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ABSTRACT

Social networks are important to new entrepreneurs and small business owners because the ability
to access information, advice, and necessary resources is vital to the success of new firms. This
study examines the social networks of European business owners according to employment size
after approximately three years of survival as a business. The results show that the sources of
advice used at start-up varied by the size of business with employers of ten or more people more
likely to report having received advice from professional acquaintances, financial institutions and
training programs, and less likely to have received advice from family and friends or professional
consultants. Although these people were more likely to report that they did not need advice, they
were also the least likely to report that they had no access to advice. Those with between one and
nine employees were the most likely to report using professional consultants (a formal source),
suggesting their informal social networks were not as well-developed.
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INTRODUCTION

to markets, ideas, information, advice, business opportunities, and other resources (Birley, 1985; Fang,

Tsai, & Lin, 2010; Farr-Wharton & Brunetto, 2007; Gulati, Nohria & Zaheer, 2000; Hoang & Antoncic,
2003; Lee & Jones, 2008; Shaw, 2006; Taylor & Thorpe, 2004). Entrepreneurs are, to some extent, dependent on
their networks of personal relationships, especially informal networks, when making decisions and solving problems
(Shaw, 1006; Taylor & Thorpe, 2004). One result of networking is the development of social capital, which
essentially consists of the “resources individuals obtain from knowing others, being part of a network with them, or
merely being known to them and having a good reputation” (Nahapiet & Ghoshal, 1998, p. 107). The end result is
that networks are related to the survival and growth of new firms (Bruderl & Preisendorfer, 1998). According to
Anderson, Park and Jack (2007, p. 265), “it could even be argued that it is through social relations, social interaction
and social networks that entrepreneurship is actually carried out.” The following section provides a brief review of
the nature and importance of social networks to businesses. The methodology of this study, as well as the results and
analysis are then provided.

g ocial networks are becoming increasingly important to business owners as they provide firms with access

SOCIAL NETWORKS

Social networks are the key to unlocking and gaining access to other resources as they facilitate
communication between people with network ties (Anderson et al., 2007). Granovetter (1973) classified network ties
as either weak or strong based on the frequency of contact, which was itself associated with reciprocity.
Relationships with friends and family were categorized as strong ties because of frequent contact and emotional
closeness. In contrast, ties between business associates, consultants, and other such contacts were classified as weak
ties because of less frequent contact. Granovetter also argued that “the strength of weak ties” was related to
diversity in sources of knowledge and advice in that “individuals with few weak ties will be deprived of information
from distant parts of the social system and will be confined to the provincial news and views of their close friends”
(1973, p. 106). However, frequency of contact is not necessarily sufficient as the sole measure of network quality
because the exchange of useful information is not guaranteed--there is only the opportunity for exchange (Frenzen &
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Nakamoto, 1993, p. 369; Zhao & Aram, 1995). For example, a strong tie with a friend or family member with whom
one interacts frequently is not necessarily useful in a business setting, whereas a weak tie with a business consultant
would be expected to yield more useful information.

Nebus (2006) contends that the most favorable situation is one in which social contacts also happen to be
experts because social contacts are easier to access and more likely to willingly communicate. In contrast, experts
are more likely to have valuable information, but are more difficult to access. Informal socializing can be important
to building social capital and eventually business growth (Bowey & Easton, 2007). A business owner might need to
an “exploration” strategy in order to discover and contact experts with whom he or she does not already have a
relationship, whereas relying on already established contacts could be considered an “exploitation” strategy (March,
1991). Naturally, the exploitation strategy is likely to be less costly in terms of time, effort and other resources.
There is a trade-off to be made between the quality of information and the cost (including time) of obtaining it
(Casson & Giusta, 2007; Haas & Hansen, 2005; Hansen & Haas, 2002).

Networks that include people who are not well-acquainted with each other usually provide a wider variety
of resources, viewpoints, ideas, and information than less diverse networks composed mostly of family and friends
who know each other (Smeltzer, Van Hook & Hutt, 1991). Founders with varied networks of contacts, especially
contacts with people who are themselves well connected (for example, incubator managers), are in a better position
to gain information to help them surmount business development problems, thus shaping their own survival and
growth (Aldrich, 1989; Burt, 1982; Fang et al., 2010; Lee & Jones, 2008; Low & MacMillan, 1988; Robinson &
Stubberud, 2009a; Zhao & Aram, 1995).

Using data from a survey conducted by the Australian government of employers with fewer than 200
workers, Watson (2007) found that banks and accountants were the primary source of advice. However, Smeltzer,
Fann and Nikolesean (1988) found that small business managers more often used informal than formal sources.
However, Bruderl and Preisendorfer (1998) found that support from strong ties was more important to start-ups’
success than weak ties. Similarly, smaller ventures have been found to use friends and family more, but banks less,
than larger ventures do (Cooper et al., 1989; Robinson & Stubberud, 2009b). Birley (1985) found that the type of
source accessed was related to the resources desired. When assembling raw materials/supplies, equipment,
location/premises, and employees, business contacts were used most. Family and friends were also important for
assembling local resources (location/premises and employees). Once these resources were obtained, business owners
sought resources from banks. However, Birley’s study examined resource access, rather than access to sources of
advice, in which case banks would rationally be the primary sources.

