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1 Introduction

International business (IB) scholars have traditionally analysed multinational enterprises
(MNESs) as the key channels for knowledge transfer to their equity partners involved in
cross-border acquisitions (Bresman et al., 1999; Bresman et al., 2009; Park and Choi,
2014; Zou and Ghauri, 2008) and joint ventures (Lyles and Salk, 2007; Park, 2011). A
body of literature within IB focusing on linkages also suggests that the knowledge
transferred from MNEs may drive local suppliers’ upgrading by directly influencing the
technology used by them, improving their production function and thus enhancing their
capabilities (Giroud, 2007; Giroud et al., 2012; Giroud and Scott-Kennel, 2009). Overall,
studies on knowledge transfer implicitly assume that MNEs are the most important
sources of knowledge for their supplying partner firms in the host country (cf. Marchi
et al.,, 2014). Additional or alternative sources of knowledge (e.g. Fletcher and Harris,
2012) that may be available to the local firms, and their strategies for acquiring them, are
frequently untapped. In addition, the knowledge-transfer channels studied so far mostly
relate to MNE headquarters and their subsidiaries (Foss and Pedersen, 2002; Mudambi
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and Swift, 2011), foreign direct investment (FDI) and local linkage firms (Giroud, 2007;
Giroud and Scott-Kennel, 2009), and MNEs and their strategic alliance partners (Ho and
Wang, 2015). While there has been a rise in externalisation practices such as
subcontracting and outsourcing/off-shoring by MNEs since the 1980s (Strange and
Newton, 2006), the IB literature has continued to focus predominantly on the
perspectives of MNE buyers and only limited attention has been accorded to the
knowledge acquisition challenges of suppliers. There is still limited understanding of the
strategies which suppliers adopt to compensate for the knowledge asymmetries in their
engagement with MNEs. This paper also aims to elucidate the implications of these
strategies for suppliers’ economic upgrading — a concept borrowed from the global value
chain (GVC) analysis and defined as ‘a process of improving the ability of a firm to
move to a more profitable and/or technologically sophisticated capital and skill-intensive
economic niche’ (Gereffi, 1999, p.38). Thus, the study follows up on recent interest in
the cross-disciplinary engagement of IB and GVC perspectives (Johns et al., 2015).

We selected a labour-intensive, low-tech industry context because most existing
studies related to knowledge-transfer issues between suppliers and their MNE buyers
have focused on capital-intensive and high-tech industries. In these industries, a greater
degree of collaboration and knowledge sharing are necessary to create value for the
buyer, and this can be expected to result, as well, in some sort of value for the supplier
(Khan and Nicholson, 2014; Sinkovics et al., 2015). For example, Liu and Zhang (2014)
find that Taiwanese technological suppliers are able to move up the value chain
by switching from original equipment manufacturing (OEM) to original design
manufacturing (ODM) or even original brand manufacturing (OBM) as a result of tacit
knowledge transfer from their MNE buyers. In contrast, the nature of production in
labour-intensive industry is fairly standardised, codified and requires modest skill
(Strange and Newton, 2006). The transfer of tacit knowledge, such as design, advertising
and information technologies, is not needed to create value for MNEs in such industries
(Ernst and Kim, 2002), although it is essential for suppliers if they are to elevate their
position in the value chain through economic upgrading in order to achieve higher
economic rewards (Gereffi and Memedovic, 2003; Tokatli, 2006). These economic
rewards may include higher profit margins achieved by selling higher-value-added
goods, supplying to value-conscious buyers who are less price sensitive and thus offer
better prices, and finally by creating their own brands and global production networks
(cf. Buckley, 2009). Therefore, it is not surprising that MNEs create high entry barriers to
suppliers by protecting their tacit knowledge and by reducing unintended leakages to a
minimum level (Strange and Newton, 2006). As a consequence, suppliers in labour-
intensive low-tech industries face higher barriers to the acquisition of tacit knowledge
than suppliers from capital-intensive high-tech industries. This paper, therefore, seeks to
examine whether and how this situation may influence suppliers’ economic upgrading
initiatives.

Furthermore, the present study seeks to contribute to the literature by focusing on a,
to date, largely neglected form of international outsourcing relationship. The findings
indicate that a number of Bangladeshi garment manufacturers have been producing and
supplying finished apparel to the same buyers since the time of their inception. While
each of these transactions has been discrete, there is evidence of recurrent discrete
transactions without any legally binding original agreement for repeat purchase. Instead
there is an implicit (or at most orally expressed) promise for future orders that is subject
to suppliers’ ability to maintain the expected level of performance within the current
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exchange in terms of price and quality specifications, on-time delivery, social compliance
and protection of intellectual property. In addition, suppliers are required to make a
moderate degree of relationship-specific investment, such as the purchase of customised
raw materials, the specialisation of the labour force, and/or the adoption of social codes
of conduct, in order to be able to meet individual buyers’ expectations. This investment is
necessary not only for the completion of the current transaction but also for the
realisation of buyers’ promises to make repeat purchases. In this paper, we coin the
expression ‘tacit promissory contracting’ to describe this specific form of relationship.
Against this background, the present paper sets out to explore the following three
research questions: (1) Can suppliers in such relationships access any of their buyers’
tacit knowledge? (2) What implications does their access or the lack thereof have for
their economic upgrading? (3) What strategies do suppliers adopt to compensate for
existing knowledge asymmetries?

The paper is organised as follows: Section 2 presents the conceptual background of
the paper after which section 3 outlines the methodology. Section 4 presents and
discusses the findings. The conclusion section summarises the theoretical and managerial
implications, limitations and further research ideas.

2 Conceptual background

2.1 Tacit promissory contracting

The relational form explored in this paper can be explained by drawing upon the theory
of the governance of contractual relations (Williamson, 1985). Macneil (2000) defines
contracts as ‘relations among people who have exchanged, or expect to be exchanging in
the future — in other words exchange relations’. ‘In this very idea, contract refers to the
“relationship” in which the exchange occurs rather than specific transactions, specific
agreement, specific promises or specific exchanges’ (Macneil, 2000, p.878). Therefore, a
contract can be informal or formal/legally binding. However, in the legal landscape, a
contract is always legally binding; and according to the law of contracts a legally binding
contract includes the agreement of both parties in a form which is sufficiently certain for
the court to enforce (McKendrick, 2015). Contract law identifies two main forms of
legally binding contracts: classical and relational. While classical contracts are rigid in
nature and are used for governing discrete arm’s-length transactions, relational contracts
refer to original legally binding agreements which include flexible clauses and which are
applied for the governing of ongoing transactions between firms and also other
administrative-type, tacit exchanges that may or may not refer to the original agreement.
In the theory of governance of contractual relations, Williamson (1985) theorised
about two extreme forms of governance, market and relational, drawing upon the
classical and relational contracting laws respectively. Market governance is efficacious
when a one-off discrete transaction is made with little/no transaction-specific investment
made by either party because the goods in question are standardised in nature and could
be produced with standard equipment. Such transactions are operationalised through a
classical sales contract and there exists no joint planning on future structures and
processes for maintaining the relationship. On the contrary, relational governance is
applied when parties make recurrent discrete transactions under an original legally
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binding agreement, even if not all of the interactions, investments and exchanges will
always refer to the original agreement. Such relationships are characterised by a high
degree of reciprocity in terms of relationship-specific investment, socio-economic
support, planning for the future and problem solving. The exchanges in such
relationships involve a high level of tacit content and cannot always be measured in
monetary value. The termination of the relationship is highly unlikely and, if it does
occur, is likely to be gradual (Williamson, 1985).

