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Purpose

This study investigated how small firms work at a micro-level, applying Bourdieu’s
Capital Theory to give insight into the way individuals use the social and cultural
capital at their disposal, to innovate and solve problems.

Design/Methodology/Approach
We applied qualitative methods to explore problem solving and innovation activities at

the micro-level in small firms, using interviews and thematic analysis.

Findings

Our findings reveal that, compared to firms with lower levels of social and cultural
capital, firms which possess higher levels of social and cultural capital have a higher
success rate in problem solving and are more likely to engage in innovative activity.
Social and cultural capitals complement and reinforce one another in small firms, for
example an enhanced ability to utilise networks (social capital) allows small firms to

access a greater diversity of knowledge (cultural capital).

Originality/Value
Little is known about how different forms of capital are utilised in the day-to-day operations
and problem solving of small firms: the application of Bourdieu’s Capital Theory offered an

original frame in which to explore these activities.

Keywords: Problem solving, innovation, social capital, cultural capital, capital relationships.

Introduction

Small firms, defined by the EU as those with fewer than 50 employees whose balance sheet
size or annual turnover does not exceed 10m euros (European Union, 2014), often encounter
problems that stem from changes and uncertainty in the external environment; and each small
firm will respond in different ways to those challenges (Levinthal, 2000; McMullen and
Shepherd, 2006) by drawing upon a mix of resources (or capitals in the terminology to be

used in this paper).
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Within the literature, this type of behaviour has most often been explained in terms of a
resource-based view (RBV) of a firm (Wernerfelt, 1984; Barney, 1991). RBV views
competition between firms as being explained by companies possessing heterogeneously
distributed resources that are valuable, rare, inimitable and non-substitutable (the ‘VRIN’
characteristics). Individual firms within groups that might have been viewed as
homogeneous, such as ‘the small firm sector’, are seen to possess a combination of difficult-
to-imitate resources which accounts for variability in their financial and operational
performance compared to their counterparts (Ray et al., 2003; McMullen and Shepherd,
2006). But RBV theory has been criticised for having a narrow conceptualisation of resource
and value, and so of a firm’s competitive advantage. For example, Storey and Green (2010)
criticise RBV on its inability to explain how firms alter the combination of VRIN attributes to
sustain competitive advantage over time.

Problem solving is often a precursor to innovation, yet a small firm’s capacity to solve
problems is often hampered by a lack of resources from the external environment (Grande et
al., 2011); such restrictions can have severe implications for small firms, as innovation
constitutes a critical source of their advantage (Scott and Bruce, 1994; Lundvall, 1992;
Lundvall and Nielsen, 2005). In their efforts to overcome a lack of resources, small firms
have explored different ways in which to create, capture and supplement internal capitals
(human, social, cultural capital and so on). For example, Gibson (1991, pp. 117-118, cited in
Conway and Jones, 2012, p. 338) suggests that “the more extensive, complex and diverse the
web of relationships, the more the entrepreneur is likely to have access to opportunities, the
greater the chance of solving problems expeditiously and, ultimately, the greater the chance
of success for a new venture”. In this paper, we suggest that these activities would be more
usefully explored through Bourdieu’s Capital Theory (Bourdieu, 1984, 1986, 1998), where
webs of relationships are seen as a critical component of social capital.

Many studies have explored innovation in small firms (including: Freel, 2000;
Kalantaridis and Pheby, 1999; Motwani et al., 1999; Vossen, 1999; Romero, 2011), but these
studies have tended to focus on the outcomes (or outputs) of innovation on individual firms
or the wider economy. The exploration of the processes (or inputs) that influence innovation
in small firms has been a neglected area; Crossan and Apaydin (2010) argue strongly for
research studies that conduct micro-level analysis of the innovation process within small
firms because (p.1179): “it is at this ‘micro level’ that the managerial reality enfolds every

day, therefore a theory of innovation needs to connect the action (praxis) with the managerial
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and academic theories (practice) by understanding the role of agents (practitioners)”. Micro-
level analysis can thus provide a detailed account of how SMEs solve problems and/or
innovate, and the aggregation of findings from multiple firms can enhance our understanding
of macro-level outcomes.

