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Abstract 
 

This study examined the influence of four dimensions of networking capability (NWC) namely internal 
communication, partner knowledge, relational skills, and coordination in SMEs performance. To attain this 
objective a cross sectional research design was used in which 291 SME owners / managers in three sectors of 
economy namely manufacturing, service and retail in Tanzania were interviewed. The results confirm positive 
influence of three dimensions of NWC (i.e. internal communication, partner knowledge and relational skills) in 
SME performance and negative influence of coordination in SME performance. These findings suggest that firms’ 
emphasis on relational skills set a context to identify appropriate partner with relevant resources and capabilities 
to complement resource needs of firms that subsequently build competitive advantage. Following debate on 
whether networking is beneficial or not this study ascertain that the benefits of networking are inclined on the 
ability of a firm to acquire and apply dimensions of NWC.  
 

Key words: Competitive advantage, coordination, relational skills, internal communication, partners knowledge. 
 
1. Introduction 
For the past decades, business communities and scholars have witnessed a continuous increase in turbulence and 
competition in the business landscape (Teece, 2007). The removal or lowering of trade barriers has enhanced 
entry of new competitors into formerly protected markets (Hitt, Ireland & Hoskisson, 2009) a situation that create 
pressure to local entrepreneurs who previously enjoyed protective policies. Tanzania as many other countries 
emerged from socialist policy, with the recent shift to open market economy suffers more since the private sector 
that was undermined during the socialist regime has not acquired enough entrepreneurial skills and experience to 
face challenges posed by rivals (Ministry of Finance and Economic Affairs, 2008; Mongula, 2004; Kristiansen, 
2004).  
 

In a competitive environment both small and large firms are confronted by a similar situation, however, the 
pressure is severe to SMEs which are resource constrained that they cannot afford all resources they need to 
withstand rivals’ pressure. The literature identify networking as an appropriate strategy for resource constrained 
firms to complement resource needs and share risk implied in businesses (Dickson & Weaver, 2011; Welter & 
Smallbone, 2011). According to Barringer, Jones and Neubaum (2005) participating in inter-firm interactions to 
complement resource needs from networking partners is a common way of firms to gain competitive advantage. 
Supporting this argument Walter, Auer, & Ritter (2006) pointed that firms choose to network with other partners 
as the cost effective strategy for data acquisition and resource sharing. This is especially important in today’s 
business environment where competition is tense, market forces are changing continuously due to free entry and 
exist of rivals in the business environment and the resource needs has grown beyond the resource base of most 
firms.  
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While the arguments in favor of networking is compelling, and most of the existing literature is premised to the 
belief that networking is beneficial (George, Wood & Khan, 2001; Hoang & Antoncic, 2003; Watson, 2007), 
there have been little empirical evidence on the association between firm performance and the business owner's 
use of networks (Havnes & Senneseth, 2001), particularly for established businesses like the ones under the study. 
For example, Aldrich and Reese (1993) were unable to find any evidence linking an entrepreneur's use of 
networks to business performance and, similarly, Cooper, Gimeo-Gasson and Woo (1994) were unable to find a 
significant relationship between the use of professional advisors and firm performance. Supporting this argument, 
Hitt et al. (2009) conclude that not all networks are successful, in fact most networks fails, among reasons for 
failure is an incompatible partners and conflicts between partners. In this view, the benefits of networking may 
not be direct as many people tend to believe.  
 

It is from this context a need arise to think beyond a mere networking if firms are to benefit from networking 
engagement. This study considers that “networking capability (NWC) may account for a firm to identify 
appropriate partners with relevant capabilities and resources to complement resource needs of the firm, coordinate 
resources for effective collaboration and use of relational skills to establish and sustain relationship that matters 
among networking partners. This study also point out that firms engaged in networking without capabilities in 
terms of relational skills to identify appropriate and relevant partners, coordinate strategic resources resulting 
from networking and sharing strategic information within firm are not likely to benefit from networking. In this 
view, networking capability might be a pre-condition for a firm to take advantage of networking relationship. 
 

