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THE PERCEIVED USEFULNESS OF KNOWLEDGE SUPPLIED BY FOREIGN 

CLIENT NETWORKS 

ABSTRACT 

The network surrounding a firm’s foreign clients has large influence on its ability 

to act in the market. How firms can utilize the knowledge supplied by client 

networks is therefore of great importance to their business with clients. Many 

studies show the usefulness of foreign clients and suppliers, whereas less attention 

has been given to the usefulness of knowledge supplied by clients’ network, such 

as clients’ clients, clients’ supplementary suppliers and competitors to the firm. 

This study contributes to international business research on networks by 

investigating the knowledge supplied by client networks for a firm doing business 

with a specific foreign client on a sample of 494 firms. A LISREL analysis 

demonstrates that knowledge supplied by client networks is more useful the more 

experienced the firm. Client networks are also more useful the more knowledge 

the firm has of its client, the more the firm needs knowledge of its clients and 

suppliers, the higher the cost of the client relationship, and the more standardized 

the product. A major conclusion is that the client network knowledge is more 

useful the further a firm’s collaboration with the client, presumably as a result of 

the new, and more embedded business that the firm develops with the client. 

Implications are that client networks are resources that can be important 

competitive advantages for the internationalizing firm. 
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Introduction 

Studies have found that international business relationships are surrounded by business 

networks (Blomstermo, Eriksson, Lindstrand and Sharma 2004, Welch and Wilkinsson 2005), 

political networks (Welch and Wilkinsson 2004), and supply networks (Walter, Müller, 

Helfert and Ritter 2003). In a foreign expansion, the internationalizing firm often seeks to 

develop business with a client, either via direct export, or via some other establishment form. 

Several studies identify the strategic importance of understanding a foreign client's network 

(Bridgewater 1999, Gilmore, Carson and Rocks 2006), but, to our knowledge, no studies have 

so far studied the usefulness of client networks for development of business with the clients. 

Client network ties are those that have a direct business exchange with the client, but not with 

the firm (see Figure 1). Examples of client network ties are clients' clients, competitors, 

clients’ complementary suppliers. As can be inferred from studies of network ties by Johanson 

and Mattsson (1987), client networks are an important source of knowledge and information 

to firms. Client networks may supply knowledge about competitors, supply chain linkages, or 

market research of demand for clients’ products (Lindstrand, 2003).  

--------------------------------------- 

Put Figure 1 here 

-------------------------------------- 

 

In international business related decision making not all knowledge is perceived to be equally 

useful (Cavusgil 1985), some types of knowledge are more useful than other types. The 

reason for some knowledge being more useful than others has many explanations, such as 

firm internal processes (Shahana and Tuzhilin 1998), uncertainty (Wilkinson and Young 

2005), or the market focus (Blankenburg Holm and Eriksson 2000). When doing business 
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with a client, a firm may find knowledge about client networks useful. Thus, to advance 

network studies in international business, there is a need for researching the perceived 

usefulness of knowledge supplied by client network ties in international business. 

Based on the internationalization process model (Johanson and Vahlne 1977), the experience 

effect establishes a connection between firm experiences and firm internal processes (Delios 

and Beamish 2001). However, the nature of this connection is still a ‘black box’, even though 

several studies reveal a relationship between experience and outcome, such as performance 

(e.g. Barkema, Bell & Pennings, 1996; Erramilli, 1991; Hitt, Hoskisson & Kim, 1997; 

Levinthal & March, 1993; Luo & Peng, 1999). The perceived usefulness of knowledge has 

been found a kind of perception that is a strong predictor of behavior (Davis, Bagozzi and 

Warshaw 1989, Venkatesh and Davis 2000). Perceived usefulness can be considered a 

mediating variable between perception and behavior, which is central to the understanding of 

how experiences make firms develop and use knowledge in firms internal processes 

(Eriksson, Johanson, Majkgard and Sharma 1997). For this reason, the research presented in 

this paper used an empirical research design that frames the perceived usefulness of a client’s 

network ties within an ongoing international business relationship with a client. An ongoing 

international business relationship is a current decision making situation that is of great 

importance to the internationalizing firm, and may concern an international expansion via 

export, or other modes of establishment.   

The purpose of this paper is thus to study the ’perceived usefulness’ of client networks for 

international expansion with a client.  

A delimitation of this study is that performance is not studied. Previous research has found a 

link between international business network development in general and performance 

(Blankenburg Holm, Eriksson and Johanson 1999). Future research can study the link 
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between performance and the perceived usefulness of knowledge supplied by a client’s 

network.  

The paper begins with a discussion of the knowledge in firms. Thereupon, the issue of 

perceived usefulness of knowledge and the network connections in firms are presented. Based 

on the above, five hypotheses are developed and tested with the help of LISREL. The data and 

results are then presented, and we conclude with a discussion of some future research issues. 

