character of this research well. The interview structure was designed to obtain 
understanding on three topics directly related to the three research questions. This corresponds to the sections 
of this chapter): 

• Off shoring strategy (why, and how to offshore); 

• Knowledge implications of off shoring; 

• Decision-making in offshoring initiatives. 

Information was provided by senior managers who were involved off shoring projects or the international 
transfer of technology. Most of them were based in the Western headquarters of their organizations. Two 
respondents were managers in the companies offshored operations, hence, these two interviews were 
conducted through telephone. In some companies, several interviews were held. All in all, 17 people were 
interviewed in nine participating firms. For every firm additional analysis was done to prepare the interview and 
get additional insights. To improve the chances of firms cooperating in the research, answers will not be 
attributed to the particular names of companies. Therefore, aggregate results are provided in this chapter. All 
the participating firms were amongst the biggest multinationals of the BeNeLux, except for one which had its 
origin in Sweden. A detailed overview of the participating firms is given in Appendix 3, which is classified. In 
Table 4.1 an overview of the industries of the nine participating firms and the interviewee(s) is given. 
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Industry of parnc1pating 
Company /business unit 

IT services 

Petrochemical 

Electronics 

Machinery 

Aerospace 

Chemical 

Construction 

Chemical 

Machinery 

Function/ assignment of interviewee(s) 

Managing offshoring of IT projects to India 

Managing global oil production projects 

4 FIELDWORK AND ANALYSIS 

Chief Technology Officer; Several managers involved in Chinese facilities 
R&D, Purchasing, Plant Management 

Feasibility Study on opening a factory in China and India 

Global Marketing Manager, involved in setting up a new partnership in China 

Export Manager, engaged in off shoring initiatives across the globe 

Technology transfer of railway technology to China 
Several managers concerned with knowledge management in China 
Project Manager of two plants in China 

Table 4.1 Overview of participatingfirms 

A number of desk cases are the second source of the fieldwork. The desk cases allowed for including 11 
more companies into the analysis. This was especially helpful because some of these companies were based in 
US or Asia, which gave a broader view on the topic. However, the cases were generally not exhaustive in 
answering the research questions, and the reliability of the information was difficult to verify. Therefore, the 
findings of the desk cases are primarily used to give insight in the knowledge implications, as reported in 
section 4.3. Insights from the desk cases are mainly based on the research project performed for Squarewise in 
2006 (Baars et al., 2006). In this report 11 cases are described on companies managing knowledge in their 
operations in China. The analysis of the cases is based on the information in the case descriptions. Since all this 
information is public, I can provide an overview of all companies and their industries in the desk cases. 

Company name 

Acer 

General Electric 

Hewlett Packard 

Motorola 

SonyBMG 

Alea tel 

Makayama Interactive 

Michelin 

Nokia 
Siemens 

Unaxis 

Industry 

Electronics 

Aerospace 

Document reproduction 

Electronics 

Music industry 

Electronics 

Software 

Automotive 

Electronics 

Electronics 

IT services 

Table 4.2 Overview of desk cases 

The third and last source of the fieldwork is the practitioner's literature. This represents literature 
describing consultants' research (e.g. the research of Keller et al. (2005), done by Roland Berger strategy 
consultants), surveys (e.g. Duke University, 2005) but also the many discussions held with professionals. This 
source mainly helped to structure the analysis and to verify results , however was not considered in the results of 
the analysis itself. 

4.2 OFFSHORING STRATEGY 

In this section the off shoring strategy of the interviewed companies is discussed. The strategy was analyzed 
using concepts from the literature section on offshoring strategy. Respondents were questioned about their 
motives for the offshoring project, the mode of offshoring and the type of function to offshore. 
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In line with section 3.1.3, first, the motives of offshoring were questioned. Six companies stated market 
access as a primary reason, and five low cost resources (two companies stated both as of equal importance). 
For two companies, the search for knowledge was a medium driver for off shoring. Two other companies said 
that hey were however to a minor extent, benefiting from local knowledge pools. Concluding, the search for 
markets and (low cost) resources were the main motives for offshoring. Search for knowledge, was still rather 
unimportant, but offers great potential in the eyes of the interviewees. 

Turning to the type of processes they had relocated, except one company had offshored production 
functions. The exception was a company that had relocated their software maintenance and application 
development department to India. Soon after interviewing this company, the scope of the research was 
demarked to the offshoring of primary processes, as knowledge implications of these processes are usually 
more important. Two of the interviewed companies were also engaged in basic research activities offshore. And 
two other companies said they had relocated some product and process development functions. 

Questions relating to the mode of offshoring revealed that most of the firms were using WFOE or JV 
modes. Most companies indicated a trend towards more capital allocation in their ventures offshore, caused by 
a more attractive investment climate and liberalization of regulations on FDI. Three of the interviewed 
companies were engaged in non-equity based collaborations. Two of them were using a contractual alliance to 
govern the transfer of their technology to others. The third was the IT off shoring project, which comprised of 
three Total Service Providers (I'SP) taking over the entire business process. 

Analyzing these strategic parameters of the offshoring project was fruitful in understanding the priorities 
of the interviewed managers. Therefore, the information in the rest of the interview could be placed in 
perspective. Also, these top level strategic parameters proved to have a significant influence on the knowledge 
implications of the off shoring initiative. Therefore these parameters are value input to the design phase. 

4.3 KNOWLEDGE IMPLICATIONS IDENTIFIED 

Following the general questions on offshoring strategy, respondents were invited to observe their 
off shoring initiatives from a knowledge perspective. They were introduced in the six key knowledge processes 
and this proved to be an insightful framework This comprehensive approach forced the managers to consider 
their offshoring initiatives from a broad perspective of all relevant knowledge processes in an offshoring 
scenario. Most of the companies admitted that their view had been limited to some awareness on one or two 

knowledge processes only. Therefore, they never have had a holistic approach to knowledge implications. 

For each of these knowledge processes, they were firstly asked to comment on the importance of this 
process for their initiatives. Sub questions were devoted to finding the drivers of this importance. In Table 4.3 
the number of companies is given that voiced priority for a particular knowledge process (they could identify 
one or more processes that were very important for them). Then, they were invited to voice the problems and 
opportunities they are confronted with, related to each of the knowledge processes. The answers are also 
summarized in Table 4.3. Finally, they were asked which interventions they employed to optimize the 
performance of the six knowledge processes, results are presented in Table 4.4. In a similar fashion, all desk 
cases were analyzed on the importance of the six knowledge processes and their problems, opportunities and 
interventions. In the upcoming two tables, a synthesis of the results of this anal~is is presented. These tables 
are a combination of the findings of the intervievvs and desk cases, the individual findings of these two sources 
are described in appendix four and five. The concepts used in these tables are further explained in appendix six. 
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Analysis Knowledge Knowledge acquisition Knowledge sharing Knowledge Protection Knowledge 
combined generation emission/ application 

Internal External 

Priority for: 7 companies 8 companies 10 companies 8 companies 12 companies 4 companies 

Problems Task-orientation Cultural barrier ('Guanxi) Employee Turnover Employee Turnover Low knowledge loyalty + Bad licensing climate 
awareness 

Factors that lack of creativity Business negotiations Geographical distance Absorptive capacity Backdoor selling and gray market Protectionist policies w.r.t. 
i11flue11ce the restricted to Chinese technological standards 
process 11egative(y nauves 

Internal competition Regulations blocking Cultural misfit Education of third parties into Control licensees very 
('not invented here') standards/ competitors difficult 

compatibility 
Geographical distance Cultural barrier Low attention to Employee turnover 

quality 
language barrier Knowledge basis/ Lacking IPR enforcement 

education locals 

Employee turnover language Barrier Government bodies leak 
knowledge 

Not invented here' Partners breach contract 

Enthusiastic copy cats 

Opportunities Low cost brainpower Technical competence Local eagerness of Trading base knowledge in 
centers practical learning exchange for commitment 

Factors that Less strict regulations Inventiveness in Local presence helps 
i11fl11e11ce the operational excellence 
process positiveb1 locals 

Speed of suppliers Market intelligence 

Improved focus in Es~~lishing network 
R&D through posmon 
geographic spread 

Absorbing competitive 
advantages of copy cat 
Leaming local business 

Table 4.3 Importance, problems and opportunities of the six knowledge processes 
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Analysis Knowledge generation Knowledge acquisi tion Knowledge sharing Knowledge Protection Knowledge 
combined Internal External emission/ application 

Interventions International job rotation Visiting suppliers Intercultural Engineering suppon to Careful supplier selection, Allying with local panics 
learning panners governance and monitoring to spread standards 

Tackling Conferences Proximity to university in Translation Trainings for panners Control over supplier through large Allying with (local) 
issues/ sei::;j11g location selection services equity or turnover stake government to sell licenses 
opport1111ilies Stimulating Co_oper~~ion with Mgt development General education for Consequent use of legal possibilities Long term pannerships 

experimentation uruversmes locals panners of trade secrets including knowledge trade 

Global coordination board Engineering suppon teams International Knowledge Transfer HR (creating loyalty)+ Lobbying with 
Visitor programs research unit confidentiality contracts government for standards 

Limit to well-defined tasks Networking clubs Explicitation/ Selecting/ adapting Technically protect Knowledge (IT Chair industry 
codification technology + phy.;ically) committees/ councils 
techniques 

Cooperate with universities Having local presence Conferences Co-development Dissection of technology 

Education in Europe Standardization Site visits Categorizing technology (key-base) 

Sharing incentives Quality control Labeling and cenification 

F2F meetings Corporate univers ity Monitoring of markets and panners 

Trainings Developing trust High rate of product change 

ICT F2F meetings Invest in Brand Equity 

Expatriates Seize advantages of local panies 

Lobby with governments 

Retain core components at home 

Introducing B-brand 

Phy.;ical and IT security 

IPR + stimulating enforcement 

Emplo~e awareness and 
empowerment 

Table 4.4 Identified interventions fo r the six k nowledge processes 
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The tables clearly show the context-dependency of the knowledge processes. Knowledge protection was 
most prevalently cited as an important process. In 12 out of the 20 companies, knowledge protection had 
priority, automatically meaning that in 8 companies this process was rather unimportant. Knowledge 
application & emission was most rarely mentioned as important processes. The number of times the other 
processes were mentioned is in between these extremes. The distribution of this popularity shows that all 
knowledge processes are potentially relevant and valuable parts of the framework. The low score of knowledge 
application and emission could raise some doubts, but is kept part of the framework to fully address the 
theoretical concepts of the knowledge value chain. Every company chose on average 2,5 knowledge processes 
to be of high importance. The fact that the popularity of the other five knowledge processes is relatively evenly 
distributed shows that the importance of the knowledge processes differs per case. 

