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Ne tworking capability, networking outcomes, and company
performance
A nomological model including moderation effects

Abstract

The dynamics of business networks are seen as an important field of research in
inter-organisational marketing and strategy (Ahuja et al. 2007; Halinen et al. 1999). To
deal with such dynamics, firms embedded in networks need to develop capabilities that
allow them to understand other actors and relationships, and to actively shape their
networking position (Ford et al. 2003). Prior studies have operationalised such network
competences/capabilities (Ritter et al. 2002; Walter et al. 2006), however, these studies
have not captured the changeable nature of business networks. In order to address this
issue, this study brings together and synthesises earlier studies on dynamic capabilities,
relationship portfolio management and industrial network approach (INA) and
conceptualizes networking capabilities. We propose the networking capability as the
element complementing the model of ‘managing in networks’ proposed by Ford et al.
(2003). We argue that this element contributes to our understanding of focal company’s
existence within network, because it refers to the way how managers may coordinate
their various network pictures in the organizations and achieve some kind of consistency
in decisions and actions undertaken by their companies in the network.

We adopt a relationship process-based perspective by considering three stages:
relationship mitiation, development, and termination. For each of these relationship
stages specific networking capabilities are defined. Based on these three sets of
networking capabilities as the independent constructs, we develop an empirically testable
nomological model with performance-related dependent constructs, namely networking-
related outcomes, and ultimately firm performance. We therefore contribute with this
study to the conceptualization of firstly, strategic competences in business networks
specifically as networking capabilities, secondly, by introducing a dynamic perspective
through the use of relationship processes, and thirdly, by relating networking rent as well
as overall firm performance to the new concept of networking capability. We also
hypothesise the impact of important moderation effects, e.g. the influence of relationship
investments on the structural links embedded in the model.
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Networking, Dynamic Capability, Network Competence, Company Performance



1. Introduction

Much of the literature on business relationships is about tools to strengthen, and
benefit from, existing relationships. The origins of business relationships and especially
relationship termination did not receive the same amount of attention (Joshi and Stump
1999; Tahtinen and Halinen 2002). However, business relationships as well as networks
are changeable or even turbulent phenomena (Ahuja et al. 2007; Dahlin 2007; Halinen et
al. 1999), thus, it can be assumed that for any focal company, there exists constant change
of the relationships in which the company is embedded. Some relationships are
strengthened, some are fading and end, and there are always some trials to initiate new
relationships. Of course, not all of these relationships have the same importance for the
focal company, and they differ in terms of pivotal features such as closeness,
interdependence, and rent-generating function (Leek et al. 2002). In fact, some studies
suggest that keeping the balance between close, long-term relationships on the one hand,
and less close relationships with new partners is beneficial to a focal company, because it
provides fresh ideas and resource to the focal network and thus prevents negative aspects
of too strong relational embeddedness (Capaldo 2007; Dittrich and Duysters 2007;
Hagedoorn 2006; Uzzi 1996). Correspondingly, recent studies proposed that terminating
relationships with partners is an important management task (Reinartz et al. 2004; Ritter
and Geersbro 2010). However, these studies refer mostly to a limited definition of
embeddeness, i.e. buyerseller relationships, and there are neither conceptual nor
empirical studies on a company’ capability to terminate relationships with various types
of business partners.

Thus, the literature on business relationships relating to company’s actions
directed at business relationships at various stages of their development i rather
fragmented. There exist no studies which comprise company’s actions with regard to all
of the relevant stages of business relationships, i.e. establishment, development, and
termination. Prior studies have conceptualized and operationalised so-called network
competences/capabilities (Ritter et al. 2002; Walter et al. 2006), however, these studies
have not captured the changeable nature of business networks and business relationships,
specifically they did not deal with relationship termination. However, it can be posited
that successful network-related strategies must comprise some organisational routines and
activities aligned with a// relationship stages. This is because developing relationships is
a resource demanding process (Dyer and Singh 1998), therefore, if companies do not
anticipate dynamics that take place in their relevant network, they may be not able to
organize resources needed for new relationships. Moreover, as some of business partners
may act opportunistically and appropriate relational rents from business nteractions
(Hennart et al. 1999; Lavie 2006; Mesquita et al. 2008), the focal company should be able
to monitor such behaviours of business partners and try to safeguard at least some of the
resources invested in these relationships before it is too late, i.e. before they are
terminated. These resources may be dynamically redeployed with new partners.

Thus, in this study we try to address the gap in the literature and conceptualize
a model of networking capability with regard to the dynamic nature of a focal company’s
business environment, thus capturing relationship initiation, relationship development,
and relationship termination. We contribute to the existing knowledge about business
relationships and networks by proposing a nomological model comprising of networking
capability vis-a-vis relevant performance constructs that may be related to such
capabilities. We also discuss some possible moderating effects as well as measurement
issues with regard to the proposed constructs in order to prepare for an empirically
testable research design. In developing our model we ground our discussions in the



literature on dynamic capabilities, the industrial networks approach of the IMP Group,
and in alliance portfolio management studies.

This paper is organized as follows. Firstly, we review the literature with regard to
business networking to position this construct vis-a-vis other network-related terms. Then
we propose the networking capability concept as part of a discussion of previously
posited network competences/capabilities. Different sub-constructs of networking
capability with regard to three stages of relationship development are discussed, and we
outline the relationships between networking capabilities and the model of ‘managing in
networks’ proposed by Ford et al. (2003). This s followed by a review of various
networking-related performance/outcome constructs, and the overall nomological model
linking networking capability to networking-related outcomes is discussed. We also
propose some moderating effects connected with mfluence of relationship-specific
investments. Finally, we discuss our model with regard to existing knowledge on
business networking and we show some avenues for further research.