Walter et al. (2006) define networking capability as the abilities to initiate, maintain and utilize firms’ relationship 
with various partners for the firm’s advantage. This implies that networking capability emphasizes on creating 
and sustaining networking relationship that allow exchange of strategic resources and capabilities for the firm’s 
advantage. Keh, Nguyen and Ng. (2007) support this argument by emphasizing that “firms which choose to 
pursue networking as a strategy must be able to develop the capabilities, structures and processes to support a 
collaborative approach”.  The literature identifies four dimensions of networking capability namely relational 
skills, internal communication, coordination and partners’ knowledge (Kale, Sing & Perlmutter, 2000) of which 
this study considers these dimensions to be appropriate to support meaningful collaborations.  
 

While it is compelling to believe that networking capability can initiate and sustain beneficial exchange, there is 
inadequate evidence to support relationship between the four dimensions of NWC and SME performance. And it 
is not clear to what extent the dimensions of NWC influence SME performance. In this case, it raises pertinent 
questions as to what is the nature of relationship between dimensions of NWC and SME performance? And 
whether the dimensions of NWC have any influence in SME performance? These questions warranted further 
studies to examine the relationship between dimensions of networking capability and SME performance and the 
influence of dimensions of NWC in SME performance. This paper contributes to the networking literature on how 
firms can benefits from networking relationship by acquiring and utilising key dimensions of networking 
capabilities.  
 

The rest of the paper is organized as follows. The next section covers the literature review and hypotheses 
development that guide this study. The second section describes the research method used to collect and analyse 
data. Followed by the presentation of results in section three that precedes the discussion of the results in section 
four. Finally, describes the contribution of the study, highlights the limitations and ends up by proposing the areas 
of further research.  
 

2. Literature Review and Development of Hypotheses 
 

2.1 Research Context 
 

Tanzania since independence in 1961 followed “Ujamaa Political Ideology” which is known as African 
socialism. Before structural adjustment in mid 1980’s the government through state owned enterprises (SOE) was 
heavily involved in doing business and the private sector was not given an opportunity to do business (Olomi, 
2009). Temu & Due (2000) shared similar views that during “ujamaa” regime there were severe suppression of 
the private sector, the government and specifically civil servants considered entrepreneurs in the private sector to 
be economic saboteurs; any element of business initiative and profit generating endeavours were labelled as 
economic saboteurs. This is a clear indication that socialist policy in Tanzania stunted entrepreneurial culture 
required for entrepreneurship development.  
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It was only after mid 1980’s when Tanzania adopted structural adjustment that led to the open market economy 
that the private sector was encouraged for the first time to participate in business and contribute to the country’s 
socio-economic development. The early restrictions of private sector to participate freely in economic activities 
had a lasting negative impact on entrepreneurial culture (Mbeki, 2005). The effect is still felt today in the sense 
that firms face severe competition in the open market economy yet cannot compete with their rivals due to little 
entrepreneurial experience and inadequate resources to strengthen their competitive abilities. This situation 
requires an appropriate strategy to build competitive strategy among entrepreneurs in SMEs so that they are able 
to contribute in the overall economic development. According to Bengesi and Le Roux (2014) among strategy 
that can give hand SMEs in Tanzania is the networking that can allow them to share risks, access markets, 
technologies and the necessary resources that are essential to build competitive advantage of firms. With the 
growing debate of whether networking is beneficial or not this study considers important to examine the relevance 
of NWC in fostering SME performance. 
 

2.2 Concept of Networking Capability 
 

Networking has long been associated with sharing resources among partners, access to market and new 
technologies that firm could not be able to access in isolation. Viewing this way may imply that the benefits of 
networking rely on several factors such as trust and confidence among networking partners to be able to share 
strategic resources. These arguments may also imply that networking benefits are inclined on capabilities of firms 
to establish relationship that matters between networking partners. According to Bengesi and Le Roux (2014) 
such a relationship can be established when a firm has a relational skills to establish and sustain beneficial 
exchange of strategic resources, ability to identify potential partners with relevant resources to complement 
resource needs and coordinate acquired resources for the firm’s advantage. In this view, it is compelling to argue 
that networking capability is essential for firms to build trust and confidence among networking partners to allow 
exchange of strategic resources that subsequently foster firms performance. 
 

The concept of networking capability was defined by Walter et al. (2006) to refer firm’s abilities to initiate, 
maintain, and utilise inter-organisational relationships with various external partners for the firm’s advantage. The 
emphasis of networking capability is on creation and sustaining relationship that is beneficial to the firm. The aim 
of such a relationship is for the firms to access and complement resource requirement, which subsequently 
enhance competitive advantage (Dickson & Weaver, 2011). In this case, firm should have relational skills to 
initiate and sustain beneficial relationship. Also a firm should have ability to coordinate resources within and 
beyond firms’ boundaries for effective utilization of resources acquired through networking and the ability to 
identify the potential partners with relevant resources to fill resource gaps of the firm (Kale et al., 2000). 
 