In addressing the gap in knowledge identified by Crossan and Apaydin (2010), this
study draws upon the seminal thinking of Pierre Bourdieu to explore, from a capital theory
perspective, problem solving and innovation in the SME context. The influence of Bourdieu
is evident in the literature on entrepreneurship and innovation (De Carolis and Saparito, 2006;
De Clercg and Voronov, 2009), for example: there has been growing interest in the role of
social capital in new venture creation (De Carolis and Saparito, 2006; De Carolis et al., 2009)
and also its role in entrepreneurship (Baron and Markman, 2005; Wright et al., 2008; Aarstad
etal., 2010).

Capital theory is still emerging as a research field, yet it can unlock key questions; we
recognise the contribution of the RBV, but suggest that capital theory offers the opportunity
for a more nuanced examination of the types of resources available to small firms and the
interactions between those different forms of capital. We echo calls for studies that exploit
the theoretical and empirical base of the work of Bourdieu and others to analyse the ways in
which organizations evolve (Emirbayer and Johnson, 2008; Vaughan, 2008). In particular,
little is known about how different forms of capital are utilised in the day-to-day operations
of small firms and hence daily problem solving. This paper is one of the first to focus on the
role of valuable resources (specifically social and cultural capital) in solving problems and
implementing appropriate solutions in SMEs, although recent work has explored the level of
problem-solving skills in SMEs (Giroux, 2009). By focusing on the utilisation of capitals for
problem solving and innovation, we argue that this study makes an important contribution to
the literature on SMEs, resource management and innovation.

In the next section, we introduce capital theory and explain its relevance and unique
insight into how small firms are enabled to grow and succeed; we then review the literature
on innovation and problem solving before detailing our research methodology. We then
discuss our findings before drawing some conclusions on the relationship between social and

cultural capital, and the potential applicability of capital theory to this field.
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Capital Theory

Bourdieu is concerned with what people do in their daily lives (Jenkins, 1992). This premise
is a key rationale for choosing his body of work for micro-level analysis of how individuals
in small firms innovate and solve problems. Bourdieu’s main theoretical contribution has
been to develop the concepts of ‘field’, ‘habitus’ and ‘capital’ (Bourdieu, 1990). Field and
habitus are defined briefly below, before Bourdieu’s key concepts of capital are introduced.

Field refers to a social space in which players are positioned with given resources.
For the individual player, habitus refers to a combination of perception, thinking, feeling,
evaluating, speaking and acting. Habitus pre-formats the actions of individuals without
predetermining them (Bourdieu, 1991, 1998). The field provides a structure (and rules of the
game) where actions enable players to gain control over resources. Bourdieu classifies the
resources available to individuals or firms into capitals, and he identifies four different forms
of capital; in the context of the farming industry (a key element of our study), these comprise
(1984, p. 14): economic capital in the strict sense (material wealth in the form of money,
stocks and shares, property — farmhouse, buildings, land, animals, machinery and so on);
cultural capital (knowledge, skills and other cultural acquisitions as exemplified by
educational or technical qualifications); social capital (actual or potential resources from
social networks, such as hubs, discussion groups, industry groups, innovation centres); and
symbolic capital (accumulated prestige or honour).

Bourdieu considers all forms of capital to be mainly in the hands of dominant classes,
who occupy pinnacle positions in society (Lin, 2001). Capital can accumulate over time, and
it has the potential to produce profits and reproduce itself in identical or expanded forms;
conversely, it can also decline. Bourdieu’s approach is based on the view that actors are
engaged in a struggle in order to achieve their aims (Bourdieu, 1986). We agree with Corti
and Storto (2000), and Perez and Sanchez (2002), that cultural and social capital are the most
important resources employed by SMEs in solving daily work problems; further, we suggest
that Bourdieu’s conceptualisation of these capitals can be applied to give insight into problem
solving and innovation activity in SMEs. Bourdieu’s ideas on social capital have been
applied to larger networks involving nation states, but Portes (2000) cautions against
stretching the heuristic that far. We have focused on the networks available to small firms.

