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Abstract

Regardless of the increasing number of knowledgeiattions, practice shows that
most acquisitions fail to meet expectations. Bettederstanding of the micro
processes of knowledge sharing would help undedstamy acquisitions fail and
how to manage more successful acquisitions. Thpeparesents an organizational
learning perspective on knowledge acquisitions autlresses two questions:
‘which conditions and tools enable knowledge shaim knowledge acquisitions’
and ‘how can organizations use their knowledge rdug these conditions and
tools to manage the process of knowledge shariafiér a literature review, a
model is proposed that helps analyze organizatideatning processes related to

knowledge acquisitions.
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1. INTRODUCTION

Knowledge acquisitions have become an increasiinggyrtant way for companies to gain
access to new knowledge and capabilities. Accgrdim Huber (1991) knowledge
acquisition is the process by which knowledge i&imied. Huber (1991) refers to this type
of organizational learning through acquisition ggafting’. Grafting is a form of external
learning or learning from others and relates tovkedge acquisition through access to new
members. Or in the words of Hubénrganizations frequently increase their store of
knowledge by acquiring and grafting on new membel® possess knowledge not
previously available within the organization. Sommets grafting-on of carriers of new
knowledge is done on a large-scale basis, as inctee of the acquisition of a whole
organization by another. For acquiring complex fsrmf information or knowledge,
grafting is seen to be faster than (knowledge) &stion through experience and more
complete than (knowledge) acquisition through itrotd (1991: 97). Not all corporate
acquisitions are meant to support organizationainieg through grafting. According to
Haspeslagh & Jemison (1991) there are two fundaatigrdifferent ways of improving
shareholder wealth with acquisitions which are gatapture and value creation. On the
one hand, value capture involves shifting valuemfrprevious shareholders to new
shareholders which tends to be a one-time eventth®rother hand, value creation is a
long-term process that results from manageriabactind interactions between the firms.
The outcome of value creation is usually referredas synergy which occurs when
capabilities transferred between firms improve farmompetitive position and therefore
also its performance. Particularly in knowledgeeisive and high-tech industries,
companies buy other, often smaller companies iera gain new knowledge capabilities.
Thus, it is especially in these industries thanh§rparticipate in a knowledge acquisition.
The most cited and well-known firms that have a&kraecord of buying for knowledge
assets are companies such as Cisco, HP, Lucertel N@tworks, etc. These firms are in
search of the type of acquisition’s benefit whishreéferred to by Haspeslagh & Jemison
(1991) as functional skill transfer. According tagfpeslagh & Jemison (1991) the common
dominator among this type of acquisitions is tha rm improves its competitive position
by learning from another through the transfer afctional skills. Transfer of such skills is
not immediately or easy because it involves a m®«# teaching and learning. The more
strategic the skills the more difficult this proses teaching and learning will be because
strategic skills are not easy to imitate. Thessategic capabilities, especially skill-based
ones, are difficult to imitate because they are edded in the skills of a group of
individuals and in the procedures and culturesioh$’ (ibid: 109). A great deal of such
acquisition activity is occurring today in the comgr software industry, in the biotech
industry and in the pharmaceutical industry. Thenber of acquisitions has also risen
because bigger companies buy internet-related coiepas a way to enter this field of
knowledge.

Regardless of the increasing number of acquisitigmactice shows that most
acquisitions fail to meet expectations. As Hasggsl& Jemison mentiofpost-acquisition
reality is often very different from what was expd¢c no matter how completely the pre-
acquisition analysis has been doif#sid: 124). Apparently, acquiring a firm with vedble
knowledge does not guarantee that the knowledgebeailsuccessfully transferred to or
combined with the resources of the acquirer.
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According to Jemison & Sitkin (1986dh'e acquisition process itself is a potentially
important determinant of acquisition outcomésited in Haspeslagh & Jemison, 1991:
306). Moreover, given that many larger organizations makdtiple acquisitions; high
failure rates suggest that these organizationshateeffectively learning from their past
experiences and thus from the process that they b@en through. It is therefore surprising
to note that research into the micro processesioWledge sharing through acquisition is
strikingly limited. In the following, the literaterwill be reviewed in order to assess what is
already known about knowledge sharing as a regudicquisition. The question of what
modes of knowledge sharing are and should be usethhhiance value creation through
acquisition will be also addressed. Based on thaédyais an organizational learning model
will be presented which is believed to be useful doganizations that want to engage in
knowledge acquisitions. The model incorporates gmaditions and modes of learning
through grafting and also acknowledges managentehiention as an expression of past
learning.

The purpose of this research is to contribute tacsie detailed understanding of
how knowledge is shared such that we can derivasiddout how to manage and learn
from it. This would help organizations to learn walniacquisitions to make (or not make)
and how to make them.

2. KNOWLEDGE SHARING THROUGH ACQUISITIONS

In a very simplified manner one can state that eiipns create value through knowledge
sharing and that this knowledge sharing is infleehby the decision making process that
takes place before the deal is closed. As mentia@aster, in line with Haspeslagh &
Jemison (1991), by value creation we mean that isitigms create value when the
competitive advantage of one firm is improved tlgiothe transfer of strategic capabilities.
Typically, value creation is measured by an ineeat patented products or increased
Return On Investment (ROI) as an indicator of sssfi# assimilation of external
knowledge.

