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ABSTRACT

Social capital is a term originally used in sociology. The idea of' social capital is increasingly influencing multiple
disciplines including psychology, economy, management, and information technology. The role that social capital
plays in organizations and its contribution to organizational performance has gained attention of researchers and
different studies have been conducted to characterize social capital in terms of social networks theories. This work
presents a discussion on social capital in the context of social networks, and explains how these networks affect the
organizational performance. The study was conducted through literature review with systematic discussion of
arguments and propositions. Through this research, we have determined three key constructs, which have a close
relation with social networks and a positive effect on organizational performance.

INTRODUCTION

Social capital is a term originally used in sociology. Today, this term has transcended its roots and expanded into
other disciplines, including psychology, economy, management, and information technology. Social capital refers to
“the ability of actors to secure benefits by virtue of membership in social networks or in other social structures”
[14]. The role that social capital plays in organizations and its contribution to firm performance has been widely
studied [20]. Different studies have been conducted to characterize social capital in terms of social networks theories
[3]. Although different authors emphasize different aspects of social networks, they are consistent with supporting
the idea that social networks have value, these represent a great source of competitive advantage for business.

In general terms, a social network is a social structure made up of individuals, groups or organizations which are
connected by one or more specific types of interdependencies. The term social network has been popularized in
recent years thanks to the massive use of social networking services, which are based on technological platforms
used to create and maintain social networks. Social networks have manifested a rapid expansion in recent years; this
has motivated an increasing interest in developing studies to understand the structure, the meaning, and the
functionalities of social networking as technological platforms and how these social networking sites influence the
performance of organizations.

Organizations could exploit effectively social networking as far as they can analyze and understand social networks
relationships and how they affect behaviors. This can be useful to predict profitability or cost-effectiveness, and to
take strategic decisions. Social networks provide means to allow the companies to interact with the customers by
exchanging information and receiving honest and frequent feedback about products or services. In this way, social
networks could be a powerful managerial instrument that can lead managers to determine relevant aspects to support
decision making, such aspects include: discovering interesting network patterns, analyzing the network structure and
determine how it affects consumer behavior.

There are strong theoretical evidences sustaining the importance of social ties between individuals in favor of
economic growth [2]. Nevertheless, there exists few literature concerning social networks in the context of social
networking services on the web and how these services impact positively the organizational performance. This
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research aims to offer a discussion about the use of social capital through social networking and their effect on
organizational performance.

RESEARCH METHODOLOGY

The present study was conducted through literature review with systematic discussion of arguments and
propositions. The systematic analysis led us to determine three key constructs in relation to social networks and its
effects on organizational performance. In the following subsections we will be describing relevant aspects of
organizational performance which have influence on aspects of social capital and social networks.

Organizational Performance

Organizational performance involves the analysis of a company's outcomes as compared to goals and objectives.
Within organizations, there are three primary outcomes to be analyzed: (1) financial performance, (2) market
performance and (3) shareholder value performance [17]. The present study provides several elements and
discussions regarding the effect of social networks and social capital on organizational performance. Literature
review and systematic analysis have been the means to determine constructs in relation to social networks and its
effects on organizational performance.

One of the most studied primary outcomes of organizational performance has been the financial performance, this
outcome have also been studied in the context of social networks. In recent years, research has shown the
importance of social networks in benefit of financial outputs, and more recently researchers have focused on the
potential financial benefits of actors’ connections through social networking sites [8] [11] [7] [10]. In this sense, we
have determined an association between the financial performance and social network connectedness.

The impact of social interactions on marketing interactions within social networks is a subject that has gained
attention, especially since social networking sites have become popular [19]. Social networks constitute an attractive
channel to reach customers for creating, delivering, and advertising products or services. Marketing is a fertile field
to be exploited by means of social networks tools. In this sense, several authors have established different theories
and mechanisms in order to create value for customers, build strong customer relationships, and capture value from
customers in return [12] [18]. As result, we have determined an association between the market performance and
social network-based marketing.