2.3 Dimensions of Networking Capability 
 

According to Kale et al. (2000) networking capability has four dimensions namely coordination, relational skills, 
partner knowledge, and internal communication. This study considers these dimensions are crucial for firm’s to 
attain performance. These dimensions are likely to build capabilities of firms to create and sustain beneficial 
relationship that ensure sustainable competitive advantage of the firm (Teece, 2007). Based on the fact that there 
is paucity of information on the influence of the dimensions of networking capability in SME performance this 
study intends to explore this relationship and come up with the findings which will add value in the networking 
relationship. The next section presents the conceptual framework of the dimensions of networking capability and 
SME performance. 
 

2.4 Influence of dimensions of networking capability in SME performance 
 

2.4.1 Coordination 
 

The coordination of resources and activities extend beyond firms boundaries, connecting individual firms together 
with other firms and different individuals into a network of mutually supportive interaction (Walter et al., 2006). 
The literature indicates that knowledge and other resources necessary to build firm’s competitive advantage are in 
isolation, and fragmented, unless they are well coordinated and combined in a unique combination to realise their 
potential (Barney & Arika, 2005). Barney (1991) supporting this argument pointed that the competitive advantage 
of a firm is attained when firms are able to coordinate the available resources in a way that other firms cannot 
imitate or afford. This implies that for effective utilization of resources coordination is engaged in pulling together 
resources from both sources within the firm and those shared by partners, allocate resources to the most feasible 
operations and monitor the process to ensure resources yield the most valuable return which impart competitive 
advantage of the firm.  
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In light of the above, coordination involves integration and synchronization of resources to the most feasible 
business activities to ensure effective use of resources that leads to realisation of the business objective. In this 
regards, ability to develop effective coordination is important for a firm to benefit from resource sharing and 
efficient utilization of resources obtained from networking partners. Dickson and Weaver (2011) and Ireland, Hitt, 
Camp and Sexton (2001) postulate similar view that “networks allow firms to gain access to information, 
technology, resources and learn new capabilities from networking partners”. This emphasis is particularly relevant 
to resource constrained firms if they are able to strategically coordinate the acquired resources to build 
competitive advantage that subsequently ensure performance. This argument leads to hypothesis 1: 
 

H1 Coordination has positive influence in SME performance 
2.3.2 Relational skills 
 

Good relational skills are essential to build trust and confidence to networking partners so that they are willing to 
share core competitive resources, otherwise the relationship will be fraught and ambiguous with no benefits 
among networking partners (Hitt et al., 2009; Walter et al., 2006). The relational skills are important for a firm to 
create and sustain long term relationship with mutual benefits among participating firms. Kale et al. (2000) refer 
relational skills as a social competence, which are crucial for the management of relationships because 
relationships are very often inter-personal exchange situations. It is argued that interpersonal exchange situations 
rely on trust and confidence built by partners of whom partners with good relational skills are well placed to 
impart both issues the trust and confidence to the second party.  
 

Marshall, Goebel and Moncrief (2003) argue that relational skills include such aspects “as communication skills, 
problem solving skills, interpersonal skills, conflict management skills, empathy, emotional stability, self-
reflection, sense of justice and cooperativeness”. In this view, a firm with good relational skills is likely to 
develop effective and sustainable relationship that is mutually beneficial among networking partners, which in 
turn enhance competitive advantage that leads to performance (Teece, 2007). Basically, there are two categories 
of social networks: between firms’ social networks which is important in acquisition of new knowledge and 
capabilities and within the firm social networks that involves networks between workers within the same firm. 
The later is crucial for dissemination of the strategic information acquired from outside the firm and strengthen 
knowledge base of the firm. In this view, both social networks are crucial for acquisition, exchange and utilisation 
of resources and learning new capabilities crucial for the firms’ competitive advantage necessary for firms’ 
performance (Kale, Dyer & Singh., 2002). Drawing from this argument, it is hypothesised that: 
 

H2 Relational skills have positive influence in SME performance. 
2.4.3 Partner’s knowledge 
 