 

The Perceived Usefulness of knowledge from client networks, client tie, and 

firms’ international experience 

By knowledge accumulation or learning is implied ‘the process within the organization by 

which knowledge about action-outcome relationships and the effect of the environment on 

these relationships is developed’ (Duncan and Weiss 1979, p. 84). Knowledge contains 

assumptions, causal maps, strategic orientations (March and Olsen 1976; Hall 1984), and 

operating procedures (March and Simon 1958). Knowledge in firms is based on history and trial 

and error (Levitt and March, 1988), deposited in its routines (Nelson and Winter 1982), and 

forms a firm’s theory-in-use (Argyris and Schön 1978, Fiol and Lyles 1985, Corsini 1987). The 

firm's theory-in-use can furthermore be seen as its interpretative schemes (Ranson, Hinings and 

Greenwood 1980), or organizational frames of reference (Shrivastava and Schneider 1984). 

Theory-in-use helps the firms understand the cause and effect relationship and guides the 

behavior of decision-makers including what information they perceive as useful and how it is 

interpreted. 

Firms accumulate knowledge from their experience at the level of the individual international 

business relationship, at the level of the local market, and at the international level (Eriksson et 
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al. 1997). Knowledge accumulation is, generally, incremental, and occurs as firms make resource 

commitments in ongoing international business relationships. Knowledge accumulation in firms 

is dynamic and involves a number of different steps, e. g., information generation, 

dissemination, interpretation or sense making, and information storing for future use (Huber 

1991; Sinkula 1994). The firm develops an 'absorptive capacity', meaning an ability to assimilate 

knowledge from experiences and apply it to commercial ends (Cohen and Levinthal 1990). 

Differences in the theory-in-use in firms have a considerable influence on differences in 

preferences and performance (Huber 1991). What knowledge is perceived as useful is, 

consequently, contingent on the firm’s theory-in-use. This determines a firm’s perception of, and 

methods for, handling their environment (Daft and Weick 1984; Slater and Narver 1995). By 

usefulness of knowledge is implied ‘the perceived potential the information has for usage’ 

(Menon and Varadarajan 1992, p. 66). The usefulness of knowledge is the ability of the 

knowledge to provide decision-makers with a rationale upon which to make their decisions, 

and thereby to promote action. These perceptions may not necessarily be correct in light of the 

environment or their organization’s resources, but reflect the firm’s enacted view of a 

rationality that they use in the firm (Weick 1969).  

The usefulness of knowledge is recognized through interaction with other actors, because 

interaction generates experiences that increase the knowledge of how to use information i.e. 

future usefulness (Venkatesh and Davis 2000). The usefulness of knowledge is developed in a 

process since ongoing business relationships provide experiences that result in new 

knowledge in the future (Johanson and Vahlne 1977). Experiences are made at the level of the 

ongoing business itself, at the level of the local market, and at the international level from a 

number of country markets (Chetty, Eriksson, and Lindberg 2006).  

At any given point in time, firms are embedded in network of inter-connected exchange 

relationships, some directly with a client, and others indirectly through the client. The client 
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ties and the client network ties differ in the useful knowledge they supply for the firm 

(Blomstermo, Eriksson, Johanson and Sharma 2000). Client ties supply more standard and 

routine knowledge in much the same way that strong ties (Granovetter 1973) and co-

production in supply chain linkages does (Walter et al. 2003). The knowledge supplied by 

client network ties can be conceptualized as a subset of weak ties, and a subset that concerns 

only those weak ties that relate directly to the customer. The client network ties often display 

the same features as weak ties, meaning a more numerous and more heterogeneous set of ties, 

where there is a lower degree of connection and frequency of interaction (Granovetter 1973). 

Client network ties can supply more novel knowledge because they span structural holes (Burt 

1982).  

Based on the above, we may expect that the perceived usefulness of client network ties should 

depend on knowledge of a) an ongoing business relationship, b) a local market, and c) varied 

country markets. For instance, concerning knowledge of an ongoing business relationship, 

involvement in the relationship affects the use of marketing information (Zinkhan, 

Joachimsthaler, and Kinnear 1987). Other findings by Deshpande and Zaltman (1982), 

included the fact that the higher the degree of surprise in the information, the less its use, 

meaning that more standardized and accessible market information is more useful. When it 

comes to local market knowledge, the firm’s own other clients and suppliers may provide a 

context that defines the perceived usefulness of the client networks in a local market. 

Assessment of both costs of and knowledge needed to work with other clients and suppliers in 

development of an ongoing business will determine the perceive usefulness of  client 

networks (Anderson, Håkansson, and Johanson 1994; Hallén, Johanson, and Seyed-Nazeem 

1991, Eriksson et al. 1997). Varied country market knowledge often facilitate a higher order 

learning that makes a firm better able to adjust their theory-in-use to local markets (Eriksson 



 

 

7

 

et al. 2000), and consequently, also be better able to perceive the usefulness of knowledge 

from client networks.  

 

Client networks and Usefulness of Knowledge: Hypotheses 

 

Knowledge of an ongoing business relationship and usefulness of knowledge supplied by 

client networks 

Firms develop knowledge from experiences of dealing with their clients. Client specific 

experiences have been found to result in commitments that develop the relationship further 

(Anderson and Weitz 1992). A firm’s involvement with a counterpart is an incremental, 

gradual and time consuming process (Ford 1980; Jackson 1985; Dwyer, Schurr and Oh 1987). 