The form of relationship studied in this paper sits in the middle of a spectrum with an
extreme transactional pole and an extreme relational pole. The studied firms have been
making recurrent discrete transactions with the same buyers since their inception, but
without the existence of any original legally binding written agreement. Each transaction
is discrete and undergoes a process of bargaining in which the buyers often dominate and
the suppliers consent to the price through an invoice. The international nature of the
transaction could potentially result in greater uncertainty for both parties in terms
of currency rate fluctuation, and payment and shipment delays, which necessitates
the involvement of a third party as a guarantor. Thus, each time, the exchange is
operationalised through a letter of consent (LC), issued jointly by the banks of the
supplier and the buyer, providing a guarantee of payment and the delivery of the goods
respectively. The LC is the only legally binding document that holds the substance of
each exchange, such as the agreed price, volume, quality specifications and other clauses
of sale. Buyers are not legally bound to make a repeat purchase, although they make a
promise (non-legally binding) in which they informally (primarily orally) consent to
make a repeat purchase if the suppliers perform at an expected level in the current
transaction. Suppliers still have to make relationship-specific investments, such as the
purchase of customised raw materials, the specialisation of labour and the
implementation of labour codes in order for the current transaction to happen and to
attract repeat orders from the same buyer, even though the plans for future orders are
never legally binding and always tentative.

The buyer’s ‘promise’ is the key incentive that encourages suppliers to make
idiosyncratic investments. According to contract law, the definition of a ‘contract
promise’ corresponds to a ‘present communication of a commitment to future
engagement in a specified measured exchange’ (Macneil, 1978, p.858). In this case, the
‘specified measured exchange’ is suppliers’ past performance and their commitment
to serve the buyers’ customised needs (expressed via their relationship-specific
investments). Macneil (1978, p.858) also stresses that ‘trust must exist if a promise is to
be of any value’. Therefore, suppliers make such investments primarily out of their trust
in the buyers and their tacit expectation of receiving future orders from them, although
there is no legally binding agreement. As the relationship is primarily based on an
informal, either orally expressed or implicit, promise, the term ‘tacit promissory
contracting’ can be coined to describe it. A comparison of tacit promissory contracting
with market and relational governance is displayed in Table 1, including dimensions
such as level of personal involvement, communication, measurability, socio-economic
support, planning, cooperation, sharing of obligations, transferability, duration,
commencement, termination and participants’ views (cf. Macneil, 1978), to contrast the
features of extreme transactional and relational forms of governance.
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With rising global competition and the ever-increasing power of reputable branded
retailers, numerous suppliers compete to be part of the GVCs of these retailers. There
exists an extreme power asymmetry between MNEs and their suppliers (Pietrobelli and
Saliola, 2008; Ponte and Gibbon, 2005). This explains why MNEs can control operations
through an informal promise of a repeat purchase without any legal obligation to deliver
on that promise. At the same time, the hope that the buyer will place a repeat purchase
and a lack of alternatives obliges suppliers to follow MNEs’ codified instructions,
maintain performance-oriented expectations and make relationship-specific investments.
The absence of a legal agreement enhances the flexibility and bargaining power for the
MNE buyers, making termination fairly easy and rapid, without incurring much of a
transaction cost (Williamson, 2008). The higher degree of flexibility could also bring in
increased economic efficiency for the MNEs (cf. Madhok and Tallman, 1998). On the
contrary, this higher degree of flexibility translates into greater uncertainty for the
suppliers. As a consequence, suppliers are likely to be more committed to offer
reciprocity in exchange for MNEs’ promises by maintaining expected levels of
performance and relationship-specific investments. Therefore, the footloose nature of
the relationship enables the buyers to capture greater economic efficiency from their
suppliers.

2.2 Knowledge transfer in international outsourcing relationships

The IB literature on knowledge transfer predominantly focuses on knowledge flows
between MNE headquarters and their subsidiaries (Bjorkman et al., 2004; Lyles and Salk,
2007). The knowledge-transfer process has been studied in the context of international
joint ventures (Lyles and Salk, 2007; Park, 2011) and acquisitions (Bresman et al., 1999;
Bresman et al., 2009; Zou and Ghauri, 2008). Previous studies have identified the
role of MNEs’ capabilities (Park, 2011), willingness (Wang et al., 2004) and control
mechanisms (Park and Choi, 2014) as factors shaping the success of knowledge transfer
to subsidiaries. The attention of these studies is on MNE:s as the focal node of knowledge
creation and distribution to their subsidiaries (Marchi et al., 2014). This body of literature
presumes the knowledge flow to be a one-way process in which subsidiaries are regarded
as mere learners (Lyles and Salk, 2007).

An alternative stream of IB literature highlights the role of subsidiaries in knowledge
creation (Almeida and Phene, 2004; Andersson et al., 2005), their contribution in
extracting local knowledge and then feeding it into MNEs’ global networks (Buckley and
Carter, 2002; Mudambi, 2002). These studies shift the focus towards subsidiaries from
the traditional one on headquarters as the focal nodes of knowledge. Even so, these
studies are centred on knowledge flows within an intra-organisational network, in which
greater coordination and collaboration exist between a knowledge transferor and recipient
(Marchi et al., 2014).

Only recently, a small number of studies have examined knowledge transfer in inter-
firm networks such as international strategic alliances (Ho and Wang, 2015) and cross-
border outsourcing relationships (Liu and Zhang, 2014). The tendency for regarding
MNEs as the vital source of knowledge is also evident in this body of literature (Bojica
and Fuentes, 2012; Liu, 2012). Suppliers are assumed to depend only on MNE buyers for
knowledge resources (Liu, 2012). Further to this, Liu and Zhang (2014) found that the
knowledge flow from MNE buyers influenced suppliers’ capability formation. While this
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body of literature provides critical insights on knowledge transfer within inter-firm
networks, it ignores the alternative sources of knowledge (besides MNE buyers) that may
influence suppliers’ upgrading performance.

In this respect, Fletcher and Harris (2012) argue that small firms can acquire tacit and
explicit knowledge required for internationalisation from both external and internal
sources. They list a number of internal and external knowledge sources. The internal
sources include employees and MNE buyers, and the external sources include network
partners, business associations, chambers of commerce, consultancy firms or research
agencies, trade databases and government sources. Tacit knowledge can be acquired
and/or developed from past mistakes, collaboration with buyers/partners, grafting and
mimicking competitors. Explicit knowledge can originate from internal staff, formal and
informal communication lines, codified information from buyers and published
organisational documents (Huber, 1991).

The alternative sources (other than buyers), including employees, network partners,
business associations and consultancy firms, may hold specific significance in our paper.
We assume that suppliers’ access to MNE buyers’ knowledge resources will be limited in
our relational context. Li et al. (2010) argue that a formal legally binding written contract
can enhance the potential for explicit and tacit knowledge flow in a long-term
relationship in three ways; first, by constructing the foundation of collaborative exchange
though formalisation of precise goals and expectations; second, by reducing the risk and
thereby increasing the level of comfort to an collaborative exchange through prevention
of opportunistic behaviour; and third, by formalising the process of knowledge transfer.
In line with these arguments, a possible question could, therefore, be whether and how
the absence of a formal contract influences suppliers’ access to MNE buyers’ knowledge
resources.

In addition, the access may also depend on MNEs’ strategic intent to share
knowledge with the suppliers (conceptualised as ‘knowledge openness’ in Liu and Zhang
(2014)). In this respect, we draw on Giuliani and Macchi (2014) who suggest that, when
MNESs’ strategic motivation for investment is to seek economic efficiency, they have an
insignificant/negative economic impact on host-country firms. This implies that
efficiency-seeking MNEs are likely to safeguard their core knowledge (often design
skills and branding) and thus reduce knowledge transfer or unintended spill-overs to a
minimum level. These MNEs may allow suppliers to access only the codified knowledge
that they need in order to smoothly perform the production function. Hence, the suppliers
in our study context are unlikely to get access to their MNE buyers’ tacit knowledge; if
this is the case, then how do the suppliers compensate for the lack of knowledge resulting
from their constrained access? In this respect, Sinkovics et al. (2014) argue that firm
survival is often dependent on alleviating constraints. In line with this argument,
suppliers’ survival in the global market and their ability to satisfy powerful trading
partners may depend on their strategies to alleviate the knowledge constraints which is an
area of research that has received limited attention to date (Marchi et al., 2014).

