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Abstract

Abstract

The article breaks through the hypothesis of knowledge
entirety in new classical economics, and tries to adopt an
institution perspective to deal with the mechanism how
different institutions promote knowledge development and to

explore new about the knowledge-based view of the firm

The article firstly discusses the process mechanism between
institutions and knowledge as a whole, shows the incentives that
are built into the institutional framework play the decisive
role in shaping the kinds of knowledge that pay off. Since
different knowledge will embody in different activities, the
institutions decide the condition that knowledge work, shape
activities’ constraints and that result in different
performance, so that induct the direction of knowledge
development. Then the article discusses the mechanism of
different institutions how they promote the development and
innovation of knowledge including markets, firms, modularity

and franchising in turn.

Markets provide mechanism to develop effectively knowledge
not giving to everyone as a whole, and encourage different
people using knowledge respectively to experiment and compete,
so to learn and test through market competition. Firms can learn
and improve knowledge by themselves, establish a long-term
contract and make good arrangement about inner division and
knowledge specialization to attract and promote knowledge
development. Modularity provides mechanism for the
transmission and absorption of knowledge among different firms,
introduces new ideas and knowledge into the modular system,
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prepares more choice of knowledge reserve for innovation, and
makes the knowledge test. Franchising provides series of
standardizing arrangement and architecture to transform tacit
knowledge into explicit knowledge, making knowledge be easily
duplicated and transmitted, so the development and innovation
of knowledge can go well.

The article abstracts different institutions discussed
above in the framework of knowledge development, to further the
study of the knowledge—based theory of firms.

Key Words: Institutions, Knowledge, Firm Capabilities
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