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NETWORKING AND ITS IMPACTS ON SMES’ 
PERFORMANCE AT HO CHI MINH CITY, VIETNAM
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Abstract: The sufficient sample of 620 SMEs is investigated to find out how firm performance 
is affected by networking linkages. Findings proved that stronger network linkages, and an 
increase in network intensity cause a raise in firm performance. Additionally, an increase in 
network range contributes into saving labor cost of SMEs. And the higher activity with network 
actors, the higher productivity of SMEs. The study brings interesting findings and a great 
contribution to literature review. Once the firm has more frequency of advice and supports from 
its own network, labor costs are saved. Another interesting point is that SME’s productivity is a 
significant association with its networking score. The study also confirms that the larger employee 
size of SMEs causes a higher returns on equity (ROE). Consequently, small firms have contacts 
with their surroundings, but these contacts aren’t enough strong for their operation to improve 
ROE. In short, findings are significant contributions to policy makers for.
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1.	 INTRODUCTION
Research on networks become a new area of requirement within the field of 
entrepreneurship, which has been happened approximately 15 years ago (Hoang & 
Antoncic, 2003). Many arguments on network linkages are positive contributions to 
the firm’s business strategy as embedded communications with outside stakeholders. 
Once a firm with network linkages is, it can find legitimacy to lessen the perceived 
risk by associating with individuals and organizations. Therefore, the reliance on 
networks is not blocked the start-up stage of entrepreneurs.

Building up a network of the firm can create intangible values and promotion of 
the firm to innovation. Doing this way the firm can widen horizontal cooperation with 
various channels, e.g. banking system, consulting agencies, business associations. 
As argued by Konsti-Laakso et al. (2012), firms to be partners each other, they can 
share joint understanding or a shared vision. Once external communication linkage 
are considered, it constitutes an effective leverage of SMEs to save transaction costs 
and facilitates the firm using core competence to create its competitive advantage. 
In contrast, without network considered can cause inertia responsiveness to enable 
firm performance.
*	 University of Economics Ho Chi Minh City and CFVG
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The process of information exchange, getting advice, support emotional, and 
relationship are sourced by communications or communication frequency among 
partners. Value networks are argued as inter organizational networks linking 
together firms with different competencies and assets and that take on to address 
to new market opportunities (Konsti-Laakso, et al., 2012).

In recent years, the network literatures are paid more attention by researchers. 
Although in terms of networking are not always used, several studies have found 
that owners-managers conduct environmental scanning regularly (Brush, 1990).With 
technological development of today and fast improved information technology, 
building up networks among partners is more concerned by SMEs. According to 
Watson (2007), networking appears compelling and is beneficial, but to date little 
empirical evidence of an association between firm performance and the owners’ 
use of networks. According to Borgatti & Foster (2003), the network literature has 
exploded as researchers have come to recognize the importance of relational and 
contextual understandings of social and economic life. To developed countries, 
network is a real advantage and contribute to firm performance. However, it is 
sceptic and not concerned much in underdeveloped countries (Boso, et al., 2013).

In fact, Vietnam has been just an emerging country in Asia for current years, 
market development strategies of SMEs are in process of learning and doing toward 
integration. Their network concept are limited initial and confused awareness. 
They need time to learn and improve that, particularly proofs of relevant previous 
studies are necessary, due to application. As a result, publications related to network 
consideration of Vietnamese SMEs are lack. This study contributes to filling this 
gap and is going to find out how Vietnamese SMEs consider networks and impacts 
of network linkages on SME performance.

Based on findings of previous papers, mostly related single network of firm 
studied the association between network access and firm performance, which formal 
and informal network are mainly considered. Based on actual situation as social 
issues considered, this paper is partly an extension study of Watson (2007), which 
network linkages of SMEs and its performance are investigated. The performance 
of SMEs is measured by growth rate, returns of equity (ROE), labor cost, and 
productivity. Networks employed in the study are networking score, network 
range, and network intensity.