2.3 GVC governance, upgrading and knowledge dynamics

GVC analysis could argued to be a framework for investigating the management of
externalisation in a global context. More specifically, the framework helps us to
understand how a group of firms operating in a specific functional position is governed
by a lead firm (Gereffi and Lee, 2012). The primary focus of GVC analysis is on the



Supplier strategies to compensate for knowledge asymmetries 263

governance of inter-firm relations and thus it offers a basis for IB studies aiming to
investigate knowledge flow and other concerns in networked forms of MNE-supplier
relationships (Lee and Gereffi, 2015). The GVC approach provides a holistic view of
global industries from two vintage points: top down and bottom up (Gereffi and Lee,
2012). The top-down view focuses on the organisation of value chain activities and the
modes of governance coordinating the value chain (Gereffi et al., 2005), while the
bottom-up view focuses on upgrading by suppliers (Barrientos et al., 2011; Gereffi, 1999;
Giuliani et al, 2005; Pavlinek and Zenka, 2011). These two perspectives are
complementary and interdependent (Lee and Gereffi, 2015).

Within the top-down view, Gereffi et al. (2005) identify five possible modes of
governance. Market governance and hierarchical governance are the opposite extremes
with the first one referring to purely transactional, non-equity relationship and the later
one referring to equity relationship characterised by high degree of collaborative
exchange. Between these two extremes, the three non-equity forms of relationships are
captive, relational and modular. Our studied form of relationship is very much in line
with the captive form of governance, in which buyers restrict the supplier from serving
other buyers in order to exclude competitors from reaping the benefits of their efforts.
However, one of the key differences in the case of ‘tacit promissory contracting’ is that
suppliers are not bound to serve a specific buyer and can serve multiple buyers at the
same time. The other characteristics of captivity are still prevalent, such as the high
bargaining power of the buyers, a high ability to codify, low supplier capabilities and an
absence of mutuality.

In contrast to Williamson’s (1985) theory of contractual governance, the ‘contract’
(formal or informal) is not a focus of the theory of GVC governance put forward by
Gereffi et al. (2005). Thus, it is not yet sufficiently understood to what extent ‘tacit
promissory contracting’ differs from the captive form of governance from a contractual
point of view. This ambiguity highlights a specific concern about the theory of GVC
governance in relation to the role of a legally binding contract within the different forms
of governance. It is observed in our paper that the existence and the form of a legally
binding contract can potentially shape the extent of uncertainty and power asymmetry
involved in a buyer-supplier relationship, which can influence the nature of the
governance as well. To this end, the form of contract could be an important factor in non-
equity-based governance modes, which, however, is not explicitly highlighted in the
theory of GVC governance.

The bottom-up view of GVC analysis focuses on upgrading, defined as the ‘capacity
of a firm to innovate in order to increase the value added’ (Giuliani et al., 2005, p.550).
Economic upgrading is a form of upgrading that has a capital dimension and a labour
dimension. The capital dimension refers to the use of new machinery and advanced
technology. The labour dimension refers to skills development through which increased
productivity is achieved (Barrientos et al., 2011). Humphrey and Schmitz (2002)
categorise economic upgrading in the following way:

1 Process upgrading involves changes in the production process with the objective of
making it more efficient; this can be achieved by substituting capital for labour.

il Product upgrading means introducing more advanced product types, often requiring
higher-skilled workers to make items with enhanced features.
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il Functional upgrading is changing the mix of activities performed towards higher-
value-added tasks. Gereffi and Frederick (2010) suggest four functional upgrading
trajectories:

a  Cut, make and trim (CMT) producers: the focus of the supplier is on production
alone, and assembling imported inputs following buyers’ specifications.

b  Package contractor sourcing or Original Equipment Manufacturer (OEM): the
supplier takes on a broader range of tangible manufacturing-related functions,
such as sourcing inputs and inbound logistics in addition to production.

¢ Full package provider or Original Design Manufacturer (ODM): supplier carries
out some of the pre-production processes, including design and R&D.

d Original Brand Manufacturer (OBM): supplier acquires post-production
capabilities and is able to fully develop products under its own brand names.

iv  Chain upgrading means shifting to a more technologically advanced production
chain that involves moving into new industries or product markets.

In GVC analysis, knowledge dynamics are usually examined in relation to the process of
upgrading. While IB studies predominantly focus on intra-organisational knowledge
flows (mainly, between headquarters and subsidiary), the GVC literatures cover the same
in a range of inter-firm/non-equity relational contexts (Marchi et al., 2014). The GVC
analysis explores the link between these forms of inter-firm governance and the nature of
knowledge transferred (e.g. Gereffi et al., 2005). There is also evidence in the GVC
literature that the form of inter-firm governance influences the type of upgrading in the
supply base (e.g. Humphrey and Schmitz, 2002). Furthermore, Ernst and Kim (2002) find
that inter-firm knowledge transfer in a global production network provides new
opportunities for capability formation by local suppliers in developing countries.
Previous studies in GVC analysis, therefore, have separately examined the connection
between inter-firm governance and the nature of knowledge flow (e.g. Gereffi et al.,
2005), inter-firm governance and the type of upgrading (e.g. Humphrey and Schmitz,
2002) and the nature of knowledge flows and suppliers’ capability development (e.g.
Ernst and Kim, 2002). While these findings imply that there may exist a link between the
form of inter-firm governance, the nature of knowledge flows and the level of suppliers’
upgrading (Marchi et al., 2014), to date this line of reasoning remains unaddressed in the
GVC domain. Inspired by GVC analysis, therefore, we aim to explore this link.

GVC analysis not only pays attention to MNEs as the focal node controlling
knowledge flows, but also considers the role of suppliers. The capabilities of suppliers
are regarded as a key determinant of knowledge flow and form of governance in this
domain (Gereffi et al., 2005). It must be noted, however, that GVC analysis has also been
criticised for its lack of focus on the firm-level internal strategy adopted for such
capability development (Coe et al., 2008). As a consequence, there is limited attention
accorded to suppliers’ strategies for acquiring knowledge outside of the relationship with
their lead firm. In tacit promissory contracting, in which buyers may actively want to
limit the transfer of knowledge, suppliers’ additional strategies for knowledge acquisition
may matter even more for upgrading.
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3 Methodology

3.1 The study context

The study is based on data collected from three Bangladeshi garment manufacturing
firms. The Bangladeshi garment industry has grown quickly since its inception during the
1980s (Bangladesh Garment Manufacturers and Exporters Association (BGMEA), 2015).
After China, it is the second most sought after production destination for Western
retailers. The producers in the industry supply primarily to American and European
retailers. Most suppliers produce low-to-medium-value-added basic garments. Notably,
the value added by the industry has remained static at around 25-30% for the last
20 years. Only a limited number of suppliers have moved beyond CMT to upgrade
service levels such as quality lab (39%), design (36%), composite unit (21%) and
ticketing (10%) (McKinsey, 2011). As a consequence, the Bangladeshi garment industry
can be deemed an interesting context for studying upgrading.

The studied firms have been supplying to most of their buyers for a long time.
However, they also produce small orders from new buyers, most of which are seasonal
and short-term. In line with the conceptualisation of promissory contracting presented
earlier, these firms have been involved in discrete recurrent transactions with the same
buyers for a long period of time without the existence of an original legal agreement
binding the relationship. The absence of a legal contract leaves both parties with the
flexibility to terminate the relationship at any point in time without giving formal notice
and without any involvement from the court. All three firms had, however, received
informal promises from their long-term buyers regarding repeat purchases and had
subsequently made investments to maintain the ongoing relationships with the buyers,
such as the training of their labour forces so as to be able to meet buyers’ specific quality
requirements, the purchase of customised raw materials and compliance with their
buyers’ labour codes. Thus, the form of these inter-firm relationships is in line with the
characteristics of tacit promissory contracting. This unique relational context makes the
cases interesting to study.

3.2 Research design and sample

The study is based on a multiple case study approach. The data have been collected
through interviews with the owners/managers (six interviews). The interviews lasted for
one and half hours and were followed by factory visits. Interviewees were asked about
the history, critical incidents, current constraints and future plans of their firm. The
interview guide also included questions about their relationships with their buyers (such
as the existence of a contract, length of relationship, process of ordering, materialising
and finishing a transaction, exchange of knowledge and information, modes of contacting
buyers, critical shapers of repetitive relationships and so on). Interviews were conducted
in Bengali and were translated and transcribed afterwards. Organisational documents
such as annual reports, sample order placement documents and buyers’ design
specifications were also collected.

