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Abstract
Purpose – External knowledge is generally believed to be of prime importance to small to
medium-sized enterprises (SMEs). However, a review of the literature shows that no empirical research
has looked at knowledge management issues at the inter-organizational level in SMEs. This paper seeks
to report on an empirical investigation with UK SMEs in the service sector to identify their needs and
practices regarding inter-organizational knowledge transfer, and thus provide empirical evidence to
support the above belief.
Design/methodology/approach – A two-tier methodology (i.e. using both questionnaire survey and
interview approaches) is deployed to address the main research objectives. A questionnaire survey of
SMEs is carried out to investigate their current inter-organizational knowledge transfer situation and
managers’ perception on various relevant issues. Then 12 face-to-face interviews with SME managers
are conducted to further validate key findings drawn from the questionnaire survey.
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Findings – The empirical evidence collected from the survey and interviews confirms the general belief
that external knowledge is of prime importance for SMEs, and demonstrates that SMEs have very strong
needs for external knowledge and inter-organizational knowledge transfer.
Research limitations/implications – The findings provide very strong underpinning for further
theoretical research on inter-organizational knowledge transfer in SMEs. However, this study has certain
limitations: its results may not be applicable to other industrial sectors or the same sector in other
countries; or to micro or large companies; nor does it involve cross-cultural issues.
Originality/value – By adopting a two-tier research methodology, this study provides more reliable
understanding and knowledge on SMEs’ inter-organizational knowledge transfer needs and practices,
and fills the gap that exists in the empirical investigations on the subject.
Keywords Small to medium-sized enterprises, Knowledge management, Knowledge transfer,
United Kingdom
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Introduction
Knowledge is thought to be the only meaningful resource today. The traditional factors of
production have become secondary. It is straightforward to obtain them, provided there is
knowledge (Drucker, 1993). Therefore, it is knowledge that is the key to business success. To
remain at the forefront and maintain a competitive edge companies must have a good
capacity to retain, develop, organize, transfer and utilize their knowledge resources. This
requires systematic knowledge management (KM) (Wiig, 1997).
Small to medium-sized enterprises (SMEs) appear increasingly crucial to the success of a
national economy (Johnston and Loader, 2003). For example, at the beginning of 2000, it
was estimated that there were 3.7 million businesses which could be regarded as active in
UK, of these, small businesses accounted for over 99 percent and a further 25,000 were of
medium size (University of Bradford, 2004); in 2002, SMEs were responsible for about 60
percent of China’s industrial output and employed about 75 percent of the workforce in
China’s cities and towns (The American Embassy in China, 2002). Beck et al. (2004) studied
SMEs in 62 countries. In the majority of them the SME share of total employment was well
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over 50 percent, reaching 86 percent in Chile, Greece and Thailand. They also found a
strong association between the importance of SMEs to the national economy and GDP per
capita growth. Obviously, SMEs’ effectiveness in leveraging knowledge will play a key role in
the success of a national economy. Effort devoted to study or exploration of KM issues
related to SMEs is considered to be worthwhile. However, KM, as an emerging discipline
(Ives et al., 1998), is mainly derived from large businesses (Deakins, 1999). As a result, only
a small proportion of the literature has attempted to address knowledge management issues
in SMEs (Deakins, 1999; Sparrow, 2001), which is not in line with the importance of SMEs in
the national economy.
Experience and lessons learned from large businesses cannot be directly applied to SMEs,
as Sparrow (2001, p. 3) argues:
. . . like so many aspects of business and management, the knowledge management issues that
SMEs will face may not be simply a scaled-down replica of large company experiences.

