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Small and Medium Enterprises Clustering and Collaborative 

Commerce – a social issues perspective 
 
Abstract 
 
This paper deals with the social psychology associated with networks of small and 
medium enterprises (SMEs), especially from the perspective of social identity theory.  
The focus is on collaborative networks of small and medium enterprises (SMEs) and 
collaboration around information technology (IT) which is known as collaborative 
commerce or c-commerce. 
 
Since little research regarding this aspect of social psychology has been undertaken 
with respect to collaborative business networks this paper raises issues and seeks to 
clarify them in the business context.  Further research is required to further investigate 
how social identity theory ‘fits’ the business realm and the role it plays in explaining 
collaborative behaviour. 
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Introduction 
 
Collaborative commerce (c-commerce) is the use of technology, especially internet 
based technology, that facilitates collaboration amongst businesses.  It is one way that 
information technology (IT) can lead to business transformation.  C-commerce is 
considered by some to be the ‘next phase’ of the use of the internet by business, 
however, it may not be appropriate, feasible or possible for some, if not most SMEs.  
Discussion of the impediments to c-commerce adoption fall outside the scope of this 
paper though are considered elsewhere (Pease & Rowe, 2005). 
 
Whilst the debate as to membership of clusters or collaborative networks, of which c-
commerce is an example, has been more widely discussed, little has been written 
about the application of social identity theory.  The issues raised in this paper are 
useful to understand the social psychology at play prior to a firm joining a cluster or 
collaborative network, the valence the SME proprietor places on such membership 
and the esteem and cohesion issues that play a part in sustaining membership. 
 
The paper focuses on social issues critical to clustering and c-commerce adoption 
from the perspective of social identity theory.  The concept of relationship quality 
characterising such relationships is also of importance as explained by inter-
organisational relationship or network theories, a key element being trust.  This has 
implications for willingness to share information and attitudes to knowledge sharing 
and though related, fall outside the scope of this paper (see Rowe, et al, 2005).  
 
First an overview of collaborative networks and c-commerce is provided as is an 
outline of the relevance of c-commerce to and adoption by SMEs.  A discussion of 
social identity theory is followed by a series of propositions further research will set 
out to address. 
 
Collaborative networks 
 
New business patterns are characterised by, inter alia, diminishing geographical and 
time boundaries, globalisation of the labour market, increased connectivity, and 
extended or virtual companies.  There has been a shift to the knowledge era 
(European Community, 2000) with successful businesses forming alliances and 
partnerships to compete.  Collaborative commerce (c-commerce) and clustering 
facilitate the coming together of firms, including competitors, to exploit opportunities 
that arise.  As global competition intensifies SMEs are forming symbiotic 
collaborative relationships as a way to keep up or to access unique or ‘pioneering’ 
resources and to achieve efficiencies and access markets.  C-commerce is one 
example of this response and is seen by some as the next stage in e-business.   
 
There have been rapid developments in collaborative networks in the last two decades 
and involvement in networks contributing to knowledge and productivity.  Firms are 
often reluctant to share information and knowledge formally for fear of their 
competitive position being undermined so it is ironic that collaboration has been 
found to contribute to productivity gains.  It has been observed (European 
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Community, 2000, p.18) that ‘the relationship between competitiveness and 
competition may evolve, and that the ‘co-opetition’ model’ may be of use.  This is the 
subject of discussion elsewhere (Pease & Rowe, 2005). 
 
With the concept of knowledge networks, we enter a new era by accepting to assess 
not only internal values but equally values external to the enterprise.  This requires 
two factors.  Firstly firms must have the appropriate tools and capacity to 
communicate and to stock external knowledge according to its needs.  Secondly, they 
must have in place appropriate processes to assure access to and management of this 
knowledge in order to exploit it and so generate added value.  In other words, firms 
looking to be involved in collaborative networks need to ‘develop a new knowledge 
management process’ (European Community, 2000, p. 3). 
 
Whilst these issues are of interest to the authors, they are beyond the scope of this 
paper.  Of interest here are the psychological issues that explain collaboration by 
firms around Information Technology (IT).  
 
C-commerce is an example of collaborative networks which arise as knowledge 
management becomes more widespread.  IT and Information Communications 
Technology (ICT) have brought about a shift in the phenomenon of clusters 
subjugating the importance of proximity and location by virtual proximity.  
Additionally ICT fosters interregional collaboration so the boundaries between 
regions important to regional clusters are no longer as distinct as they once were. 
IT/ICT are critical drivers of integration and co-operation since they enable 
businesses to integrate activities and functions otherwise not possible (Joo, 2002). 
 