The selection criteria included the presence of the relational context explored in this
paper, the size of the firms, and their resource constraints. The satisfaction of these
criteria by the case companies enabled us to examine the knowledge flows between
buyers and suppliers as well as suppliers’ strategies for acquiring necessary knowledge
resources to compensate for knowledge asymmetries.
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Table 2 Background of firms
Topic/firm Firm A Firm B Firm C
Starting year 2010 2009 2010
Country location Bangladesh Bangladesh Bangladesh
Investment from
Ownershin structure Turkish and Owned by two Owned by two
P Bangladeshi owners brothers (local) friends (local)

(joint venture)

Industrial: own

Surtjoundlng Urban: rented building  building in Industrlal:. re'nted
environment . h shared building
industrial area

Number of 500 600 550

employees

Workforce nationality:

Managers ]f3angladesh1 and Bangladeshi Bangladeshi
oreign

Supervisors Bangladeshi Bangladeshi Bangladeshi

Workers Bangladeshi Bangladeshi Bangladeshi

NO' of production Five lines Six lines Five lines

lines

Size Small Small Small

Turnover £9 million £13 million £6 million

Net profit £0.18 million £0.24 million No data
Traditional Traditional Traditional

Production method

(progressive bundle
system)

(progressive bundle

system)

(progressive bundle
system)

Form of relationship
with MNE buyer

Non-equity, non-
contractual, captive

Non-equity, non-

contractual, captive

Non-equity, non-
contractual, captive

Structure of local
value chain

Lead contractor with
own network of
suppliers in

Lead contractor

with own network

of suppliers in

Lead contractor with
own network of
suppliers in

Bangladesh Bangladesh Bangladesh
Mainly the

Origin of buyers Netherlands; other The Netherlands, . The UK and Italy

) Belgium, and Spain

European countries

Means of contact . Direct and buying Direct and buying

. Direct

with buyer house house

Length of . . .

relationship Mixed (long-term and ~ Mixed (long-term Mixed (long-term

with buyers

short-term)

and short-term)

and short-term)

The selected firms share a number of similarities (Table 2). They were all established in
2009 or 2010. They have 500-600 employees and five or six production lines. Their
product ranges mainly include tops such as t-shirts and polo shirts. All of them supply
European buyers. All the firms are OEM service providers (Table 3). Their position is
that of lead contractor/first-tier supplier within the buyers’ GVC network. Each has its
own network of local suppliers. They receive orders from buyers directly and then source
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raw materials from their supplier network. The firms have some minor differences in
terms of the surrounding area, ownership structure, workforce nationality, revenue

turnover and net profit.

Table 3 State of economic upgrading
Topic/firm Firm A Firm B Firm C
Capital:
Horizontal
Horizontal Moving to self- .
. L o Horizontal
Type of upgrading Capacity increase constructed building

Productivity increase

Capacity increase
Productivity increase

Capacity increase

Functional activities

OEM

OEM

OEM

Level of automation

Recently purchased
automated machines to
replace helpers

Recently purchased
automated machines
to replace helpers

Planning to
purchase automated
machines to replace
helpers

Technological
advancement

CAD and CAM
machine appliqué and
graphic printing
machine

CCTV camera on
factory floor

CAD and CAM
machine

CCTV camera on
factory floor

N/A

Level of value-

Medium value-added

Low value-added

Low value-added

added in product
Labour:
Productivity rate 38% (previously 33%)  35% (previously 28%)  30%
Defect rate 7% (previously 8%) 7% (previously 12%) 8%
Informal on-the-job Informal on-the-job Informal on-the-job
. . . training by
Skill development training by colleagues  training by colleagues colleagues and
mechanism and superYlsors and super\.llsors I,
Self-learning Self-learning Self-learning
. . . Informal, skill-
Promotion Informal, skill-based Informal, skill-based

based

Work allocation

Daily production target
given
Overtime allowed up

Daily production
target given
Overtime allowed up

No targets given

Overtime practised
up to 4-6 hours/day

Planning to

to 2 hours/day to 2 hours/day introduce daily
target system
Job rotation allowed ~ Not practised Not practised Not practised

Workers’ skills

Specialised and
repetitive

Specialised and
repetitive

Specialised and
repetitive

The state of economic upgrading of the firms was analysed by drawing upon Barrientos
et al. (2011), who categorise economic upgrading in terms of capital and labour
dimensions (Table 4). The capital dimension included factors such as functional



268 S.F. Hoque, N. Sinkovics and R.R. Sinkovics

activities, technological advancement, level of automation and level of value added,
while the labour dimension included the productivity rate, defect rate, skills development
mechanism, promotion, work allocation system and workers’ level of skill.

The data were analysed using template analysis. The dimensions in the template
included the upgrading pursued, the relevant content of technological and marketing
knowledge and their respective sources, and finally, the type of knowledge transferred
from buyers. The template was an amalgamation of dimensions originating from
different literatures and was developed with the purpose of exploring the link between
the nature of upgrading and the content and sources of knowledge. The upgrading
initiatives included in Table 4 were a summary of the findings from Table 3. The sources
and content of technological and marketing knowledge were analysed using Fletcher and
Harris (2012).

Fletcher and Harris (2012) identified two types of knowledge as most relevant for
firms involved in international business, i.e. technological and marketing knowledge.
Both types contain tacit and explicit dimensions. The explicit elements of technological
knowledge involve production output, codified specifications, raw materials, plant and
machinery, while the tacit elements could be skills, process knowledge and organisation.
The explicit element of marketing knowledge comprises information on the behaviours
of suppliers, competitors and customers. Besides the information-oriented components,
marketing knowledge also involves tacit knowledge of how to do pricing, product
development, channel management, marketing communication, selling, planning and
implementation. Drawing upon Huber (1991), Fletcher and Harris (2012) also presented
a range of external (network partners, government sources, business associations and
competitors) and internal (such as, formal and informal communication with buyers and
employees, published organisational documents, experiences and mistakes) sources that
can be used by export-oriented firms to acquire the tacit and explicit knowledge required
for internationalisation. The use of Fletcher and Harris’s (2012) dimensions in the
framework allowed us to examine the use of external and internal sources for acquiring
both the technological and marketing knowledge required, and to find out how those
sources influenced the nature of the upgrading achieved by the studied firms.

The template analysis allowed us to analyse data using a pre-determined framework,
which enabled us to compare the cases across these same dimensions, and to thereby
discover the underlying drivers of upgrading in the firms with a relatively objective
approach. The high degree of structure in the template analysis also facilitated the
synthesis of concepts from two spheres of literature (i.e. IB and GVC) and the
establishment of analytical links (King, 2012).

4 Results and discussion

The data revealed three key findings. First, the case firms only had access to buyers’
explicit/codified knowledge. This finding shows that suppliers lack access to the tacit
knowledge resources of their MNE buyers, which answers the inquiry made in our first
research question. Second, they had developed relevant technological and marketing
capabilities that were necessary for upgrading. They had done so based on their own
firm-level experiences of managing buyers’ repetitive purchases. They had also used a
range of external sources to acquire knowledge, mostly publicly available information
sources. As a result, the studied firms had only been able to pursue process upgrading
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and only in technocratic and output-oriented dimensions rather than in labour/skill-
oriented ones (Table 4). The last two findings answer the research questions related to
suppliers’ strategies for knowledge acquisition (RQ3) and the upgrading implications of
those strategies (RQ2).

