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Introduction 

To adapt foreign business practices to the turbulent business environment of Russia is a challenging task. Most research has analyzed transfer of MNE practices to the Russian operations (e.g. [May et al., 2005]), whereas the use of local knowledge has received less attention [Karhunen et. al., 2008]. This paper shows that in order to succeed in Russia, a foreign company needs not only to transfer its firm-specific advantages to the local operations but also harness local knowledge. We address this question by first, evaluating what kind of knowledge gaps a MNE entering Russia should close to operate successfully. Second, we analyze what means are used to upgrade managerial skills in the subsidiary. Empirically, we analyze Kemira GrowHow, a Finnish MNE, which has operated in Russia since the Soviet era. 

Theoretical background

We first review literature pertinent to our research topic: the challenge of global integration versus local responsiveness, and the division of management responsibilities between the headquarters and the subsidiary. 

The challenge of global integration 
versus local responsiveness

MNEs operating in diverse institutional environments face the challenge how to balance global integration and local responsiveness [Hurt, 2007]. In comparison to local firms, MNEs suffer a 'liability of foreignness' due to their limited knowledge of the local market and business practices [Zaheer, 1995]. To offset this liability, MNEs need to identify and close critical knowledge gaps, i.e. the gap between the knowledge that it possesses and the knowledge needed to operate on the market [Petersen et al., 2008]. 

Local knowledge comprises information about the local institutions; on local demands and tastes; and on access to local resources and business networks [Makino, Delios, 1996]. Some forms of local knowledge are specific to local firms, whereas others may be acquired by hiring local managers [Ibid]. On the other hand, MNEs possess firm-specific advantages, such as a superior technology [Zaheer, 1995], or superior organizational or managerial capabilities (e.g. [Buckley, Casson, 1976]). To effectively respond to the dual pressure of global integration versus local responsiveness, MNEs need to combine firm-specific advantages to the subsidiary with local knowledge base. 

Combining local and global 
knowledge in the management 
of operations in transition economies 

The combinations of local and global knowledge in subsidiary management stem from MNEs’ global coordination strategies. When decision-making is centrali​zed and subsidiary autonomy is limited, the importance of practice transfer and subsidiary control is high [Tarique et al., 2006]. In contrast, large subsidiary autonomy and decentralized decision-making emphasize local knowledge [Banai, 1992]. In transition economies, tacit knowledge such as relations to authorities and knowledge of «how things are done» are of particular importance [Makino, Delios, 1996; Karhunen, Kosonen, 2008]. 

Existing research suggests that in foreign business units in transition economies, the local management is usually in charge of the relations with authorities and other external stakeholders, whereas the foreign parent controls the production process and implementation of corporate strategy (see e.g. [Karhunen et al., 2008; Child, Yan, 1999; Child, 2002; Wong et al., 2005]). Moreover, companies looking aggressively for market expansion may grant substantial autonomy to the local mana​gement, whereas companies pursuing a global strategy with high degree of standardization give the local management less freedom [Karhunen et al., 2008]. 

The conceptual model

This study is interested in the ways in which global and local knowledge are combined in subsidiary management in Russia. Moreover, we analyze how MNE capabilities are transferred to the Russian subsidiary, leading to the upgrading of local management skills. This is done by first, identifying critical knowledge gaps in different business functions of the subsidiary, and second, analyzing whether local or global knowledge is used to close them (Fig. 1).
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Fig. 1. Contribution of local and global knowledge to closing critical 
knowledge gaps of the subsidiary
Our model assumes that when entering the Russian market, the case company has knowledge gaps in different business functions. To close them, it may apply global or local knowledge, or their combination. Moreover, we apply the model in a dynamic manner, i.e. divide our empirical examination into two developmental sta​ges in the case company’s operations, differing in critical knowledge gaps. 