In this paper, the black box of knowledge shariniglve opened in order to analyze
what conditions are necessary to improve knowleslggring so that value is created.
Although the focus is on knowledge sharing in tlstgacquisition phase, first the pre-
acquisition decision making process will be briedigcussed, as these decisions influence
later knowledge sharing activities. By knowing hkmowledge can be shared organizations
could be able to use this insight in the pre-adtjorsdecision making process in order to
be able to conduct a ‘knowledge due diligence’.W¥mowledge due diligence reference is
made to an audit which could act as a test tofgbe iacquiring firm and the acquired firm
will be able to share their knowledge with eacheottvithin the acquisition in order to
create value and if so under which conditions afd which tools.

Although many of the deals are believed to be lineao the companies involved,
it does not necessarily follow that everyone in ¢inganization is motivated to learn new
knowledge or to teach their knowledge to othersowledge sharing in the post-acquisition
phase is contingent upon the two partners - thgetaand the parent — being motivated to
work together (Haspeslagh & Jemison, 1991). Withbigt intent, a deal can be closed but
knowledge will not be shared. In the following sews four general pre-conditions for
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knowledge sharing will be discussed which are betlieto influence the actual process of
knowledge sharing. This will be followed by a dission of possible knowledge
management tools to improve knowledge sharing.

2.1 Pre-acquisition decision making

During the early decision making stage before tha& & closed, organizations analyze the
feasibility of the acquisition. This stage is ateferred to as the stage of ‘due diligence’.
Haspeslagh & Jemison (1991) discuss four problerherent in the acquisition decision
making process that negatively influence the abitit develop a good justification for an
acquisition: fragmented perspectives, increased emtum, ambiguous expectations, and
multiple motives.

Because so many specialists are involfeajmented perspectivem the analysis
and decision making severely limits a rich and eptth overview of the feasibility of the
possible acquisition. What Haspeslagh & Jemiso®X)1@lso encountered in their detailed
research on acquisitions is the consequendgecoéased momentunvost of the time due
diligence is characterized by faced-paced, heatid fienetic activities. As a result,
participants in the process do not allow for reftat time to think their actions through.
They also foun@mbiguous expectatiorilom both sides. In a way, parties implicitly agre
not to discuss these ambiguities during the prootdsie diligence as this might jeopardize
the successful completion of the deal. While tmebgyuity helps to speed up the decision
process, these unresolved issues often become majblems after the deal is closed.
These issues range from operational conflicts twgpostruggles such as who will be the
chairperson. Another major source of ambiguity tbéen leads to post acquisition
problems and consequently impedes knowledge tnarsfaultiple (conflicting) motives
Any acquisition involves multiple stakeholders withffering priorities. In order to
overcome possible hurdles, different views of tlequasition may be ‘sold’ to different
parties. Of course, after the deal is closed thms#iple motives become a source of
disagreement, and often lead to an unwillingnessotiperate and therefore also to share
knowledge. Thus, taking the problems regardingdeeision making process before the
acquisition into account could enable better knogéesharing after the deal since different
parties are aware of the consequences of the #@oguiand their role in it. By using a
knowledge due diligence the parties involved hav@ay attention to the conditions and
tools that foster knowledge transfer and thereédse see if these conditions and tools are
available and supported by the acquiring and tlgeiieed firm. Thus, it is important that
both organizations pay attention that they passktimvledge due diligence test. This
attention to the conditions and tools that are adefbr knowledge sharing is needed
regardless of the existence of fragmented persms;tincreased momentum, ambiguous
expectations, and multiple motives of the part®lved in the acquisition.

2.2 Pre-conditionsfor effective knowledge sharing
Based on an extensive literature review four gdn@ra-conditions that influence

knowledge sharing in the post-acquisition phaseda®erned. This is done using literature
on merger and acquisitions, organizational learnstgategic alliances, and technology
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transfer. These four general pre-conditions for vikedge sharing are; degree of
integration, degree of similarity of knowledge, dsg of similarity of organizational
setting, and degree of shared social capital.

2.2.1 Degree of integration

The extent to which the acquired company is integranto the parent company is as much
an ‘art’ as it is a science. The continuum ranffesn complete assimilation to a
completely autonomous approach. Although full inédign may seem desirable at first, it
often destroys the inherent properties of the aequifirm that allowed it to create
knowledge in the first place. This relates to thi&ecence between technological
capabilities and dynamic capabilities (Teece, Ris& Shuen, 1997) as well as the
difference between human capital and social capitak is because integration could lead
to the destruction of the acquired firm's knowled@gesed resources by e.g. employee
turnover and disruption of routines (Ranft & Lo&f)02; cited in Graebner, 2004). Another
problem is that tacit and socially complex knowledg not easy to observe by outsiders
(Graebner, 2004). Therefore, it could be the case¢ &cquirers have poor information
regarding where valuable knowledge resides in tteuised organization (Coff, 1999;
Ranft & Lord, 2002; cited in Graebner, 2004). Ttiald lead to buyers making ineffective
decisions regarding the integration process (Gragh2004. Companies acquire whole
entities instead of hiring one key person or tlehmelogy only. They do this because the
knowledge lies in the dynamic capabilities and $beial networks of the companies and
not in a single technology nor in a single headefBeet al. 1997). This is the purest
instance of grafting of capabilities. AccordingHlaspeslagh & Jemisdthe success of a
particular acquisition depends on the managersligbto reconcile the need for strategic
interdependence between the two firms that is reduio transfer strategic capabilities
and the need for organizational autonomy of theuaegl firm that is required to preserve
the acquired strategic capabilitie§1991: 15). Thus, the benefits of an acquisitiepahd