All three firm owners indicated that they had received only codified design
instructions and published quality and labour standards from the buyers. None of them
had received technical assistance, training support, financial assistance or managerial
guidance from the buyers. Thus they had learnt mainly to decode buyers’ codified
instructions and implement them. They had learnt to satisfy specific buyers through
repeated service delivery. The owner of Firm A said that local representatives of
new/existing buyers often visited their factories and recommended technical changes
(such as machinery or quality improvements). The implementation of those changes was
necessary in order to enter into a new relationship or extend an existing one. Similarly,
the owner of Firm B remarked,

“We have dedicated production lines for our regular buyers. In those lines, we
have machines set up according to their [individual buyers’] specifications.
The workers working on those lines are specifically trained to meet individual
buyers’ product and quality requirements. The supervisors train the line
workers to concentrate on sensitive aspects for individual buyers; for instance,
some buyers are sensitive about the accuracy of collars, some about the
buttons or zippers, and some about the cuts ... We had to learn to decode
buyers’ instructions through our own efforts. Initially, we struggled, but after
several years of experience we can now do this more confidently.”

The firms were, therefore, expected to make idiosyncratic investments (Subramani and
Venkatraman, 2003), even though they received no financial or technical assistance from
the buyers. The absence of collaboration in the relationships limited the transfer of tacit
or experiential knowledge to the suppliers (cf. Locke, 2013). The MNE buyers’ desire for
economic efficiency had limited the extent of knowledge transfer and even spill-over to
the suppliers (Giuliani and Macchi, 2014). As a consequence, the firms stated that they
acquired tacit knowledge mainly from meeting individual buyers’ preferences, and from
their own mistakes and problem-solving initiatives. These experiences were limited
within the boundary of day-to-day activities, were relationship specific and were mostly
technocratic.

The suppliers’ lack of access to their buyers’ knowledge resources seemed to have
had implications for their upgrading as well. Firms B and C had started out as CMT
service providers and later become OEM suppliers. Firm A had started out as a buying
house and, within a year, had established an OEM factory. The findings show the
upgrading initiatives to have remained relatively slow in the early years for all three
firms. The upgrading initiatives had accelerated somewhat over the last two years as they
had experienced pressure for social compliance from the buyers. In order to make up for
the increased cost of compliance, they had sought to increase productivity and sales. Firm
A and B had replaced the majority of their manual machines with automatic machines in
order to produce more output for a lower labour cost. Both firms had also purchased
sophisticated machines such as computer-aided manufacturing (CAM) and computer-
aided design (CAD) machines for implementing complex designs. They had installed
CCTV cameras on the factory floor to monitor workers’ negligence and theft and thus
minimise productivity losses. Firm A had also introduced a new unit for appliqué and
embroidery and had thus started producing more complex designs. Firm C was in the
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process of implementing similar initiatives at the time of our data collection. All three
firms had recently included new buyers to increase sales. As a consequence, they had
introduced a daily target-based work allocation system to increase workers’ productivity.
Under this system, workers were allocated daily pieces to be produced within regular
factory hours (eight hours) and any additional time required would not be considered
overtime and would thus be unpaid. Systematic production scheduling was being used to
work out the daily targets. This system was allowing the firms to produce the same
amount of output at a lower cost by avoiding overtime. While a number of initiatives had
been implemented to upgrade machinery, none of the cases showed evidence of efforts
taken to develop workers’ skills.

The content and sources of technological and marketing knowledge had needed
adjustment over the period studied, as the firms’ upgrading initiatives had changed.
During their early years, the focus of developing technological knowledge had been on
learning the overall apparel manufacturing process, handling the machinery and decoding
buyers’ designs and material instructions. All three firms had experienced pressure from
buyers to maintain economic and other performance-oriented dimensions. The firm
owners said that efficiency in these aspects was a precursor to deepening the
relationships with the buyers and was also vital for the survival of their businesses. The
owner of Firm A remarked,

“Commitment matters greatly in sustaining relationships with buyers. As the
relationships with the buyers have deepened, we have become increasingly
cautious about maintaining our commitment towards quality control, on-time
delivery and copyright issues.”

Therefore, a large amount of their required technological knowledge involved quality
checks, systematic scheduling and intellectual property protection. In recent years,
additional focus had been put on learning the mechanisms needed to increase labour
productivity and on handling sophisticated machinery. Thus, all the firm owners
highlighted the need for knowledge of machine automation, effective work allocation
methods and workers’ incentive systems.

The studied firms had adopted various strategies to fulfil their requirements for
technological knowledge. They had used a number of internal sources for developing and
leveraging technological know-how. For instance, Firms A and C had relied heavily on
their owners’ previous experience in the industry. Firms A and B had recruited local and
foreign experts such as industrial engineers, designers and managers to internalise tacit
knowledge. Firm C, on the contrary, had sponsored their current production manager to
attend courses on operations management and to learn about systematic scheduling
techniques. All of the firms showed a preference for hiring experienced workers from the
surrounding industrial areas to avoid the cost of training.

In addition, all three firms had used external sources for acquiring technological
know-how. One of the major sources had been the training and meetings provided and
held by the BGMEA. They had received information on current industry practices and
advanced process-oriented methods from BGMEA programs. Firm B had hired technical
consultants during the construction and setting up of its new factory building. Following
competitors’ moves (such as the purchase of new machinery, the recruitment of experts)
had been a key strategy for gathering information on technological trends in the industry
and was observed mainly in the case of Firms A and C.



271

Supplier strategies to compensate for knowledge asymmetries

Suppliers’ strategies for knowledge acquisition

Table 4

soonoeld Sursearour

-Kpanonpord  s1ouedwos Jurmooq
Ays1oATun

18 JudwSeURA suonelad( uo 9sInod
puone 03 03euewr uononpoxd Surpun,g
Ansnpur

Ay ur 2oudLIddxo snoradid s JoumQ

9)e1199J0p
90onpaI pue sa[npayds uononpoid dypuey
01 109UISUD [BLISNPUI JO JUSUIINIONY
s10)39dwod Surmorjox

pue saonoed yrewyousq woly Sururea|
SJUL)[NSUOD [BOTUYID) JO JUSUNINIINY
Surmpayos uononpoid

pue jonuod Ayienb uo Sururen s, yNDG
Juoz

[eLI)SNPUT 9]} WIOIJ SOATINOIXD/SIINIOM
PadouaLIadXa JO JUAUNININY

s1orjddns ouryorWw WO} UOHENSUOWdJ

sonbruyo9) Jursearour

-Koudronyyo mau  s1ojaduiod Surmorog
osn1odxo [erdgeuew 10j (SPUBTIOYION

oy pue Aoyan ] woij) sookordwd uSioio) pue
12uSISOp “199UISUD [BLISNPUI JO JUSUIINIONY
so11030.]  s10j130dwIod

WOIJ SIONIOM PIOUSLIdAX JO JUSUIINIOSY
s1oriddns

QUIYOBW-0INE JY) WO UONRISUOWSJ
[onuoos Aypenb pue

uonerodo suryorwr 10y YANOE wolj Sururer],
J0JSOAUT USIFIN], TWOIJ 9UR)SISSE

[eLIOSRUB PUE QOURISISSE [EOTUYOJ ],

9oud11adx9 y10M snoradxd  s1oumQ

o3poymouy
[ea130[0uYya} JO 90INOS

sourgoew-one Sunerodo

asearoul
Kyanonpoid  s1oxIom 10} sonbruyod |,

Surmnpayos uononpoIg
owry pes Suronpai ‘[onuod Ajend)
ssa001d uononpoid jusuiren

Ayanonpord  s1ox10m Sulsearou|
uo10219p 199J3p Aeyq
sauryoew Mau jo uonerado

Surnpayos uononpoid
‘ouur)-pes] Suronpar Jonuod Kjend)

suonoNIsul SIAnq SuUIpodaq
s1dIoM Sururer],
ssa001d uononpouid juswren)

