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Abstract!
!
In'recent'years,'academics'have'been' increasingly' focusing'on'the'network' in'relation'to'
innovation' management.' More' specifically,' this' study' focuses' on' small6medium'
enterprises'(SMEs)'and'the'impact'of'networking'on'their'development.'This'is'especially'
important'in'relation'to'economic'policy'debate,'with'SMEs'acknowledged'as'key'to'the'UK'
economy.' Also' recognised' is' the' high' failure' rates' of' SMEs,' and' therefore' this' study'
considers' how' networking' can' support' SMEs' to' aid' their' development' through' many'
processes'such'as'innovation,'problem'solving,'and'financial'success.'This'study'adopts'a'
case' study'of' a'UK'SME'as' the'primary' research,' considering' the' interactions'with' their'
network' from' the' perspective' of' the' founder' and' co6director.' Specifically,' the' study'
focuses' on' a'multidimensional' concept' of' social' capital' in' considering' the'methods' and'
benefits'of'network' interaction' for' the'SMEs'development.'From'comparing' the'primary'
and'secondary'data'and'literature,'the'study'finds'the'different'dimensions'of'social'capital'
can'be'more'or' less' important'depending'of' the'conditions'of' the'SME,'with'the'variable'
role' of' networks,' and' the' diverse' ways' in' which' SMEs' interact' with' networks' highly'
contextual.' It'was' clear' the' case' study' SME' values' all' three' dimensions' of' social' capital'
concepts' used' in' this' study.' This'was' in' relation' to' effective' interaction' in' building' and'
maintaining' a' good' business' network' which' continues' to' support' the' business' across'
many' activities,' such' as' knowledge' and' learning,' financial' success,' service' innovation,'
general'support'and'problem'solving.'The'study'has'many'wider'implications,'such'as'the'
need' for' both' organisations' and' institutions' to' recognise' the' growing' importance' of'
networking,' with' the' dilution' of' business' boundaries' and' the' growing' importance' of'
external' knowledge' and' information.' It' also' has' many' policy' implications' such' as' the'
occurrence' of' clustering' in' relation' to' policy' support' towards' facilitating' network'
exchanges.' The' research' also' highlights' areas' of' further' study,' and' insightful'
methodologies,'such'as'the'need'to'be'industry'specific'and'focus'on'SME'demographics.''
!
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!
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'
'
!



 3 

Acknowledgements  

 

I would like to thank everyone who has supported me throughout the process of writing my 
thesis. In particular, I would like to thank the small-medium enterprise that participated in 
this study, and took the time to provide very valuable, insightful and interesting responses 
throughout the primary research. I would also like to thank family, friends and classmates for 
their support and input. Last but not least, I would like to give an extra thank you to my 
supervisor Kristina Nyström, who has provided excellent feedback and support throughout 
the process.  
 
Thank you! 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 4 

Table of contents 

 

Abstract            2 
Acknowledgements          3 
Table of contents            4 
 
1 Introduction           5 
1.1 Objective and research question        6 
1.2 Outline of the study          6 
 
2 The UK SME landscape          8 
2.1 SMEs in the UK           8 
2.2	  Defining	  SME	  “success”         8 
 
3 Literature review           10 
3.1 Theoretical approach          10 
3.1.1 Egocentric approach          10 
3.1.2 Three conceptual dimensions of social capital      10 
3.2 Social capital           11 
3.3 Networks           13 
3.4 Innovation           14 
3.5 Strategy and development         15 
 
4 Methodology           17 
4.1 Primary data: Case study approach        17 
4.2 Secondary data: UK report         18 
4.3 Methodological challenges         18 
 
5 Analysis            20 
5.1 Entrepreneurial social capital         20 
5.2 Related management practices and strategy       23 
 
6 Discussion           25 
 
7 Conclusion and suggestions for future research      28 
 
8 References           30 
 
9 Appendix            34 
9.1 Primary data: Structured interview (summary)      34 
9.2 Primary data: Self-assessment        36 
 
Tables and Figures: 

Table 1 Self-assessment results         21 
Table 2 Entrepreneur self-assessment brief dimension definitions    22 
 
Figure 1 Entrepreneur self-assessment radar chart      21 
 

 



 5 

1 Introduction 

 
In the context of continually evolving academic understanding in the field of innovation 
management, this investigation focuses more specifically on the importance of networking 
for SMEs with a research focus on the UK. Many previous studies have emphasised the 
growing	   importance	   of	   the	   “network”	   in	   today’s	   business	   environment (Belussi and 
Arcangeli 1998; Bessant and Tsekouras 2001; Bizzi and Langley 2012; Ceci and Lubatti 
2012; Tomlinson and Fai 2013). This is in terms of many aspects but it has been closely 
linked with innovation and how businesses use their network to continually support and 
develop their value to the customer. For example, Tomlinson and Fai (2013) discuss the 
growing academic literature interested in the links between network ties and innovation 
performance, particularly among SMEs. Furthermore, Bessant and Tsekouras (2001) state 
that inter-organisational networking is becoming a key topic for researchers, policy makers, 
and practitioners, reflecting the perception of the advantages of networking over traditional 
models of organisation and innovation. Bessant and Tsekouras (2001) express their 
reasoning for this in that it acknowledges the impact of technological and market changes 
and the subsequent blurring of boundaries between enterprises. This has opened up the 
potential	   for	   new	   forms	   of	   enterprises,	   ‘virtual	   enterprises’,	   ‘boundary less organisations’	  
and	   ‘networked	   companies’	   to	   name	   a	   few.	   In	   a	   paper	   by	   Steen, Macaulay, and Kastelle 
discussing small world networks in relation	   to	  business	  networks,	   it	   states	   “research	   that	  
develops a better understanding of the nature of the relationships within the network will 
provide better insights into the interactions between network structures and innovation 
outputs” (2011, p.48), therefore highlighting the current academic interest in business 
networks and economic performance. This is also echoed by Varis and Littunen (2012) who 
conclude the interest towards the operations of innovative SMEs has grown among both 
researchers and policy makers. This interest is driven, according to their study, partly by the 
economic benefits associated with such firms, and innovation as the main driver of 
technological advancement and economic growth in modern day economies. 
   Businesses and the environment in which they exist are socially constructed, as are the 
networks between stakeholders involved in or related to a business. This view is based on 
classical sociological arguments about the embedded nature of economic goals and activities 
in socially orientated goals and structures. This explains how economic activity is 
coordinated by groups of people rather than isolated individuals and thus firms are the 
social construction of economic institutions (Granovetter 1992). The networks a company 
has, produced by those active in a SME are therefore also socially constructed, fluid and 
continually changing. In this study, I will seek to understand the importance and extent to 
which networks of stakeholders have an impact on the businesses development and 
commercial success over time. A SMEs success is heavily dependent on the actions and 
performance of the people who are active in the business, for example, through successful 
leadership and decision-making, as demonstrated in a study by Unger et al. (2011) who 
found a significant relationship between human capital and entrepreneurial success. 
Therefore, it is important to focus on the activities and actions of the core people involved in 
the SME i.e. the founder(s), or director(s). A key element of this study will consider the social 
capital1 of key individuals within the SME and thus the social capital of the company in 
relation	   to	   it’s	   networks,	   and	  how	   this	   helps	   the	  business	  develop	   and	   achieve	   their	   goals	  

                                                        
1 Social capital – “social	  capital	  is	  a…bridge-building process that links individuals and creates a condition for 
the effective exchange of information and resources”	  (Partanen	  et	  al.	  2008).	   
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through utilising social capital and networks in the right manner to gain resources, 
knowledge and capitalise on opportunities. 
   Whilst considering the micro-level internal operations within a company it is also 
important to maintain an awareness of the macro-level, and wider changes in the context of 
the ever-changing national and global economy. In doing so, it is important to consider 
factors such as advancing technology and wider changes in social trends, as this will have a 
range of impacts on SMEs across industries in the UK. How do SMEs adapt to trends and 
capitalise on changes in the economy, technology and society as opportunities to be 
exploited, will also be a theme to this study. 
 
1.1   Objective and research question  
 

The objective of this study is to highlight effective management practices for UK SMEs in 
relation to effectively utilising a good business network. To understand this, the study will 
focus specifically on three dimensions of social capital: structural dimension, relational 
dimension, and cognitive dimension. This study will attempt to show the importance of the 
three dimensions in effectively interacting with, and utilising a good business network for 
the beneficial purpose of the SME.  
   As I have previously stated, the people involved with a SME are the most important factors 
to a SMEs success, as economic activity is a social process. Therefore, in relation to the three 
dimensions of social capital, the analysis will focus on the perspective of the entrepreneur, 
and the importance of the three dimensions of social capital for a successful SME network.  
   In considering entrepreneurial social capital in SMEs, it is also important to consider 
related management practices and strategy, as many of the management decisions and 
activities that take place within a SME are related to one or more of the social capital 
dimensions.  
   This research will use academic literature, primary data and secondary data to highlight 
effective management practices and strategy decisions related to the effective utilisation of 
the business network through the concept of social capital. The outcome of this research will 
have both implications for the internal management of SMEs, whilst helping to inform UK 
policy which can support entrepreneurs and SMEs in relation to their network management.  
   The study builds upon growing academic interest, literature and official reports in the field 
of innovation management for SMEs and understanding of the importance of networking 
and entrepreneurial social capital.  This understanding is useful for SMEs as innovation 
management processes in developed economies transition away from internal development 
towards external development in partnerships, co-operations and alliances. The importance 
of a good business network for innovation and commercial success is becoming increasingly 
important as technological and market trends move towards an increasingly networked 
economy. This may especially by the case with SMEs who may lack internal resources, and 
highlights the importance of continued learning, development and activities such as 
outsourcing and consultancy.  

