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ABSTRACT
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contracting for knowledge transfer. The study witth notions of knowledge transfer, based on eogpiri
research conducted between 2003 and 2007 to examsgleworld contracts in manufacturer-retailer
networks. In this study, knowledge transfer is maderstood as what organizations have learned thogjii
but to what extent they have developed the capabdiengage in give-and-take activities that gateejoint
gains. The study draws conclusions on the roleootracts for knowledge transfer and more widelyttom
dialectic nature of knowledge in business networks.

INTRODUCTION

Within the recent management and organizationatditire there is a growing interest in contracts as
repositories of knowledge and platforms for leagnmmocess (Mayer and Argyres, 2004; Argyres andeviay
2007; Argyres, Bercovitz and Mayer, 2007). At adimf rapid technological developments in the arkea o
telecommunication and biochemistry, global comjmatjtand value creation shifting from natural reses to
intellectual assets, it is now widely acknowledgldt companies are confronted with the challenge of
continuous knowledge transfer which is only possilthrough give-and-take processes with other
organizations. For many firms, the need sustainoatinuous knowledge transfer through inter-firm
contracting is increasingly crucial because a gdeal of their business activity appears to be woay via
strategic partnerships, alliances or other formstef-firm arrangements.

The recent stream of research marks a significeppaudure from previous research about the rol@ofracts.
Contract scholarship has started to be concernédeadrning and evolution which are central themeater-
organizational studies. More importantly, contrecholarship has started to look at the exact farmesign
of contracts and considers contract design asradapability. Argyres and Mayer (2007) make theedhsit

in complex and repeated exchange relationshipsldgwng contract design capabilities involves lézgn
how much and what types of provisions to include rontract. Recent research in high-technologyraots
moves on to examine these critical types of cotdedgorovisions, such as contingency planning arst t
description, and provides evidence that repeatetiaage between two firms may lead to greater effbrt
contingency planning in subsequent contracts (Aag\at al., 2007). These empirical findings are isterst
with learning effects, but the observation of répdaxchange between companies raises also theoques
how companies cope with the problem of designingoatinuous contracting in circumstances of a)
information asymmetries and b) unforeseen conticigsn circumstances which are typical in many begsn
networks. Contingency planning in subsequent cotgres useful if contracting parties can specifytaia
contingencies (Bazerman and Gillespie 1999). @getit contracts, however, cannot to deal with iafier
uncertainty. Uncertainty is not the same as rishilevrisks can be calculated, uncertainty is an rgimaus
topology for which companies cannot assign any gbdities (Duncan, 1972; Downey, Hellriegel, and
Slogum 1975). For this reason, it is nearly imgassifor contracting firms to define all the termsda
contingencies in complete contracts (Hart and Mob®88; Schwartz, 1992; Tirole, 1999 Maskin analEy
1999; Schwartz and Scott, 2007). The present sattdynpts to make a contribution in this area bilog at

a particular contract design that firms use to @mtfor knowledge transfer.

The problem that companies face in contractingkfuswledge transfer is that the conditions undercvhi
transfer of knowledge may occur need to be expligtated and manifested as joint consent betwien t
involved firms. Even within existing inter-firm @ionships, the question of designing an agreetfopta for
effective knowledge transfer poses a real challdbogenany organizations. In other words, comparias
leverage the particular skills of other actors Wwha&re necessary for them only through informed and
voluntary exchange with others (Buchanan, 1998;adékon and Ford, 2002). Companies face this problem
on several occasions: Consider the marketplacéaftrmoving consumer goods in which a manufactafer
laundry and cleaning products needs the unique ¥mow of raw-material suppliers, the innovative know
how of packaging firms, the creative potential d¥ertising and promotion agencies or the scannier alad
consumer profiles obtained daily by grocery retaileSimilarly, each individual supplier, packagifign,
advertising agency or grocery retailer needs thgugnknowledge of other firms. In this way, theergs of
contracting for knowledge transfer is “integratiohindividuals’ specialized knowledge” (Grant, 1996
375). Agreement or joint consent among contracpagties is the “moral component that distinguishes
between valid and invalid transfers” (Barnett, 1986 270). Contracts are, therefore, manifestatioh
enforceable agreements that specify how resouneesa@uired or transferred from one party to arothe
(Steyn, 1997; Schwartz and Scott, 2003). Contréuts, establish a relation of recognition and eespmong
those who decided to participate (Markovits, 200Mdnetheless, within continuous evolving interatsio
among firms over time, the knowledge that firmschise“inherently indeterminate and continually egieg”
(Tsoukas, 1996, p. 11).
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The problem that companies face can be approaghasking two main questions.

First, what makes it possible for one firm to lefnom other firms the things that are valued in the
marketplace?
Second, which form of contracting with other firlrasuitable for knowledge transfer?

These questions have been treated traditionallydmeloping either an organizational learning apghoa
(Argyris and Schon, 1978; Hedberg, 1981; Brown Baduid, 1991; Nokata and Takeuchi, 1995; Lyles and
Salk, 1996; Easterby-Smith, Burgoyne and Arauj@91 ¥asterby-Smith, Crossan and Nicolini, 2000)alvhi
emphasizes the companies’ effort to generate, secquitransfer knowledge or by developing a refal
approach (Podolny and Page, 1998; Dyer and Sing®g;1Stevenson and Greenberg, 2000; Gulati et al.,
2000; Macneil, 2001; Gnyawali and Madhavan, 2002ziland Lancaster, 2003; Inkpen and Tsang, 2005)
that accentuates the structural embeddednessm$ fonsidering inter-firm relationships as the uofit
analysis. Both streams of enquiry redefine thedasly of what we think companies do. Within thestfir
stream of enquiry, organizational capabilities pmtrayed in a novel and relevant way as knowledge
integration (Grant, 1996; Loasby, 1999; Bangens &mdujo). We know, however, very little about
companies’ give-and-take activities that integraisperse knowledge. Notwithstanding the significant
progress in understanding structures and procedsater-firm learning, the empirical evidence witbgard

to how one firm can learn from other firms and wtygtes of inter-firm agreements contribute to kredge
transfer remains limited (Sabel, 1994; Mayer andyfes, 2004; Argyres and Mayer 2007). The second
stream, the relational approach, has made cletairdlaionships matter and has expanded our viewhtole
inter-firm networks (Nohria and Eccles, 1992); tleational approach, however, has not deepened our
understanding of how organizations consent to éiragal and informed exchange. This might be attaduo

a) an overemphasis on collaborative relationshipsg critique see, e.g. Blois, 2003) and b) thikebé¢hat
frequently companies seek to avoid the use of evrittontracts with their suppliers and customersc@ubay
1963, 2003; Smitka, 1994; Roxenhall and Ghauri4200