Kyanonpord  s1ox10m dsearour 0} sonbruyoa ],
souryoew mou Sunerddo

suzoped pue syno pajeonsiydos
s suSisop xordwoo Sunuowdrduy

$s9001d uononpoid juourren

pannboe
93pajmouy| [ed13o[ouyd9],

U00S PadNPONUI 3q 0}
WRISAS UONBIO[[B JIoM Paseq-1031e) A[re

s10Anq mou ppy

U00S dUIIBW-0INE
s padejdor oq 03 soutyoRW [ENURIA

s10Anq SunsIxe WoIj SIOPIO IOW PPy

sour| uononpoid om) ppe pue
Kyoedes osearour 0} 100 2I0W U0 JUY

uoneso[[e
J1om paseq-}a31e) AJrep donponuy

ALDD

[[eISUT ‘SaUTYORW AV PUe (V) oseyoIng

£1010B] MAU UT SQUIYOBUL
ojne yim sauryoew [enueut doedoy

A[39211p S19ANq 3U130BIU0D 1IBIS
109p1A01d 91AISS N Swodeg

sour| uononpoid
X18 y3m Surpring £10308y Juopuoedapur
Mmau ur uononpoid Jo 11els pue UOHONISUOD)

Ananonpoid s1oxIom dsearour o) 1o51e) A[rep
U0 Paseq UONEdO[[e JIom mau juswarduy
souryoew

-0Jne YIIM SOUIYORU [BNUEBW JO 9,08 doe[doy]
ALDD [[eisut

pue QuIydRW VD PUB (VD) JO seyoing
asearour Aoede)

pansind Surper3dn

D it

g uan]

VULl

anad/ordo ]




S.F. Hoque, N. Sinkovics and R.R. Sinkovics

272

Suppliers’ strategies for knowledge acquisition (continued)

Table 4

spIepue)s Inoqe[ spiepuess Ajijenb
{SUOTONISUI [BLISYRW PUE USISOP PALFIPO))

suonesy10ads suryoeiy

spIepuejs moqe| ‘spiepuejs Kjijenb
SUOTIONISUI [eLISYRW PUE USISOp PAIyIpo)

paxmbaz

JUSUISIAUI MAU PUE SUOLEBIIJIOAAS SUIYORA
spaepue)s moqeq ‘sprepuels Kjenb
‘SUONONISUI [BLId)EW pue uSISap palIpo)

Surpei3dn 10y s10Anq woiy
paLdjsuen} aFpaymous

s10Anq MaU J0J [2IBdS 0) SIALHUNOD
ueadoing 10y30 pue K[el| 0} SYSIA SIUMQ

$)0BIU0D
19Ang Mau maJ & 0} s)ul| papraoxd
sIomyou [euosiod s toujred uerfelj

s10Anq SuNSIXS WO SIOUIYY
Quoz [elnsnpur Y ul s1oaduwo)
asnoy SuiAng

mumﬁﬁgum\mwﬁﬁvog VANDA

s10Anq
10J [9IB3S 0) SHISIA SBISIOAO SIQUMQO

$92INOS GO
s10Anq SUNSIXd WO} SOOUIJIY

SIOUMO
Juowres 19710 |Im sdIysuone[or [euosiog

s10Anq sno1AdId Woly SooudIJIY

ssaursng asnoy SurAnq y3noay) dpew s}oeIu0))
SO2INOS QI

20udL1adx9 y10M snoradld s1ouUMQO

93parmouy
Suneyrew Jo 9010g

SOAIEIIUT
Surper3dn  sioaduwod uo uonewrojuy

Spadu S19Anq SurpuesIOpuN

Apoonp yoeoidde
0} s10Anq MaU 10} UOT)BULIOJUT J0BIU0D)

SoAjEnIUI
Surpesddn s1oodwos uo uoneurojuy

Spadu S19Anq Surpue)siopun

S19Anq
Ay} 0} A10308] Juerjdwoo mau oy} Surowold

UOIJEULIOFUT J0BIU0D SIoANg

aInyoo1q
pue 031sqam YSnoiy) s10Anq 0} Sunoworg

s10Anq Jo spasu oy} Surpueisiopun)

sI0Anq
i uoster] Sururejurews pue SUneIIUNWWO))

UONJEULIOJUT JOBIUOD SIoANG

poxmboe
93parmouy] SunayIe

D uiL]

g ]

yuLilg

u4vad/ordo]




273

Supplier strategies to compensate for knowledge asymmetries

Strategies for knowledge acquisition and upgrading: Firm A

Table 5

Ayanonpoid  s1oxI0M OseaIour
0) SWO)SAS mou Furonponut
o1oM s101132dW0d MOY| SOAISSqQ

asnaadxo

JeL1oSeuew 10J (SPUBLISYION

oy pue Aosan [, woij) sedkordwo
US1010] MIJ © SHINIOAY
avoosn

pue suSisop xodwod jordiajur
0} JoUSISIP QUO SHNIONY
souryorw

AI9PIOIQUI UO SISNIOM UTRI} 0}
109UISUQ [RLNSNPUL SUO SHINIIAY
sJos1A1odns 0) pajerSuUOWap
Juiyoew-oine jo siarddng

SOLI0JOR)
(s10)130dWod WOIJ SIANIoM
PadusLIadXo JO JUSUNINIONY e
[o1u0o
Ayrenb pue uorjerodo ouryoewr
10] VHNDE Woly Sururer], e
Q0UR)SISSE [eLIdTRURWL
PUB 20UB)SISSE [BIIUYII)
papiaold 10)soAUl YSIYINT AL @
90UdLIAdXD YIOM SNOIARI] @

1owaed jo
20udLIadXd JI0OM SNOTAIJ

oFpomour] [eo130[0UY o}
MOU JO 90IN0S

A1anonpoid s1oxI0m 9seaIdul
0} sanbruoa) Jo a3pajmouy|

SoUTOBW
mau Junyerado Jo a3pajmousy

suroped

pue sjno pajeonsiydos yim
suSisop xordwoo Sunuowodwy e
K1ouryoewr Jo o3pa[mouy| e

$s2001d uononpoid juourren)

paxmboe oFpajmoury
[ev130[0UY02) MON

QwIIOA0 Suronpar

ormym Ayanonpord  s1oxIom
asealour 0} s1o51e) A[1ep UO paseq
uoMed0[[ JIom Mau syudwadury
doua313ou  sioxIom

Juaad1d 0} eare uononpoid

ur BIdWEd A 10D S[[eIsu]
SQUIOBW-OJNE YIIM SQUIYIBUW
[enuew Jo 9,08 sooe[doy

SOUIYOBW MU 9J2POLIOIIE
0} JOO[J [RUOT}IPPE SIUSY

uo1309s A19p10IquIo

pue onbrdde soysijqeisg
aupyorw (D) SeseyoIng
souryorw

-ojne ym sour| uononpoxd azow
oM} sppe ‘sasearour Ayoede))

sjuouLIeS pappe-onfea
-wnipaw Jo uononpoid syels e
201A108 INHO Sop1aoid £1010e,] o

sour| uononpoid da1yy
yIm ysope[3ueg ul A10}0BJ S1IeIS

$10}0B1U0IQNS Y3NOIy}
ysope[3ueq ur syuowred
Pappe-aN[eA-MO] SOINPOIJ
SPUBLIAYIAN AU} UI 9J1JJO
uosIel] pue ysapejSueq

ur 001jjo SurAnq soysIqeIsy

pansind Surpesddn

#10Z 41407

£10c

croc-rroc

010

uvadyordo]




S.F. Hoque, N. Sinkovics and R.R. Sinkovics

274

Strategies for knowledge acquisition and upgrading: Firm A (continued)

Table 5

jueridwod Sureq
oTIyM Aoud1onjo pue Ayroedeo
Sursearour Aq syyoid ureyurews o,

Kouaroryye pue Ayoeded

Sursearour £q douerdwos YD

J0 1500 a1 10§ dyesuadwiod o,

SjuouLIES POppe-on[eA-WNIPIW

10J puewop SI9ANG 100U O],

ssoursnq jo 1elg

Surper3dn 10J uoseay

spaepue)s
Inoqe| ‘sprepuejs Ayjenb
SUOTIONISUT [RLId)BU

Surpes3dn
10J s19Anq woxy

Jweg e ureg weg o pue uSIsop payyIpo) e PalLIdJsueI) 05pojmouy|
SIQUMO JUdULIRS
19710 M SAIYSUOTILI [BUOSID] o SOUO Mau JorIu0d 0} wy djoy ssauisnq SI0INOS I\ a3popmouy

sguneaw VHNDE Spueny

SI0ANQ SNo1AdId WO SOIUAIIY

asnoy SurAnq wouj doudradxy

Q0udLIdX JIOM SNOIAdI]

