Social Network Formation and Effects on Organizational Performance
Introduction
Human beings have a tendency to organize themselves into groups out of many social, economic as well as organizational needs. This tendency has increased with the global outbreak in the technology which has made the tools of social contact easy to access and the ultimate performance of individuals in an organizational and economics interactions has been influenced by this contact with other individuals and the formation of groups and sub-groups at many levels. This fact has highlighted the importance of the formation of these groups so that the performance of the individuals in these groups can be tapped for the benefit of the human kind. Therefore, many organizational and academic circles have tried to find the drivers of the social networks and delved into the question of how exactly these groups are formed in different settings. The current paper is a similar effort to determine how social networks are formed in different organizational settings to provide a clear understanding of the underlying drivers these networks.
1.2 Definition & Types of Networks
Social networks, according to Stephen Goldsmith and Donald F. Kettl “are the summation of relationships between individuals across organizational and social boundaries. The strength, frequency, and form of the connections that define these relationships are also the definition of the social networks. An important related concept, social capital represents ‘social networks’, norms of reciprocity, mutual assistance, and trustworthiness.” (Goldsmith & Donald, 2009) Parameters of the human behavior, which form the social capital and in turn the social network, has a potential to act as a bond for the groups in the organizations as well as a source of formation of the links with outside groups and organizations. Hence, for an organization which tries to establish a strong social network culture can be faced with a challenge because the formation of the link with outside groups, formed because of the norms of reciprocity, trust and mutual help, may not be friendly for an organization. (Putnam & Feldstein, 2003)

The Social networks can be the networks on the web like Facebook, MySpace and other online social communities which are used for different purposes. In today’s technology driven world these networks are not only used for friendships and common interests but these can be used for the purposes of business. Many companies around the world like IBM and Cisco are making use of such technology based social networking for engagement with their employees and finding potential customers and other business purposes. (Sparrow, 2010) Here the nodes are customers and employees of the organization.

The social networks that exist in the organizations are of several types based on the configuration of the relationship between different nodes of the network. One of the ways in which the networks can be aligned is the horizontal networks in which the individuals, alternatively called the nodes, are connected through a horizontal net and in which the hierarchy is absent. The nodes may have a similar status with regard to the bond of the network and no individual has a supremacy over the other with regard to the purpose for which the network is formed. Another way, the social network nodes are configured is the vertical orientation of the nodes in a social network where the highest nodes has sufficient supremacy with regard to the bond of the network. The distribution of this supremacy flows from the highest rung of the network ladder to the lowest like a chain of command. The simplest networks are aligned in the way described above but larger networks may contain multiple types of the configurations of the nodes or networks. Higher order networks can be composed of many smaller networks like communities in which nodes are represented, not by individuals as in smaller networks but the networks themselves. (McLeroy, Gottleib, and Heaney, 2001) In large organizations where networks are relatively large, can be composed of these multiple networks linked together by different bonds and needs.
1.3 Social Groups, Network Formation & Performance
There are a number of propositions about how networks really originate on the face of this globalized world with each proposition differing from the other, but for the purpose of this paper the propositions and theories discussed here are applicable to all kinds of networks from friendship networks online to professional networks in organizational settings. One of the theories in the friendship network formation indicates that such networks are formed by the individual who have common interests, likes, dislikes and other attributes. Once this relationship or link is established between the two individuals, the network grows because these two individuals (nodes) in the network are friends of other people as well. As a result, new people are introduced into the group and hence the network forms and grows as well. (Doreian, & Stokman, 1997) This theory of network formation is also applicable to the formation of a network at the level of an organization where employees of similar interest meet and form a network within the organization. The bonding attribute of the network formation however, can be different in different organizational settings and social networks.

Another such theory of network formation states that the individuals driven by self interest are in constant contact with other individuals for the purposes of exchange of goods, services and other trades purposes. The need to exchange products and services keeps these networks intact. The formation of further links in such situations depends on the mutual consent of the already existing group members in the game because unilateral decision in such networks is a deviation from the rules of the network. (Demange, 2005) On organizational levels, the networks formed are for the purposes of running businesses and many links are formed for credit, services, inputs and other forms which can be put into the above model of the network formation.

It is necessary for all the organizations around the world that they understand the way in which different networks are formed. This can help the organizations to increase the productivity of their employees by making these networks stronger and by aligning the objectives of the organization with the values of these networks. Further, if the organizational executive have an understanding of how these social networks are formed within an organization, they can help create new networks at internal as well as external level to drastically increase their efficiency and hence their profits. So, it is necessary that an understanding of the creation of the networks should be there with the executives so that they make use of this knowledge for the good of their organization.
Chapter # 2