on if and how the acquirer is able to integrate #oguired knowledge with its own.
Haspeslagh & Jemison (1991) argue that two key wléoes: need for organizational
autonomy and need for strategic interdependenad,ttethe choice of one of the following
generic integration approaches: ‘preservation’ hhagutonomy, low interdependence),
‘symbiosis’ (high autonomy, high interdependencapsorption’ (high interdependence,
low autonomy), and ‘holding’ (low autonomy, low @mtlependence). According to
Graebner (2004), the dilemma regarding the degifeéntegration vs. autonomy is
especially relevant in technology acquisitions. relfogy acquisitions are often motivated
by the desire to obtain and transfer tacit andadlyccomplex knowledge-based resources
(Grant, 1996; Ranft & Lord, 2000, 2002; cited ina@bner 2004). Thus, technology
acquisitions are primarily knowledge acquisitioffhis paradoxical nature of grafting
knowledge through acquisition is often discussepgapular press and also accepted among
practitioners in the area of acquisition. Full gr&tion seems to work in some companies
while limited or no integration i.e. ‘preservatiofflaspeslagh & Jemison, 1991) seems to
work best in other companies. One explanation lies¢ various strategies could be that
organizations have idiosyncratic preferences whiught be a result of past learning.
However, Ranft & Lord mention that integration @sitonomy shouldn’t be viewed as an
either/ or choice since their research suggestssibime managers viewed autonomy in
multidimensional terms, occurring at different lsvand in different forms. If the acquired
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firm’s valuable knowledge was viewed as more ofoeganization wide phenomenon,
overall organizational autonomy was perceived apdrtant. To the extent that valued
knowledge resided within particular areas of theqaiced firm, managers perceived
autonomy for these specific parts of the firm astmmportant’ (2002: 437).The more
completely the acquired firm is integrated into #uguiring company the more effectively
knowledge can be shared. However, too much integrabo quickly will change the
identity of the acquired company thus increasing likelihood of employee attrition,
taking valuable knowledge with them. Converselyae hands-off approach will hinder
knowledge sharing, particularly in the domain ofitt&knowledge which requires close
cooperation and proximity. The closer the targetoisthe parent, the more easily the
knowledge flows. This is especially important whka knowledge is highly ambiguous as
discussed above. When taken together, these argsirmeggest a curvilinear relationship
between the degree of integration and the leveétnaiwledge sharing. This leads to the
following proposition:

Propositions 1. Thereis a curvilinear relationship between the degree of integration
and the level of knowledge sharing, such that a moderate degree of integration
accompanied with co-location will lead to higher levels of knowledge sharing between
theacquiring firm and the acquired firm.

2.2.2 Degree of similarity of Knowledge

In technology acquisitions the impact of acquisiialepends on the characteristics of the
relationship between the knowledge of the firmsolagd (Lubatkin, 1983; Singh &
Montgomery, 1987; Lane & Lubatkin, 1998; Cited irhuja & Katila, 2001). These
characteristics contain the quantity and natur&rmiwledge elements that are acquired
(Ahuja & Katila, 2001). The degree of similarity &howledge, and thus similarity in
quantity and nature of knowledge elements, betwkeracquiring and acquired company
also influences knowledge sharing. In general it lba said that the greater the degree of
similarity of knowledge and thus the degree of Hnty in quantity and nature of
knowledge elements, the easier knowledge will sresh However, too much similarity
makes one a less attractive candidate to be bobgbtduse less organizational learning will
occur through the acquisition and thus a positmpdct would not be the result of the
acquisition. Dissimilarity of knowledge implies ack of absorptive capacity. Since, the
parties involved differ too much from each otheroirer to be able to learn from one
another. Therefore, the following general propositregarding the degree of similarity of
knowledge can be stated:

Proposition 2: Thereis a curvilinear relationship between the degree of similarity of
knowledge and the level of knowledge sharing, such that a moderate degree of
similarity of knowledge will lead to higher levels of knowledge sharing between the
acquiring firm and the acquired firm.

In our literature review we found four areas in grhsimilarity of knowledge between the
target and the parent plays a role: similarity mowledge bases, knowledge size, common
ground and knowledge ambiguity.
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A certain degree of overlap in knowledge bases &éetwhe acquired and acquiring
company will facilitate learning (e.g. Hamel 199pnaka 1994, Cohen & Levinthal
1991). Overlap will create receptivity the capacdgsire and opportunity of organizations
to learn from their partners (Lyles & Stalk, 199%he closer the new knowledge is to its
own knowledge base, the easier it will be for timen fto identify, understand and use the
new knowledge (Cohen & Levinthal, 1991). This notad ‘Absorptive Capacity’ is widely
acknowledged and appeals to many researchers aattipners in the field of mergers and
acquisitions (Lane & Lubatkin 1998; Mowery, Oxl&ySilverman, 1996). The basic idea is
“what can be learned is crucially affected by wisatlready known” (Powell, Koput &
Smith-Doerr, 1996: 120). This breadth of knowledgeimportant for three stages:
selection, collaboration and integration of extérkaowledge with the proprietary
knowledge of the firm.

Literature on ‘absorptive capacity’ states thgbemence in related technical fields
(in-house knowledge) and complementarities of aggesitively affect a firm’s capability
to assimilate new information from its alliance tpars. Similarity between partners thus
positively influences knowledge sharing. Howevetreme similarity and dissimilarity are
not fruitful but knowledge bases with moderate éegrof relatedness provide thenefits
of enhancing the variety of possible combinatidra the firm can use, while maintaining
the elements of commonality that facilitate intéi@c (Ahuja & Katila 2001: 201). This
argument suggests a curvilinear relationship betvikee degree of similarity of knowledge
bases and the level of knowledge sharing. Thissléadhe following proposition:

Proposition 2a: Thereisa curvilinear relationship between the degree of similarity of
knowledge bases and the level of knowledge sharing, such that a moderate level of
similarity of knowledge bases will lead to higher levels of knowledge sharing between
theacquiring firm and the acquired firm.