SMEs may be distinguished from large companies, by some or all of the following features:
flexibility and volatility, skill (or expertise) shortages, very limited market power, market
behaviors mainly affected by partners, or competitors (Deakins, 1999; Duan et al., 2001).
Therefore, external knowledge is of prime importance to SMEs, whereas large businesses
may pay more attention to the knowledge of their internal aspects (Sparrow, 2001). However,
this general belief cannot be accepted without further argument. Since this paper is mainly
concerned with SMEs, and hence focuses on the issues that are of great relevance to the
argument that external knowledge is of prime importance to SMEs (Sparrow, 2001).
Firstly, it is a natural concern whether there is practical evidence to support the argument.
Further, in which areas may this conclusion be specifically reflected? The external
knowledge for a company actually exists in its business environment, which is defined as
‘‘the relevant physical and social factors outside the boundary of an organization that are
taken into consideration during organizational decision-making’’ (Daft et al., 1988). The
environment has two layers. The one closest to the organization is the task environment, with
sectors that have direct transactions with the organization, such as competitors, suppliers,
and customers. The outer layer represents the general environment and refers to sectors
that affect organizations indirectly, such as the economic, legal, social and demographic
ones (Xu et al., 2003). Daft et al. (1988) found that sectors in the task environment generate
greater strategic uncertainty than those in the general environment, and thus are perceived
as more important than the latter. So, this research will focus on the task environment. Xu et al.
(2003), through a questionnaire survey, revealed that customers, competitors and market
sectors are perceived as most strategically important by UK executives from five industries:
computer, food, chemical, electronics and transport. This partially confirms the finding of
Daft et al. (1988). However, ‘‘the sample selected is medium to larger-sized companies, the
results may not be applicable to very large or small and entrepreneurship enterprises’’ (Xu
et al., 2003, p. 8). Furthermore, ‘‘. . . earlier studies treat the business environment as a single
entity’’ (Xu et al., 2003, p. 1). Therefore, it seems worthwhile to attempt to divide the task
environment into sectors and identify SMEs’ perception of the importance of knowledge in
these sectors.
Secondly, the knowledge in identified sectors of the task environment will be finally related to
particular organizations, e.g. the market sector identified by Xu et al. (2003) is related to
customers, suppliers or competitors. So, once the importance of external knowledge in the
relevant sectors of the task environment for SMEs is identified, it may be considered whether
SMEs have sufficient knowledge about the organizations related to the identified sectors.
Obviously, if SMEs have been aware of their insufficiencies in knowledge about the relevant
organizations, i.e. knowledge gaps about these organizations exist in them, they will need to
acquire the external knowledge through learning from the these organizations, i.e. through
inter-organizational knowledge transfer (Szulanski, 2000; Beijerse, 2000; Chen et al., 2003).
Therefore, SMEs’ needs for inter-organizational knowledge transfer can be identified by
means of the identification of their knowledge insufficiencies about the relevant
organizations.
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‘‘ It is knowledge that is the key to business success. ’’
Thirdly, to acquire external knowledge, SMEs need to engage in some activities to interact
with external organizations, i.e. inter-organizational knowledge transfer activities. Obviously,
if SMEs have no need for inter-organizational knowledge transfer, they will have no
motivation to take part in knowledge transfer activities. So, the identification of these
activities may reflect SMEs’ needs for inter-organizational knowledge transfer from another
perspective, and also demonstrate their current practices in the area. Beijerse (2000)
identifies 79 instruments with which knowledge is organized in SMEs, of which five reflect
inter-organizational knowledge transfer activities. Knowledge transfer is thought of as an
important part of KM (Davenport and Prusak, 1998; Nissen et al., 2000; Beijerse, 2000). A
review (Chauvel and Despres, 2002) of various KM surveys conducted between 1997 and
2001 shows that these surveys were designed to investigate KM issues from six
dichotomous dimensions, i.e. phenomena, action, level, knowledge, technology and
outcomes. In the level dimension, the surveys have typically focused on KM at the individual,
divisional and organizational levels. Very few surveys have been designed to look at KM
issues at the inter-organizational level in SMEs. KM issues related to SMEs have tended to be
ignored, especially at the inter-organizational level. The identification of SMEs’ current
practices and needs for inter-organizational knowledge transfer will contribute knowledge to
this area.
Fourthly, organizations need channels to facilitate their knowledge exchange in the
inter-organizational knowledge transfer activities. Social and electronic networks are thought
of as being two such channels (Chen et al., 2002). The social network may provide
opportunities for face-to-face communication, produce strong ties between member
organizations through the appropriate application of the two mechanisms – trust and power,
and thus work as a channel to transfer both tacit and explicit knowledge between member
organizations (Dyer and Nobeoka, 2000; Chen et al., 2002). An electronic network may work
as another channel to transfer knowledge between organizations (Chen et al., 2002).
Although there are some difficulties for an electronic network to transfer tacit knowledge, it
has advantages over social networks in rapidly transferring explicit knowledge, rapidly
developing weak ties and greatly reducing communication cost (Grandori and Soda, 1995;
Preece, 2000; Jones and Beckinsale, 2001; Warkentin et al., 2001). So, the member
organizations of a social network may build up their own electronic network to facilitate
explicit knowledge transfer between them. Even if this case has not happened in a social
network, its member organizations may still use network technology such as the internet to
market products or acquire knowledge from external sources (Chen et al., 2002). Therefore,
the current situation and effectiveness of SMEs’ use of both social and electronic networks to
facilitate knowledge exchange between organizations need to be examined.
Finally, inter-organizational knowledge transfer is actually the process of organizations
learning from each other. This inter-organizational learning may be considered as being
composed of two sub-processes:
1. Inter-individual learning between individuals from different organizations.
2. Once the individual recipient has acquired the needed knowledge, the conversion of
individual learning into organizational learning through organizational internal
mechanisms (Chen et al., 2002).
From the organizational learning perspective, a criterion for success is that, knowledge that
is received by individuals from external sources, should be communicated and utilized
effectively throughout the organization so that its business is improved (Argyris and Schön,
1996; Dodgson, 1993; Beeby and Booth, 2000). Szulanski (2000) also argues that a
successful knowledge transfer for an organization should improve its business
performance. So, the effectiveness of SMEs’ inter-organizational knowledge transfer is
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also a matter of concern and will be measured on whether the acquired external knowledge
is effectively used by SMEs to improve their businesses.

Research objectives and methods
The research reported in this paper sought to examine these issues for SMEs in the context
of the UK service sector. Specifically, it is designed to identify:
B

the importance of external knowledge to SMEs;

B

SMEs’ needs for inter-organizational knowledge transfer;

B

SMEs’ actual situation in the involvement of the relevant knowledge transfer activities;

B

SMEs’ perception on the importance of social and electronic networks in helping them to
acquire the necessary external knowledge, and their actual effectiveness in using social
and electronic networks to do so; and

B

SMEs’ effectiveness in using the acquired external knowledge to improve their business
performance.

A two-tier methodology (i.e. using both survey and interview approaches) was deployed to
address the main research objectives. This mixed method approach has been adopted by a
number of researchers in their studies with SMEs (e.g. Barry and Milner, 2002; Lawson et al.,
2003; Ramsey et al., 2003). By using both survey and interview approaches, it is anticipated
that more reliable and validated findings can be obtained.

Administration of the survey
Questionnaire design
The existing KM literature offers several examples of questionnaire surveys (or
assessments) for companies. For instance, a questionnaire survey (Chase, 1997) jointly
sponsored by the Journal of Knowledge Management, the Best Practice Club, and the
Benchmarking Exchange, contains 18 questions covering knowledge creation, knowledge
management lever and technology in large companies. An on-line assessment (UCE
Business School, 2001) of knowledge management, designed by University of Central
England, seeks to measure companies’ abilities to manage knowledge from the
perspectives of knowledge-in-use, knowledge systems, knowledge renewal, and
‘‘knowledge economy’’ management capability. Beijerse (2000) identifies 79 instruments
with which knowledge is organized in SMEs, of which 20 are for knowledge sharing, but
mainly at an operational level. None of these could be directly used for an
inter-organizational knowledge transfer survey for SMEs in the context of this research.
However, some of the previous survey questions can be used in this survey.
The questionnaire developed for this research includes 14 questions:
B

Question 1 aims to measure the size of companies.