In the course of the evolution of a relationship, firms accumulate knowledge of their 

counterpart, make adaptations and commit resources (Morgan and Hunt 1994; Gundlach, 

Achrol, and Mentzer 1995; Heide and John 1992; Hallén et al. 1991). Such relationship 

specific knowledge has also been found an important competitive advantage as investment in 

developing relationship specific assets are the most potent drivers of relationship development 

and profitability increase (Anderson and Weitz 1992; Blankeburg Holm et al. 1999). The 

accumulation of knowledge supplied by a specific client is time and resource consuming, and 

the longer and more a firm is involved in a client relationship, the more of its unique network 

context will it discover (Levinthal and Fichman 1988, Goodman, Fichman, Lerch and Snyder 

1995). More involvement in a specific client thus leads to more perceived usefulness of 

knowledge from client networks. Thus, 

H1: The greater a firm’s involvement with a client, the greater the 
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perceived usefulness of knowledge from client networks will be. 

We stated earlier that knowledge supplied by ties to clients is more useful in repetitive and 

programmed decision situations. The higher the degree of programming and standardization in 

the decision situation, the easier it is to extrapolate past into future, and when faced with a 

problem or opportunity, firms seek knowledge in the vicinity of their successful past actions. In 

such decision situations, the standardized operating procedures and routines are perceived as 

valid and applicable in the future (Simon 1961). The more standardized the product offered by 

firms is, the more routine and programmed marketing decision making is. In such decision 

situations, the less the need for the kind of new and innovative knowledge supplied by firms’ 

client networks. On the other hand, the more non-standardized the products and services are, the 

greater the need for new and innovative knowledge, questioning, trial and error, and 

experimentation will be (March 1991). In such unstandardized decision situations, the more 

useful the client network will be perceived to be. Based on the above, we expect an 

unstandardized product to require innovative and new knowledge, and hence we expect the 

usefulness of the knowledge supplied by client network ties to be greater. Therefore,  

H2: The less standardized the product supplied by a firm, the greater the 

perceived usefulness of knowledge supplied by client networks will be.  

 

Local market knowledge and usefulness of knowledge supplied by client network 

To develop customer relationships in a market is costly. These costs may concern financial 

investments, manpower investments, and investments in developing the market. Frequently, parts 

of these investments are either client specific or market specific and lack an alternative use 

(Anderson and Weitz 1992). High costs thus reflect a high degree of cooperative relationship 

development, where idiosyncratic investments have been made between the firm and its 
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customer (Anderson and Narus 1990).4 Firms that perceive high costs have thus made unique 

adaptations (Hallén et al. 1991), and these adaptations are costly because they involve integration 

of production with the surrounding network (Blankenburg Holm et al. 1999). Thus, we postulate 

that cost aspects are likely to influence the manager’s perception of the usefulness of knowledge 

supplied by client networks. More specifically, a higher perceived cost of a customer relationship 

will lead to a higher perceived usefulness of knowledge supplied by client network ties. 

H3: The greater the perceived cost of cooperation in an ongoing 

business relationship, the greater the perceived usefulness of knowledge 

supplied by client networks. 

In any buyer-seller exchange there is always a degree of uncertainty (Håkansson and Wootz 

1975; Håkansson, Johansson, and Wootz 1976). Buyer-seller relationships contain 

uncertainties associated with the firm, its relationship to the suppliers and other clients, and 

the surrounding environment (Achrol and Stern 1988, Eriksson and Sharma 2003). Firms may 

use knowledge supplied by the client network in order to reduce uncertainty. The knowledge 

supplied by client network ties gives the firm a conduit to the uncertainties surrounding the 

firm, since the environment is connected to the relationship via the network (Blankenburg 

Holm et al. 1999). The knowledge supplied by client network ties may therefore reduce the 

uncertainty in the firm’s relationships with other clients and suppliers. As stated earlier, 

information supplied by client and supplier is more akin to Granovetter’s (1973) strong ties. 

They are more reliable, credible, and easy to use. But, client and supplier ties supply 

information that the firm is already familiar with. The firm may therefore reduce their 

uncertainty regarding other client and supplier ties more from the knowledge supplied by 

client network ties, which is more innovative, than from the more routine knowledge supplied 

by client ties. Thus knowledge from client network ties brings a superior diversity of 

knowledge. The firm that needs knowledge on other clients and suppliers may therefore 
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perceive a greater usefulness of the information supplied by the client network in order to 

reduce this need for knowledge about ties to suppliers and other clients. Consequently, 

H4: The greater the need for knowledge about the firm's other clients 

and suppliers, the greater the perceived usefulness of client networks 

will be. 

 

Knowledge of a variety of country markets and usefulness of knowledge supplied by client 

networks 

Earlier, we stated that current theory-in-use in firms determine its present and future business 

activities. This may concern the scope of learning, as well as its content. In addition, this may 

concern strategic, but also operative, marketing decisions (Eriksson et al. 1997). When firms 

start their internationalization, the theory-in-use in firms is based on their local and domestic 

market experience3. As firms operate in a variety of country markets, more knowledge, as well as 

different types of knowledge, are accumulated in the routines, structures, and programmed 

decision making processes of the firms. Variety in operations increases the number of different 

network actors that a firm exchanges knowledge with (Eriksson et al. 2000). Firms operating in 

a variety of country markets are exposed to different types of institutional, cultural, technical, 

and business actors. Operations in diverse country markets will expose the firm to different 

clients, competitors, a diverse set of institutional rules, norms, regulations, and market 

operations modes (Argyris 1996; Miller 1993; Miller and Chen 1994, 1996; Barkema et al. 

