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Abstract

The level of success enjoyed by an organisation is dependent on its competitive advantage
over the competitors. A firm’s competitive advantage is positively correlated to its level of
knowledge on existing market conditions, and ability to adapt and exploit the prevailing
market conditions. However, discourse in existing literature on ways through which small
and medium enterprises (SMEs), often constrained by lack of resources, can acquire requisite
knowledge needed to build competitive advantage and for continued existence are minimal.
This paper discusses how SMEs could enhance their skills and competitiveness by leveraging
on the resources and knowledge inherent in networks and partnership arrangements.
Specifically, it explains how these arrangements could be utilized to develop knowledge
resources and capabilities. This work is theoretical in nature and relies heavily on the review
of pertinent existing literature on knowledge acquisition, competitive advantage, networks,
partnerships, and performance. Organisations, especially SMEs, the paper argues, can
acquire and develop knowledge resources and capabilities via networks and partnerships.
The acquired knowledge and capabilities can then be leveraged to create competitive
advantage for the enterprises.

Keywords: competitive advantage, small and medium enterprises, knowledge sharing,
knowledge acquisition, learning, partnerships, networking

INTRODUCTION

The increase in the number of organisations offering similar goods and services to consumers
has increased the level of competition among organisations. The intensity of competition
notwithstanding, an organisation can still enjoy a level of advantage over its competitors.
This advantage, also known as competitive advantage, makes the generation of greater
sales/margins, as well as the retention and attraction of more customers than one’s
competitors possible. Traditionally, competitive advantage emanates from sources such as
cost structure, quality of products or services, innovation, convenience, distribution network,
as well level of customer support. Competitive advantage, in its simplest form, is the
advantage that an organisation enjoys over its competitors. Such an advantage is created by
offering consumers greater value for money, either in the form of reduced prices or in the
provision of services and products that may justify higher prices. The works of authors such
as Porter (1998) suggest that sustainable competitive advantage can be attained either by
offering the same services as one’s competitors but at a lower cost (cost leadership approach),
offering superior services to customers, but at the same price offered by competitors
(differentiation approach), or concentrating on a market niche (focus approach).

! Dr. Ikechukwu Diugwu’s research interest is in the area of performance improvement strategy in
organisations, especially small and medium sized enterprises (SMEs)
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Although a previously held view was that tangible or physical economic assets of an
organisation were the major sources of sustainability and profitability, a gradual but steady
change in perception of a firm’s real source of sustainability, profitability and competitive
advantage has been taking place. It is believed that sustainability and profitability of a firm is
dependent on the degree of its competitive advantage over its competitors; the more
sustainable a competitive advantage is, the harder it is to be neutralised. Thus, competitive
advantage can emanate from intangible sources that ensure adequate utilisation of the
knowledge or intellectual capital of an organisation. There have been comparisons of the
contribution of tangible and intangible resources to the competiveness of organisations. For
instance, it is argued that because intangible resources allow firms to add value to inward
factors of production, competitive advantage would most probably emanate from intangible
resources (such as knowledge) than from tangible resources (Hitt, Ireland, Camp, and Sexton,
2001). It would be recalled that a resource in management sciences, is a scarce, non-
substitutable, hard to copy, non-tradable, durable, advantageously rent-generating asset that
leads to superior performance (Teece, Pisano, and Shuen, 1997).

While the above suggestions seem plausible, there are views that the competitive
advantage held by any firm will invariably be duplicated by competitors; and many forms of
competitive advantage may not be sustained indefinitely (Shepherd, 1970). D’Aveni (1994)
also alluded to this in his hypercompetitive model. Therefore, according to Wessels (2000), a
sustainable competitive advantage is only created by a firm when its value-creating processes
and position have neither been replicated nor copied by other firms. Although it is doubtful if
there would ever be a process that can neither be replicated nor copied, or a position that can
neither be equalled nor surpassed, it is possible that through a continuous learning culture or
habit, new knowledge and skills on how existing processes and practices can be improved
upon are acquired. This ensures that the position as a market leader is maintained. This
view is predicated on the notion that inherent knowledge is often harnessed and transformed
into processes and activities that become norms, often peculiar to each organisation and
representing the source(s) of its core competencies and capabilities. According to Autio,
Sapienza, and Almeida (2000), the process through which knowledge is acquired and
transferred varies from organisation to organisation. This variation is what makes knowledge
a valuable, poorly inimitable and non-substitutable resource (Barney, 1991), that is capable of
ensuring a sustainable competitive advantage (Prahalad and Hamel, 1990). The above
notwithstanding, knowledge is not self-creating; it is acquired through a process of dedicated
learning.