The relative size of the knowledge base has bdepia of concern too. With relative size
reference is made to the value and content of hleavledge of the firms involved (Ahuja &
Katila, 2001). According to Ahuja & Katila (2001he degree to which the acquirer is able
to recognize, assimilate and apply the knowledge lod the acquired company varies with
the relative size of the knowledge of the acquimed acquiring firm. Some authors have
found a positive relationship between the relatvee of the knowledge base and the
success of the acquisition (Ahuja & Katila, 200Ihe underlying rationale is that if the
acquired firm’s knowledge base is small relativehit® acquirer, the modifications required
are likely to be minor. Likewise, if the acquirdachf's knowledge base is large relative to
the acquiring firm, fairly major changes would hawebe made in the acquiring firm,
leading to a significant disruption of existing pesses. These arguments lead to the
following propositions:

Proposition 2b: The larger therelative size of the knowledge base of the acquired firm
in comparison to the knowledge base of the acquiring firm, the more difficulty the
acquiring firm and the acquired firm will have in knowledge sharing.

Rather than the degree of similarity of knowledgd @s usefulness on search and learning
stressed in absorptive capacity literature (ZahraGé&orge, 2002; cited in Puranam:
forthcoming), Puranam (forthcoming) argues thabwnf of shared knowledge -common
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ground- could serve as coordinating mechanisnmtodcttivities between the acquiring and
the acquired firm in order to avoid the use of farrroordination mechanisms which could
lead to disruption of existing organizational roe$ and social capital. In contrast to
structural integration, which enables coordinatjgmmarily through theuse of formal
mechanisms such as common authority, proceduregaald, common groundan give
rise to tacit or informal coordination (Camerer &ndz, 1997; cited in Puranam:
(forthcoming)).According to Puranam (forthcomingyith commonground, actions are
aligned not because interacting individuals are chated to take alignedctions through
authority or procedures, but because they sharécserit knowledge t@nable each to
actively align their actions to each othén. this sense, informal coordinatidmased on
common ground can substitute for formal coordinatdriven by structuraintegration’
(13). Therefore, having a common ground can hetpdinate interdependence between the
acquired firm and the acquiring firm without theeusf disruptive formal mechanisms.
Much like absorptive capacity (Cohen & Levinthad90; cited in Puranam: forthcoming),
common ground helps acquiring firms to acquire nenapping knowledge with the help
of some degree of overlap in knowledge. Taken tugetthese arguments result in the
following

Proposition 2c: The higher the degree of common ground, the higher the possibility
for knowledge sharing between the acquiring firm and the acquired firm.

Many authors from various traditions have warneat #tnowledge cannot be transferred
easily from one company to the other. Simonin (2@0gues that this difficulty in learning
from others relates to the degree of knowledge guity. Knowledge ambiguity refers to
the underlying notion of knowledge transferabiliéyhigh degree of knowledge ambiguity
means a lack of understanding of logical linkagesveen action and outcomes, inputs and
outputs and causes and effects that are relatedghoological or process knowledge. Many
authors have concentrated their research on dimensif knowledge that foster or impede
transferability. Simonin (2001) postulated that itteess of knowledge, specifity of
knowledge and complexity of knowledge will increds®mwledge ambiguity and therefore
will cause problems of knowledge sharing. His emplrstudy showed that this was only
significantly true for degree of tacitness.

Transfer of technology knowledge after acquisitioannot rely on codified
knowledge only. Often team-based implicit knowledgeds to be shared (Chakrabarti,
1990). Spender (1996) refers to this type of kndgée as “collective knowledge”;
embedded knowledge in the form of social and stihal practices residing in tacit
experiences of a collective, such as routines. Sieairof this type of knowledge is a slow
process and is seldom affected by formal mechansmed as reports and memoranda
(Chakrabarti, 1990).

In general, it is argued that the higher the pesxknowledge ambiguity the lower
the possibility for knowledge sharing. Here agaipaxadox is touched upon; the more
knowledge can be expressed in words and thus eddithe less important it is for an
organization to buy a whole organization as thay iy on alternatives, for example by
buying the codified knowledge stored in manualgatents. Mostly, companies acquire
other companies because of the capabilities tleaslared by the team and that are very
difficult to express. These arguments lead to tlewwing proposition:



Proposition 2d: The higher the degree of perceived knowledge ambiguity, the lower
the possibility for knowledge sharing between the acquiring firm and the acquired
firm.

2.2.3 Degree of shared social capital

Collaborations that result from acquisition varytieir level of social capital. With social
capital, reference is made to that part of theledial capital of the firm that is generated
by knowledge shared in networks of individuals, velas the other part of intellectual
capital: human capital refers to individual knowged It can be argued that collaborations
high on shared social capital are best suited fmwhkedge transfer (Granovetter, 1985).
Again the match should be balanced: very high degyif social capital will make the
acquisition inefficient because the existence @ireti high levels of social capital already
provides enough trust and continuity to learn freach other. Therefore, it could be the
case that an acquisition does not add anythingdegalearning from each other. In fact,
the mere act of acquiring each other in communitexy high on social capital might even
be counterproductive since a disruption of thetaxgssocial capital could occur. On the
other hand, collaborations that are very low onadamapital will not provide enough trust,
mutuality and continuity to stimulate knowledge mihg. When taken together, these
arguments suggest a curvilinear relationship betvtiee degree of shared social capital and
the level of knowledge sharing. This leads to tikWwing proposition:

Propositions 3: Thereisa curvilinear relationship between the degree of shared social
capital and the level of knowledge sharing, such that a moderate degree of shared
social capital will lead to higher levels of knowledge sharing between the acquiring
firm and the acquired firm.