B

Question 2 (containing eight sub-questions) is taken from Chase (1997), and amended to
reflect the importance of external knowledge. Because the task environment (e.g.
customers, suppliers, competitors or other organizations) is perceived to be more
important than the general environment for companies (Daft et al., 1988), so the external
knowledge related to the general environment is excluded by this question. Further, some
important internal knowledge (e.g. own competencies/capabilities, own
products/services) for a company is covered by this question. Then, the comparative
judgment on the importance of both the task environment and the internal knowledge can
be collected from the respondents. If the results demonstrate that the external knowledge
is perceived by respondents to be more important than the internal knowledge for SMEs.
This will strongly support the belief that external knowledge is of prime importance to
SMEs (Sparrow, 2001). Otherwise, the belief will be wrong.

B

Question 3 (containing six sub-questions) is also taken from Chase (1997), and amended
to reflect SMEs’ sufficiency in the external knowledge identified by question 2. If the
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insufficiencies are perceived by respondents to exist in SMEs, they will have needs to
acquire the external knowledge from the relevant organizations. Otherwise, they may
have no need to acquire the external knowledge.
B

Question 4 (containing 11 sub-questions) aims to identify the actual situation of SMEs’
involvement in, or their needs for, inter-organizational knowledge transfer activities. Six of
the 11 sub-questions are taken from Beijerse (2000) and UCE Business School (2001),
three from each.

B

Questions 5-12 aim to identify the actual situation of SMEs’ involvement in social networks
and electronic networks, collect information about the proportion of social networks which
have their own electronic networks, and assess the importance and the actual
effectiveness of both social and electronic networks in helping SMEs to acquire the
necessary external knowledge.

B

Question 13, taken from Chase (1997), aims to assess SMEs’ effectiveness in using the
acquired external knowledge to improve their business performance.

B

Question 14 aims to identify the respondents’ positions in their companies.

Three questions (questions 2, 7 and 13) use a five-point scale ranging from ‘‘1’’ (very
ineffective or unimportant) to ‘‘5’’ (very effective or important), two questions (questions 5
and 6) are open-ended questions, the others are two- (i.e. yes or no) or multiple-option
questions. All of them are designed to be as short and simple as possible, so that they are
easy to understand and answer by the respondents.
The survey is descriptive, not exploratory, in nature and mainly examines the perceptions of
respondents on the above issues. Although perceptual data has deficiencies, Duan and
Kinman (2000) argue that there is a strong degree of convergence between the two
measurement methods (perceptual vs behavioral), and perceptual measurement should still
yield valuable information.
Sampling
The working definition of SMEs this research adopts is the EU definition, i.e. companies that
have between 10 and 249 employees (Deakins, 1999). All SMEs in the UK service sector
were extracted from the Financial Analysis Made Easy (FAME) database. From these, 1,000
SMEs were randomly selected as the sample for the survey.
The initial questionnaire for a pilot test was sent to 100 companies that were randomly
selected from the 1,000 SMEs in June, 2001. The owner or manager of each company was
asked to respond. Nine effective responses were collected after a follow-up mail, which
represents a 9 percent response rate (excluding two wrongly-addressed questionnaires).
After a minor modification was made to the questionnaire, the formal survey was carried out
in mid-September of 2001. Copies of the questionnaire were mailed to the owners or
managers of another 900 SMEs. After the first and second follow-ups in November and
December respectively, a total of 96 effective responses were received.
Because there was only a minor difference between the pilot and formal questionnaires, the
pilot and formal survey responses were analyzed together. Therefore, the total effective
responses from 1,000 SMEs were 105. With 25 returned questionnaires because of wrong
addresses, the actual effective response rate was 10.8 percent.
Among the 105 responses, four are micro-companies (i.e. each of which has less than ten
employees), and 18 are large companies (i.e. each of which has more than 249 employees).

‘‘ Experience and lessons learned from large businesses cannot
be directly applied to SMEs. ’’
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This indicates that the companies’ sizes may have changed since the statistics were
published, or the data in the FAME database may be inaccurate. Only 83 responses were
actually from SMEs and were analyzed by means of SPSS in the next section.
Explanation of the response rate
During the period of the pilot test, in order to investigate why the response rate was so low, 25
SMEs were randomly selected from the companies that did not answer the questionnaire,
and their managers were telephone-interviewed. The interviews showed that the low
response rate was not caused by the questionnaire, e.g. its sentences or the meaning of
some terms were unclear, or hard to understand, or people feel embarrassed by answering
the questions, but by the following reasons (see Table I).
Table I shows that most of interviewees (60 percent) replied that they did not answer the
questionnaire because they were too busy (44 percent), or it was not directly relevant to their
businesses (16 percent). Other people, who are not capable or not in a position to answer
the questions, will not respond to the questions. The relatively low response rate may actually
reflect characteristics of the target group, who appear unlikely to spend time on a
questionnaire that cannot bring any direct benefits to their businesses.
Table I also shows that, the two important reasons for non-response were that: addressees
had already changed jobs or retired (24 percent); and the companies were bankrupt
(8 percent). Together they account for 32 percent, which obviously reflected SMEs’ two
features: flexibility and volatility. Furthermore, 8 percent non-responses were caused by the
reason that questionnaires were not received. The total of these three reasons accounted for
40 percent. This could mean that, among the target group that did not answer the
questionnaire, 40 percent actually did not receive the questionnaire. If this factor is taken into
consideration, arguably, the actual response rate in the research would be higher than the
real rate.
Review of relevant literature also shows low response rates in the questionnaire surveys
which were carried out in SMEs, e.g. 11 percent in Ramsey et al. (2003), 10.4 percent in
Daniel and Wilson (2002), and 9.2 percent (UK), 12.5 percent (Portugal) and 15.0 percent
(Poland) in a survey carried out at the three countries (Duan et al., 2002). Saunders et al.
(2003) and Hatch and Lazaraton (1991) argue that a minimum number (i.e. effective
responses) for statistical analyses should be 30. Therefore, the statistical analysis of 83
responses collected in the survey is seen as reasonable and effective, especially for a
survey in the context of SMEs and KM.