This study addresses the above two questions jnipat contract forms described as ‘umbrella agesgs’
(Mouzas and Ford, 2006; Mouzas, 2006; Mouzas amthgton, 2008). Umbrella agreements are contracts
that circumscribe the fundamental rules and priesips focal points that guide the conclusion dkequent
contracts. An umbrella agreement is usually notceamed with the specification of volumes and prifas
single exchanges; instead, an umbrella agreemém ii@int consent between contracting parties fithaises

on sensitive issues such as information exchantetrenic data interchange, notification procedures
property rights, renegotiation or termination rghwhich appear to significant if the parties comtate
repeated exchanges. The study builds on notiongnofvledge transfer, based on empirical research
conducted between 2003 and 2007 to examine redttvemntracting in manufacturer-retailer networks. |
argue that knowledge transfer is not what compal@am cognitively, but the indeterminate outconfie o
repeated exchanges that generate joint gains valudae firms which participate in the marketplads.the
complexity of repeated exchanges increases, compafioose to retreat from immediate contracts and
arrange umbrella agreements because they balaece@edd for certainty and calculability of repeated
exchanges with the need to remain sufficientlyifiexto respond to unforeseen contingencies andasab
new or emerging business opportunities.

Investigating contracting for knowledge transfangs three important benefits: First, give-and-takgvities
among firms can help us to understand inter-firrovidedge transfer. This is possible if we go beydtimsl
logic of possession and examine the transfer ofvledge as an integrative part of the exchange peoce
among companies. Second, contracts can help usstaé how exchange is articulated and manifested i
real life context. The investigation of contractrfie described as ‘umbrella agreements’ adds texising
stream of research on contracts as repositoriémmfi/ledge and platforms for learning process (Mayet
Argyres, 2004; Argyres and Mayer, 2007; Argyrestddgitz and Mayer, 2007), as it delivers new ingsgh
about how companies cope with information asymmstrand unforeseen contingencies designing a
continuous contracting for knowledge transfer. Bhiesw empirical insights are useful because thdrarae
how knowledge is acquired or transferred. Thirdjarstanding how knowledge is acquired or transfiecam
help us understand and improve exchange. In thig, Wwaowledge transfer has a re-ordering and re-
confirming function. Knowledge transfer is neith@e-specified nor predetermined, but is subjedotot
consent over recursive time. For this reason, tildyspresents and analyses the empirical evidetwarding

to three conceptual dimensions: a) repeated exehangfocal points and c) recursive time. The study
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provides conclusions, sets out a research agendaledines research questions to advance the sfudter-
firm knowledge transfer.

INTELLECTUAL ORIGINSAND PREVIOUS RESEARCH

The present study builds on previous researchcdrate organized into two areas: The ‘knowledgeastier
as exchange’ and the ‘contract as an umbrella agree. The output from this research can be oullias
follows:

Knowledge Transfer as Exchange

The dichotomy between knowledge and knowing, sugdely Cook and Brown (1999), calls for a closer
examination of logic of exchange as opposed toldhge of possession. Cook and Brown (1999, p. 387)
specify that “[b]y ‘knowing’ we do not mean sometpithat is used in action or something necessary to
action, but rather something that is part of actjbath individual and group action)”. This shasgsme
similarities with the widely accepted distinctioatiwveen ‘know-what’ and ‘know-how’ (Brown and Duguid
1998; Loasby, 1999). While ‘know-what’ is usuallgderstood as information that can be articulateated
and disseminated, ‘know-how’ is associated with dletors’ own capabilities or their knowledge to essc
idiosyncratic capabilities of others. For this mas‘know-how’ is often situated in communities of
‘exchange’ practice that are understood as fluldtisnships, enacted among a self-selected growgctofrs
sharing identities, routines and experience (Werld48; Lave and Wanger, 1991; Thomson, 2005).

Previous research acknowledges that actors’ exesaag situated in the sense of embeddednessiiad, s
cultural and physical context (Lave and Wanger,119%ve, 1998; Suchman, 1987; Tyre and Hippel, 1997
Wenger, 2000). Research in this area recognizesntpertance of various structural elements such as
domains, objects, artefacts, or manifestationsratauhich actors’ practice can be organized (Wenb@93;
Thompson, 2005). What is missing in this knowletigesed discussion of communities of practice is the
explicit recognition of the role of exchange. Irs&teof portraying practice as the action of singlos, we
may envisage a processinteractionbetween individually significant and interdependactors. Interaction
among actors does not simply lead to individuaivdigs; it leads to give-and-take processes anmegtgrs.
Knowledge can be seen as a non-rival good; thisimtat the use of knowledge by one actor doefimibt

its use by another (Cornes and Sandler, 1986; Rdi880). Everyone can use a certain method, systiea,

or design. Companies, therefore, need to protedt kmowledge as property rights by copywritingtgraing

or by keeping it secret. Consequently, the questigses as to why exchanges among actors are aegess