 
1.2   Outline of the study  

 
Section 1 has given an overview of the research area on which this study is based. The 
section has highlighted concepts, ideas and current academic work in the field of innovation 
management in relation to SMEs. The scope was then narrowed to outline the specific 
approach and research question of this study. Section 2 will give an overview of the current 
SME landscape in the UK, considering the importance and role of SMEs to the UK economy. 
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For the purpose of the rest of the paper, section 2 then demonstrates to the reader the 
difficultly and variety of understandings in defining SME success. Section 3 will introduce the 
approach and importantly outlines the key concepts of this study, the three social capital 
dimensions. The section presents an overview of the current academic understanding of key 
themes in the context of SMEs and in relation to the research question. The four themes 
include social capital, networks, innovation, and strategy and development. It is important to 
mention that the literature presented overlaps in some areas, and it is therefore difficult to 
clearly distinguish the literature in each theme as they are closely interrelated. Section 4 will 
outline the methodology for the research. This begins with the primary data collection, and 
discusses how the primary research will be structured, the form and presentation. It is then 
indicated how the study will utilise specific sections of a recently published UK report for 
secondary data, which will be used to support the primary data. The section finishes with a 
discussion of methodological challenges. The data analysis will be presented in section 5, 
highlighting the key findings from the primary data and supporting secondary data. The first 
sub-section will be directly related to the three social capital dimensions, and the second 
sub-section will consider related management trends. Section 6 is the discussion section, 
which will bring together the analysis and academic literature providing a more in-depth 
critical understanding in answering the research question. This will incorporate past 
academic understanding, theory and concepts together with the analysis presented in 
section 5 to raise key points for discourse. Finally, section 7 will summarise the analysis and 
discussion to provide some concrete conclusions to the study in answering the research 
question directly, before highlighting suggestions for future research.  
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2 The UK SME landscape 

 

2.1    SMEs2 in the UK 

 

In the UK, SMEs are vital to the growth and development of the economy. The UK has been 
through one of the deepest recessions in its history whilst it has seen relatively slow growth 
since. Researchers such as Watson (2007) and Lee et al. (2010) have identified the need to 
focus on innovation and development of SMEs as critical to the wider role they can play in 
revitalising, growing and developing the UK economy in years to come. Therefore, the 
success, prosperity, and attractiveness of the UK market to SMEs is essential for wider 
economic development. Lee et al. (2010) highlights that while considerable literature about 
innovation across a variety of topics in relation to larger firms exists, there have been very 
few studies regarding innovation in SMEs. According to Gray, Saunders, and Goregaokar 
(2012), only 45% of SMEs will still be trading after five years, a much lower rate of 
percentage than for larger firms.  
   The British Private Equity and Venture Capital Association (2011) state an important area 
of	  the	  government’s	  strategy	  is	  to	  promote	  the	  UK	  as	  a	  place	  to	  do	  business,	  and	  encourage	  
entrepreneurs and SMEs to locate and grow in the UK (BCVA 2011). The BCVA (2011) 
predict the most likely benefit from SMEs will come from productivity gains, raising national 
income, boosting economic activity, national earnings and employment across the country. 
As previous research has suggested, networks3 are and will be increasingly important to the 
success of SMEs in the UK in general, in developing, growing and achieving commercial 
success. In particular, this role of networks for SMEs has been discussed in relation to 
geographic clusters (Morosini 2004; Bessant and Tsekouras 2001) and the role of incubators 
(Collinson and Gregson 2003).  Watson (2007) argues the ability to identify key factors 
associated with the performance of SMEs is of significant interest to public policy makers 
and would be entrepreneurs emphasising the importance of studies in this area, especially in 
the current fast changing economic environment. 
   The role of SMEs in the UK is made clear when we consider some key statistics from the 
Department of Business, Innovation & Skills (2012). In 2012, SMEs accounted for 59.1% of 
private sector employment, 48.8% of private sector turnover, employed 14.1 million people 
and had a combined turnover of £1,500 billion (BIS 2012). Clearly, SMEs are economically 
very important for the UK economy. There is a need to focus on the issue of poor rates of 
long-term existence for SMEs, given the high failure rates of SMEs over the first five years. 
With this in mind, this research therefore tries to focus on the positive role networking can 
have on SMEs development and long term commercial prosperity and success.  

 
2.2    Defining	  SME	  “success”  

 

There is no concrete definition of SME success, and it can be interpreted in many different 
ways. To overcome this issue, many authors consider critical success factors (CSFs) in 
relation to their studies. For example, Wong and Aspinwall (2005) investigated CSFs for 
adopting knowledge management in SMEs. The CSFs used in their study were drawn from 
the wider literature, and included factors such as management leadership and support, 

                                                        
2 Small-medium enterprise (SME) – SMEs are defined as having between 0-249 employees (BIS, 202). 
 
3 Network – “networks	  are	  a	  form	  of	  durable	  social	  capital,	  created	  (and	  maintained)	  through	  a	  combination	  of	  
social history and on-going	  collective	  action”	  (Gordon	  and	  McCann	  2000	  p.520). 
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culture, information technology, and resources. For many studies, establishing a framework 
by which success of SMEs can be understood is important.  
   The	   entrepreneur’s	   perspective	   of	   SME	   success	   is	   often	   the	   most	   important	   factor	   in	  
understanding an individual SMEs success, and this will vary depending on the individual 
SME, the people involved, its purpose to exist and background context. This viewpoint is 
understood in a paper written by Ahmed, Wilson, and Kummerow (2011) who considered 
the perspectives of Malaysian SME founder-managers in order to validate the business 
success construct. There are many factors that can be considered when thinking about SME 
success including financial elements such as firm size, number of employees, growth, sales, 
profit and turnover. However, it can also include non-financial elements such as personal 
involvement, responsibility, quality of life, lifestyle, personal satisfaction, independence, 
flexibility, reputation, customer retention and satisfaction. Often, the non-financial elements 
are the most important factors for the entrepreneurs themselves, and the lifestyle they wish 
to lead through their SMEs. This was highlighted in a study by Walker and Brown (2004) 
who identified that whilst financial criteria are usually considered the most important 
measure of business success, SME owners are most often motivated to start a business based 
on personal lifestyle factors. They found non-financial goals are particularly important in the 
small business sector, with their findings suggesting in general that whilst both financial and 
non-financial criteria are important, the latter is often more important, such as personal 
satisfaction, pride, sense of achievement and a flexible lifestyle.  
   A variety of themes can determine innovation and commercial success of SMEs, including 
such factors as the entrepreneur, their experience, motivation, skills, location of the firm, its 
legal form, and the financial and marketing strategy of the SME. For the purpose of this 
research, I am going to focus on the role of networking using a multidimensional concept of 
entrepreneurial social capital, which has also shown to be important in determining the 
success of a SME. A study by Davidsson and Honig (2003) highlighted the lack of knowledge 
about entrepreneurial social capital and how it can help entrepreneurs exploit, and be 
successful with potential opportunities through networking. 
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3 Literature review 

 

The literature review will begin by outlining the approach and key multidimensional social 
capital concepts of the research, followed by a discussion of academic literature organised in 
four key themes related to the research question. This will allow the later sections to relate 
to clear and focused academic literature and understanding in answering the research 
question. The key themes for the literature review to be discussed are: social capital, 
networks, innovation, and strategy and development. All of these themes will be discussed in 
relation	  to	  SMEs	  and	  their	  networks	  with	  the	  entrepreneur’s	  perspective and social capital a 
key focus. This requires sourcing focused academic literature and theory in relation to my 
research question. This is key, as the topics discussed are potentially very broad, and can 
contain many sub-areas of focus, so its important to maintain focus on a clear agenda 
throughout the literature review to ensure the data is supported effectively. This will allow 
focused and well-founded analysis, discussions and conclusions in relation to the research 
question in later sections. 
 
3.1    Theoretical approach 

 
3.1.1 Egocentric approach  
 
The format of the primary research and the way in which the secondary data will be 
interpreted will focus on the perspective of the entrepreneur, with the entrepreneur placed 
at the centre of analysis. This constructs an egocentric approach of analysis which focuses on 
the entrepreneur within the SME. In the egocentric approach, the primary node of interest is 
the ego (Abbasi, Chung and Hossain 2012). The approach therefore analyses the ego 
(entrepreneur) in relation to the social interaction with their immediate network, which is 
fluid and open to change in composition and strength of relations. In focusing on the 
entrepreneur, this study will analyse the effectiveness of the SMEs network in relation to the 
influence on the SMEs performance, through analysing the entrepreneur’s social capital, 
network activities, and network management (Chung and Hossain 2009). This is to 
understand the effectiveness of the network, through social interaction, on the SMEs overall 
development and success. Focusing on the entrepreneur is an appropriate approach to 
analyse the multidimensional social capital dimensions in order to effective analyse and 
answer the research question. 
 