2. The idea of business networking

While many authors specialized in B2B marketing use the term “networking” (eg.
Carson et al. 2004; Pittaway et al. 2004; Ritter 1999), very few explicitly define
business networking and distinguish it from other network-related terms (for
exceptions see definitions in table 1). Some authors investigate business activities under
the umbrella of networking without explicitly defining the term, or they treat networking
somehow as the synonym to building business networks (eg. Ayviri and Jyrimi 2007;
Carson et al. 2004; Dittrich and Duysters 2007; Ritter 1999). Occasionally, networking is

used synonymously with the business network itself (eg. Pérez and Sanchez 2002, p.
263).

Table 1. Definitions of networking in the context of business networks

Definition Authors

networking — “...encompasses all of the actions of a | (D. Ford et al. 2003, p. 178)
company or individual in a network (...) All
companies are networking by suggesting, requesting,
requiring, performing and adapting activities,
simultaneously””

networking — “...social and economic processes (Allan and Rutashobya 2006, p. 2)
through which individuals and organizations develop
lasting relationships with particular sets of
stakeholders for the purposes of accessing support
and facilitating exchange

networking - “a transformation process of (Johnsen et al. 2000, p. 163)
‘independent’ actors and resources into a more
closely knit configuration of a (supply) network”

In this context, this study uses the theoretical perspective of the industrial network
approach (INA) developed by the IMP group. INA holds that business networks and
relationships are built from actor bonds, resource ties and activity links (D. Ford et al.
2003; Hakansson 1982), also called ARA model. Consequently, IMP scholars define
networking as the multidimensional phenomenon of the activities of a focal company in
order to affect its network position (D. Ford et al. 2003). This conprises “hard elements”
(e.g. joint investments, information processing) and “soft elements” (e.g. building trust,
conflict resolution) of relational activities with business partners (Johnsen et al. 2000).
Ford et al. (2003) proposed a comprehensive model of managing in business networks
which 1 based on three main elements: network pictures, networking, and network




outcomes. In their model, networking refers to the actions that a focal company
undertakes in the network (see in table 1). These actions are directed by the company’s
specific understanding of the network (i.e. their network picture; Henneberg et al., 2006).
Networking activities lead to various network outcomes (e.g. financial, access to
resources, learning) (Ford et al. 2003).

Networking is therefore linked to a company’s business strategy vis-a-vis its manifold
business partners: “... it is important that companies try as far as possible to decide
which networking actions are important for them and examine the different outcomes of
these actions ” (D. Ford et al. 2003, p. 184). The construct of networking is distinguished
from the network itself by associating the former with actions in the network, or network
changes, and the latter with the network structure (Tonge 2004). Ford et al. (2003)
suggest in this context that networking involves “the choice for a company between when
to consolidate by stabilizing and strengthening its existing network position or create
a new position by changing the combination of its existing relationships or developing
new ones” (p. 181). For the purpose of our study, we follow the definition by Ford et al.
(2003) and define networking as comprising the set of focal company actions through
which it shapes its portfolio of business relationships.

Recent researches developed further understanding of the complexity of the single
company’s actions within a business network. Ford and Hakansson (2006) suggest that in
spite of the growing interest in business relationships, current management research does
not consider some important features of business interactions, such as time dependence or
relativity. Considering all the direct and indirect ties connecting business actors, it can be
concluded that actors embedded in a network ”cannot choose whether or not to have
relations with others, including with their suppliers and customers” (Ford and Hakansson
2006, p. 17). Nevertheless, networking represents the efforts actors put into shaping this
given network environment. As such, the strategic business net concept proposed by
Moller et al. (2005) relates to the issue of networking: it refers to the set of direct
relationships between the focal company and its business partners, similar to the focal
network concept (Tikkanen 1998) or ego-centric networks (Hansen et al. 2008). The
strategic net of a focal company is surrounded by the wider (potentially endless) network
comprising all relationships indirect to the focal company (Ford et al. (2003)). Without
going into details of various network conceptualizations in the literature (Brennan and
Turnbull 2002; Golfetto et al. 2007), we focus in ourstudy on a focal network and
company’s actions which are addressed towards shaping its direct relationships (i.e.
shaping its strategic business net).

Corporate capabilities which aimed at facilitating such networking are called
networking capabilities in our study. These capabilities are internally-oriented, i.e.
organizational phenomena, and are thus treated as the antecedents to effective
networking. In other words, we do not define networking capability in the same way as
networking itself but aim at extending the understanding of phenomena related to
business networking by using the concept of networking capabilities as the organizational
precursors of networking as proposed by Ford et al. (2003). We therefore agree with the
understanding of business interactions developed by Ford et al. (2008), where networking
it is treated as the key phenomenon in business relationships, a phenomenon that has its
own substance, is time- and space — dependent, which cannot be controlled by the single
company, and transforms resources of companies. We conceptualize networking
capabilities as the managerial attempt to prepare the focal company to cope effectively
with the business interactions and relationships that surround and embed it.
As networking capabilities will be used in this study as the focal construct, the next
section defines it in more detail.



