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The purpose of this article is to report the firgdirof a study designed to implement six relational
capabilities in an SME network. The six dimensians defined through the application of the Actor-

Activity-Resource (AAR) network model. The empiticasearch entailed an intervention case study
approach to action the relational capability comgis to assess theory fit to practice. Findings
suggest that although the SME participants engagelationship marketing, prior to this study they

did not realise the importance of their relatiopshimanage them or view them in terms of

knowledge acquisition. Additionally the participandid not perceive them as a fertile source of
opportunity, in terms of processes, adaptatiomoovation.
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Introduction

The purpose of this article is to report the firgdirof a study designed to implement six relational
capabilities in SMEs. With the evolution of SMEagbnship marketing and SME networks there is
a need to define the capabilities necessary toumindarketing though such avenues. Whilst it has
been established that that networks are importat suitable in terms of SME marketing
(Gummesson, 1994; Mdéller and Wilson, 1995; Gilmeteal., 2001), the process through which
SMEs engage in network activity, how they interaictl are connected, has been under researched.
This is noted by O’Donnell (2004: 207) where stades:

As such, less attention has been paid to the poaksetworking by small firm
owner-managers.

O’Donnell (2004) describes the process of SME netwan terms of the level of networking;
networking pro-activity; and strength of networle.tiHer findings reveal that SME network
involvement is an activity that owner-managers shtpsuit their circumstances and the needs of
their firm. In terms of SME networks, where they grositioned along a continuum in terms of
“limited” to “extensive” networks, “reactive” to ‘jpactive” networks or “strong” or “weak ties” is
dependent on factors such as relationship typenpat relationship benefits and the personality of
the owner/manager.

Consistent with O’Donnell, Ostgaard and Birley (4p%rgue that although SMEs exist within
varying networks, it is how they engage in the psscof network practice that ultimately derives
benefits. In linking the network literature to te&ategy literature they found that small business
owners differ in their network activities accorditgthe competitive strategy pursued by the firm.
Research by Ostgaard and Birley (1994) and O'D&nf2€l04) have significantly contributed to the
literature in terms of establishing measures toggaBME network activity. This paper aims to go
further and bridge the literature gap to understtdrel process through which SMEs engage in
networks. In understanding that “networks to moeege without considerable endeavour” (Birley et
al., 1991: 58), this paper looks holistically ae throcess of SME network activity beyond the
classification offered by O’Donnell and Ostgaardl &irley. This study argues that SMEs need to
build a set of capabilities to effectively utilisad operate with their networks. Such capabilities
termed relational capabilities and describe theegss by which SMEs are connected in a network
setting.
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This paper is set out as follows. The followingtgetexamines and integrates elements of capability
literature from a strategic management and marfeperspective to define the overarching
construct, that is, relational capability. The gwsed dimensions of the relational capability
construct have been extracted through the anatysisapplication of the Actor-Activity-Resource
(AAR) model of networks as depicted by the Inteioval Marketing and Purchasing (IMP) group of
researchers. The methodology employed to disceretheh the nurturing of SME relational
capabilities can improve SME marketing efforts]daled by a report of the findings comprise the
subsequent two sections. Finally, in the last eaabf this paper the authors offer their conclusjon
including implications for management and suggestior further research.

Relational Capability and its Dimensions

Capabilities have been defined in many strands itefature. From a strategic management
perspective ‘dynamic capabilities’ are defined dke“firm’s ability to integrate, build, and
reconfigure internal and external competenciesdttress rapidly changing environments” (Teece et
al., 1997: 516). From a marketing perspective, etamg capabilities “relate to the ability to ... seek
out and identify new opportunities and market ni&ch® develop interactive relationships and to
adopt customer relationship management practiéggsdndinetti et al., 2007: 217). Such definitions
involve a relational element through the incorporatof external resources and interactive
relationships; however ‘relational capabilitieshran largely under explored.

Relational capabilities are the result of a graguatess in which one or more companies decide to
broaden their vision of relationships in order maprove their competitive position in the market
(Webster, 1992; Lambert et al., 1996). Factors sisctommitment (Dwyer et al., 1987; Moorman et
al., 1992; Morgan and Hunt 1994), trust (SpekmahStnauss, 1986) and communication (Mohr and
Spekman, 1994; Olkkanen, 2000) are widely recogneasebeing key determinants and the glue that
binds high-quality relationships. As relationapahilities are viewed as capabilities to continupus
interact with other firms the ability to interactdashare significant knowledge is driven by reladio
capabilities (Lorenzoni and Lipparini, 1999). THere relational capabilities are associated with
‘organisational routines’ (Lorenzoni and Lipparidi999). This is in line with the idea that since
institutionalisation is the process by which areirfirm relationship achieves a taken for granted
status within a system of firms, ‘institutional agbnal capabilities are in turn the capabilities t
institutionalise some particular kinds of intemfirrelationships in the system of firms (Dagnino,
2005: 117).