Collaborative networks, including c-commerce, demand a new approach by firms 
incorporating new relationships, new assumptions, trust and a shift in culture that 
values partnerships.  Without adopting these factors it is not likely that SMEs will 
consider these options.  Social interactions underpin collaborative relationships.  The 
firm - represented by the proprietor - must be able to see other firms as an extension 
of itself – a co-opting approach rather than one of competition.  This can be explained 
from the perspective of social network theory and the importance of a collective view 
preceding such cooperation.  
 
What is Collaborative Commerce? 
 
C-commerce consists of all an organisation’s ICT bases, knowledge management and 
business interactions with its customers, suppliers and partners in the business 
communities in which it interacts.  It can be horizontal competitive co-operation as 
well as vertical collaboration along a supply chain.  Essentially it is the coming 
together of collaborators around IT to exploit opportunities as and when they arise 
(McCarthy, 1999; GartnerGroup, 1999). 
 
C-commerce represents the coming together of both ICT and social networks.  The 
collaborations between business and community depend upon the willingness of 
businesses to network and share information as well as their ability to accept business 
cultural change.  The technology networks depend upon the hard and soft 
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infrastructure available and the willingness of business to adopt new business 
methods involving business technological changes (Braun, 2002). 
 
 
Benefits of C-commerce 
 
C-commerce is concerned with obtaining sustainable competitive advantage from the 
maximisation of value adding benefits obtained by working collaboratively with 
others via IT.  Given the nature and size of SMEs these potential benefits are very 
attractive.  Collaboration using IT also has been identified as a source of innovation 
(Ryssel, Ritter & Germunden, 2004).  
 
C-commerce enables firms to ‘grow’ their assets and access markets (Holsapple & 
Singh, 2000; Ring & Van der Ven, 1994) and facilitates innovation and information, 
knowledge and systems sharing and exchange (Holsapple & Singh, 2000) which may 
lead to increases in efficiency.  Internal efficiencies can also be generated by the 
sharing of information via IT within inter-organisational relationships (IORs) (Ryssel, 
et al., 2004).  Bititci, Martinez, Albores & Parung (2004, p. 266) observe 
collaborative enterprises or networks ‘create new and unique value propositions by 
complementing, integrating and leveraging each other’s capabilities and 
competencies’. 
 
To make the most of the opportunities afforded by c-commerce, SMEs must adopt ‘an 
entirely different approach to strategic planning and management which can enable 
them to deploy an extensive infrastructure network based on shared resources with 
other firms’ (Tetteh & Burn, 2001, p.171).  This requires strategic thinking, trust and 
a realization of the importance of co-opting rather than competition which typically 
exists amongst individual firms.   
 
In summary then, c-commerce requires firms to develop a strategy, both short and 
long term; adopt appropriate business models; develop and sustain appropriate 
collaborative cultures engendering trust; invest in IT to facilitate information and 
knowledge sharing and set in place appropriate organisational structures to enable 
collaboration (Kalakota & Robinson, 1999).  
 
This collaboration generates ‘relational rents’ through ‘relation-specific assets, 
knowledge-sharing routines, complementary resource endowments, and effective 
governance’ (Dyer & Singh, 1998, p.674).  For such benefits to arise, these elements 
need to be in place.  This is not the case for many SMEs who have not considered c-
commerce, let alone have taken a strategic approach, formed appropriate relationships 
or dedicated assets, resources and routines to enable its introduction. 
 
The absence of relationships, network competence and social identity amongst SMEs 
act as an impediment to c-commerce adoption.  To date the latter factor has not been 
specifically researched with respect to SMEs, so this paper seeks to highlight what is 
considered to be an important antecedent to c-commerce adoption. 
 
Small and Medium Enterprises and Information Technology 
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E-commerce is considered to provide substantial benefits to business, particularly 
small business, enabling new ways of working to emerge, facilitating an 
organisation’s reengineering.  Despite this, SMEs generally lag behind in their 
adoption of technology, including e-commerce (Bode & Walker 2003).  The reasons 
for this have been the subject of much debate.   
 
Use of information technology by Australian businesses as reported by the Australian 
Bureau of Statistics (2004) is lower amongst small businesses compared with medium 
and large enterprises.  According to Sensis information (2004) only about one third of 
small businesses and half of medium enterprises have a web site, with sites 
predominantly a means to share information rather than enabling online ordering, 
procurement and other aspects of e-commerce.  However internet connectivity and 
use amongst Australian SMEs has increased over the 2003-4 period.   
 