Literature Review

2.0 Introduction
This chapter will be comprised of a detailed review of the literature that is already written on the formation of the social networks in different boundaries of social, economic and organizational life. It is important to know how useful the social networks are for the organizations because once this is known the organizations can use these networks to improve their efficiency and growth.
2.1 Social Networks & Organizations
Before dealing with the formation of networks in organizational and other setting, it is important to know why social networks are important for the organizations and their performance so that organizations can help create social networks to tap performance. The networks which are formed inside the organizations can greatly affect the outcome of an organization. If the social networks are aligned with the objectives of the organizations, this outcome can be enhanced manifolds. For most of the time organizations have been focusing on the individual performance in the organizations which means that the performance was supposed to depend on one key player in these organizations. But with time it was realized that the organizations’ performance not only depend on the individuals but also depend on the networks with other individuals, to whom the individuals in these organization are connected. Having known the fact that the performance also depends on the social networks of the actors inside the organizations, the organizations can align the social networks inside as well as outside the organizations to the strategic objectives of the organizations. (Cross, & Thomas, 2009) By formally helping these collaborations, the organizational performance can be further enhanced because the team work in an organization is critical when it comes to the efficiency of the organization.
2.2 Social Network Formation & Organizations
The organizations which consider the social networks internally as well as externally have a comparative advantage over other organizations and firms that are operating in competition with a particular firm. The firms which go for the public offering of their shares have a better chance of getting higher valuation for their shares than without social networks outside their organization. There fore it is necessary for a firm to understand how these networks are formed inside as well as outside with other organizations.

The theories of network formation build on the idea that the action an individual or organization takes place are highly embedded in social relationships which help in the formation of the networks with other individuals and organizations. In this kind of a social network of individuals in an organization and the organizations themselves every node of the social network is in some social relationship with other node. This relationship can be acquired through a lot of activities like friendships, fund transfers between individuals, and having similar membership of the organizations and clubs. In the case of organizations the connections can be acquired through relationships like supplier relationships, flow of the resources, memberships of different associations of trade and commerce, and other alliances of strategic nature which have been formed with the other firms. (Baum, 2002) Hence the individuals of an organization are not only connected socially to the individuals within the same organization but the organization at some level can be connected to other organizations at social levels.
2.2.1 Internal Networks Formation and Organizations
The fundamental level of social networking with regard to an organization starts at the level of the firm itself and the employees are associated with each other in such a way that there forms some form of the link between the employees and hence a social network forms within an organization. In Burt’s opinion there exists a higher level of homogeneity in the social behavior of these employees and information as well as the ideas with the social networks or the groups of people at the level of an organization. (Burt, 2004) Therefore, there is a chance that one of these employees occupies a key bridging position between different groups or networks of these individuals. This particular individual has a higher chance of good performance for the firm and the other individuals can also be connected to different networks and they can pool their ideas for better performance for the firms. Hence the existence of social groups within the organization itself is a strong factor which helps in increasing the organizational performance. (Burt, 2004)

It is also argued that the social networks are not static but in constant evolution with each of these individuals trying to get the key position of the link between other networks and some particular network within which the individual is operating. (Kleinberg et al. 2008) This phenomenon of the individuals in a certain social network within an organization vying to compete for these strategic linkages is important because they in turn enhance the performance of the employees and hence the organization as a whole. These employees get relatively higher benefits than those who are not at the key bridging position between different social networks within the organization. This highlights the fact that the employees can be motivated to form such bridging positions inside the organizations so that the performance overall can be enhanced. (Kleinberg, Suri, Tardos, and Wexler, 2008) Also, this develops a sense of competition among the nodes of the social network.
2.2.2 Inter-Organizational Networks
Similar to the networks that are formed inside the organization, the social networks are formed between the organizations. Different authors have suggested their own theories of the networks formation at the level of the organizations. On particular theory put forth by Gulati and Gargiulo has suggested that networks are formed as a result of interdependencies of the firms with other firms and drive the organizations to make contacts with other organizations. They are also driven by forces inside the organization which help in building of the partnerships with the other organizations. (Gulati, and Gargiulo, 1999) this particular view of the network formation, that the formation of the social networks is fundamentally driven by the factors outside the organizations like resource needs is also supported by other sociologists who study the organizational behavior related to the formation of social networks. To satisfy these needs of resources and technology as well as other factors, the organizations enter into relationship with the other firms which meet the strategic needs of the firms. The resource needs gives enough explanation of the fact that how firms enter into the strategic alliances with other firms but it is not able to explain how the firms decide who to build these strategic alliances and partnerships with. (Gulati, and Gargiulo, 1999) Other theories of the inter-organizational social networks explain that the firms actually are in constant search of reducing their costs, reduce the risks and to from strategic alliances which are stable over the time. (Powell, 1990) So with the passage of time these relationships with the other firms transform themselves into social networks between the organizations. A part from the resource needs, there have been theories which have identified trust and reliance as important factors which are necessary for the formation of the inter-organizational social networks. (Elworth, 2000) But this step comes later. Organizations need trust and reliance when they are already motivated by the need to form the alliance with the other organizations. Hence though trust is an important factor in the formation of social networks but, it kicks into the organizational networks only when the firms have already felt the need to form such a relationship.