Relational capabilities enrich the bundle of thenfs resources in an evolving manner. They
emerge and deepen as the firm both develops existpabilities and explores new ones (Powell
1998: 229). In a highly uncertain situation, relaal capabilities are nurtured as the firm inteyact
more with external parties in order to get accesthé relevant knowledge and resources (Powell
1998: 229).Singh and Zollo (20043uggest that experientildarning and institutionalised learning
develops relational capabilities and integratiopadalities that are crucial to the success of both
alliances and acquisitions. Therefore they akeldped and facilitated through learning for them a
key element of superior relational capability isolhedge management. Relational management
refers to the ability to coordinate alliance adies, manage conflict, foster trust and encourage
information exchange between partners. It is \emportant capability given the intrinsic
dependencies that exist among partners and thépibg®f conflict between them. Well developed
relational management skills afford firms the caliglio pursue integrative agreements. Firms with
such capabilities are adept at searching for diffees and interests in order to trade off on their
differences and create a larger pie (Gulati et26lQ2). In adding to this Lorenzoni and Lipparini
(1999) state thastart-ups have excellent relational capabilitiesSThey have little choice, as the
option of doing everything in-house is hardly fééesi They rely on their partners for a large
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number of competencies such as money, advice, mragkenanagerial expertise and legal advice.
Relationships are used and extended to obtain fweésese complimentary inputs.

Little research has focused on the process thromglth relational capabilities are formed,
particularly in an SME marketing context. Rodriguizaz and Espino Rodriguez (2006) state that
relational capabilities are constructed throughcess integration between companies so that
processes and their activities constitute the basit of analysis. Dyer and Singh (1998), in
identifying relational capabilities as a source aoimpetitive advantage, do so from a strategic
management perspective describing the ‘rents’ etimgndrom effective and efficient strategic
alliances. They define a relational rent as gé&snormal profit jointly generated in an exchange
relationship that cannot be generated by either fir isolation and can only be created through the
joint idiosyncratic contributions of the specifitiance partners” (1998: 662). They state that §rm
with greater relational capabilities have alliarsmeeening processes that assess both positive and
negative complementarities. However they do notrema the means and procedures that must be
followed to achieve and develop relational captbd| the measures that can be used to determine
the level of generation and development of relai@apabilities between firms cooperating with one
another, nor what methodology should be used tectlebpportunities to create relational
capabilities.

Building on prior literature the authors of thisidy provide the following definition:

The capacity of an SME to interact proactively withwide range of connected
actors to purposefully exchange knowledge, crepfouunities and joint process
improvements including adaptations and innovations

In recognition that a single statement cannot gaptioe full importance, benefits and processes of
relational capabilities, six dimensions of the tielaal capability construdre proposed and depicted
conceptually utilising the AAR Model introduced lilge IMP group of researchers. They are
illustrated in Table 1 and form the basis of theaaptual framework which has been constructed
during the course of this work. The framework waplemented to determine the relevance and
usefulness of the relational capability framewarkthe small business sector.

The AAR model embodies three substantive layetsy donds, activity links and resource ties. This
paper argues that dimensions of relational capglale formed at each layer of the network model
through process integration between SMEs. At tterdevel it is argued that in order to create
identifiable marketing based advantages througtvarés SME owner managers must possess the
relational capability to realise that they are pafta web of networks that can enhance their
marketing efforts. This is inclusive of their abjlito differentiate between social and industrial
relationships. Actors must also assess their n&swvor proactively manage the building, dismantling
and rebuilding of networks in a way that mirrors fontinuous transformation of the enterprise as it
develops and growsRelationships must generate additional benefitsuiin the application of a
new operation that represents a know-how thatfficdli to imitate because it is based on a unique
relationship between the SMEs in a network. Theeefactivities must ensue between actors.
Activities involve a process, a series of actioasueen the SME actors with a network that produces
a change or development. Activity links refer te ttonnections among operations that are carried
out within and between firms in networks. Within &ME context this occurs whemnutual
adaptations in activities take place between lahip partners. Resources are commodities that
actors use during activities to produce their goadsl/or services, and are tied through the
production process as inputs and outputs (Hakarmsoddohanson, 1992). Resource ties develop as
companies exchange or access each other’'s resanrcagying out their activities, in the process
often transforming and adapting existing resouecegbcreating new resources.

Relational Definition
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Capability
Dimensions

Realisation Capability The ability of SMEs to mapt and realise that they are involved in
business-to-business networks that could enhaedentarketing efforts

Assessment Capability  The ability of SMEs to proaty manage their networks to; allocate time
based on usefulness; strengthen worthwhile borejse the benefit of
weak ties; and expand their networks

Access to knowledge The ability to generate, irgegand utilise knowledge from network flows
emerges as a distinctive marketing oriented redatioapability

Access to opportunity The ability to extract anghlex opportunities in a network and improve the
exchange process between SMEs in a network.

Co-Adaptation The ability to proactively adapt pumots and services through interaction
within the network setting.

Co-Innovation The ability to tap into the pools tethnologies and human resources in
SME networks in order to jointly innovate.