It is clear from the literature that a business owner’s network can influence the performance of his or her
business (Birley, 1985; Bruderl & Preisendorfer, 1998; Farr-Wharton & Brunetto, 2007; Gulati, Nohria & Zaheer,
2000; Hoang & Antoncic, 2003; Taylor & Thorpe, 2004). The quality of information obtained from different sources
is likely to vary based on the expertise of the given knowledge source, and that may eventually have an effect on the
growth of a business. To further examine this issue, this study examines the sources of advice used by successful
business owners in Europe.

METHODOLOGY, RESULTS AND ANALYSIS

The data for this study were gathered from Eurostat’s metadata database (Eurostat, 2010). The target
population of this 2005-2006 survey consisted of people who had started businesses in 2002 and were still
personally managing them in 2005. The countries included in the “European aggregate based on available data,”
were the Czech Republic, Denmark, Italy, Lithuania, Luxembourg, Austria, Slovakia, Sweden, and Bulgaria.
Romania was originally included in this data set, but is not included in this study because of incomplete data. A total
of 287,837 people are included in this study.

Business owners were asked to indicate if they had used each of the sources of advice listed in the survey.
Following Birley (1985), Cooper, Woo0, and Dunkelberg (1989), Littunen (2000), and Watson (2007), these sources
were categorized as informal sources (family and friends; professional acquaintances), formal sources (professional
consultants; training course for entrepreneurs; organizations specializing in business start-ups; unemployment
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administrations; financial institutions), and no sources (no access to relevant sources; no need for advice). The
percentage of people who reported using each of these sources of advice was analyzed in light of the size of the
business at the time of the survey.

As shown in Table 1, the informal sources “professional acquaintances” and “family and friends” were the
top sources of advice for the owners of businesses of all sizes. However, entrepreneurs with ten or more employees
were clearly more likely to have relied on professional acquaintances for advice at the time of start-up. At the same
time, they were the least likely to have received advice from family and friends or the formal source “professional
consultants.” This may be because they had enough (informal) professional acquaintances that it was not necessary
to pay for advice. Those who were employers of smaller businesses were the most likely to have used consultants,
suggesting that they needed more advice than non-employer firms, but did not have access to professional
acquaintances with the needed information, possibly because they had less-developed social networks.

Table 1
Sources of Advice by Size of Business

Source 0 employees 1-9 employees 10 or more Chi-sq p<
Professional acquaintances 41.9% 44.8% 48.5% 311 .001
Family and friends 415 435 39.8 103 .001
Professional consultants 20.5 255 17.6 844 .001
No need for advice 20.3 17.7 21.3 224 .001
No access to advice 14.8 12.3 10.9 353 .001
Organizations that specialize

in helping small business 8.4 7.9 3.2 370 .001
Training programs 53 5.2 6.5 29 .001
Unemployment office 3.7 24 2.2 304 .001
Financial institutions 1.3 2.3 3.3 466 .001

The proposition that business owners with ten or more employees were well connected is also supported by
the finding that they were the least likely to report that they had “no access to advice.” However, given that they
were also the most likely to report that they had “no need for advice,” these may have been people who came from
industry with the necessary knowledge or were serial entrepreneurs. Unfortunately, one limitation of this study is
that the data do not allow for deeper analysis of these relationships and participants’ backgrounds.

Another connection that larger employers seem to have is a relationship with financial institutions.
Although only 3.3% of those with ten or more employees received advice from this source, they were more than
twice as likely to use that source as were those with no employees. They were also more likely to have received
formal training, but not from an organization that specializes in helping small businesses, as those organizations
seemed to be more popular among small employers and non-employers. Overall, those with few or no employees
tended to be fairly similar in terms of sources used, while larger employers were different, with more of them
relying on professional acquaintance and fewer of them receiving advice from family and friends.

CONCLUSION

All three groups of participants were more likely to use informal sources of advice (professional
acquaintances and family and friends) than formal sources. The results show that entrepreneurs who had grown their
businesses so that they employed ten or more people were more likely to have used professional acquaintances as a
source of advice than were those with fewer employees. Those with no employees were the least likely to have
accessed this source of advice. Although family and friends were the second most commonly used source of advice
for all three groups, those with ten or more employees were the least likely to have used this source. Those with
between one and nine employees were the most likely to have used family and friends. This suggests that people
who wanted to start growing businesses needed advice (more than non-employers), but were not well-connected
with professional acquaintances from who they could receive advice. This may, in turn, be connected to this group’s
high usage of professional consultants. Those with no employees were the most likely to have said that they had no
access to advice, but those with ten or more employees were the most likely to say they had no need for advice.
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Taken together, these results suggest that advice is indeed an important resource for starting and growing a
business. Although personal goals also can influence business growth, access to important information can also have
an effect. It would appear from these results that those with ten or more employees at the time of the survey had
strong enough social networks that they were able to obtain needed advice on an informal basis, whereas those who
had grown their businesses to a lesser extent had weaker networks such that they had to rely on family and friends or
pay consultants. Further research should examine the role of social networks and the extent to which potential
entrepreneurs have access to advice networks. Many entrepreneurs who wish to grow larger businesses may be
restricted by their lack of strong social networks. This is, however, a problem that can be addressed by groups and
agencies that seek to help new business founders and encourage entrepreneurship.
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