3.1.2 Three conceptual dimensions of social capital  
 
Defining social capital is difficult, as a variety of literature discusses social capital in relation 
to different definitions and in diverse contexts, across variable scope and extensiveness 
(Anderson, Park and Jack 2007). Putnam (1995) stated for the need to clarify the different 
dimensions of social capital, arguing it is not a unidimensional concept. A multidimensional 
view of social capital is advocated in a study by Nahapiet and Ghoshal (1998), who explored 
the role of social capital in the creation of intellectual capital. Their study successfully used 
three dimensions of social capital, structural, relational, and cognitive as separate clusters in 
their research. Their study was able to use the three dimensions as a base for effective 
analysis throughout their paper, in combining their own research and secondary sources 
effectively to present a reliable, interesting and easy to follow discussion and argument. 
Nahapiet and Ghoshal (1998, p.243) also recognised the interrelated nature of the three 
dimensions,	   “Although	  we	   separate	   these	   three	  dimensions	   analytically,	  we	   recognise	   that	  
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many of the features we describe are, in fact, highly	  interrelated”.	   
   This study will also adopt the same multidimensional conceptualisation of social capital, 
comprising the three dimensions (structural, relational and cognitive) as outlined below. To 
justify further, this multidimensional method of social capital is very logical for this study, in 
providing a strict, focused conceptual framework whilst allowing sufficient breadth in 
analysis to answer my research question and draw some valid conclusions. 
1. The structural dimension focuses on the composition of a companies network, and 
how the network is organised. The network facilitates access to resources to limit the 
amount of effort, time and investment required to collect information. A good structural 
network can provide effective information analysis, access to distribution channels and 
provide potential for consultation, negotiation and collaboration to take advantage of market 
opportunities. Related individuals and companies in the network are likely to share similar 
information, whilst dissimilar actors are more likely to share dissimilar information, both of 
which can be acted upon by entrepreneurs through identifying problems and offering 
solutions, creating new demand and supply chains. Different network configurations can 
provide more or less useful, problematic or diverse information. The structural dimension 
also considers the position of the firm within its network, how diverse a network is, and how 
active a firm is within its network. The positioning of a firm within a network is important as 
it can determine differential access to actors, resources and information, thus dictating how 
successful or positive the influence of the network is for the company (Abbasi, Chung and 
Hossain 2012). Often, information brokers exist who may act as key gatekeepers within a 
network or between clusters of networks who can negotiate information between actors 
(Burt 1992).  
2. The relational dimension concerns the way in which networks are formed, 
maintained, and the factors which influence this. It concerns the quality of relationships 
within a network and whether strong or weak ties exist between network participants. 
Strong ties can be understood as the amount of time, trust, confidence, mutual 
understanding, obligations and reciprocal services shared between participants. This is 
important for initiating business and social relationships, the transfer of useful information 
(Nahapiet and Ghoshal 1998) and can play a key role in strategic alliances, often critical to a 
company’s success. Good relations between network individuals are often developed over 
time and based on good long-term reciprocal relationships.  
3.  The cognitive dimension of social capital identifies the shared understanding 
between actors within a network in terms of the businesses purpose, value, language, and 
opinions. This allows individuals within a network to make sense of and categorise 
information, facilitating shared thinking processes (De Carolis and Saparito 2006). Shared, 
cognitive understanding can also arise from shared language, narratives and the effective 
transfer of tacit knowledge within the network. Good, shared understanding within the 
network helps a company to export and import knowledge effectively in adapting to market 
conditions, having a sense of control over their network, predicting outcomes of interaction, 
and creating platforms for innovation. This also allows facilitation for increased 
entrepreneurial productivity.   
 
3.2    Social capital  

 

Social capital exists where contacts receive opportunities to utilise their financial and human 
capital. Social capital is value created between people, and has potentially growing 
significance for SMEs in modern society. Through social capital, entrepreneurs can gather 
information and influence, both useful for creating value driving the development of a SME 
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(Gray, Saunders, and Goregaokar 2012). A study by Anderson, Park and Jack (2007) into 
social capital in new high-tech firms suggests social capital is produced in social interactions 
and is not owned but represents a pool of goodwill residing in a social network that can be 
envisaged as a revolving mutual fund of traded and untraded interdependencies. 
Traditionally, social capital has been conceptualised as a set of social resources embedded in 
relationships available to people throughout their lives. There is a number of different ways 
to think about social capital, such as a function in life, an individual asset, or a capacity of 
social groups to co-operate for common good (Anderson, Park and Jack 2007). Their findings 
in conceptualising social	  capital	  for	  entrepreneurship	  show	  that	  “social capital is represented 
by an investment of social resources with expected returns, directly or indirectly 
anticipated, now or at some possible  future  time” (Anderson, Park and Jack 2007 p.264). 
Entrepreneurs can utilise the social capital which they have built up through their direct or 
indirect networking to support their SME. Social capital is not owned, and is built on trust, 
social interaction, associability, sociability, and interdependency, and can be used to unlock 
resources to support a business. Their study also found social capital within a network in the 
form of connections and interactions fits with traditional understanding of social resources 
embedded in relationships, concluding entrepreneurship as a socio-economic process 
(Anderson, Park and Jack 2007).  
   Anderson and Miller (2002) focus on social capital in relation to entrepreneurship in two 
distinct ways. Firstly, entrepreneurs are a product of, conditioned by and see opportunities 
as a result of their social environment. Second, each business forms part of a web of social 
interaction, and thus they conclude the presence or absence of social capital will influence 
the operations, culture and nature of a company. Many other authors have linked social 
capital to entrepreneurship and successful activities of business, arguing and demonstrating 
how social capital and networks can both benefit and constrain company operations (Aldrich 
and Zimmer 1986; Nahapiet and Ghoshal 1998). Further research is needed in this area, as 
Cooke and Willis (1999) highlight insight into social capital can be found be examining 
smaller firms to narrow the focus, concentrating on the presence and applications of social 
capital in entrepreneurship.  
   A recent study by Tomlinson and Fai (2013), closely related to the structural and relational 
dimensions of social capital, arguing close co-operation along the supply chain plays an 
important role in the innovation process of SMEs. Using social capital through networks, 
SMEs can overcome internal resource constraints. In particular, the strength of co-operative 
ties across a range of productive activities is crucial for innovation. Maintaining networks 
and improving connections with relevant individuals or gatekeepers particularly in relation 
to knowledge transfer and organisational learning is crucial for innovative SME activity. An 
extensive study by Watson (2007) in trying to understand the relationship between 
networking and firm performance found some interesting conclusions in relation to social 
capital. Their research confirmed the importance of social capital in providing SME managers 
with information critical to the success of their ventures, and that SMEs should carefully 
consider the range and intensity in which they access both formal and informal networks. 
The findings also emphasised the importance of weak ties as well as strong ties for building 
social capital, whilst identifying the importance of networking to both young and old firms. 
However, their findings indicated widespread networking with a large range of diverse 
individuals can be counter productive, whilst networking did not demonstrate a direct link to 
profitability (Watson 2007). This is in contrary to an assertion by Davidsson and Honig 
(2003) that SMEs should actively try to pursue all network leads. A study by Lee et al. (2001) 
discussed management strategies in relation to strategic social capital for SME development. 
The study found a companies performance due to interactions between internal capabilities 
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and external partners depends on the companies competitive environment. These include 
but are not limited to: simultaneously developing internal capabilities alongside external 
networks, encourage partners to commit resources to the SME, be open to risk, innovative, 
and to be entrepreneurial proactive.  
   Mosey and Wright (2007) developed theory in relation to the difference in human capital of 
academic entrepreneurs and their ability to develop social capital that can address the 
barriers to venture development. Their hypothesis proposed those with previous business 
ownership experience had broader social networks, more advanced social capital skills and 
thus are more effective at developing network ties.  Less experienced entrepreneurs found 
difficulty in building broad, structural, and beneficial networks, thus creating problems in 
attracting finance, gaining industry knowledge and recognising opportunities.  
 