SunosIewr mou Jo 90103

soAnentur Surpeiddn
.S10)132dWI0S UO UOTBWLIOJU]

amyooiq
pue 9)1sqom YySnoIy) s19Anq o3

asearour Ayroededs pue souryoew

popeaddn mou oy Sunoworg
s10Anq parmboe Ajmou

JO SPaaU o]} JNOQE UOHBULIOFU]

s1oriddns
[eLIdJEW MBI SUTJBUIPIOO))
SI9PIO [eUOSEIS 133 0}

owm 1S Je s10Anq Suryoeoiddy

s1orjddns ouryoew pue [eLIojEW
MEI ‘UOTIRULIOJUT JOBJUO0D SIOANG

$10)0B1UOIQNS
[e20] SurjeurpIoo))

s10Anq

)M uoster] Sururejurewt
pue Suneorunwwo))
UOTJRULIOJUT 1OB)U0D
(SI0joBIIU0IqNS pue  s19Ang

paxmboe aFpajmouy
Sunayrew MoN

#10Z 405

£10c

croc-11oc

01oc

anad/ordo g




275

Supplier strategies to compensate for knowledge asymmetries

Strategies for knowledge acquisition and upgrading: Firm B

Table 6

K1010€] Juerdwoos € Suipying

Kyrenb pue
uS1Isop uo suoronysul

JU0Z [eLISNpUI )
WIOLJ SIATINOIXI/SIONIOM
pasuonadxo

JO JUAUNINIONY

(S10Anq puejsiopun asnoy
)1 199J0p 29NPaI pue SA[NPIYos uononpoid U0 95UepINg 10J JULINSUOD dITH 01 osnoy Surkng yum Surdnq wouy oouepmn)
aJpuey 0} JPUISUS [BL)SPUI JO JUIUNINIOTY Surmpayos uononpoid pue 108JU00 SNONUNUO)) dn
VANDE woyy Sururer], [onuod Ayienb uo VHNDE 4q SIONI0M 105 K10308) pue uonerado apormouy
s10132dwod Surmof[oy papraoxd Sururen pusne sPUMO 1910 urex siosiazadns sauryoew uo Sururen [ea130]0Uydd)
pue soonoe1d JIeWyouaq Wolj SuruIes| K10300] snoraaid woiy sousrradxy pooudrtadxg e oIS siorjddns ouryory JO 201n0§
s1oy10M Sururel],
Ayranonpoxd ,s1osjiom Sursearouy suonoNNsur dn jos K1ojoe,
93e)sem 20NPal 0) UOIIIAIOP 199J9p AlJeq Surnpoyps uononpoid ‘own SI9Anq SuIpood(q e ssasoid panmboe aSpojmouy

SOUIYOBW MU Jo uonerado

Pped[ Suronpar onuod Arend)

s1oyIom Suturel] e

uononpoid jusurren

[eo130]0uy0a) JUBAJ[OY

A10308] PJO UI 23UBYD ON

K10308)
MU UI %8 0] 9%, 7] WOIJ PAoNpal ajel 109Jo(]

£10108] MOU UI 9%,G¢

0} 9,87 WolJ sasearour AAnonpoId  SIIop
UOIEOO[[& JIoM Paseq-joSie; A[rep saonpoxuy
ALDD s[resu]

souryorW (V) SoseyoInd

SI0Anq uersAe[ej

pue 2sauly)) 10J AIIAIIS

LIND sap1aoiad A10308] plo oy,
Apoaarp s10Anq Sunoejuod sue)g
10p1a01d 9014108

INFO SAw099q A10}08] MON
sour| uononpoid

XIS yim 3urp[ing A10joey

991AIOS TJAD SOPIAOI]
sour] uononpoid
0M) i Surping

K1010B] MU UT SAUIYORW juopuadapur mou ur uononpoid s10Anq Paeys pAual e Jo 100[J
-0JNe YIM SouIyorW [enuew sode[doy JO 11)S puE UOIONISU0D) MOU JO uoIsnjou] e Quo ur 10108} JO 1IBIS pansind Suipei3dn
$10Z 440 £10¢ z10z-0102 6002 Avadyodog




S.F. Hoque, N. Sinkovics and R.R. Sinkovics

276

Strategies for knowledge acquisition and upgrading: Firm B (continued)

Table 6

uerjdwoos Jureq ofIym ASUaIo1j)o pue JuowaInbar
Kyoedeo Fursearour Aq syjoid urejurew oJ, douer[dwod YD 199w 0], SO[BS OSBOIOUI O], ssauisng jo jelS e Surpeiddn 10} uoseay
SspIepue)s
1moqej ‘spiepue)s A)jenb Surpeiddn

oureg

oureg

SuoOnONISUI [eLIAJRW

owreS e pue uS1sop payyIpo)

10J S19AnQ WOy
e powdysuer) a3paymousy

juountedop Sunosrew ojeredos
pue juswaindoid syeredas saysiqelsg

sIeuruas/sunedw VND{ Surpusny

S19Anq 10§
OIB3S 0} S}ISIA SBISIOAO SIOUM(O)

s10Anq mau
)M UI[ 0) WL MO[[e S19Anq
-X3 pue SurSIXd WOIJ SIOUIJY

osnoy Suikng e sasnoy SuiAng

oFpojmoury
. SunoyIew Jo 90In0g

SOATJRTIIUT
Surpeiddn  s10inodwods uo uorjeuLIojuy

soL10}0ky Juer[duwod woIj 90mos
0} JUeM OUM SIOANQ MIU U0 UOTJBUIOJU]

woy)
Suneurpioos pue siorjddns [eo0]
umo yyim seSexur] urdojoasg
SI0Anq oy 03 A10)08)

juerdwoo mou o) Sunowolg
Apoaip yoeoidde oy

UONBULIOJUI J0RIUOD SIOANG MON.

Spaou

owes e s10Anq Surpuejsiopun

pannboe oFpajmouy
. FunoxIew JUBAI[DY

#10Z G

£10C

croc—oroc 600C

uvadyordo]




277

Supplier strategies to compensate for knowledge asymmetries

Strategies for knowledge acquisition and upgrading: Firm C

Table 7

jueridwos Suroq o[rym AouoIdIjJo pue
Kyoedes Surseasour Aq syjold urejurew o,

sI0Anq mou
ppe 01 Aroedes aseaour pue
©OIE J0O[J oIeds oSIN O,

syyoid 1oy3iy oyew
sny) pue asnoy Surknq
UO 90URI[QI 99NPAI O],

ssoursnq jo ueig

Surper3dn 10J uoseay

spIepue)s
Inoqe[ ‘sprepuess Ajenb
SSUOnONISUI [RLIdJRW

Surpesddn
103 s10Anq Woiy

Jueg o JweS o oureg pue uSisap paryIpo) pardysueny dFpaymousy
S)0BIU0O JOANQ MOU MIJ B
0} ULIL} 9U) POYUI| JI0M)OU
[euosiad s sourred uereyy
s10Anq mou
UO UOIJBWLIOFUI 335 0 ULILy Quoz [ernsnput
SI0ANQ MdU 10} YOIBds 0) SOLIUNOD padjay s10Anq-xa/3unsixa ayy ut s10j12dwo) o3pojmoury
ueadoing 19yjo pue A[e)] 0} SHSIA S JOUMQ e V/N e WO} SIOUIYIY asnoy Suikng Sunosrew Jo 92mog
asnoy Juidnq
BIA SIOANQ YJIM UOSIEI]
Surureyurew pue siorddns
[eLI)EW Ml SuneurpIoo)
Apoaxp sasnoy Juidnq
Apoonp yoeoxdde yoeoidde 03 s10Anq mou pue s1orjddns eroyewr a3pajmoury
0} S19ANq M3U 10} UONRULIOJUI JOBIUOD) e V/N e 10} UOT)BULIOJUT J0RIUO0D) MEI JOJ UOTJRULIOJUI JOBIU0)D) SunoyIew JULA[RY
AysIoArun ouoz [eLysnput