Partner’s knowledge is the organized and structured information about firm’s partners (Walter et al., 2006). The 
information capitalises on the potential resources and constraints existing in each potential partner. Kale et al. 
(2000) argue that SME owners or managers with knowledge about their partners can structure appropriate 
exchange mechanism and governance structures and these firms can avoid or handle instabilities in their 
partnerships to sustain their relationship. In this case, partners knowledge avoid unnecessary dispute that may 
arise as a result of networking with incompatible partners (Hitt et al., 2009). Also partner’s knowledge allows 
firm to identify appropriate partners with relevant resources and capabilities to complement their resource and 
capability needs required by the firm to attain performance. Viewing this way, it leads to hypothesis 3. 

 

H3 Firm’s partner’s knowledge has positive influence in SME performance. 
 

2.4.4 Internal communication 
 

Internal communication is a vital part of collaborative competence (Kale et al., 2000). It encompasses 
assimilation and sharing of strategic information, resources, and agreements with all employees in the firm to 
improve the detection of synergies between partners and focus their efforts in areas which are more beneficial to 
their firm. It allows dissemination of knowledge and information acquired from outside the firm. Internal 
communication is an effective means of tacit and explicit knowledge transfer within the firm which is crucial for 
the firms’ competitive advantage. Song, Wang and Parry (2010) emphasize that regardless of market conditions, 
the competitive advantage associated with information depends on the formal processes of information acquisition 
and utilisation. In this regards, internal communication is one way of formal utilisation of strategic information 
aiming at creating firms’ competitive advantage necessary for firms’ performance. This argument leads to 
hypothesis 4: 
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H4 Firms’ internal communication has positive influence in SME performance. 

 

To test the advanced hypothesis the next section presents the methodology used to collect and analyse data. 
 

3. Methodology 
 

3.1 Research design and sampling procedure 
 

To address the advanced hypotheses, a survey method was used to collect data from SMEs in three industries 
namely manufacturing, services and retail in three administrative regions of Tanzania namely Morogoro, Dar es 
slaam and Iringa. The cross sectional research design and stratified probability random sampling were used to 
collect data at one point in time (Wilson, 2010) of which the firm size and type of industries formed basis for 
stratification. According to Zikmud (2007) stratified probability random sampling increases the sampling 
efficiency and flexibility of data to run different analytical techniques in each stratum hence a reason for the 
choice. 
  

3.2 Sample size 
 

A total of 360 SMEs owners / managers were interviewed during the survey after reviewing the completeness and 
eligibility of the questionnaires, 291 questionnaires were found useful with a response rate of about 80.8% which 
is considered adequate to proceed with the data analysis. The sample size was considered adequate after 
subjecting data in the Kaiser-Meyer-Olkin (KMO) measures of sampling adequacy and consideration of the type 
of model to be used for data analysis (i.e. factor analysis and regression analysis), and the homogeneity of sample 
due to stratification.  
 

3.3 Measurements 
 

3.3.1 Networking capability 
 

This study adopted four measures of networking capability developed by Walter et al. (2006), which were derived 
from Keller and Holland (1975) and Mohr and Spekman (1994) namely coordination activities and resources, 
relational skills, partners knowledge, and internal communication. The coordination of activities and resources 
used six measurement items, which assessed synchronization, planning and controlling business activities and 
resources within and beyond firm’s boundaries. The relational skills used four measurement items to assess the 
degree in which networking partners are able to strengthen close ties. Partners’ knowledge used four measurement 
items to capture the information which explain the level of understanding of a networking partner for the 
potentials and constraints of the second partner. Internal communication applied five item measures that shows 
how the acquire information is shared within the firm. The owners / managers were asked to rate based on the 
extent of their agreement on their firm’s compliance with a set of advanced statements based on the measurement 
items. Although the original study used seven point Likert scale, this study used five point Likert scale ranging 
from 1 = strongly disagree to 5 = strongly agree.   
 

3.3.2 Performance 
 

Previous research suggests that performance is a multidimensional in nature and it is therefore advantageous to 
integrate different dimensions of performance in empirical studies (Walter et al., 2006; Wolf & Pett, 2006). To 
capture SME performance this study used profit, Return on Asset (ROA) and Return on Investment (ROI). Due to 
reluctance of SMEs owners / managers to give financial information, indirect questions (i.e. average total sales, 
average total cost, average asset value, and average investment cost) were asked such that the provided 
information were used as inputs to compute the performance measures such as profit, ROA and ROI as presented 
in equation 1, 2 and 3, respectively. 
 

