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Abstract

Social capital is an important resource that re-
ceives inadequate attention from economic re-
searchers and corporate managers because of lack
of a framework for analysis under Vietnamese con-
ditions. This research begins with an overview of
theories of sociology and empirical economics in
recent years. Basic characteristics of the social
capital of companies found by these theories are
network structure and quality of the network of
companies. The research then combines theories
of social capital and modern theories of business
administration to work out methods of measuring
the social capital of companies in three aspects:
internal social capital, external social capital and
social capital of corporate leadership. Finally, the
research tries to build a framework for analysis of
social capital and its effects on overall perform-
ance of the company through improvements in cor-
porate competence (effective use of organizational
resources) and entrepreneurship of managers.

Keywords: Social capital, organizational re-
sources, entrepreneurship, business performance,
corporate competence, framework for analysis of
social capital.

1. Introduction

Most Vietnamese companies are of small and
medium sizes, with limited physical capital and
poor technology, and easily find themselves in a
vicious circle: poor competitiveness — shortage of
capital — difficult access to credits — inability to
replace technology. Enterprise resources comprise
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both tangible and intangible assets (Itami, 1987).
Many researches show that intangible assets af-
fect the business performance through effective
use of tangible resources. Some recent studies
mentioned an invisible resource in social relations
of individuals and organization: social capital. Em-
pirical researches prove that the social capital has
a meaningful effect on both macro- and micro-eco-
nomic activities.

Can findings of recent studies about the role of
social capital in economic activities help Viet-
namese companies escape from the vicious circle
caused by lack of resources ? This paper is an ef-
fort to build a framework for analyzing the social
capital that is applicable and measurable for Viet-
namese companies by reviewing briefly local and
foreign theories and empirical researches on social
capital. The analytical framework presented here
is only limited to a conceptual model. Quantitative
measurement of the social capital under Viet-
namese conditions will be presented in another

paper.
2. Theories of social capital

a. Viewpoints on definitions of social cap-
ital:

The social capital has become one of popular
concepts arising from theories of sociology and its
definition is still controversial (Burt, 1999). Soci-
ologists describe the social capital as personal re-
lations in society (Yli-Renko, Autio & Sapienza,
2001), and they reflect nature of social existence
(Putnam, 1993). Recently, however, the social cap-
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ital as a concept has been used for analysis in var-
ious fields, such as civil community (Putnam,
2000), business (Cohen and Field, 1998; Yuan K.
Chou, 2003; and Resjean Landry, Nabil Amara
and Moktar Lamari, 2000, etc.) and macroeco-
nomic efficiency (Stephen Knack, 1999).

Typical viewpoints on definitions of social cap-
ital are presented by Bourdieu (1986), Coleman
(1988), Putnam (1993, 2000), Fukuyama (1995,
1997) and Nahapiet & Ghosal (1998). Although
different, their definitions complement one an-
other. These viewpoints, in general, include the
following characteristics: (1) Social capital only ex-
ists when individuals or organizations take part
in social network; (2) All individuals or organiza-
tions taking part in the social network benefit
from the network, that is, they can use effectively
or mobilize or get access to various resources, such
as physical, financial and human ones; and (3)
Characteristics of social network include obliga-
tions and expectations based on trust, accepted
criteria and mutual support. Thus, the social cap-
ital used in this paper means benefits gained by
individuals (or organizations) taking part in social
network that includes obligations and expecta-
tions based on trust, accepted criteria and mutual
support. Benefits from the social network are fa-
vorable conditions for participants to mobilize and
use effectively various resources, such as physical,
financial, technological and human ones.

Our definition comprises two principal compo-
nents of the social capital: structure of the social
network and its quality. Network of participants
is composed of families, friends, neighbors, col-
leagues, organizations (governmental, non-govern-
mental and/or commercial ones), and
acquaintances. Social networks can be divided into
closed (inbound), open (outbound), and connective
ones. Structure of network comprises its size,
openness, way of communication, temporariness,
and strength of ties; and network of transaction
includes share-out of support and knowledge, ne-
gotiation and acceptance. Quality of network re-
flects in criteria and behavior complying with
common purposes of participants. Common crite-
ria include trust, reciprocity, sense of effective co-
operation and acceptance of differences. Behavior
complying with common purposes means taking
part in civic activities, friendliness, voluntariness
and community support.