Table 1: A description of the relational capabilitydimensions

Methodology

To action components of the relational capabilitgnfework to assess theory fit to practice, a
gualitative case study research approach was sdledhe choice of a case research approach
follows the view of Easton et al. (1997) who argtileat case research methodology is particularly
appropriate in industrial networks research whemamexity and dynamism of relationships limit
the applicability of positivist research based wieliential methods. The method of research toek th
form of three semi-structured in-depth interviewghweight case participants to compliment an
intervention case methodologyhe SME owner managers were interviewed on comnmeeit of

the programme to; familiarise the participants with researchers; discuss the nature of the study i
more detail; and assist the researchers to disdbeeowner managers perceptions of networks in
addition to their current level of network activitgntred on the six dimensions. The same protocol
was utilised at the end of the research periothtavsrelational capability changes. The participants
were also interviewed mid way through the actiarneng sessions to enable the researchers to gain
more in-depth knowledge of issues mentioned inphsicipatory learning session and to clarify
Issues discussed.

The intervention case study was conducted by aegrsoapproach using participatory action research.
A network was created by the authors comprisingeiigat individual SME owner managers. Each
individual SME represents a case, with the netwegtesenting the learning vehicle through which
relational capabilities emerge. The rational fag thterventions was the fact that previous research
suggests that networks are not easily observedccansequently are rather difficult to analyse and
measure (Birley et al. 1991). Therefore whilsatieinal capability as a theoretical construct maty n
be readily observable or measurable, the six vimsalnked to relational capability can be derived
and analysed. Case selection was based on meetyngrikeria such as having less than 20
employees, being past participants on an entrepreim@ programme, non-competitors and in
operation for more than one year. Regarding casatidn the six interventions necessitated seven
network meetings. A brief overview of the six intentions and measures utilised in their analysis
are described below.
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As an intervention strategy for the realisation @nsion, the researcher asked the SME participants
to discuss their networks in terms of connectiongh wsuppliers, customers, competitors,
manufacturers, distributors and other key stakedrslih the business and graphically depict them.
The rationale for this exercise was to try to ermeathe SMESs realisation of networks in an induktria
sense exclusive of connections which are basedypamdriendship and kinship ties. Key qualitative
measures focused on; the participants experienakedating with relationships and networks; the
general benefits accrued through their use; theageelength of relationships; and their perceptions
of networks. To gauge their level of the assessmiem¢nsion the SMEs were asked to describe their
position within their networks and expand theistierough their existing networks. This allowed the
researchers to determine whether the SMEs vieweid tietworks strategically and determine the
process of network expansion. In order to measweatcess to knowledge process, the participants
described the process by which they have acquinddirgegrated knowledge through networks in
the past and provide a plan in which to do in tiaire. For the access to opportunity dimension
gualitative measures included the participantditgtip use networks in both accessing and reajisin
opportunities. The SMEs also detailed opportunitieg they would like to pursue and matched the
process with the network actors that could fadditiis favourable outcome. As an intervention for
the co-adaptation the researchers asked the pariisi to focus on their adaptation process and
highlight network support received at each stagéhefprocess. This intervention was useful as a
measurement technique as the researchers couldatgguneasure the value of network contacts
through the adaptation process. For the co-innonatiimension the researchers discussed each
SMEs innovation processes in detail in a bid t@hleém understand that it is not a process that the
conducted alone.

Action orientated research, due to its collabomatmature, was deemed suitable for this research
study as the authors aim was to analyse the ewoluty nature of relational capabilities as the SMEs
developed though participation in the study. Thetirse allowed for each SME to learn from and
share experiences with each other. The processlational capability building involved iterative
cycles best captured by the authors through direalvement in the process. This longitudinal
research approach enabled the researchers to a@btsaunder understanding about the relational
capabilities that can present themselves througk 8&twork settings.

Findings

Data collection for this study commenced in Jun872@nd concluded in Feb 2008. This section
provides an analysis of the data collected durmggresearch period and is organised around the six
dimensions of the relational capability construcimaggregate SME level.

Pl SME actors must realise that they are part of aveb of networks that can enhance their
marketing efforts.

Findings suggested partial support for the reatisadimension of the relational capability construc
Two key themes emerged informing the researcher Itha realisation existed from an Irish
perspective. The first theme, networks as sociattires, highlights that the Irish participantewi
networks primarily as friendship based persona which may or may not have an effect on their
business and networks. Aware that they were emloedde relationships, the types of
interdependency that tied the individual actorsetbgr were based on kinship and friendship.
Additionally dyadic relationships and networks wereewed synonymously, as in discussing
networks, the SME owner managers were in fact de@sgrone-to-one relationships with individuals
that they interact with.

The second theme, networks as a vehicle for satesgeed through a description of the value that the
SMEs noted emerged through their networks. Wheibating the importance of networks to SME
marketing the participants discussed the importaricgetworks as a vehicle for sales more that a

6
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means to conduct or enhance their relationship etiaudc In terms of the proposition this illustrated
that the participants a) had a low realisation efworks; b) held a narrow focus in relation to
marketing thinking merely in terms of potentialesglc) short term view of networks; and d) often
viewed sales and marketing as the same constrhet.nfain driver of their networks is not on
building an interconnected web of long term relagivips; rather they are trying to use potential
networks members to increase their sales in the-sron.