Socio-psychological factors such as trust, corgo@mmitment, motivation and social
controls have been discussed in the literature oquisitions (Lyles, 1988). Only
sporadically is the concept of social capital useckefer to the enabling or hindering factors
in organizational learning through acquisitionsc&ese the idea of social networks as the
most suitable mode to share tacit knowledge isessingly accepted, the literature on
acquisitions will probably use the notion of soctapital more frequently in the near
future. Social capital has been classified by Nahapiet &stab (1998) into three
dimensions: astructural dimensionrelating to the network ties and configuratiomas;
cognitive dimensignrelating to shared codes, language and narrateses arelational
dimensionrelating to trust, norms, obligations and ideaafion.

If the acquisition is high on the structural dimensof social capital, this would
mean that the target and parent company sharemafanetworks and ties through which
knowledge may easily flow. This leads to the foliogvproposition:

Proposition 3a: The higher the degree of shared structural dimension of social capital,
the more the possibility for knowledge sharing between the acquiring firm and the
acquired firm.
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The social capital's cognitive dimension may enadisilewledge sharing in the sense that
shared language, customs, and traditions can n@kenanication between organizations
less difficult. The “communicative capacity” of tipartners is thus an important factor for
the transparency of knowledge (Larsson, Bengtsdendriksson, & Spartks, 1998). This
leads to the following proposition:

Proposition 3b: The higher the degree of shared cognitive dimension of social capital,
the more the possibility for knowledge sharing between the acquiring firm and the
acquired firm.

If an acquisition is high on the relational dimemsof social capital, this would mean that
the target and partner share norms and a sensatoéhtrust and reciprocity. In contrast to
the structural ‘density’ aspects of networks, tetational aspects are referred to by the
concept of ‘strength of strong or weak ties’ (Graetter, 1985). Strong ties are important
for acquisitions because they ease the knowledgesfer after the deal is closed. Strong
ties imply a high degree of trust, which makesehgre process flow more smoothly. It is
generally accepted that mutual trust positivelyiuefices the possibility of knowledge
sharing (e.g. Dodgson, 1993). Trust is neededfegaard against opportunism (Szulanski,
1996). Trust between partners is needed not onbause a large dimension of the
knowledge that is to be shared is of a tacit naflinest is also needed because a lot of this
knowledge is proprietorial (Lyles & Stalk, 1996;rkason et al., 1998; Dodgson, 1993).
Acquisitions high on the relational dimension atb@are a sense of mutuality, meaning that
people not only want to learn themselves, but alant to help others to learn. According
to Haspeslagh & Jemison (1991) this willingnesstiare knowledge also depends on the
size of the company and the differences in cultbiog.example, larger firms tend to be less
willing to teach. Besides size, this aspect of oiz@ional teaching in business
relationships depends also on the arrogance dirtheand other power issues (Hakansson
et al.,, 2001). The degree of mutual trust and thell of protectionism also influence
knowledge sharing. When taken together, this I¢éadse following proposition:

Proposition 3c: The higher the degree of shared relational dimension of social capital,
the more the possibility for knowledge sharing between the acquiring firm and the
acquired firm.

In general, however, most acquisitions are nott lmunl existing social structures, let alone
structures that have a high degree of social daecause of the self-reinforcing and
emergent nature of social capital (Cohen & PrugdlQl), it is difficult to stimulate or
invest in social capital as a re-active managertawit Implications for management point
to more pro-active measures such as including aedegf shared social capital as a
condition of the search process that precedesctivalaacquisition. We will return to this in
the conclusion section.

2.2.4 Degree of similarity of organizational setting
Firms with dissimilar knowledge may still be abke learn from each other if they are

similar on other dimensions. Lane & Lubatkin (1998) example argue that contextual
features such as formalization, centralization emchpensation practices can mediate and
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improve knowledge transfer. Lane & Lubatkin (192830 found a positive relationship
between the similarity of organizational contextlswas governmental structure and the
success of acquisition. The idea is that a cedagree of similarity must exist in terms of
the two organizational settings, in order to sHarewledge. These arguments lead to the
following propositions:

Proposition 4a: A higher degree of contextual similarity between the acquiring firm
and the acquired firm will lead to higher levels of knowledge sharing.

As Bjorkman, Stahl, & Vaara (2007) mentiocultural differences can be beneficial
because they may enhance the combination potengal synergy potential of the
acquisition, whereby, in combination, the tiions create more value than each could
achieve aloneHowever, they can also create obstacles to reapitegration problems by
exacerbating social integration problems and dimsinng the acquired and acquiring
firms’ capacity to absorb capabilities from the ethparty’ (668). Taken Bjorkman et al.
(ibid) argument into account one could say thatesaiegree of similarity in organizational
culture could be an important ingredient to sudcgdsiowledge sharing. Organizational
culture involves the shared meaning, norms and egalthat have been collectively
constructed over the years. It is highly implicidavery difficult to change. As a result, it is
better to acquire companies that do not differ tyea terms of culture. Of course, striving
for similar organizational cultures is a missionpwssible as by definition organizational
cultures are unique. What is possible however isttwve for an understanding of each
other’'s culture, and for this some similarity iseded (Haspeslagh & Jemison, 1991).
Based on field practice, Buono & Bowditch (1989)w& that cultural differences are one
of the main reasons why many acquisitions donit ldswever, Ernst & Vitti (2000) argue
that small cultural differences remain importanetdhance performance. These arguments
suggest a curvilinear relationship between the ekegif similarity of culture and the level
of knowledge sharing. This leads to the followinggmsition:

Proposition 4b: Thereisa curvilinear relationship between the degree of similarity in
culture and the level of knowledge sharing, such that a moderate level of similarity in
culturewill lead to higher levels of knowledge sharing between the acquiring firm and
theacquired firm.