2. Conceptualizing networking capabilities

The literature on corporate capabilities is fragmented with regard to business
network phenomena. Prior studies in this area have used various theoretical foundations,
e.g. resource-based view, dynamic capabilities perspective, relationship marketing,
supply chain management, INA, and alliances management (Ayviri and Méller 2008;
Blomgvist and Levy 2006). In this study the conceptualization of so-called networking
capability s drawn from the literature on dynamic capabilities, INA, and alliances
portfolio management. We find these theoretical foundations as the most useful for
defining the term capability, as well as for relating it to the context of the changeable
nature of a focal business net and its associated business relationships. The dynamic
capabilities’ view of the company (D. Teece and Pisano 1994; D. J. Teece 2007; Zollo
and Winter 2002) emphasizes the changeable nature of competitiveness and suggest that
in today’s environment the most successful companies constantly reconfigure and
redeploy their resources to achieve new sources of competitive advantage. Dynamic
capabilities as the specific ability of resource reconfiguration is therefore crucial in cases
of dynamic business relationships and networks as it allows companies to reinvest their
resources deployed in prior relationships while dealing with new business partners. We
also use concepts relating to company strategy in the business network context provided
by the strategic management literature, especially alliance portfolios’ studies (Lavie
2007; Parise and Casher 2003). As already mentioned, for defining the networking
construct itself, we employ the IMP Group contributions, particularly INA. Therefore,
we argue that we contribute to understanding strategic activities in business networks by
brining together perspectives dominant in strategic management and business marketing
(IMP). Thus, we answer the call for minimizing the gap between IMP views and other

management-related approaches on business networks (Baraldi et al. 2007; Golfetto
et al. (2007).

2.1. Defining networking capability

Our conceptualization of networking capability relates to previously used
constructs on network-related capabilities which in the literature are used as individual-
level or firm-level concepts, however there is also the possibility to define them relating
to the whole network (network-level capability). Prior definitions of corporate network-
related capabilities are presented i the table 2. For the purpose of our study, we
conceptualize networking capability (NC) on the level of a focal company.

Table 2. Definitions of network-related corporate capability (firm-level)

Term/Definition Authors

Network competence — “the resources and activities | (Gemiinden and Ritter 1997, p. 297)
ofa focal company to generate, develop, and manage
networks in order to take advantage of single
relationships and the network as a whole”

Network competence — “the degree of network (Ritter et al. 2002, p. 120)
management task execution and the degree of
network management qualification possessed by the
people handling a company’s relationships”

Network capabilities — “abilities to initiate, (Walter et al. 2006, p. 546)
maintain, and utilize relationships with various
external partners”

Collaboration capability -‘the actor’s capability to | (Blomqvist and Levy 2006, p. 31)
build and manage network relationships based on
mutual trust, communication and commitment’




Existing conceptual approaches show some pertinent features which are important
in positioning NC. Firstly, prior studies used various terms in characterizing the nature of
NC: resources, activities, qualifications, assets, abilities, etc. This variety and ambiguity
restricts on the usefulness of the concept NC. Using especially the literature on corporate
resources/capabilities as the key theoretical reference to define the nature of NC
is pivotal, as this is crucial for scale development: scale operationalization should reflect
construct definition and theoretical approaches used (Churchill Jr 1979)". Taking this into
consideration, in this study we consequently use NC referring to the meaning of
capability as introduced in dynamic capabilities literature, more specifically we use the
proposition of Zollo and Winter (2002), where dynamic capabilities of the organization
are defined as “learned and stable pattern of collective activity” (p. 340).

Secondly, prior studies did not cover time-specific aspects of networking, e.g.
organizational activities which are directed at the termination of relationships. In our
study, we treat activities relating to initiating, developing, and terminating business
relationships as important elements of NC. Following authors i the area of network
dynamics and relationship dynamics (Ahuja et al. 2007; Halinen et al. 1999), we argue
that change is an important feature of a focal company’s portfolio of relationships, and in
time most, if not all, relationships with business partners end and are replaced by new
partnerships. Some recent studies proposed terminating relationships with external
entities as the important management task (Ellis 2006; Giller and Matear 2001; Mittal et
al. 2008; Reinartz et al. 2004; Ritter and Geersbro 2010).

Thirdly, prior research is more or less explicitly based on the assumption that
networking actions of a given company are oriented at mutual benefits. Consequently, in
prior studies NC was also oriented at both the benefits of the focal company, and at the
benefits of its business partners. Relational capability was conceptualized as the strategic
tool which may bring about common benefit (Dyer and Singh, (1998). Using a similar
approach, Johnsen, et al. (2000, p. 178) suggested targeting mutual benefits as the factor
distinguishing networking from other activities related to business networks (for example,
placing nore risk on contractors). However, studies suggest that direct/private benefits
can be acquired opportunistically through activities in busmness networks, sometimes
called a “Trojan horse’ strategy (Hennart et al. 1999; Kale et al. 2000; Mesquita et al.
2008). Some recent studies emphasize the problem of unilateral or not equal
appropriation of relationship-based or network-based rents (Dyer et al. 2008; Lavie 2006,
2007). Thus, we assume that NC might be directed at bringing both common (focal net-
specific) and private (focal company-specific) benefits. We posit that the most successful
networking strategies are oriented at both types of benefits. Some recent studies provide
empirical justification for this proposition, e.g. Dittrich and Duysters (2007) distinguished
two logics of networking: exploration and exploitation.

In summary, we propose an extended understanding of NC, based on a dynamic
capabilities view, and define NC as the set of activities which are implemented at
the organizational level of the focal company to initiate, develop, maintain
and terminate business relationships for the benefit of the company. Based on
this definition, we suggest extending the model of managing in networks proposed by
Ford et al. (2003). NC is treated as a fourth element of managing in networks among
three previously conceptualized elements, namely: network pictures, networking and
network outcomes (see figure 1); it links network representations (network pictures) to
activities (networking). Network pictures, understood as individual manager’s sense-
making, need to be translated into collective (i.e. company-based) activities (Henneberg
et al. (2010)). Thus, in the model proposed by Ford et al. (2003), it is not explicitly clear
how managers may coordinate their various network pictures in the organizations and



achieve some kind of consistency in decisions and actions undertaken by their companies
in the network. We argue that such coordination is possible through the implementation
of some patters of expected actions with regard to business partners as described by NC.
We argue that all the elements in fig. 1 are interrelated and embedded in the business
interactions as conceptualized by Ford et al. (2008). The interactive and dynamic nature
of the co-existence of the focal company with other network members results in the
continuous and recursive impact of these elements on each other. In our study, we are
primarily focussing on investigating the link between NC and network outcomes for the
focal company.