3.3    Networks 

 

Ceci and Lubatti (2012) describe networks as a third organisational form, between 
hierarchies and markets, of which contain different types of relationships, both personal and 
professional. Discussing SME networks, their analysis suggests personal relationships play a 
pivotal role in creating business contacts, whilst innovation within one company can involve 
many multidimensional links. Entrepreneurs build networks that systematically vary by the 
phase of the venture, number of discussion partners, and the time spent networking (Greve 
and Salaff 2003). Successful transition between phases appears to depend on the ability of 
the entrepreneur to develop their network and on the initial network position (Greve and 
Salaff 2003). Research by Wincent (2005) found larger firms to possess advantages for 
networking behaviour, and in general have better outcomes from networking. The study also 
found larger firms are key to holding together strategic SME networks, improving their own 
performance and binding networks together simultaneously. 
   Managing a purposeful and beneficial complex network can be extremely difficult, but it is 
also very challenging to study the evolution and processes of networks in order to gain 
valuable theoretical insight (Bizzi and Langley 2012). However, networks are an important 
and growing area of study, and a central feature of the current business and organisational 
landscape. Focusing on key changes or transformations sharpens the potential for 
developing valuable insight into network processes that will be of interest to researchers.  
(Bizzi and Langley 2012). Partanen et al. (2008) adopt a similar view in focusing on 
entrepreneurial and industrial networks in relation to social capital. Their research aims to 
address the lack of research into SMEs social capital and its utilisation over time, conducting 
an extensive longitudinal study. Longitudinal studies are useful in investigating the dynamic 
relationship between internal capabilities, social capital, and start-up performance (Lee, Lee 
and Pennings 2001; Medlin 2004). 
    In relation to the management of networks, Belussi and Arcangeli (1998) highlight two key 
findings: the ability to control sunk networking costs, and the ability to transfer capabilities 
throughout the internal and external network system. Their findings also indicate that whilst 
face-to-face communication will be partially substituted by multimedia, the exchange of tacit 
knowledge will still require physical presence. This will still require specific sites to be 
organised, and Belussi and Arcangeli (1998 p.426)	  write	  “what	  is	  probably	  on	  the	  way	  is	  not	  
the	  end	  of	   ‘local	  economies’…	  but	  the	  passage	  from	  short-length networks to long distance 
networks, where the importance of spatial connections for some activities may be reduced”.  
   In the context of this research, it is useful to discuss industrial clusters, as these emphasise 
and promote the benefits SMEs gain from having a supportive network, and the importance 
of the entrepreneur and their social capital.  Social networks in a business sense can be 
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described as intensive knowledge interactions between firms. However, in work by Morosini 
(2004), he considers social networks as a type of industrial cluster, whereby knowledge 
integration between firms as well as institutionalised trust and personal interactions 
between economic associations are strong. Discussing some of the benefits and problems of 
industrial clusters, Morosini (2004) highlights different levels of complexity in knowledge 
transfer, and the extent to which economic individuals and organisations co-operate but 
remain competitive.  
   Davenport (2005) questions the validity of co-location arguments related to knowledge 
generation and innovation for SMEs. The findings suggest that whilst further research is 
needed into economic clusters, internationalisation could have a key role in undermining the 
purpose of clusters, with key contacts for SMEs across national borders. Davenport (2005) 
suggests the most effective method for knowledge acquisition and SME development could 
be affected by a variety of factors including type of industry, geographic proximity and the 
stage of the venture. In contrast, Bessant and Tsekouras (2001) explored the concept of 
collective efficiency, the potential of knowledge acquisition and capacity building through 
shared learning. They suggest clusters can greatly benefit SME inter-organisational learning, 
concluding many different types of networks, whether shared learning or innovation were 
found to benefit SME companies. Similar to the topic of knowledge transfer, Collinson and 
Gregson (2003) discuss the concept of the knowledge based approach in trying to 
understand how entrepreneurs interact with a variety of other experienced professionals 
such as consultants, technical experts and venture capitalists. The paper discusses how three 
incubator organisations find high potential start-ups and fuse them with the complementary 
technical and market knowledge, managerial knowledge and finance. Their conclusion to the 
study suggests the incubators provided a process of accelerated learning for the start-ups in 
successfully supporting new technology based business. This demonstrated a relationship 
between a strong network of relevant contacts and increased rates of development for 
technology based start-ups. The huge transaction costs which start-ups and SMEs have to go 
through to build supportive networks are minimised with ready access to an established and 
credible network in the case of incubators (Collinson and Gregson 2003).  
 
3.4    Innovation 

 

Varis and Littunen (2012) describe how it is now widely argued that innovation is no longer 
an isolated process within a company but often a combination of multiple technologies, skills 
and competences, part of which have to be acquired from outside the boundaries of a 
company. Corsaro et al. (2012) discuss how value is created through innovation as a result of 
interaction with a business network. Their paper identifies how strategic entrepreneurial 
networks can improve innovation performance. Some would argue the study of networks 
and value is closely related to business marketing, however, their paper creates a bridge 
between marketing and entrepreneurial strategy in relation to innovation. The findings of 
their paper are closely related to the structural dimension in social capital, and understand 
how a variety of diverse network configurations exist within the same overall network, with 
interaction occurring both within individual networks and across boundaries. Similarly, 
Freel (2003) investigates the extent to which co-operative networks for innovation create 
process and product innovation, describing how co-operative networks for innovation mark 
a significant shift from the traditional view of innovation as a linear process. As a growing 
body of research discusses, innovation can now in many cases be discussed as a co-operative 
phenomenon, involving multiple, diverse individuals and institutions. This new form of 
innovation was initially outlined by Lundvall (1995) who stated collective entrepreneurship 
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as fundamental to the modern process of innovation. This view is supported by the work of 
Howells (1995) who understood innovation through learning to be a social process in 
business whereby tacit knowledge is transferred and accumulated.  
    Other studies in relation to innovation in SMEs have considered the role of open 
innovation. A key paper in this field was written by Chesborough (2003), which discussed 
the idea of how links and connections have become as important as actual production and 
ownership of knowledge. Many companies now understand the importance of connect and 
develop (C&D) alongside research and development (R&D) as key to overall successful 
innovation management and competitive advantage. Collaborative networks can be in touch 
with nearly all of the research required without a company having to conduct and produce 
R&D themselves. Lee et al. (2010) argues there are several possibilities of facilitating 
innovation in SMEs, with their research paper focusing on the collaboration network model. 
In relation to open innovation, their research supports the concept of open innovation in 
SMEs by indicating effective networking as one possible way to facilitate innovation 
capability (Lee et al 2010). However, other authors have questioned the relationship 
between innovation and performance among smaller, resource scarce firms. A paper by 
Rosenbusch, Brinchmann, and Bausch (2011) found the innovation performance relationship 
for SMEs as context dependent, and can be affected by factors such as the age of the firm, the 
type of firm, and the cultural context. This is similar to the findings of Ojasalo (2004) who 
suggested profit maximisation in innovation networks varies, and can depend on the 
management practices. Rosenbusch, Brinchmann, and Bausch (2011) stated that whilst 
companies generally benefitted from pursuing an innovation strategy, SMEs should be aware 
of the high initial and continuous investments, risks and uncertainty. Generally, benefits 
were found to outweigh the costs. Further to this, Rosenbusch, Brinchmann, and Bausch 
(2011) highlight that when pursuing an innovation strategy, entrepreneurs and small 
business owners face the decision of deciding whether they should pursue their innovation 
development projects internally or alongside external partners. Prior research 
predominantly advocates the focus on external collaborations and networking for new and 
small ventures. In contrary to this point, their research also indicated internal innovation 
projects led to greater output than external projects. Ojasalo (2004) also suggested some 
management approaches to dealing with innovation networks, such as the need to effectively 
co-ordinate communication and operations whilst minimising hierarchy, suggesting further 
research is needed in many areas focusing on network facilitated innovation. 

 

3.5    Strategy and development 

 

Strategic networks and intra-firm collaboration have been a major focus in both the 
academic and business world for some time (Partanen and Moller 2012). The network that a 
company has is often related to the strategic management of the firm to achieve their long-
term goals. Each phase of establishing a business requires a different emphasis on 
networking (Greve and Salaff 2003). According to Tidd, Bessant and Pavitt (2005), the size 
and location of SMEs also has an effect on performance. Geographic closeness increases the 
likelihood of informal linkages and encourages the mobility of skilled labour across firms. 
However, the probability of a start-up benefiting from such local knowledge exchanges 
appears to decrease as the venture grows. This growing inability to exploit informal linkages 
is a function of organizational size, not the age of the venture. Larger SMEs are associated 
with a greater spatial reach of innovation-related linkages across international markets. In 
contrast, smaller SMEs are more embedded in local networks, and are more likely to be 
engaged in incremental innovations for the domestic market. It is always difficult to untangle 
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cause and effect relationships from such associations, but it is plausible that as the more 
innovative start-ups begin to outgrow the resources of their local networks, they actively 
replace and extend their networks, which both creates the opportunity and demand for 
higher levels of innovation. Conversely, the less innovative start-ups fail to move beyond 
their local networks, and therefore are less likely to have either the opportunity or need for 
more radical innovation (Tidd, Bessant and Pavitt, 2005). Tidd, Bessant and Pavitt (2005) 
state four levels in relation to innovation in start-ups: innovation not thought about and 
rarely happens (1); some awareness but random and occasional responses with informal 
systems (2); awareness and formal-systems in place but could be improved (3); highly 
developed and effective systems including provision for improvement and development (4). 
In a paper by Varis and Littunen (2012), the findings suggest a positive relationship between 
innovation and interregional or international networking, whilst emphasising the need to 
look beyond local boundaries to form collaborative networks at both the national and 
international level. However, they also state this is a challenging task and needs support 
from institutions, suggesting the potential of intermediary organisations acting as bridge 
builders.   
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4   Methodology 

 

The methodology chosen is related to my approach in that the research collected focuses on 
the entrepreneur’s social capital and the subsequent impact upon the networking practices 
of the SME. The egocentric approach was adopted throughout the primary analysis, in 
understanding the case study SMEs network from the perspective of the entrepreneur. Both 
the primary and secondary data will be linked with the academic literature sourced to 
provide an interesting, focused discussion, resulting in some key findings in relation to the 
research question, and a solid conclusion.  
 