While the contents of this paper could be applied to any firm irrespective of size, this
paper focuses on small and medium enterprises, because of certain size-peculiar difficulties
that they experience. As an example, DeCarolis and Deeds (1999) as well as Hurley and Hult
(1998) observe that there is a relationship between new knowledge creation and firm size, in
that large firms have more resources to spend on Research and Development (R&D) than
small firms do. Again, there are pointers that the ability to apply knowledge is also affected
by the size of a firm. For instance, large firms are not only more likely to engage in
expenditures that are associated with strategic and operational changes, but can also boast of
having the calibre of human resources to understand, implement, and manage such changes
(Finch, 1986; Gargeya and Thompson, 1994).

SMEs and Competitive Advantage

The diverse nature of SMEs is such that there no officially recognised single definition of
what constitutes an SME. This disparity in definition and its attendant problem was noted in
earlier studies (Walters, 2002).  Although it may be appropriate to define size by the
numbers of full-time employees or their equivalent in some sectors, it would be more
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appropriate to use turnover in others (Bolton, 1971). Subsequently, while some classify
enterprises based on the number of its employees, Walters (2001) observes that the use of
size or “number of employees” as a criterion for definition has been criticised because of the
discrepancy in the generally accepted upper limit figures, which not only differ from country
to country, but also from sector to sector. In the United Kingdom, a company (or group)
qualifies as an SME if it meets two out of three criteria relating to turnover, balance sheet
total or number of employees in its first financial year, or in the case of a subsequent year, in
that year and the preceding year. The European Union describes an SME as a firm with fewer
than 250 employees and which has either a turnover of less than €50m or a balance sheet total
of less than €43m (European Union, 2003). In the USA on the other hand, an organisation is
an SME if it is an independent business with less than 500 employees (SBA, 2002). In view
of this discrepancy, the paper adopts the UK definition of an SME.

These discrepancies in definition notwithstanding, there is unanimity in acceptance
and recognition of the vital role played by the SME sector in shaping the economy of nations
through the provision of new ideas, products and services and, most significantly jobs
(Ghobadian and Gallear, 1996; Iwasaki, 2000). With specific reference to Africa, Albaladejo
(2001) notes that more than ninety percent (90%) of all registered business are SME:s.
Furthermore, between 16% and 33% of the working age population in most African countries
work in micro and small enterprises (Albaladejo, 2001; McPherson, 2000). As could be seen
from Table 1 (distribution of the estimated 4 million businesses, 21.7 million private sector
employees, and a combined annual turnover of £2,200 billion in the UK), below, this trend is
not peculiar to Africa.

TABLE 1
Statistics of Private Sector Businesses in the UK, at the start of 2003
Enterprise Size Percentage Contribution
Enterprises Employment  Turnover
Small (0-49 employees) 99.2 46.2 38.3
Medium (50-249 employees) 0.60 12.0 14.0
Large (> 250 employees) 0.20 41.8 47.6

(Source: DTI Small Business Service, 2004)

A similar impact to the above is noticeable in the rest of the European Economic Area
where there are in excess of 20 million SMEs, accounting for around 99% of all EU
enterprises, and employing more than 80 million people (The Europa, 2002). The SME
sector 1s a major source of wealth creation and innovation, accounting for about 60% of the
EU’s Gross Domestic Product (Arias-Aranda, Minguela-Rata, and Rodriguez-Duarte, 2001).
Furthermore, SMEs, being suppliers of goods and services to larger organisations, remain the
lifeblood of the economy, and herald broader economic development. Thus, it is probable
that some countries would not reach their full socio-economic development potential if they
ignore the SME sector (Ariyo, 2000). Furthermore, SMEs are important agents of
development throughout the world, and the promotion of a country’s SME sector is critical
for achieving sustainable growth because of the crucial role it plays in maintaining high
employment and income generation (UNCTAD, 2005).