Figure 1. Managing in network model incorporating NC (adapted from Ford et al., 2003)

Network
pictures

Networking
capability

Business
interactions

Network
outcomes

Networking

2.2. Networking capability and relationship stages

Most marketing scholars accept the view that a business relationship develops
(Dwyer et al. 1987) or goes through different stages (David Ford 1980). While it is
possible to analyze relationship processes in a more detailed way, e.g. through
understanding relationship episodes (Schurr et al. 2008), we assume that every business
relationship can be described using three main stages which represent a time specific
element of the relationship (Ford and Hakansson 2006): initiation,
development/maintaining, and termination. This relationship phase distinction
corresponds with Reinartz et al. (2004) who investigated three stages of the relationship
management process. Thus, we conceptualize NC as a second order factor comprising
three different sub-components which are each specific to one of these relationship
stages: relationship initiation capability, relationship developing capability, and
relationship termination capability. We will define these three constructs after we discuss
benefits that might be acquired by the focal company through business networking. After
that, we will also present the rationale standing behind hypothesized links between three
sub-components of networking capability and some network-related outcomes.

3. Networkingrelated performance

Business relationships and networks are perceived as sources of competitive
advantage (D. Ford et al. 2003; Gulati 2007; Mesquita et al. 2008). The literature
discussed different performance outcomes that may be appropriated by the focal company
through actions relating to different business partners: company innovativeness (Ahuja



2000; Capaldo 2007; Tsai 2001), organizational entrepreneurship (Baum et al. 2000;
Shan et al. 1994), organizational learning (Anand and Khanna 2000; Lane et al. 2001;
Lyles and Salk 2006), internationalization (Calia et al. 2007; Chetty and Blankenburg
Holm 2000; Lu and Beamish 2001; Ojala 2009), improved relationship quality (De Wulf
et al. 2001; C. Lee et al. 2001a; Woo and Ennew 2004), improved relationships portfolio
value (Olsen and Ellram 1997; Zolkiewski and Turnbull 2002; Storbacka and Nenonen
2009; Ritter and Geersbro 2010) and, company performance (Czakon 2009; Tsai 2001;
Walter et al. 2006). Such performance outcomes directly or indirectly represent important
factors of competitive advantage. However, for the purpose of a parsimonious model
development we concentrate in this study on the most relevant outcomes associated
with a dynamic capabilities perspective. Additionally, we focus on networking-related
performance aspects which are connected with the literature on business relationships
portfolios (Eilles et al. 2003; Parise and Casher 2003; Zolkiewski and Turnbull 2002)
because our definition of NC refers to a company’s capacity to actively shape its
relationship portfolio, e.g. by extending it through acquiring new partners, and by
focussing it through terminating some relationships. Specifically, we concentrate on three
networking related performance outcomes: relationships portfolio value (Zolkiewski and
Turnbull 2002; Ritter and Geersbro 2010), relationships portfolio quality (Woo and
Ennew 2004; De Wulf et al. 2001; Lee et al. 2001) and company’s innovativeness (Ahuja
2000; Capaldo 2007; Tsai 2001).

A value-based rationale underlies initiating, developing, and terminating business
relationships (Anderson et al. 1994; Ravald and Gronroos 1996; Storbacka et al. 1994;
Ulaga and Eggert 2006). Walter et al. (2001) and Ryssel et al. (2004) distinguish between
economic outcomes which arise directly through specific relationships (e.g. profit,
volume, stability) and outcomes which impact on future business or on other relationships
(e.g. innovations, referrals, market knowledge). Similarly, Baxter and Matear (2004)
propose the distinction between tangible and intangible benefits of exchange
relationships. In this study we focus on focal business nets which comprise relationships
with various partners such as suppliers, customers, but also competitors involved in
alliances, or industry opinion leaders. While some of these business relationships may not
yield tangible and direct outcomes, every kind of business partner relationship is
potentially the source of intangible benefits for the focal company (eg. Gulati et al. 2000;
C. Lee et al. 2001a; Mesquita et al. 2008). We therefore focus on company innovativeness
as one of the consequence of networking capabilities.

3.1. Company innovativeness

There were various aspects of company’s innovativeness discussed in the
literature (Robertson 1967; Tushman and Anderson 1986), however we follow Han et al.
(1998), Gemiinden et al. (1996), and Ritter and Gemiinden (2003), by assuming that
a company’s innovativeness includes introducing new effective solutions to two main
areas: a company’s offerings, and a company’s processes. Agreeing with Teece et al.
(1997, p. 515) that dynamic capabilities are the organizational “ability to achieve new
forms of competitive advantage”, such innovativeness is linked to capabilities in the area
of networking (Helfat and Peteraf 2009). It is noteworthy that company’s innovativeness
as a driver of company performance s backed by the general management literature
(Damanpour and Evan 1984; Damanpour 1991; Zahra et al. 1988). Furthermore,
innovativeness s often seen as a factor moderating the influence of important
organizational constructs on company performance. For example, Han et al. (1998)
provide empirical evidence that innovativeness represents the missing link between
market orientation on the one hand, and firm performance. We correspond with their



suggestions and conceptualize that dynamic capabilities do not directly lead to
performance improvements (Ambrosini and Bowman 2009) by discussing and testing the
mediating role of the company innovativeness on the relationship between networking
capability and company performance.

Generally, as prior studies strongly supported conceptually and empirically the
link between company innovativeness and economic performance (Lages et al. 2009;
Tsai 2001), we also assume that:

- H-The company innovativeness is positively related to company performance.