From different perspectives and starting points, Bourdieu and others, including
Coleman (1988) and Putnam (1993), agree that social capital consists of resources embedded

in social relations and social structures; these resources are then accessed or mobilised in
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purposive actions (Schuller, Baron and Field, 2000; Field, 2003). Likewise, it is accepted
that social capital is an investment to increase the likelihood of expected returns (Lin, 2001),
and it can be secured by individuals and organizations (Furstenberg, 2005). The interaction
of such ideas culminated in this formal definition of social capital by Bourdieu (1998, p. 51):

“... the aggregate of the actual or potential resources, which are linked to possession

of a durable network of more or less institutionalised relationships of mutual

acquaintance and recognition .... [providing] each of its members with the backing of
collectively-owned capital”.

Some social ties (networks), resulting from their strategic locations and positions
(status), carry more valued resources and exercise greater power on organizational agents’
decision making (Clarke, 2000; Lin, 2001). Networks, both personal and business, can have
a critical impact upon the small firm (Vissa and Bhagavatula, 2012), mainly by providing
access to knowledge outside the firm and offering mechanisms through which small firms
accumulate and distribute knowledge (Cohen and Levinthal, 1990). The level of knowledge
generated by this process, either directly or indirectly (‘spilled over’), depends on whether the
network ties are strong or weak (Clarke, 2000; Granovetter, 1985; Lin, 2001) and also on the
density of relationships available (Yli-Renko et al., 2001; Koschatzky, 1998).

Bourdieu claims that the distribution of social capital is inherently uneven. The
volume of social capital possessed by an individual depends on the size of network
connections s/he can effectively mobilise, and on the volume of capital (economic, cultural or
symbolic) possessed by each of those individuals or groups to whom s/he is connected
(Bourdieu, 1983, 1986). Increased networks of relationships, reciprocity and levels of trust
act as viable mechanisms to enhance levels of social capital (Lin, 2001). Furthermore, those
who have the most valuable connections are liable to use those networks to advance their
own interests, thereby causing further inequality (Field, 2003). Thus, powerful groups can
limit or undermine the social capital of those who are less powerful (Schulman and
Anderson, 1999; Field, 2003). Those groups that possess relatively high levels of economic
and cultural capital also tend to have high levels of social capital (Field, 2003).

The notion of cultural capital is now explored further. According to Bourdieu,
cultural capital can exist in three forms: long-lasting dispositions, such as mannerisms
learned from family or gained from personal experiences; cultural objects - pictures, books,
instruments and so on, as well as exposure to such objects through (say) visiting museums,

art galleries and theatres; and, capital acquired from institutions, for instance educational or



Using capital theory to explore problem solving and innovation in small firms

professional qualifications (Bourdieu, 1977, 1984, 1986). In essence, Bourdieu sees cultural
capital as knowledge, expertise and experience embodied in individuals and derived from
their social origins (Bourdieu, 1986, 1991). Within the literature, the concept of human
capital has been relatively neglected. However, there was a clear intention on the part of
Bourdieu to extend the boundaries of human capital beyond (say) conscious decisions by
individuals to enhance their education and training. Indeed, this widening of scope in cultural
capital has been described as Bourdieu’s key contribution to academic literature (Schuller,
Baron and Field, 2000).

We discuss below how Bourdieu can enhance our understanding of the literature on
innovation and problem solving; we contend that very few studies have examined problem

solving as a driver of innovation, or acknowledged the value of capital theory in this context.

Innovation and Problem Solving

We follow a broad definition of innovation as: “any idea, practice, or product that is
perceived as new by the potential unit of adoption” (Zaltman et al., 1973, p. 50). We argued
earlier that small firms have to be innovative, because their limited resources leave them
vulnerable to uncertainty, turbulence in business environments, the power of customers and
suppliers, and so on (Motwani et al., 1999). Shortages of skills, the lack of any accepted
system for measuring the success of innovation, weaknesses in external information and
linkages, and difficulties in coping with government regulations also restrict the ability of
small firms to compete with their larger counterparts (Buijs, 1987; Findlay et al., 2000; Freel,
2000; Rothwell, 1994). The prudent allocation of scarce managerial resources to support
innovation is therefore critical (Vossen, 1999). In addition, entrepreneurial small firms
seeking to exploit opportunities rely not only on their own resources, but also on resources
owned by others (Ireland et al., 2003; Audretsch et al., 2009). This factor strengthens the
case for using Bourdieu’s work, as a key element of his contribution is the extent and
distribution of power in a particular field.