The fundamental changes in the organisation of global production, rapid advances in
information and communication technologies (ICTs), as well as the emergence of multilateral
agreements brought about by globalization have significantly changed the international
environment. Although new opportunities have opened up because of this, new problems and
threats that pose new challenges for policy makers in developing countries have also been
created. Apart from policy issues, SMEs also face a number of intrinsic size difficulties (such
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as scale economies, inability to access finance, information, technology and markets and
difficulty in obtaining inputs on favoured terms) that limit their competitiveness in the global
market. Given the impact of these difficulties, there have been increased calls for specific
interventions (policies, programmes and appropriate institutional frameworks) aimed at
assisting SMEs overcome these difficulties that are often predicated on market failures that
prevent small enterprises from building capabilities. These calls are not out of place as it has
been observed that in order to attain competitiveness, both large and small firms in
developing countries must build and continuously enhance endogenous capabilities that can
add value to existing activities, facilitate introduction of new products and start new services
capable of competing in the global economy (Chudnovsky, 2001).

The United Nations Conference on Trade and Development (UNCTAD), through its
Bangkok Plan of Action, UNCTAD X, recognises the importance of stimulating the
development of SMEs and assisting domestic SMEs meet international standards. The
UNCTAD X proposes the strengthening of domestic SMES as means through which
developing countries could improve their competitiveness in the global markets. Competitive
advantage, notes OTF Group (2005), can be assured by provision of products and services
created by highly skilled people. However, in order to attain this level of competitiveness,
organisations must rely less on competition based on comparative advantage and concentrate
more on activities (e.g. capacity to compete on cost, quality, delivery, and flexibility) that
ensure competitive advantage (UNCTAD, 2005). The availability of a highly skilled
workforce that can bring about competition based on cost, quality, delivery and flexibility is
made possible through learning and knowledge acquisition. Subsequently, while the above
sections have presented overviews of competitive advantage, the SME sector, and a
justification for improved competitiveness of the SME sector, the following section shall
present viewpoints on the process of learning and knowledge acquisition.

LEARNING AND KNOWLEDGE IN PERSPECTIVE

The term learning according to Harberberg and Rieple (2001) is the process of developing
and enhancing routines over time. An intensive activity increases both the ability and
enthusiasm of individuals as well as groups to gain and productively apply new knowledge
and skills towards growth and successful adaptation to changes and challenges. Thus,
learning can be summarised as a lasting practice that enhances the ability to be smart,
increase problem solving abilities as well as the capacity to anticipate and adapt to unfolding
situations. This was put more succinctly by Terra and Angeloni (2003) who observe that
learning enhances knowledge (which is often regarded as an invisible, intangible and difficult
to imitate asset). These are in line with the view that learning enhances the capacity to take
action (Kim, 1993), and the generation and effective utilisation of knowledge are the keys
that enable organisations to change and expand their boundaries (Barney, 1999).

In spite of the fact that the divide between knowledge and learning is so thin, there are
still slight differences between these two terms (Terra and Angeloni, 2003). For instance,
Keating, Robinson and Clemson (1999) note that while knowledge encompasses what we
know and what we can do; an indication of a state and, therefore, potential for action and
decision, learning, on the other hand, describes the change in a given knowledge state.
Furthermore, learning is a key to surviving the challenges of change (Clark, 1991;
Cunningham, 1994; Heywood, 1989); and for an effective change to take place, organisations
and individuals must first learn (Argyris, 1993; Fiol and Lyles, 1985; Srivastva, Bilmoria,
Cooperrider and Fry, 1995).

The desire for a better understanding of the sources of a firm’s success, as well as the role
played by competitive advantage in a firm’s rate of growth and level of success has prompted
various studies on those unique and value-adding characteristics that are capable of being
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transferred between firms and sectors (Coplin, 2002; Peteraf, 1993; Porter, 1985). This,
observes Njuguna (2009), led to the development of resource-based and knowledge-based
theories that examine the relationship that exist among core resources, capabilities,
sustainable competitive advantage and above average performance. A generally accepted
view is that learning plays a central role in the success or otherwise of individuals and
organisations. Subsequently, the observation credited variously to Senge (1990) and Jorma
Ollila (see Harung and Gustavsson, 1994) respectively, that perhaps the only source of
sustainable competitive advantage available to an organisation is the rate at which it learns,
has pushed many an organisation into adopting continuous learning (Goh, 2003) as survival
strategies.

Knowledge as a concept has been at the centre of scholarly discourses for a very long
time now (Grant, 1996). Knowledge, defined as a fluid mix of framed experience, values,
contextual information, and expert insight that provides a structure for evaluating and
incorporating new experiences and information, often becomes embedded, not only in
documents or repositories, but also in organisational routines, processes, practices, and norms
(Davenport and Prusak, 1998). This view, according to Terra and Angeloni (2003), suggests
that knowledge not only dwells in the mind of an individual, but also describes the combined
effect of human experience as well as reflection based on a set of individual and collective
beliefs.