1996; Weber, Shenkar and Raveh 1996).  

Operations in varied country markets make the firm accumulate more knowledge and more 

differentiated types of knowledge (Mezias and Glynn 1993; Kiesler and Sproull 1982). 
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Davidson (1980; 1983) and Erramilli (1991) found that firms that are exposed to limited 

variation accumulate limited knowledge on the institutions and clients that exist in a given 

market and the principles on which they operate. Firms with a variety of knowledge are better 

at spotting problems, errors, and opportunities. They understand the knowledge they need 

better and the value of the knowledge. Firms that operate in varied markets develop a broader 

knowledge base and more capabilities for the handling of business problems. These determine 

their ability to absorb and apply new knowledge to solve business problems. Research shows 

that such firms are likely to search for more information, rate more knowledge as useful, and 

weigh the ‘soft’ information in their decisions (Perkins and Rao 1990; Sujan, Sujan and Bettman 

1988). That the knowledge of client networks is varied suggests that there is a need also for 

the knowledge of the firm to be varied. It can therefore be expected that firms with more 

varied stock of knowledge know how to use the client network better. Thus, we hypothesize 

that firms that operate in varied markets perceive knowledge supplied by client networks more 

useful. 

H5: The greater the firm’s variety of country markets, the greater the 

perceived usefulness of knowledge supplied by client networks will be. 

 

Data and Method 

The hypotheses are tested on a sample of 494 firms in small and medium sized manufacturing 

firms. Data was gathered by means of a questionnaire which was answered by a key informant, 

usually the CEO of the responding firms. The questionnaire was dispatched in 1998, to 1830 

firms in Sweden, Denmark, and New Zealand. The companies were selected from the trade 

directories in the respective countries, and the selection criteria were that the firms should have at 
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least 10% international sales and 50-200 employees. The overall response rate is 27%, with a 

national distribution of 27% in Denmark (201 firms), 20% in New Zealand (117 firms), and 

35% in Sweden (176 firms). Using Armstrong and Overton's (1977) method, there is no 

detectable non-response bias for key background factors, such as age and size in terms of number 

of employees. The responding firms had a median age of 31 years, with 18 years international 

business experience. The firms in the Swedish sample are a bit older, with a median age of 50 

years. The median age of firms in the New Zealand sample is 23, and 29 in the Danish one. The 

median number of domestic employees is 63 employees, and 3 abroad. The responding firms do 

international business in a median of 11 countries, with median international sales of 30% in 

their biggest market. The internationalization of most of the Swedish and Danish firms have 

started in the Nordic countries and Germany, whereas 52% of the New Zealand firms made their 

first international business in Australia. 

The questionnaire design captures the usefulness of knowledge supplied by client networks. We 

earlier defined usefulness of knowledge as ‘the perceived potential the information has for 

usage’ (Menon and Varadarajan 1992, p. 66). The usefulness of knowledge is the ability of 

the knowledge to provide decision-makers with a rationale upon which to make their 

decisions, and thereby to promote action (Shrivastava 1987). The questionnaire was therefore 

designed so that it identified a real life business decision making situation, and then went on to 

ask for characteristics of this situation, and the usefulness of various aspects of knowledge for 

business development. The decision making situation was an ongoing business relationship, and 

the reason for this selection is based on the notion that business to a large extent is characterized 

by incremental work within ongoing business. The respondents were therefore presented with the 

following field scenario introduction: 

 



 

 

13

 

‘We would like you to select an ongoing business relationship where your company 

(If you work in a firm that is divisionalized or in other ways divided into units, 

answer for your business unit) is expanding. Preferably, this ongoing business 

relationship should be well underway so that you would have already started doing 

business with the counterparts. If this is not suitable for you, then we would 

appreciate it if you could choose a recently finished business relationship. Examples 

of this ongoing business relationship could be:  

• A contract with a new distributor or agent in a new country.  

• A considerable expansion of business with an existing customer. 

• Doing business with one or more new customers within an existing market. 

• Entering new country markets with your existing customers.  

• Doing business with new customers within a new market.’ 

 

The respondents were instructed to:  

‘Choose an ongoing business relationship that is important to your firm. Business 

relationships can be long term and hard to separate from ongoing business activities, 

but this investigation wants to capture a larger change in ongoing business with a 

customer or distributor’. The questionnaire stated that ‘If you have selected a 

distributor, answer as if the word customer means distributor’. 

 

As an example of what a respondent considered an ongoing international business was a paint 

production facility in China. The firm had located an employee there three years prior to 
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making their first sales. In their eighth year of establishment they had built a factory to service 

the car plant, which was their primary customer.  

The chosen business relationship had been going on for a median age of two years for the 

Swedish and New Zealand firms, and one year for the Danish firms. The median number of 

previous ongoing business relationships in the host country was two for each of the country 

samples. Most of the ongoing business relationships took place in the Nordic countries, 

Germany, Australia, or the USA.   

The questionnaire was divided into three sections; the first relates to the need for knowledge, the 

second to the usefulness of knowledge, and the third concerns firm experience. The usefulness of 

knowledge supplied by client network ties can thus be studied against both a specific decision-

making situation and the experience of the firm. 