Also, we see that a wide range of problems, opportunities and interventions are identified. Some of the 
gaps in the table reveal essential differences in the implications of knowledge processes. For instance, almost no 
opportunities were seen in the knowledge sharing process. This is rather logical, since it is difficult to imagine 
aspects that would improve the knowledge sharing process when facilities are offshored to a far, so much 
different country. The mentioned implications also depend a lot on the individual company or project. An 
important finding of the interviews was that companies were rather unclear on how off shoring influenced their 
knowledge processes. Therefore, this required detailed questioning and sometimes also requests to respond to 
findings from other interviews and/ or literature. After finishing the analytic phase of the research, a tailored 
report with the intermediate research findings was sent to the participating companies. This report also 
included the following tables. The feedback of the companies on this report was very positive and showed once 
more the lack of overview on knowledge implications. 

4.4 DECISION-MAKING IN OFFSHORING 

The final aspect covered in the fieldwork is decision-making. Companies were asked to briefly explain the 
decision-making process that leads towards the fulfillment of their offshoring initiatives. All companies 
supported the view that in this decision-making process, emphasis was on financial and operational arguments 
such as cost price, investment costs, market prospects etc. Arguments from a knowledge point of view were 
underrepresented and also unclear. 

Two out of nine companies had developed a tool to explicitly include some knowledge implications in the 
decision-making process. These tools had not been there from the beginning of their offshoring adventures, 
but their extensive experience with offshoring had made them realize the importance of these aspects. Two 
other companies were in the phase of developing a tool. Others were not yet engaged in the assessment of 
knowledge implications, with one exception, they all under scribed the need for such a tool. One company had 
developed an 'offshoring ability assessment' which looked into the context-dependency of the knowledge 
necessary to perform the processes to offshore. If the knowledge was very context-dependent, large difficulty 
on knowledge sharing were expected. Therefore, the underlying process would not be offshored. The second 
company had developed a 'knowledge transfer policy', in which the value of knowledge was assessed. Processes 
comprising high value knowledge would not be off shored, because the threat of leakage. Both these companies 
wished they had implemented these tools earlier and expected that their tools were still not sufficient. 

4.5 PROBLEM DIAGNOSIS AND FIELD FINDINGS 

The above sections have reported the most relevant results from the fieldwork. The fieldwork and its 
analysis have two types of outcomes. Firstly, it has led to the problem definition as defined below. In 
retrospective, the problem definition is rather a refinement of the earlier defined problem statements. Hence, as 
far as we can conclude from the analysis done, the initial problem statements were valid. Some additional 
insights on the problem have been gained. The fact that knowledge implications significantly differ per 
situation is added. Also, the note that companies often take some knowledge implications (explicitly or 
implicit!)'J into account has been added. Additionally, the analysis has provided insight in the magnitude of 
some of the problems. For instance, the fact that only two out of nine participating companies had 
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implemented some form of knowledge assessment, affirms the significance of the gap that is described at the 
second bullet of the diagnosis. 

MN Cs are struggling with the knowledge implications of their effshoring initiatives: 

Thry have an insufficient overoiew and understanding of the knowledge implications of their effshoring 
initiatives, and these implications differ per situation; 

Thry include some knowledge implications (explicit/y and implicit/y) in their decision-making, however 
with a varying and general/y insufficient pn.oriry. ALro, thry are unclear which determinants drive the value of 
these implications; 

Thry have an incomplete picture of possible interoentions to improve their initiatives from a knowledge 
point of view. 

The second output of this analysis is called field findings. These are the interesting findings from the 
fieldwork that will later on support model building. The most concrete finding is all the individual problems, 
opportunities and interventions that were found in the participating companies as well as desk cases. All the 
interviewed companies have voiced great interest in these findings, and the intermediate reportS that have been 
sent to them were evaluated positively, especially on the above presented tables. 

The questioning on offshoring strategy as well as the analysis of companies from different industries has 
provided concrete insight on the motivation and top-line configuration of the off shoring initiatives. It has been 
very useful in realizing that some industry characteristics, the mode of offshoring and the type of functional 
activities are important determinants for the knowledge implications. This has sparked off the first analysis on 
why knowledge implications differ per situation. The answer to this question is eventually one of the 
fundaments of the design. In the more detailed discussions on the six knowledge processes, many more 
valuable insights have been gained on the drivers of both the importance as the performance of the knowledge 
processes. 

Another interesting finding arose from the two companies which developed a tool to explicitly include 
some knowledge implications in the decision-making process. Firstly, the discussions on these tools were a 
source of inspiration. Most importantly, both these parties wished that they had had these tools from the 
beginning of their offshoring track, as this would have saved them from many problems. This observation 
affirms the added value of such tools, and offers great potential to help firms that are inexperienced in 
off shoring. 

Finally, the field analysis has been very important in a way that is difficult to describe. Through the 
perspective of the knowledge sharing process, at the point of writing this knowledge is still very tacit and so I 
can not 'codify' it substantially in this report. It is the knowledge that I have gained about the environment in 
which the design would have to be applied. Also, it gave me insight into the prospected users of the design. In 
a way that is difficult to specify, I believe this has helped me substantially in building and improving the design. 
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5 THE DESIGN OF AN ASSESSMENT TOOL 

Now we have the results of the analysis of both theory as practice. In line with the ideas from Van Aken 
(2004), this research follows a design paradigm, as it intends to not only understand the research problem, but 
also to create a solution for it. In this chapter the design that intends to address the need described in the above 
stated problem diagnosis is presented. As described in chapter two, the foundation of the different phases in 
this research is based on the regulative cycle (see figure 2.2). And the design phase itself also embodies a cycle, 
the so called design cycle. 

/ Draw "P ~~o;)en des;gn ~ 

Assess design Evaluate esign in 
alternatives (5.2) practice 

1, ~-~l 'Design cycle' 

Determine Design goals 
and specifications (5.1) Report lessons learnt 

(5.4) 

Design (5) 

Figure 5.1 The Design cycle (Weggeman, 2001) and the sections of this chapter 

The outline of this chapter is based on this design cycle. The findings from the problem analysis are 
translated into objectives and specifications of the design in section 5.1 . These provide the starting point for the 
design and also a framework to evaluate design alternatives. In section 5.2 this framework is projected on 
possible design alternatives that arose from a combination of theoretical and practical insights. This resulted in 
the selection of multivariate assessment tool as a basis for the design. The composition of this tool is explained 
through presenting its main building blocks in section 5.3. The tool was evaluated in practice through testing it 
with three participating companies, which is reported in chapter 5.4. 

The fact that designing is an iterative process is also very true for this research. Experimenting with 
possible drafts, testing drafts with colleagues, often pushed the process forward, but sometimes called for steps 
backward. Many incremental improvements have been made. Hence, the sections in this chapter do not 
necessarily present chronological order and all steps have been developing through the process. The final 
version of all parts is reported here and where necessary, insight is given on how this developed. 

5.1 OBJECTIVES AND SPECIFICATIONS 

Logically, the design phase builds upon the results from the analytic phase. As indicated before, the 
analytic phase provides both requirements (solving the problem definition) as solutions for the design phase. 
The first are addressed in this section, the latter in the following section on design alternatives. 

The objectives and specifications follow mainly from the problem definition, as the top-level objective is 
solving the problem diagnosis. After completion of the analytic phase, its results were presented during an 
intermediate presentation with Squarewise and the academic coaches. At this and several other occasions, 
additional specifications have been put forward by Squarewise and the academic coaches. Moreover, some 
specifications arise from the interest and possibilities of the researcher. 
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5.1.1 DESIGN OBJECTIVES 

The design objectives are the substantial goals that are aimed for with the design. These objectives follow 
primarily from the problem definition. Drawing from the ambition of academic contribution, also the defined 
deficiencies in literature have contributed to the design objectives. The design objectives and their link to both 
the problem definition as the identified deficiencies in literature are defined as follows: 

From the problem definition the following objectives are distilled: 

1. Provide insight in the knowledge implications of an offshoring initiative; 

2. Assess the impact of these implications, based on the characteristics of the offshoring initiative; 

3. Identify relevant problems, opportunities and interventions for managing the initiative. 

The final objective partly addresses the last deficiency in literature: 

4. Develop a framework that gives a complete overview of relevant knowledge processes 

The problem definition is not completely addressed in these design objectives. The design will not answer 
the question how to include an assessment of knowledge implications with assessments of financial, ethical, 
political, technical or other implications. Also, it will not propose a comprehensive strategic decision-making 
process for offshoring initiatives. These objectives are beyond the scope of this design, since these require a 
careful analysis of the status quo of decision making and assessments within companies. This status quo differs 
significantly per company. Also, aiming these objectives would imply actual changes in behavior/ structure of 
companies, which is very hard to accomplish in the setting of this research. Moreover, several attempts have 
shown that determining monetary value of knowledge is very complex. Putting a monetary value on the results 
of an assessment would rather create pseudo reliability than it would really help making better decisions. Hence, 
'value' was replaced by 'impact' in the definition of the design objectives. 

5.1.2 SPEOFICATIONS OF 1HE DESIGN 

Following from the objectives, the specifications of the design are the criteria which determine the success of 
the design. Van Aken et al. (2001) distinguish four types of specifications of a design. According to this 
categorization the specifications are presented in the subsequent sections. 