Knowledge exists in different forms that need to be fully understood. Nickols (2000)
distinguishes between knowledge that is reflected in a person’s state as well as in that
person’s capacity for action, and knowledge that has been articulated and frequently
recorded. This distinction is shown in Figure 1 below.

FIGURE 1
The distinction among explicit, implicit and tacit knowledge

[ KNOWLEDGE ]

Can it be
articulated?

Has it been

articulated? NO

YES > IMPLICIT

YES NO
\ ‘
EXPLICIT TACIT

(Source: adapted from Nickols, 2000)

This reflects Polanyi’s (1967) distinction between tacit and explicit knowledge. A
tacit knowledge is knowledge that cannot be adequately expressed/articulated (Nickols,
2000), because it is often rooted in individual experiences, and involves personal beliefs,
perspectives and values (Polanyi, 1967). This form of knowledge, therefore, consists of a
range of conceptual and sensory information and images that can be brought to bear in an
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attempt to make sense out of something (Hodgkin, 1991). Implicit Knowledge, on the other
hand, is knowledge, which though can be articulated is yet to be articulated and can only be
implied by, or inferred from observable behaviour or performance (Nickols, 2000).
Knowledge becomes explicit if it has been articulated and (in most cases) captured in the
form or texts, tables, diagrams, product specifications, documented best practices, formalised
standards, etc. Thus, explicit knowledge is formal and systematic knowledge (Nonaka,
1991), which is dependent on norms, attitudes, flow of information, and ways of making
decisions that shape how people deal with one another.

While scholars such as Grover and Davenport (2001) have argued that tacit and not
explicit knowledge determines a firm’s competitive advantage, others observe that both tacit
and explicit forms of knowledge are not dichotomous states of knowledge, but are rather
reciprocally dependent and reinforcing qualities of knowledge (Alavi and Leidner, 2001).
This argument seems to reinforce an earlier view by Polanyi (1967) that the structure
necessary to develop and interpret explicit knowledge is built around the tacit form of
knowledge. These views notwithstanding, it is not out of place to argue that explicit
knowledge contributes more to performance improvement (sustained competitive advantage)
in organisations than tacit knowledge. This is because knowledge can only bring about an
improvement in performance if it has been captured, organised, disseminated, and used
appropriately (Wagner, 2003). This view is further reinforced by D’Aveni’s 7Ss framework
which not only describes how competition could be disrupted, but also provides a useful
model for an effective evaluation and assessment of competitors’ strengths and weaknesses,
thus helping an organisation to remain competitive in a hypercompetitive market (D’Aveni,
1994).

It follows from the above that learning and knowledge are major means of responding
to the uncertainties of the business environment (Antonacopoulou, 1999) such that the
attainment and sustenance of a competitive edge over competitors are affected by the
possession and effective utilisation of requisite knowledge. The contribution of learning and
knowledge towards the survival of organisations is more pronounced in sectors and
environments where competition is innovation-driven and work tends to be varied (Terra and
Angeloni, 2003). This assertion is supported by the result of the Third Community
Innovation (CIS3) survey carried out in France between 1998 and 2000 which shows that
23% of industrial companies (made up of 35% of innovating companies and 13% non-
innovating companies) forged partnerships or alliances for knowledge acquisition (Sessi,
2002).