Vietnamese SME and its Changes During Integration

Experienced in the Doi Moi policy (the economic renovation) since 1986, Vietnam’s 
economy has positive changes, in which small and medium sized enterprises (SMEs) 
have more benefits through market driven development strategies under the state 
management. Vietnamese SMEs had more chances when relationship normalization 
between the USA and Vietnam was formally affected in 2001, plus with the accession 
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to the World Trade Organization (WTO) of Vietnam was verified since 2007. 
Changes in economic policies to the market economy of Vietnam cause positive 
impacts on entrepreneurs and the start-up business of new entrants. Therefore, 
according to Vietnam General Statistics Office (GSO), there is an increase in amount 
of enterprises in 2013. Evidently, there is 457.343 enterprises existing in the whole 
country, up 9.5% compared to the same period of 2012 and 57% compared with 
2010. In which the share of State Owned Enterprises (SOEs) has been slowdown 
from 3.6% in 2005 to 1.5% in 2013, because of changes in privatization policies of the 
government.

It is doubtless for importance of SMEs’ contribution to the national economic 
development, which is undisputable. SMEs in Vietnam take a large share as around 
98% of the number of enterprises, where 66% of the national labor force has been 
expecting to prosperous life (ADB, 2013), and contribute 40% to GDP*. To preserve 
the marketplace, Vietnamese SMEs have paid more attention to the market-oriented 
strategies and the integration, in which approaches of networking ties of the 
organization is taken into account.

The social networks and private credit of SMEs in the early stages of Vietnam’s 
integration toward the market economy still play a key role(Hai, et al., 2009). With 
open policies of the government, SMEs have been more dynamics to generate 
communications with external partners for improving product quality, reducing 
the production cost, increasing competitive advantage. In parallel, the government 
has been trying to build up the support bridge to SMEs. By doing this SME can 
get more knowledge of technological transfer, market information, business law, 
etc. However, as argued by Hai et al. (2009), there are a lack of formal network 
linkages and technological cooperation among technological research organizations, 
between supporting institutions and SMEs, and with other firms. As a result, the 
roles of supporting agencies are not brought into seriously. In addition, although 
the Vietnamese government pays more attention to information and consulting 
provisions to promote the SMEs, e.g. market information, technological information, 
and counsel, those are not seemly qualified. This means the quality of information 
is till questionable, and what SMEs get from supporting agencies still away from 
their expectation.

Based on the concept of the leading state organization, state owned enterprises 
(SOEs) in Vietnam play an utmost leading position in the market economy under 
the state management, support policies to SMEs are more priority. As a result, SOEs 
are main beneficiaries for those supports, which sometimes causes the negative 
thinking of non-state owned enterprise’s to SOEs, as unfair policies to rival market.
While private SMEs are handicapped, due to a lack of information structure (Thai 
& Chong, 2008).

*	 http://moj.gov.vn/tcdcpl/tintuc/Lists/PhapLuatKinhTe/View_Detail.aspx?ItemID=390
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In general, we cannot negate what Vietnamese SMEs’ contribution are. However 
those in Vietnam have operated with far less information than that of other countries, 
although they have concerned the market oriented strategy during the integration.

With the fast development of information system and more considerations on 
social network for recent years, SMEs in emerging markets, e.g. Vietnam, pay more 
attention to seeking network linkage and ties, due to a change to diffuse information. 
But, in fact that networking can be a new idea for developing countries, such as 
Vietnam, so studies related to impacts of network linkages of SMEs at Ho Chi Minh 
City on the firm performance have been expected. As a result, this paper aims to 
find out how the firm is using the network and its effects on SME’s performance. 
Because positive views on a firm’s network linkages can in turn lead to subsequent 
beneficial resource exchanges (Hoang & Antoncic, 2003), achievements of SMEs 
can be addressed.

2.	 THEORETICAL ANALYSIS

Networking and its Effects

As argued by Borgatti (1987), a network is a group of actors or social entities 
connected by a set of linkages through which they are going to exchange information 
or resources or both. While Provan & Kenis (2007) criticized that network is typically 
institute to coordinate and promote network and share many characteristics with 
other governance devices. Network communications provide emotional support 
for entrepreneurs toward risk take acceptance, but based on qualified and dissected 
information. Entrepreneurs seek legitimacy to reduce risks by associating with 
individuals and organizations (Hoang & Antoncic, 2003).

There are two types of the network, which inter organizational networks offer 
networks of alliance partners (Rindfleisch & Moorman, 2003), and channel members 
(Antia & Frazier, 2001). While intra organizational networks present connected 
business units (Houston, et al., 2001) and individual managers within a single 
business unit (Bond, et al., 2004).