Another need for similarity which is also related dulture is the need for similarity in

Information systems and Networks. Problems regylfiom systems incompatibility have

often been reported in the literature (Ranft & Ld2@800). But also electronic networks that
support knowledge exchange should be compatiblef{RalLord, 2000). These arguments
lead to the following proposition:

Proposition 4c: A higher degree of IS and/or Networks similarity between the
acquiring firm and the acquired firm will lead to higher levels of knowledge sharing.

Most of the knowledge that is meant to be acquietipwever of a tacit nature. Electronic
networks are less helpful as tools to support thester of tacit knowledge. For this
purpose organizations rely on informal networks ies. Making these personal networks
compatible is perhaps even more important giverdtimainance of the tacit dimension of
the knowledge to be shared (Nonaka 1994; Leonar8efsiper, 1998). After having
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discussed the nature of knowledge in more detsél,importance of these components of
social capital will be mentioned.

2.3 Knowledge management tools

There is various knowledge management tools regoite the literature that affect

knowledge sharing in the post-acquisition phasees€éhknowledge management tools
affect knowledge sharing in the post acquisitiomgehthrough their interaction with the
pre-conditions for knowledge sharing and their supm the knowledge sharing process.
Two major areas of management intervention i.e.uadlutommunication and retention

strategies and their related knowledge manageroel# will be discussed below.

2.3.1 Mutual communication

Knowledge sharing will be facilitated when attentiss paid to the communication
infrastructure that enables knowledge transfer. @mad think of electronic networks such
as email and Intranets which stimulate sharingaafifeed knowledge, and non-electronic
networks, based on individual interactions, whitimslate the transfer of personalized
knowledge. Electronic networks only convey expliaitowledge, whereas non-electronic
interactions may also convey tacit knowledge. Gitkat in case of acquisitions, the
knowledge that is meant to be shared is usuallg bfghly ambiguous nature, personal
interactions are extremely important in the posjtégition phase (Ranft, 1997).

Because individual knowledge and perspectives irerparsonal unless they are
amplified and articulated through social interacti®Nonaka, 1994) organizations should
stimulate the occurrence and need for such intferect By creating the opportunity for
knowledge connections, social interactions betwtbenacquired and acquiring company
provide the foundation for evolving communitiespoéctice (Von Krogh, Roos & Slocum,
1994). Knowledge connections are formed througmé& and informal relationships
between individuals and groups and are driven byb#iief that sharing tacit knowledge is
best achieved througimutual adaptation among members with common kraydeand
shared implicit coding schemes accumulated thrayrglup interactions(Lam 1997: 978).
Examples of such knowledge connections are teardybsitliations where a new employee
is paired with the acquirer’s personnel on a onerte basis. Knowledge connections can
also be created through site visits and tours, fandal and informal meetings between
parent and target organization. The literature ajussitions is rather ambiguous about the
benefits of job rotation and personnel transfergshi post-acquisition phase. While job
rotation is a strategy that is often adopted ireottd stimulate learning from new comers,
research is unclear regarding its tangible beneditd rotation is often mentioned as a
facilitating mechanism, because it is believedrisuee that resources and routines acquired
in the acquisition are transferred back to the mtafiem. However, it can have a negative
effect when the rate of rotation is too high (Rasebussauge and Mitchell, 2001). When
time spent in contact with the partner is reducedahbse of high rotation rate, no learning
will occur, especially when resources are tacitalChbarti (1990) found that although
many companies used job rotation as a way to inghokages, the empirical test shows
almost no significant correlation with performance.
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From the organizational behavior school, the sstjge is made to stimulate mutual
communication not only after the acquisition, blgbaex ante in order to prepare the people
involved. The idea is that through training sessjorisits, tours, etc. appreciation for each
other’'s culture is created which will benefit knedbe sharing in the post-acquisition
phase (Buono & Bowditch, 1989). Buono & BowditctD89) thereby argue for a more
dominant role of Human Resource Development masagdrridging cultural differences.
When taken together, these arguments lead to Hosving proposition:

Proposition 5: The creation of knowledge connections has a positive effect on
knowledge transfer and this effect will be even more if these knowledge connections
are created ex ante.

2.3.2 Retention strategies

Given that people and especially teams are théecauof the knowledge that is meant to be
shared, it is taken for granted that organizatisimsuld prevent the inevitable turnover of
people that occurs after a deal is closed. Althaugist of the empirical data on the relation
between turnover and performance show a negaticrelabon, the results are still mixed.
Chakrabarti (1991) found a negative relation betwkgnover of senior technical people
and performance. Based on extensive quantitatigeareh Ranft & Lord (2000) found
however that the turnover of top management hasa hegative impact on performance
than the turnover of middle management and R&D [gedRetention strategies are thus
needed as mechanisms to cope with this problemem well known retention strategy is
the use of contractual ‘earn outs’, including opsidor employees tied to performance
milestones. The question is whether these ‘goldemdbuffs’ that create financial hostages,
will indeed stimulate knowledge sharing. No clearpaical evidence has been found to
support the notion that financial incentives benife flow of knowledge. Although in the
field of global strategic alliances some evidenaes fiound that financial incentives do not
result in retention (Parkhe, 1993; Lyles, 1988)hédtstudies on acquisitions show that
providing status (Ranft, 1997) or prestige (Chaud&uTabrizi, 1999) seems to be more
important retention strategies than financial inves.