Ten test interviews were performed to validate the questionnaire. During these test interviews, 

respondents were asked to complete the questionnaire and say how they interpreted each 

question. Two researchers made each of the interviews, and cross-compared respondents 

interpretation of the questions after each interview. The object of the test interviews was to 

investigate the correspondence between the researchers’ and the respondents’ assessment of 

the questions. After revisions the survey was mailed to firms in the different countries, where 

local researchers were in charge of collecting the data, with the purpose to construct a 

common database. Data was computed by means of a structural equation modeling technique 

named LISREL. The validity of LISREL models is assessed in a two-step procedure. The first 

step is to test construct validity, and the second step is to test the validity of the entire model 

(Jöreskog and Sörbom 1993 pp. 120-128).  

Since the validity of constructs may differ with the context of a structural model, it is 

recommended that the validity of constructs is tested not only in the structural model, but also 

in a measurement model without causal relations between constructs (Anderson and Gerbing 
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1988; Jöreskog and Sörbom 1993). We consider all constructs to be reflective, following the 

recommendations of Bagozzi (2007).  

 

Construct Validity 

The constructs used as building blocks in the structural model need to be assessed for their 

validity before they can be used as building blocks in the model. They are analyzed in the context 

of the resulting structural model, and the loadings and indicators are almost the same as in the 

measurement model. 

The perceived usefulness of client network ties is operationalized in three different kinds of ties: 

First, customers’ customers are extensions forward along the value chain. Second, the customers’ 

supplementary suppliers are vertical and potential cooperative partners to the firm. Third, 

competing suppliers are important for a firm’s attempts to safeguard the network against 

opportunism. The t-values, factor loadings, and R2-values show that the construct validly 

captures the three indicators (see table 1).. 

--------------------------------------- 

Put Table 1 here 

-------------------------------------- 

 

Country market variation captures the firm’s experience from many different country markets. 

This is measured as a single item question that relates to the number of country markets that 

the firm operates in (Erramilli 1991, Eriksson et al. 2000). The variable is logarithmically 

transformed. 
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The involvement in the ongoing business relationship captures the depth of knowledge about 

the relationship. The involvement is consequently represented by both the duration in the 

ongoing business relationship, and the cognitive familiarity with it. The first indicator focuses 

the duration in the business relationship, which represents the temporal experience of the 

business relationship. Responses range from 0 to 40 years, and the variable was therefore 

logarithmically transformed and there was a control for outliers on very long business 

relationships. The second indicator focuses the perceived familiarity with the ongoing 

business relationship. The construct loads almost equally on the indicators, showing that they 

are equally well represented by the construct.  

The standardization in the business relationship is assessed from the most important product, 

or service. This is measured as a single item question that relates to the degree of 

standardization of the firm’s most important product or service offered to this client, on a 7-

point scale. 

The need for knowledge about the ties to other clients and suppliers focuses on a firm’s 

exchange with clients and suppliers. The t-values, factor loadings, and R2-values show that 

the construct ‘need for knowledge in ties to other clients and suppliers’ captures both the 

needs for knowledge about other clients and suppliers very well. The construct represents a 

variety of ties to other clients and suppliers that exist. 

The perceived cost of an ongoing business relationship attempts to capture both the initial 

costs and the adaptations in ongoing business. The three indicators therefore focus on 

perceived cost of both gaining new clients and developing and cooperating with existing ones. 

The construct thereby captures the attraction, maintenance and development phases (Grönroos 

2000). The construct is valid, as can be seen by t-values, factor loadings, and R2-values. 
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Results 

The results show how firms learn in ongoing business relationships, and how the firm’s 

knowledge base affects this learning. The results are put together in a structural model 

presented in Figure 2. The model is valid since the model Chi-square is 53.95, with 41 

degrees of freedom, and at a probability of 0.08. Additional measures of model fit are also 

good, since the RMSEA is 0.02, GFI is 0.98, and the CFI is 0.99. There are no correlated error 

terms or other modifications to the model, which is also good. 

The results show that greater involvement in the client relationship leads to greater perceived 

usefulness of knowledge from client networks (coefficient is 0.18, t-value is 2.44), which 

supports hypothesis 1.  

--------------------------------------- 

Put Figure 2 here 

-------------------------------------- 

 

Hypothesis 2 stated that the less standardized the product supplied by a firm, the more the 

perceived usefulness of knowledge supplied by the client network will be. This is not supported 

by the results. Instead, a greater degree of standardization leads to greater usefulness of 

knowledge supplied by client network (coefficient is 0.11, t-value is 2.24). This result may be 

due to the fact that issues related to un-standardized products need to be resolved at the core of 

the relationship, which is why the knowledge supplied by the client network is not context 

specific enough and perceived as too novel. Support for this line of reasoning is given by studies 

pointing to the importance of idiosyncratic investments and ‘sticky’ information in relationships 

(Anderson and Weitz 1992, Tyre and von Hippel 1997). 
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The findings in Figure 2 also show that a higher perceived cost of relationship development 

leads to greater perceived usefulness of client networks (coefficient is 0.20, t-value is 3.51). 

This supports hypothesis 3.  

The need for knowledge about ties to other clients and suppliers gives greater perceived 

usefulness of knowledge from client networks (coefficient is 0.38, t-value is 6.09), supporting 

hypothesis 4.  