“Capital” is the most essential precondition for
business and there must be a viewpoint on the so-
cial capital in order to compare it with other kinds
of capital. One of the most perfect efforts ever
made to compare the social capital with tradi-
tional forms of capital is made by Westlund and
Bolton (2003). They show apparent similarities
and differences between social capital and other
kinds of capital. If the notion of capital is used for
social capital, we should be aware of these differ-
ences, thereby developing new methods of meas-
uring and analyzing it.

a. Social capital in economic researches:

Social capital is a term from theories of sociol-
ogy. Until recently, it has been used by economists
for explaining economic and managerial issues.
Economists identify the social capital according to
various approaches and produce variety of results
of effects of social capital on economic activities.

- Economic researchers’ approach to social cap-
ital: Most economic researchers examine the social
capital in its scope and structure. Representatives
of the scope-approach include Terrence Casey
(2002), Yuan K. Chou (2003), and Narayan and
Pritchett (1999). These authors describe the social
capital existing at three levels. The structure-
based approach examines the social capital in
companies from three aspects: structural, rela-
tional and cognitive (Nahapiet & Ghosal, 1998).
Studies measuring the social capital according to
this approach are conducted by Resjean Landry,
Nabil Amara and Moktar Lamari (2000) on effects
of social capital on improvements in Canadian en-
terprises; by Cheng-Nan Cheng, Lun-Cheng-
Tzeng, Wei-Min Ou and Kai-Ti Chang (2006) on
impact of social capital on entrepreneurial orien-
tation, organizational resources and entrepreneur-
ial performance, by Kurt Annen (2000) on the role
of social capital in solving the problem of cooper-
ation, and by Partha Dasgupta (2000) on effects
on economic efficiency.

- Effects of social capital on corporate activi-
ties: Many studies examine effects of social capital
on companies, such as on their renovation (Yuan
K. Chou, 2003; Resjean Landry, Nabil Amara and
Moktar Lamari, 2000); entrepreneurship (Cheng-
Nan Cheng, Lun-Cheng-Tzeng, Wei-Min Ou and
Kai-Ti Chang, 2006); economic efficiency (Ter-
rence Casey, 2002; Woolcock , 2001; Narayan and
Pritchett, 1999; and Partha Dasgupta, 2000); busi-
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ness cooperation ( Kurt Annen, 2000); business op-
portunities and corporate success (Robyn Davis,
2006; Bart Minten and Marcel Fafchamps, 1999);
and entrepreneurial process (Maria I. Marshall
and Whitney N. Oliver, 2005). These studies only
examine the social capital from some aspects they
are interested in and offer no framework for meas-
uring and analyzing the role of social capital in
companies. In their studies, authors tend to ex-
plore effects of the social capital from two aspects
- internal or microeconomic, and external or
macroeconomic ones — with an adequate emphasis
on the role of corporate leaders because they em-
body the enterprise social capital and their use of
social capital determines improvements in busi-
ness performance.

Corporate activities as identified by Michael
Porter’s value chain model (1985) include inbound
logistics, operations, outbound logistics, marketing
& sales, service, procurement, technology, human
resource management and firm infrastructure.
These activities aim at generating profit for the
company. Firm activities striving for strategic tar-
gets described by balanced scorecard (BSC) sug-
gested by Kaplan and Norton (1996) fall into four
perspectives: (1) Financial: creating value for
shareholders; (2) Customer: value from new and
existing customers; (3) Internal business process:
processes the companies should excel at to achieve
financial and customer targets; and (4) Learning
and growth: further improvements for future
value.

Firm activities need resources of which the so-
cial capital is considered as very important by
many empirical studies. These activities all aim
at achieving some strategic targets according to
conscious plan adopted by the firm to gain the
most effective BSC with its four perspectives.
Achieving these targets in an optimal balance

helps enhance the business performance. A better
performance in a balance between the four BSC
perspectives will ensure, in a long term, achieve-
ment of the corporate vision and strategy.

3. Structure and measurement of social capital
in company

Building of a scale for social capital in company
based on its characteristics is done by synthesiz-
ing theoretical ideas and results of empirical stud-
ies with proper attention to structure and quality
of networks the company takes part in, external
and internal environment, and entrepreneurship
of leaders. The social capital is examined from
three aspects: external environment, internal en-
vironment, and personal features of leaders of the
company. This approach is presented in Table 1.

a. External social capital:

Social capital from external environment is de-
termined by horizontal and vertical relations of
the company with entities in networks outside the
company and quality of these relations. Entities
in vertical relations of the company (of business
climate and clustering network) include officials
of central and local authorities. Entities in hori-
zontal relations (of product) include customers,
suppliers, competitors and trade associations.
Quality of the relations reflects itself in reality
(number of supporting relations) and potential
(closeness of relations and awareness of impor-
tance of relations) and are estimated by trust, sup-
port, exchange of information between the
company and the said entities.

b. Internal social capital:

Cooperation relations between departments of
the company are measured by the scale of poten-
tials (cognizance of relation). These departments
differ over companies but they usually include per-
sonnel, financial, sales, customer services, sup-

Table 1: Aspects of social capital of the company

Internal social |Social capital from lead-

External social capital

capital ers

Of product

Of environment Clustering network

Cooperation be-
tween depart-
ments in the
company

Relations/ links of lead-
ers with individuals inside
and outside the company

Relations/links with
suppliers, cus-
tomers, and part-
ners for cooperation
and growth

Business territories
providing opportunities
and recruitment of
competent employees

Relations/links with
local environment
and authorities, etc.