Functional requirements are the performance indicators of the design. Functional requirements are most 
directly linked to the design objectives. They are defined as: 

• Added value, measured by how successfully the design contributes to the solution of the problem 
statement; 

• Practicality, as the design needs to deliver concrete, actionable results; 

• The model should have a wide applicability and take into account differences between industries 
and offshoring initiatives (in function and in mode). 

The latter two requirements were added during the intermediate presentation, mainly voiced by the 
company coaches from Squarewise. 

Limiting conditions are the requirements the environment places on the design. During the intermediate 
presentations, where different directions of the design phase were proposed, these requirements were 
concretized: 
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• Focus on offshoring of processes that are in the primary product lifecycle (from Research, to 
Design, to Engineering to Manufacturing to Sales & Distribution 

• Focus on industrial, knowledge-intensive companies. 

• Focus on offshoring initiatives to China, and to a lesser extent on India. 

Operational requirements address the needs of the prospective users of the design: 

• The depth of analysis needs to be scalable. The analyses should be able to be done quickly, based 
on estimates, but also more thoroughly, based on field analysis. 

• Possibility of adaptation to specific user needs 

Design limitations are the boundaries for producing the actual design. These followed primarily form the 
capacity of the researcher(s) and the resources committed to the project: 

• The model needs to be designed and worked out in three months time. 

• No resources are available to do additional diagnostic research; estimates should be gained from 
literature and insights from fieldwork. 

5.2 DESIGN ALTERNATIVES 

On several occasions, comparative analysis took place to compare alternative routes for continuation. 
During the intermediate presentations for instance, a choice has been made to design a broadly applicable 
model and test it within several companies superficially. Since its broad application domain and practicality this 
alternative was preferred above a diagnostic survey or designing a model for one specific company. 

Given the above presented design objectives, and inspired by both practitioners and scholars three 
possible solutions have been considered for the design. These alternatives are discussed in this section. 

Valuation protocol. A step-wise method how companies can identify and evaluate the knowledge 
implications of offshoring. This design could be compared to Andriessen's (2003) method for valuing 
intangible resources. It would include a procedure how to identify the most relevant knowledge pockets, 
identify the processes that will influence these pockets and predict the productivity of this processes. 
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Corporate Environmental 

strategy factors etc. 

"' "' 
Step 1: Identify Step 2 : Analyse Step 3: Identify 

Step 4: Analyse knowledge & Prioritize knowledge 
pockets 

.. 
knowledge .. processes .. productivity 

A1 A2 A3 A4 

Flow Value 

Step 5: .. Determine 
expected value .. 

Stock Value (contribution margin) AS 

NODE: AO ITITLE: Valuation Protocol jNo .: 

Figure 5.2 E xample of top lqyer of a valuation protocol, according to IDEFO process charting technique 

Sophisticated decision tree. A decision tree where the user determines his path through answering 
several questions about his situation. At the en:d of the path there is a specific advice tailored to his situation. 

Figure 5.3 E x ample of a sophisticated decision tree 

Multivariate assessment tool. A tool where the user needs to assess his situation on a number of 
relevant variables. All these variables have a relation to one or more possible knowledge implications. Based on 
this assessment, the most relevant implications are presented. 1bis design is inspired by the Knowledge 
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Management Scan (Weggeman, 2000) and the Knowledge Transfer Policy developed by Squarewise. For a 
graphic representation of this tool, see Figure 5.6 and appendix 1. 

The three alternatives were compared according to the objectives and specifications as indicated above. 
The reporting of this comparative analysis is restricted to the criteria on which the score of the alternatives 
differed. 

The valuation protocol has a very broad applicability. As it only gives guidance how to perform the 
analysis, no concrete judgments on what knowledge or knowledge processes will be important, it can basically 
be applied to any environment. However, practicality of this alternative is low. Presenting the design will not 
give any concrete results, only a guideline how to achieve these results. This design is very demanding and 
depending on the effort a company puts into it. Hence it does not match with the operational requirements of 
scalability and limited effort 

A sophisticated decision tree is very practical. Companies will end up at a specific recommendation 
tailored to their situation. After experimenting with drafting decision trees, problems occurred with the 
application width of this alternative. As there are many interacting variables, it proved almost impossible to 
create mutually exclusive paths in the decision tree. If the application domain would get some significant width, 
possible recommendations/ assessments would increase very fast, making it almost impossible to create an 
orderly decision tree. 

The multivariate assessment tool is actually in between the previous two. It allows for many interacting 
variables and continuous (instead of discrete) assessment results, making it broadly applicable. However, it 
includes judgments on which variables to assess, which values are possible, and what their influences are on 
knowledge implications. Therefore, it can deliver concrete results after a relatively low-barrier effort of the user. 

In table 5.1 a summary of the comparative analysis of the three alternatives is presented, comparing the 
decisive criteria. Resulting from the above comparison, the multivariate assessment tool was selected as a basis 
to build the design. 

Application domain Practicality Operational requirements 

Analysis protocol + 

Decision tree + + 

Multivariate assessment tool +/- +/- + 

Table 5.1 Comparing design alternatives 

5.3 TOWARDS A KNOWLEDGE ASSESSMENT MODEL FOR OFFSHORING 

Now the goals and specifications of the design are clear, and the basis for the design is chosen, the actual 
model can be drafted. In analogy with the design of physical products, functional requirements need to be 
transformed to a combination of technical components of the solution. These components are called 'building 
blocks'. In this chapter, first the context of the assessment model is clarified. Then, the four main building 
blocks are presented, finally resulting in an overall picture of the assessment model. 

5.3.1 1HE ASSESSMENT CONTEXT 

In this section the intended context of the model is described. This is done through answering the why, 
who, when, what and what-not question. 

47 © S QUAREWISE B.V . 



DECISION-MAKING IN 0FFSHORING FROM A KNOWLEDGE PERSPECTIVE; ILLUMINATING A BLIND SPOT 

Why? 

A. Ojfshoring requires the relocation ef tangible resources AND knowledge 

On top of tangible resources such as people, buildings, machines etc., knowledge about utilizing these 
tangible resources to maximize profits will have to be relocated as a result of an offshoring initiative. From the 
field analysis shows that companies generally put emphasis on assessing the effects (implications) on tangible 
resources. Therefore, this assessment tool focuses on evaluating knowledge implications. 

B. Knowledge is an important determinant for success 

Drawing from arguments of the Resource Based View and more specifically the Knowledge based theory 
of the firm, sustainable competitive is attained through generating, retaining and applying unique knowledge. 
This holds especially for knowledge intensive environments. Many examples have shown initiatives becoming 
either success or failure because of the governance of knowledge. 

Who? 

To further illustrate the context of use of the model, its intended setting of use is described in this and 
following paragraph. The results of this model are intended for a person concerned with the value of the 
company's knowledge and the evolution of this value. As a metaphor, this could be a company's Chief 
Knowledge Officer. In this metaphor this assessment is for the CKO corresponding to the financial assessment 
for the CFO. The people who can give input to the assessment however, can be multidisciplinary. Having 
people from several viewpoints answering to the same questions, would actually improve the reliability of the 
results as it would decrease subjectivity, moreover the model could also be a tool to stimulate a structured 
discussion and create consensus. 

What? 

The design intends to present insight to companies and to help making better decisions. Through these 
decisions long term performance should be improved. This model supports the assessment of knowledge implications 
of an ojfshon'ng initiative. What this exactly means is substantiated in this chapter. 

The concepts of knowledge implications and ojfshoring initiatives have frequently been used in this report and are 
defined in section 2.1. The model presumes one or more, primary business processes to be offshored to a 
certain location. This can be: 

• Transferring the production of shaving machines to China 

• Sourcing and assembly of mobile compressor units in China 

• Transferring the marketing and sales department for the Asian market to India 

• The development of new color formula for paints in India 

These are examples of offshoring initiatives, one off shoring initiative is always the object of analysis of the 
model. As substantiated in chapter two, an initiative can be either an already offshored operation, or just an 
option to offshore a certain process (strategic scenario). Hence the model can be used when the offshoring 
plan is still under consideration and decisions need to be made (pro-active assessment), or when a process is 
already off shored and interventions have to be planned (reactive assessment). 

Assessment 
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The word assessment implies that not only information is presented, but also a judgment is derived from 
this information. The design is called an assessment model in line with Andriessen (2003) as it does not present 
value (or in this case: impact) in a monetary scale. The word assessment is also chosen as it emphasizes the 
parallels with financial or operational assessments of a situation or scenario. 

Support 

The model does not assess by itself. It helps the user in doing an assessment as it contains the relevant 
criteria to score, a structure for presenting the assessment and the necessary relations between the scored input 
and the presented result of the assessment. Nevertheless, the user needs to insert the necessary information on 
his situation by himself. This initiative should be taken in mind when the scoring form is filled in. 

What not? 

Naturally, the knowledge perspective is not the only perspective an offshoring initiative should be assessed 
from. Generally, companies also assess these initiatives from a financial, ethical and political perspective. If the 
assessment is done to support decision-making, assessments from several perspectives need to be weighed, this 
is up to the judgment of the management team. As mentioned earlier, this model supports the assessment done 
through the eyes of the (potential) Chief Knowledge Officer. How he integrates this assessment with the 
CEO's and CFO's assessments, to come to a final decision, is not included in the design. The difficulties of 
income allocation and income funneling as described in chapter three are especially important to take into 
account for this integration. It would require detailed information of all aspects covered in the other 
assessments to be able to combine them, which is not available and is different for each company and even 
business unit. Hence, the integration is of assessments from different perspectives is beyond the scope of this 
research. 

As substantiated further in section 5.3.4, the assessment is made only based on situational factors that are 
considered exogenous at the moment of deciding about an offshoring initiative. Of course, there are still many 
interventions one can do to improve the knowledge implications. However, these endogenous factors are not 
considered here because (a) it is a good way to single out main issues, (b) often endogenous factors are yet to 
be decided, and (c) their influence on a larger scale is very difficult to predict. 