4.1   Primary data: Case study approach 

 

The primary data conducted in this research was used to construct a case study of a UK 
based SME in the pet service industry. The SME used for the case study was chosen primarily 
because of the unique growth it has experienced since start-up four years ago. The company 
currently has 6 part time staff on payroll plus 2 full time directors and a number of sub-
contractors. The estimated turnover for 2012/2013 is £54,000, with an approximate 28% 
profit margin. In the context of the UK economy, whilst many companies especially those in 
service industries struggle to grow, the case study SME has experienced significant growth, 
with client based growth approximately 25% year on year. These figures are very 
impressive considering the company operates within a local geographic region, and have 
been achieved through service innovation targeted specifically at the AB customer 
demographic. The case study company identified and effectively catered for a niche, whilst 
their excellence in service has achieved a retention rate of 98%. It was clear the company 
network has had a role to play in the growth and development of the company, given that 
90% of new business comes from direct referrals. With the growth, the company has also 
had to effectively recruit people, outsource specific tasks, and involve many different types 
of stakeholders in the activities of the business. The activities of the company are also very 
interesting, in that social capital is clearly an important success factor in the growth of the 
company. Also, multiple marketing channels both internal and external to the company such 
as company vehicles and related business referrals have driven business growth,  
   The case study was constructed via two sections: a structured interview and an 
entrepreneur self-assessment. The participant of the study for both sections was the founder 
and co-director of the company, and therefore a key entrepreneur within the company. 
Interviewing the founder and co-director provided a useful insight into the company and 
how it has developed since start-up over four years ago. This is in relation to the value 
offered, customer insight, service innovation and most importantly for this research, how 
the company has utilised its developing network overtime to provide benefits for the 
company throughout its growth and development. The structured interview contained 10 
questions with indicators giving the respondent an idea as to the answer expected. The 
questions, constructed from a review of relevant literature, focused on the entrepreneur’s 
social capital, and various aspects in relation to the management, utilisation and benefits of 
the SMEs network.  
   The second section, containing the entrepreneur self-assessment, was adapted from 
‘Managing	   Innovation’	   (2005)	  by	  Tidd,	  Bessant,	   and	  Pavitt.  This asked a total of 43 short 
statements of which the respondent gave a score of between 1 (=not true at all) and 7 (=very 
true). The statements were based on the	  company’s	  network management in relation to the 
SME, and were constructed to be focused around the dimensions of social capital outlined. 
Based on the results, a profile was then calculated and presented in a radar chart based on 
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the three social capital dimensions analysed in this study (structural, relational, cognitive), 
and three further dimensions (usage, performance, and general networking) formed from 
relevant literature which were useful to broadly understand the network management 
practices of the respondent and their SME. This allowed focus on the research question, and 
more holistic understanding in relation to the topic of the paper. It was not outlined to the 
participant which statement fit which dimension, they were not ordered, and the dimensions 
were not equal in statement numbers (see appendix 9.2). Adopting a variety of methods in 
my primary research is both more interesting for the respondent whilst it creates more 
value in responses for the researcher. To develop the self-assessment, the SME networking 
framework outlined by Carson, Gilmore, and Rocks (2004) was examined which 
incorporated structural, relational, and usage dimensions, and focused on marketing 
network processes (MNPs) investigated through network behaviour for strategic SME 
management. Further relevant literature was analysed to identify key themes in relation to 
the topic and research question to construct a rounded, purposeful self-assessment.  
   The data from both primary methods will be analysed to highlight trends and key points in 
the data to answer the research question. A case study approach is suitable to this research, 
as it is important to understand the entrepreneurial behaviour within the company in 
regards to networking, and a case study approach allows this specific focus (Davidsson, 
Achtenhagen, and Naldi 2004). 

 
4.2   Secondary data: UK report 

 

The primary research will be supported with background secondary data which will focus 
on key themes in relation to the research question for UK based SMEs. The secondary data 
will be drawn from a	  recently	  published	  report	  “Success	  in	  challenging	  times:	  key lessons for 
UK	  SMEs”	  written	  by	  Gray,	  Saunders,	  and	  Goregaokar (2012). The report contains extensive 
and up to date qualitative and quantitative data of which specific sections are relevant to and 
can be used for the purpose of this study. In total, the secondary report contains data from 
over 1000 surveys, 13 focus groups, plus detailed interviews with 20 UK SME businesses 
presented as case studies. From the secondary report, key points can be drawn from both 
the quantitative and qualitative data. This can be presented within the report for a 
background context to help support the primary data in presenting an engaging and relevant 
discussion and conclusion.  
 
4.3   Methodological challenges 

 
The data used in this study was primarily qualitative, which presents various 
methodological challenges. Firstly, reliance on qualitative data leaves the data open to 
interpretation and bias. Qualitative responses were in the form of questions and statements 
in relation to the business activities. Therefore, bias may occur here in how the respondent 
perceives their own actions and the activities of the SME in which they are active. The 
respondent may perceive their own actions to be more or less positive than they actually 
are, whilst interpretation of the questions asked can influence the responses in general. To 
overcome this challenge, questions set out were well explained, clear, whilst pointers were 
used to given an indication to the expected response.  
   Secondly, the researchers own subjective interpretation of the responses could also 
influence the analysis and findings. A conscious effort was made to be as objective as 
possible. In order to provide some breadth and variability to the case study with the aim of 
achieving more reliable, interesting and useful results, two different types of formats were 
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used, a structured interview and a self-assessment within the primary case study.  
   A case study approach was useful to the research question in that it was asking about 
contemporary networking trends in a real life context. This allowed consideration of the 
context of the company in relation to the networking trends the study aims to examine. 
Furthermore, focusing on a SME company as a case study allowed closer analysis of a 
collection of variables in relation to their networking practices, in the context of the specific 
SME. A case study approach also allowed the researcher to conduct structured data-
collection methods, a useful technique for this study, whilst it allowed careful focus on the 
research question, in that the research wanted to understand the SMEs networking practices 
as a result of a clearly outlined multidimensional definition of social capital. 
   In order to support the primary case and provide some context, secondary data from a UK 
report was utilised, which was up to date, very extensive and published in 2012. The data 
presented was used primarily as background information and statistics to support the 
primary case study, and provide a broader overview of the SME landscape in the UK. Specific 
comparisons could then be discussed in relation to the primary and secondary data. 
Throughout the analysis and discussion, it was very important to clearly identify between 
the analysis and discussions of the primary case study and the data from the secondary 
report. This was done to clearly distinguish my primary research in order to not confuse the 
reader, and to clearly identify where I had analysed my primary findings separately to the 
supportive secondary findings. This was also the case given the context of the two sources, 
as the primary case study focused on one case study SME, whereas in contrast the UK report 
included both quantitative and qualitative data from over 1000 UK SMEs from a variety of 
industries and demographics. Using the secondary report alongside the primary data it could 
have been easy to confuse the results and findings. Therefore, the secondary data was 
carefully used to support the general trends of the primary case study, and to relate to the 
literature presented in section 3. Utilising the report did allow a more broad and general 
outlook of SMEs in the UK context, but the use was deliberately limited, with specific data 
used for my own research agenda.  
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5   Analysis 

 
5.1   Entrepreneurial social capital  
 
In relation to the structural dimension, the interview highlighted the entrepreneur gained 
information from a wide variety of stakeholders within their network, and demonstrated an 
awareness of the fluid nature of networks. All associations in	  the	  company’s	  network	  have	  
their own networks, and therefore information flow is dynamic and	   for	   the	   company’s	  
benefit can be drawn directly and indirectly through triangles of networks. The 
entrepreneur makes a conscious effort and actively pursues information beneficial for the 
company from their network when required.  
   In order to achieve this, the entrepreneur constantly seeks opinions and ideas through 
regular communication, newsletters, meetings, and conversations, creating real value for the 
company from their business network, actions connected to the relational dimension. Key 
methods of continually improving the quality and types of services offered by the company 
have included customer feedback mechanisms such as surveys, regular communications 
through newsletters and text messages, and encouraging customers to get involved with 
business activities, which have resulted in positive input and action by the company. It has 
also helped to build long-term relations with customers based on loyalty and trust, 
important for both the financial and non-financial success of the SME. Overall, the 
entrepreneur stated they felt the company had very good relations with their network, 
emphasising the importance of trust. The company makes an active effort to improve trust 
with their customers and wider stakeholders, by assisting all stakeholders with free out of 
hours advice and information where possible, which in turn helps to build relationships, 
create trust and build long term loyalty, which is beneficial for the development of the 
company. The entrepreneur also mentioned the company maintains good relations with 
local competitors, but keep them at a distance from their internal operations. 
   In relation to the cognitive dimension, the entrepreneur really felt this dimension was 
critical to the success and development of the company. The respondent believed it is 
essential that the value of the services offered is communicated effectively and understood 
by their network. It is important to stress the exact nature of the value of the services to the 
customer, employees and wider stakeholders. The company has various methods, but one 
key way is to invite customers to actively participate in, and see the work and the value 
which the company offers, in order to get a real understanding. Another is continually asking 
for customer feedback, to be sure the customer is experiencing and appreciating the value of 
the services offered. The respondent indicated they believe tacit knowledge of their services 
in relation to the work the company does, and the benefits for the customers could be 
harnessed further to better communicate and share the value of the services offered.  
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Table 1   Self-assessment results 

Dimension Answer (Question number) Total 

(Average) 

Structural 2   
(1) 

1   
(7) 

1 
(15) 

5 
(17) 

1 
(19) 

5 
(24) 

7 
(28) 

7 
(31) 

1 
(34) 

 30 (3.33) 

Relational 6   
(2) 

7   
(8) 

6 
(23) 

1 
(33) 

      20 (5) 

Usage 5   
(3) 

2   
(4) 

1   
(9) 

2 
(10) 

1 
(16) 

7 
(18) 

2 
(22) 

2 
(26) 

2 
(29) 

1 
(32) 

25 (2.5) 

Performance 2   
(5) 

7 
(11) 

6 
(14) 

6 
(21) 

2 
(36) 

     23 (4.6) 

General 
Networking 

6   
(6) 

7 
(12) 

7 
(13) 

7 
(20) 

6 
(25) 

7 
(27) 

7 
(30) 

7 
(35) 

  54 (6.75) 

Cognitive 5 
(37) 

7 
(38) 

5 
(39) 

7 
(40) 

1 
(41) 

7 
(42) 

7 
(43) 

   39 (5.57) 

 

In order to demonstrate the above self-assessment results from Table 1 in a visual way, a 
radar chart has been produced (Figure 1), clearly demonstrating areas of strength and 
weakness in relation to the six dimensions assessed. Table 2 defines the six dimensions.   
 