Perhaps part of the answer lies in the actors’ ne@ategrate dispersed knowledge. Developing avkedge
approach to economic problems, Hayek (1945) adiedl in a forceful and clear way the idea that the
economic problem in a society is, in fact, a problef the utilization of knowledge not given to angain its
totality. Hayek formulated this problem in theléoving way: ‘The peculiar character of the problem of
rational economic order is determined preciselthg fact that knowledge of circumstances of whiehmust
make use never exists in concentrated or integréeah, but solely as dispersed bits of incomplatd a
frequently contradictory knowledge which all segarandividuals possess. The economic problem oétgyoc
is thus not merely a problem of how to allocateegivesources. It is rather a problem of how to seche
best use of resources known to any of the membaisciety, for ends whose relative importance ohgse
individuals know (1945, p. 519). Moving from the macro-realitigisthe society to the realities of individual
companies, Tsoukas (1996) paraphrased Hayek'sgobl stating thatthe organizational problem firms
face is the utilization of knowledge which is rextd cannot be, known by a single aggipt 11). In an
attempt to redefine our view of the firm as a dlistted knowledge system, Tsoukas (1996) considiens fas
being in constant flux, and argues that at anytpaiinime, a firm’'s knowledge is the indeterminatgcome
of actors attempting to manage the inevitable tarssbetween a) normative expectations, b) dispositirom
the past and c) local contexts. The logical consege of these tensions is that the potential ®ethergence
of new exchange practices is never exhausted. Nivenaxpectations, for example, take the form ¢éswor
pressures to act in a certain way. Dispositionsrréd experiences; they can also take the formlarisp
reviews, statistics and matrices in which inforrmatappears. Finally, local context comprises aficHjc
space-temporal conditions such as the maturitpadistry, existing inter-firm structures as wellsagess to
the right people at theight time. Given the inherent difficulty to escape prasting dispositions new
exchanges may be counter-balanced by existingneaiind established ways of doing thingsdividual and
organizational limit to learning and the power tiet pre-existing formative context make it veryidiff for
businesses to leave the vicious cir¢{@borra and Hanseth, 2000, p. 3; Cibetaal, 2000). The utilization of
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dispersed knowledge through new exchanges amoogsdmings with it further tensions such as theflazin
between accessing and acquiring knowledge. GramtBaden-Fuller's (2004) theoretical framework, for
example, distinguishes between ‘knowledge explonati(accessing) and ‘knowledge exploitation’
(acquiring). This crucial distinction is in line thi other empirical studies (Mowery, Oxley and Sifaan,
1996; Nakamura, Shaver and Yeung, 1996).

Having established that exchanges are neededlizeufispersed knowledge which is not, and canmgt b
known by one individual actor, we now need to emplwhich architecture or ‘architectural knowledge’
(Henderson and Clark, 1990) supports and facitittte integration of different sets of specialisbwledge
into a ‘common knowledge’ (Grant, 1996; Grant arati&n-Fuller, 2004). In this respect the role oftamst
design is critical.

Contract asan umbrella Agreement

A contract is a manifestation of an enforceableagrent among parties. The contract, therefor@nserned
with the enforcement of agreed exchanges to prdkectreasonable expectations of the related pases
expressed or implied in an objective manifestatimin an agreement (Steyn, 1997). The theoretical
underpinnings of contracts can be traced back ¢onih theory developed by Friedrich von Savigny (see
Simpson, 1975; Ibbetson, 1999). It is a theoryuwés that recognizes, encourages and facilitates dnd
voluntary exchanges. In this sense, a contracabéishes a relation of recognition and respect” rgnihose
who participate (Markovits, 2004, p.1417); and ftemality gives legal effect to actors’ exchange
relationships.

Contemporary studiéof exchange relationships among firms indicate gkistence of formidable barriers
which make it nearly impossible for the firms taluee important terms of their arrangements into éaliate
and complete agreements (Schwartz, 1992; Gergeéd®; 1Scott, 2003; Schwartz and Scott, 2003). Such
barriers to the creation of immediate and compdgpeeements usually include information asymmetaisd
significant transaction costs that can involve afoteseen contingencies, b) drafting costs, c) reefoent
costs, and d) renegotiation requirements (Tirol@61Hart and Moore 1988; Segal, 1999; Arino anddrReu
2004). These barriers may explain why some firmafgornot to use contracts at all in many business
relationships (Macaulay, 1963, 2004; Campbell aratrid, 1993; Collins 1999; Campbell, Collins and
Wightman, 2003). Other firms retreat from immediaed complete agreements and arrange umbrella
agreements. The function of an umbrella agreemifarsl from the function of other forms of contract
which define all terms of an exchange. An umbratieeement between related parties is not concevithd
immediate contractual decisions for all future dualities. Instead, an umbrella agreement is & amsent
which explicitly spells out a set of rules thatxfldly guide future contractual decisions (Crone93;Kriiger,
2003).

Rules enshrined in umbrella agreements refer tdigpr explicit directions of ‘expected behaviathat
embody the actors’ preferences (Nee, 1998: p. 8Repeated exchange among actors leads to the
development of principles which operate as ‘optatitn commands’ (Dworkin, 1967) and the charadieris
norms of conduct within each inter-firm practicelwawe something to the predilections of the inttirsg
actors. Rules and principles may, therefore, litlné types of relationships in which the actors &k to
participate (Hakansson and Ford, 2002). They adb@a points that help actors achieve a coordimatf
their efforts. Based on an informal experimentaestigation, Schelling (1960) defined focal poiassa set of
mutually perceived expectations, shared appreastm preoccupations, and sensitivities. Mehtarngta
and Sugden (1994) replicated Schelling’s (1960¢aesh in a more formal setting with incentives iniaf
they confirmed that actors achieve much better dination if they rely on a set of prominent andies#l
points. In this way, rules and principles are fquaihts which may guide interaction among firms Kei@sson
and Ford, 2002). They increase the “predictability’group members’ behavior and give expressioa to
group’s “central values” (Feldman, 1984, p. 47)dxatract as an umbrella agreement can be usedutate
all crucial aspects of an on-going exchange practior example, it specifies and regulates intemact
processes, information systems and enabling tecbred as well as performance measurement. Thepaoti
such an umbrella agreement are not required toifgpeew terms in their future exchanges nor areythe
required to refer to the pre-existence of an unibereement (Mouzas and Ford, 2006).

! A parallel stream of enquiry which is beyond taenit of this paper is labelled relational contrafis a detailed review
and critique see, Macneil (2001), Eisenberg (2@32)ell Campbell, Collins and Wightman (2003).
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Contracts as umbrella agreements are particulasigfull in knowledge-intensive exchanges where the
institutionalization of cognitive frameworks, inelsense of shared mindset, provides the ‘archiectar
repeated and regular exchanges (Boisot, 1995; Karas) 2003). They can, therefore, be compared to
discursive institutions which codify the partiesidwledge about efficient ways to interact (Sab&i94).
Discussing the idea of ‘discursive institutionsak®l (1994, p. 138) explains that institutions [su&s
umbrella agreements) can transform transactions dmcussions “by which parties come to reinterpret
themselves and their relation to each other by oedlmg a common understanding of the world”.
Furthermore, a contract as an umbrella agreement solve the central conflict between learning and
monitoring. In Sabel's (1994) view, learning is ab&acquiring the knowledge to make and do theghin
valued in markets” while monitoring is about theedmination by the exchange parties “that the gaims
learning be distributed according to the standagseed between them” (1994, p.137). Contracts are,
therefore, seen as ‘knowledge repositories’ (Magiedl Argyres, 2004); they represent an effectiveingpp
strategy for not only monitoring what is being ddm# also learning what works best (Sabel, 1994).

