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ABSTRACT
Different types of knowledge such as R&D, marketing, and manufacturing knowledge have been focused in the past
researches, while few scholars paid attention to strategic management knowledge. This paper focuses on the attainment
of strategic objective of MNCs’ Chinese subsidiaries, by analyzing the strategic management knowledge transfer from
MNC headquarters to the Chinese subsidiaries. The influence of organizational culture, trust and absorptive capacity on
the attainment of strategic objective was examined. 115 Chinese subsidiaries were surveyed in the empirical research,
showing different results under the Chinese market background. This paper offers a new perspective for the further researches of knowledge transfer and the strategic management practices.
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1. Introduction
As knowledge-based resources play an increasingly important role in sustaining high performance of firms
(Kogut & Zander, 1993) [1], strategy management knowledge is becoming more and more crucial for firms to
win in the competition, especially for geographically dispersed MNCs. However, the construct of strategic management knowledge is ignored for a long period of time
in the knowledge transfer researches. Therefore, to define
strategy management knowledge and figure out its transfer mechanism between MNC headquarters (HQ) and
Chinese subsidiaries is critical for theory development
concerning both knowledge management and international business management.
China is the best database for investigating knowledge
transfer between MNC HQ and subsidiary, since there is
no other place than China having so many MNC subsidiaries. Concerning the development of Chinese subsidiaries of MNCs, new changes have been taking place. However, in this paper, both International Joint Venture (IJV)
and wholly-owned venture will be chosen as research
targets.
Based on the literature review, a theoretical model was
put forward, related hypotheses were testified in the em*
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pirical research, and implications for the future research
and management practice were discussed finally.

2. Theoretical Model and Hypotheses
2.1. Strategic Management Knowledge Transfer
Most of the literatures on knowledge management are
based on knowledge theory (Kogut & Zander, 1993) [1],
which holds that knowledge is firms’ specific property,
difficult to imitate, and untradable (Barney, 1986) [2].
Knowledge is the key resource of enterprise development,
and knowledge difference is the root reason of performance difference among firms (e.g. Teece, Pisano and Sheun,
1997) [3].
Concerning research on knowledge transfer, most of
the past studies focus on technological knowledge; among
the non-technological knowledge studies, most are about
general management knowledge, marketing knowledge
and manufacturing knowledge, with very few focusing
on strategic management knowledge (Simonin, 1999a)
[4]. One of the reasons why strategic management knowledge was neglected could be the ambiguity of this construct, since strategic management is a relatively new
discipline originating mainly from 1970s (Mahoney &
McGahan, 2007) [5].
The construct of strategic management knowledge
should be defined detailedly. Sanchez (1996) [6] suggested using 3 levels of know-how, know-why and knowME
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what to define knowledge. While Wong, Maher, Luk
(2002) [7] defined it as basic strategic knowledge knowhow, viz. mission, goals, objectives, environmental analysis, strategy formulation, strategy implementation, evaluation and feedback.
To make it more practical in the empirical researches,
interview was implemented. 3 Chinese subsidiaries were
contacted and arranged interviews, and the top management team (TMT) was interviewed in a time span of
around 2 months, involving 7 members totally. Semistructural interview was implemented, and the expected
result was basically achieved. Based on the literature
review and materials from interviews, the definition of
strategic management knowledge was defined as: The
long lasting knowledge, such as strategic business values,
operational model of core businesses, enterprise culture
values, and business routines etc.
The theoretical model was raised accordingly. Organizational distance and trust are independent variables.
Absorptive capacity will be the mediator; and the attainment of strategic objective of Chinese subsidairies will
be used as dependent variable (see Figure 1). Firm type
will be the controlled variable.

2.2. Organizational Distance
According to Simonin (1999b) [8], organizational distance
“captures the degree of dissimilarity between the partners
business practices, institutional heritage, and organizational
culture”. Baughn, Stevens, Denekamp & Osborn (1997)
[9] maintained that the huge difference of firm size between partners would lead to the difference of authority,
causing the weaker side too difficult to keep their technology confidential and stay in the alliance. Mosakowski
(1997: 422) [10] also submitted that organizational culture was one important variable of causal ambiguity, and
large organizational culture difference would definitely
lead to higher level of ambiguity between the two partners.
According to Choi & Lee (1997) [11], the larger the
cultural distance between the partners, the more difficult
the inter-organizational knowledge transfer will be.
Therefore, organizational distance can raise the barrier of
knowledge transfer due to the ambiguity they raise for
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the firms. Hence,
Hypothesis 1a: The larger the organizational distance
between MNC HQ and Chinese subsidiary, the less the
attainment of strategic objective of Chinese subsidiary.