Data and methodology 

The empirical part of the paper builds on a qualitative case study of the de​velopment of Kemira GrowHow operations in Russia. Our primary empirical data consists of two in-depth thematic interviews, conducted with Kemira GrowHow management in Russia and Finland in February 2008. The interviewees can be cha​racterized as key informants owing to their senior management positions and long history in the company. In the empirical description the interviewees are referred to as (FI) – the Finnish executive from the corporate headquarters, and (RU) – the Russian executive from the Russian subsidiary. The interviews were conducted ac​cording to an interview guide [Golikova, Yakovlev, 2007], addressed to top-mana​gers of companies entering two Russian regions (Republic of Karelia and Moscow region). The questions covered the entry strategy of the company on the Russian/re​gional market and the organization of different business functions. Documentary evidence such as the case company’s annual reports was used to triangulate in​terview data. 

Case analysis: 
Kemira GrowHow 
in Russia

Next we conduct the case analysis against our conceptual model. We start with a brief summary of Kemira GrowHow and its Russian operations. 

Kemira GrowHow 
and its Russian operations 
in brief

Kemira GrowHow is one of the leading producers of fertilizers and feed phosphates in Europe with production facilities in 8 countries, 2100 employees and markets in over 100 countries [Kemira GrowHow Annual Report, 2007]. It originates to the Finnish state-owned company Kemira Group’s fertilizer business, which was transformed into an independent company Kemira Agro Ltd. in 1994. In 2004 Kemira Agro separated from Kemira Group, changed its name to Kemira GrowHow and listed to Helsinki stock exchange. Our case study was conducted in February 2008, when a 100% share of the company had just been sold to the Norwegian fertilizer company Yara. Consequently, Kemira GrowHow ceased to exist as independent com​pany and operates now as the Finnish business unit of Yara
. 
Kemira GrowHow is present on the Russian market since the Finnish-Soviet clearing trade era, when Kemira Group imported Soviet raw materials and exported phosphate acid. In 1985 the company opened a representation in Moscow. In 1996 Kemira Agro Ltd established a Russian subsidiary ZAO Kemira Agro, and started packaging operations in Kotelniki, Moscow region. In 2001 a blending plant was established in Volokolamsk, Moscow region. Production was then expanded to Vyborg (2004, 2006) and Tatarstan (2005). In 2008 Kemira GrowHow operated in Russia in three segments: consumer business, greenhouse segment and fertilizers for open field vegetables. 

First stage (1996–1998): 
Kemira GrowHow establishes 
sales office in Russia 

As a continuation to the Finnish-Soviet clearing trade, Kemira Agro decided to establish a subsidiary in Russia in 1995. Consequently, ZAO Kemira Agro was founded in 1996. Water-soluble fertilizers for drip irrigation systems, used in green​houses, were its first market niche. The premises for ZAO Kemira Agro were leased from the agro-food holding Belaya Dacha, located in Kotelniki, Moscow region. Table 1 summarizes our findings related to this first stage of operations. 

	Table 1.
	Closing critical knowledge gaps 
in the subsidiary during first stage 
of operations



	Business function
	Nature of knowledge gap
	Contribution to closing the gap

	Government relations
	Critical
	Global + local

	Financial management
	Critical
	Global → local*

	Human resource management
	Critical
	Global → local*

	Technology Development
	N/A
	N/A

	Procurement and Inbound Logistics
	N/A
	N/A

	Production
	N/A
	N/A

	Distribution and Outbound Logistics
	Critical
	Local

	Marketing and Sales
	Critical
	Global → local*


* Indicates knowledge and skills transfer.

Source: Authors’ evaluations based on the interview data.