As stated earlier, problem solving is an important first step in increasing the level of
innovative activity in organizations (Lundvall, 1992; Scott and Bruce, 1994; Lundvall and
Nielsen, 2005) and the ability to solve problems is also associated with enhanced learning
and knowledge accumulation in organizations (Daniels et al., 2008; Champion and Wilson,

2010). Small firms that have taken an active role in searching for, and then integrating,
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knowledge have secured competitive advantage (as revealed in, for example: Bruneel et al.,
2010; Gray, 2002; Liao et al., 2008; and, Tolstoy and Agndal, 2010).

The problems faced by small firms might stem from the activities of competitors
(Watts et al., 1998), a lack of expertise in specific functions such as marketing (Leach and
Kenny, 2000), or from changing customer needs or expectations (Pavia, 1991). In
responding to those problems, the solutions implemented by small firms: might involve
changes to systems or processes (Kazanjian, 1988; Ghobadian et al., 2003); might require
additional functional or specific technical knowledge (Boussouara and Deakins, 2000;
Lichtenstein and Brush, 2001); and, could be tactical rather than strategic (Patton and
Marlow, 2002).

Individuals within a firm are important sources of knowledge (cultural capital).
However, if a lack of internal knowledge is identified, entrepreneurs or owner-managers will
need to seek alternative sources of knowledge in a problem-search-resolution process
(Kazanjian, 1988; Deakins et al., 2000), for example: Corti and Storto (2000) stressed the
value of the wider business and social community in solving technical problems. These
wider sources (suppliers, customers and so on) are important for small firms requiring access
to networks for specific purposes, such as launching a new product in an overseas market
(Perez and Sanchez, 2002). Small firms could also seek to accumulate capital by employing
consultants or seeking advice from accountants (see von Hippel, 1994, for a detailed review
of information and problem solving). Building knowledge capabilities can thus increase
levels of innovation in small firms (Corti and Storto, 2000) and, per Bourdieu, small firms
possessing higher levels of cultural capital than similar firms would be expected to be more
innovative.

Social capital can also enhance cultural capital through collaborations and knowledge
exchanges, such as joint R&D activities, joint ventures or strategic alliances (Dodgson, 1993;
Freeman and Hagedoorn, 1994). Small firms are better able to innovate and learn when they
are part of co-operative networks, as the networking process and the management of
externalities enable them to develop new skills, knowledge, abilities, products, processes and
services (Mohannak, 2007).

Methodology
The data for the study were collected using qualitative methods, which are concerned with
understanding individuals’ perception of the world (Bell, 1993). Caley et al. (1992) state that
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qualitative methods are designed to discover what happens in ‘real life’, where there is a
complex interplay between action and belief. We were interested in conducting in-depth
analysis of the individualistic approaches whereby small firms use the capitals at their
disposal. A qualitative approach, with an interpretive underpinning, was appropriate as there
were no previous studies to guide us. Interviews were chosen as the data collection method as
they offer a mechanism for collecting rich data from which to explore and evaluate a range of
perspectives (Cassell and Symon, 1994; Huberman and Miles, 2002), and through which we
could develop greater understanding of relatively unexplored issues (Yin, 2003). Theoretical
sampling was utilised for firm selection, to facilitate the identification of conceptual patterns
between social and cultural capital, and problem solving and innovation, and hence aid the
inductive development of theory (Eisenhardt and Graebner, 2007).

In total, 40 small firms were investigated. Data were gathered from two sets of firms (Case
Study 1 — CS1, and Case Study 2 — CS2); these two sets offered opportunities to compare the
problem-solving processes implemented by what are traditionally seen as relatively
conservative, ‘low tech’ organizations (CS1) with a set of innovative, technology-oriented
firms (CS2). The sample firms for CS1 were selected from a network of small businesses
that had interacted with the first author during her PhD, with some new contacts added
through word-of-mouth introductions from the network formed in the course of the study.
The sample firms for CS2 had been gathered independently for an East Midlands
Development Agency (EMDA) funded project on problem solving. Most of this sample
came from those who responded to a mailshot of EMDA funded companies, or through
contacts obtained via University Enterprise Offices. The interviews, 52 in total, were not
designed to assess the precise extent of innovation within the individual firms, rather to gain a
deeper understanding of how different types of small firms make use of social and cultural
capital to solve problems in their dynamic, day-to-day activities. The authors accept that the
sample size is relatively small, but this research has been an exploration of whether Capital
Theory can add value to this field and, as such, we argue this project is of sufficient rigour to

usefully set the scene for larger studies.