A FRAMEWORK FOR THE STUDY OF KNOWLEDGE TRANSFER
Following the foregoing review of intellectual ang and previous research this section preseniseeptual
framework for the study of contracting for knowledgansfer. The framework links the perspectivethef
research areas together by considering relatioadhiiween concepts contained in a number of diftere
literatures and attempts to create new meaningprisists of three conceptual dimension$oagl points b)
repeated exchangend c)recursive timavhich will be used as analytical bases to makseenthe empirical
findings (see figure 1).

Figure 1: Contracting for Knowledge Transfer

Focal Repeated
Points Exchange

Recursive
Time

Focal points

Focal points are prominent or salient bearings ofually perceived expectations and shared apprect
(Mehtaet al, 1994; Sudgen, 1995). They emphasize certain Bspé&nowing that are important and may
divert attention from other facets of knowing whighght not be recognized as relevant for the inedlv
actors. Focal points emphasize the fact that inoafgoing exchange practice, tipgecedentbecomes
extremely important. The logic of precedent impligst if a particular problem of practice X is &dtin case
C, then the rationale in case C would be appliedalsr actors on practice X. In other words, casseG a
precedent in relation to practice X. Based on thgicl of precedent actors attempt to co-ordinatér the
practices to their mutual benefit by drawingfonal pointswhich are salient rules and principles of mutually
perceived expectations. The actors develop ruldganciples because these conventions, operatithgwva
certain time-space context, provide focal pointsgfach actor’'s “expectation of what the other eigplan to
expect to be expected to do” (Schelling, 1960,7. 5

Repeated Exchange

Understanding the multiplicity of repeated exchargguires a fundamental insight of the process hichv
actors with different backgrounds, potentials aifteiknt interests seek to create joint gains (MeGand
Keros, 2002; Biggart and Delbridge, 2004). Joinhgare achieved through multilateral wise tradesrag
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actors who have the ability to see the broadeupcind the connectedness of actions. They regugheft in
actors’ self-perception from ‘self as independentself as part’ of a larger whole (Bigelow, 199Repeated
exchange among firms may involve regular interagi@t numerous levels, plus a plethora of related
information exchange activities, often with thirdrfles such as professional communities and ploldtes.
Firms’ openness (Woodman, Sawyer and Griffin, 1983nove beyond existing task-specific exchangeks an
engage in heedful repeated and regular exchangersudgal for their ability to access and acquirevne
knowledge.

Recursivetime

The concept of time is not understood as a lineacgss but as recursive practice. The pre-eminehce
repetitions and routines, organizational habits arsditutionalized forms of interactions such agiquic
business reviews, periodic task reviews, annuatatipgy plans or annual contract negotiations amfinngs

are manifestations of recursive time. Furthermtire use of enabling technologies and the institaliaation

of Electronic Data Interchange among firms as wvasllContinuous Stock Replenishment programmes re-
enforce the pre-eminence of routines and recupettices.

These three conceptual dimensions circumscribatfophn for inter-firm knowledge transfer. A platforis
not conceived as a sequence of states (Hedstronswadberg, 1998; Bunge, 2004) but as a ‘topology’ o
‘podium’ of factual physical and social artefactsese knowledge transfer may occur (c.f. JohnsonSwoid,
2003). Our attention, therefore, is focused on wstdading the ‘possibility’ of inter-firm knowledgeansfer
on this platform. Contracts are manifestationsofitjconsent that work by introducing new posdileii. The
formality of contract is not the opposite of subsi of this platform but aims to preserve whatripdrtant in
this substance (Stinchcombe, 2001). A contraetefiore, is an abstraction of possibility; a refinersion of
the substance. This means that the same platfoeoh lys different contracting actors may transfefeddnt
knowledge. The integration of dispersed knowledget known to any single actor, into a ‘common
knowledge’ (Grant, 1996; Becker, 2001; Grant andléaFuller, 2004) can be seen as the product of
continuous and recursive interplay between knovdealg ‘inter-action’ and knowledge as a ‘possibility
Hargadon and Fanelli's (2002) view, knowledge asador inter-action) encompasses the factual ijghys
and social artefacts that surround actors in omgdioins, while knowledge as a possibility comprities
schemata constructed and shaped from actors’ ppstiences and precedents. In our framework theeidhc
physical and social artefacts that surround acfmevide the substance of platform for contracting
circumscribed by the conceptual dimensions of aalf@oints and b) repeated exchange c) recursive. ti
Contracts reduce these factual and social artefiaitsabstract schemata constructed jointly byitivelved
actors. For this reason, we posit that successter-firm knowledge transfer depends on the cytligarplay
between thenatterof the knowledge as interaction and the actordpaiver that resides in knowledge as a
possibility.

EMPIRICAL STUDY

This study of contracting for knowledge transfepat of a wider research project into the waysvirich
companies interact with each other make busineals.d®ne of the most intriguing empirical findingfsthe
initial stages of this research in the late 2002 W observation that because of the increasingogaic
interdependence between manufacturers and retdierprimary concern of the interacting partiesaswith

the individual products or services but rather wiith continuous exchange of knowledge to create gains.
Consumer goods manufacturers have expertise iardas of sourcing, producing and marketing epongmou
brands which are demanded by consumers. They headtver, to cooperate with grocery retailers which
represent a significant share of their total bussrte ensure the availability and visibility of ithierands at the
point-of-sale (Villas-Boas and Zhao, 2005; HingeAd05). The cooperation between manufacturers and
retailers necessitates a domain consensus whitheigarties’ agreement over functions and roles in
business relationship. Domains reflect the partregit to operate and perform within specific arefas
instance in the production or advertisement of aores goods, or in selling directly to consumersniam
consensus is, therefore, related to the definitidbnboundaries, role sets, companies’ capabilitiad a
expectations. Parties may lack resources, techiwalogr organizational capabilities to fulfil caregunctions

or they may specialize in a limited range of prddurcservices. Alternatively, companies’ capalabtimay
develop and change and thus, domains may be dispotkredefined over time. This is demonstrateatiiiv
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in the engagement of retailers in boosting retaitand$ (Dunne and Narasimhan, 1999). This tendency can
be regarded as an attempt by the retailers to @wvdoimains that are traditionally the preserve of
manufacturers, to redefine role-sets and to redrevboundaries of domains in which both retailard a
manufacturers are embedded.