If firms have been slow to embrace e-commerce then it is little wonder that the uptake 
of c-commerce, as well as willingness to co-opt, has been slow.  Although SMEs may 
be hesitant to share information for fear of losing competitive advantage, the co-
opetition model is useful to consider cooperation.  This is discussed with elsewhere 
(European Community, 2000; Pease & Rowe, 2005). 
 
A majority of SMEs adopt e-commerce just by chance, or take a casual approach, 
rather than as a consequence of systematic consideration and planning (Engsbo et al 
2001; Scupola 2002).  Past experiences and personal knowledge of the owner have a 
substantial influence on IT adoption, especially since the small business owner may 
be seen to be the business (Poutziouris, 2003).  This has an important bearing on c-
commerce since it is underpinned by shared IT systems between collaborators.  This 
reification of the business according to the perspective of the proprietor also is 
important from the social identity viewpoint. 
 
Social theory and c-commerce adoption 
 
Where economic actors are concerned only by their individual interests and where 
they see others as competitive rivals, there can be no possibility for collaborative 
networks to be widely adopted.  Economic actors are finding more satisfactory modes 
of economic regulation through new organisational forms, in particular through 
various forms of co-operation between firms.  One example of new organisational 
forms is c-commerce.  As discussed, c-commerce demands a new approach by firms 
incorporating new relationships, new assumptions, trust and a shift in culture that 
values partnerships.  Without the acceptance of these factors it is not likely that c-
commerce will be successfully introduced by SMEs. 
 
A coming together around IT is secondary to the formation and existence of 
relationships between firms, since they underpin collaborative relationships (O’Keefe, 
2001).  The cultivation of relationships means firms are more able to capture the full 
value of technology (O’Keefe, 2001).  Whilst technology is central to c-commerce, it 
is the willingness to share information rather than the technology per se that 
potentially constrains the relationship (O’Keefe, 2001; Mason, Castleman & Parker, 
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2004).  Attitudes to knowledge and the willingness to share information with others 
are critical.  Yet the knowledge gained by cooperation may be used for competition 
(Levy, et al., 2003, p.3).  This can only be overcome through the generation of trust, 
commitment to the relationship and an agreement to not act opportunistically, 
enforced by endogeneous systems. 
 
For c-commerce to be successfully adopted social interaction is the key preceding 
adoption of technology.  An understanding of the importance of relationships is 
required.  Relationships are critical to successful implementation and are developed 
via networking, hence the importance of relationship quality factors and network 
competence.  To understand this networking consideration needs to be given to two 
broad groups of theories – network or inter-organisational relationships theories and 
social identity theory.   
 
In addition to relationship quality issues as encompassed in the discussion of network 
theory (see Rowe, et al, 2005; Pease & Rowe, 2005), c-commerce requires a view that 
sees other firms as an extension of itself – a co-opting approach rather than one of 
competition (Levy, et. al, 2003).  Essentially if SMEs see that their identity is more 
important than a collective identity, co-operation and collaboration is not likely to 
occur.  This is explained in the discussion regarding social network theory (Tajfel, 
1982; Tajfel & Turner, 1979: Kramer, 1993).  This collective view is an important 
precursor to the level of co-operation demanded by c-commerce. 
 
What is social identity theory? 
 
Social identity theory has its origins in the work of Tajfel which concerned social 
perception, prejudice and stereotyping and intergroup conflict and behaviour.  
 
Social identity theory identified the importance of the social self which contrasts with 
the individual self.  Co-operation with others, and so willingness and propensity to 
enter into c-commerce, is a function of the strength of one’s personal identity viz that 
of a collective identity.  When personal identities are salient, the focus is on personal 
goals and outcomes.  For co-operation with others to occur then, the salience of one’s 
collective identity needs to transcend one’s personal identity.  In this way self-interest 
is only one variable in explaining co-operation.    
 
Social identity approaches, of which there are three specific theories – social identity 
theory itself, self-categorisation theory (though some argue this is part of the former) 
and optimal distinctiveness theory - are concerned with the importance of people’s 
membership of groups and their impact on one’s self-concept – who they are and how 
they differ from others.  These concepts apply to SMEs in that the proprietor is the 
business (Poutziouris, 2003).  Hence the proprietors’ self-concept and that of the 
business relates not only to the experiences and accomplishments of the SME but also 
the groups to which the proprietor (and so by extension the SME) belongs (Sherman, 
Hamilton & Lewis, 1999).  
 