Linking Knowledge to Competitive Advantage

The survival and attainment of sustainable competitive advantage by an organisation is
dependent on the recognition of knowledge as a strategic resource that ought to be created
and harnessed effectively. Furthermore, Aaker (1989) observes that the acquisition and
preservation of superior performance that leads to competitive advantage is known to be
dependent on the level of available resources and capabilities. This situation is further
dependant on inherent knowledge because knowledge resources and capabilities that have
been acquired or developed through various learning processes broaden an understanding of
the peculiarities of any business environment. In so doing, the ability of individuals and
organisations to respond to different circumstances improved (Sinkula, 1994), and its
competitive position over their competitors sustained (Spender and Grant, 1996). The ability
to continuously acquire, assimilate, disseminate, and use knowledge is a determinant to
success as it leads to waste minimisation, innovation of products, better product development
procedures, improved quality, flexibility in a dynamic market, improved customer service
(Huber, 1991; Senge, Roberts, Ross, Smith, and Kleiner, 1994) among others. According to
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Quinn (1992), the ability to convert intellectual resources into a chain of services in a form
most useful for customers is what makes successful enterprises. Hence, for optimum
performance and growth, there is a need for organisations to integrate and share knowledge
(Zack, 1999). These views have been corroborated empirically. For instance, the result of a
survey carried out by The Economist Intelligence Unit (2005) shows that more firms now
believe that there are substantial rewards to be gained from sharing knowledge. An important
deduction to be made from the survey is those activities that provide greater opportunities for
customer loyalty, improved turn-over, increased profit, as well as competitive advantage had
higher response rates (20% or more). Interestingly, these activities are all dependent on the
ability to recognise changes in market situation, identify customer behaviour patterns, and
adopt appropriate measures to address these, In the light of this, The Economist Intelligence
Unit (2005:7) further observes that “Firms believe that the ability to understand their
customers’ needs, and to predict changes in their behaviour, could give them a decisive
advantage over their competitors. And yet this is an area where firms’ knowledge-
management capabilities are often weakest.”

It should be noted that an improved performance is made possible only by the change in
established ways of doing things, and this is facilitated by learning. This view lends credence
to the conclusion drawn by Hitt, Hoskisson, and Ireland (1990) that distinctive competencies
emanate from intrinsic rather than extrinsic factors. A sustainable competitive advantage in
an organisation is believed to be achievable only through a systematic application of often
difficult to imitate inherent individual resources in the everyday activity of the organisation.
Earlier research works in the field of competitive advantage such as Barney (1991), Grant
(1996a, 1996b), Nonaka (1991, 1994), Pisano (1994), Prahalad and Hamel (1990), as well as
Wernerfelt (1995) suggest that individual resource(s) play key roles in creating sustainable
competitive advantage in organisations.

Again, it could be inferred from D’Aveni (1994) that competitive advantage cannot be
maintained indefinitely and attempts at sustaining an advantage may be detrimental to an
organisation’s survival by affecting the possibilities of gaining new advantages. Against this
background, D’Aveni’s 7 Ss framework provides a good strategic direction on how firms can
overcome competition in a hypercompetitive market through an effective evaluation and
assessment of the strengths and weaknesses of competitors. The 7 S’s model (superior
stakeholder satisfaction, strategic soothsaying, speed, surprise, shifting the rules of
competition, signalling strategic intent, simultaneous and sequential strategic thrusts) can
potentially help managers to create and identify new organisational responses, especially in
markets where the rate of change makes sustaining a business strategy and its advantages
difficult. Upon a critical analysis of these factors, it could be seen that none of these could be
achieved without an in-depth knowledge of the nature and direction of competition, and
proactively establishing measures that would effectively neutralise such forces.

The mere possession of assets (tangible and intangible, human and non-human) does not
create sustainable competitive advantage. A sustainable competitive advantage comes from
the ability of an organisation to control its assets and use these assets to formulate and apply
value-enhancing strategies in its activities (Barney, 1991; Wernerfelt, 1984). This view is put
more emphatically in the knowledge-based view of the firm, which argues that a firm's ability
to create and apply knowledge are key to creating and sustaining its competitive advantage
(Grant, 1996a, 1996b; Nonaka, 1994; Teece, 1998b, 2000; Teece et al., 1997, Wernerfelt,
1984, 1995).

Numerous reasons have been given for this. For instance, Liebeskind (1996) points out
that competition has become more knowledge-based, thus, causing a shift in focus from
physical or labour resources to knowledge resources as the real sources of sustainable
competitive advantages in organisations. In their contribution, Amit and Schoemaker (1993)
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as well as Peteraf (1993) observe that differences in factors such as the competitiveness of
firms emanate from the way available resources and capabilities are developed, organised,
and utilised in creating and applying value-enhancing strategies. There is a further argument
that the effective application of knowledge (a strategic asset) invariably leads to a sustainable
competitive advantage (Grant, 1995, 1996b). Furthermore, Doz (1996) argues that major
determinants to the successful implementation of business strategies by organisations are the
acquisition and development of knowledge, which are sources of competitive advantage
(Nonaka, Takeuchi, and Umemoto, 1996). In view of this, in the contemporary global
economy, knowledge has become a pre-requisite to achieving a sustainable competitive
advantage (Chakravarthy, McEvily, Doz, and Rau, 2003) and the proper management of
intellectual capital plays a fundamental role in improving the competitive advantage of
leading organisations (KPMG, 2000).