 

 

 
3.4 Data analysis 
 

The factor analysis was used for data reduction in which the extracted factors were used for Pearson correlation 
and multiple regressions. Prior to multiple regressions, data were tested for compliance of the assumptions (Field, 
2009).  
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While Pearson correlation examined the relationship among variables, the multiple regressions examined the 
influence of dimensions of NWC in SME performance (Equation 4) and finally identified the best predictor of 
performance. 

 

…………………………………………..(4) 
 

Where: 
Yi = SME Performance 
βo = intercept 
β1…. β4 = Coefficient 
X1 = Coordination, X2 = Relational skills,  
X3 = Partners knowledge, X4 = internal communication 
Ei = Error term 
 

4. Results 
 

Prior to factor analysis data were examined if they comply for factor analysis. Table 1 presents findings on Kaiser 
Meyer Olkin (KMO) and Bartlett’s test of sphericity to examine sampling adequacy and suitability of factor 
analysis 

 

     Table 1: Kaiser-Meyer-Olkin Measures of Sampling Adequacy and Bartlet’s Test 
 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .874 
Bartlett's Test of Sphericity Approx. Chi-Square 2.795E3 

Df 136 
Sig. 0.000 

 

     Table 2: Total Variance Explained by Extracted Factors   

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadingsa 

Total 
% of 

Variance 
Cumulative 

% Total 
% of 

Variance 
Cumulativ

e % Total 
1 6.311 37.123 37.123 6.311 37.123 37.123 4.419 
2 2.417 14.221 51.344 2.417 14.221 51.344 3.568 
3 1.751 10.299 61.643 1.751 10.299 61.643 4.205 
4 1.153 6.780 68.423 1.153 6.780 68.423 3.948 
5 0.850 5.000 73.423     
6 0.792 4.660 78.083     
7 0.738 4.344 82.427     
8 0.490 2.881 85.308     
9 0.418 2.457 87.765     

10 0.365 2.145 89.910     
11 0.323 1.902 91.812     
12 0.282 1.659 93.471     
13 0.275 1.619 95.090     
14 0.239 1.405 96.495     
15 0.221 1.302 97.797     
16 0.210 1.235 99.032     
17 0.164 .968 100.000     

Extraction Method: Principal Component 
Analysis. 

    

a. When components are correlated, sums of squared loadings cannot be added to obtain a total variance. 
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The KMO measure of 0.874 represents a high sampling adequacy for factor analysis (Kaiser, 1974). The 
significant Batletts test at p < 0.01 suggests existence of correlations between test variables which support 
suitability of data for factor analysis (Field, 2009). 
 

Compliance of data for factor analysis allowed to proceeds with the further analysis. This data used principal 
component analysis which is the commonly used approach in exploratory factor analysis (Pallant, 2011). Table 2 
presents eigenvalue associated with each factor before extraction, after extraction and after rotation. 
 

Before extraction the factor analysis identified 17 linear components within the data set. All factors with 
eigenvalue of 1.0 and above were extracted (Kaiser, 1970) of which the solution retained four (4) factors which 
explained 68.423% of variance. According to Pallant (2011) the eigenvalues with each factor represent the 
amount of total variance explained by that particular linear component. With the assumption that the extracted 
factors are related the oblique rotation was used to optimize the effect of the factor structure and equalize the 
importance of each factor. Before extraction, Table 2 shows that factor 1 explained relatively more variance 
(37.12%) compared to 14.22%, 10.30% and 6.78% of variance for factor two, three, and four, respectively. 
 

The paten and structure matrices for exploratory factor analysis after oblique rotation are presented in Table 3 and 
4, respectively. Field and Miles (2010) emphasize presenting both matrices in case of oblique rotations to be able 
to compare the factor structure and confirm if there is any correlation among factors. 