According to Forret & Dougherty (2001), there are five types of networking 
behavior: (i) maintaining contacts; (ii) socializing; (iii) engaging in professional 
activities; (iv) participating in community; (v) increasing internal visibility. Senik, et 
al. (2011) argued that networking is an important source of SMEs business expansion, 
due to its contributions to market integration. Convergent views of networking 
consist of three interconnected sources: (i) government institutions; (ii) business 
associates; (iii) personal relations.

With the fast development of information system, causing an increase in social 
media users, individuals and organizations get more approaches in building 
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communications and cooperation, making expansion of network range. Once the 
firm has more networks by acquaintances, he or she can access more information 
(Granovetter, 1983), also potential benefits will be derived.

As documented by Havnes & Senneseth (2001), networks are a mean to help 
SMEs in diffusing innovations, partners in which can share each other ideas and 
cooperation. With a survey conducted on five companies by in-depth approach, 
Konsti-Laakso et al. (2012) found the first meeting between companies centered on 
making acquainted toward decisions about joint actions. Collaboration among firms 
is a good solution for a firm can find a way to escape and prevent market threats. 
Mostly networks build are based on collaboration, not only for production, but also 
for services. So participation in network linkages often requires large investments 
to enable compatibility with network partner’s cooperation.

According to Senik et al. (2011), Asian firms are eager for building network, in 
which external relationships are taken into account. Sim & Pandian (2003)offered a 
concept of quanxi, it is a presentation of network built through personal connection 
of the owners, family ties, connection with selected state-owned enterprises. 
According to Li & Matlay (2006), quanxi is the key to successful entrepreneurship 
and facilitate Chinese SMEs to utilize social capital for business development and 
survival. Similarly, Coleman (1988)argued that networking can heighten an SME 
owner’s social capital, due to a chance of assessing to information embedded within 
the networks accessed.

External networks generate opportunities and enhance utilization maximization 
to increase competitive advantages, which network range plays important role in 
providing organization with access to diverse information and expanded learning 
opportunities (Reagns & McEvily, 2003). Once network range is expanded, it 
increases knowledge gained opportunities as network-spanning relationships with 
partners, also gather new ideas that they had not previously been exposed.

Hypothesis

According to Houston et al. (2004), network variables can and do serve as both 
independent and dependent variables. In case of network being independent 
variables, Rindfleisch & Moorman (2003) found that network linkages influence 
a firm’s new product outcomes. With network variables as dependent variables, 
network linkages across firms result from a need to reduce a firm’s exposure to risk 
(Gulati, 1995). However, in this paper, the firm’s network linkages as independent 
variables are taken into account, its impacts on the firm performance is analysed.

Based on a study on small and medium size enterprise (SME) internalization 
process in Malaysia, Zizah et al. (2011) argued that networking of SMEs is a linkage 
with institutions, business associates and personal relations, in which business 
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associate and personal relations are main networks, due to a strong link. The 
institutions mean the supporting government agencies. Personal relations consist 
of previous employment contract, colleagues, friends and relatives. Business 
associates are other owners, managers of both large local firm, foreign companies. 
As documented by Watson (2007), two main network linkages that the firm can 
gets communication for gathering information, formal and informal networks, 
which formal networks are more important than informal networks to improve 
firm performance. Therefore, the first hypothesis is suggested to be bested as below.

Hypothesis 1: The stronger network linkages, the more impacts on firm performance 
(growth, ROE, labor growth, productivity)

More broadly, Chittithaworn (2011) found the business success of SMEis 
significantly depended on the way of doing business and cooperation, the 
firm’s characteristics, customer and market, resources and finance, and external 
environment. The firm performance is distributed by the way of doing business 
and cooperation. Seeking advice and supports from an existed network in business 
as well as new network generation is indispensable for SMEs. Especially, SMEs at 
the early business stage is in more need of helps. Once advice and supports of each 
business transaction are more, it is a huge contribution to changes in market oriented 
strategies of SMEs. So, the second hypothesis is considered as below.

Hypothesis 2: An increase in network intensity causes a raise in firm performance 
(growth, ROE, productivity and labor growth).