The research project indicated that umbrella ages¢snare seen by manufacturers and retailers ibited
Kingdom and Germany as a coping strategy to dedh wie problem of integrating dispersed, and
continuously emerging, knowledge. This encouragetbaer examination of the contract forms to idgnti
how this happening. Consumer goods manufactureds gaacery retailers in the United Kingdom and
Germany were chosen for investigation because dhe significant part of the whole economy; beimg
largest manufacturer-retailers networks in Eurape generating an annual turnover of €100 and €1R6rb
respectively. By using case study research metfieidenhardt, 1989; Tsoukas, 1989; Ragin, 1992;dBast
1998; Halinen and Toérnoos, 2005), the researchslabkow this type of agreement is used as a phatfor
inter-firm knowledge transfer. Forty-eight in-depihterviews and 12 company workshops with senior
managers were conducted between 2003 and 2007mé&heod of data collection placed an emphasis on
obtaining contemporary manifestations of umbrefjeeaments as well as participant observation imnbas
reviews and personal interviews. The pool of in@mees was identified from trade and manufacturing
congresses and was enriched and expanded by calhtiasking ‘who works where and who knows whom'.
The interviewees included decision-makers suchussnBss Unit Directors, Category Managers, Inforonat
Technology Managers, Sales Directors, Purchasirgy umpply Directors, Key Account Managers and
Corporate Lawyers. We logged our field observatifncluding impromptu chats and meetings) shattgr
they occurred into a self-devised field trackingteyn. These were entered into a “chronological wvist”
and served as a filter or index to the wider setliffervations. This was crucial in the collectidrumbrella
agreements because it helped us carry out a obxsenination and triangulation of primary data. Weoa
made periodic entries into a field diary to supmaithe collection of more formal material abou¢ th
agreements gathered; these diary entries alsodaaveflections on the research as a whole. Weratamed

for analysis electronic copies of contract drdifes tve received via e-mail.

The analysis of empirical data involved criticabexnation, evaluation, categorization and recontimnaof
findings. The analysis addressed the complexityonfipanies’ interaction with each other. They entened
four major challenges: a) the problem of marketsniolaries, b) the problem of complexity, c) the peabof
time and d) the problem of comparison (Easton, 1888inen and Tornoos, 2005). Market boundaries are
arbitrary and thus it was not possible to study‘émtire’ consumer goods market, as business ogistiips
are interconnected throughout the market. In thligep four exemplary manifestations of consent among
manufacturers and retailers are presented. The palpieesses the relationship between umbrella angnets
and the evolving patterns of interaction in consug@ods markets. These patterns of interaction dtw
manufacturers and retailers include institutioremliforms of annual contract negotiations, busineggws as
well as the process of renegotiation. The aim iswaluate, test and determine the extent to winastieg
knowledge claims do, or do not, truly representamrespond to the world (Hunt, 1976, 1983). Theehr
conceptual dimensions a) focal points, b) repeaketiange and c¢) recursive time are used as aralptises

for the study of contracting for knowledge transféhe primary goal in data analysis was to link the
theoretical knowledge with the empirical observagioThis link was established through several sycle
moving between theoretical ideas and data on ictiera practices. The analysis involved an iterative
examination of the manifestations of consent. Thesmifestations comprise written agreements, esnalil
attachments as well as protocols from annual natmtis. This process encouraged issues to emengetifre
data rather than being imposed on them.

The paper will now move on to an examination of theations in the content of contracting for knedde
transfer. The paper explores the advantages ofamiatas umbrella agreements and highlights thatsins
in which companies find them particularly usefuhi§ demonstrates that the reasonable expectatimhpt
appreciations enshrined in umbrella agreements miedirfirms can time and again use them as a watiost
to test their understanding of what they have jpitgarned and agreed. If circumstances for eith&iness
partner change, then they are able to re-negat@ttracts. Thus companies consider umbrella agnetsnas
a strategic tool that sets the ground for a cootisiknowledge transfer between business partners.

2 Retailer brands are often referred as ‘privatells. In contrast to ‘manufacturer brands’, retabrands are retailers’
trademarks and, therefore, retailers’ propertytagh
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What do umbrella agreementsinclude?

In order to examine the variations in the contehtantractual provisions we now present four umhbrel
agreements between manufacturers and retailerde(IabThese four contractual arrangements wergerho
to present a diversity of agreements in four différproduct categories. This is important becausdyzt
category is the governable entity in all manufamtwetailer networks. The first umbrella agreemint
between Alpha, a manufacturer of laundry produdétergents), and Edel, a grocery retailer thatiapees

in large hypermarkets. The second umbrella agreemmeaout the co-operation between manufacturés,Be
a producer of cleaning products (household clednamd grocery retailer Sun. The third umbrellacagnent
is between a manufacturer Unis, a producer ofdarik products and retailer retailer Econ who spleges in
discount grocery shops. The fourth umbrella agreeéme between Cosmed, a manufacturer of cosmetic
products and Medos, a retailer active in large depnt stores. The names of the companies areisishto
ensure the confidentiality of contractual arrangetsieT he iterative examination of these contractbies the
identification of important clauses. These clausst by describing the domain of business by $yeagi
types of products or range of services and thenenaovto express the basic rules and principlesréuatiate
interaction and facilitate the achievement of mutearning. These rules and principles set outaméwork
according to which voluntary and informed exchanggy take place. Therefore, the clauses presented in
Table 1 deal with sensitive issues of property taglexclusivity of business, information flow, rtation,
confidentiality of agreements, the possibility afbsontracting, the provision of warranties, as wadl
termination rights. They also emphasize the impaeaof continuous negotiation based on an objedtifi
Electronic Data Interchange and the inclusion dfezRe eventualities or contingencies in the fornicote
majeure, such as political unrest, strikes, loctsaand governmental interventions or natural caipbes
(Table 1).
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Table 1: Umbrella Agreements between Man

Umbrella Contract 1
Clauses Manufacturer Alpha
&
Retailer Edel
Domain Manufacturer Brands/
Consensus Laundry Products.