Post intervention realisation enhanced. The SMEtigyaants began to view networks as
relationships within the value chain, however iteeged that trust and the willingness to cooperate
were limited hindering the attainment of networlé#ts. The participants at this point realised the
role that formal networks, including academic ingds and government agencies had on their
business growth. In the same vein the participaggksed the importance of building relationships t
ensure customer loyalty and retention. With refeegio customers one participant noted:

Following a referral to a potential customer, | @av90% chance of securing the
deal.

P2 SME owner managers must proactively manage themetworks to; allocate time based
on usefulness; strengthen worthwhile bonds; realiséne benefit of weak ties; and expand
their networks.

Although the participants recognised that it migbta viable strategy to proactively manage their

networks, they noted that they lacked the timesteas and manage their networks. Networks were
not part of their business strategy, and therefotesomething that they considered they had ta refe

to, think about or manage on a day-to-day basigaRing customer and suppliers in particular, they

were reactive in their relationships, waiting to cmntacted by them. In addition, the participants

noted they sought new connections and relationsdspgbey required them, which for the most part

was too late.

The SME owner managers’ perceptions of value witlgtationships varied greatly, having a
significant impact on the means through which tisuld assess their networks. Value was not
limited to financial and sales motivations, ratheflected their own and wider generalised value
systems. For example, for some participants ‘béingwn’ was prioritised as a motivation for

engaging in networks. Constantly striving to elevtiteir stance in formal networks, in particular
with state bodies, through attendance at all forewahts highlighted this point.

From an Irish perspective, the fact that the mgjasf their network expansion occurred virtually
further strengthens the point that a) networkspaeelominately social in their view and b) they have
a preference to detached relationships built ituglrspace rather than nurtured through face-te-fac
interactions. However, although to a lesser degtbe, value of network expansion through
customers and distributors was noted by the ppaits indicating an enhanced realisation of
networks as opposed to networking. Findings atsealed that the Irish participants were capable
of assessing the worth of networks that were eitimae or resource heavy (conferences/trade
events), or containing a degree of formality (Btwork/ Innovation Relay Centres).

Regarding network expansion, the participants fedu®n strengthening relationships with
government agencies, attending events which vyielded concrete benefits as opposed to
concentrating on building relationships with thelistomers, suppliers and distributors. The SMEs
also expanded their networks virtually placing thprofiles on a business orientated social
networking site. This expansion further highligtitsir social orientation in networks.

P3:  The ability to generate, integrate and utilis&knowledge from network flows emerges as
a distinctive marketing oriented relational capabilty

7



Abstract preview

Findings highlighted that the Irish SMEs have asedsvaluable knowledge through their networks of
relationships. The participants viewed networka asurce of knowledge in addition to a facilitaior
use this knowledge as they were aware that caligatiformation is only one step in the access to
knowledge capability.

Information comes from talking to different peoplgwever it is up to me to
digest and collate the information in terms of valece to my business.

For the SMEs, the integration of knowledge wasdbrgonfined to value chain members inclusive
of suppliers, distributors and customers. Closg Were in place and the knowledge integrated was
mutually beneficial for all parties involved in tipeocess. The SMEs core expertise facilitated the
converting of general or abstract knowledge intovikdedge specifically useful for them and they
were competent in coordinating very specialised #&mchnical knowledge emanating through
relationships. Additionally, the participants ren@gd the value of network information and as
managing directors of their own enterprises cortigtastrived to use it to its maximum potential.
Therefore, the benefits stemming from the accedsntiwledge dimension was due to the SMEs
ability to recognise knowledge, to receive it ahd ability to use it. However, finding have shown
that from an Irish perspective the co-creation efvrknowledge through joint integration of each
actors knowledge was inhibited to a small degreéhbyfear that important knowledge would reach
the actors competitors. Whilst networks were tkhicle by the participants gathered knowledge
about competitors including their movements, prieesl offerings they was aware that their
competitors could potentially engage the sameegjyat

P4.  Access to opportunity is a relational capabity that can improve the exchange process
between SMEs in a network.

During the initial interviews the participant spokbout opportunities through networks solely in
terms of referrals. However, over the previous éhsessions their understanding of industrial
networks had improved and on commencement of thei@e they each spoke about opportunities
that had presented themselves through networkwipast.

In terms of distributors the participants notedttobbse relationships with them led to many
opportunities. Three participants had gained irdgonal market access by placing products with
recognised distributors in targeted markets. Thated that they would not have the opportunity to
export to so many countries without the assistarceived from their distributors. The distributors
make the processes more efficient by dealing witamers on their behalf and chase payment. The
distributors also facilitate sales through suggestheir products. As one stated:

Our distributors sell other components that areduseconjunction with ours.
When a customer calls them they will ask if theyena supplier for our product.