As argued by Collins & Clark (2003), systems of human resource practices 
may lead to higher firm performance and assure sources of sustained competitive 
advantages. However, to address good labor force, a director of firm needs external 
and internal communication and think of that as a serious leverage to improve 
capacity building of employees. For technology firms, sensitive and complex 
information are particularly useful to motivate an entrepreneur to lower lab or 
costs during production. With view mentioned, the third hypothesis considered is.

Hypothesis 3: An increase in network range contributes in saving labor cost of SMEs.

In novativeide as in mind of SMEs are always considered to defend and win 
their competitors in the marketplace. Thereby, SME doesn’t want its products 
being backward and high production cost. So it doesn’t stop improving their actual 
technology to address quality standard with reasonable price, which a network 
must play a decisive role in the process (Matteo, et al., 2005). However, there is 
a big challenge to understand whether such a network of contacts could lead to 
the emergence of productivity. To find out this for SMEs in Vietnam, the fourth 
hypothesis is enrolled as below.

Hypothesis 4: The higher activity with network actors, the higher productivity of 
SMEs
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Peformance Measure

Moorthy, et al. (2012) documented that the performance of the SME is affected 
by the use of marketing information as well as the application of information 
technology. This means that networks can create the value of the firm and contribute 
to achievements. Measuring firm performance is different from views of previous 
studies. However, based on what already criticized, four indicators are employed 
to measure firm performance: Firm growth, returns on equity (ROE), labor cost, 
and productivity. They play as dependent variables with a dichotomous score, 1 
being high and 0 being low, which binary logistic model is used.

Firm growth: To find out impacts of networks on business growth, Donckels 
& Lambrecht (1995) used log-linear technique, and found an evident impact of 
network on firm growth, in which a growth of the firm is defined as the increasing 
in turnover over the last two years. Watson (2007) used firm growth as measure of 
the percentage increase in total income (sales plus other income) across the last two 
years. By doing this, Watson measured firm growth by defining the upper and lower 
quartiles, which the firm in the upper quartile is coded “1” as high firm growth 
and those in the lower quartile coded “0” as low firm growth. Premaratne (2001) 
defined firm performance by measuring performance in sales and performance 
in profitability. However, profit is seldom used in research considered with the 
performance, because researchers believe that profit is not important but due to 
concerns over response rates (Watson, 2007). As documented above, measuring firm 
growth in this paper is based on Donckels & Lambrecht (1995) and Watson (2007).

Return on equity (ROE): financial performance is partly measure of firm 
performance. To find out impacts of network on small business growth, Premaratne 
(2001) employed performance in profitability, employed as business growth of 
the firm. Watson (2007) argued that ROE is an indicator to evaluate firm growth. 
Accordingly, ROE is measured by summing the annual profit for the last two years, 
dividing by the total equity, then multiplying by 100 to report it as a percentage. 
As a result, this concept is used in this study to define ROEas measure of SME 
performance with the period of two years 2011-2012.

Labor cost: A labor force of the firm is an indication of size measure. Once the 
firm achieves during the birth stage of organization (Jones, 2013), it will further 
demand more labor toward market expansion. The larger size organization, the 
more labor recruited, the more facilities, are asked, which training programs to the 
internal labor force and the divisional structure are strictly required to be designed 
to meet reasonable costs and strengthen competitive advantages. To do this the firm 
must need outside stakeholders or/and external experts for advice and counsel. 
This cost can be high or low, being depended on the firm’s networks. However, 
once networks are placed, it contributes to optimization of costs of transaction and 
government (Konsti-Laakso, et al., 2012). Impacts of network linkages on labor 
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cost are a new idea in this paper, because it isn’t seemly done in previous studies. 
Whereby, the labor cost as measure of the percentage increase in total labor cost 
across the last two years, which the period of 2011-2012 is considered.

Productivity: To evaluate efficiency, the firm normally measures its output based 
on productivity, because that contributes to competitive advantages with low costs. 
According to Johansson & Loof (2015), productivity is a determinant of growth, it 
presents an important indicator related to changes in technology, which impact on 
the firm performance. Improving on firm productivity is caused by a path along with 
the firm’s knowledge-creation efforts, in which knowledge is a main contribution 
from external networks by advice and consulting services or cooperation system 
shared. Productivity is defined as binary variable, in which its measure is based on 
the question to ask entrepreneurs, which levels of growth rate below 50% is coded 
“0” and 50% up is coded “1”.