Figure 1   Entrepreneur self-assessment radar chart 
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Table 2   Entrepreneur self-assessment brief dimension definitions 

Dimension Definitions 

Structural This	  concerns	  the	  form	  and	  composition	  of	  the	  company’s	  network	   
Relational This concerns the quality of communication and relationships with the 

company’s	  network 
Usage This concerns the extent of influence of the network on the company’s	  

operations and development 
Performance This	   concerns	   the	  extent	   to	  which	   the	   company’s	  network has helped the 

business to develop  
General 
Networking 

This concerns the ability of the entrepreneur/company to build, maintain 
and utilise a strong business network 

Cognitive This concerns the shared understanding within the network of the 
company’s	  value	  and	  purpose 

 
The networking self-assessment results suggested the three areas that the entrepreneur 
performed best were general networking (6.75), cognitive dimension (5.57), and the 
relational dimension (5). This is very promising and shows confidence on behalf of the 
entrepreneur in their ability to effectively utilise a strong business network for beneficial 
purposes of the SME. These results also correlate in some areas with the interview results, in 
which the relational and cognitive dimensions were shown to be key and up to now, 
effectively demonstrated in the growth of the company. Throughout the interview, the 
entrepreneur also demonstrated good general networking competencies, and the methods in 
which networks were interacted with, communicated with, and utilised for the purpose of 
business development. The fact the entrepreneur has scored so highly, could also be a result 
of the experience which has been built up over the years of working in small businesses, and 
the ability of the entrepreneur to attract good people to the business, effectively recruit 
employees, and build and maintain a successful and functioning networking for the purpose 
of business development.  
   The areas which showed weaker results, in particular usage (2.5), and structural (3.3) also 
replicate the interview responses in some ways. However, the usage dimension, whilst the 
respondent stated the importance of customers for inputting into the business and the need 
to draw information from other sources, it was not made clear that the overall development 
of the company to date was directly the result of network usage.  
   The reason for the relatively low score in the structural dimension is most likely because 
the company operates in a local geographic niche, the business has seen change in personnel 
and that the business has only been established for four years. In relation to the interview, 
the network at this moment is still being developed and established, is very fluid, and the 
people active within the business, both directors, contractors and employees are still 
establishing an increasing network. As the business continues to grow and develop, the 
company will become increasingly trusted and credible, creating a more solid, stable and 
established network beneficial to the company.  
   The UK report found successful SMEs considered themselves connected to a number of 
communities including customers, associates, and former employees who may be 
independent consultants or contractors. Direct contact in general with the right people was 
seen as vital to the success of a SME which may be through events, mentors, consultants, 
contractors, past colleagues, family and friends. This was found to be especially the case with 
SMEs with fewer employees, and SMEs that had recently launched.  
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   In relation to the cognitive dimension, the UK report researched the role of outsourcing as 
key to the success and future plans of SMEs. Outsourcing was defined as engaging the 
services of the self-employed within the business, a sign of a more flexible, entrepreneurial 
society. Of the SMEs surveyed, 48% currently outsource at least some of their activities 
whilst 38% consider outsourcing of activities important to the continuing success of their 
business. The most frequently outsourced activities were found to be: accountancy, IT 
development, web development, marketing, legal and human resources. Outsourcing was 
found to be key in relation to minimising cost, but one of the disadvantages of the strategy 
was the potential to employ, or actively involve people who do not necessarily understand 
or identify with the businesses purpose and value. As one case study found, it was essential 
to outsource responsibility to people who have a similar work ethic, work approach, and 
appreciation of the brand the company is trying to build. If this is not done, work carried out 
by the outsourcing company could be below the expected standard of quality, could generate 
a poor image or bad publicity, and give rise to hidden costs. This would potentially 
negatively impact upon the shared understanding (cognitive) and quality of communication 
(relational) with customers when they consider future business with the SME, with the likely 
outcome a loss of custom.  
 
5.2   Related management practices and strategy 

 
The management of the case study company is clearly very customer focused. The 
respondent repeatedly emphasised the importance of the customer in decision-making, 
suggesting customer feedback and proposals are implemented wherever possible. The 
respondent felt strongly that customer inclusion in the form of regular communication 
across multiple channels and personal interaction is key to the long-term development and 
success of the company. Regular communication is also key when planning and striving 
towards continued service innovation and excellence in the company. The respondent 
indicated the company places huge emphasis on continually looking to find new ways of 
improving their services, considering prices, service levels, value and ultimately making 
risky decisions if necessary. Service innovation is encouraged through regular staff meetings 
to promote the sharing of information and knowledge amongst the team in continually 
striving to improve the services offered. Sourcing information from the wider business 
network and external environment on an ongoing basis is also important to improve 
services	  in	  maintaining	  the	  company’s	  position	  as	  the	  market	  leader.	   
   The respondent also indicated the important role of knowledge sharing in the 
development, innovation and successful operations of the company. Through daily 
communication, staff meetings and business transparency, business knowledge, tacit 
knowledge and skills are continually shared, and pooled amongst staff. The issue of sharing 
and importing knowledge and skills to SMEs is clearly an important issue and has 
managerial implications.  
   When	   questioned	   about	   managerial	   “know	   how”	   and	   past	   experience,	   the	   respondent	  
indicated this had played a key role in the management of the company since start-up four 
years ago. Both the founder and the new director, introduced in 2012, had needed to fully 
utilise their skills and experience in making key business decisions and continually 
observing and analysing both internal operations and the external environment. A team 
leader was also promoted internally, to utilise their business experience and knowledge of 
the company and skills learnt thus far in managing the operations of the business going 
forward. In addition to the internal accumulation of knowledge and experience, the company 
also has to import knowledge from outside, indicating they outsource accounting and are 
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active members of a small business group. In addition to this, they import knowledge from 
their network when required to support the business operations on an ongoing basis.  
   The importance of maintaining good communications and sharing the value of the 
company	   and	   services	   offered	   with	   the	   company’s	   network	   is	   also	   emphasised	  when	   the	  
respondent suggested 90% of new business comes from direct referrals, far more than any 
other channel and much more important than web optimisation.  This relates to all three of 
the social capital dimensions in that effective communication of the value of the company 
with a good network is very effective for business development. The reason the respondent 
believes web optimisation is inefficient for the company is that it is difficult to communicate 
the true value and quality of the services offered via the Internet.  The most effective way is 
via effective personal interactions whereby the real benefits can be assessed, understood 
and shared.  
   The UK report found strong engagement with web technology and social media in general, 
with the use of web technology as a key marketing technique to connect with customers. 
67% of SMEs considered direct referrals key to the success of their business, especially SMEs 
with fewer employees. Furthermore, 67% of SMEs considered web optimisation of at least 
some importance to their continuing success. Maintaining direct contact and personal face-
to-face interaction was also seen as key for SME success.  
   In relation to general management experience, failure was viewed as part of a learning 
process in the case studies, with participants demonstrating high levels of commitment to 
their SME, proactiveness, and persistence in adversity. However, throughout the 
management of SMEs, entrepreneurs remained cautious, as many had limited resources and 
were often investing personal finance.  
   In relation to learning orientation, SMEs highly valued learning through both formal and 
informal channels, whilst the majority were committed the personal development. Most 
SMEs found informal learning opportunities through mentors was important, and often was 
conducted in response to and to help solve business problems. The case studies found that 
getting an external perspective from social groups, peer groups, management groups, events 
or seminars could be hugely powerful in understanding their own business problems and 
finding solutions. Issues could be solved in relation to finding out the causes of problems, 
understanding customers or general market trends. Informal learning was found to be 
especially useful as there is often not an agenda, which can help trigger ideas by not 
constraining thinking processes.  
   Purchasing external consultancy was shown to be important to SMEs, however there was a 
need to be very specific and selective about what services were required, most often IT, 
accountancy or HR related. There were some common problems identified with outsourcing 
which included less rewarding results, as outsourcing is usually related to back office tasks 
rather than customer facing engagement. Secondly, the issues themselves and professional 
help on offer were often fragmented. Another issue found was that consultants often gave 
different advice for the same problems. In order to solve business problems, the SMEs with 
limited resources especially often utilised business networks, social media and management 
groups	   as	   a	  method	   of	   discussing	   business	   problems	   and	   ‘socially	   purchasing’	   advice	   and	  
solutions, often with fellow business owners.  
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6 Discussion  