Survey results and discussion
Profile of participant companies and respondents
Figure 1 provides a profile of the companies participating in the survey. Of them 44.6 percent
are small businesses, 25.3 percent medium businesses that have between 50 and 99
employees, 30.1 percent medium businesses that have between 100 and 249 employees.
Figure 2 shows the respondents’ position in their company. A total of 38.6 percent are owners
or managing directors, 30.2 percent marketing or IT managers, 26.5 percent other
managers, others 4.7 percent. So, the vast majority (95.3 percent) of them are senior staff.
Table I Reasons and percentages for companies which did not answer the questionnaire
Reasons for not answering the questionnaire

Number of companies

%

11
4
6
2
2
25

44
16
24
8
8
100

Very busy, no time to answer the questionnaire
It is not directly relevant to my business
Addressee had already changed job or retired
The company was bankrupt
The questionnaire was not received
Total
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Figure 1 Profile of participant companies (n ¼ 83)

Figure 2 Profile of respondents (n ¼ 83)

The importance of relevant knowledge for participant companies’ successes
The respondents were asked to judge the importance of adequate knowledge in the areas of
‘‘customers, competitors, suppliers, emerging market trends, own competencies/
capabilities, own products/services, best practices/effective processes’’ to their
companies’ success. The result (Table II) demonstrates that knowledge in all of the listed
areas is very important or important, but the order of the priority is: customers, own
products/services, own competencies/capabilities, best practices/effective processes,
emerging market trends, competitors and suppliers. Of the identified areas, own
product/services, own competencies and capabilities, and some of the best
practices/effective processes belong to internal knowledge within the company, while the
others belong to external knowledge in the sectors of the task environment. Knowledge
about customers is the most important for all companies. This finding strongly supports the
belief that external knowledge is of prime importance to SMEs (Sparrow, 2001).
Furthermore, knowledge of competitors is perceived to be more important than of suppliers.
Knowledge of emerging market trends and some of the best practices/processes are
actually related to customers, competitors and suppliers. Therefore, the external knowledge
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Table II Perception on the importance of adequate knowledge in the relevant areas
Relevant areas

Type of knowledge

Customers (n ¼ 83)
Own products/services (n ¼ 83)
Own competencies and capabilities (n ¼ 83)
Best practices/effective processes (n ¼ 82)
Competitors (n ¼ 83)
Emerging market trends (n ¼ 82)
Suppliers (n ¼ 83)

External
Internal
Internal
External/internal
External
External
External

Meana

SD

4.84
4.75
4.63
4.40
4.35
4.34
4.17

0.45
0.49
0.56
0.56
0.69
0.57
0.91

Note: a1 ¼ very unimportant; 2 ¼ unimportant; 3 ¼ indifferent; 4 ¼ important; 5 ¼ very important

of customers, competitors, suppliers, emerging market trends and some best
practices/effective processes are perceived as very important or important to SMEs.
Participant companies’ needs for inter-organizational knowledge transfer
Table III indicates the participant companies’ perception on the reasons for very costly errors
or mistakes that they have made in the last five years. As many as 40.7 percent of SMEs
admitted making very costly errors or mistakes because of insufficient knowledge about
customers. The proportions for knowledge about suppliers, competitors and other
organizations are 23.8, 20.3 and 15.2 percent respectively. This implies that SMEs have
knowledge gaps about customers, competitors, suppliers and other organizations, and thus
have needs for knowledge transfer from these organizations. The main attention should be
focused on the customers.
Participant companies’ involvement in inter-organizational knowledge transfer activities
Table IV shows that the inter-organizational knowledge transfer activities in which more than
half of SMEs are already involved are:
B

‘‘send employees to relevant exhibitions/congresses’’ (82.9 percent);

B

‘‘use information from customers, suppliers, or other organizations to improve business
performance’’ (75.6 percent);

B

‘‘establish strategy to obtain information from customers, suppliers, competitors and
other organizations’’ (61.7 percent);

B

‘‘hire know-how from advisors or consultants’’ (59.3 percent); and

B

‘‘use information from competitors to improve business performance’’ (58.5 percent).

The activities in which relatively fewer SMEs are involved are:
B

‘‘purchasing licenses’’ (17.3 percent);

B

‘‘learning through R&D contract’’ (17.9 percent);

B

‘‘learning through joint development agreement’’ (23.8 percent);

B

‘‘learning through joint ventures’’ (30.0 percent); and

B

‘‘send employees to universities or research institutes for further study’’ (30.5 percent).