3.	 EXPERIMENTAL ANALYSIS

Sample and Data Collection

Sampling enterprises through the survey is conducted by Vietnam General 
Statistics Office (GSO). Although the survey is implemented in the country broadly, 
enterprises located in Ho Chi Minh City are extracted, as scope study. There are 
636 entrepreneurs doing business at Ho Chi Minh City interviewed during 2013. 
However, there are 16 entrepreneurs found through examining the data, not 
registered their business with the local authority. Therefore, these enterprises were 
excluded, because they are not active business as official business. Additionally, 
formal networks of these unregistered SMEs aren’t seriously recruited by banks, 
external accountants, industry associations. According to the questionnaire 
designed, total sales, total labor cost, and total equity of the enterprise of 2011 and 
2012 are measured. This is an important contribution to define growth rate of sales, 
return of equity (ROE), labor cost of two continuous years.

Based on arguments of Watson (2007), formal networks in this paper are defined 
as the firm’s communication with business associates, business consultants, banks, 
industry associations, external professional (accountant, lawyer). According to 
the questionnaire, entrepreneurs are asked to rate their communication with 
each member in their network based on four point scale, in which score of “0” 
is defined never access network linkages and “3” being access network linkages 
completely.

The score of formal networks is calculated by the mean value of scores rated at 
each formal network multiplied with the number of formal networks, that the firm 
accessed during the year. For instance, if the firm has networks with two external 
partners, e.g. business associates and banks, it is asked to rate each network linkage 
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with the four point scale. The calculation of the score of formal network in which 
is the value of rate on average multiplied with two network linkages.

Source of informal networks is defined to be family and friends(Watson, 
2007), local community (women union, youth union, farmer association, veteran’s 
organization), and local authority. Similarly, score calculation of informal networks 
is the same to the formal networks, also based on the mean value of scores rated 
at each informal network multiplied with a number of informal networks that the 
firm accessed during the year.

With details by questions enclosed in the questionnaire, network intensity of the 
firm is calculated by ratio between total advice and supports, and total number of 
transaction of the firm with networks. It means total advice and supports that the 
firm get from networks, they are divided by the total number of transactions. This 
calculation is different from Watson (2007), because it is based amount of advice and 
support per network. As such, network intensity is defined as an indication of the 
average intensity with which owners access networks to get advice and supports. 
In calculating an owner’s network intensity score, only those networks accessed 
by the firm are included.

Networking score is measured by the average rate of a scale point from 0 to 3 
(0 being never access network ties and 3 being access network linkages completely) 
multiplied with its total number of formal and informal networks. This measure is 
different from network range, because it doesn’t measure frequency of advice and 
supports that any individual owner of the enterprise got.

Unlikely, network range presents the amount of disparate pools of knowledge 
based network ties (Kreiser, 2011).Watson (2007) measured network range based 
on the total potential number of networks, formal and informal. However, network 
range in this paper is defined more practice, because its measurement is based 
on frequency of advices, supports per year that the any individual owner of the 
enterprise got from all network linkages, not number of networks. Therefore, 
network range is a measure of communication or interaction frequency, as a measure 
of relational strength (Uzzi, 1999).

4.	 RESULTS

Table 1 is a summary of network access of SMEs at Ho Chi Minh City, Vietnam 
during 2011-2012. Accordingly, the network of business consultants is rated by a 
high score of 59%. It means SMEs very much consider advice and supports from 
this member. This result is different from Watson (2007), because Watson found 
that 72% of Australian SMEs never accessed business consultants during 1995-1996. 
This difference can be explained by competition of 20 years ago wasn’t fierce, also 
changes in technology was unlikely from now. In addition, Ho Chi Minh City is a 
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central business place of the country, seeking advice and supports from business 
consultant of SMEs is obviously.

Although the bank network is defined as an important linkage that every 
firm must address to get a loan for business, 62.26% of SMEs at Ho Chi Minh City 
during 2011-2012 never accessed this network. This can be explained those firms 
are a strong enough capital, or they don’t want to ask loan during the period of the 
global recession. In general, business consultants, business associates and industry 
associations of formal networks are highly evaluated by SMEs to get information, 
advices, and counsels.