Country market variation represents the firm’s experience of country markets. The results are 

that more experienced firms find knowledge from client networks more useful (coefficient is 

0.19, t-value is 3.72), which supports hypothesis 5.  

To test the robustness of the model, we first re-created the model using listwise deletion. This 

yielded a sample of 360 firms, and in general, the key statistics were similar to those 

presented above.  

A second test of robustness was made by determining the sensitivity to industry, target 

country, domestic country, variation, duration in ongoing business relationship, age, and size. 

Partitioning the sample according to product or service showed no differences in-between the 

two samples. Partitioning the sample according to whether the target country was in the same 

or different cultural cluster revealed no major differences, and we have thus controlled for the 

models sensitivity to target country variation. There was no substantial difference between the 

three country samples. Partitioning the sample revealed sensitivity to variation. A group of 

firms active in less than 6 countries (81 firms) differed much from firms with more than 6 

countries (279 firms). Due to missing values on the selection variable, listwise deletion was 

used in group analysis. The sample containing firms that had experience from more than 6 

countries is similar to the model for the entire sample, whereas the sample for firms with 

experience from less than 6 countries show that the usefulness of client network depends 

primarily on the need for knowledge on other clients and suppliers. However, the sample for 
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this group is only 81, so there is a need to check this difference against a larger database 

before conclusive results can be drawn. There was no substantial difference between long and 

short duration in ongoing business relationship, for cutoff points at 3 and 5 years. There was 

no difference at all between young and old firms at a cutoff of 10 years. There were 

differences between large and small firms, when the cutoff was set at 50 employees. However, 

in all of the above cases, the differences were in terms of the strength of the loadings, meaning 

that the model is valid in all cases, but the strength of the coefficients for causal effects varies.  

A much debated issue concerns whether single-item constructs are identical to their indicators. 

On the grounds that the construct ought to differ somewhat from the indicator, Jöreskog and 

Sörbom (1993) have suggested an arbitrary reliability of 0.85. To test the model's sensitivity 

to reliabilities of the two single item constructs, the reliabilities were varied between 0.70, 

0.80, and 0.90. The analysis showed no major alteration of the model.  

The robustness of the model may be due to that the perceived usefulness of knowledge about 

the client’s network is a part of the knowledge development process in the internationalizing 

firms. Such processes have been found to exist in firms with very different properties, 

although the processes may differ in intensity and frequency (Autio, Sapienza and Almeida 

2000).  

 

Discussion, Conclusions and Implications 

In this paper, we have investigated the perceived usefulness of knowledge from client networks. 

In our opinion, there exists an important gap in current research in international business. This 

concerns our knowledge on the usefulness of business information supplied by firms’ client 

networks. Our purpose was to fill this gap in the current body of research on the network 

approach to International Business and the usefulness of market knowledge. Based on research 
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on networks and usefulness of knowledge in international business, five hypotheses were 

generated and tested on a sample of 494 international firms.  

Hypothesis 1-2 focused different characteristics of the client relationship, and their effect on the 

perceived usefulness supplied by client networks. In broad terms, hypotheses 1 and 2 support the 

fact that more knowledge development in a client business relationship leads to greater perceived 

usefulness of knowledge supplied by the client network. This is a strong support for the learning 

effect in a firm's relationships with clients. Hypothesis 1 proposed a positive relationship 

between the involvement in an ongoing business relationship and the perceived usefulness of 

knowledge from the client network. This is supported. A great involvement with clients in 

business relationships leads to a more embedded mode of knowledge accumulation, which 

involves coordination with client networks. The knowledge supplied by client networks is, 

consequently, perceived as useful. 

Findings on H2 are that a more standardized main product supplied to clients leads to greater use 

of knowledge supplied by client networks. This does not support Hypothesis 2, which stipulated 

a negative relationship between degree of standardization of product supplied by firms and the 

perceived usefulness of knowledge supplied by client networks. The logic underlying hypothesis 

2 is that supply of standardized products, implies a programmed and repetitive decision situation. 

Little, if any, new knowledge is needed. In such decision situations, firms generally know their 

market, clients, competitors and distribution channels. However, decision situations concerning 

the marketing of products on new and/foreign markets involve a high degree of uncertainty and 

risk. Decision-makers may perceive a need to develop new business strategies and tactics. The 

current theory-in-use in firms may need either major modification or a total re-modeling. The 

firms may need new knowledge. Programmed and routine decision processes are not adequate 

for such business decision situations. Client networks supply knowledge that is novel and 

different. However, for reasons that we can only speculate on, firms perceive their client 
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networks as more useful the more standardized the product. We may speculate that the nature of 

adaptive learning is highly situation specific, implying learning about idiosyncratic investments. 

Such learning often involves a second order-learning, where the theory-in-use is re-structured, 

and such learning is difficult to accomplish in real life (Argyris and Schön 1978). This result 

calls for more research. Is there a limit to which kind of knowledge can be supplied by client 

networks? What kind of mechanisms in the firm affect the use of client networks in learning 

about idiosyncratic business problems?  