Clearly much more empirical research is needed anmaging knowledge sharing in
the post-acquisition phase. Up to now, the sporéithcature is very limited and even
contradictory. However, taken the above mentiongdiraents into account, the following
proposition is stated:

Proposition 6: The use of retention strategies has a positive effect on knowledge
sharing.
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2.4 Resear ch model
Taken together, the above mentioned propositiosgltrén the following research model
which is depicted below:

Pre-acquisition 5 Enowledge Shanng 5 Creating value
decision making T

Enowledge
< Management

Tools:

P5: Knowledge Connections

Pé: Fetention Strategies
Pre-conditions
for knowledge
transfer:

P1: Degree of Integration

P2: Degree of similanty of knowledge

P2a: Degres of Simlarity in Knowledge Bases

P2b: Degree of Similanty in Eelative Enowledge Size

Plc: Degree of Smularity in Commeon Ground

P2d: Degree of Similanty in Knowledge Ambigmty
P3: Degree of Shared Social Capital

P3a: Degree of Sharad Structural Dimension

P3b: Degree of Shared Cognitive Dimension

P3c: Degres of Shared Relational Dimension

Degree of Similanty of Orgamzational Settimg
Pda: Degree of Contextual Similarity
Pdb: Degree of Cultural Sinularity
Pdc: Degree of IS and/or Networks Sinularity
Figure 1. Research model
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3. ADAPTIVE LEARNING THROUGH KNOWLEDGE ACQUISITIONS

There are two reasons why research on knowledgenghthrough knowledge acquisition
would benefit from an organizational learning petpve. First, as noted earlier, the
acquisition of a company for the purpose of graftiachnologies should be studied as a
process of organizational learning. Secondly, asynm@mpanies are becoming frequent
buyers, learning not only takes place during theeess of knowledge sharing but also as a
process of knowledge re-use.

In other words, companies learn from others ineortb incorporate external
knowledge and learn from themselves by incorpogapast experience into their future
strategy and management of acquisitions. The oeccer of the latter type of learning
seems to differ among organizations. As Haspes&glemison (1991) mention, some
companies seem to learn from their acquisitionesgpces faster than others. Below we
will discuss the two aspects of learning in mortadevith the help of a learning model of
knowledge acquisitions as shown in figure 2 whiglain extended model of the research
model mentioned above.

Enowledge ~ Pre-acquisition = Enowledge Sharing = Creating Value through Grafting
Due Diligence Decision Making
4

M

<— Knowledge Single loop leaming
Managemen: £
Tools

Pre-conditions
for Knowledge
Sharing

Double loop learning

Figure 2. A learning model of knowledge acquisitions

3.1 Learning from others

Research on acquisitions can be divided into varischools. Combining these various
schools provides more useful insight into the cphad knowledge acquisitions. More

specifically, combining an organizational beha@rspective with a process perspective
yields greater insight into the strategic aspe€taagjuisitions. This paper takes a step in
that direction. The assumption is that individualsd groups, through the process of
knowledge sharing, have a strategic impact. Bygieirtg knowledge sharing in the post-

acquisition phase as a process of learning thraugfiing, the assumptions is made that
through knowledge sharing, individuals have an ichppa the process of acquisition and as
a result, affect the outcome. This organizatiomalring approach and the influence of
human aspects are even further supported by thedimdtion of the concept of social

capital as an important pre-condition for knowleddearing and its influence on value

creation.
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Thus, the process of learning through graftingree& be not only “a potentially
important determinant of acquisition outcomes” (isem & Sitkin, 1986), but of strategic
importance. Therefore, learning from experiencegrafting actions of organizations could
enable better knowledge acquisition strategies madagement. Increasingly, research is
being conducted on how the process of knowledgerghaffects final outcomes. These
researchers believe that, as a result of impedsnentearning, many acquisitions fail.
Although, much more research is needed to supp@targument literature in strategic
alliances other than acquisitions have alreadytpdito the strategic impact of knowledge
transfer by knowledge sharing individuals (Inkp&898; Kogut & Zander, 1996; Larssen
et al 1998).

3.2 Learning from the past

For many companies, acquiring a company is notngleiunique event. In fact large
companies particularly in the high tech area hawaek record of buying more than one
firm a year. To them, these interventions couldlpgoduct of organizational learning from
the past through feedback information.

There are various authors who have proposed ssghtams dynamics approach to
organizational learning (Argyris & Schon, 1978; Mlar& Olsen, 1976: Senge, 1991:
Bateson, 1973). Argyris & Schon (1978), followingtBson (1973) have introduced two
ways in which organizations learn from feedbacloinfation: single loop learning and
double loop learning. Single loop learning happevisen an organization reacts to
information regarding the results of organizatioaetions, by adjusting its future actions.
In general, organizations tend to do reasonably a&lsingle loop learners (Argyris &
Schon, 1978). Double loop learning occurs when ripgdions react to feedback signals by
reflecting first on the governing variables suchlashidden norms and values that trigger
the actions. Organizations in general are not gegd in double loop learning (Argyris &
Schon, 1978). As discussed below, it is believed tihis also applies to learning from past
acquisitions, although more research is neededuppast this impression. While single
loop learning happens through adapting actionsxperences with previous acquisitions,
double loop learning happens when previous expegrare taken into account in the
decision making prior to the deal.

Learning from past acquisitions by adjusting kredgle management tools to foster
knowledge sharing can be seen as an act of singfeléarning. The organization learns by
adjusting action strategies but leaves governingabkes untouched (Argyris & Schon,
1978). Single loop learning happens through ex-pstventions: knowledge management
tools to improve knowledge sharing. This concemtgriventions to improve knowledge
sharingafter the deal is made.