 

 Table 3: Pattern Matrix for Exploratory Factor Analysis After Oblique Rotation 
 

 Components 
1 2 3 4 

Firm matches the use of resources (e.g. personnel, finances) to the partners relationship 0.814    
Firm analyses what it would like and desire to achieve with which partner 0.801    
Firm discusses regularly with partners how to support each other for their success 0.794    
Firm judges in advance possible partners to talk to about building up relationships 0.759    
Firm holds regular meetings for every department / all workers to assess business 
progress   0.877   

Firm holds regular meetings for every department or workers to develop business plan  0.847   
Firms' business information is often communicated across departments / all workers  0.746   
Firm's managers and employees do give intensive feedback to each other  0.678   
Firm informs staff members of partners' goals, potential and strategies  0.475   
Firm can deal flexibly with partners   0.896  
Firm has the ability to build good personal relationship with business partners   0.890  
Firm solves problems constructively with partners   0.888  
Firm can put itself in partners' position   0.876  
Firm knows partners' potential and strategies    0.814 
Firm knows partners' markets    0.799 
Frim deliberately studies partners strength and weaknesses    0.710 
Firm knows in which ways competitors attract customers     0.622 
Extraction Method: Principal Component Analysis.  
Rotation Method: Oblimin with Kaiser Normalization. 

 

a. Rotation converged in 7 iterations.   
Note. Factor load scores below 0.4 are not shown 
 

The findings in paten and structure matrices presented in Table 3 and 4 shows a similar paten of factor loadings. 
The double loadings recorded in Table 4 confirm existence of correlations among factors. The correlations among 
factors support the use of oblique rotation that assumes relationship among extracted factors (Field, 2009). 
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Table 4: Structure Matrix for Exploratory Factor Analysis After Oblique Rotation 
Variables Component 

1 2 3 4 
Firm analyses what it would like and desire to achieve with which partner 0.870   .477 
Firm matches the use of resources (e.g. personnel, finances) to the partners relationship 0.848    
Firm judges in advance possible partners to talk to about building up relationships 0.838   .449 
Firm discusses regularly with partners how to support each other for their success 0.816    
Firm holds regular meetings for every department or workers to develop business plan  0.855   
Firm holds regular meetings for every department / all workers to assess business progress  0.853   
Firms' business information is often communicated across departments / all workers  0.771   
Firm's managers and employees do give intensive feedback to each other  0.689   
Firm informs staff members of partners' goals, potential and strategies  0.488   
Firm can deal flexibly with partners   0.906  
Firm solves problems constructively with partners   0.904  
Firm has the ability to build good personal relationship with business partners   0.891  
Firm can put itself in partners' position   0.890  
Firm knows partners' potential and strategies 0.457   0.851 
Firm knows partners' markets 0.478   0.849 
Frim deliberately studies partners strength and weaknesses 0.576   0.830 
Firm knows in which ways competitors attract customers    0.624 
Extraction Method: Principal Component Analysis. 
Rotation Method: Oblimin with Kaiser Normalization. 

 

    Note. Factor load scores below 0.4 are not shown 
 

The relationship among extracted factors was performed using Pearson correlation. Preliminary analysis were 
performed to taste compliance of the assumptions of which SME performance measures namely profit growth and 
return on asset (ROA) were natural log transformed to ensure no violation of assumptions of normality, linearity 
and homoscedasticity. Table 5 summarises the correlation matrix of test variables. 
 

       Table 5: Correlation Matrix for Extracted Factors and SME Performance 
 

 Components 
Components 1 2 3 4 5 6 7 8 9 
Type of industry          
Firm size -0.412**         
Level of education -0.343** 0.410**        
Coordination 0.035 -0.064 -0.179*       
Internal communication -0.106 0.047 0.257** -0.332**      
Relational skills -0.038 0.086 0.220** -0.331** 0.192**     
Partners knowledge -0.046 0.092 0.252** -0.417** 0.265** 0.372**    
SME Performance -0.045 -0.167** 0.338** -0.346** 0.297** 0.190** 0.390**   
LnProfit -0.178** 0.140* 0.482** -0.477** 0.371** 0.341** 0.485** 0.881**  
LnROA 0.023 -0.272** 0.258** -0.296** 0.256** 0.121* 0.329** 0.963** 0.765*

* 
      ** Correlation is significant at the 0.01 level (2 – tailed). 
      *   Correlation is significant at the 0.05 level (2- tailed). 
 