Table III Types of errors or mistakes
Perception of very costly errors or mistakes for the following reasons
Insufficient knowledge about customers (n ¼ 81)
Repeating same errors or mistakes (n ¼ 79)
Insufficient knowledge about suppliers (n ¼ 80)
Insufficient knowledge about competitors (n ¼ 79)
Insufficient knowledge about other organizations (n ¼ 79)

j

Yes (%)

No (%)

40.7
36.7
23.8
20.3
15.2

59.3
63.3
76.2
79.7
84.8
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Table IV Participant companies’ involvement in knowledge transfer activities
Relevant inter-organizational knowledge transfer activities
Send employees to relevant exhibitions/congresses (n ¼ 82)
Use information from customers, suppliers, or other
organizations to improve your business performance (n ¼ 82)
Establish strategy to obtain information from customers,
suppliers, competitors and other organizations (n ¼ 81)
Hire know-how from advisors or consultants (n ¼ 81)
Use information from competitors to improve your business
performance (n ¼ 82)
Learning through customer-supplier partnership (n ¼ 81)
Send employees to universities or research institutes for further
study (n ¼ 82)
Learning through joint ventures (n ¼ 80)
Learning through joint development agreement (n ¼ 80)
Learning through R&D contract (n ¼ 78)
Purchase license (n ¼ 81)
SMEs that answered ‘‘yes’’ to any of the above activities (n ¼ 82)
SMEs that answered ‘‘yes’’ or ‘‘need’’ to any of the above
activities (n ¼ 82)

Yes
(%)

Need No-need Unknown
(%)
(%)
(%)

82.9

6.1

9.8

1.2

75.6

19.5

3.7

1.2

61.7
59.3

27.2
4.9

6.2
28.4

4.9
7.4

58.5
46.9

20.7
17.3

12.2
27.2

8.5
8.6

30.5
8.5
42.7
30.0 11.3
37.5
23.8
7.5
46.3
17.9
7.7
48.7
17.3
2.5
50.6
92.7 (responses: 76)

18.3
21.3
22.5
25.6
29.6

98.8 (responses: 81)

In total, 92.7 percent of SMEs have already been involved in at least one of the
inter-organizational knowledge transfer activities shown in Table IV.
The activities in which SMEs perceive the greatest need to become involved are:
B

‘‘establish strategy to obtain information from customers, suppliers, competitors and
other organizations’’ (27.2 percent);

B

‘‘use information from competitors to improve business performance’’ (20.7 percent);

B

‘‘use information from customers, suppliers, or other organizations to improve business
performance’’ (19.5 percent); and

B

‘‘learning through customer-supplier partnership’’ (17.3 percent).

If the companies are already involved in an activity, they may be considered as having a
need for that activity. Therefore, if the categories ‘‘Yes’’ and ‘‘Need’’ are combined, SMEs
have the greatest need for:
B

‘‘use information from customers, suppliers, or other organizations to improve business
performance’’ (95.1 percent);

B

‘‘send employees to relevant exhibits/congresses’’ (89.0 percent);

B

‘‘establish strategy to obtain information from customers, suppliers, competitors and
other organizations’’ (88.9 percent);

B

‘‘use information from competitors to improve business performance’’ (79.2 percent);

B

‘‘hire know-how from advisors or consultants’’ (64.2 percent); and

B

‘‘learning through customer-supplier partnership’’ (64.2 percent).

Combining these results, 98.8 percent of SMEs either already use, or have a need for some
form of inter-organizational knowledge transfer.
Social and electronic networks in participant companies
Table V shows that on average, each of the SMEs belongs to 2.7 social networks. However,
the standard deviation is very high, which shows that the number of networks in which SMEs
are involved varies considerably.
A total of 59 respondents listed the names of the most important social networks for their
companies, while 58 of them (one missing case) assessed the effectiveness of acquiring
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Table V The number of social networks that each of the participant companies has joined

The number of social networks that each of the
companies has joined

Mean

SD

n

2.7

3.35

73

knowledge through their most important social networks. Most of them (86.2 percent) think
that they are effective in acquiring knowledge through this social network. However, of these,
only 32.6 percent (see Table VI) have their own electronic networks.
Respondents were also asked to judge the effectiveness of electronic networks in
supporting their social networks. The findings (see Table VI) show that 78.6 percent of SMEs
believed the electronic network was effective in supporting their social networks. However, it
should be noted that this conclusion is based on a small sample size (n ¼ 14).
Extranets are a common form of electronic network for exchanging knowledge with other
companies. However, the findings (see Table VI) from the survey show relatively little use of
them by SMEs. Only 19.8 percent of SMEs have their own extranets, while 35 percent can
access the extranets of other companies.
Over 80 percent of SMEs (see Table VI) think that both social and electronic networks are
important channels for them to obtain the needed knowledge. However, social networks
(88.6 percent) seem to be slightly preferred to electronic networks (80.8 percent).
Effectiveness of leveraging knowledge in participant companies
Figure 3 shows that, only 56 percent of SMEs believe they are very effective or effective in
leveraging knowledge from other companies to improve business performance. As shown in
Table III, 36.7 percent of SMEs believe they made very costly errors or mistakes in the last
five years because of repeating the same errors or mistakes. Taking this into consideration, it
means that SMEs should improve not only their ability for successfully converting the
acquired external knowledge into their own organizations, but also the ability to learn from
errors or mistakes.

Key findings from the survey
Though there is no doubt over the importance of external knowledge to SMEs’ success, no
attempt seems to have made in the past to understand and identify SMEs
inter-organizational knowledge transfer needs. This research intends to gain more insight
into issues related to SMEs needs and their current practice using a questionnaire survey.
The key findings from the survey show that:
B

Adequate external knowledge in all of the areas of customers, competitors, suppliers,
emerging market trends, and best practices/effective processes is perceived by
respondents as very important or important to their companies’ success. Of these,

Table VI The participant companies’ perceptions about networks
Relevant questions
Does your most important social network have its own electronic
network (n ¼ 43)?
Is your most important social network effectively supported by its own
electronic network (n ¼ 14)?
Does your company have its own extranet (n ¼ 81)?
Could your company access other companies’ extranets (n ¼ 80)?
Do you think social networks are important for your company to obtain
the needed knowledge (n ¼ 75)?
Do you think electronic networks are important for your company to
obtain the needed knowledge (n ¼ 78)?