Learning from past experiences can also be sugghdsy codifying the lessons
learned and storing them in manuals, knowledgebdats etc. This strategy represents one
of the most traditional knowledge management todsgperience with knowledge
management in organizations indicates howeverdbdifying past experience in order to
support knowledge re-use has its problems. For pleampeople have difficulty
contributing to a re-use policy, for several reasotiheir knowledge cannot easily be
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expressed in words, they do not benefit from iytkdo not spend time reflecting on past
experiences, an unwillingness to use knowledge thérs, or just because these past
experiences do not fit the present situation (Hwiysi® De Wit, 2002). These experiences
might imply that codifying past experience is natiable option or that other media should
be used, such as for example videos.

Double loop learning sets in when companies alrgatyk about and create favorable
conditions for knowledge shariing before the deatlosed. Double loop learning happens
through ex-ante interventions, by including knovgedaudits in due diligence. This
concerns interventions to improve knowledge shaefgrethe deal is made.

Rivera et al. (2001) proposes the introductionanf interface or organizational
structure in charge of dealing with gathering eigreres from previous collaborations in
order to support subsequent collaborations. Sucimtarface can be centralized: just one
structure or team supervising the operation, oredealized: no central structure, each
collaboration supervised and managed independeégtralization can both facilitate and
hinder learning. Facilitate as it can build on pagterience, hinder as there is a danger for
path-dependency in the identification process. duld therefore be more efficient when
the centralized interface captures the diversityhef group of employees as to recognize
and understand the target-knowledge.

During the due diligence stage the feasibilitytlod deal is assessed and analyzed.
One would suggest that during this stage attengogiven to questions like what and
whose knowledge needs to be shared and how shbisicknowledge be shared. Most
often, these “knowledge audits” do not occur oruscgporadically or superficially. With
knowledge audits reference is made to strategiesnechanisms that can be used to
improve the selection of potentially successfubéss. Knowledge audits are meant to
reflect on the question “how can we more accuratintify the most critical knowledge to
be shared before the deal is closed?” The pre-tondifor effective knowledge sharing
along with successful knowledge management toolsujpport them, as discussed in
chapter 2 of this paper, could be the focus ofdéhasowledge audits in the form of a
knowledge due diligence. For example, the acq@ineuld analyze the various degrees of
similarities with the target, such as the degressiofilar knowledge base, similar size,
similar culture, information systems etc. (Mowetyag 1996) in order to see if and how
knowledge can be shared.

An interesting question for further research wdaddif and in what way the notion
of social capital can help to analyze and assessi#bility of possible future acquisitions.
The likelihood of knowledge sharing and collabamatincreases as firms with strong ties
develop norms and sanctions and clarify expectataod obligations (Leenders & Gabbay,
1999). Because of mutual understanding and trysénoexchange and interaction is
promoted. The less skeptical firms are about edlelr's intentions and actions, the more
likely they will exchange knowledge. As interactsoand collaborations increase, firms
develop similarity of views which enable them teleange richer and complex information
and therefore share tacit knowledge which is astimesd earlier the type of knowledge
that plays an important role in knowledge acquosisi In the following chapter it will be
explained how the future research that is connettedhis literature review will be
conducted in order to gain more understanding d¥ggr knowledge sharing within
knowledge acquisitions.
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4. CONCLUDING REMARKS

The literature on the post-acquisition knowledgarsty process is surprisingly sparse
given the increasing number of acquisitions andt thesults often do not match
expectations. In fact, by reviewing the literatorethe topic of knowledge sharing through
knowledge acquisitions, it is found that the litera is very limited; there are contradictory
findings, observations and assumptions. Clearktethis a need for systematic research on
knowledge sharing through knowledge acquisitiorthéligh this present paper has not
satisfied this need, it has set a foundation fer@émpirical research that will be conducted
by synthesizing the literature in the area, pomntim contradictions and synergies.

Specifically, it is proposed that the relationshiptween successful knowledge
sharing after an acquisition and its pre-conditiodsgree of similarity, knowledge
ambiguity, social capital and integration, is forgeaeat part curvilinear. This is an
interesting topic for research as it differs fromop literature findings and might help to
explain the relationship between knowledge sharmmgl acquisition outcomes. Most
researchers have assumed a monotonic relationshifjave come to contradictory
conclusions based on these monotonic relationsidpsause of these contradictions in
prior literature, it is believed that the suggestad curvilinearity is worth exploring further.

Contradictory and superficial findings in the lagure could also be a result of the
idiosyncratic nature of the topic discussed. It beayhat knowledge acquisitions are
inherently too situation-specific as to provideemeral causal explanation. Therefore, it is
clear that this research will be conducted in aaahat should be treated carefully with
respect for organizational idiosyncrasies. Undeditey the nature of knowledge sharing
process only by using quantitative research issnough since it is important to understand
the micro processes of knowledge sharing that areedded in this process. Therefore,
gualitative ethnographic research could be a gdepd ®rward, in order understand the
process of knowledge sharing within knowledge agitjans. The way companies acquire
other companies and how the knowledge sharing legtwliee two companies is supported
depends to a large extent on the uniqueness gfatieular situation. What works well in
one organization will not necessarily work in aresthorganization. This also has
implications for the way organizations can intemwen the process of knowledge sharing.
Since merely increasing communication and tryingrdétain people is not enough, the
suggestion is that organizations should use theofes learned from their own past
experience, to improve future knowledge sharingea@y, the value of the model
introduced in this paper and based on this org#oiza learning perspective needs to be
validated by empirical research.
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