5.3.2 BUil.DING BLOCK# 1: SIX KNOWLEDGE PROCESSES 

As stated above, a prediction of the evolution of a company's knowledge is the output we are interested in 
when doing the assessment. This evolution is of crucial importance to future competitive advantage. The 
evolution of knowledge is a very abstract and broad concept, as defined earlier, it addresses activities that 
influence or utilize knowledge in its broadest form. It includes the creation of new knowledge, improving 
existing knowledge, sharing, protecting, applying etc. To maintain a broad perspective, but also to create insight 
into this complexity, the knowledge value chain is categorized into six knowledge processes. The theoretical 
foundation of these six processes is substantiated in chapter three. Their usefulness was already shown by using 
them as a structure for the analysis of the findings of the fieldwork in chapter four. To be competitive in a 
knowledge intensive industry, knowledge needs to be continuously improved, shared, protected and applied. 
The concluding rationale is that the productivity of the six knowledge processes together will determine the 
development of the knowledge present in the offshoring initiative. So, it will determine the future value of the 
company's knowledge with respect to competition, which will in tum determine competitive advantage. 

The objective of this model can then be concretized to: assess the implications on the combined 
productivity of the six knowledge processes, given an off shoring initiative. Where the six knowledge processes 
are defined as: 

1. Knowledge Creation: The generation of new, innovative knowledge, internally. Through this 
process, a company develops, improves its existing knowledge through learning (e.g. 
experimentation, discovery, derivation) by itself. 
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2. Knowledge Acquisition: The acquisition of knowledge from external sources. Through this 
process, a company develops, improves its existing knowledge through learning from others 
(Technical, managerial or market knowledge) 

3. Knowledge Sharing Internally: Sharing knowledge from the location where it was developed, 
to where it needs to be used within the organization. This process takes place between 
headquarters (home location) and the offshore subsidiary, but also within and between 
subsidiaries. Through this process companies try to maximize the use of their knowledge for the 
organization's benefit. 

4. Knowledge Sharing Externally: Sharing knowledge with third parties, making sure that 
partners have the knowledge required to meet expectations. Through this process companies try 

to maximize the use of their knowledge to increase the competitiveness of their supply chain, for 
the organization's benefit. 

5. Knowledge Protection: Ensuring maximum appropriation of developed knowledge, aiming to 
maximally capture the profits that result from innovations. Through this process companies try 

to extract maximum value from their knowledge through preventing it to flow to potential 
competitors. 

6. Knowledge Application & Emission: Embedding knowledge into organizational outputs for 
release into the environment such as products, services or processes (physical outcomes) or 
licenses, publications, knowledge trade etc. Through this process companies try to extract 
maximum value from their knowledge through commercializing it maximally. 

Figure 5.4 A graphical representation of the six knowledge processes 

5.3.3 BUILDING BLOCK# 2: STRATEGIC IMPORTANCE X EXPECTED PERFORMANCE 

As stated in the problem diagnoses, knowledge implications differ per context. Knowledge processes that 
were absolute priority for one company, were ignored by others. Looking more carefully into the reasons 
behind these differences, two types of factors were found. Some factors influence the strategic importance of a 
certain knowledge process. E .g. for R&D functions, the knowledge creation process is generally more 
important than for production functions. And other factors influence the expected peiformance of a certain 
knowledge process. E .g. when employee turnover at the offshore environment is high, it will be difficult to 

so 
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share knowledge and so the knowledge sharing process will have a low performance. These two are the main 
'valuation criteria' and so the output variables of the model and are defined as follows: 

Strategic importance of a knowledge process: The relative importance of the particular knowledge process for 
achieving future competitive advantage of the offshoring initiative. In this output variable, the situational 
factors that determine the requirements of the output of this knowledge process, are combined. In 
mathematical terms, the strategic importance represents the weight of the performance of the knowledge 
process in the overall corporate performance. 

Expected performance of a knowledge process: The expected productivity (effectiveness x efficiency) with which 
the particular knowledge process will take place, given the fulfillment of the offshoring initiative. In this output 
variable, the situational factors that influence the performance of the process directly, are combined. As 
strategic importance represents the requirements on the output of this process, expected performance 
represents the efficiency and effectiveness with which this output is achieved. The term performance is used 
here instead of productivity since testing showed this was easier to comprehend for prospective users. 

Four top-level strategic implications 

Strateg:ic Implications of Six Key Knowledge :processes 

Q:tlle .. 

Very low Strategic Importance 
for the future competitive adv-antage oflhe off~hore facility 

Figure 5.5 The presentation of the overall assessment 

The overall assessment of a knowledge process depends both on its strategic performance and on its 
expected performance. Logically, the overall results of the assessment are presented in a two-dimensional 
graph. However the outcome should be interpreted continuously, over this graph a two-by- two matrix is 
projected. This delivers four quadrants. The presentation of the overall assessment is shown in Figure 5.5, the 
six knowledge processes are plotted there based on a fictional situation. The four quadrants are; 

Danger Zone: The process has a high strategic performance but a low expected performance; this might 
have a high negative implication, and is therefore dangerous. This can be an argument not to complete the 
offshoring plan, or put much effort in enhancing the performance of the knowledge process. 
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On the Edge: The process has a high strategic performance and a high expected performance. Therefore, 
the situation is supportive to this knowledge process, and this is made use of because the knowledge process is 
important. 

Missing Potential?: The process has a high expected performance but low strategic importance. The 
situation is supportive to this process, but it is not really used, therefore, it might offer potential to offshore 
other processes that make use of this positive situation better. For instance, if the expected performance of 
knowledge creation is very high, but only production functions are offshored; this might be a motive to start 
offshoring more research-related functions. 

Doesn't Matter: The process has a low expected performance, but this will have few implications because 
the strategic importance of the process is low. 

5.3.4 BUILDING BLOCK# 3: 22 SITUATIONAL FACTORS AND TIIEIR RELATIONS 

A substantial quest was done to find those determinants that actually predict the strategic importance and 
the expected performance of the six knowledge processes in offshore initiatives. Insights were drawn mostly 
from theory, and some from the field work 22 Situational factors have been found to be main determinants of 
the knowledge processes offshore; these are the input factors of the assessment model (see appendix three). 

Substantially more than 22 factors have been considered, however, some were eliminated from the model. 
The most important criterion that caused this elimination was if it were endogenous or exogenous factors. The input 
factors of the model only represent factors that are considered to be exogenous at the point of making the 
offshoring decision. It assumes there is an offshoring initiative (in line with Figure 2.2) where at least the basic 
outlines of the initiative are already determined (e.g. the type of process to offshore, the strategic ambitions). 
Sometimes the line between endogenous and exogenous variables is vague, e.g. equity control can naturally be 
influenced, but is here seen as an exogenous factor, assuming that higher management first determines to 
which extent they want to invest in the initiative. Endogenous factors are not considered here because (a) it is a 
good way to single out main issues, (b) often endogenous factors are yet to be decided, and (c) their influence 
on a larger scale is very difficult to predict. For instance the formal and social control mechanisms (as 
mentioned in chapter three) are considered endogenous to the offshoring decision, and are therefore not part 
of this assessment. Other variables that were found in the literature review but are considered to be 
endogenous at the stage of the offshoring assessment are; Trust, Motivation, Channel Bandwidth, and Sales & 
Service efforts. Fortunately, the findings on endogenous factors do not get lost. With the presentation of the 
outcome of the knowledge assessment a range of interventions (endogenous factors) is presented for each 
knowledge process (see building block# 4). 

As substantiated in chapter three, the situational factors are grouped based on Argote's (1999) 
categorization. First the situational factors that are organizational characteristics are presented, then followed by 
environmental characteristics, followed by characteristics of knowledge and finished with characteristics of the 
relationship or transfer process. The definition of the situational factors is intended to be as mutually exclusive 
as possible. However, some overlap and interdependence cannot be prevented. Then their relations to the 
knowledge processes were identified, mainly drawing from literature, and insights from the fieldwork Finally, 
all situational factors also needed to be operationalised into questions that support the scoring of these 
variables. These operationalisations are preferably similar to the operationalisations used in the various 
researches that found the relations, however, often an interpretation to the specific context and users of this 
model was necessary. Except for the situational factor 'function to offshore', all questions are answered on a 
five point Liker scale. Every situational factor is scored through one or more questions in the 'scoring sheet'. 
The score of the factor is the average of the scores of the questions. For some questions that might be difficult 
to assess, there is a 'no assessment' option. The scoring of the variable is then only based on the answer of the 
remaining questions. The more questions answered, the more accurate the scoring, however the 'no 
assessment' option allows for assessments with limited information. In Appendix three the definition, the 
identified relations and operationalisation of all 22 variables is explained. The factors themselves are given in 
Table 5.2 and in Figure 5.6 they are presented on the four categories. 
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The relations matrix 

Now all situational factors are defined, the relations between the situational factors (input variables) and 
the strategic importance (I) and expected performance (P) of the six knowledge processes (output variables) 
can be summarized in a matrix. Th.is matrix is actually part of the model, since the model uses array calculation 
techniques. Th.is has as a big advantage that it allows the potential user to add relations, or change the weight of 
relations easily, and the model will automatically recalculate the results. 

Knowledge processes Oeation Acquisition Int. Sharing Ext.Sharing Protection Application 
Situational factors I p I p I p I p I p I p 

1 Knowledo-e intensitv of company + + + + + + 
2.1 Type Basic research + + 
2.2 of Development + + + 
2.3 function Product adaption + 
2.4 Production + 
2.5 Marketing + + 
2.6 Sales & Distribution + + 

3 Strategic Ambitions + 
4 Dependence on external parties + + -
5 Importance of licensing-out + -
6 Technological standards + + 
7 Continuous development + + + + 
8 IPR Strength + 
9 Secrecy + 

10 Establishment advantages + 
11 Competence gap - - + 
12 Competence centres and infrastructure + + 
13 Absorptive Capacity + + + -
14 Competitive Pressure + + -
15 Employee turnover . - - - -
16 Value of knowledge + 
17 Codif iability + + -

18 Complexitv + + + 
19 T eachabilitv + + -
20 Observability -
21 Eq uitv control + - -
22 Compatibility of procedures and systems + 

Table 5 .2 Matrix with all relations between input and output variables 

5.3.5 BUILDING BLOCK# 4: PROBLEMS, OPPORTUNITIES AND INTERVENTIONS 

To increase the model's actionability and concreteness, practical insights from the fieldwork are added to 
the model. These result from the fieldwork analysis, see Table 4.3 and Table 4.4. 