j

Yes (%)

No (%)

32.6

67.4

78.6
19.8
35.0

21.4
80.2
65.0

88.0

12.0

80.8

19.2
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Figure 3 Effectiveness in leveraging knowledge (n ¼ 79)

knowledge about customers is the most important. This finding strongly supports the
argument that external knowledge is of prime importance to SMEs (Sparrow, 2001).
B

Nearly half of SMEs (41 percent) have made costly errors or mistakes in the last five years
because of inadequate knowledge about customers, and 37 percent of SMEs have
repeated the same errors or mistakes. Further, only 56 percent of SMEs believe that they
are very effective or effective in leveraging knowledge from other organizations to
improve their business performance. Therefore, there are large areas where SMEs can
improve their abilities in acquiring adequate knowledge about their customers, and
learning from their previous errors or mistakes.

B

Nearly all SMEs surveyed (99 percent) demonstrate a need for some forms of
inter-organizational knowledge transfer, and 93 percent of them have already been
involved in some inter-organizational knowledge transfer activities.

B

Both social networks and electronic networks are considered by SMEs (88 and 81 percent
respectively) to be important channels for them to acquire the needed knowledge. Most
social networks are effective in helping SMEs to acquire knowledge, but only 33 percent of
these are supported by their own electronic networks. There is a large gap between SMEs’
perception of the importance of electronic networks, and their actual use of them.

B

The majority of SMEs (64 percent) have been involved in, or perceive a need for, learning
through customer-supplier partnership.

Supporting evidence from interviews
The above findings are very positive, and strongly support the argument that external
knowledge is of prime importance to SMEs (Sparrow, 2001). However, as Carr-Hill (2002)
has observed:
Many of the results from a statistical analysis are simply incomprehensible without follow-up
interviews with key informants.

Therefore, in order to further validate some key findings mentioned, and offer a more
in-depth understanding on SMEs’ inter-organizational knowledge transfer needs, 12 SME
managers (see Table VII), from different companies of the service sector, have been
face-to-face interviewed. The interviewees were selected from the areas of Bedfordshire and
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Table VII General information about the interview companies
Interviewee no.

Interviewee’s company information

Interviewee 1
Interviewee 2
Interviewee 3
Interviewee 4
Interviewee 5
Interviewee 6
Interviewee 7
Interviewee 8
Interviewee 9
Interviewee 10
Interviewee 11
Interviewee 12

A vacuum shop, 10 employees
Sales on teaching materials and methods, 70 employees
Sales on hygiene and laundry equipment, 245 employees
Consultancy on knowledge management, 14 employees
Consultancy on telecommunication, 11 employees
A clothing shop, 23 employees
Developing trusts for communities, 37 employees
Sales on tires for cars, 30 employees
Consultancy on risk management for nuclear industry, 120 employees
Language translation service, 22 employees
International trade on chemical materials, 10 employees
Salvage service for insurance companies, 235 employees

London. The selection was based on the main criteria as suggested by Yin (1994):
convenience, accessibility and geographic proximity.
Importance of the external knowledge about customers, suppliers and competitors
Survey findings support the research argument about the importance of external knowledge
to SMEs, but they provide limited insight into issues associated with this argument and why
managers believe certain types of external knowledge are more important than others. All of
the 12 interviewees believe that knowledge about competitors is very important, can help
them to benchmark their business practices, and effectively develop their competitive
strategies. Knowledge about suppliers is also thought to be very important because the
knowledge may help them to establish good relationship with the suppliers, which in turn
helps them to provide better service to their customers. One manager stresses the ultimate
importance of suppliers by saying that:
When you’re running a company, the most important thing is not necessarily your customer, but
your supplier because if you get a right product at right price, you can sell to anybody. If you don’t
get a right product at right price, people will not buy it (interviewee 8).

However, the other 11 interviewees still consider that customers are the most important. Good
knowledge and understanding about customers is an extremely important premise for them to
successfully meet their customers’ needs, just as the interviewee 10 has commented that:
. . . if you haven’t had good understanding about your customers, have no good relationship with
them, you wouldn’t exist (interviewee 10).

Interviewee 5 even makes further comparison between the ‘‘voices’’ from customers or
suppliers and ‘‘internal people and processes’’:
We talk in terms of four voices in our organization and another organization: voice of customer,
voice of supplier, stockholders and internal people and process. Voices of customers are
obviously in terms of marketing. You need to know what the customer wants to know. You need to
also understand what the customer would like to have in the short-middle term period, and
predict what people we’re going to meet, and what problems they like to tackle. In terms of
suppliers, it is also very important. Because in some industries, the supplier shows potential
trends and changes before the customer does because of their feedback chain . . . And
stockholders are also important one in terms of marketing too . . . Internal people and processes
are not quite so much (interviewee 5).

The above results demonstrate that the external ‘‘voices’’ are more important than the
internal ‘‘voices’’, of them the knowledge about customer is the most important. In order to
gain this kind of knowledge, good relationships with customers should be developed and
maintained, so customer relationship management is worthy of being stressed in SMEs. In a
word, the interview discussions with managers confirm the findings from the survey that
external knowledge is of prime importance for SMEs, and help to understand why managers
believe so and the importance of customer relationship management for SMEs.
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Involvement in inter-organizational knowledge transfer activities
Survey results demonstrate that more than 90 percent of participating SMEs have been
involved in inter-organizational knowledge transfer activities. The interview discussions
support the key findings from the survey, but more importantly, they also shed light into why
and how companies have been engaged in inter-organizational knowledge transfer
activities. All the interviewees admit that their companies have been extensively involved in
some inter-organizational knowledge transfer activities such as regular meeting with main
customers (or suppliers), getting advice from friends or counterparts in other organizations
and dealing with complaints. As we know, complaints ‘‘may always happen to all
companies’’ (interviewee 3). A specific knowledge transfer process for dealing with a
complaint may be seen through the following example:
When some customers complain my company, the employees are asked to keep the record of the
date, time, customer’s name, telephone number and information about the complaint. Then, some
employees will be sent to the customer, and investigate the reasons, and sort the problem out.
Then, the employees are asked to report to managing director about the reasons, and knowledge
about how to sort it out. MD will inform managers about the reasons that caused the complaints
and experiences for dealing with them in the managers’ meeting which is held once in every two
weeks, the managers will inform their employees as well, make sure every employee know it, and
improve our business quality (interviewee 2).