Aanonpoid asearour
01 saanoed Juornd  s10)139dwod smofjo

Je JuowdFeurRy suoneradQ
Uo 9sIn0J Surpuope
JIo8eurW UONONPOI]

o ur sioynaduro)

suononnsul
paystjqnd s 1oAng

Ansnpur o) ur 9oudL1adxd
snoradid s oumQ

a3pajmoury
Teo1Soouyod)
JO 221mog

sauryoew-one JurerodQ
Ayanonpoid
(S103Iom Fuisearour 1oj sonbruyoo ],

Surnpayos uononpoiq

awr) ped|
Suronpai ‘Jonuod Kiend)

ss2001d uononpoid juouLren

poxmboe aSpajmoury
[eo130[0UY09) JUBA[IY

UONEOO[[B JIoM
paseq-1031e) Arep donpoxnur 03 Suruue[q

s10Anq mou Sppy

QuIyoRW-0)NE
m sauryoew enuewt doedar oy Suruueld

S19Anq SunsIxa
WO SIOPIO AIOW SPPY
saur] uononpoid omy
Sppe pue A11oededs asearour
0} JOO[J 2IOWI QUO SHUNY e

asnoy urAng oy} ysnoayy
0} paxuI| SI 11 SUO

3y 01 uonIppe Ut ANoAIp
s19Anq 1981U00 01 S1IBIS

sasnoy 3urAnq [euINXd
y3noayy s1oAnq sayoeorddy
19p1a01d 9014108

INFO se saur] uononpoid
901} )M AI0JORJ S)IE)S

pansind Surpei3dn

$10T 4440

£10c

croc-11oc

010¢

anadyordo ]




278 S.F. Hoque, N. Sinkovics and R.R. Sinkovics

All three firms had gathered tacit marketing knowledge such as understanding buyers’
product-related preferences and their ways of working. The firm owners indicated
that they had mainly developed such knowledge through experience during repeat
transactions with specific buyers. The mistakes and problem-solving experiences over the
course of a relationship had aided the development of such know-how. They had also
needed to collect information on buyers’ contact details and to perform other liaison
activities such as presenting to and negotiating with the buyers. All three firm owners
said that their social networks, personal overseas visits and existing buyers’ references
were the major sources of contacting new buyers. The other means of acquiring buyers’
information mentioned were searching web sources and attending meetings of the
BGMEA. All three firms had recently undergone major changes in terms of social
compliance. Thus, their new focus was to promote their differentiated position effectively
to existing and prospective buyers. Gathering information on competitors’ upgrading
moves was also critical for all the firms. Firms A and B had established a separate
marketing division to manage such activities, while in Firm C they were mostly
performed by the owner.

The studied firms were using a number of the external and internal sources from the
list of Fletcher and Harris (2012). The suppliers used these additional sources to
compensate for their lack of access to buyers’ tacit knowledge. The findings further show
that collaborative relationships and access to buyers’ knowledge resources are still
critical for suppliers wishing to pursue a higher degree of upgrading (cf. Locke, 2013).
Although, over a period of time, they had learned to better satisfy specific buyer needs,
new skills were rarely learned. Also, with their limited resources, the suppliers could
only access information-oriented or publicly available explicit knowledge, which only
enabled them to improve technocratic or output-oriented dimensions of process
upgrading. Such knowledge did not allow them to ‘deepen’ their upgrading initiatives
(such as through workers’ skills development), let alone ‘climb the ladder’ (such as by
becoming an ODM or OBM service provider) (Morrison et al., 2008).

5 Conclusion

This paper is written in the context of a special form of international outsourcing
relationship described as ‘tacit promissory contracting’. Within this relational context,
the case firms only had access to buyers’ explicit knowledge that they needed to
smoothly perform the production function, such as codified design instructions and
published quality and labour standards. The high level of uncertainty involved in the
relationship had discouraged the buyers to share their core knowledge (such as design
skills and branding) and thus reduce unintended spill-overs to a minimum level. The
suppliers used additional sources to compensate for their lack of access to buyers’
tacit knowledge. They had used a range of external sources to acquire knowledge, such
as, attending training by trade associations, hiring external consultants, recruiting
experienced workers and following competitors. Nevertheless, with their limited
resources, the suppliers could access only information-oriented or publicly available
explicit knowledge, which enabled them to improve only technocratic or output-oriented
dimensions of process upgrading rather than in labour/skill-oriented ones. These findings
answering the three research questions of the paper could have further conceptual and
practical implications as discussed below.
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5.1 Conceptual implications

This paper contributes to the understanding of suppliers’ knowledge acquisition
strategies in a labour-intensive low-tech industry. In the IB literature, MNEs are mostly
assumed to be the focal node of knowledge transfer. However, in labour-intensive low-
tech industries there is no incentive for MNEs to transfer tacit knowledge to their
suppliers as this is not essential for the delivery of the desired outputs. For this reason,
our study focuses on suppliers’ unilateral strategies to compensate for existing
knowledge asymmetries in their relationships with buyers. While the IB literature largely
focuses on MNE strategies, this paper attempts to contribute to the IB landscape by
focusing on suppliers’ strategies that have received little attention previously. This study
makes a further contribution to the IB literature by integrating the concept of upgrading
from GVC analysis into our analytical framework and linking it with the notion of
knowledge transfer in a largely unexplored type of inter-firm relational context. This
study also contributes to the GVC literature by opening up the black box of suppliers’
upgrading strategy (Marchi et al., 2014) and also highlighting the role of legal contracts
in different forms of governance. The integration of the IB and GVC literature allows the
paper to add to the recent interest in cross-disciplinary engagement from both of these
domains (Johns et al., 2015).

5.2 Practical implications

This study identifies a number of challenges faced by suppliers in their attempts to
develop the knowledge they need to upgrade. While it is not surprising that there is a
limited transfer of tacit knowledge between MNE buyers and their suppliers, given the
high degree of knowledge asymmetry, the non-contractual form of relationship explored
in this study seems to have intensified this asymmetric relationship even further. The
findings indicate that small suppliers with limited resources are only able to access
publicly available information. The key sources of tacit knowledge available to the
suppliers studied were their owners’ previous work experience and firm-level learning
from mistakes and problem solving. They were too resource constrained to access other,
more effective sources of tacit knowledge such as investing in overseas training for
employees, hiring foreign consultants, and recruiting knowledgeable expatriates (cf.
Fletcher and Harris, 2012). This finding further shows that, while it is necessary for
suppliers to make idiosyncratic and transaction-specific investments (e.g. new
machinery, building new compliant factories, productivity enhancement processes to
meet delivery targets) to stay in business, such investments are rarely sufficient to
overcome existing knowledge asymmetries in a meaningful way. As a result, small
suppliers may be able to progress to the periphery of technological upgrading. However,
pursuing economic upgrading of a higher level may not be possible for them without
external institutional support.

For instance, the analysis shows that all three case firms relied heavily on the
BGMEA, which is currently the only support institution providing information and
training to the 6000 garment manufacturers in Bangladesh. The BGMEA is an
independent association of garment exporters and is not a public support institution
(McKinsey, 2011). This clearly reinforces the need for the Bangladeshi government to
provide more support to small garment producers.
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5.3 Limitations and future research directions

This study is exploratory in nature and thus the topic should be analysed in more
detail. This study only examined small firms and large firms with more substantial
resources may face different challenges and pursue somewhat different strategies to
acquire/develop the knowledge necessary for economic upgrading. To this end, a
comparative analysis might be conducted to find out whether firms of different sizes have
different strategies for the acquisition of knowledge and different outcomes in terms of
economic upgrading. Such studies might facilitate a better understanding of the
constraints faced by both small and large firms in acquiring the knowledge required for
upgrading.

This paper has identified the need for the government to support small, resource-
constrained suppliers in order to facilitate their economic upgrading. To this end, future
research may prove useful to investigate the barriers to the design and implementation of
appropriate support institutions. Future research may also wish to determine the role of
other environmental factors, such as the level of sophistication of customers in the local
market, competition and capabilities in the backward-linkage industry.
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