CS1: Traditional sectors
This set of 20 firms comprises ten dairy farms (and one cheese maker), five construction
firms, and five traditional food outlets i.e. shops and public houses. These firms are located

predominantly in rural areas, and all operate in highly-regulated sectors. Within the 20 firms,
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28 interviews were conducted with the ‘owner’, family members and/or employees. The
principal purpose of these interviews was to explore the type of problems encountered by
these individuals in their daily working lives and to examine how they went about solving
those problems. The interviews, all conducted by the first-named author, were recorded,
transcribed and coded (again by the first-named author). The findings were then discussed
with two other members of the research team, and a consensus achieved on the themes
generated from data analysis. These three industries are traditionally seen as low-technology.
Indeed, farms are often excluded from research into small firms, yet this industry is the main
employer in rural areas, it is engaged in diversified activities (such as barn conversions for
holiday cottages), and it supports local communities and amenities.

The firms under investigation are mainly family-run enterprises, providing
employment for between two and four family members in each instance, with non-family
employees usually in the minority. The firms generally operate as partnerships rather than
limited companies, and they remain largely (though not exclusively) under the control of the
founding family. The sample firms were located in mid-Staffordshire (a county in the West
Midlands of England), some were close to urban conurbations, while others were more

peripheral (i.e. more distant from towns or cities).

CS2: Innovative firms

These 20 firms operate in a range of sectors; located in or near urban areas, they have
increased access to resources such as high-speed internet connections. They were all located
within Leicestershire (a county in the East Midlands of England). Ten firms were
established, five were nascent but had already demonstrated innovative activity, and five
were recent, technology-oriented spin-outs from the three Universities in the county. Seven
firms operated in the Information Technology (IT) sector, and two in the bio-medical sector;
four firms were involved in manufacturing, while the remaining seven were professional
service providers.

In each instance, interviews were conducted with the managing director (MD) or member
of the senior management team; again, the main focus of the interviews was to explore the
types of problem encountered and the mechanisms established to solve those problems. In
total, 24 interviews were conducted. In view of the heterogeneity of the firms in CS2, the
interviewees were also asked about the firm’s culture, strategic environment, resources and so

on; further evidence was obtained from other sources, such as published accounts and
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company websites. Each interview was conducted by one or two members of the research
team; however, the first-named author coded all the transcriptions to ensure consistency of
interpretation. As with CS1, the findings were discussed with two other members of the

research team, and a consensus achieved on the key features of the company.

Data Analysis

After transcription, the first-named author read the transcripts to familiarise herself with the
content. She then re-read the transcripts and made notes on factors that stood out. On the
third read, she purposefully adopted a coding system that reflected Bourdieu’s social and
cultural capitals, for example: social capital included the following codes — social
connections, networks and team-working. The data were therefore analysed using constant
comparison and thematic analysis: “the process of constant comparison continually compares

data to data, concept to data, concept to concept, and linking concepts back to the data”

(Glaser, 1996, p. 98).

Empirical Findings and Discussion

Our findings are grouped around three key themes - social capital, cultural capital and the
amplification effect. Under each theme, we discuss the importance of a specific capital (or
combination of capitals) for problem solving and innovation in the sample firms.

Theme One: Social Capital

In CS1, networking emerged as a common way for small firm owners to seek solutions to
problems, and to discuss possible changes in working practices. Problems in CS1 firms were
generally concerned with ‘low-tech’ operational issues, and it was evident that these family-
based firms tended to utilise social or business networks — usually reliable and trusted local
connections. However, family networks were usually the first port of call to assist in solving
problems. A farmer’s son stated that: “I had a problem with a cow and didn’t know what to
do with her so | asked my dad what we should do. I trust his judgement; he’s been working
with cows all his life, so I’d rather ask him than an outsider”. If the family could not help,
then interviewees turned to their employees or network of neighbours and friends in the wider
farming community; the following quote from a construction firm reveals how immediate

problems are solved:
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“l was digging this hole and the typical nightmare is we hit a drain, so | look at the
problem with my workers; we discuss it and find a solution and get on and fix it
before we end up with a massive problem”.