2.3. Trust
There is a rich literature on the research of trust, including trust between individuals (Butler, 1991) [12], inter-organizational trust (Nooteboom et al., 1997) [13],
and trust between individual and organization (Zaheer,
McEvily & Perrone, 1998) [14]. In this paper, trust was
referred to the mutual trust between MNC HQs and Chinese subsidiaries, that is, inter-organizational trust.
Actually trust functions like both a social control
mechanism and risk reducing mechanism. Uzzi (1996)
[15] posited that trust can work as governance mechanism in the embedded relationships, increasing the exchange of tacit knowledge related capability and information. Trust can also influence the extent of knowledge
exchange (Inkpen, 1997) [16] and the knowledge exchange efficiency (Kogut, 1988) [17].
In IJV and strategic alliance researches, many scholars
emphasized the importance of mutual trust between partners for the success (Inkpen & Beamish, 1997) [18].
Hence,
Hypothesis 1b: The stronger the trust between MNC
HQs and Chinese subsidiaries, the more the attainment
of strategic objective of Chinese subsidiary.

2.4. Absorptive Capacity
Absorptive capacity was a very important construct in
the studies of knowledge management, and was well defined by many scholars, such as Cohen&Levinthal (1990)
[19], Lane & Lubatkin (1998) [20] and Zahra&George
(2002) [21]. It was first put forward by Cohen and
Levinthal (1990) [19], and was defined as the capacity of
realizing the value of new information, absorbing and
applying new information into commercial ends. Lack of
absorptive capacity is one of the most important factors
that hinder the effectiveness of knowledge transfer (Szulanski, 1996) [22].
Organizational distance can increase the difficulty of
absorbing and transferring knowledge for enterprises,
H1a
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Figure 1. Theoretical model of strategic management knowledge transfer.
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since the two sides have to invest more time in the aspects of mutual communication, design of organizational
routines and the development of mutual management
system (Mowery, Oxley, Silverman, 1996) [23]. Hence,
Hypothesis 2a: The larger the organizational distance
between MNC HQ and Chinese subsidiary, the weaker
the absorptive capacity of Chinese subsidiary in the process of strategic management knowledge transfer.
Trust can influence the extent of knowledge exchange
of IJVs (Inkpen, 1997) [16] and the exchange efficiency
(Parkhe, 1993) [24]. Trust can also lower the knowledge
transfer cost, and increase the possibility of absorbing
and retaining new knowledge (Currall & Judge, 1995)
[25]. Hence,
Hypothesis 2b: The stronger of trust between MNC
HQ and Chinese subsidiary, the stronger the absorptive
capacity of Chinese subsidiary in the process of strategic
management knowledge transfer.

2.5. The Attainment of Strategic Objective of
Chinese Subsidiary
Some scholars used the perceived performance to measure the firm performance rather than financial indices. It
was found that there was close relationship between the
perceived performance indices and those financial ones
(Geringer & Herbet, 1991) [26]. The attainment of strategic objective was used as dependent variable in the study of Yan & Gray (1994) [27], and will also be adopted n
this paper.
Absorptive capacity can influence organizational performance (Cohen & Levintha, 1990) [19]. Absorptive capacity is a function of past knowledge stock (Dierickx &
Cool, 1989) [28], and it plays a more and more important
role in evaluating, transferring and applying new knowledge (Szulanski, 1996) [22].
Lyles & Salk (1996) believed the more the IJVs learned
from parent companies, the higher their performance
would be. Tsai (2001) [29] also agreed on the positive
relationship between subsidiaries’ absorptive capacity
and organizational performance. Hence,
Hypothesis 3: The stronger the absorptive capacity of
Chinese subsidiary in the process of strategic management knowledge transfer, the more attainment of strategic objective of it.

3. Methods
3.1. Sample
The population of this study consists of Chinese subsidiaries in the form of both IJV and wholly-owned venture.
The respondents would be TMT members in Chinese
subsidiaries, including both foreign and Chinese TMT
members, so two language version questionnaires were
Copyright © 2012 SciRes.

adopted based on two-way translation to guarantee the
content validity. 7-point Likert-type scales were adopted,
ranging from “strongly disagree” to “strongly agree”.
These scales were reverse-coded where appropriate.
115 effective questionnaires out of 257 ones were collected through two channels from February to August,
2009, with 35 by Email to MNC subsidiary directly, 80
by collecting in EMBA and TMT class. Group difference
analysis was conducted showing no statistical significance.
Among the 115 questionnaires, 75 (65.2%) is whollyowned venture, while IJV is 40 (34.8%); the home countries of Chinese subsidiaries are mainly from US (21),
European countries (43), South Korea (28), Japan (12);
the industries mainly consist of manufacturing, telecommunication, electronics, food, finance etc.