Hence the forces inside and outside the firms guide the organizations towards the formation of networks with other organization that are then oriented with the strategic objectives of the firms to capitalize on the relationship with suppliers, employee bases and other strategic partners at the level of the firm. These strategic partnerships can then be used for the benefit of the firm when and where necessary. These relationships also evolve with the time driven by the organizational needs. Old networks can decay with the formation of new networks with the other firms. The firms are involved in a constant process of building the social relationship with other firms motivated by the needs of the firms which can be internal as well as external.
2.3 Organizational Performance and Social networks
As discussed earlier, the social networks have a lot to offer for boosting the performance of the organizations when organizations tap these social networks for the maximization of the shareholders wealth and the value of the firm. This is applicable to both the social networks inside the organization as well as the social networks with the other firms. When firms are able to strategically align their organizational objectives with the internal as well as external social networks the performance will enhance.
2.3. 1 Social Networks and Performance of Employees
At the level of the individual and the social network as a whole the performance can be said to have a correlation between the individuals and their performance in the organization and it is also related to the performance also correlates with the group which constitutes the social network.

The individuals of the social network inside an organization are dependent upon each other for various purposes. These purposes include the advice that employees need from the other employees and the information necessary to perform a certain task inside an organization. So, the individuals inside an organization are dependent upon each other in a certain social network for the flow of information or the resources needs of task related advice. (Sparrowe, Liden, Wayne, & Kraimer, 2001) According to Podolny and Baron, a part from the information and work related advice, individual inside an internal social network of the organization also transmit the social norms (Podolny, and Baron, 1997) Now with regard to the performance of the individuals who have a central position with reference to the acquisition of the task related knowledge and information inside a certain social network in the organizations have a better position in performance as compared to the other individuals in the network who do not have sufficient information and the knowledge related to the specific tasks. (Sparrowe, Liden, Wayne, & Kraimer, 2001) Hence these individuals perform better because of their position inside the networks which allows them sufficient advantage over other employees. When the ties of this particular employee with other is closely tied within a certain social network inside an organization, the others employees can also benefit from the position of this particular individual because of these social ties and hence the performance can be boosted inside an organization. This gives rise to the higher productivity at the disposal of the individuals connected through the social networks.

On the level of the group or the social network as a whole, there are two factors to be considered for the gauging performance of the individuals when taken as a group. The first factor is called the network density which is the overall level of interaction between the members of the social network. The other factor is referred to as the centralization of the network which is the extent of the concentration of these interactions between the individuals of the social network. Based on these two factors of the interactions among the individuals of a social group it is concluded by Sparrowe, Liden Wayne and Kraimer that the density of an advice network is positively related to the network performance in organizations. This means that the information exchange and advice is when being shared by a lot of the individuals inside a certain social network the performance of the group as a whole enhances. In contrast to the information and the advice network density, the centralization of these interactions is negatively related to the performance of the individuals when considered as a whole. (Sparrowe, Liden, Wayne, & Kraimer, 2001) Since the centralization of the interactions captures the idea that the relationship of exchange is only connected with a few individuals inside a certain social network within the organization, high centralization in a network means less interdependence among individuals in social networks and hence less cooperation among these individuals which obviously results in less performance. (Molm, 1994) Hence to enhance the performance of such a particular networks the nodes are needed to be interdependent and firms can help make these nodes interdependent by making the work environment such that the cooperation is maximized in the workplace.

The theories of how performance depends on the social networks inside the organizations abound in the secondary literature. These theories include those of the social capital theories and the others which help explain how these social networks inside organizations can increase the performance. But, given the scope of this work, only few theories can be accommodated. Therefore we rely on the theories of performance discussed in this paper as sufficient to reach an outcome for the purpose of this work.
2.3.2 Inter-Organizational Social Networks and Performance
The inter-organizational networks are also connected to the performance of the firm as a whole. This can happen because of the transfer of the knowledge between the different nodes of the network and if tapped efficiently this can sufficiently boost the performance of the organizations. It can also take place through collaboration between the team heading each of the organizations in the social network of the organizations. Likewise the performance can increase through the geographical location of the firms which is not though a strong parameter of determining firm’s performance in an inter-organizational network but it does contribute to the performance of firms in a particular network.

Now the above parameter will be considered in detail. First organizational learning and the innovation is an important phenomenon in an inter-organizational network. Tsai states that if the organization is able to occupy a central position in providing new knowledge which is developed by other units in an inter organizational network, they will be able to perform better and also innovate more in comparison to the firms that do not occupy this central position. (Tsia, 2001) Like the role of transfer of knowledge at the level of the individual, the role of this transfer of the knowledge can play a better role in increasing the performance of the firms in networks of organizations. If the firm is able to take centrality in the Inter-organizational network, the performance can be enhanced which would bring immense benefits for the firm. Secondly, the performance of the firms would also increase if the firm collaborate the head teams of their organizations who are specialized in their own fields of expertise. This collaboration would bring enormous expertise on one table which would increase the performance of the firms. (Cross, & Parker, 2004) In a similar way, if the human resource practices are such that they tend to build inter-organizational networks, the performance of the firms increases many folds. (Clarke, & Collins, 2003) there are a lot of other factors which affect the performance which include the organizational embededness, resource base and geographical location. (Knoben, 2008)

Hence the organizational performance depends on a lot of the factors related to the inter-organizational networks. If these factors are properly managed and the firms concentrate on building social networks within as well as outside the organization, they will surely increase the performance of their organization.
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3.1 Introduction