We also examined the effect of local market experiences. Hypothesis 3 stipulated a relationship 

between cost of cooperation in the ongoing business relationship and the perceived usefulness of 

knowledge supplied by client networks. This is supported in the data. There is a positive 

correlation between cost of cooperation and the perceived usefulness of knowledge supplied by 

client networks. In our interpretation, as the cost of cooperation in a business relationship in 

markets increase, managers seek knowledge that can reduce these costs. Usually this knowledge 

can be found in the firm’s previous experiences of and daily activities in business networks. The 

knowledge needed is frequently also novel, non-routine, uncertain, and consequently open to 

alternative interpretations, politics and controversy. In costly client relationships and projects, 

decision-makers, therefore, perceive knowledge supplied by client networks as more useful. 

H4 stated that the greater the need for knowledge about ties to other clients and suppliers is, the 

greater the perceived usefulness of knowledge supplied by client networks. This was supported. 

The knowledge supplied by client networks seems to complement the knowledge supplied by a 

firm’s ties to other clients and suppliers. This could be because the knowledge supplied by client 

networks is perceived to be useful for the reduction of uncertainty in ties to other clients and 

suppliers. Client network ties may span structural holes (Burt 1982) and can thereby supply 

knowledge that decreases the uncertainty in ties to other clients and suppliers. Similarly, the 

perceived usefulness of knowledge supplied by the client network may vary with what Menon 
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and Varadarajan (1992) called action-oriented use, knowledge-enhancing use, and affective use 

of knowledge. To shed more light on these issues, more research is suggested. Furthermore, we 

suggest more research on whether the perceived usefulness of knowledge supplied by client 

networks is related to the stages in the international business decision making process. We need 

to improve our knowledge about whether the perceived usefulness of knowledge supplied by 

client networks varies with the stages in the decision process, namely, problem definition, 

generation of alternatives, evaluation of alternative courses of action, and choice of alternatives, 

for example. 

Finally, we examined firm variety of country markets and its effect on the usefulness of 

knowledge supplied by client networks. Hypothesis 5 focused on the effect of generalized 

knowledge from many markets on the usefulness of knowledge supplied by client networks. H5 

hypothesized a positive relationship between variation and the perceived usefulness of 

knowledge supplied by client networks. H5 is supported in the data. Our results show that the 

more variation in country markets there is in a firm’s operations, the greater the perceived 

usefulness of the knowledge supplied by client network ties. Thus, variation or diversity in 

operations, per se, is sufficient to cause an increase in the perceived usefulness of client network 

ties. Firms with a greater variation in operation are engaged in a variety of differentiated 

networks and may have a larger number of network ties. This does improve the perceived 

usefulness of knowledge supplied by the client network.  

To summarize the findings of this paper, we find support for that knowledge at the level of the 

ongoing business relationship, local markets, and varied country markets all have a positive 

effect on the perceived usefulness of client network ties. This result corroborates the strategic 

importance of knowledge of client networks in international business. This paper has taken a 

first step at identifying the importance of the client networks, and much future research is 

needed.  



 

 

23

 

This paper implies that perceived usefulness of client network ties increases performance. 

However, the performance associated with perceived usefulness of customer networks is 

difficult to measure, since the performance should relate to the relationship currently being 

analyzed. Accounting data is not available. The questionnaire instrument used here asks a set 

of questions on perceived benefits, satisfaction, cost, and benefit from the current business 

relationship. Based on analysis of correlations, client network ties improve a firm’s ability to 

do business in new markets, decreases the cost of relationship development, and increases 

benefits from international business relationships.   

Other limitations of this paper include the sample’s focus on firms in small countries with a high 

degree of international business, and the focus on SMEs. There is a need for further research to 

study larger firms, and firms that are from larger country markets, where the domestic sector 

better matches the international.  

In this paper, we identify three types of client network ties that supply useful information. These 

are vertical, horizontal, and competitor ties. Future studies could investigate the relative 

importance of these three types of ties. Another issue for future research is to include more types 

of client networks, such as institutional actors.  

These findings have implications for internationalization decision-makers in a number of ways. It 

seems as if experiences tend to increase the firm’s use of new knowledge. This may be consistent 

with the grafting of core strategies, and the use of business models. This is done as firms gain 

experience both within an ongoing business relationship, within a market, and in their business 

globally. For firms the knowledge from client networks is a part of their business models and 

core strategies. 

Based on the above discussion, we may speculate that the perceived usefulness of client ties and 

client network ties may be complementary. Decision-makers perceive knowledge supplied by 
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client network ties to be useful in non-programmed, non-routine, and new marketing situations. 

In more programmed and routine marketing decision situations, on the other hand, knowledge 

supplied by client network ties is perceived to be less useful. However, knowledge supplied by 

ties to clients may be more useful in such conditions. On this issue, we suggest more research. 

More research is also needed to test if our findings are sensitive to cultural differences among 

nations. Similarly, the usefulness of networks may differ by industry, and this needs to be 

researched further. The biotech industry is known to have large networks of firms, whereas many 

manufacturing industries have smaller networks. While the research presented her presents 

findings that show the usefulness of the knowledge supplied by client networks, much further 

research is needed on foreign clients’ networks. 

 

 

Notes  

1: As pointed out by Menon and Varadarajan (1992), in extent research, terms such as 

‘knowledge utilization’, ‘information utilization’, ‘research utilization’, ‘research knowledge 

utilization’, ‘utilization’, and ‘use’ are used interchangeably. In this paper we use the term 

knowledge use. 