 

Overall, the analysis has demonstrated the importance of social capital for the successful 
utilisation of a good business network for the case study SME. In both the primary case study 
presented, and data from the secondary report, social capital was found to be key when 
interacting with the business network to support the daily operations of the SME, and drive 
development and commercial success. The role of social capital was therefore found to be an 
important aspect of successful networking for SMEs. This was clear for all of the three 
dimensions of social capital outlined for the purpose of this study. This relates to the 
assertions made by Gray, Saunders, and Goregaokar (2012) that found social capital to be 
important when a SME is presented with an opportunity to utilise business relationships, 
especially to gather information to drive development.  
   Whilst a framework of financial quantification of social capital was not presented in this 
study, social capital was found to be an asset to the case study company, which helps to 
source and act upon information, whilst driving new business and growth. This is similar to 
the conceptualisations made by Anderson, Park and Jack (2007) in that social capital is a 
resource, produced through social networks and interactions; however, it is not owned but 
traded between interdependencies. The case study company clearly identified social capital 
as an investment of social resources, time and money, in which they clearly outlined both 
direct and indirect benefits such as knowledge acquisition, customer retention and company 
reputation.  
   The structural dimension was found to be the least important dimension for the case 
company. However, this is most likely to do with the context of the company, rather than it 
being a negative of the networking capacity of the SME. Larger, perhaps more technical firms 
may have more structured beneficial networks in the form of partnerships and 
collaborations. However, the case study company still clearly understood how the fluid, 
informal nature of their network and information flow benefitted the company. This is also 
related to earlier discussions about the influence of the size, and stage of a venture on the 
company network, with larger companies possessing advantages in relation to network, 
network structure and operating as central nodes in networks (Greve and Salaff 2003; 
Wincent 2005). However, as shown by the case company, this assertion is contextual, and 
can depend on a variety of factors such as the type of services offered or industry type. This 
assertion could be developed further in relation to the benefits and disadvantages of 
industrial clusters, which can be industry specific and will benefit some companies more 
than others (Collinson and Gregson 2003; Davenport 2005; Morosini 2004). In general 
however, the primary data and the UK report identified that being connected to a wide range 
of stakeholders was shown to correlate with SME success in general, emphasising the 
importance of the structural element. A topic that needs further investigation is how formal 
or informal a company network is, and the correlation with networking benefits. A key issue 
indicated by both the primary and secondary research is the extent of formalisation of the 
business network and subsequent correlation with benefits for a company.  
   The relational and cognitive dimensions of social capital were shown to be key to the 
successful utilisation of the business network for the case study SME. This was 
demonstrated clearly in both the structured interview and the entrepreneur self-
assessment. The clarity of importance of the two dimensions is very interesting for this 
study, and clearly helps to answer the research question in that both effectively 
communicating with all stakeholders within the business network, and clearly sharing the 
businesses vision, purpose and value with the network is highly advantageous in terms of 
the network benefits the company can subsequently receive. This was also the case with the 
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UK report, which found it highly important for SMEs to have good relationships with key 
individuals or contacts within a network. In general, effective outsourcing was important but 
only effective when engaging the relevant expertise whilst continuing to communicate the 
value of the company through external individuals employed within the business. This 
relates the argument of Bulussi and Arcangeli (1998) who identify the importance of the 
effective transfer of capabilities throughout a companies internal and external network 
system, whilst effective relations through face to face communication to acquire tacit 
knowledge will still be essential despite new forms of networking through multimedia. The 
importance of strong relational and cognitive performance within networks was also argued 
by Tomlinson and Fai (2013) who argued close co-operation, improving connections, and 
maintaining networks particularly in relation to organisational learning and knowledge 
transfer is crucial for innovate SME activity. Similarly, Watson (2007) highlighted the 
importance of good relations across a broad range of both informal and formal network 
contacts, including both new and older firms, and of both weak and stronger ties. Further 
academic understanding emphasised the importance of the cognitive dimension, in gaining 
resources essential to the SME through effectively communicating the companies value, 
purpose and capabilities. Effective cognitive understanding therefore facilitated access to 
partner resources such as expertise and finance whilst allowing companies to capitalise on 
opportunities (Lee et al. 2001; Mosey and Wright 2007). However, an indicator of the 
potential to effectively communicate aspects of the cognitive dimension in both the primary 
research and reviewed literature was entrepreneurial proactiveness, broad social networks 
and extensive prior business ownership experience. The shared understanding of the factors 
related to the cognitive dimension such as business value, capabilities and purpose across 
the SME network was directly related to SME success in general.  
   As outlined in section 1, it is important to highlight some management implications in 
relation to networking and innovation in the context of the contemporary economy. A 
developing trend in relation to modern innovation strategy is the role of external partners in 
innovation processes, which are increasingly conducted across the borders of a firm 
allowing the combination of multiple and diverse technologies, skills and competencies 
acquired outside of the firm through networks (Varis and Littunen 2012). Other authors 
have discussed this trend highlighting how collaborative networks for innovation mark a 
significant shift away from the traditional linear view of innovation in process, service or 
product (Freel 2003; Lee et al. 2010). A well acknowledged paper by Chesborough (2003) 
discussed the idea of open innovation where links and connections are as important as the 
production and ownership of knowledge. In relation to SMEs, the idea here is that smaller 
companies can overcome resource constraints such as human or financial capital through 
the use of their networks to successfully innovate and develop. This may be especially the 
case as new forms of technology and multimedia allow greater interaction and facilitation 
with networks. It may also be seen in certain industries and through geographic clusters, 
which needs further investigation.  
   In relation to the case study presented, the importance of knowledge acquisition, 
knowledge sharing and knowledge accumulation was clearly very important to the company. 
The development of the company was reliant on sharing knowledge internally, drawing 
upon experience and incorporating knowledge, expertise and experience from outside of the 
case study SME when possible and necessary. The activities of the company were clearly 
structured to allow these processes to occur and sufficient competencies were developed 
within the company to make effective business decisions in relation to service innovation, 
operations, and risk. The UK report also found similar trends, in that failure was viewed as a 
learning process, whilst entrepreneurs were proactive and persistent in adversity. 
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Furthermore, SMEs highly valued learning opportunities through both informal and formal 
channels in gaining key competencies, knowledge and understanding to make effective 
business decisions. This could be in relation to understanding market problems, developing 
solutions for customers or comprehending internal business difficulties. Also, external 
consultancy was found to be important to SMEs, although there was a need to be specific 
about the services required. Other methods of accumulating external support for SMEs 
included social media and management groups. All of these trends emphasise the 
importance of external knowledge and perspectives to SMEs in the UK in making effective 
business decisions and developing business understanding.  
   Another key management implication in relation to networks was the need to be consumer 
focused, involving the customer in decision-making, through encouraging feedback and 
involvement. In the case study SME, this was done through regular communication across 
multiple channels and personal customer interaction in order to ensure continued service 
innovation, maintain and increase the level of value offered to the consumer. In both the 
primary and secondary data, direct referrals were found to be key to the success of the SME, 
whilst web optimisation was found to be important overall but still context specific, and 
dependent on whether the SME could effectively communicate the true value to the 
consumer through web formats.  
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7 Conclusion and suggestions for future research 

 

This study has clearly identified the importance of networks to UK SMEs, and highlighted the 
potential benefits when managed effectively for the beneficial purposes of the SME. Sections 
5 and 6 clearly identified general contemporary trends in network management, and 
building upon the literature reviewed, demonstrated across both the primary and secondary 
data how networks are utilised in SMEs, in relation to innovation and commercial success. 
The primary case study emphasised the importance of networking for development in terms 
of growth through service innovation in general, whilst this assertion was supported with 
the background data from the secondary UK report, in that successful SMEs demonstrated 
good network management in relation to the social capital dimensions analysed in this 
study.  
   In particular, the relational and cognitive dimensions of social capital were shown to be of 
significant importance to the case study SME, and also of importance in general to SMEs in 
the UK, through such as aspects of communicating effectively and building relationships with 
key individuals, and successfully communicating the value and purpose of the SME to both 
those internal and external to the company. This was done for many reasons such as to 
encourage innovation, develop internal and external business understanding, and react to 
the ever-changing market. 
   There were trends highlighted across both primary and secondary data, which also linked 
to the theory which highlighted how some SMEs were more likely to possess more social 
capital than others. This may be related to company demographics such as size and age, but 
more importantly related to the entrepreneurial competencies within the company, such as 
experience, industry contacts and successful entrepreneurial proactivity. The study also 
indicated networks may be utilised and interacted with in different ways by SMEs depending 
on contextual factors such as geographic location, proximity to key stakeholders, and the 
types of operations involved in the company. For example, the case study SME analysed in 
this study found little value through social media and web communication. However, other 
companies might find online channels for network interaction essential. The way in which a 
SME network is managed and utilised is therefore contextual on the type of company, the 
company activities, and the industry in which the company operates. The importance of a 
strong network with all stakeholders was highlighted throughout, with information 
exchange, knowledge acquisition from key individuals, face-to-face interaction, and 
accumulation of tacit knowledge very important for SMEs. In relation to these factors, SMEs 
with more social capital, especially relational and cognitive, are more likely to benefit driving 
business development.  
   It is important to mention that not all SMEs require a good network for success, and other 
factors may be much more important to the development and success of the company. 
Secondly, entrepreneurial social capital may not be the reason for a good network, and a 
SME may have a strong network as a result of an attractive business proposition to both 
consumers, key individuals and organisations, or they may have an effective network as a 
result of strong financial performance.  
   There is, however, considerable potential for further research into SMEs in relation to the 
utilisation of social capital for effective network management. Longitudinal studies need to 
be conducted to consider changes in both SME social capital and effective networks over 
time, considering the correlations between the two. Also, more quantifiable studies need to 
take place, which focus on key success indicators of SMEs in correlation with network 
activity. This could consider a socio-centric approach, considering whole networks within 
which SMEs reside rather than focusing on perspectives of individual SMEs through an 
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egocentric approach. There is a clear trend towards economic clusters facilitating network 
activity, and promoting multiple benefits for SMEs which need to be investigated further. For 
example, in the UK the London Tech City Cluster is continually increasing in SME companies 
relocating for the perceived benefits, whilst economic policy is continuing to support 
clusters such as these. More analysis needs to be constructed on the real and perceived 
benefits of clustering. There is a need with SME network research to be more focused on 
demographics or industry type, as much of the existing literature is very generalised in 
relation to the networking trends and practices amongst SMEs for development and 
innovation. However, this is a likely fact given the research topic is relatively new and 
growing in academic interest. Finally, this study uncovered the importance of both formal 
and informal networking channels, both of which provide benefits to SMEs. Again, more 
research and comparisons of the two forms of networking need to be analysed for SMEs in 
the UK. This is to understand the benefits of both, to provide business management advice 
and construct business development policy accordingly.  
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9 Appendix  