Such networks were especially important for the more conservative firms in CS1
seeking answers to problems, but not necessarily engaging in innovative activity — unlike
(say) the problems in launching a high-tech product experienced by some firms in CS2.

In making sense of regulations affecting the industry, farmers also utilise ‘outer’
social capital beyond their immediate local networks. (These sources also enhance cultural
capital, a theme taken up later in the ‘Amplification’ Section.) Outer sources of advice could
include the relevant unions (notably the National Farmers Union) or the relevant UK
Government bodies. By way of illustration, a farmer’s wife explained that: “If [ have a
problem with the Nitrate Vulnerable Zones regulation and I don’t know what to do, I’ll phone
the Environment Agency”. Whilst the majority of small firm owners actively sought help
through social capital, one (older) farmer would try to solve problems on his own by trial and
error; his attitude was: “I like the satisfaction of solving problems myself and, if it takes a
little longer, so be it”.

In CS2, solving problems with help from others was again commonplace, as
participants engaged with government agencies, accountants and other professionals, other
small firms and industry networks. One interviewee involved in web design summarised the
position: “Networking is very important. You need to build up relationships, often to resolve
specific problems”. Social capital is especially important for firms in specialist industries; a
firm involved in promotional work and based on a university campus stressed that: “We
network through the Innovation Centre and the University; it has helped us a lot”. Indeed, the
MD of one small events management firm claimed that social capital had saved her company;
without strong personal links to her previous employer in the same sector, the company
would have folded shortly after starting:

“l was struggling to get work but I knew the firm 1 worked for before was busy so |

went back there and said that, if they had too much work on, would they recommend

me; or, if they were approached for small jobs they didn't want to do, would they pass
them on to me? Luckily they said yes, as | had developed a good working
relationship with the boss there and I left on good terms. They put quite a lot of work
my way and I’ve been able to build up a client portfolio to showcase to potential

clients. It saved the business really”.

12



Using capital theory to explore problem solving and innovation in small firms

Networking is not all-encompassing; small firms operating in certain sectors preferred
not to network with their peers, otherwise they might not retain their competitive advantage.
This concern is cited in another context below.

In CS2, firms with lower levels of immediate problem solving (and hence less need
for urgent innovation) tended to use fewer networks, than those experiencing high levels of
problems in their day-to-day activities. Firms operating in specialist areas, and especially
those with a record of successful problem solving, made more use of social capital. They
networked through a variety of means, including conferences, the MD’s individual contacts,
innovation centres, customers and suppliers. A greater reliance upon outer social capital
networks was evident, with the caveat that small firms in the same sector or even in the wider
small firm population were excluded. In the eyes on one service provider: “We network
through the Innovation Centre to increase our customer base, but other small firms are not
vital for us”.

In CS1, innovation was largely incremental, utilising the family network or
employees to solve problems that arose in day-to-day operations. As one farmer explained:
“If we can’t sort the problem out, then I’ll ask my brothers; they both farm and we have
similar businesses; for example, | was using too much water for washing down, so my
brother told me about this piece of kit you could get to regulate water flow”.

Similarly, construction firms relied heavily on talking things through with other
family members or the workforce to solve immediate daily problems; one construction firm
owner described how:

“We arrived on site to [discover] a major drain issue; the side that had been dug out

had collapsed after heavy rainfall in the night. It needed immediate resolution so we

had to have a quickfire discussion to find a suitable solution before it created another
problem”.

In CS2, spin-outs from universities or firms located in or near to Innovation Centres
were more likely to have access to wider social networks and a greater diversity of contacts;
in particular, the ability to engage with mentors or other small firms was enhanced.

In assessing the data in its entirety, there is evidence to support strongly the notion
that higher levels of social capital facilitate increased levels of successful problem solving.
In the farming community, for example, persistent, unresolved problems were present where
social capital was not utilised; in the words of one farmer: “I have a number of problems at

the moment but | can only manage one at a time myself”. It was also clear that key
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individuals in smaller enterprises tend to dip in and out of networks as necessary; the owner
of a PR firm stated that: “I will go to events held by the Innovation Centre, but only if I think
they will benefit the firm”.