The same participant highlighted the importancenaintaining a close relationship with them to
continue to receive these opportunities. He noted:

With a complex product the customer will work ditgcwith us for design
purposes. However, | will always give the distriiout 0% of the sale price as they
made the initial connection. This ensures that thidlycontinue to recommend our
products. Similarly if a customer contacts us diyed¢ will involve the local
distributor to keep them motivated.

Close relationships with customers also led to opdties for the participants. One company noted
that he was trying to organise a meeting with gdasorporation for three years. Once they signed

8
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Sony as a customer in the same country it led $e ed& access to the other company. They had
previously been perceived as too small to work withterms of customers another SME, through an
existing customer had the opportunity to gain asd¢esa wider network of potential customers. For

example as a supplier to one Irish Enterprise Bd@rdvas offered the opportunity to present his
offering to other Enterprise Boards nationwide.dltgh this opportunity he now supplies two thirds

of the organisations. Similarly, according to thartgipants, once you successfully supply one
University, sister organisations are more likelyatiopt the product. Therefore their reputation as a
service provider is a huge marketing asset.

Networks of affiliation have led to opportunities the participants. Through Enterprise Ireland two
participants have been given the opportunity tdabolrate with the academic sector through the
provision of innovation vouchers. Another stateak th business plan competition run by the Institute
of Technology in conjunction with a national bardvg him the opportunity access funding from the
financial institution which would not otherwise leakappened.

Opportunities have been presented through outsaurcfwo companies outsource partial
development of their products online leading toremaus cost and time savings. The SMEs use the
same service provider continually and the samelpeaiphin that organisation. As a result of repeat
custom, relationships closeness and trust acceter@ne of the participants noted that he has a new
online product which he is going to develop whahyough such means.

P5:  Proactive product or process adaptations are eelational capability achievable by SMEs
through networks. Such adaptations may occur betwee SMEs or within one SME
based on discussions within the network setting.

Through the initial discussion the researchers alde extract the factors positively affecting the
current adaptation process of the SMEs involvethis study, potentially facilitating co-adaptation.
For example, the strength of the relationships &mdmpact on the type of adaptation sought by
and/or achieved by the SME actors. In terms of tagproduct price, although it had an impact on
the relationships within a value chain, the abitdyadapt prices was not dependent on relationships
Conversely, adapting products for foreign marketas wgreat facilitated by strong ties with
distributors, customers and their respective neisidinternal business procedures also affected co-
adaptation whereby some of the participants engagethss customisation and therefore co-adapted
their product for each customer based on spedificatas set out by the customer. Although dyadic,
this structure enabled the SMEs to provide tailgremtiucts to meet each customer needs; making it
difficult for the customer to compare prices withngpetitors; and therefore the focus is shifted from
price to benefits.

Our products change all the time and are custonosed customer by customer
basis. We offer ‘mass customisation’ providinguatom solution for all devices in
the market.

Co-adaptation through dyadic relationships was conptace where few, larger companies
represented the client base. Co-adaptation strengththe relationships between customer and SME
as a result of the coordination and communicatieshmnisms in place for product development and
testing. Mutual trust characterised the co-adaptapirocess as; the SME has to ensure that the
customer would accept and pay for the product; dhstomer had to trust that the SME was
competent in his/her ability to analyse informatisearch for sound adaptation solutions; and trust
the competence of the SME in product delivery. Vs particularly important where the customer
provided financial support during the co-adaptapoocess.

Through the intervention exercise it was reveatet hone of the participants felt that they were
fully supported in the adaptation process throulgkirt networks. The researchers graphically

9
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depicted the support that the SMEs stated that ttee) received in the past in their adaptive
behaviour, which revealed gaps, particularly in d@nea of co-financing. Therefore, regarding future
co-adaptation through networks, the participantsused on the adaptation of their adaptation
strategy in lieu of co-adapting their products envgces to include network actors through the whole
processinterestingly none of the participants discusseskiiide adaptations with their competitors.

In fact this session highlighted that the majootyhe SMEs had an adversarial attitude towards the

competitors and no trust existed between them.

P6: SME networks are a proactive means through wkh the individual firms can tap into
the pools of technologies and human resources ind®r to jointly innovate.

The majority of the participant SMEs had innovapedducts/services since the inception of their
own companies. Whilst the participants noted thatihnovation process was not conducted alone,
discussions with the participants showed that iation ensued from a series of dyadic relationships
as opposed to within a network context. For exampie majority of participants mentioned
relationships with customers in their innovatiorogess. Although more than half of the SME
owners noted that the customers’ main role waspttowision of an idea for some participants
assistance in testing innovations was of considerfadnefit. Referring to the customer’s role iead
generation the participants noted that where stretagionships are in place, they can approach thei
customers and ask them what new products they wiieldo see.

To a certain degree we rely on our customers toeeitell us or imply what
innovations they would like to see. Through frequareetings with them we
increase our chances of discovering their needsiraraating to meet them. On
occasion this has been merely a passing commeathgtomer which has sparked
an idea for us. We offer our larger customers aafdyee consultancy each year,
at which we discuss possible innovations on out fmaassist them in their own
innovative capabilities.