The above views notwithstanding, it must be recognised that knowledge is not created for
its own sake, it must flow into actions if it is to be useful and profitable (Demarest, 1997). As
an illustration, in a free market economy, irrespective of the fact that knowledge creation
produces and sustains profit potential, it is only those organisations that have successfully
applied created or acquired knowledge that actually make profits (Spender, 1994). This
implies that learning new skills alone cannot create the much needed competitive edge over
competitors; this emanates from the translation or application of acquired skills’knowledge
into new technologies, goods, or services, complemented by its proper dissemination (Grant,
1996b; Nonaka, 1991; Spender, 1994). Thus, the creation and application of knowledge
should be the cardinal point of a firm’s strategy (Droge, Claycomb, and Germain, 2003).

A school of thought believes that the discrepancy in the level of inherent knowledge is
accountable for the persistent performance differences among firms. This view is supported
by Kogut and Zander (1992) who note that the heterogeneous and inimitable nature of
knowledge resources make knowledge not only the primary source of value, but also a
determinant to performance differences across firms. Consequently, only firms that create
new knowledge at a lower cost and a faster rate, and apply this knowledge effectively and
efficiently, will be successful at creating competitive advantages (Liebeskind, 1996; Nonaka,
1991). Bierly (1999) argues that for a knowledge competence to remain unique to a firm and
in a form that cannot be copied by competitors, it must not be obtained from a source that is
also available to competitors but be internally developed. However, it may be worth noting
that competitive advantage does not depend on the source of knowledge or skill, but rather on
the extent of application of acquired knowledge or skill by an organisation (Spender, 1994;
Teece, 2000).

Empirical research, observes Droge et al. (2003), does not always support the acclaimed
positive effect of knowledge on performance and this could discourage both individuals and
organisations from actively pursuing learning and acquisition of knowledge. However, it
should be noted that the creation or acquisition of new knowledge has an anecdotal positive
effect on performance (Gold, Malhotra, and Segars, 2001). This discrepancy in views
notwithstanding, knowledge creation and firm effectiveness are hypothesized to relate
positively (Droge et al., 2003). This relationship or contribution of knowledge to improved
performance comes from an increased speed of product/service delivery at lower costs and
higher profit margins (Nonaka, 1994). Furthermore, while it is acknowledged that applied
knowledge may not have a direct impact on profit margin it would be difficult to imagine an
immediate cause of an improved profit margin that cannot be attributable, at least in part, to
applied knowledge (Liebeskind, 1996).

STRATEGIES FOR ENHANCING COMPETITIVENESS IN ORGANISATIONS
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An organisation can enhance its competitiveness through engagement in innovative activities.
Organisations that adopt this strategy (also known as the innovation strategy) actively pursue
and invest heavily in research and development (R&D). In view of the strong empirical
relationship that exists between innovation and R&D (Audretsch, 1995), this strategy is thus
deeply rooted on the belief that a major source of new knowledge is research and
development. However, SMEs in Africa, as in the rest of the developing world, are
constrained by unfavourable economic policies by the government that inhibit growth or the
desire to invest in activities such as the acquisition of new knowledge which many SMEs see
as a risky activity that cannot be justified (OECD, 2000). Furthermore, as a strategy through
which SMEs seek to appropriate returns from their knowledge base, this strategy is
complemented by adequate human capital and skilled labour force.

Another strategy, the information technology (IT) strategy relies on the modern
utilisation of IT as a way of reducing costs and increasing productivity of SMEs (OECD,
2000). Although the internet and some other new technologies have the potential to mitigate
economies of scale and the gains traditionally associated with large scale production, these
gains are likely to be affected by minimal access to these new technologies by small
businesses and individuals in the developing economies.

Another strategy is the niche strategy, whereby SMEs focus on a narrow product line.
The success of this strategy is dependent on the existence of high technical expertise; thus a
substantial part of company resources is usually devoted to maintaining market leadership in
that niche. The success of this is further dependent on a good mix of product specialisation
with geographic diversification as this leads to the creation of a sufficient scale to recover
R&D expenses and to maintain costs at a reasonable level. Although this strategy, in
combination with an efficient diversification plan, has turned SMEs that apply it into hidden
economic champions (OECD, 2000; Simon, 1992), this impact is however peculiar to
developed economies, and may not be as effective in developing and third world economies,
to which most African economies belong. This is because of the shortage of skilled
manpower, limited access to high technology, ICT, Finance, among others.