 

9.1    Primary data: Structured interview (summary)  

 

Company overview – Trading since April 2009, initially as a sole trader and then became a 
Limited Company in May 2012. Operating within the pet services sector, the company 
currently has 6 part time staff on payroll plus 2 full time directors and a number of sub-
contractors. The current turnover is £50,000 p/a.  
 
Structural dimension – The respondent described how their information and resources are 
accessed	   through	   a	   “triangular	   network”. This triangular network includes: directors, 
employees, occasional employees and sub contractors, customers, suppliers, and the 
companies wider network such as complimentary businesses and services. The respondent 
indicated each of these individuals has their own network external to the company. Further 
to this, the respondent stated every part of the network is valuable, and they constantly seek 
opinions and ideas through regular communication, newsletters, meetings, and 
conversations.  
 
Relational dimension – The respondent indicated they felt the company had a good quality 
relationship with their network. The respondent emphasised the importance of trust within 
the business sector which they operate. Further, they stated they always make an extra 
effort to assist all stakeholders out of hours, often giving free advice and information to build 
relationships with their network. They believe this in turn creates loyalty to the business as 
a reward for their extra effort. The respondent also states they have a good relationship with 
local	  competitors,	  but	  they	  keep	  them	  at	  a	  distance,	  and	  don’t	  involve	  them	  internally	  to	  the	  
company.  
 
Cognitive dimension – The respondent believed it is essential that the value of the services 
offered is communicated to and understood by their network. They stress the high value of 
their services offered. As a method to achieve this, customers are invited to join in with the 
activities of the business, to get a real understanding of the services offered. Further to this, 
the respondent stated tacit knowledge has a huge role to play in understanding the value of 
services offered, and they believes tacit knowledge could be harnessed further to better 
communicate and shared the value of the services offered.  
 
Management of the company (related to social capital dimensions) 

Customer feedback and satisfaction – When questioned about the company’s response to 
customer feedback and satisfaction information, the respondent indicated customer 
feedback has a large impact on planning, with customer suggestions implemented wherever 
possible. The respondent feels customer inclusion is essential to the success of the company.  
 
Role of experience and business knowledge – The respondent indicated experience and 
business understanding has a key role in the success of the business, with daily experience 
and knowledge drawn from all stakeholders via daily communication, staff meetings and 
business transparency. All tacit and developed skills are continually shared, with knowledge 
pooled amongst staff.  
 
Entrepreneurial	  management	  “know	  how”	  – The respondent, as the entrepreneur indicated 
years of working in small businesses has given the management team an excellent general 
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background in administration, accounting and costing/projections. The company introduced 
a second director in 2012 to assist with the management of employees, and one staff 
member has recently been promoted internally to Team Leader. The directors continually 
observe, study and make business decisions constantly, which is on ongoing full time 
process.  
 
Sourcing external advice, knowledge and expertise – The company outsources accounting and 
payroll are members of the FSB (Federation of Small Businesses) attending seminars locally. 
A second director was brought into the business in 2012, bringing a wealth of knowledge 
and management skills. The respondent indicated they consult many stakeholders including 
employees, customers, suppliers and others when additional expertise is required.  

 
Service innovation – The respondent indicated the company places huge emphasis on 
continually looking to find new ways of improving their services, considering prices, service 
levels, value and ultimately making risky decisions if necessary. This process involves 
constantly monitoring the market both locally, nationally and globally for trends. The 
respondent stated the company is a market leader and unique in the way in which they have 
grown. One method the company considers service innovation was to send out customer 
questionnaires, whilst encouraging customers to join the company to see the way in which 
they work and how they deliver their high quality services and value. Furthermore, the 
respondent indicated customers are continually updated with texts directly related to the 
services given to the customer, and newsletters about the company more generally. The 
respondent also indicated the company holds regular staff meetings to promote the sharing 
of information and knowledge amongst the team to continually strive to improve the 
services offered.  
 
Role of direct referrals and search engine optimisation – The respondent stated 90% of new 
business comes from direct referrals and 50% on ongoing regular business. Also stated was 
that search engine optimisation was less important than visible vehicles and local 
networking in the development of the company. Also stated by the respondent was that 
Google leads are too expensive, and cannot be justified by the returns due to the niche 
geographically local market in which they operate. A reason given for this was that web 
based leads produce the lowest conversion rate as it is difficult to put across the quality of 
the services to the customer.  
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9.2    Primary data: Self-assessment  

 

Self-assessment Statements 

 

1. You have an adequate size network for your SME (small-medium enterprise) 
2. You generally have strong levels of trust between yourself and other network links such as other firms, 
organisations and key individuals 
3. Your network members have a big impact on decisions related to your services 
4. Your network has a big influence on your promotional activity 
5. Your network has significantly helped develop the company since start-up 
6. You can use your networking skills to effectively source suitable manpower for your SME 
7. You primarily network with formal business network contacts 
8. You have frequent communication with your network members 
9. Your network has a significant influence on marketing decisions and activities conducted 
10. Your network is very useful in determining successful pricing decisions 
11. Your network has a definite positive influence on your financial performance 
12. You feel confident developing and maintaining an informal network beneficial for the company 
13. You would describe yourself as a network leader, strongly influencing others and driving change 
14. Your company has grown at a faster rate as a result of effective and successful networking 
15. You primarily network with informal, social network contacts 
16. Your network has a positive impact of managing distribution and logistics or your services 
17. You have a wide variety or diversity of network sources that support the company 
18. Your network significantly helps your company with marketing 
19. You actively try to network vertically (suppliers and customers) 
20. You feel confident developing and maintaining a formal network beneficial for the company 
21. You have significantly increased your competitive advantage as a result of interaction with your network 
22. Your network has a big influence of developing innovations in your services 
23. You spend a considerable amount of time maintaining and developing network contacts 
24. You actively try to network horizontally (co-operation among competitor firms in similar industries) 
25. You have the ability to develop relationships with key actors in a relevant business community 
26. Your network significantly helps you gain important market knowledge 
27. You have the ability to develop relationships with external partners to acquire financial resources 
28. Your existing network with whom you communicate	   is	   relatively	   stable,	   and	   doesn’t	   change	   over	   short	  
periods of time (< one year) 
29. Your network has a big influence on marketing innovations (price, place, product, promotion) 
30. You have the ability to establish relationships with organisations and opinion leaders that provide visibility 
and credibility in your field  
31. Your network is highly flexible: you create new linkages often, but at the same time lose existing linkages 
occasionally.  
32. Your SME significantly benefits from externally sourced knowledge and experience rather than learning 
internally (trial and error) 
33. A lot of co-operation and interdependence exists with your network in your market activities and goals 
34. You have a well-developed governance structure to deal with networking practices  
35. You have the ability to develop relationships with actors providing the resources and capabilities for the 
rapid scaling up of service activity if required  
36. You have gained important service and business practice as a result of interaction with your network 
37. All of your customers understand and appreciate the value and purpose of your services 
38. All of your employees/contractors understand the value and the purpose of the company in relation to the 
services offered 
39. Your wider network understands what the business stands for, the value offered, and its purpose for 
existence 
40. One	  of	  the	  company’s	  key	  activities	  is	  to	  continually	  communicate	  the	  value	  and purpose of the company to 
your network (all stakeholders)  
41. The way in which the value and purpose of the company is communicated to your network has 
changed/developed over time 
42. Shared	  understanding	  of	  the	  company’s	  value	  and	  purpose	  helps	  maintain and create new business 
43. Shared	  understanding	  of	  the	  company’s	  value	  and	  purpose	  has	  helped	  the	  company	  develop	  through	  means	  
of effective recruitment, marketing, financing, knowledge acquisition, and building key partnerships/contacts  