Overall, our empirical data indicated that successful firms tend to utilise a variety of
socially-based actions to solve problems. Our principal conclusion under this heading was
that firms able to access and utilise networks from within or outside the organization were
more successful in their problem-solving activities than those that could not. High-tech firms
tended to seek specialist social capital outside the firm. Our findings lead us to propose that
social capital is a pre-requisite for successful problem solving, rather than the prevailing view
that problem-solving activity leads to increased levels of social capital.

We also propose that small firms located in more peripheral areas and operating in
low-tech industries are more likely to use trusted inner social capital than those located in
urban areas. Traditionally, this dependence might have been associated with an absence of
technological infrastructure, but we contend nowadays that it stems from the relative lack of
external networks in peripheral areas and also the distance from business gatherings and
institutions such as universities and government support agencies.

In considering social capital as a whole, small firms were able to utilise a variety of
networks in order to assist innovative activities. Our research supports the notion that
successful problem solving and innovation originates not only from high levels of social
capital acquired from networks specific to the firm involved, but also from high levels of

social capital within the boundaries of the organization.

Theme Two: Cultural Capital
Cultural capital stems from educational qualifications, skills, personal experiences and
cultural norms, including the possession of cultural items. Education aids understanding and
raises the level of cultural capital possessed. However, the ability to draw upon a range of
cultural and other capitals is often necessary, irrespective of the industry or sector in which a
firm is located. For example, a farmer’s daughter stressed that: “The key to a successful farm
is a business-minded person. You need to have a business mind as well as the technical
knowledge to run this type of business”.

Farms in more peripheral areas had to rely more on family skills and knowledge; they
explained that it was difficult to attract skilled, non-family employees to these more remote
farms without offering accommodation as part of the remuneration package (this was not

14
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always possible); over and above ‘learning the business’ from family members, farmers can
enhance their cultural capital through experience and from external institutional sources. For
example, one farmer put his experience to good use to solve a pressing problem:

“l had an immediate problem with one of the tractors; it was the weekend and I didn’t

want to call out the mechanic as it would be double time. So, in order to keep using

it, I had to think creatively; it was leaking oil at the back and we couldn’t have oil
running everywhere so | persuaded my wife to let me have a deep baking tray, drilled
holes in it and fixed it to the tractor under the leak with string. | could then collect the
oil, keep it clean and re-use it”.

Learning from family members was also evident in the construction firms, sometimes
complemented by educational qualifications:

“I taught my son the basics of digger driving and then he went on a course and has

completed all his qualifications”.

The value of networks for gathering information to solve problems was stressed
earlier, but the owner of the largest farm in our study felt that it was more appropriate to
increase his own level of awareness and knowledge: “If I want to know something, I don’t
network; I’ll read industry literature and find it out for myself”.

Yet, as a farmer’s son explained, any amount of cultural capital might not be enough
to combat unforeseeable problems:

“This winter we ran out of silage and had to turn out [our stock to pasture] early, but |

was able to use some of my knowledge gained from working on grass-based systems

in New Zealand to help us do this quicker”.

In CS2, some of the participants required ready access to a range of skills hence they
employed people from a variety of backgrounds. A software developer located near a
university had recruited skilled staff, and a representative commented that:

“Everyone has complementary skills and therefore people share skills. Ad hoc daily

problems are solved in teams, or people discuss problems amongst themselves on a

more informal basis. We’re always using e-mail or the telephone, or meeting face-to-

face to solve problems, for example we are constructing a new educational disk and
we were really struggling to get one part of the package right; so, we all sat down and

went about solving the problem using our areas of expertise”.

15



Using capital theory to explore problem solving and innovation in small firms

It was also apparent in CS2 that specialist firms tend to build up and renew cultural
capital through in-house expertise. One manufacturer had drawn upon the knowledge and
skills of its ageing workforce; the MD stated that:

“We have to train the people up on the job; even if they have a degree they are all

trained on the job because we do things in a certain way here and people need to

know how to do it that way to ensure the quality of the product”.

This was also the case for a recruitment firm where more experienced staff would
train new recruits. The MD viewed this as a vital way to pass on valuable, company-specific
knowledge that could not be acquired through qualifications.