Unless otherwise
agreed, terms and
conditions are valid for
all future contracts.

Exclusivity of
Exchange

No exclusivity.

Retailer Edel has the
right to obtain
competitive offers at
any time.

Infor mation/
Notification

The two parties will
inform each other
quarterly with regard to
marketing and sales
activities as well as new
product development.

Electronic Data
I nterchange

Arrangement of a
continuous Electronic
Data Interchange based
on consumer data
generated at retailers’
check-out counters.

Property rights

All brand names, logos,
iconographic elements
and nromotion desiaons
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Infor mation
Secrecy

All information is
confidential and not to
be available to third
parties without written
consent of the other
party. This obligation
continues for 5 years
after expire of the
agreement.

Subcontracting

Possible only uporn
consent.

Assignment

Alpha is appointed
Category Captain.
Both parties will work
together to generate
Shopper Insight at the
point of sale.

Vendor Managed
Inventory
(Manufacturer Alpha
manages the retailers’
orders according to
consumer data provideg
by retailer Edel).

)

Volume/ Price/
Discounts

To be agreed.

Invoicing

Unless otherwise
agreed, on a monthly
basis.

Delivery cost is paid by
the manufacturer Alpha
(Delivered Duty Paid).
Electronic invoicing
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and governmental
interventions.

Guar antee/
Liability

Manufacturer Alpha
gives the guarantee to
deliver the highest
quality of products and
has the obligation to
remedy deficiencies in
products or other
services to Edel. This
applies also to services
obtained from
subcontractors.

Saving Clause

Unless it is of major
importance, invalidity
of one or more clauses
will not have any effect
on the agreement as a
whole.

Amendments/
Addition/

In writing.
Amendments/Additions
need to be agreed in
joint business/task
reviews.

Duration/
Termination

Unless otherwise agree
this contract terminates
at the end of a calendar
year.

Retailer Edel reserves
the right to revoke in
writing any orders (of
the Vendor Managed
Inventory) which she
wishes not to accept.
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Let us now examine the process involved in thesbrelta agreements to see what actually happens with
regard to these exchange relationships. Umbrelleeagents are concluded at headquarters level, vhere
historically developed interface is between thailkets’ category management (traditionally calledghasing
department) and the manufacturers’ key account rttepats. Category and key account managers are
becoming sophisticated, powerful agents acros®rdifit functions; they are usually experienced, aseni
managers responsible for the establishment andlafeuent of client relations, as well as the intérna
coordination of different staff functions. In desigg umbrella agreements, category and key account
managers draw upon the expertise and knowledgethar staff departments, such as legal, marketing,
information technology or operations. Contract fsmns regarding ‘electronic data interchange’, for
example, are drafted by corporate lawyers in camer with the information technology departmenmt. |
comparison, provisions regarding efforts to gereetsiopper insight’ are prepared in conjunctionhvttie
market research and trade marketing departmentssi@r the umbrella agreement between manufacturer
Alpha and retailer Edel in which manufacturer Algbaappointed Category Captain, a term equivalent t
preferred supplier. In this case, manufacturerhAlms Category Captain will transfer the ‘industry’
knowledge to retailer Edel with regard to a specifategory, e.g. market research, product spetidita
consumer data etc. In return, retailer Edel wdhsfer ‘retail’ knowledge to manufacturer Alphawiegard

to Shopper Insight at the point of sale, e.g. daggarding shoppers’ buying behaviour. This transfer
knowledge is based on repeated exchange of datts &nd information, as well as ideas, comments,
suggestions or reviews. In the annual negotiatansmbrella agreements that take place betweereBdyetr

and December each year, manufacturers’ key aceoantgers contact the purchasing managers of grocery
retailers to negotiate the cooperation for the ngdr. In principle, contracting parties are drivantheir
interest to maintain and develop their existingtiehship. Contracting parties usually recogniz\vhlue of
their relationship and acknowledge their deternidmato learn new, innovative way to create joiningaln
practice, however, the whole learning process igedrby a) their particular concerns (focal point®y
example, property rights, retailer/manufacturemidsa shopper insight, exclusivity or liability i€s) b) the
amalgamated know-how of promoting repeated exchafogeexample through information-based systems
such Continuous Stock Replenishment or Vendor Mesatpventory and c) the recurrent forms of
interaction, for example, periodic business reviems task reviews (recursive time). The outcoméhist
process is usually articulated in objectified measwegarding business opportunities, availableuregs and
market performance. For example, market shareimdividual brands within a product category willeggise

a profound impact on the allocation of resourcaserploitation of new business opportunities.

DISCUSSION OF RESULTS

The contracts between manufacturers and retailesepted in table 1 show umbrella agreements batwee
contracting parties are not primarily concernedhwindividual products or items but rather with the
continuous transfer of knowledge which is not kndwyna single retailer or manufacturer. The purpoke
these umbrella agreements is to arrive at a mdatfes of consent regarding all crucial aspectslexling
with repeated exchange that generates joint gaidence, umbrella agreements provide a set of jointl
decided focal points (Schelling, 1960; Metal, 1994; Sudgen, 1995) that guide all future exgban
(Crone, 1993; Kruger, 2003). These manifestationiécate the companies’ consent that exchanges ean b
agreed according to a pre-existing framework arat tit is the intention of the companies to do so”
(McLauchlan, 1998, p. 97). The fact that importi@nms of exchange, such as prices, volumes andulits,
have not been agreed but deferred for future agraemay be a significant rationale indicating tredilers
and manufacturers nowadays prefer to remain flexabld open to learn, and do not intend to be octuirdy-
bound prematurely. This empirical finding is indimvith other studies in the USA that indicate taitracts
may limit a company's ability to innovate or chaiigepolicy (Argyres and Liebeskind, 1999). For mxde,
prior contractual decisions made by a company rimait Its ability to embrace new or emerging busies
opportunities, to innovate or learn new things @ratvalued in the marketplace. This flexibilitydaspenness

to new learning is regarded important in manufastuetailer networks because of the high speedhiathw
products are launched, re-launched and tradedhelet markets, manufacturers supply grocery retaigh
fast-moving consumer goods that reach millionsoofstimers (Corstjens and Costjens, 1995; Villas-Boals
Zhao, 2005). Manufacturers and retailers are, fbere confronted with a plethora of exchanges, a
multiplicity of information requirements and an ieasing complexity of inter-firm coordination.