3.2. Value of the business relationship portfolio

Besides the benefits of business relationships, we are mterested also in the
relationship-related costs (i.e. company’s sacrifices) relating to initiating, maintaining,
and terminating business relationships. In defining these costs we utilize a wide
understanding of relationship costs (Gronroos 1997; Ravald and Gronroos 1996).
Gronroos (1997) proposed to distinguish three categories of relationship costs: direct
costs, indirect costs, and psychological ones. Direct costs refer generally to tangible
resources (time, money) spent in the planned way on initiating and building relationships.
Indirect costs refer to all tangible resources spent on solving situations when relationships
do not function as promised (e.g. the costs caused by dealing with the delay in the
delivery of products or information). Finally, psychological costs refer to anticipating
future problems which will arise in the relationships. The psychological costs are
a burden of today because they limit the possibilities to concentrate on other important
tasks (e.g. other relationships). We argue that this relationship cost typology is relevant
not only in the context of customer relationships, but also in relationships with other
types of business partners. Developing any business relationship usually demands
relationship-specific investments (Dyer and Singh 1998; Hallen et al. 1991) and thus
there exists potential for negative phenomena, such us dysfunctional conflict, or
opportunism (Das and Rahman 2010; Wathne and Heide 2000). Dealing with such
phenomena demands resource contributions (e.g. time spent on re-negotiation supply
agreement) and psychological sacrifices experienced by the employees involved in
interactions with business partners (Edvardsson and Strandvik 2009; Holmlund and
Strandvik 2005; Holmlund-Rytkénen and Strandvik 2005). Thus, we assume that
considering a wide definition of relationship costs, the focal company may increase the
portfolio value of all its relationships through minimizing its costs.

As our conceptualization of networking capability refers to all relationships within
its strategic net, i.e. the relationship portfolio (Reinartz et al. 2004), we assume that
networking capabilities will enable an increase in the value of the overall relationship
portfolio by reducing relationship costs, and increasing relationship benefits. This may be
achieved by managing the trade-off between beneficial and unprofitable relationships. As
a consequence, we adapt the definition of the value of customer relationship portfolio
proposed by Ritter and Geersbro (2010) and define the value of the overall relationship
portfolio of a focal company as the percentage of all business relationships that are
profitable for the focal company.

Following portfolio management literature (Olsen and Ellram 1997; Ritter and
Geersbro 2010; Storbacka and Nenonen 2009; Zolkiewski and Turnbull 2002), where
maximizing the amount of profitable relationships among all relationships of the focal
company is treated as the strategic priority and the source of competitive advantage, we
hypothesize:

H,- The value of the business relationship portfolio is positively related company

perjormance.
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3.3. Quality of the business relationship portfolio

Additionally, we focus on the quality of business relationships exemplifying
networking-related gains. We follow the multidimensional view of business relationships
proposed by IMP scholars (D. Ford et al. 2003) and argue that the quality of business
relationships might be treated as the construct synthesizing the company’s performance in
developing social aspects of inter-firm relationships, and operationalize it as the
perceived quality of all important business relationships in a focal company’s portfolio.
In doing so, we use existing literature on the relationship quality with regard to exchange
relationships (Crosby et al. 1990; De Wulf et al. 2003; Mitrega and Katrichis 2010) and
assume that the quality of the relationship portfolio comprises two aspects: business
partner satisfaction, and business partner trust with regard to the focal company. We
choose this approach to measure relationship quality in line with a conceptualization
utilized by Lee et al. (2001b).

The relationship marketing literature suggests that the quality of customer
relationships is an antecedent to various relationship outcomes, such as increased share of
wallet, propensity to collaborate, or positive word of mouth (Mitrega and Katrichis 2010;
Palmatier et al. 2006; Palmatier 2008). We derive from these findings that the positive
influence of relationship quality on relationship-based outcomes is relevant for
relationships with different kind of relationship partners as well, e.g. Hutt et al. (2000)
suggest in the context of strategic alliances that it s not possible to build working
relationships if a bad relationship atmosphere exists between people from cooperating
companies, even if all other conditions are favourable. As the quality of business
relationships refer to such factors as partners’ trust and partners’ satisfaction, it is argued
that relationship quality increases the likelihood that business partner may invest further
resources in the relationship with focal company (Volery and Mansik 1998). In turn,
these investments are important for developing resource synergies between cooperating
companies and therefore relational performance (Dyer and Singh 1998). Thus, we
propose the following hypotheses:

H;_The quality of the portfolio of business relationship is positively related to

company innovativeness

- H, The quality of the portfolio of business relationships is positively related to
the value of the portfolio of business relationships

H;s- The quality of the business relationship portfolio is positively related to

company performance.

4. Networking capabilities as antecedents of network-related performance
4.1. Relationship initiation capability

Successful companies are systematically replacing some existing relationships
with new ones to enrich their relationship portfolio. Building relationships with valuable
business partners is therefore very important, especially for new companies (Ozcan and
Eisenhardt 2009; Zheng et al. 2009). Even if in case of new companies many business
relationships are based on social ties brought into the company by entrepreneurs (Gulati
1998), these ties need to be transformed from social relationships to business
relationships. Thus, initiating business relationships is seen as an important managerial
task, thus, companies need to develop activities useful to accomplish this task. We
assume that successful relationship mitiation s based on two main components:
(1) selecting valuable companies as new business partners, and (2) attracting these
companies.

Some studies on factors determining network-based company success focused on
the selection of partners with the right attributes, rather than on the quality of ties. For
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example, it was found that desirable partner features are: technological and commercial
prominence of partners (Stuart et al. 1999), partners image and prestige (Gulati and
Higgins 2003), or technological innovativeness (Stuart 2000). Partners’ bargaining power
on the other hand has been identified as a negative feature (Lavie 2007). The importance
of partner selection was emphasized in previous studies about relationship portfolio
management (Eilles et al. 2003; Olsen and Ellram 1997; Zolkiewski and Turnbull 2002),
and Lavie (2007, p. 1208) concludes that: “...the question of whom to partner with may
be as critical as the question of which network structure is desirable”. Therefore, Ritter
(1999) proposed ‘initiation activities’, and later Ritter at al. (2002) suggested ‘initiation’
as components of network competence.