For each knowledge process, a collection of problems, opportunities and interventions are presented. 
These are presented together with the detailed assessment per knowledge process. Potentially, these problems, 
opportunities and interventions could be linked to the situational factors. For instance, the intervention of 
loyalty incentives to improve internal sharing is most effective in situations of high employee turnover and low 
codifiability. These influences are not explicitly covered in this model since it would require registering an 
enormous amount of relations, which will also be very difficult to found with a solid academic argumentation. 
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5.3.6 THE FINAL DESIGN 

The final design is where all the above comes together. In Figure 5.6, the structure of the final design is 
represented graphically. The model is programmed using Microsoft Excel as this allows for the necessary 
calculations and a clear visual representation. Moreover, prospected users are usually familiar with this package. 
Screenshots of the different sheets of the model are presented in Appendix 1. 

This model consists of three main steps, which are visualized in Figure 5.6: 

Sheet 1: First the user needs to fill out a scoring sheet where all situational factors are scored. This scoring 
is supported by one or more questions per situational factor. 

Sheet 2: The scoring of the input variables and their predefined relations with the output variables delivers 
an overview of the implications of all of the six key knowledge processes. The assessment is shown on two 

axis, strategic importance and expected performance. See Figure 5.5. 

Sheet 3-8: Then, one can worn in on every individual knowledge process. All relevant situational factors 
and its score that lead to the assessment of the knowledge process are explained. Additionally, relevant issues, 
opportunities and interventions for this particular knowledge process are presented. 
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55 

5 T HE D ES I GN OF AN ASSESS ME N T T OOL 

Sheet 2 (Automatic): 

Oyeral! assessment of 
Strategic Importance and 

Expected performance 
of all six knowledge 

processes 

Strategic Implications of Six Key Knowledge Processes 

Strategic Importance 
for lhe flJlvre competitive advitnlage of /he alfshore foCllily 

Sheet 3-8 (Automatic): 

Assessment of jndiyjdual knowtecJge 

~ 
Present Per Process; 

-Situational factors that determine the 
assessment of this process 

- The scores on this valiables 
- Relevant problems 

- Relevant opportunities 
- Relevant Interventions 

Sheet 3: 
Knowlege 
Creation 

Sheet4; 
Knowledge 
Acquisition 

Sheet5: 
Knowledge 

Sharing intemally 

Sheet 7; 
Knowledge 
Protection 

Sheet 8: 
Knowledge 

Application & 
Emission 

Figure 5.6 A graphical representation of the Knowledge Assessment model 
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5.4 EVALUATION OF THE DESIGN 

In this section, the performance of the model is evaluated. First the method of testing is shortly described, and 
then the actual performance of the model is evaluated on four important criteria that have been distilled from both 
the problem definition as the functional requirements. 

The developed method has been presented to the company coaches on various occasions. With three of the 
participating companies the model was tested through simulating its use for their specific situation. In the sessions 
with the participating companies, managers were asked to fill out the scoring sheet beforehand, while doing this, 
they were requested to note down comments and points of vagueness. With one participating company, the scoring 
sheet was filled out together with the researcher. Apart from their general feedback, they were asked specifically to 
comment on the (a) presentation of the assessment model, (b) insightfulness (c) actionability and (d) completeness. 

Presentation 

Perhaps unexpected, presentation seems to be one of the most critical success factors of the model. Because of 
the abstractness of the topic, and the differing backgrounds of the prospected users, it is a big challenge to present 
the concepts of the model in an easily comprehendible way. Sometimes, tradeoffs need to be made between the 
(theoretical) correctness of a certain term/ definition and the (practical) comprehendability. 

Some situational factors seemed to be difficult to comprehend by the user. To prevent misinterpretation, for 
some questions there is additional info presented in a popup field. Especially the axis Expected Performance 
requires rather much explanation as well. Thanks to the Squarewise colleagues, and friends from the university, both 
the scoring sheets as the key terms in the presentations of the outcome have improved in numerous steps. 

The representatives of the participating companies all felt that they had been able to fill out the scoring sheet 
accurately. They gave some valuable suggestions which were generally implemented directly. With the presentation 
however, the abstract concepts as six knowledge processes, the two dimensions, the four quadrants, required quite 
some explanation. After this explanation the concepts were clear to them. Concluding, a lot of effort has been put 
into the presentation of the model. The model and its rationale are comprehendible, if accompanied by an 
explanation of around 10 minutes. However, the model does not seem to be ready to for use without any 
explanation. Several documents were written to explain the model and its rationale; these were however not tes ted in 
practice. 

Insightfulness 

This variable directly sterns from its corresponding functional requirement. All test persons were very 
enthusiastic about the insightfulness of the model. One said filling out the scoring sheet had already helped with her 
awareness on the topic. Moreover, the concept of the six knowledge processes was perceived especially insightful as 
it broadened their scope, which was often limited to knowledge protection. Most added value was attributed to the 
detailed assessments, where the scores of the attachments were explained according to the situational factors. The 
collection of these variables was seen as a valuable insight into the main drivers behind the knowledge processes. 

A problem that was mentioned is the specific interpretation of the scores. One company opted the possibility 
of presenting some scores of other companies/ industries/ scenarios so the companies' assessment would also have a 
benchmarking value. 

Actionability 

Generally, the model was perceived strong in giving insights and creating understanding. Two out of three 
companies said they wanted to use the model concretely in its presented form. However, they both wanted to use it 
as a tool to create understanding. The third company said to be inspired by the model and wanted to use parts of it. 
All three companies stated that before it could really be used as a decision-making tool, it needed to be interpreted 

56 



5 THE DESIGN OF AN ASSESSMENT TOOL 

to the specifics, and vocabulary of the company. Concluding, the model 'WaS perceived useful, but primarily for the 
creation of understanding and awareness. 

Completeness 

All of the companies were impressed with the number of variables used as the input of the model. Also, they 
found all of these variables relevant. Nobody could address a certain factor or influence that 'WaS not or 
insufficiently captured in the model. Almost all the factors found in the rather substantial literature review have 
given their contribution to the model. Some of them were intentionally not used. Judging from these observations 
the model seems to be rather complete, and that 'WaS actually recognized as one of its strong points by the 
comparues. 

Overall 

To conclude the evaluation, all companies were asked to summarize their opinion on the model (and the study) 
in one sentence. This 'WaS also done by Squarewise, who has tested the model in several stages. The collected quotes: 

"The importance of the appropriation our technologies has driven us to developing a tool that incorporates knowledge arguments in 
our decision-making. This research has created instrnctive insights and proposed some valuable additions to this tooL" (Klaas Vegter, 
Senior Vice President Philips Lighting and CTO BG Lamps) 

"We have actualjy used the results of the assessment in a feasibiliry anajysis to offshore a factory to China. The tool is easy to use 
and gives a strnctured, insighiful assessment in an abstract domain companies tend to forget but is in our view essential to success." (A 
manager in a large Dutch Multinational in the industrial machinery industry) 

"Edwin targets a problem that is becoming essential for organisations that look into partnerships. The designed assessment tool 
creates a comprehensive overoiew of both the consequences on our knowledge as the drivingforces behind them. It is a promising approach 
that, after adaptation to the specifics of an organisation, could give influential support to our dectsion-making on internationalisation" (A 
manager in a large Dutch Multinational in the aerospace industry) 

"I believe this anajysis of ojfshoring decisions from a knowledge perspective fills an important gap in corporate strategy thinking. The 
tangible financials are usualjy and understandabjy dominant in these decisions but the consequences from a knowledge perspective should 
not be underestimated We find this project very relevant for companies doing business in an international arena and will integrate the 
findings into our seroice offerings." (Arno Boersma, Partner, Squarewise B.V.) 

Concluding, the model provides a large step towards solving the research problem. The model 'WaS received 
positively by the test users and fulfills the design objectives to a large extent. The problem statement called for three 
types of support. The assessment 'WaS found to be insightful, largely contributing to the decision-maker's 
comprehension on the knowledge implications of his off shoring initiatives. The tool effectively helps assessing the 
impact of these implications and provides understanding on the drivers behind these implications. Also, the 
evaluators found the presented problems, opportunities and interventions to be instructive. As far as can be 
concluded from the judgement of the test users, the model is sufficiently balanced between completeness and 
relevance. 

Limitations of the design 

Also, the evaluation surfaced the limitations of the model. Even though the presentation was perceived as 
illustrative and comprehensive, the model still required explanation. Also, the use of the model was primarily for the 
creation of understanding and awareness. Before it could be used to actually make decisions, it should be 
concretized one level further. A related problem to this, is that the assessors still found it difficult how to specifically 
interpret the output scores of the assessment. 

An important technical limitation is that the ultimate score of the assessment is based on equal weights of all 
the relations between situational factors and output variables. A situational factor either has a positive, negative or 
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no relationship to a certain knowledge process, all weights are equal. In reality, of course this will not be the case. 
However assigning actual values to these weights is impossible, especially with the empirical material of this 
research. In other researches, often relations are found to be either significant or not, but generally no statements 
are made on the magnitude of these relations. In fact, weights will also be dependent on the situation. Since the 
assessment is based on equal weights of all relations, the assessment will not be very accurate in determining the 
exact importance and performance of the knowledge processes. Therefore, the overall assessment should be seen 
merely as a general indication, than an exact prediction. More insight can be gained in the detailed assessments 
where the scores are explained and problems, opportunities and interventions are presented. 