Unlike Watson (2007), family and friends plays an important source for SMEs 
to get information. This is not completely surprised, because Vietnamese culture is 
friendship and helpful each other once people become a good friends, and thinking 
the family is the best and the strongest mainstay. This result is consistent with Birley 
(1985), who found that entrepreneurs heavily rely on informal networks rather than 
formal networks.

In addition, as resulted in table, role of local community and authority is a 
slight contribution to SMES approaching supports, in which local authority of 
district and local community of hamlet are prominent, because of positive changes 
in entrepreneurship program of local authorities for current years.

Table 1 
Score of formal and informal networks

Network
Scale

Total
0 (%) 1 (%) 2(%) 3(%)

Formal network
Business associates 12.9 16.13 30.81 40.16 100
Business consultants 4.35 7.26 29.19 59.20 100
Banks 62.26 21.61 11.29 4.84 100
Industry associations 36.94 35.80 18.87 8.39 100
External professional (accountant, lawyer) 43.71 16.61 19.84 19.84 100
Informal networks
Family and friends 17.74 55.81 19.35 7.10 100
Local communities 56.45 38.71 2.58 2.26 100
Local authority 51.12 43.55 3.39 1.94 100

Source: GSO
Note: 0 being never access networks, and 3 being access networks completely.

As depicted in table 2, firm age with range 10-20 years old and range of 5-10 
years old account for 70% of total sample. However, there is no difference in low 
and high quartile for firm growth, ROE, labor cost, and productivity. ButSMEs with 
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age range of larger than 20 and 60 years old have a significant difference at 1% level 
between high and low performance of ROE, and significant at 10% level between 
high and low productivity.

Employee groups developed in the sample are based indication of the survey of 
GSO, which the enterprise with the size of 5-10 employees and 10-49 employees are 
significantly higher proportion than others, particularly for employee groups by high 
and low quartile of ROE. There also appears to be significant differences between 
various groups belong to labor cost growth and productivity. Most of enterprises 
with different sectors, e.g. manufacture of food products, manufacture of textile and 
leather products, manufacture of wood and paper products, manufacture of rubber 
and plastics products, manufacture of fabricated mental and electrical products, 
and manufacture of mechanical products are not found significant differences 
appeared in various groups.

However, appearing family enterprise, limited company, and joint stock 
Company with capital of State is significant differences between low and high 
quartile of ROE. Family enterprises, private enterprises, and limited companies are 
also significant differences in low and high quartile of the enterprise’s productivity.

Table 2 
Firm performance with demographic variables

Demographic indication
Growth ROE Labor cost growth Productivity

Low High Low High Low High Low High
Firm age
>1 - 5 years old 12.9 14.52 12.62 14.79 12.89 14.41 14.95 11.78
>5 - 10 years old 38.39 33.87 34.63 37.62 37.63 34.83 34.88 38.38
>10 - 20 years old 39.03 38.71 39.81 37.94 38.68 39.04 35.88 41.42
>20 - 60 years old 9.68 12.9 12.94 9.65a 10.80 11.72 14.29 8.42c

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Employee group
< 5 employees 25.48 22.26 32.36 15.43a 19.51 27.63b 25.91 19.19b

5 - 9 employees 31.94 35.16 41.42 25.72a 39.02 28.83b 35.22 33.00
10 - 49 employees 34.51 33.23 22.33 45.34a 34.15 33.63 32.56 36.36
50 - 199 employees 7.10 8.70 3.56 12.22b 5.92 9.61 5.65 10.44
>= 200 employees 0.97 0.65 0.33 1.29c 1.40 0.30 0.66 1.01a

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Industry
Manufacture of food 
products

22.33 20.9 25 20.9 21.95 23.8 27.24 18.92b

Manufacture of textile 
and leather products

19.09 18.65 17.53 18.65 17.07 18.98 16.61 20.95
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Demographic indication
Growth ROE Labor cost growth Productivity