Similarly, regarding distributors, for the SMEs tthige their services, the main value derived during
the innovation process was information leading lie tnnovation process. That is information
regarding other products that exist on the manketampetition to theirs as well as new products
emerging that they could potentially supply a conmg for. In terms of co-innovation with
customers the SME owners highlighted that the coste innovate though approaching them with a
particular requirement/problem which they jointlyilld to meet their requirements.

Often a customer will not know exactly what theyaeThey will have a good idea
of the desired outcome for a particular piece dtwgre but little understanding of
the best way to input the data for this result. réfere, through continual

interaction we jointly work on the idea until wevieaa high quality specification to
operate with.

Therefore, although the participants were discgssminnovation, their description was dyadic in
nature with only two parties to the transactiomo®g relationships bound the SMEs with their main
customers where together they designed; testedistadj and developed the final product.

Discussion

Relational capability as an overarching construaivigles a novel conceptual framework for
observing and understanding SME networks. Findisiggport the contention that SMEs utilise
relational capabilities to varying degrees. Whilst term ‘relational capability’ has not been cited
widely in the literature, strong theoretical sugpexists for the five of the six dimensions of the
relational capability construct from a marketingrategic management and network literature
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perspective. Although not empirically supported thg literature realisation proved an important
construct as the basis for all other capabilitteadings revealed that relational realisation st&mm
from personal contact networks. This has implicaifor policy as ensuring a full understanding of
industrial networks and its dimensions should béatcore of any Irish network/entrepreneurship
programme to ensure the maximum derivation of benef

Previous literature by Ritter et al. (2002) whiaggests the appropriateness of labelling a firm’s
network ability as ‘network competence’ referring the firms’ ability to initiate and maintain
connections within networks of embedded inter-oiggional relationships inclusive of; customer;
suppliers; research institutes; trade associatiand; competitors (Ritter, 1999; Ritter et al, 2002,
Ritter & Geminden, 2004) is closely linked to thesessment dimension of relational capability.
However this study highlights the importance ofirtgka further step backwards to discover how
firms’, in particular SMEs, actually view their medrks.

In terms of assessment the participants experibadean effect on their ability to market though
networks. Hill and Wright (2001), focusing on thema positive attributes of small firm networks
found that experience was a capabilities presetitiwwSMES, which could be associated with the
practice of effective marketing. In addition thertpapants are also now aware of the benefits
associated with locating and joining relevant neksand maintaining close ties with all parties in
their supply chain. Also SMEs with greater exper&nn a network setting may have enhanced
capabilities in generating marketing value fromnthand learn from past experiences. This stems
from the fact that they bring to the networks retadi expected gains that can be derived from their
participation. The participant SMEs can now beaptive in designing their networks as they are
aware of their desires and the means through wthecan be satisfied in the network context.

In addition to network experience the authors &smd that experience working in the field affected

the participants’ ability to market through netwerkhose employed in the sector for more than five
years prior to the establishment of their own commgg had a more thorough understanding of the
current key players and networks in operation. &toge the authors agree with Zollo et al., (2002)

who state that specific investments of managena tand effort to track down, discuss, and codify
key lessons learned from past cooperative expergemsay be important to cultivate relational

capabilities. This is consistent with the findinffjem a strategic management perspective that
experience is a precondition for the firm to creaddue via the alliance function and successful
formation and management of new alliances (Gutatl.e2000; Anand and Khanna, 2000).

Findings highlighted that the Irish SMEs have asedsvaluable knowledge through their networks
of relationships. According to the participantssthalue could be partially attributed to the fdwtt
stemming from relationships the knowledge was waghy and relevant due to its emergence from
value chain members. This is in line with literaétdrom a strategic management perspective that
networks can act as a source of reliable inforrma{McEvily and Zaheer 1999) and that through
close social interaction, firms are able to enhatie depth, breadth, and efficiency of mutual
knowledge exchange in relationships (Dyer and Sit§88; Lane and Lubatkin, 1998).

The type of knowledge emanating through networks waa important dimension in terms of the
overall relational capability construct. Explicinéwledge did flow through the SME networks,
however, although this information was valuabledid not necessitate embedded network ties.
Conversely, as a dimension of the relational cdpwloionstruct, access to tacit knowledge emerged
as a dimension greatly facilitated by relationshapsl embedded ties. Tacit knowledge such as the
transfer of core expertise across actors was eamesf between actors in this study leading to the ¢
creation of new knowledge. This complex proces®lwved the integration of the SMEs internal
expertise with the network actors’ external knowle@dnd hence required repeated interactions over
significant time periods.
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Additionally, the participants recognised the vatdi@etwork information and as managing directors
of their own enterprises constantly strived to mige its maximum potential. This is in keeping it
the strategic management literature where CohenLawihthal highlight the importance of the
relational partners’ absorptive capacity which tldegcribe as the ability of a firm to recognise the
value of new, external information, assimilateatd apply it to commercial ends (1990: 128).
Therefore, the benefits stemming from the accedsntwledge dimension was due to the SMEs
ability to recognise knowledge (see McEvily and &ah 1999), to receive it and the ability to use it
(see Burt, 1992:13).