A methodological limitation to the evaluation is that only alpha testing has been performed, no beta testing. In 
line with Van Aken (2005), beta testing is when a third party uses a design without interference of the designer. In 
Alpha testing, the designer is still involved in the testing of the design, which v.r.lS the case in these evaluation 
sessions. Performing beta tests would be an interesting next step to test and improve the model. 
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6 RECOMMENDATIONS AND REFLECTION 

The chapters above I have always concluded with a short reflection on the contents of the individual chapters. 
In this chapter I take one step back and reflect on the study as a whole. Firstly, I give recommendations that directly 
stem from the above described results of this study. These recommendations are on two levels. I present 
recommendations for the MNC engaged in offshoring (also referred to as client) and for Squarewise. Subsequently, 
I reflect on the main elements that comprise the added value of this research. These are put into the perspective of 
this report and are discussed in detail. Their contribution to both practice as theory is discussed. Therefore, their 
contribution to both the initial problem statements as the deficiencies in literature are reviewed. Also their 
application domain is addressed. Thirdly, I present suggestions for further research. Ultimately, I reconsider the 
impact the research has had on me personally, and specifically address my personal drivers as mentioned at the very 
beginning of this report. 

6.1 RECOMMENDATIONS 

In this section presents the recommendations that directly stem from the above described results of this study. 
The recommendations are presented on two levels. I present recommendations for the MNC engaged in off shoring 
(also referred to as the client) and for Squarewise, which intends to provide consulting services to these MNCs. On 
a detailed level, the study has given many recommendations to better manage knowledge in offshoring. These 
recommendations are not presented here. These recommendations are included in the developed assessment tool. 
For this section, focus is put to the top level, aggregate recommendations in line with the level of analysis of this 
report. 

6.1.1 RECOMMENDATIONS FOR CUENfS 

Awareness: most importantly I recommend companies to systematically adopt the knowledge perspective into 
their mindset. The knowledge perspective should be included consistently into their strategic considerations, 
especially on offshoring initiatives. This entails the very root cause of this research, the under-representation of 
knowledge arguments in decision-making. As we have seen, the knowledge perspective is not naturally on top of the 
decision-makers' minds, which can be attributed to abstractness of the topic, difficulty of analysis, rather long term 
on which effects arise and dominant logic. However, assessing the consequences for the future evolution of a 
company's knowledge is strongly related to future competitiveness. Kaplan & Norton's (2004b) strategy map, 
described in section 1.1 can provide an illustrative paradigm. It both describes the position and distinction of 
financial, commercial, operational and knowledge implications and gives an insight on the causal relations through 
which these lead to competitive advantage. 

More specifically, I recommend companies to carefully assess the knowledge implications of their off shoring 
plans and systematically include an assessment of knowledge implications when deciding on offshoring. The 
developed assessment tool offers useful support to that. I think this tool can help companies in providing them a 
comprehensive, methodologically correct starting point for their assessments. I believe companies can make a 
significant leap forward in the comprehensiveness of their decision-making if they adopt the principles of the model. 
When applying, they should keep a careful eye on the assessment context as described in paragraph 5.3.1, and on the 
limitations to the model reported in section 5.4. 

As mentioned in the previous chapter, the model is no holy grail, and therefore, companies might want to edit 
it, fine-tune it to their situation or maybe even only use (part of) the underlying principles. In its current form, the 
model can serve well as a quick scan, or as an illustrative example to explain and promote the concept of knowledge 
assessments for decision-making. For the tool to have real impact on the company's decisions, companies should 
concretize the model one level further and preferably make it consistent to both other assessments they use as their 
decision-making processes. Then, also the outcomes of the model could be much more concrete, such as a direct 
advice whether or not to offshore. As indicated earlier, two of the investigated companies had developed such a 
tool. Both these tools deliver a direct advice on whether or not to offshore a certain process. These companies 
could improve their tools through adopting some of the principles of the model. 
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On a more concrete level, companies which are involved in offshoring can benefit from the experience of 
others. Especially the companies who are relatively inexperienced in the world of offshoring can be saved from 
certain problems of the first comers. The assessment model also provides a first step for this. The problems, 
opportunities and interventions identified in the field research are presented. However this can be an easy and 
enlightening overview, I would advise companies to look continuously opportunities to learn from the experiences 
of others, especially when embarking in unknown domains. 

6.1.2 RECOMMENDATIONS FORSQUAREWISE 

This entire study has been fueled by Squarewise's ambition to deepen their understanding and expertise on 
knowledge management in off shoring. I have repeatedly noticed that their expertise on this topic is continuously 
developing. This study has benefited from and contributed to this development. Knowledge was exchanged through 
the various interviev;s, meeting, articles, shared projects, presentations, brainstorms etcetera. Therefore I conclude 
that this study itself has already contributed to the solution of Squarewise's problem. From my judgement, 
Squarewise's expertise in this field is exceptionally extensive. For future success I regard the communication of this 
expertise and marketing of projects more critical than developing the expertise even further. 

Essentially, some attributes of the central problem itself creates a barrier to its solution. We have seen that the 
abstractness of the topic knowledge management, and the general longer term on which its consequences arise, leads 
to low awareness on the knowledge implications in decision-making. Also, dominant logic is present in decision
makers' minds and managers are often not directly rewarded on the performance of the knowledge processes 
specifically. Therefore, managers will be relatively reserved to invest in advice on this discipline. Squarewise faces a 
major challenge in creating the awareness and commitment with their (prospective) clients necessary to pull 
them over the threshold to actually start working for them. Communicating best; and worst practices can be useful 
to this goal. Also clear, illustrative publications displaying their expertise (such as the intermediate report of this 
study) can help in creating awareness. Fortunately, the aforementioned attributes of the problem field also have a 
bright side; once a client has passed the threshold of awareness and commitment, external advice is very valuable. As 
mentioned in the recommendations for clients, having a comprehensive knowledge assessment is crucial. Fieldwork 
has shown that companies find it very difficult to create a complete, methodologically correct assessment. Also, I 
recommended companies to learn from each other. Squarewise, with its extensive knowledge about both theory as 
practice then has a unique position to help companies on both these aspects. 

On the developed assessment model specifically, I think it can serve as a comprehensive example or as a quick 
scan. Hence it can be useful for displaying expertise and as an illustrative explanation of relevant aspects of 
knowledge management in offshoring. I stated with the recommendations for the clients that the model could have 
a next level of powerfulness if it is adapted to the specifics of a company or business unit. For this tool to have real 
impact, it needs to be tailored to the users and the output can me made more concrete. Most :MNCs already have 
numerous assessment protocols preceding their investment decisions, a knowledge assessment could be 
incorporated in that, and so its use would be almost guaranteed. Besides, some companies have already worked on 
parts of the tool. For instance, many companies somehow differentiate on the profit potential of their technologies, 
this gives a good indication on the value of such a technology. This information could then be integrated in the tool 
representing the 'value of knowledge' variable. As was demanded in the design requirements, the tool can be easily 
adapted to user needs. Firstly it is easy to change the parameters of the tool. Some relations might be stronger and 
weaker, or correlations may exist, these can be inserte directly and the engine of the tool will automatically adapt. 
Also, modular use of the tool is possible. In some situations, clients might only be interested in one of the 
knowledge processes. This could be addressed easily by only using the parts of the tool that are relevant to the 
particular knowledge process of their interest. 

At the starting point of this research, a method was intended that would value the impact of knowledge 
implications in a financial criterion. This goal has not been achieved. However the argumentation for this deficit 
contains important lessons. Squarewise, participating companies and also I prefer financial figures for their ease of 
interpretation and competence to compare to the value of other things. However, expressing value financially 
without a methodologically correct and grounded analysis, rather creates pseudo-reliability then it would really help 
making better decisions. In my fieldwork, I have embarked upon methods that, from my judgment, are subject to 
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this problem. I see the desire to value things financially as a delicate temptation, which should be treated with 
utmost care. The most important requirements for an adequate financial valuation method are described in 
paragraph 3.2.3. 

6.2 PRACTICAL AND SCIENTIFIC REFLECTION 

This section reflects on the main elements that comprise the added value of this research. These are put into 
the perspective of this report and are discussed in detail. In retrospect, the bottom line of this study can be 
summarized rather easily. This summary is visualized Figure 6.1. In the problem domain, both the initial problem 
statement as the problem definition consisted of a corresponding overall problem and basically called for support on 
three levels, which are labeled in this summary as (a) comprehend; (b) assess and (c) act. The key words that belong 
to these levels are presented in the figure. These three levels of support were all respectively addressed by the four 
building blocks, visualized in the solution domain. The most dominant relations between the concepts are identified 
through arrows. On both sides of the problem and solution domain, reference is made to the primary sources of the 
different concepts. The specific contributions from theory are indicated on the left and the contributions from the 
fieldwork (practice) on the right. 
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Figure 6. 1 Summary of the key concepts of the research 
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Reflecting on this summary, I distinguish four elements that, on top of the developed model that was discussed 
in the recommendations, comprise the added value of this research. These elements are discussed separately. In this 
reflection, special focus is given to three aspects: (a) practical relevance, so the extent to which it solves the problem 
statements; (b) scientific relevance, the extent to which it is a contribution to science and addresses the observed 
literature deficiencies; and (c) application domain, the extent to which the element can be generalized to other 
contexts of use. 

1. Identifying the blind spot: Basically this is the problem diagnosis, the fact that knowledge arguments are 
underrepresented in decision-making. This is the recurring theme and main rationale of this study. It's importance is 
grounded on the Knowledge Based Theory of the Firm. I have collected supplementary empirical evidence 
supporting this observation. As frequently referenced to, this blind spot has been identified by various scholars. 
Therefore, its scientific relevance is rather limited. However, its practical relevance is large, especially for the 
stakeholders of this research. As mentioned in the recommendation for clients, awareness of the blind spot is the 
first and most important step. For Squarewise, the collected empirics deepen their understanding but also provide 
them with grounded evidence in their 'campaign' for awareness on knowledge implications. For the participating 
companies, discussing the blind spot has probably added the most value. As this finding is rather universal, its 
application domain is very wide. As essentially argued by scholars of the Knowledge Based Theory of the Firm the 
impact on knowledge resources should be a leading argument in every strategic decision. In offshoring, knowledge 
implications are especially relevant, because of the discussed challenges from a knowledge point of view posed by 
the offshore environments. However, other business trends might pose similar challenges. Ample research has been 
done displaying the relevance of the blind spot for decisions on e.g. outsourcing, open innovation and alliances. 
Concluding, this element has primarily practical relevance and this relevance has a large application domain. 