Tajfel (1982) and Tajfel and Turner (1979) introduced the notion that people attain 
part of their self esteem from group membership.  Since we seek to maintain positive 
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self-esteem we tend to view groups memberships in a positive light and so behave to 
maintain positive social identity.  When the group (in this case collaborative 
partnership around IT) achieves its goal or experiences success the social identity of 
members is enhanced.  These positive feelings of self-worth may derive from actual 
contribution to the group’s success or result from identification with the group.  
Similarly Terry (2003) argues that individuals seek to improve their social identity 
and are motivated to belong to high status groups, which has implications for c-
commerce. 
 
Stereotypes are widely shared images of social groups (Hogg & Abrams, 1999) and 
can only be couched in terms of social identity of a member of that group.  With 
respect to SME proprietors, do they see themselves as a member of a group of SMEs 
proprietors that shares certain qualities and traits, or rather do they see themselves as 
individuals who just happen to be proprietors of SMEs.   
 
Macpherson, Jones, Zhang & Wilson (2003) argue that the SME sector is not 
homogenous and that management of individual SMEs is contingent upon a number 
of factors.  Storey (1994), Birch (1987; 1995) and others all have in their research 
identified different types of SMEs, largely based on growth.  Growth is synonymous 
with entrepreneurs.  Entrepreneurial SMEs are more likely to not be constrained by 
existing resources and are more willing to take risks and act in a ‘boundary spanning’ 
way, forging relationships which enable them to tap into broader resources via a 
sharing of capabilities with partners.  SMEs likely to enter into c-commerce would 
tend to be those that are high-growth firms, exhibiting some of the abovementioned 
characteristics.  Whilst there is no widely accepted definition of rapid growth firms 
Birch (1987; 1995) coined the term ‘gazelles’.  Interest has focused on ‘gazelles’ 
since it is believed these firms contribute significantly to employment growth and 
economic development.  These firms constitute between 3 – 10% of SMEs. 
 
To Tajfel (1982) it seemed that there was a discontinuity between how people 
behaved when they related to others in an intergroup situation compared with 
individually.  This behavioural discontinuity reflected a social discontinuity between 
social identity and personal identity, with the former being associated with group and 
intergroup behaviours.   
 
It can be contended that this is a function of whether the individual is socially 
categorised (Hogg & Abrams, 1999).  Categorisation is the perception that one falls 
into a category or group – in this case whether proprietors believe they fall into a 
category or group coined ‘SMEs proprietors’ or perhaps subgroups according to 
Birch’s typology of SMEs (Birch 1987, 1995). 
 
Where this is so the individual will have some affinity with that group and would 
have a more developed sense of social identity with that group, compared with a SME 
proprietor that does not identify with or even acknowledge such a group. 
 
In intergroup contexts social psychology suggests that members seek positive 
distinctiveness – that is one attraction of being a group member is the sense of 
exclusivity or some positive benefit from belonging.  This is because the positive 
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connotations of belonging become attributed to the self (Abrams & Hogg, 1999).  
Therefore for c-commerce to be attractive the benefits from being involved need to be 
real and able to be observed both within the group and to others (the outgroup).   
 
Commitment to collaborative partners reflects strong personal identification with a 
group. Having a social identity satisfies the needs of individuals to simultaneously be 
unique (Snyder & Fromkin, 1980) and yet belong (Baumeister & Leary, 1995) (i.e., 
the issues of inclusion and differentiation).  
 
Once collaboration has occurred the issue of maintaining the relationship is also of 
interest.  A number of theorists from an inter-organisational relationship perspective 
have written about these issues (Holmlund,2004; Holmlund & Toonroos, 1997; 
Lawton–Smith & Dickson, 2003)  One emerging issue that is important to this 
relationship maintenance is the unity of the group or the perception of commitment to 
the group.  This concept has been coined entitativity by Campbell (Abrams & Hogg, 
1999).  Both entitativity and social identity are characteristics of a group as perceived 
by individual group members.  Whilst separate, each phenomenon has implications 
for the other.   
 
When a group is considered to have entitativity it is considered to have purpose and 
coherence, is more solid and has less penetrable boundaries (Sherman, Hamilton and 
Lewis, 1999).  The potency or power of the group high in entiativity are also 
perceived as being higher (Brewer, 1979) and the group is thought to have ‘greater 
potential for positive achievements’ (Sherman, Hamilton & Lewis, 1999, p. 102).  
These perceptions foster the positive social identity associated with belonging to the 
group. 
 
The processes involved in group membership, which social identity theory sets out to 
explain, serves to reduce the uncertainty felt by its members.  Uncertainty is aversive 
because it indicates a lack of control over the environment.  This is especially the case 
where the environment – be it the macro environment or the task environment - is 
undergoing rapid change.  Hence firms may enter into collaborative networks or c-
commerce to reduce uncertainty or to at least reduce the effect of uncertainty posed by 
the environment, on their business. 
 