Umbrella agreements reflect the conceptual dimessiof ‘contracting for knowledge transfer’; Talite
illustrates this. First, umbrella agreements attetofrticulatefocal points,such as the domain of business,
property rights, saving clauses, guarantees oilitiab, interaction patterns, termination rights ‘éorce
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majeure’. These focal points are salient bearirfigaudually perceived expectations and shared aprecs;
they emphasize aspects of knowing that are reldeartoth parties and set precedents that guideesutent
practices. Second, umbrella agreements definedbie loules and principles that goveapeated exchange
they specify reciprocal practices of mutual infotima and notification, electronic data interchange,
exclusivity of exchange, restrictions applied tfoimation secrecy as well as product and monetaryst
Third, umbrella agreements incorporatecursive timeby specifying recurrent patterns of inter-firm
interaction. This is demonstrated in the annuadesiodic re-negotiation between manufacturers atallers,
the quarterly business reviews and periodic megtiag well as in the establishment of inter-orgeiasal
routines. For example, the arrangement of eleatrothdta interchange and the Continuous Stock
Replenishment are based on data generated aterstatheck-out counters. These inter-organizational
arrangements are manifestations of routines airmedpgoving innovative capabilities to deliver praxs and
services that are valued by consumers in the nzled.

Table 2. Knowledge Transfer between Manufacturersand Retailers

Conceptual Dimensions Umbrella Agreements

Domain Consensus
Manufacturer/Retailer Brands
Focal Points Property Rights

Shopper Insight
Guarantee/Liability
Duration/Termination

Force Majeure

Mutual Information/

Repeated Exchange Notification Practices

Electronic Data Interchange
Restrictions/ Information Secrecy
Regulation of Subcontracting

Annual/ Periodic Re-negotiation
Recursive Time Organizational Routines
Business Reviews

Periodic Task Reviews/Meetings
Continuous Stock Replenishment

Recurrent interactions between manufacturers artdilees reveal significant interdependencies and
continuous efforts to create an ‘architectural kiealge’ (Henderson and Clark, 1990) which accelsrtte
integration of heterogeneous knowledge into a ‘camrknowledge’ (Grant, 1996; Grant and Baden-Fuller,
2004). In this respect the role of focal poinepeated exchange and recursive time is criticéles& three
dimensions of factual, physical and social artafantcumscribe the substance of a platform whesenfoon
knowledge’ may or may not occur (c.f. Johnson aoli,.S2003). In this study, thgossibility of integrating
dispersed knowledge is inextricably linked with #hastence of umbrella agreements. Umbrella agratane
between manufacturers and retailers reduce thetssudes of factual and social artefacts into abstract
manifestations which are jointly developed. In thigy, the empirical finding regarding umbrella agrents
extend Hargadon and Fanelli's (2002) claim of remar interplay between knowledge as action and
knowledge as a possibility by incorporating the agpt of consent. The integration of dispersed kedge
into a ‘common knowledge’ is an achievement thagetels on the cyclical interplay between thatter of

the knowledge as interaction and the actors’ cdndet makes knowledge transfeossible In our case,
actors’ consent is manifested by umbrella agreesnddoinbrella agreements between manufacturers and
retailers institutionalize the cognitive framewoik, the sense of shared mindset; they providefmed
platform for inter-firm knowledge transfer, and a&re an ‘architecture’ that enables regular and aiege
knowledge-intensive exchanges (Boisot, 1995; Kararsa2003).

The rather subtle point that contracts are abstraiof possibilities is evidenced in a number iffiedences
between individual umbrella agreements. The maiferdinces relate to the existence of a varietyoohl
points and multiplicity ofrepeated exchangdn the empirical cases (table 1), manufactures @etailers
demonstrate different business interests, serigsvand priorities. Some of the retailers wereceoned with
the retailer brands, transfer of property rightd amclusivity issues, while others were more conedrwith
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risk minimisation, warranties dorce majeureManufacturer Alpha and retailer Edel, for examplgreed that

all brand names, trademarks, iconographic elermemspromotion material will remain the propertytiog
manufacturer Alpha, while manufacturer Cosmed agtdiler Medos agreed that all retailer brands will
become property of retailer Metros 5 years after tbmmencing of the agreement. Umbrella agreements
show a variety of accepted rules and principlesandigg re-negotiation or termination requirements.
Manufacturers Alpha, Beta and Cosmed and retalielsl, Sun and Medos agreed to re-negotiate their
umbrella agreements annually and fine-tune themuayterly business reviews, while manufacturer nig
retailer Econ decided to do so on a six monthssbdsiis demonstrates that the consent among astars
inter-cognitive achievement that does not occux iracuum but is embedded in a set of rules that ¢ham
bases of agreements that pre-exist in businegforehips.

Rules are valid for a certain period and they aseally re-confirmed or re-ordered through annual
renegotiations or in case of a dispute througlgalleenue (Eisenberg, 1976, 1978; Ross and Co2d1)).

If rules are confirmed and renewed over time, tbstablish a ‘principle’ (Esser, 1956). For exampiethe
presented cases (see Table, 1) there is an acqmetple that retailers are entitled a substhmeay of
payment and thus retailers utilize this estabdskmowledge to draw on manufacturers as trade torsdand
provide working capital for their retail stores.|Baand principles imply an expected behaviour emtody
preferences. For example, manufacturers and nestgatefer to incorporate into their umbrella agreata the
arrangement of Electronic Data Interchange andititisinalized forms of interactions such as annual
negotiations or quarterly business reviews. Thetigoal, joint formulation of agreements among
manufacturers and retailers transforms transactiotas discussions (Sabel, 1994) and codifies thedi
knowledge about efficient ways to interact. Firmg able to exploit interaction efficiencies becaas¢heir
previous investments in time-bound relational assath as Electronic Data Interchange or institaiised
forms of continuous negotiation. This empiricaldiimy is in line with other studies of knowledgenséer.
Studies in the U.S. and Japanese Automotive indastior example, emphasize the role of relati@sslets
and distinguish between simple knowledge transtmhriigues and technological capabilities jointly
developed (Kotabe, Martin and Domoto, 2003). THe i contracts in these exchange relationshipge is
codify the firms’ agreement of how capabilities asgected to be utilised and how productive knogers
expected to be transferred between firms. In théy,veontracts are not simply ‘knowledge reposigirie
(Mayer and Argyres, 2004) but rather refined platf® of agreed conditions under which transfer of
knowledge may occur.