Low High Low High Low High Low High
Manufacture of wood 
and paper products

13.27 15.43 11.04 15.43 12.54 13.86 11.96 14.19

Manufacture of rubber 
and plastics products

16.5 13.18 17.53 13.18 14.29 16.27 17.61 13.18

Manufacture of 
fabricated mental and 
electrical products

22.33 26.37 22.73 26.37 27.53 21.97 22.26 28.04

Manufacture of 
mechanical products

6.48 5.47 6.17 5.47 6.62 5.12 4.32 4.72

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Firm style
Family enterprise 47.1 42.58 59.87 29.9 47.04 42.94 52.16 37.04a

Private enterprise 10.65 13.55 12.3 11.9 11.85 12.31 9.63 15.49b

Limited Company 39.03 38.39 25.24 52.09 37.98 39.34 34.22 42.76b

Joint Stock Company 
with capital of State

3.22 5.48 2.59 6.11 3.14 5.41 3.99 4.71

Total 100.00 100.00 100.00 100.00 100.01 100.00 100.00 100.00

Source: GSO
Note: (a) significant at 1%, (b) significant at 5%, (c) significant at 10%.

As defined previously, four indicators, firm growth, ROE, labor cost, productivity 
of SMEs are measure of firm performance, and employed in binary logit model. Each 
indicator as a dependent variable has independent variables, which three models 
(e.g. model 1, model 2, and model 3) of each indicator are defined. As resulted 
in table 3, model 1 of four performance indicators only consists of demographic 
variables, while model 2, it includes demographic variables, network score, and 
network range and network intensity. Model 3 of four performance indicators are 
demographic variables and formal network, informal network, network range and 
network intensity.

As resulted in table 3, model 1 has demographic variables as independent 
variables, in which ROE is a significant difference in various groups of employee. 
Thereby, the more scale of employee working at the SME, the higher ROE of its. In 
addition, business sectors of SME also depict a significant association with ROE. 
SMEs with labor less than five person occur a high labor cost, due to the coefficient 
of less than 5 employees is significant at 5% level.

Continuously, model 2 for the first indicator of firm growth, all coefficients 
are not significant at any level, except to network score. Because the coefficient of 
network score is positive and significant at 10% level. This means than an increase 
in networking score causes a raise in firm growth. Although this result is consistent 
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with Watson (2007), however the impact level of network score found by Watson 
(2007) is greater than that of this finding. In terms of impacts of networking score 
on firm growth of model 3, formal network is a main reason. It isn’t enough obvious 
to infer a significant impact of informal networks on firm growth. As a result, the 
impact of networking score on firm performance is mainly explained by formal 
networks, as a prominent contribution to firm performance. This can be debated that 
strong linkage are likely to be more important in the information dissemination than 
weak linkages, which is oppositely with the finding of Granovetter (1983).Likely 
firm growth, ROE is also depended on formal networks, this results that there is a 
significantly positive impact of formal networks on ROE. In addition, the coefficient 
of network range in both model 2 and model 3 of ROE is positive and significant, 
so an increase in network range cause a raise in ROE. While Watson (2007) found 
not significant association between network range and ROE. As a result, the finding 
adds a strong support the first hypothesis, the stronger network linkages, the more 
impacts on firm performance, particularly for firm growth.

Checking significance of network intensity, the result shows network intensity 
is an important contribution to firm growth, due to its significant level, but 
not for other three indicators. This result is obvious confirmation of the second 
hypothesis to be supported, an increase in network intensity causes a raise in firm 
performance.

Interestingly, model 3 with labor cost rate as the dependent variable, it draws 
a significant association between labor cost and network range. However, this 
relationship is negative, it means the more network range of the firm considered, 
the lower labor cost growth. This result is corresponding with actual situation 
of Vietnam, because Vietnamese culture for transaction is heavily distributed by 
traditional and long acquaintance. This finding is a strong support to the third 
hypothesis, an increase in network range contributes in saving labor cost of 
SMEs.