Source: synthesized by authors
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porting and R&D departments.

c. Social capital from leaders:

As we know, leaders of the company play im-
portant roles in establishing core competence and
entrepreneurship for the company. So it is neces-
sary to consider the social capital from leaders of
the company when measuring its contribution to
the company. The leaders’ social capital reflects
itself in interactions between leaders and entities
inside and outside the company and embodies in
three dimensions suggested by Nahapiet and
Ghoshal (1998): structural, relational and cogni-
tive.

d. Scale for social capital:

Most empirical studies of the role of social cap-
ital in economic activities employ some rating
scale of expectations or cognizance of degree of
agreement, importance, interest, trust or volun-
tarism of participants in the social networks to as-
sess the social capital. These scales allow easy
measurement and collecting of data needed for
surveys. One of their shortcomings is the fact that
they identify high cognizance with high social cap-
ital because cognizance is only expectation of some
future increase in the social capital. In our opin-
ion, measurement of social capital must be based
on practical scales with quantitative data as units
in order to assess actual volume of social capital.
Only numbers of relations, time of receiving sup-
port or opportunities, and problems solved, etc. in
a given period of time can reflect the actual vol-
ume of social capital possessed by an entity.

4. Framework for analyzing the social capital in
companies

Social capital is an invisible resource that ex-
ists inside and outside the company and in its
leaders. To work out a model of analysis of social
capital in the company, we should examine how
these dimensions affect the company activities.

The company carries out various activities and
interact with many entities as suggested by
Porter (1985) in order to gain high business per-
formance according to the Kaplan & Norton’s
(1996) BSC. To achieve business efficiency in all
aspects of the BSC, the firm activities must aim
at enhancing the effective use of organizational re-
sources (or corporate competencies). These activi-
ties exist in a business environment with complex
networks of relations with authorities (vertical re-

lations), and supplier, customer, competitor and
trade association (horizontal ones) creating favor-
able conditions, opportunities and threats to com-
pany success. With support from other entities the
company can enhance its organizational capacity,
thereby achieving the BSC overall business per-
formance.

Corporate competencies depend on various
qualities and competencies of individuals and de-
partments in the company. This does not mean
that an organization with competent and well-
trained employees (diamonds) will gain high per-
formance. Without connections and cooperation,
the group of diamonds is meaningless. Coopera-
tion, mutual support, and trust are main reflec-
tions of internal social capital. Many studies have
reached the conclusion that it helps reduce trans-
action cost of the company and use the organiza-
tional resource more effectively. Thus, the social
capital is described affecting the business perform-
ance of the company through better use of organi-
zational resources.

Business performance of the company, whether
high or low, also depends on work motives encour-
aged by the leadership. Leaders need entrepre-
neurship to create friendly working conditions,
help employees see a brighter future, and retain
their trust in rewards for their efforts. The entre-
preneurship comes into being when the leaders se-
cure good relations with, and support from, the
inside and the outside as well, that is, they have
good social capital. Good social capital serves as a
dynamic that helps the company engage in new
methods or operations, encourages employees to
work voluntarily, provides leaders with more en-
thusiasm and encourages them to convey it to em-
ployees, and persuade the leaders to accept risks
and try renovations. In other words, the social
capital affects the business performance by en-
hancing the entrepreneurship.

An outline of the framework for analyzing the
social capital is described in the Figure 1.

5. Conclusion

After reviewing theories and empirical studies
of the role of social capital in economic activities
along with new theories of business administra-
tion, we see that the social capital comes from ex-
ternal and internal relations and from leaders as
well. It is hypothesized that the social capital
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Figure 1: Framework for analyzing the social capital in company
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helps enhance the entrepreneurship and effective
use of organizational resources, thereby improving
the business efficiency in four aspects of the BSC.
The framework presented here, however, is lim-
ited to a conceptual model without being tested in
local companies, therefore empirical researches on
this issue are much needed. If the social capital
produces significant effects as hypothesized by
this paper, we can reach the conclusion that the
social capital, when properly and transparently in-
vested, can help the company make the best use
of tangible resources to enhance its business per-
formancem
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