Furthermore, some interviewees’ companies have also been involved in other activities, for
example, trading an innovative idea on a new type of vacuum with supplier (interviewee 1);
attending technological exhibitions (interviewees 1 and 8); conducting pilot market test with
customers (interviewees 3, 11 and 12); using some consultancy company to do market
research (interviewee 3); clarifying customers’ needs (interviewees 4 and 5); and
cooperating with universities or other organizations (interviewees 4, 6 and 7). Some
companies even share knowledge with their competitors, for example:
Sometimes, we found that some competitors are very strong in some areas, we are not so strong
in these areas, we would suggest the clients use both of us, so that the clients would get better
jobs. We do co-operate with some competitors. So, sometimes, I would [have] no doubt if I talk to
my competitors, they share strategies with me, I share strategies with them. I would (have) no
doubt [that] there are more chances for both of us to get more jobs (interviewee 5).

Serious mistakes or errors made because of insufficient knowledge about customers
Though the survey reveals that nearly half of SMEs (41 percent) have made costly errors or
mistakes in the last five years because of inadequate knowledge about customers, it is not
possible to answer why this is the case and how this could happen. The interviews conducted
attempted to gain more in-depth knowledge about this issue. Of the 12 interviewees, five
indicate that their companies made serious mistakes or errors in the last five years because of
insufficient knowledge about customers. Three of them are consultancy companies
(interviewees 4, 5 and 9), the others are a clothing shop (interviewee 6) and an international
trade company (interviewee 11). The proportion (41.7 percent) for the mistake-makers to the
total interviewed companies is very close to the result (40.7 percent) found in the survey. The
reasons for the serious mistakes or errors made by the three consultancy companies are that
they often find it very difficult to identify their customers’ needs:
. . .what the customer thought he wanted, is not actually what he needs (interviewee 5).
. . . if you say to people ‘‘what do you want to know?’’ They don’t know. Everybody knows what he
doesn’t want to know, or what he doesn’t need to know. . . .We have to educate the customers
understand what their needs are (interviewee 4).

The clothing shop also finds it very difficult to identify the customers’ true needs:
. . . you can get figures to show how many people shopping in certain shops, what sorts of things
they are buying. But they do not always mean that your customers want that. So it is very difficult
to decide what is the right way to go (interviewee 6).
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Furthermore, the story of the trade company demonstrates if a company does not have good
knowledge about who is a right person to contact in a customer company, serious mistakes
or errors might also occur:
Several years ago, we began to sell a new chemical material to construction or manufacturing
companies in an Asia country. After a period of time, we found that a competitor had much better
performance than us although it started the business later [than us]. The reason is that, it is the
technical managers [of the customer companies] who decide which material should be used. We
didn’t know this point, and conventionally contacted the customers’ salespeople, but our
competitor contacted the technical managers (interviewee 11).

Importance of both social and electronic networks
Survey results show that both social networks and electronic networks are considered by
SMEs (88 and 81 percent respectively) to be important channels for them to acquire the
needed knowledge. Interviews with managers provide opportunities for them to elaborate
their opinions on this issue. Of the 12 interviewees, two (interviewees 6 and 7) do not think
that electronic networks are so important for them to get the needed knowledge. However,
the others support this point. But only two of them (interviewees 8 and 12) can acquire
knowledge through extranets, eight mainly use the internet to acquire knowledge because
their business partners do not have or authorize them to access the extranets. More
businesses are believed to be in the process of using the extranets, etc. So there is a great
potential for SMEs to make further use of other electronic networks though they have
benefited enormously from the internet:
One of the great things now is the Internet, it is fantastic for finding information. To get knowledge,
one of the first things that I tend to do is to jump onto the internet (interviewee 9).

Almost all the interviewees think that social networks are very important channels for them to
acquire their needed knowledge. However, some of them (e.g. interviewee 10) admit that
they are very busy and have no time to join some activities organized by some general social
networks such as industrial associations or business links. They are obviously keener to join
or establish the social networks that are very close to their businesses such as the networks
with key customers or buying groups:
. . . we [a clothing shop] are not big enough to negotiate terms. I’m a member of a buying group [a
social network] so they have a lot of independent members like myself. They’ll negotiate with
suppliers and get better terms for us because overall getting all those retailers together we have
quite good buying power . . . they are a successful group, we mainly acquire marketing
information or knowledge from them (interviewee 6).