Findings highlight the importance of the acces®pportunity dimensions of relational capability
however the participants were transactional inrthpproach. The SMEs scanned their environment
for external resources and skills on a need badler than on an ongoing basis. Findings also
illustrated that the participants built purposecsiperelationships which frequently ceased follogi

the acquisition of their desired result. The acadeliterature relating to opportunities through
networks highlights relationships as a means taimtknowledge, facilitate adaptation and
innovation. Therefore, while the literature higjhii the notion that networks can be used to search
for opportunities (McEvily and Zaheer, 1999) it lisss forthcoming in what constitutes an
opportunity. As a dimension of relational capdpjlthe focus is the combination of network factors
leading to opportunities, which are the processppfortunity emergence and the description of what
constitutes and opportunity through the eyes ofpdticipant SMEs. The transactional view of the
Irish participants is evident through analysing tyy@e of opportunity that they placed value on and
sought through networks, mainly access to finarsses and training. Although these three
motivators are important and required a relatie@tament, they require occasional interactions and
do not necessitate embedded ties. Interestinglgugh participation in the research programme the
SMEs did access opportunities from each otherrims of advice, finance and connections whereas
up to this point their view of networks had focugetnarily on value chain members and academic
and government bodies. Additionally they recogdithe value of creating their own opportunities
through an analysis of their network members’ céjiais.

Findings suggest mixed support for the co-adaptationension to the overarching relational
capability construct. Adaptation was crucially imamt for the SMEs in conducting their business
activities. The SMEs were in general characterisgdhaving fewer large customers and suppliers
and as such adaptations, in line with the IMP dit@re (Brennan & Turnbull, 1999; Ford &
McDowell, 1999; Ritter, 1999), were viewed as neeeg and expected in order to cope with
environmental changes and in a bid to serve edudr better. However, the strategies employed by
the SMEs in the process of adapting had a sigmificapact in the context of the overall relational
capability construct as the participants engageg@redominately dyadic adaptations with their
customers, altering their products and servicea anstomer need basis. These dyadic adaptations
were often transactional in that they did not alsvalyom stem from long term embedded
relationships and there was never a commitmeninain€ial or human resources in the process.
Frequently the customers assisted with the re-demigl/or re-development of the product or service
but once it was complete the relationship was putad.

Support exists for the contention that SME netwoaks a proactive means through which the
individual SMEs can tap into the pools of technasgand human resources in order to jointly
innovate. However, in terms of the relational calgbconstruct the differentiation between the
SMEs willingness and ability to collaborate is imgamt in addition to the type of collaboration
sought. For example findings suggest that the SN#gksa preference for innovating alone. Although
in search of financial resources to assist themowation process, the owner managers sought
financial injections from venture capitalists anovgrnment agencies more than partnership with
their value chain.
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The core stakeholders involved in the co-innovagoocess varied across SMEs. In keeping with
findings from Von Hippel (1988) the participantsutsbtrace the initial innovative idea to customers
who expressed a desire or need for a particulatyato This innovation process could be described
as transactional as often the relationship endetbarpletion and exchange of the product. Resource
ties were limited in the dyadic relationship wheréte in keeping with Lindburg & Tell (1998) the
core competencies and expertise existed withirSM& with the customer providing the impulse to
commence the development processes. However, oasioocthe exchange of a co-innovated
product represented the commencement of long tembedded relationships with customers
whereby alterations and adjustments to the prodece dependent on the SME owner’s expertise.
Additionally, for some SMEs, where co-innovationistéed between members of the value chain,
they ensued from a series of dyadic relationshipspmposed to within a network context. This was
due to the fact that the participants did not wiamhake their operational processes transpareaheto
network as a whole due to a lack of trust and arreat fear regarding competitor knowledge.

Co-innovation through networks of relationshipa igsseful tool for SMEs. Faced by the challenge of
resource scarcity, networks allow for the improvahd the SMEs network capacity. Without R&D
budgets SMEs must rely on external knowledge fq@pst in the innovation process. Moreover,
SMEs are less likely to conduct large scale sunadysustomer needs; and hence interactions with
value chain members can provide valuable innovatadated information to the actors which can
increase the chances of developing successful nesupts and technologies.