2: Researchers make a distinction between two different types of network embeddedness: 

relational and structural embeddedness. See Gulati (1998). 

3: There are exceptions, however. An increasing number of firms operate abroad from their 

inception (Oviatt and McDougall 1994, 1995). 
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4: In Transaction cost analysis, the association between perceived cost and relationship 

development is recognized in terms of 'credible commitments' that exchange partners make 

(Williamson 1985). Credible commitments are adjustments specific to a counterpart, which 

ties the exchange partners to the relationships since it is a sunk cost that has little or no value 

outside the relationship. This is similar to the arguments presented by social exchange 

theorists. 
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Appendix. Correlation Matrix and Descriptive Statistics. 
Indicator 
Abbreviation 

Means Standard 
Deviation 

            

STAND  4.230 2.014 1.000            
FAMILIAR  3.370 2.296 0.098 1.000           
CUST  4.743 2.012 0.017 0.025 1.000          
SUPPL  4.928 2.065 -0.052 -0.016 0.585 1.000         
CC  4.270 2.091 -0.003 -0.064 0.183 0.161 1.000        
CSS  4.417 1.900 0.055 -0.087 0.222 0.293 0.603 1.000       
COMP  3.499 1.945 0.092 -0.077 0.211 0.227 0.407 0.545 1.000      
NEWC  4.898 1.147 0.026 0.011 -0.120 -0.151 -0.111 -0.150 -0.080 1.000     
PROD  3.966 1.209 0.059 0.050 -0.095 -0.063 -0.125 -0.155 -0.095 0.254 1.000    
COOP  3.784 1.216 0.018 -0.046 -0.171 -0.141 -0.121 -0.190 -0.065 0.286 0.603 1.000   
VARIAT 3.570 1.132 -0.053 -0.095 0.159 0.150 -0.074 -0.047 -0.054 0.093 -0.149 -0.131 1.000  
DURASG 5.577 1.494 0.159 0.283 -0.030 -0.036 -0.059 -0.011 -0.035 0.077 0.015 0.009 -0.058 1.000 
 
 
Indicator Abbreviation Question Put in Questionnaire 
STAND  What is the degree of standardization of the most important product in this business relationship? 
FAMILIAR  This business relationship is different from previous ones because the customer is: <new – very familiar to our firm> 
CUST  Need for knowledge about our customer’s products is an obstacle when developing this business relationship 
SUPPL  Need for knowledge about our supplier’s product is an obstacle when developing this business relationship 
CC  In developing this business relationship we can use experiences from previous relationships with customer’s customers. 
CSS  In developing this business relationship we can use experiences from previous relationships with customer’s supplementary 

suppliers. 
COMP  In developing this business relationship we can use experiences from previous relationships with competing suppliers. 
NEWC  What is your assessment of the cost in gaining new customers? 
PROD  What is your assessment of the cost in development of new products for your customer? 
COOP  What is your assessment of the cost in development of cooperation in general with your customer? 
VARIAT In approximately how many countries do you operate? 
DURASG For how long has this business relationship been going on? <Logarithmic transformation and ten categories of equal length> 
‘ 



 
TABLE 1 

The Constructs and their Indicators 
 
 

Indicator Abbreviation 
in Figure 1 

Factor 
Loading 

t-value R2 
value

 
Usefulness of client network 

    

In developing this business relationship we can use 
experiences from previous relationships with customer’s 
customers. <Fully disagree – Fully agree> 

CC 0.67 12.08 0.45 

In developing this business relationship we can use 
experiences from previous relationships with customer’s 
supplementary suppliers. 

CSS 0.89 12.52 0.80 

In developing this business relationship we can use 
experiences from previous relationships with competing 
suppliers. 

COMP 0.61 11.76 0.38 

     
Country market variation     
In approximately how many countries do you operate? 
(Logarithmic transformation) 

VARIAT 1  1 

     
Involvement in relationship     
For how long has this business relationship been going on? DURASG 0.50 5.32 0.25 
(Logarithmic transformation)     
This business relationship is different from previous ones 
because the customer is: <new – very familiar to our firm>

FAMILIAR 0.58 5.49 0.34 

     
Standardization     
What is the degree of standardization of the most 
important product in this business relationship? 
<very customized – very standardized> 

STAND 1  1 

     
Need for knowledge on other clients and suppliers     
Need for knowledge about our customer’s products is an 
obstacle when developing this business relationship <Fully 
disagree – Fully agree> 

CUST 0.74 12.51 0.55 

Need for knowledge about our supplier’s product is an 
obstacle when developing this business relationship 

SUPPL 0.79 13.01 0.62 

     
Perceived cost of relationship     
What is your assessment of the cost in gaining new 
customers? <No cost – Very high cost> 

NEWC 0.36 7.20 0.13 

What is your assessment of the cost in development of 
new products for your customer? 

PROD 0.73 13.37 0.54 

What is your assessment of the cost in development of 
cooperation in general with your customer? 

COOP 0.82 14.33 0.67 
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FIGURE 2 

The Resulting Structural Model 

 

Note: Model Chi-square is 53.95, with 41 degrees of freedom, and at a probability of 0.08. 

RMSEA is 0.02, GFI is 0.98, and the CFI is 0.99. 
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