Some interviewees (interviewees 4, 5 and 11) argue that some very important knowledge is
more likely to get through social networks than electronic networks. For example, to address
the above-mentioned serious mistakes or errors and identify the customers’ true needs, a
feasible solution is that the companies should establish good relationships with their
customers, iteratively clarify the needs through intensive negotiation and communication. The
key knowledge about the right person in interviewee 11’s story is also acquired through
personal social network. So, interviewees seem to prefer the social networks to the electronic
networks. These findings are closely correspondent to the conclusions drawn from the survey.
Effectiveness of leveraging external knowledge
The survey demonstrates that only 56 percent of SMEs believe that they are very effective or
effective in leveraging knowledge from other organizations to improve their business
performance. This issue is further explored during interviews. Half of the interviewees consider
that their companies have been effective or very effective in leveraging external knowledge to
improve their businesses. However the other half do not think so. This proportion (i.e. 50
percent) is very close to the proportion (i.e. 56 percent) found by the survey. There are various
kinds of reasons for their ineffectiveness in leveraging external knowledge. For example, some
companies (interviewees 4 and 5) do not know what they really want, so their knowledge gaps
are very difficult to identify; key employees (interviewee 9) have no motivation to learn from
business partners or key employees switch to other companies once they acquired the
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‘‘ KM issues related to SMEs have tended to be ignored,
especially at the inter-organizational level. ’’
needed knowledge (interviewee 12); some important information or knowledge sharing
between individuals are unsuccessful because of ineffectiveness in internal communication or
mistakes in selecting a right communication channel (interviewees 2 and 5). Some companies
(interviewees 5 and 6) even lack experience or ability in applying acquired knowledge into
practices, here are some examples:
Information or knowledge is there, but it is not always easy to put it into practice. . . . it is very
difficult to decide what is the right way to go (interviewee 6).
. . . the fundamental problem with the knowledge transfer is that, knowledge transfer between
some organizations and consultancy comes in the form of a huge report, so they would be
presented in written form either, on paper, or on electronic format. Even if the report was given to
you, you are never going to use it because it is too big, too difficult (interviewee 5).

Conclusions
This research attempts to investigate inter-organizational knowledge transfer needs in SMEs
by conducting a questionnaire survey and some company interviews. The survey offers
valuable insight into the current situations of knowledge transfer in SMEs and managers’
perception on various issues related to inter-organizational knowledge transfer. Key findings
emerged from the survey are further validated and elaborated through the interviews. By
adopting this two-tier research methodology, it is believed that the findings and results have
been triangulated and strengthened, thus can provide a more reliable understanding and
knowledge on SMEs’ inter-organizational knowledge transfer needs and practices.
The empirical evidence from this research confirms the general belief that external knowledge is
of prime importance to SMEs. The customers may have the greatest influence on SMEs, thus
knowledge about the customers is perceived as most important. In order to gain this kind of
knowledge, good relationships with customers should be developed and maintained, so it is
evident that SMEs also need to develop and maintain good customer relationship management.
Nearly all SMEs (99 percent) demonstrate a need for some forms of inter-organizational
knowledge transfer. They have extensively involved in some activities such as regular
meeting with main customers (or suppliers), getting advice from friends or counterparts in
other organizations, and dealing with complaints. Some of them even share knowledge with
competitors. These activities are important routes for SMEs’ inter-organizational knowledge
transfer and their effectiveness still needs further investigations.
As nearly half of SMEs have made costly errors or mistakes because of inadequate
knowledge about customers, raising awareness about this problem, identifying reasons and
learning from previous mistakes need to be addressed by managers. The important reasons
for causing the errors or mistakes are that the customers’ true needs are very difficult to
identify, and the right knowledge about doing businesses with the customers is insufficient.
To address these problems, effective engagement in social networks seems to be preferable
to the electronic networks.
Social and electronic networks are both important channels for SMEs to acquire the needed
external knowledge. The companies are obviously keen to join or establish the social
networks that are very close to their businesses such as the networks with key customers or
buying groups. Most of the SMEs use the internet to acquire knowledge, but there is greater
potential for them to use other forms of electronic networks, such as online communities,
intranet, and extranets.
The empirical evidence reveals that only 56 percent of SMEs believe that they are very
effective or effective in leveraging knowledge from other organizations to improve their
business performance. Some important reasons have been identified. This includes that
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knowledge gaps are very difficult to identify; key employees have no motivation to learn from
business partners or switch to other companies once they acquire the needed knowledge;
ineffectiveness in internal communication or mistakes in selecting a right communication
channel and lack of experience or ability in applying acquired knowledge into practices.
Insights into the causes for less effective knowledge leverage in SMEs calls for more
research to address this important issue.
Certain limitations of the study are recognized. Firstly, the study is based on the UK service
sector, the results generated from this study may not be applicable to other industrial sectors
or the same sector in other countries. Secondly, the sample selected is small and
medium-sized enterprises, the results may not be applicable to micro-companies (i.e. less
than ten employees) or large companies (i.e. more than 249 employees). Thirdly, knowledge
is context-based, knowledge and culture are inextricably linked in organizations (De Long
and Fahey, 2000; Abou-Zeid, 2002). So, the transfer of knowledge is constrained by the
cultural context in which it is embedded. Inter-organizational knowledge transfer partners
suffer from their organizational culture differences, and also national culture differences if
they are from different countries (Ford and Chan, 2003; Rodriguez et al., 2003). However,
this study does not involve this cross-cultural issue. Even between organizations in the same
country, the results may not apply if the national culture concerned is substantially different
from that in the UK.
In addition, once SMEs have needs for inter-organizational knowledge transfer, they will
carry out specific inter-organizational knowledge transfer processes to acquire the needed
knowledge. However, the knowledge transfer process is very complicated, and very difficult
to understand, we know little about it (Appleyard, 1996; Grant, 1996; Dyer and Nobeoka,
2000; Huber, 2001). Knowledge transfer between organizations is even more complicated
than within an organization (Chen et al., 2002). Therefore, future studies are needed to
develop inter-organizational knowledge transfer framework which can conceptualize the
process of knowledge transfer between organizations for SMEs, help them to better
understand the transfer process, and be able to address the issues of the ‘‘boundary
paradox’’ (Quintas et al., 1997; Beeby and Booth, 2000; Chen et al., 2002; Mohr and
Sengupta, 2002). The authors of this paper are conducting explorative studies in these two
areas (Chen et al., 2002; Chen et al., 2003), findings will be published in the future.
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