Propositions 
 
Consideration of the above mentioned issues leads the researchers to develop a 
number of propositions that require further discussion and analysis.  Research 
regarding their applicability, is required.  The following list of propositions emerge 
from the foregoing discussion: 
 

1) Proprietors of high growth SMEs see themselves as ‘belonging’ to a group of 
high growth SMEs; 

2) Proprietors of high growth SMEs see themselves as ‘belonging’ to a group of 
high growth SMEs and achieve esteem from ‘belonging’ to this group; 

3) This perceived membership increases the propensity of SME proprietors to 
enter into more formal c-commerce relationships; 
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4) The social identity of proprietors of high growth SMEs is higher than that of 
other SME proprietors; 

5) Proprietors of high growth SMEs see the group to which they ‘belong’ as 
being higher in entiativity compared with SMEs generally  or other ‘groups’ of 
SMEs 

 
More generally other questions that need to be considered are whether there is any 
regional or sectoral variation in social identity for SMEs proprietors.  This potentially 
may have a bearing for the notion of regional and industry clusters.  
 
 
Limitations  
 
It has been suggested that the social identity approach treats the group as ‘an objective 
and static variable, rather than as a subjective or fluid conception’ (Operario & Fiske, 
1999, p. 31).  Others have argued that the behaviour described by social identity 
theory reflects the pursuit of self-gain as described by economic utility models 
(Rabbie, Schott & Visser, 1989).  Nevertheless it is considered that the underlying 
motivations and cognition that precedes membership of collaborative networks 
including clusters and c-commerce is important and needs to be considered.   
 
This paper seeks to identify those issues as they relate to SME proprietors particularly 
by way of collaborative networks and c-commerce.  A strong social identity is 
considered to be an important antecedent to c-commerce.  These issues require further 
exploration by way of empirical research to ‘test’ the propositions raised herein.  
Differing cultural and industry contexts also need to be acknowledged to identify the 
impacts of broader macro and task environmental factors. 
 
The social identity approach focuses on interactions not as representing individuals 
but of individual as being part of a social group (Hogg & Abrams, 1999).  It can be 
argued (Manstead, 1990) the study of group processes and intergroup relations that 
underpins social identity theory is linked to the European perspective regarding social 
psychology.  It may be the case therefore that social identity theory is distinctly 
European and so may not be as applicable to cultures that tend to be more 
individualistic in nature, such as those that prevail in the US or Australia.   
 
The situations surrounding SME proprietors, namely the macro and task 
environments, are important in that firms interact with these environments.  Social 
identity theory reinforces the notion that social cognitions are ‘socially constructed, 
depending on their group or collective frame of reference’ (Operario & Fiske, 1999, p. 
41).  The issue is what is the frame of reference for different SMEs proprietors, and to 
what extent this reflects membership to a collective of SME proprietors or is 
influenced by other alliances.  Perhaps other groups replace c-commerce – hence the 
role of portals, supply chain management, regional e-marketplaces, business 
associations and chambers of commerce need to be considered.  These may in effect 
be alternatives to c-commerce. 
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It is important to remember that behaviour is determined by the interaction with the 
environment or context or a ‘synergistic interaction between person and societal-
cultural context (Operario & Fiske, 1999, p. 42).  These macro and micro 
environmental issues therefore influence attitudes to and likelihood of adoption of c-
commerce. 
 
With respect to the question ‘how central is social identity to involvement in c-
commerce’?  Hogg & Abrams (1990, p.39) question whether it is indeed a prime 
factor and argue that ‘intergroup behaviour is quite likely to be multiply caused’.  
This factor is only one of many that are thought to influence c-commerce adoption.  
These factors are discussed elsewhere.  This paper serves to focus specifically on the 
role of social identity theory as it pertains to c-commerce adoption by SMEs. 
 
 
Conclusion 
 
The paper introduces the social psychology surrounding collaboration around IT 
amongst SMEs and serves to contribute to a greater understanding of collaborative 
networks, which includes clustering and c-commerce.  The issues outlined in this 
study will be used to undertake an in-depth study of SMEs c-commerce adoption with 
a view to assisting SMEs should they wish to transform their businesses via IT. 
 
Social identity theory is considered to be important to the formation of collaborative 
networks.  Just how critical remains to be seen.  Nevertheless, the absence of 
relationships, network competence and social identity amongst SMEs act as an 
impediment to collaborative networks and c-commerce adoption.  To date this has not 
been specifically researched with respect to SMEs, so this paper seeks to highlight the 
latter factor.  As indicated future research particularly dealing with the propositions 
identified will be undertaken.  
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