The SME performance recoded strong positive correlation with LnProfit (r = 0.881**) and LnROA (r = 0.963**). 
Consistently, the correlation between LnProfit and LnROA is (r = 0.765). Pallant (2011) suggest that correlation 
above 0.7 indicates possibility of multicolinearity.  In this regard, this study decided to use SME performance as 
an overall performance measure and a decision criterion when testing hypotheses.  
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Further investigation shows that SME performance recorded significant positive correlation with the internal 
communication (r = 0.297**), relational skills (r = 0.190**) and partners knowledge (r = 0.390**), while 
recording significant negative correlation with coordination (r = - 0.346**). Examining the relationship among 
dimensions of networking capability shows that coordination recorded negative correlation with internal 
communication (r = - 0.332**), relational skills (r = – 0.331**) and partners knowledge (r = - 0.417**). The 
partners knowledge consistently recorded positive correlation with relational skills (r = 0.372**) and internal 
communication (r = 0.265**). 
 

The influence of between dimensions of networking capability in SME performance was examined to address 
hypotheses 1 to 4, the results are summarized in Table 6. Field (2009) suggest that the relationship and influence 
among variable of interest can be represented by the beta value (β) in the regression model. In this case the 
multiple regression models were used to examine the influence of dimensions of networking capability namely 
coordination, internal communication, relational skills and partners knowledge in SME performance. 
 

Table 6: Parameter Estimates (β) and Model Parameters for Dimensions of Networking Capability 
 

 Model 
1 2 3 4 

Dimensions of networking capability     
     Relational skills 0.341** 0.278** 0.183** 0.075ns 
     Internal communication  0.315** 0.228** 0.162** 
     Coordination   - 0.348** - 0.211** 
     Partners knowledge    0.466** 
Model Parameters     
     R2 0.116 0.212 0.313 0.478 
     Adjusted R2 0.113 0.206 0.306 0.470 
     F – ratio 36.898 33.751 41.112 87.403 
     R2 Change 0.116 0.095 0.102 0.165 
     F – Change 36.898 33.751 41.112 87.403 
     Sig. F – Change 0.000 0.000 0.000 0.000 

 

Model 1:  Predictors: Relational skills 
Model 2:  Predictors: Relational skills, Internal communication 
Model 3:  Predictors: Relational skills, Internal communication, Coordination 
Model 4:  Predictors: Relational skills, Internal communication, Coordination, Partners’ knowledge 
Dependent Variable: SME Performance 
*p<0.05, **p<0.01. 
 

The results in Table 6 model 3 show that coordination recorded significant negative influence in SME 
performance (β = - 0.348**) failing to support hypothesis 1, which state that coordination has positive influence 
in SME performance. The relational skills in model 1 recorded significant positive influence in SME performance 
(β = 0.341**). Consistently, partners knowledge and internal communication recorded significant positive 
influence in SME performance  (β = 0.466**) in model 4 and (β = 0.315**) in model 2, respectively. The general 
observation from these findings, it is clear that except coordination that recorded negative influence in SME 
performance the other dimensions of networking capability have positive influence in SME performance.  
 

Examining the amount of variance explained in SME performance by the dimensions of NWC When only 
relational skills is considered in model 1 the results presented in Table 6 shows that relational skills account for R2 
= 0.116, β = 0.341, p<0.01 (11.6%) of variance in SME performance. To examine the subsequent variables 
entered in subsequent models this study examined the R2 change and the F change to ascertain if the amount of 
variance explained by corresponding variable is significant or not. Examining the R2 change after controlling the 
effect of relational skills, internal communication accounted for R2 = 0.095, F = 33.751, β = 0.315, p<0.01 (9.5%) 
of variance in SME performance. Consistently, the subsequent models (3 & 4) shows that the R2 change for 
coordination and partner’s knowledge were R2 = 0.102, F = 41.112, β = - 0.348, p<0.01 (10.2%) and R2 = 0.165, 
F = 87.403, β = 0.466, p<0.01 (16.5%), respectively. The recorded significant R2 change and F change for all 
models this suggest that each dimension of NWC accounted for a significant amount of variance in SME 
performance. With the highest beta value (β = 0.466, p < 0.01) recorded by partners knowledge. 
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5. Discussion of Findings 
 