Organisations may also adopt the network strategy, whereby SMEs work and co-
operate with other firms in order to improve their performance. It has been observed that the
level of interdependency and exchange among individuals (Saxenian, 1994) influences the
performance of organisations. For instance, Saxenian (1990) observes that the success of
Silicon Valley was enhanced not so much by the concentration of skilled labour, suppliers
and information, but rather by a variety of regional institutions, trade associations, local
business organisations, and a myriad of activities including networking services that the
region’s enterprises often cannot afford individually.  The diffusion of intangible
technological capabilities and understandings, which is promoted by the exchange of
technical and market information, is enabled by the ease with which relationships are formed
and maintained in network arrangements (Saxenian, 1990). This seems to be in line with the
view that the exchange of complementary knowledge across diverse firms and economic
agents yields greater returns on new economic knowledge and a greater variety of industries
within a geographic region promotes knowledge externalities, ultimately innovative, activity
and economic growth (Jacobs, 1969).

Closely related to the network strategy is the cluster strategy, whereby SMEs seek to
enhance their competitiveness in global markets by participating in the activities of localised
geographic groups. This strategy can be applied in circumstances where strategic knowledge
is tacit because high context, uncertain knowledge is best transmitted in face-to-face
interactions and through frequent and repeated contact (Von Hipple, 1994).

Enhancing Competitive Advantage through Networking
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It could be seen from the preceding section that one way of internally developing and
sustaining knowledge is by engaging in research and development (R&D) programmes (Hitt,
Ireland, and Lee, 2000). However, it is recognised that organisations, at one time or another,
may neither possess, nor have access to the needed knowledge or intellectual capital. The
result of a survey carried out in UK shows that lack of resources (financial and intellectual)
affect the desire of SMEs to embark on many improvement initiatives (Diugwu, 2008). In
circumstances such as this, another way of creating/enhancing knowledge is through targeted
training offered by training providers, or through business associates (for instance in
networks and partnership arrangement).

A partnership according to Mentzer, Min, and Zacharia (2000, p. 550) is an “inter
organizational entity developed between two independent organizations in a vertical
relationship within a supply chain”. The transfer of knowledge, or simply learning, in
partnership arrangements could involve learning about one’s partner, where most of the
information 1is tacit; learning about tasks, predicated upon the establishment of clear
objectives and goals expected of the partners; and learning about the outcome of such
relationships (Doz, 1996). Although the argument by organisations that they are often
discouraged from training their employees to acquire new skills and competencies by the fear
that they may quit their jobs after these trainings is appreciated, it should be noted that this
fear may affect their competitive advantage. Even though Teece et al. (1997) believe that
human capital is more mobile than intangible resources, the threat posed by this mobility to
competitive advantage is minimal because it is only through an effective integration of
human capital with other complementary organisational resources that these individual
knowledge could be transformed into deep rooted organisational competences and
capabilities. Thus, organisational capital such as reputation, competencies and capabilities
which are rare and difficult to imitate, can only be created when individual and collective
knowledge, acquired through different learning processes, are effectively converted into
routines, processes, and systems (Armstrong, 2001). The importance of internally
transforming acquired knowledge into value creating capability is further alluded to by Autio,
Yli-Renko, and Sapienza (2002) who submit that the difficulty in replicating organisational
competencies is caused by the uniqueness of the process through which individual
organisations acquire and transfer knowledge. Again, according to Ortenblad (2004), the
ability of an organisation or leader is not measured by what it/(s)he knows (ingredient of
learning) but rather by how it/(s)he learns (process of learning) and how it/(s)he influences
the status quo (product of learning).