Prior studies of business relationships stages emphasized attracting and especially
motivating partners as the important part of setting up new relationships (Das and Teng
2002; Dwyer et al. 1987; Ring and Van de Ven 1994). Some of these studies concentrate
more on negotiation between business partners (Ring and Van de Ven 1994); as our study
follows a focal company approach, we are interested in the actions of the focal company
which attract valuable business partners. It was found, that managers tend to attract new
partners on the basis of information spread through the network in which the company is
embedded (Blombédck 2006; Gulati 1998; Uzzi 1996). Thus, attracting new business
partners takes place through existing business relationships and is limited to a predefined
set of given network actors. On the other hand, Beckman et al. (2004) emphasize that
firms expand networks by forming new relationships by motivating new partners. We
follow their suggestion and argue that successful companies implement activities which
allow them to both attract valuable new partners with whom they have some indirect
network ties, as well as attracting partners with no network ties at all.

Dwyer, et al. (1987) suggested that potential business partners might be attracted
if they perceive the focal company to share similar values and complementary resources.
Thus, the focal company might attract some desired partners by disseminating
information about its own features. Hitt et al.(2000) show that alliance partners are
selected largely for access to resources and organizational learning opportunities Thus,
we argue that the focal company may emphasize following features to attract new
business partners: financial assets, technical capabilities, intangible assets and
a willingness to share expertise, unique competencies and local market knowledge.

In general, while success in attracting new business partners i connected to
partner selection, it is a conceptually distinct component of relationship initiation
activities. Consequently, for the purpose of our study, *partner attraction activities’ as an
aspect of networking capabilities refers here to actions implemented at the firm-level
which are oriented at building an attractive image of the focal company as a potential
relationship partner, including communicating some desirable features of the focal
company. As such, this is partly overlapping with the activities to acquire customers as
outlined by Reinartz et al. (2004, p. 303) in the context of customer relationship
management.

Based on the emerging stream of research which emphasizes the importance of
selecting and attracting new business partners as the crucial factor delivering network-
based benefits (Lavie 2007), we propose the next hypothesis:

- Hq- Relationship initiation capability is positively related to company’s innovativeness

4.2 Relationship development capability

Capabilities to develop mutually beneficial relationships were previously
discussed (Blomqvist et al., 2006), and in line with existing literature we define
relationship development capability as the set of activities implemented at the level of the
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focal company which are aimed at maintaining and strengthening relationships with
existing business partner. The literature on business partnering suggests generally that
relationship development takes place on two inter-connected but conceptually distinct
levels.

Firstly, there is the level of inter-organizational ties, which refers to all firm-level
activities established to increase mutual understanding and adjustment between
cooperating companies. These activities were studied, for example, by Johnsen et al.
(2000) in the context of managing supply networks. Relationship development
capabilities in this context refer to activities implemented by the focal company which
stimulate mnformation sharing, communication between partners and joint decision
making, risk and benefit sharing, as well as knowledge sharing. Walter et al. (2006)
defined coordination as a component very similar to such an understanding.

Secondly, prior studies suggest that inter-organizational ties need to be supported
by the development of cross-organizational social ties. These interpersonal relationships
are treated as the lifeblood of every business relationship (D. Ford et al. 2003; Gadde et
al. 2003; Gulati et al. 2000). Hutt et al. (2000, p. 51) state in this context that “many
alliances fail to meet expectations because little attention is given to nurturing the close
working relationships and interpersonal connections that unite the partnering
organizations’. As suggested by Ingram and Roberts (2000), most studies on business
relationships focus only on interorganizational network ties and do not incorporate into
their research any considerations of interpersonal relationships between companies. Ma et
al. (2009) represents an exception in studying CEO’s interpersonal network ties (personal
structural holes) in a complementary way to inter-organizational network ties. While they
conclude that network ties built on interpersonal and inter-firm level are correlated, they
nevertheless stress their distinctiveness in contribution to the development of business
relationships. They also recommended that firm should balance their efforts on
developing ties on these both levels. We therefore follow the work by Ma et al. (2009) by
investigating constructs which are also related to personal-level and inter-firm level ties
between the focal company and its business partners. Contrary to the study by Ma et al.
(2009) and following Hutt et al. (2000), we are interested not only in the CEO’s ties but
we focus on working relationships between various representatives of cooperating
companies which should be based on mutual understanding and openness. We argue that
activities directed toward building social ties with business partners will complement
activities with regard to firm-level and they both contribute to company success.

Developing relationships in terms of joint corporate activities, contractual ties and
close relations between representatives of cooperating companies was strongly supported
as source of competitive advantage in the ‘relational view of the company’ (Dyer and
Singh 1998; Dyer and Hatch 2006). From this perspective the resource synergies built by
the business partners lead to the accumulation of so-called relational rent (Dyer and Singh
1998) comprising various benefits, e.g.: knowledge sharing and learning. Thus, we
propose that:

- Hy- Relationship _development capability is positively related to company
innovativeness.