This paper examined the influence of NWC in SME performance. The results confirmed significant positive 
influence of three dimensions of NWC namely relational skills, internal communication, and partners’ knowledge 
in SME performance at the same time one dimension of NWC the coordination recorded negative influence in 
SME performance. The positive influence of dimensions of NWC in SME performance suggests that firms with 
partners’ knowledge are likely to identify potential networking partners with relevant resources and capabilities to 
bridge resource gaps of the firm’s needs. The positive correlation between partners’ knowledge and relational 
skills (r = 0.328**), and internal communication (r = 0.205**) suggest that the more firms are good at relational 
skills and internal communication are likely to practice patience, empathy and trust to the networking partners and 
set a context to share strategic information and resources that build firm’s competitive advantage. The patience 
and empathy give firm an opportunity to learn and understand partners’ strength and weaknesses, and trust build 
confidence to the networking partners who’s subsequently become willing to share strategic resources for the 
firm’s advantage.  
 

The recorded positive influence of internal communication in SME performance suggest that sharing of strategic 
information and resources within the firm instil learning new capabilities among workers that subsequently foster 
long and short term performance. This may suggest that for SMEs to benefits from networking may need to 
emphasize on sharing of strategic information and other resources acquired from outside and within the firms’ 
boundaries. This approach might be appropriate, especially in context like Tanzania with low entrepreneurial 
experience of which internal communication may act as a capacity building mechanism. The positive correlation 
between internal communication and relation skills (r = 0.159**) implies that the more firms are good at 
relational skills are more likely to create an enabling environment to share strategic resources and information 
within the firms and subsequently enhance firm’s performance. This could be attributed to the fact that relational 
skills create a binding relationship with trust and confidence among networking partners that is essential to allow 
beneficial exchange to take place. Kale et al. (2002) supporting this argument pointed that trust facilitates high 
degree of learning and information exchange between networking partners. In this view, absence of trust can 
seriously impact the exchange of strategic resources and capabilities among networking partners and this can be 
created by the firm with good relational skills.  
 

The observed negative influence of coordination in SME performance (β= - 0.213**) suggest that the more 
emphasis firm put on coordination the lower the performance it realises. This observation is contrary from what 
was expected (i.e. positive influence of coordination in SME performance). What is clear is that coordination is a 
boundary spanning activity that involves identification of resources within and outside firms’ boundaries and 
allocating resources to the most feasible business operations to ensure effective use of resources. However, 
drawing from dynamic capability views these findings may suggest that in the open market economy where 
events are changing rapidly due to free entry and exit of rivals in the business environment; the coordination may 
requires more resources to keep up with the speed of environmental change. Since coordination itself is resource 
consuming activity, it is likely to drain profit generated by the firm especially if the firm adopted competitive 
aggressive strategies like massive price cuts which may jeopardise firms’ profit. However, this study proposes 
further research to examine dynamics of coordination in different context to confirm this observation.  
 

The positive influence of relational skills recorded in SME performance implies that relational skills are crucial in 
developing long term relationship among networking partners that leads to performance. Relational skills are built 
on patience, empathy, trustworthy, reliability and influence on other partners. The patience is valuable when 
dealing with the complex and sensitive relationship to smoothening out differences and mediating disputes if any 
among networking partners before exchange takes place. This may require empathy for a firm to position itself in 
partners’ position and being reliable for a firm to build trust and confidence among networking partners that allow 
exchange of strategic resources. But of all factors the ability of a firm to influence or persuade others is a valuable 
skill necessary in networking relationship that may add value to build relationship that matters among partners. 
This may suggest that for the firm to be able to gain strategic resources through exchange with networking 
partners they need to acquire and apply relational skills to create confidence and trust among networking partners.  
 

6. Conclusion 
 

This paper examined the influence of dimensions of NWC in SME performance and the findings indicated that 
NWC is a firm’s competence building construct that strategically identify resource needs of the firm, use 
relational skills to build relationship that matters among networking partners.  
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The relationship that matter relies on the type of partners engaged in the relationship and the relevance of 
resources owned to complement resource needs of the second party. In this view, firm uses partners’ knowledge 
to identify potential partners with relevant resources and capabilities to complement resources and capability 
needs for the own advantage. The findings further revealed that the relational skills being another dimension of 
NWC set a context for internal communication through which assimilation and sharing of strategic resources 
within the firm takes place to build firm’s competitive advantage. In view of the current debate on whether 
networking is beneficial or not this study ascertain that benefits of networking is realised among networking 
partners if they have acquired and applied relational skills, partners knowledge, and internal communication to 
create an enabling environment that allow exchange of strategic resources. 
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