A study by Boddy, Cahill, Charles, Fraser-Kraus, and Macbeth (1998) demonstrate
that learning is stimulated by partnering and this has brought about tangible business benefits
such as reduced cost of operation, and an enhanced efficiency to companies. Learning in
supply chains is enhanced when organisations collaborate, and a leading partner acts as a
coordinator; this ensures that a process of learning occurs throughout the chain (Gereffi,
1995). Collaboration is this context, is the degree to which people can combine their mental
efforts in order to achieve common goals (Nunamaker, Briggs and Vreede, 2001).
Partnerships and networking facilitates the pooling together and interaction of
complementary skills to produce a shared understanding that they did neither previously
possess individually nor could have come up to on their own (Schrage, 1990). Partnering and
networks not only add value to an organisation’s activities, but also helps in the improvement
of its competitiveness through an effective sharing of information, skills and resources
(Department of Trade and Industry, 2004). Subsequently, partnering and networks offer
direct benefits to an entire supply chain and remain the most significant channel of improving
performance of organisations (Larson and Drexler, 1997), and ensuring survival of
organisations (Battenburg and Rutten, 2003) through better access to complementary skills,
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economies of scale, risk sharing, and knowledge (Clark and Fujimoto, 1991; Powell, 1987).
With regards to SMEs, this view is substantiated by the result of a survey carried out by
Chen, Duan, Edwards, and Lehaney (2006) which shows that social and electronic networks
were important channels through which SMEs can acquire knowledge.

Although there is an observed positive impact of knowledge on the creation and
sustenance of competitive advantage of an organisation (Grant, 1991), it is not enough
learning or acquiring new skills, or knowledge; equally important is the establishment of
mechanisms or structures capable of sustaining the acquired knowledge over time (Black and
Boal, 1994). Building competitive advantage through partnerships is a concerted effort that
requires facilitation or coordination of learning. This is not always easy as there are obvious
difficulties in setting up appropriate and balanced systems that promote the development and
implementation of knowledge sharing in supply chains made up of discrete and independent
entities having different cultures (Lehaney, 1999). For instance, learning in supply chains is
most likely to be affected by any discernible differences in organisational cultures that may
limit the willingness and ability to learn. In view of the fact that learning depends on
conditions that encourage shared norms and values, it is important that organisations establish
partnerships with, or join networks that have similar organisational norms and values
(Wagner, 2003). This ensures the maintenance of a narrow gap in knowledge among the
partners as successful learning partnership is usually built upon a base that ensures that a
minimal gap is maintained between the partners, as too wide a gap affects the acquisition and
transmission of knowledge (Dodgson, 1991).

There are many reasons why organisations establish co-operative arrangements with
other organisations. One reason for this, it has been suggested, is the creation of internal
knowledge (Richter and Vettel, 1995). There are recorded instances of improvements in
organisational capabilities brought about by collaborations. For instance, by applying
knowledge that was acquired from a supply chain to its activities, a company was able to
achieve cost efficiency in the design and manufacture, and a decrease in the typical time
between programme launch and first delivery (Siekman, 2002). Further contributions of
supply chains or networks to knowledge acquisition is alluded to in Gold ef al. (2001), where
a positive relationship was shown to exist between knowledge application and firm
effectiveness. Again, Tan, Kannan, Handfield, and Ghosh (1999) established a positive
relationship between growth and financial performance of organisations and their ability to
integrate and apply knowledge from major supply chain members (i.e., suppliers,
manufacturers, and customers).

CONCLUSION

Knowledge will be critical for organisational success in the coming years, and organisational
effectiveness would require the improvement of organisational capabilities for leveraging and
exploiting knowledge. The ability of an organisation to attain and maintain a vantage
position in a business environment is dependent on its ability to create, and when necessary
transfer knowledge (internally or externally). Subsequently, the ability to create an
environment that is conducive to learning and adaptation of skills and knowledge to suit
prevailing circumstances faster than ones competitors’ might be the only source of
sustainable competitive advantage. This conclusion is informed by the fact that learning and
knowledge affects one’s abilities to respond to the uncertainties of the business environment.
Organisations are advised to imbibe a continuous learning culture because whereas, a
single instance of organisational learning may lead to the skills, practices and processes that
are relatively easy to replicate, continuous learning lead to ingrained skills capable of
producing snowballing effects which are much more difficult to replicate by outsiders. Thus,
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the possession and effective utilisation of necessary knowledge can, and indeed does offer an
organisation a competitive edge over its competitors. Partnering and collaborations offer
direct benefits to an entire supply chain and remain the most significant channel of improving
the performance of organisations (especially SMEs) by adding value to an organisation’s
activities, and enhancing competitiveness through an effective sharing of information, skills
and resources.

This is a concept paper aimed at initiating a discussion on how partnering and networking
can help in improving the competitive advantage of organisations, especially small and
medium enterprises. Thus, there is a need to ascertain the feasibility of this through empirical
studies.
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