2. The six knowledge processes framework: As the arrows in the above figure display, this framework was 
designed for managers to identify and comprehend the implications of their decisions from a knowledge point of 
view. As observed both in the evaluation of the design as in the field analy.;is, it was found to be a well structured 
framework Managers found it especially valuable as it gives a rather complete overview of types of knowledge 
implications since it logically covers the entire knowledge value chain and so the evolution of a company's 
knowledge. The downside from a practical perspective is that the framework is rather abstract and therefore requires 
explanation. Additionally, in some cases, not all the six processes were deemed relevant to the respondent. This 
element also has scientific relevance. Basically it is a combination of two knowledge value chains, but comprises two 
valuable extensions. Firstly the process of knowledge protection is added, which definitely makes the model more 
compete and also facilitates making trade-offs between e.g. knowledge protection and knowledge sharing. Secondly, 
emphasis was added on the differences between knowledge sharing internally and externally. In offshoring, these 
two processes came with their specific challenges and determinants. I regard these extensions useful additions to 
theory on knowledge value chains and knowledge processes. I think the application domain of this element is large. 
The process of knowledge protection is relevant for any company that invests in R&D or other way.; of creating 
unique knowledge. The separation of internal and external knowledge sharing is especially relevant to off shoring 
because of the cliff erent modes ranging from fully owned, to fully outsourced. Where knowledge protection is 
relevant almost everywhere, this separation probably has a somewhat smaller application domain. It is most likely 
relevant to situations where different parties have to come together, but barriers continue to exist. In essence, it 
might be relevant to strategic alliances, innovation networks and joint ventures, but not to an internal restructuring. 

3. The 22 situational factors and its relations to the knowledge processes: As discussed in the deficiencies 
of literature, focus in the knowledge transfer community has been limited to the trade off between knowledge 
sharing (replication) and knowledge protection (imitation). Moreover, a typical scientific research on knowledge 
transfer discusses the relation of three to five independent variables (determinants) on these two processes. For this 
research, I have synthesized the variables from all the studies that I could find, and included the most prevalent 
determinants I have found in the fieldwork Moreover, I have not only considered their impact on knowledge 
sharing and protection, but on all the six identified knowledge processes. Both this approach as the resulting 
synthesis has large theoretical relevance. It targets the above mentioned deficiency of the knowledge transfer 
community. Additionally, the completeness of the synthesis of determinants allows an assessment to be made to 
predict both the strategic importance as the expected performance of the individual knowledge processes. This 
method is the basis of the assessment, which provides decision making support from a knowledge perspective; 
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another identified deficiency in literature. The practical relevance of this element is also high, it not only facilitates 
the manager to predict the impact on the knowledge processes, it also creates understanding on the driving forces 
behind these processes. Per knowledge process, there is an overview which determinants are crucial to this process, 
this creates understanding, and also input to the interventions a manager can take to improve the implications on 
this process. The application domain of the synthesis itself (the 22 factors) is limited to the scope of this research. 
Some of the determinants will be important to any situation, but some are also specific to offshoring. However, the 
approach of reviewing relevant literature, and doing field analysis to come to the key determinants, using them 
together as a basis for assessment, could be used in many contexts. It could possibly be used in the same context 
that the blind spot is relevant for, of which some examples are given above. 

4. Identified problems, opportunities and interventions: The fourth building bock of the model. These 
findings are very practical. It gives direct insight in which problems or opportunities to expect and how to address 
them with interventions. In both the intermediate reporting as the test sessions, managers showed great interest in 
these practical insights, as they are very concrete and actionable. On a scientific level, these findings have limited 
relevance. It is just a synthesis of remarks of all the interviewed persons and their relevance has not been tested in 
the field nor grounded in theory. It also does not address the literature deficiencies. These findings are really specific 
to the scope of this study. Therefore their application domain is limited to this scope. 

Overall 

Summarizing the above delivers Table 6.1. Here we can see the emphasis of this research on practical relevance, 
as was aimed for by both the researcher as the principal company. Additionally, some of the literature deficiencies 
were targeted, which results in the scientific relevance of two of the key elements. The first two elements and the 
approach behind the third element could also be valuable in other environments. 

Identified element Practical relevance Scientific relevance Application domain 

1. The blind spot High Low Very large 

2. 6 knowledge processes Medium High Large 

3. 22 situational factors High High Synthesis: limited to scope 

Approach: Large 

4. Problems, opps & High Low Limited to scope 
interventions 

Table 6.1 Reflection on four key elements of the research 

6.3 SUGGESTIONS FOR FURTHER RESEARCH 

Now we have looked back on the substance of this research, it is time to look forward. Due to the explorative 
character, the outcome of this research should not necessarily be considered definitive. The study has mainly created 
conceptual insights in an uncertain problem field, but these insights can be further developed. In this section, the 
main suggestions for further research are presented. 

1. Concretizing the assessment output: As mentioned both in the evaluation of the model as in the 
recommendations, the output of the assessment is not concrete enough to have real impact. The first opportunity I 
see here is collecting scores on the scoring sheet from a large number of companies and industries. This would 
create a large number of assessments. Accordingly, extreme values, ranges and averages in the outputs can be found 
and industries/ initiatives can be compared to each other. This information can be very valuable to the interpretation 
of the output of the assessments. It would allow the overview of implications to be presented for instance next to 

the average of the industry, and also the range of different outcomes in the industry can be compared. 
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Also, this might allow for the distillation of a set of standard configurations of situational factors. Analogous to 
~finzberg's structure configurations of organiz.ations, offshoring initiatives might also come in a limited set of types. 
Specific interventions or strategies can then be defined for a certain configuration. This would make the assessment 
significantly easier and comprehensive and would also have scientific relevance. 

2. Refining the assessment engine: In depth analysis on the 22 situational factors and their relation to the 
knowledge processes offers large potential. The causal relationships between the factors could be investigated. 
Adittionaly, correlations between the factors can be identified. E.g. employee turnover has a higher impact on 
sharing difficulties in combination with low codifiability of knowledge. Also, rules could be developed on assigning 
weights to the different factors. These additions would make the assessment more accurate and would also be 
helpful for the user to comprehend the interrelations between the 22 situational factors. 

Currently, the presented interventions are only soned on their relevance to the knowledge processes. Therefore, 
these interventions are still generic. Logically, the relevance of interventions is also related to the situational factors. 
These relations could be investigated and identified. So, a set of tailored interventions can be presented based on the 
assessment of the user's situation. Potentially, these (sets of) interventions could also be linked to the different 
configurations as mentioned in the previous suggestion for funher research. 

3. Generalization to other domains of use: As indicated in the reflection of the key elements, some of the 
concepts of this research could also be relevant to other application domains. With relatively small effon, a 
knowledge assessment tool for strategic alliances or outsourcing decisions could be constructed. 

6.4 PERSONAL REFLECTION 

My personal drivers for this study were to funher investigate the fields of knowledge management and strategy 
formulation. On the borderline between the two I indicated the specific challenge of the creation of sense; 
arguments to suppon strategic decision-making in the abstract, complex field of knowledge management. 

On knowledge management I have thoroughly developed my expenise. I have leaned a lot from both theory as 
the practical analysis. Mostly I have learned from the enlightening, fundamental discussions with my academic 
supervisors and the superb coaching and criticism from Squarewise colleagues. I still find it an intriguing topic and 
hope (and am sure) to continue working on it in the future. Also my interest in strategic management has been fed 
continuously throughout this research. I have always looked at the empirical field from a strategic perspective, and 
the focus of the design has been on improving the strategic decision-making process. The interviews with 
panicipating companies and experts provided a fist hand insight in how companies formulate their strategies. The 
field of strategic management is fascinating, and making the tradeoff between uncertainty and speed of decisions is 
an ongoing dilemma. 

On the borderline between the two, the possibilities of distracting sense from complexity were intensively 
explored. Overall, the developed method creates valuable insights to the decision-maker, allowing to make either 
faster decisions, decisions with more certainty, better decisions, or, most realistically, a combination of the three. 
However, I was also strongly confronted with the limitations and difficulties of decision-making support in this 
complex, turbulent and abstract field, sometimes metaphorically labeled the 'knowledge arena'. The inability to value 
knowledge implications financially was such a difficulty. Besides, I have struggled with the width of the topic and 
differences of opinion on knowledge management, even among academia. Numerous definitions, frameworks, 
taxonomies exist, and all of them have pros and cons. Moreover, it is difficult to demark the scope of knowledge 
management. Which influences are part of my scope and what not? What is a knowledge implication and what not? 
These questions have been running through my mind continuously. 

In essence, I have experienced the central problem of this study myself. In the project, I often had to manage 
my research strategy. Decisions had to be made even though I was unclear about what was going to be the outcome. 
I was absolutely committed to creating valuable results in this research, however sometimes I felt not to be in 
control. This was very difficult for me. I had laid out my research plan and had to trust on a positive outcome, even 
though I had no idea what that outcome would be. As an illustration: the intermediate presentation carried a quote 

64 



6 RECOMMENDATIONS AND REFLECTION 

from Albert Einstein as a subtitle: "As our circle of knowledge expands, so does the circumference of darkness 
surrounding it". At that point, that represented my state of mind in the research, and in retrospective, my company 
coach was right to label this subtitle as a kind of disclaimer. Fortunately, the decisions made at the intermediate 
presentation and shortly after, commenced the focus of the study shifting from diverging to converging. With the 
help of my coaches and also some study friends, I managed to speed up the decision-making process on my 
(research) strategy and demarcation. Ultimately, I have finished my research without delay. Concluding I think I 
have learned a lot on both the possibilities as limitations and difficulties for strategic analysis in the knowledge 
economy. Also, I have learned that I find it difficult to cope with uncertainty and make decisions. The bottom line 
of this study visualizes the importance in our economy of coping with uncertainty and making decisions, therefore 
these are two skills for me to give special attention in my personal development. Even though I will always try hard 
to analyze and predict, I will have to learn to make decisions with uncertainty. 