The third primary outcome in organizational performance has to do with shareholder value and economic value
added. In these times, the global economy and the accelerated technological transformations are marking the agenda
of managers who are looking for more competitive companies. As result, more companies are renewing their focus
on investing in innovation, perceiving innovation as an economic value added. According to the Global Innovation
Index Report 2011 [5], every year more companies in the world take into account innovation among their top three
priorities. The most innovative companies in the world rely on enterprise social networking to collaborate, share and
test ideas, identify new opportunities for growth and build stronger relationships with customers [13]. In this regard,
we have determined an association between the economic value added (shareholder return) and the innovation with
social networks.

Social Network Connectedness

The essence of the social capital concept is social relations, through these relations actors in a social network are
enabled to fulfill their goals [6]. Social relations state the underlying idea to define social connectedness which
basically refers to people relating to other people, that is, how people come together, interact and network.
Connectedness is also referred to describe the quality and number of connections people have in their social
network.



Issues in Information Systems

Volume 13, Issue 2, pp. 390-393, 2012

Social networks have become an important element in several business operations. Although most business and
public sector organization are not aware about social capital management, they recognize the value of social
networking tools and social media to obtain citizen or customers feedback [15]. Aside from external connections
with customers, social networks have also proved to impact internally in terms of communication between
employees and other member within the organization [8]. Both internal and external connections can be helpful to
increase the financial performance and the overall organizational performance.

Marketing and Social Networks

Markets are becoming increasingly attracted by knowing meaningful connections in social networks in order to
exploit information exchange in prediction markets [16]. Social network data characterize an immense source of
information and opportunities for marketing studies. Social network data and connections lead to discover new
aspect in the markets by following connectivity patterns. Social groups can create a high level of internal solidarity
and trust, in addition, social networks is an effective mean to gain customer’s trust an loyalty in view of the fact that
social groups can create a high level of internal solidarity and trust[1].

Social networks can shape a vast number of connections through heterogeneous actors, but such a complex structure
can be organized into communities becoming part of the network, and forming clusters within the network. After a
brief review of literature in the field of marketing, regarding social networks, we discovered two trends. The first
trend has to do with viral marketing trough social media [4], while the second deals with the study of network
structure for predictability and crowdsourcing [16]. The aforementioned aspects can be helpful for any kind of
organization in order to improve the market performance and contribute to the overall organizational performance.

Innovation and Social Networks

Over the last decade, there has been an increased interest on innovation in different kind of businesses. Researchers
have found that innovation is a key element to success and gaining a competitive advantage in organizations [9]. A
brief review of recent literature regarding innovation in business reveals that research tends to center attention in
three broad categories of innovation, namely: managerial, marketing, and product innovation. The main source of
information for product, marketing or managerial innovation comes from the experiences of involved actors. In this
sense, social networks constitute a powerful mean to strengthen innovation and performance. Social networks build
bridges to fill the gaps in business-to-business and business-to-customer relationships. These types of connections
facilitate collaboration and exchange of knowledge, which are fundamental for innovation. In addition, innovative
organizations can exploit its social capital to share and test ideas, identify new opportunities and detect trends
prematurely. Without doubt, an innovative organization stands in good position to augment the economic value
added (shareholder return), therefore, the innovation through social networks becomes a facilitator of organizational
performance.

RESULTS

In the last decades, research has shown the importance of social capital with reference to value creation in
organizations. Different studies have been conducted to characterize social capital in terms of social networks
theories. Conversely, social networks have gained attention of researchers to explain how these networks affect the
organizational performance. Three primary outcomes of organizational performance have been identified from
literature: (1) financial performance, (2) market performance and (3) shareholder value performance. Arguments and
systematic discussion of literature led us to determine three constructs in relation to social networks and
organizational performance, namely: Connectedness, Marketing and Innovation. Through this research, we have
shown how the concerned constructs have a close relation with social networks and a positive effect on
organizational performance.
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CONCLUSIONS

This research presented several facts and the corresponding analysis with regard to social networks and social
capital and their effect on organizational performance. The study was conducted through literature review with
systematic discussion of arguments and propositions. As results, we provide three fundamental constructs that have
been shown to have close relation with social networks and a positive effect on organizational performance. Future
works include the operationalization of variables, and further empirical research with real organizations.
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