Following the comprehensive view on the value of business relationships,
including tangible and intangible benefits and sacrifices (Baxter and Matear 2004; Baxter
2009; Gronroos 1997; Walter et al. 2001), which we have already discussed, we assume
that the resource synergies acquired through relationship development may increase the
percentage of profitable relationships in relationship portfolio, thus:

- Hg- Relationship development capability is positively related to the value of the
business relationships portfolio.
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The literature suggests that the link between the relationship-related capabilities
and company outcomes i partially direct and partially mediated by the level of
development of these relationships. For example, Heimeriks and Schreiner (2002)
suggest that alliance capability influences alliance performance partially directly, but also
partially through relationship quality (such as trust and commitment). Blomqvist and
Levy (2006) generalize such findings to the portfolio of partnership relationships and
they suggested collaboration capability as the ability to manage the quality of its business
relationships. Relationship development capability, as conceptualized in our study,
comprises activities implemented by the focal company which are used to build trust and
commitment within partner relationships. Thus, we propose as the next hypothesis:

- Hy- Relationship development capability is _positively _related to business
relationship portfolio quality,

4.3. Relationship termination capability

Relationship termination issues represent an emerging stream of research
(Tahtinen and Halinen 2002; T#htinen and Halinen-Kaila 2000; Tidstrém and Ahman
2006). In our study, we focus on relationship termination capability which we define as
all activities implemented at the focal company level aimed at terminating undesired
business relationships.

There are some recent studies which ntroduce terminating relationships with

business partners as an important managerial task (Ellis 2006; Giller and Matear 2001;
Mittal et al. 2008; Reinartz et al. 2004). Giller and Matear (2001) found strong support
for their proposition that the greater the degree of experience the company has regarding
relationship termination, the better the termination will be handled and therefore the more
favourably the termination process will be perceived. However, as noticed by Ritter and
Geersbro (2010, p. 4), “...the literature is still short of an understanding of relationship
termination as a managerial issue’. There exists a lack of empirical studies on possible
activities helping to terminate relationships. Exceptions provides initial evidence for
some positive effects in terms of focal company performance due to relationship
termination activities (Reinartz et al. 2004). Such performance benefits are, for example,
increased value of the relationship portfolio (Ritter and Geersbro 2010). However, such
studies discussed and tested empirically termination activities only for customer
relationships, while our study looks at relationship termination capabilities vis-a-vis all
business relationship partners.
Following the studies by Reinartz, et al. (2004) and Ritter and Geersbro (2010), we
conceptualize relationship termination capability as a construct comprising two inter-
related elements: the company’s capability to select unfavourable business relationships,
and company’s capability to discontinue relationships with unfavourable partners.
We argue that these two constructs are closely connected and complementary. For
example, a given company may have some routines implemented at the firm level
enabling the termination of business relationships, but this company may not have
superior capabilities to sense and analyse early when relationships begin to deteriorate.
The managerial interest in terminating business relationships comes from the fact that
many relationships are problematic in behavioural terms (D. Ford and Havila 2003; Leek
et al. 2006), are or become unprofitable (Mittal et al. 2008), or become a burden for the
focal conpany for reputational reasons (Hékansson and Snehota 1998; Vilgon and Hertz
2003).

We consequently propose that:

- H,p- Relationship termination capability is positively related to the value of the
business relationships portfolio.
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Moreover, as we treat the networking capability as the dynamic capability with its
specific function of reorganizing and redeploying resources invested previously
elsewhere (Teece et al. 1997), we assume that relationship termination capability enables
reinvesting some resources involved in unprofitable relationships. These released
resources are likely to be invested in new partnerships, which are treated as crucial for
company’s innovativeness (Capaldo 2007; Dittrich and Duysters 2007; Hagedoorn 2006),
therefore:

- Hj;: Relationship termination capability is positively related company
innovativeness.

5. Nomological model and moderation effects

The different developed hypotheses linking the three capability aspects of NC
to different network-related performance constructs, and ultimately company
performance, can be summarized in a nomological model (see figure 2).

In the research domain of inter-firm relationships the level of specific investments
dedicated to cooperation with another business partner is often treated as a determinant of
partner dependence, commitment, or trust (Ganesan 1994; Morgan and Hunt 1994).
Relationship specific investments refer to the extent to which cooperating companies
carry expenditures of time, energy, or money to develop specific relationships. Such
relationship investments might take the form of personnel training or the implementation
of a particular production technology to adapt better to the requirements of a cooperating
company. Generally, we argue that the resources invested in existing relationships may
have positive or negative influences on the relationship between different elements of NC
and network-related performance, depending on the stage of the business relationships to
which the NC elements refer to.

Figure 2. The nomological model related to three components of networking capability

Relationship
initiation Company
capability innovativeness

A H,

H;

Quality of
business
relationship

Relationship
development

capability

portfolio Company
performance

Relationship Value of
termination capability business
relationship

portfolio

Empirical studies suggest that relationship-specific investments may be treated as
a direct stimulator of relationship continuation and cooperative behaviours mn exchange
relationships (Heide and John 1990; Palmatier et al. 2007) and the factor increasing the
accumulation of relational rent including benefits of various types (Dyer and Singh
1998). If a focal company has invested heavily in one or a few existing relationships, this
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may be helpful in furthering actions oriented at developing these specific relationships,
and acquiring benefits through them as partners in these relationships may make
reciprocal investments complementing the relationship-specific assets (Joshi and Stump
1999). Following IMP model of business relationship (D. Ford et al. 2003; Hakansson
1982), we assume that resources invested by the focal company in existing relationships
will complement social bonds and activity links and create the potential for development
of these relationships. Thus, we hypothesize:

- H;s,_Company'’s investments in existing relationships positively moderates the
influence of relationship development capability on the quality of business
relationship portfolio and the value of business relationship portfolio
As every company has only limited set of resources (Barney 1991; Pfeffer and

Salancik 2003) on which its survival and growth is dependent, the resources that might be
invested in business relationships are also restricted. Thus, we assume that the focal
company that is to build new business partnerships may need to release some resources
from existing relationships to reinvest them in new ones. This might be achieved through
specific features of networking capability treated here as example of dynamic capabilities
(Teece et al. 1997). Nevertheless, resources invested in existing relationships are at least
partially non-retrievable and they increase the costs of switching to an alternative partner
(Heide and John 1988; Kothandaraman and Wilson 2000; Powers and Reagan 2007), so
we assume that company’s investments in existing relationships will have the negative
influence on company’s ability to terminate existing relationships. Even if the focal
company has implemented routines to identify unprofitable relationships, the company
may delay or even entirely reject termination of the given highly invested relationship
due to the potential loss of resources. As the consequence, the company may keep too
many relationships which do not stimulate innovativeness and which are too costly to
maintain. Thus, we hypothesize:

- H;s, Company'’s investments in existing relationships negatively moderates the
influence of relationship termination capability on the company’s innovativeness
and the value of business relationship portfolio
Moreover, as resources invested i existing relationships must be, at least

partially, non-retrievable (Kothandaraman and Wilson 2000; Powers and Reagan 2007),
so the company which invested heavily in existing relationships might not have enough
resources ready to deploy in partnerships with promising prospects. Using other words,
the routines implemented to identify new partners and attract them might be not
transferred into benefits, because the company will lack resources to support new
partnerships. As strong focus on existing relationships in contrary to exploring new ones
was found as the factor limiting company’s innovativeness (Capaldo 2007; Dittrich and
Duysters 2007; Hagedoorn 2006), we hypothesize:

- H;s, Company'’s investments in existing relationships negatively moderates the
influence of relationship initation capability on the company’s innovativeness

6. Discussion and further research

The conceptualization of networking capability and the nomological model
proposed by us extends existing knowledge on network competences/capabilities,
because previous studies in this area (Ritter et al. 2002; Walter et al. 2006) did not focus
on the changeable nature of focal business network. There is a call for studies related to
dynamics of business networks (Ahuja et al. 2007), so we believe that our proposition
has “good timing” and it opens some interesting avenues of further research. As
we already discussed some measurement issues with regard to proposed research
constructs, our nomological model might be treated as empirically testable.
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We argue that extending our model by suggested moderating effects connected
with relationship-specific investments proves that our nomological model comprises all
three substances of business relationships as proposed in IMP A-R-A model (D. Ford et
al. 2003; Hakansson 1982). The two sub-components of relationship development
capability, namely inter-organizational ties and cross-organizational social ties refer to
actions implemented at the company level and are oriented at developing activity links
and social bonds with business partners. In turn, relationship-specific investments refer to
resources that were deployed to the relationship by the focal company, so they refer to
resource ties as the third element of A-R-A model.

We are aware that networking capability as conceptualized by us does not refer to
the business network itself and, in that terms, such concept may not be used in studying
temporal nature of business networks (Halinen and Tornroos 2005). This concept does
not comprise the meaning of business network, including all direct and indirect ties as
proposed by Ford et al. (2003) in their model of managing in networks and the. The
networking capability does not comprise also “business interaction” as the key concept
proposed Ford et al. (2008), if one try to understand the full nature of business networks.
One may treat these issues as important limitations of our study. However, we argue that
the networking capability concept is not contradictory to the existing theory of business
networks (D. Ford et al. 2003; D. Ford et al. 2008). The networking capability is rather
management-related construct referring to focal company attempts to copy effectively
with the business interactions and relationships that surround it, where these later are not
controllable by any single business actor. We conceptualize the networking capability as
the actions learned and implemented at the corporate level which enrich the IMP model
of managing in networks as we discussed above in the paper. Networking capability
complements network picture, networking actions and network outcomes as the
constructs important for our full understanding of the company’s existence within
business network.

Such positioning of networking capability in relation to other network-based
concepts opens the road for areas of further investigation. For example, it might be tested
how network picture influences networking capability in case of given company.
As network pictures are to be analyzed taking into consideration various aspects of view
of the given company on the network that surrounds it (S. C. Henneberg et al. 2006;
Ramos and Ford 2010), one may argue that these aspects influence the set of activities
implemented at the firm-level to mitiate, develop, maintain and terminate business
relationships. For example, it might be hypothesized that using the more dynamic
network picture increases the focal company inclination to adjust proactively to dynamic
changes which are to take place in its business network and develop these networking
capabilities which allow them for redeploying resources from existing relationships in
new promising partnerships. Specifying in details and testing this hypothesis will extend
the recent work by Corsaro et al. (2010), in which some links between network pictures
and networking activities were empirically supported. The studies on links between
network picture and networking capability seem to be the most suitable in the
entrepreneurial context (eg. company start-ups, incubators), where cognitions of the main
person in the organization (entrepreneur) drives entirelt the process of establishing
routines in the young organization.

The processes of development of such organizational routines which build up
networking capability might be also treated as the interesting avenue for further research.
One may expect that development of such routines would demand implementation of
networking —related measures nto the motivational system (including rewarding system)
used for employees i the organization. We agree with Ritter (1999), that successful
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implementation of these routines is more probable in case of companies with highly
developed and mtegrated internal communication processes and specific type of
organizational culture, where flexibility and openness are emphasized.

There are some further steps needed to legitimize the networking capability as the
research construct and additional element of managing in business networks. Following
Churchill’s (1979) recommendations for scale development, we argue that there is a need
to conduct both qualitative study and quantitative test to develop valid and reliable
measurement model of networking capability, including its all components. The expert
interviews may bring some insights with regard to micro-foundations of NC. In other
words, we may acquire some examples of activities that may be learned at the company
level to initiate, develop and, especially terminate business relationships. As the
foundation for scale development we may also adopt some items from previous studies as
discussed in above paragraphs of this paper. Next, measurement model with its structural
part should be tested through quantitative study. Eventually, the model should be cross-
validated on the basis of different data set. Following Hagedoorn (2006), we assume that
there are various levels of relational embeddedness and they influence the possibility to
implement network-based corporate strategies. Thus, the model might be validated with
regard to various industries (eg. high-tech firms versus other firms) or with regard to
countries with different level of economic development and cultural features.
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