Lastly, through this study I gained experience with performing design-focused research. The project was slightly 
different from the standard design-focused standard projects at my faculty. Two essential differences are discussed. 
Firstly, this research does not address a specific problem in a specific environment. It rather addresses a type of 
problem that is relevant to many environments. One problem was not targeted specifically, but 20 cases were 
investigated and both commonalities as differences were analyzed. This created an extra difficulty in the research, 
not only in the problem analysis, but also in the design, as it needed to be applicable to many organizations, given 
their differences. This explains the background of the recommendation to further concretize the design to specific 
organizations. On the positive side, the findings of the study have a wide application domain and can even be 
generalized to other domains, as indicated above. Secondly, the principal company of this study was not the direct 
problem-owner. The central problem exists in the organizations of Squarewise's clients. This has especially 
complicated fieldwork as companies always needed to be convinced to participate. Also, the depth of analysis within 
the participating companies was restricted, especially since initiatives were sometimes confidential. A large effort has 
been put into convincing parties to participate and also additional information sources have been used extensively. 
In general, the fact that this study aimed to create a solution to the central problem, I found very enjoyable and 
rewarding, and given the above mentioned difficulties, it was definitely challenging. The fact that the main research 
results come in the form of an actually usable design improves the usability and so the added value of the research 
outcomes. Moreover, I was personally driven by the ambition to create something that both Squarewise as the 
participating companies could actually use. Because of the concreteness and the usability of the research outcome, I 
believe it has not only been rewarding for me, but also for other stakeholders. 

65 © SQUAREWISE B.V. 



DECISION-MAKING IN 0FFSHORING FROM A KNOWLEDGE PERSPECTIVE; ILLUMINATING A BLIND SPOT 

DEFINITIONS AND ABBREVIATIONS 

Absorptive Capacity: The ability of an organization to recognize the value of external and/ or new 
information, assimilate it, and apply commercially (adapted from Cohen & Levintal, 1990) 

Appropriability Regime: The ability through which f inns are able to capture the rents generated by their 
innovations. 

Competence Centre: A geographic region where outstanding expertise and development is present on a 
certain discipline (e.g. Application development in Bangalore region, India) 

Dominant Logic: The fact that firm's decisions are biased by the Managers' shared mindset about how to 
make decisions, the business and competitive advantage. Dominant logic is related to the concept of bounded 
rationality. 

Expected Performance (of a knowledge process): The expected productiviry (effectiveness x efficienry) with which 
the particular knowledge process will take place. 

Knowledge Acquisition: The acquisition of knowledge from external sources. Through this process, a 
company develops, improves its existing knowledge through learning from others (Technical, managerial or market 
knowledge) 

Knowledge Application & Emission: Embedding knowledge into organizational outputs for release into the 
environment such as products, services or processes (physical outcomes) or licenses, publications, knowledge trade 
etc. Through this process companies try to extract maximum value from their knowledge through commercializing 
it maximally. 

Knowledge Creation: The generation of new, innovative knowledge, internally. Through this process, a 
company develops, improves its existing knowledge through learning (e.g. experimentation, discovery, derivation) by 
itself. 

Knowledge Evolution: The combination of all possible acttvltles in the knowledge value chain (the six 
processes) that ultimately determine the mutations of the value of the company's knowledge. 

Knowledge Transfer: The process through which one network member is affected by the knowledge of 
another (adapted from Inkpen, 1995 and Argrote, 1999) 

Knowledge Holder: An individual or a collective group of people or an organized body who possess any 
relevant information, experience and understanding of the internal processes, the business and its market. 
Knowledge holders may exist within one organization or outside an organization or even across organizations or 
industries. (Li and Scullion, 2006) 

Knowledge Implications: The consequences (resulting from a certain decision) that will determine the 
evolution of the company's knowledge and so will positively or negatively influence the company's long term 
performance. 

Knowledge Leakage: Valuable firm knowledge spills out to competitors and they can use 1t to gam 
competitive advantage. (Knowledge spill-over, knowledge expropriation) 
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Knowledge Sharing Externally: Sharing knowledge with third parties, making sure that partners have the 
knowledge required to meet expectations. Through this process companies try to maximize the use of their 
knowledge to increase the competitiveness of their supply chain, for the organization's benefit. 

Knowledge Sharing Internally: Sharing knowledge from the location where it vvas developed, to where it 
needs to be used within the organization. This process takes place between headquarters (home location) and the 
offshore subsidiary, but also within and between subsidiaries. Through this process companies try to maximize the 
use of their knowledge for the organization's benefit. 

Knowledge Protection: Ensuring maximum appropriation of developed knowledge, aiming to maximally 
capture the profits that result from innovations. Through this process companies try to extract maximum value 
from their knowledge through preventing it to flow to potential competitors. (Synonyms found in literature: 
knowledge hoarding; knowledge retention; knowledge appropriation) 

Offshoring: The relocation of a business processes to another country, especial/y a country overseas. This might include any 
business process such as R&D, manufacturing, sales or back office services. Offshoring is the relocation of a 
business process previously done at a home location to a foreign country, regardless of whether the work done in 
the foreign country is still perlormed by the parent company or a third-party. (definition adapted from Wikipedia, 
2006) These foreign countries are usually developing countries with low-cost labor such as India and China. 

Offshoring Initiative: Either a plan to offshore a certain process (strategic scenario) an already offshored 
operation. 

Strategic Importance (of a knowledge process): The relative importance of the particular knowledge process 
for achieving future competitive advantage. 

FDI: Foreign Direct Investment 

KM: Knowledge Management 

MNC: Multinational C.Ooperation 

OEM: Original Equipment Manufacture 

ODM: Own Design and Manufacture 

OBM: Own Brand Manufacture 

RBV: Resource Based View 

TCE: Transaction C.Ost Economics 

WFOE: Wholly Foreign Owned Enterprise (Bruun and Bennet, 2002) (WOFE, WOS) 
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DEFINITIONS AND ABBREVIATIONS 

Absorptive Capacity: The ability of an organization to recognize the value of external and/ or new 
information, assimilate it, and apply commercially (adapted from C.ohen & Levintal, 1990) 

Appropriability Regime: The ability through which finru are able to capture the rents generated by their 
innovations. 

Competence Centre: A geographic region where outstanding expertise and development is present on a 
certain discipline (e.g. Application development in Bangalore region, India) 

Dominant Logic: The fact that firm's decisions are biased by the Managers' shared mindset about how to 
make decisions, the business and competitive advantage. Dominant logic is related to the concept of bounded 
rationality. 

Expected Performance (of a knowledge process): The expected prodltctivity (effecti11t11ess x efficie11q) with which 
the particular knowledge process will take place. 

Knowledge Acquisition: The acquisition of knowledge from external sources. Through this process, a 
company develops, improves its existing knowledge through learning from others (f echnical, managerial or market 
knowledge) 

Knowledge Application & Emission: Embedding knowledge into organizational outputs for release into the 
environment such as products, services or processes (physical outcomes) or licenses, publications, knowledge trade 
etc. Through this process companies try to extract maximum value from their knowledge through commercializing 
it maximally. 

Knowledge Creation: The generation of new, innovative knowledge, internally. Through this process, a 
company develops, improves its existing knowledge through learning (e.g. experimentation, discovery, derivation) by 
itself. 

Knowledge Evolution: The combination of all possible activities in the knowledge value chain (the six 
processes) that ultimately determine the mutations of the value of the company's knowledge. 

Knowledge Transfer: The process through which one network member is affected by the knowledge of 
another (adapted from Inkpen, 1995 and Argrote, 1999) 

Knowledge Holder: An individual or a collective group of people or an organized body who possess any 
relevant information, experience and understanding of the internal processes, the business and its market. 



Knowledge holders may exist within one organization or outside an organization or even across organizations or 
industries. (Li and Scullion, 2006) 

Knowledge Implications: The consequences (resulting from a certain decision) that will determine the 
evolution of the company's knowledge and so will positively or negatively influence the company's long term 
performance. 

Knowledge Leakage: Valuable firm knowledge spills out to competitors and they can use tt to gam 
competitive advantage. (Knowledge spill-over, knowledge expropriation) 

Knowledge Sharing Externally: Sharing knowledge with third parties, making sure that partners have the 
knowledge required to meet expectations. Through this process companies try to maximize the use of their 
knowledge to increase the competitiveness of their supply chain, for the organization's benefit. 

Knowledge Sharing Intemally: Sharing knowledge from the location where it was developed, to where it 
needs to be used within the organization. This process takes place between headquarters (home location) and the 
offshore subsidiary, but also within and between subsidiaries. Through this process companies try to maximize the 
use of their knowledge for the organization's benefit. 

Knowledge Protection: Ensuring maximum appropriation of developed knowledge, aiming to maximally 
capture the profits that result from irtnovations. Through this process companies try to extract maximum value 
from their knowledge through preventing it to flow to potential competitors. (Synonyms found in literature: 
knowledge hoarding; knowledge retention; knowledge appropriation) 

Offshoring: The relocation of a business processes to another ro11ntry, especial!J a co11ntry overseas. This might include any 
business process such as R&D, manufacturing, sales or back office services. Offshoring is the relocation of a 
business process previously done at a home location to a foreign country, regardless of whether the work done in 
the foreign country is still performed by the parent company or a third-party. (definition adapted from Wtkipedia, 
2006) These foreign countries are usually developing countries with low-cost labor such as India and Ollna. 

Offshoring Initiative: Either a plan to offshore a certain process (strategic scenario) an already offshored 
operation. 

Strategic Importance (of a knowledge process): The relative importance of the particular knowledge process 
for achieving future competitive advantage. 

FDI: Foreign Direct Investment 

KM: Knowledge Management 

MNC: Multinational Cooperation 

OEM: Original Equipment Manufacture 

ODM: Own Design and Manufacture 

OBM: Own Brand Manufacture 

RBV: Resource Based View 

TCE: Transaction Cost Economics 

WFOE: Wholly Foreign Owned Enterprise (Bruun and Bennet, 2002) (WOFE, WOS) 
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