CONCLUSION

On the basis of this empirical study, it is appateat inter-firm knowledge transfer is linked witfe firms’
capability to engage in give-and-take contractimat fgenerates joint gains. The study examined lkeuhyd
transfer as a continuous and recursive interpldydrEn knowledge as ‘inter-action’ and knowledgeaas
‘possibility’. Focal points, repeated exchange egalrsive time circumscribe a platform of factyslysical
and social artefacts that surround firms’ inteiieatt The role of contracts is to refine this platfointo
abstract schemata constructed jointly by the irehactors. Each individual contract is, therefam,
abstraction of possibility that results in a unidu@wledge transfer. In the markets of fast-mowongsumer
goods, firms retreat from immediate and completetregts and arrange umbrella agreements under which
transfer of knowledge may occur. Thereby, manufactuand retailers create a framework that is not
primarily concerned with individual products orrite or discrete transactions but with a continuoasstfer

of knowledge which is not known by a single retade manufacturer.

The present study offers three important lessoinst, Firms need to arrive at a joint consent wather firms

in order to design a transfer of knowledge thatoistinuous, valid and legitimate. Firms usuallytpobd their
own knowledge as property rights by copywritingtgméing. Therefore, understanding the inter-cogaiti
achievement of consent requires a fundamentaltingido the significance of property rights or #etnents
which specify the substance of rights that actoay mossess, acquire, or transfer in their intevastiwith
other actors (Coase, 1960, Demsetz 1966). Secahelyonditions under which a transfer of knowledgsy
occur need to be explicitly stated and manifestetiveen the involved firms. Even within established
relationships the design of a contracting for cmwmius and informed knowledge transfer, requires an
‘architectural knowledge’. This architectural knedge is enshrined in the exact form or designooitracts
between the involved parties. This study demoredralhat umbrella agreements provide this ‘architett
knowledge’ that specifies the conditions under Whiansfers may occur. They spell out the basiesraind
principles of working together and, thereby, thegate a structure that guides the contracting fowkedge
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transfer. Thirdly, firms’ capability to arrange egied exchange practices that generate joint gaindat
makes it possible for them to learn from other §rim this way, knowledge is not what firms posswsshat
firm have learned cognitively; it appears that kiemge transfer is more than a ‘one-way’ process/éet
the source firm and the recipient firm. Knowledgansfer is rather a dialectic process inherent urusad
flows of repeated exchange, guided by focal pamts recursive time.

This empirical study demonstrates that contractongknowledge transfer is a complex and time-coriagm
process. In diverse and continuously changing lessirelationships, firms need to balance the need f
certainty and calculability of their exchanges witle need to remain open to embrace new or emerging
opportunities. Firms are susceptible to changethéir markets and have to negotiate with other ditim
protect and advance their own knowledge of perfogniraditional forms of complete and final contsafail

to address this requirement. Transaction coststrivdtion asymmetry and symmetric ignorance of exgha
opportunities prevent firms from a continuous nedimn and deal-making. Leveraging the knowledge of
others to exploit new possibilities requires a raahitecture of inter-firm agreements that is opeiured

and capable of integrating complex and dispersedolbincomplete knowledge on a continuing basis.

An agenda for further research in this area needsdude the investigation of how firms deal withe
inherent complexity and time-intensity of knowledgansfer in their particular contexts and how Brsee
this issue as a possibility of exploring and exjpigi new opportunities. Looking at the conceptuaiehsions

of focal points, repeated exchange and recursive ffsee figure 1), further research may explore how
manifestations of consent in different industriesvile a refined platform for knowledge transfempehow
these manifestations are impacted by or impactiromst practices. The notion of ‘know-how’ has beasn
central construct in knowledge management the@astiqularly in theories which describe and expladtors’
own capabilities or their actors’ knowledge to asceliosyncratic capabilities of others (Brown @nejuid,
1998; Loasby, 1999). What deserves more attensicthe investigation of two research problems: Kirst
investigation is needed on how firms incorporateatdities into their contracts in the form of mi@sitations

of joint consent (Argyres and Mayer, 2007). Sedpndesearch is needed on how firms start, exterdl a
develop contractual arrangements in their particatmtexts. A contractual approach to the investgaof
knowledge transfer infers that ‘systems or subsystiee evaluated in terms of the comparative eatecility

with which voluntary exchanges, contracts, or tead&y be arranged between and among members of the
community’ (Buchanan, 1988, p.135; Buchanan, 1975).

The pursuit of such research agenda would rega@gemployment of research methods with the operaitio
ability to a) investigate the complexity of knowtgdtransfer, b) to handle critically rich data, tiplé sources

of information and multiple exchanges c) to invgate the interaction among organizational actotsdro
capture processual developments over time. As C@2®4, p.12) emphasizes “the process of contmctin
needs to be studied in a real world setting”. Fousn real, temporal and dynamic processes, wd tee
move beyond the use of descriptions of individugdeziences (Weick and Browning, 1886; Tsoukas, 1989
Elsbach, Sutton and Whetten, 1999) and considesstindy of inter-organisational manifestations sash
contracts, agreements, protocols or correspondamosg actors. Researchers can look at the linkselest
focal points, repeated exchange and recursive tisereference points and investigate the inter-firm
contracting for knowledge transfer over a periodtinfe. In this sense, umbrella agreements advaoce o
understanding of the conditions under which thés¢fer may occur. Building on the idea that agesdm
among parties are not instantaneous events bprageessively reached over a period of time, futesearch
could shed more light into the contemporary chaienf umbrella agreements. This is only possibleaf
manage to escape functional and discipline spsatédin and search for hidden links. Further researay
increase our knowledge of the existing but hiddessjbilities of knowledge transfer.
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