3.2. Instrument and Measures
Measures of organizational distance were directly adopted
from Simonin (1999b) [8] and adjusted to this research.
Measures of trust were adjusted from Rempel & Holmes
(1986) [30], combining the specific characteristics of
Chinese subsidiaries. In the pretest, it was found that the
CITC (Corrected Item-Total Correlation, CITC) value of
one item was less than 0.5; meanwhile the Cronbach Alpha of trust scale would increase after deleting it. Therefore, this item was removed in the final empirical test.
Measures of absorptive capacity were directly adopted
from Szulanski (1996) [22]. The attainment of strategic
objective of Chinese subsidiary was measured by two
items, implementing Yan&Gray’s (1994) [27] subjective
method from both the subsidiary and HQ sides.

4. Results and Analyses
Amos 7.0 and SPSS 12.0 were the main statistical tools,
and structural equation model (SEM) was used to analyze the theoretical model, which is suitable for both observed and unobserved variables (Bagozzi & Philips,
1982) [31].
Alpha is used to evaluate the reliability level of scales.
The constructs display satisfactory levels of reliability as
indicated by composite reliabilities ranging from 0.721 to
0.853. All the factor loadings were higher than 0.6, above
the critical threshold of 0.5, showing high convergent validity of the scales. Meanwhile, no factor loading above
0.5 fell on two factors simultaneously, showing high discriminate validity.
According to the statistical results of the SEM (Referring to Figure 2), absorptive capacity had significant
positive effect on the attainment of strategic objective.
The hypotheses of the relationship between organizational distance, trust, absorptive capacity and the attainment of strategic objective were partially testified.
ME
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Figure 2. Result of Structural Equation Model Analysis.

According to the statistical results, the negative effect
of organizational distance on the attainment of strategic
objective (γ12 = −0.13) was found nonsignificant. While
the effect of trust was significant (γ22 = 0.19, p < 0.10),
therefore hypothesis 1b was testified.
The nonsignificance of the effect of organizational distance on the attainment of strategic objective could be
attributed to the mediating effect of absorptive capacity,
that is, absorptive capacity reduces the direct influence
between the two variables. Therefore, in the practical
operation of strategic management knowledge transfer,
absorptive capacity should be paid enough attention by
both MNC HQs and Chinese subsidiaries, since it will
influence the knowledge transfer result and the attainment of Chinese subsidiaries’ strategic objective.
Actually the effect of trust on the attainment of strategic objective was significant only on the confidence level
of 0.10. It showed that mutual communication and interaction between MNCs’ HQ and subsidiaries play a critical role in the strategic management knowledge transfer,
and meanwhile the stronger trust leads to more attainment of strategic objective.
According to the statistical results, both hypothesis 2a
and 2b were testified. Specifically, the negative effect of
organizational distance (γ11 = −0.48, p < 0.10), and the
positive effect of trust (γ21 = 0.51, p < 0.001) on absorptive capacity were all found significant.
The positive effect of absorptive capacity on the attainment of strategic objective was found significant (β12
= 0.67, p < 0.001), so hypothesis 3 was verified.
Firm type was used as control variable to explore the
influence of wholly-owned Chinese subsidiary outnumbering the IJVs in the current Chinese market. Analysis
of Variance (ANOVA) was conducted to see whether or
not there was significant difference for all the latent
variables under the classification of firm type. It turned
out that there was significant difference for absorptive
capacity (F value = 13.75, p < 0.001) and the attainment
of strategic objective (F value = 6.48, p < 0.05), but no
significant difference for the others.
Concerning the difference in the attainment of strategic objective, it’s mainly due to the cultural and decision
conflicts in IJV, causing much distraction in the practical
operations in attaining the strategic objective; while the
wholly-owned subsidiaries can focus on their objective
Copyright © 2012 SciRes.
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5. Discussion and Conclusion
The operational definition of strategic management knowledge was re-defined. The past literatures mainly focused
on the transfer of technology or R&D knowledge, marketing and manufacturing knowledge, almost ignoring
strategic management knowledge. This paper expanded
the field of strategic management knowledge related researches to some extent, by focusing on the strategic
management knowledge transfer between MNCs’ HQ and
Chinese subsidiaries.
In this paper, the sample completely came from the
Chinese subsidiary of MNCs. However, if data from the
HQ can be acquired, it will be more meaningful for practice. For the future researches, the dyadic level should be
considered.
Strategic management knowledge transfer is one of the
unavoidable topics for knowledge management, playing
crucial role in the attainment of strategy objective. The
perspective of organizational characteristics will shed
some light on the direction of operational behaviors between the MNC HQs and Chinese subsidiaries. Due to
the unobservable nature of strategic management knowledge, it costs most of MNCs lots of resources to transfer
knowledge from the HQ to Chinese subsidiaries. Therefore, it’s very imperative to lower the knowledge transfer
cost and improve the transfer effectiveness.
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