With productivity is employed as a dependent variable, model 2 presents an 
interesting result, which there is a significantly positive association between firm 
productivity and networking score. Because model 3 of which confirms an evident 
relationship between firm productivity and informal networks, the conclusion is 
that weak linkages play more important role than strong linkages to increase firm 
productivity, corresponding with Birley (1985). This finding is evidence to accept 
the fourth hypothesis, the higher activity with network actors, and the higher 
productivity of SMEs. However, actors in this term is belong to informal networks. 
This finding isn’t a big surprising, because family and friends, local community 
(women union, youth union, farmer association, veteran’s organization), and local 
authority can be a reliable information source that SMEs are seriously shared with 
secret advice and support with respect to technology improvement.
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5.	 DISCUSSION

As argued by Littunen (2000), entrepreneurial networks are categorized as either 
formal or informal networks. Entrepreneurs at the start-up business pay more 
attention to networks, because once networks are set up, it create competitive 
advantage, innovation and efficiency. However, it is a pity, because this study 
didn’t find evidence of contribution of network linkages to firm performance by 
age of SMEs. Evidence of difference in ROE between various groups of business 
sector is existed

Uzzi (1999) documented that a linkage among actors from formal and informal 
networks in many ways provide a means by which resources from one relationship 
can be engaged for another. But, the performance of SMEs at Ho Chi Minh City is 
mainly distributed by formal network.

What are found in this paper, significant impacts of network connections on 
firm performance are interesting findings, and it is not popularized in previous 
researches, especially for Vietnamese SMEs. More interestingly, productivity and 
labor cost of SMEs are improved once it get more networking scores, and increase 
the amount of disparate pools of knowledge by the increasing of frequency of 
communication and counsel.

A new point of this finding is to find a significant impact of networking score 
on firm productivity, in which informal network cause a main effect. This is also 
confirmed by Matteo et al. (2005). Improving the firm productivity is contributed 
by learning other firm’s technological and organizational solutions. Because how 
fast and how efficiently information based on network linkages can permeate the 
firm innovation, that positively affect firm productivity. However, SMEs have high 
expectation to network ties with family and friends, local community (women 
union, youth union, farmer association, veteran’s organization) and local authority. 
Because, the role of women union, youth union, farmer association, veteran’s 
organization for current years are uphold effectively, these stakeholders are highly 
evaluated during poverty reduction programs of the government.

6.	 CONCLUSION AND DISCUSSION

With employing the statistical model of binary logistic regression to database 
sourced from GSO, the sufficient sample of 620 SMEs at Ho Chi Minh City in Vietnam 
is investigated to find out their performance affected by networking score, network 
range, and network intensity. As mentioned in empirical results, this study found 
strong evidence to accept the four hypotheses: (i) the stronger network linkages, 
the more impacts on firm performance; (ii) An increase in network intensity causes 
a raise in firm performance, in which grow firm is confirmed; (iii) An increase in 
network range contributes in saving labor cost of SMEs; (iv) The higher activity 
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with network actors, the higher productivity of SMEs, in which the role of actors, 
such family and friends, local community, and local authority are prominent.

Comparing with previous studies, e.g. Watson (2007), Granovetter (1983), this 
paper brings an interesting finding and great contributions to literature review. The 
growth of labor cost of SMEs are influenced by network range. Once the firm has 
more frequency of advice and supports from its own network connection, labor 
cost is saved. Another interesting one is that productivity of SMEs is a significant 
association with its networking score. However, the role of family and friends, 
local community (e.g. women union, youth union, farmer association, veteran’s 
organization) and local authority are much more important. In addition, this study 
also confirm that the larger employee size of SMEs causes a higher ROE, especially 
for SMEs with range of larger 10 employees. This can be concluded small firms have 
contacts with their surroundings, but these contacts aren’t enough strong for their 
operation to improve ROE. Besides, SMEs with fewer employees (less than five) 
cause higher labor cost. The empirical results showed a clear connection between 
business sectors and ROE of SMEs.

Implication

Findings of the paper related to network linkages impacting on firm performance 
are a great message to policy decision makers. The role of local community should 
be taken into account of supports and advice, while SMEs must utilize what they 
got from network communication to improve productivity. In parallel, formal 
programs of the government to SMEs through formal networks, e.g. business 
associates, business consultants, industry associations, external professional are 
necessary to improve firm growth, ROE, and labor cost. Once network linkages 
of SMEs are utilized, the firm has more chances to approach practical knowledge, 
such as skill and know-how of entrepreneurs, and to explore frequency of advice 
and supports. Because a key characteristic of entrepreneurial networks is the spatial 
dimension (Johannisson, 1998), SMEs need searching networks with respect to the 
economic features of firms.
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