The necessity for the relational capability framewoan be justified through a comparison of the
key assumptions from the SME marketing literaturéhvihe current findings. Consistent with
Carson (1985) each of the SMEs in this study seffdrom limited resources; were specialists in
their core area of expertise with a general busireghication attained for the most part from the
academic institutes in which they were affiliatedhywand for the most part were dependent on
business from a small economy. Furthermore maretias not a priority for the SME participants
and hence little time was dedicated to it. Instemdrketing was a reactive activity, conducted on a
need basis when business was slow and aimed #tinguthe SMEs from competitors. Through the
implementation of the relational capability frametvand the six interventions findings showed that
the participants started to use their networks asmeans to enhance their marketing through
networks. As a conceptual framework, findings pdevipartial support for the value of the
conceptualisation as a marketing framework spetificsuitable for smaller firms. The small
number of customers, suppliers and distributorscivtiharacterise the study participants facilitate
the building of close relationships and networkghimndustrial stakeholders. From a resource level,
as owner managers, the participant actors are megpe for the overall running of their enterprises
and are hence knowledgeable in all areas of thesinkss functioning. This in-depth company
specific knowledge facilitates access to opporjutiitough the actors’ ability to convert generatdlan
abstract opportunities into those relevant and i@y beneficial to their own company.
Specialised internal knowledge also facilitates shecessful application and integration of network
knowledge. Regarding activities the SME partictgarilexibility and autonomy in changing
procedures and operations enables timely co-adi@apt@td co-innovation.

In an overall sense, the findings suggest that a®r&ing model the six dimensions of relational
capability have great potential to facilitate SM&sheir networks. Whilst the ‘relational capatyili
construct encompasses all six dimensions, findimgkcate that each network of embedded
relationships will vary in the strength of attairmef each of the six dimensions. That is, higrelsv

of the realisation and assessment dimensions aafoental for SME network functioning, and
hence important for each relationship. The SME igp#nts, particularly from an Irish context,
benefited greatly from viewing networks through asibess-to-business lens and through an
enhanced ability to manage relationships. In peactithe researcher found that the type of
knowledge accessed and opportunity which stems fretworks depends dually on the aspirations
and needs of the SME owners and the strength afethgonship ties. Knowledge and opportunities
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were acquired through all networks, with valualdeitt knowledge and immediate opportunities
attained through close networks of relationshipsgdding co-adaptation and co-innovation through
SME networks, this study showed their emergeneefew, select networks of relationships.

Conclusion

In conclusion, although the participants, througd aise of interventions, gradually viewed networks
through an industrial lens, the complexity andidiflty in operationalising the other dimensions-pre
realisation highlighted its role as the foundation the attainment of the; assessment; access to
knowledge; access to opportunity; co-adaptationgd amw-innovation dimensions, hence the
conceptualisation as a whole. Therefore, in makimg conceptual framework operational, the
importance of its structure became apparent. ThHerAResource-Activity Model (ARA) as depicted
by the IMP group of researchers was utilised tesifg the six relational capability constructs. &s
descriptive tool designed to detail the three sarist layers of an industrial relationship, it prbve
valuable in the structuring of the six dimensiorisr@ational capability. However, a processual
element emerged through the duration of the stuagreby findings suggested that the attainment of
one layer of the capability framework had a siguifitly positive effect on the next layer (see fegur
1.1). That is, the research findings highlight ttmportance of the realisation capability at theoact
level as the foundation for all other SME netwodpabilities. In the same vein, the co-adaptation
and co-innovation capabilities (activities levele agreatly facilitated through the generation and
integration of knowledge and opportunities (reseurlevel) emanating through networks.
Additionally the assessment dimension is importamtetermining which relationships to strengthen
and which ties to maintain as weak (see figure.1This highlights the value of viewing the
conceptualisation as a process as opposed to émemgion existing as stand alone entities. The
findings further demonstrate the overlap and imenectedness between the six dimensions of
dimensions are blurred.

Realisation Dimensio

/\ Assessment

Access to Knowledge Access to Opportunity

A 4

A

Co-Adaptation and Co-Innovation

A

Figure 1.1  The dimensions of relational capabilityas a process

There are numerous references to capabilities lagid usefulness without careful consideration as to
when, where and how they are created and the braeffits that accrue. The primary contribution of
our study was to illustrate that through networkansn relational capabilities can be realised
positively effecting SMEs marketing efforts. Similéo prior observations (Carson, 1985) the
significance of limitations including the lack ah&ncial and human resources were highlighted by
the participants. However the authors sense thattiowe as the participants learn to build more
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cooperative relationships with other stakeholdarghieir business environment, that such barriers
could potentially be fully overcome through netwark

A potential barrier to enhanced marketing througiworks is the independent mentality of the
selected participants. The SMEs were unwilling tokawvith or share pertinent information with their
competitors or similar companies working withinitherea. Prior to their agreement to participate in
this study a condition, as set by the participdh&nselves, was that no other similar company be
involved. Regarding growth, although desired bydase companies, only one company was willing
to relinquish share capital as a means to acquia@nde for business expansion. In terms of
independence the authors are aware of the potamaesting insights that would be gleaned from an
international comparison study. A similar studyw8MEs from the Nordic countries, who have long
established the network mentality would prove ieséing.

In terms of practical implications, the paper mightvide some way out of the resource/time pressure
on SME marketing practitioners through providing@rth with marketing route-ways through their
existing and potential networks. However, this agsle is not without its limitations. The conceptual
framework and its components, although represer@mgn-depth longitudinal tracing of eight Irish
SME owner/managers, could be applied in a wideriecap setting to fully evaluate their usefulness.
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