A critical function at the initial stage, government relations (i.e. company re​gistration, obtaining permits), demonstrates efficient global and local knowledge co​operation. Finnish traditions of doing business 100% legally were incorporated in the local management practices, who step by step went through all procedures: «When I was engaged with obtaining all the required permits […] I was asked: “Why bother? Just sit here behind the fence and nobody can touch you (even if you don't have all required permits, authors' note)”. But the Finns had a different approach: “We don't want to have any problems in the future, this is why the project needs to be implemented from the very beginning according to all requirements”» (RU).
Distribution and outbound logistics required a local contribution to corporate knowledge – from «how are things done in Russia» to convincing the local agents «how things should be done»: «For many years we struggled with our distributors to keep their added price on such level that the price of the product for the end customer would be reasonable. […] In the Soviet Union […] if you got hold of a product, of which there was a deficit, you put it on sales desk for a double price. Then you waited for a long time for one customer to come, although you could have sold three at the same time [for a lower price] and earn more. This was difficult to explain them but now they have understood the logic» (RU). 

Moreover, the headquarters had to invest heavily in human resource and financial management, marketing and sales functions. This was due to the lack of appropriate skills and management routines inherited from the Soviet era. To integrate the Russian unit to the global organization, including appropriate financial control, a Finnish expatriate was nominated as the general director of the Russian unit. However, it was foreseen to transfer the management to local hands as soon as possible. A key challenge was to form a management team, capable of communicating in English. The company took the strategy of upgrading the skills of existing staff, which was inherited from the Kemira representation: «One of the biggest problems was in the beginning the lack of language skills, finding people who could speak English. We considered that it is difficult to find professional people with good English skills at reasonable salary level. Therefore we decided to start with the people we have and educate them. We organized language courses» (FI).

To close the «knowledge gap» regarding marketing skills of local managers, the headquarters transferred knowledge to the Russian subsidiary by training: «We also needed to train people in the beginning to the products and how to sell them. Training was organized by our own professionals [from the HQ] through interpre​tation. Product knowledge and how to sell – that kind of issues were missing a lot» (FI). However, local knowledge was used as well when adapting the company’s marketing strategy to the local context: «When we started to operate on the Russian market we needed to ensure customers that our products are effective. Here we had joint projects with research institutes, to show the results of our scientific develop​ment. […]. We showed that we have a famous institute behind us, which shows that it is worth working with us» (RU).
Second stage (1999–2008): 
Kemira GrowHow establishes 
production in Russia

Next we illustrate how our case company’s operations diversified into pro​duction. To improve its competitiveness in the Russian market, which had been eroded by the 1998 devaluation of ruble, Kemira GrowHow decided in 1999 to build a blending plant in Moscow region. Table 2 summarizes our key findings re​garding the second stage. 

	Table 2.
	Closing critical knowledge gaps during second stage of operations


	Business function
	Nature of knowledge gap
	Contribution to closing the gap

	Government relations
	Critical
	Global +local

	Financial management
	Critical
	Global + local

	Human resource management
	Less critical 
	Global +local

	Technology Development
	Critical
	Global


	Procurement and Inbound Logistics
	Critical
	Global → local→ local*

	Production
	Critical
	Global → local→ local*

	Distribution and Outbound Logistics
	Critical
	Local

	Marketing and Sales
	Critical
	Global + local


* Indicates knowledge and skills transfer.

Source: Authors’ evaluations based on the interview data.

The expansion into production intensified the relations to authorities, inclu​ding more frequent inspection visits. Here, the subsidiary continued to follow the corporate policy of being transparent and law-obedient. Consequently, the local ma​nagement needs to bargain with authorities, who have often a hostile attitude: «They know that I won’t give money, just required documentation. They say “no matter which documents you bring, we will anyway write a fine to you”» (RU). 
Moreover, the importance of proper financial management grew as the com​pany moved from advance payments to more flexible terms. The financial risk was in part managed by the local management's personal relations to customers: «We have some old clients, which I know personally for years and we are almost friends. I already know what kind of assets and business they have» (RU). Regarding new customers, who often are not transparent, a partial solution was found from colla​boration with competitors: «We discuss bad customers, we established a closed Internet site where information of customers with payment arrears is placed. Earlier there was a period when everybody thought “we got cheated; let someone else get cheated as well”. That has now changed» (RU). Finally, the company increased direct selling to big farms to distribute its receivables more widely.

The human resource function was not considered as critical in the beginning of the second stage of operations, because the availability of non-qualified staff was good in the locality. Moreover, the company enjoyed a good employer image due to being foreign. However, the competition for labor changed significantly after two years when large foreign investors entered the region. By then the company had, ho​wever, accumulated knowledge on how to find and commit workers. 

The production was started under supervision of Finnish experts who brought the production know-how. However, the strategy was to let the Russian management «learn by doing» instead of transferring Western organization models as such «The first production unit it was organized in a difficult, Russian way, that is much more bureaucratic than in Western Europe. We followed very much the local style, we did not try to implement Western styles there, because we considered that it would lead to difficulties […]. So it was really organized very much in the Russian style, and based on the knowledge that the local people had there, we used their knowledge how to organize the production» (FI).
Such approach proved fruitful when the company decided to organize another production unit in Volokolamsk. Very quickly the local managers realized that the most effective way of production was outsourcing: «We started as a typical Russian company by making everything ourselves. We “hoarded” people, we had produ​ction manager and manager of material economy. Then we realized that there is a more modern way of doing things. We work now through contracts, by outsourcing. […] We rent the premises and have our technology there. All raw materials and final products are ours, but the production process is contracted from outside or​ganization. We just control the production and packaging process» (RU). 
The interplay of global and local knowledge in the subsidiary's operations was evident also in the procurement and inbound logistics, where imported packaging materials were gradually replaced by local supplies. In the selection of suppliers the subsidiary management followed Kemira GrowHow's global practice of tender procedure. Another criterion for supplier selection was transparency: «We won’t do business with those who want to evade taxes» (RU). 
The local knowledge, in particular personal relations of the Russian manage​ment, was emphasized in the subsidiary's relations to raw material suppliers, which were at the same time its competitors. «This is probably the biggest difference com​pared to the Western Europe. Personal relations are playing a role also there but it is more that the big companies have the bargaining power. In Russia that does not play that big role. Some of those Russian companies, although considering us as competitors, were willing to deliver thanks to personal relations» (FI). 

The personal relations and local knowledge were highlighted also in distribu​tion and outbound logistics function, particularly in relation to the Russian railway transportation monopoly RZD. It, for example, attempted to press the company for extra pay for weekend service but «We just said that we take all the volume during working days then and when they realized that we are not going to pay anything extra, it started to roll again» (RU). On the other hand, the local management could make its position clear by referring to the corporate non-corrupt policy. 

Moreover, the local team contributes to the corporate sales and marketing strategy by monitoring the Russian market and competitive situation. Moreover, tech​nological advancement of the company is applied in marketing – the subsidiary offers its customers soil analysis and associated laboratory analysis. In addition, the quality brand and a sufficient market share of ca. 20% help in negotiations with the retail chains. For example, the company has managed not to pay entrance fees.

Finally, during the second stage more decision-making power was given to the local management. Although the Russian subsidiary continued to have a foreign general director, the executive power was in practice transferred to a Russian CEO, who made decisions together with the foreign general director residing in the cor​porate headquarters.

Conclusion

Our results highlight the importance of combining company-specific knowledge with local knowledge instead of transferring MNE’s global practices to the foreign subsidiary only. This is particularly true in transition economies such as Russia, where the importance of personal relations is greater than in Western market economies. Due to this, global organizational practices, which are often based on impersonalized exchange, often do not work. Interestingly, our case company respected the dif​ferences in thinking between different countries, and instead of «pushing» its orga​nizational model to the Russian subsidiary it gave the local management time to learn by doing. In this way, the local management gradually moved from a «Soviet» way of thinking and organization towards more effective ways of organizing. Gradual process of knowledge transfer contributed to deep-rooting of the MNE’s advanced management practices in the local units’ performance, adopting it to the specifics of host country business environment. After new knowledge is transformed into mana​gement routine, it is easily and rapidly replicated from one local team to another. 
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� As our paper limits the analysis to the operations prior the acquisition, we use the name Kemira GrowHow throughout the paper to make the case simpler to follow. 
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