Firms involved in cutting-edge research or those facing highly-regulated markets
require highly-skilled employees with high levels of cultural capital to meet new challenges:
“It is a highly skilled job and there are not many firms doing what we do - pioneering work
on liver tissue; essentially, what we are doing on a daily basis is innovative” (Medical
Research Firm). It is also important for individuals in such firms to engage in continual
learning, as they face a succession of problems that are often unique to their firm; problem
solving was often seen as a learning curve whereby knowledge used and gained during the
process could be used to solve problems in future.

Across the 40 case study firms, therefore, we propose that cultural capital is a key
resource required for successful problem solving. Firms with high levels of internal cultural
capital had developed in-house expertise or recruited new employees to enhance existing
cultural capital. Such investment had paid off, as firms that did not need to seek knowledge
and skills outside the firm were more likely to show high levels of successful problem
solving and innovation. However, other firms had experienced difficulties in attracting and
retaining skilled staff, forcing them to acquire cultural capital from external sources,
principally professional advisers (“We use our bank manager, accountant and solicitor to help
with specialist or regulatory issues”: Software Developer), mentors or representatives of the
supply chain. The lack of internal expertise was not an insurmountable barrier to problem
solving and innovation, but could be overcome by knowing where to access information and
by working with others.

The experiences of firms in our study demonstrated that problem solving encourages
incremental innovation, which in turn builds individuals’ knowledge. This created a positive
cycle in both sets of sample firms; for example, farmers could apply new-found knowledge to
expand their business activities, whereas a firm engaged in medical research could claim that:
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“We are one of only a few UK companies that offer human tissue to the UK Health Service.
We are innovative in both our product range and the way we do things”.

Our data imply that, as with social capital, higher levels of cultural capital facilitate
increased levels of problem solving. We also contend that cultural capital is used to solve
problems, rather than problem-solving activity being responsible for increased levels of
cultural capital. Firms able to access and utilise greater levels of cultural capital conducted
more effective problem solving than firms that were unable to do so — subject to the
‘hierarchy of success’ set out below. The most successful firms at problem solving (hence
with the greatest potential for innovative activity) were those firms that had in-house
expertise through highly skilled staff (such as those engaged in medical research). Firms that
relied upon a mixture of internal and external capital were also able to solve problems; such
firms had good levels of cultural capital and access to good social networks, although solving
problems took longer because of the time taken to connect with the relevant parts of their
network. Finally, firms dependent on specialist cultural capital from external sources often
took longer still to solve problems and had many ongoing issues that remained unresolved.
Delays in this context stemmed from the time taken to access specific expert knowledge from

relevant parts of their network, as well as the need to design specialist solutions to problems.

Theme Three: Amplification effect.

There appears to be a mutually-reinforcing, positive relationship between the two capitals
discussed in detail above. Our empirical research revealed that, where individuals in small
firms (owners and/or employees) possessed higher levels of social capital, the level of
cultural capital tended to be higher, whereas firms with lower social capital had generally
lower levels of cultural capital. This link is subtle, but it has important implications.

In particular, we found consistent evidence that firms with higher levels of social
capital were better placed to access knowledge from individuals outside the organization, for
example: a specialist manufacturer in CS2 had established a valuable network of connections
to enhance its specialist cultural capital and, in turn, its success in finding solutions to
business problems. By contrast, a software developer had low levels of social capital and the
entrepreneur was very conscious of the need to obtain specialist cultural capital from outside
sources; this factor dictated his choice of location:

“I have a good mentor from a company in Liverpool; the company is 5 years ahead of

ours and he is very knowledgeable. No one in this geographical area would be of help
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to us. The reason | located the firm in this incubator was that | was offered a

mentoring service”.

In CS1, a farmer’s son had worked on farms across the globe and he also had an
active network with contemporaries from his university days; he was able to approach
individuals who could provide him with unrivalled knowledge of cross-breeding and milk
production: “I have worked on different farms, travelled and studied at university, and I have
a good network of people I can seek to approach when | am faced with a problem”. By
contrast, another farmer attempted to make informed decisions by reading as much as
possible on the topic in question, but this individual acknowledged that his personal research
proved to be less effective than asking experts or other farmers.

The subtle interaction between social and cultural capital, and the consequent
‘amplification effect’, implies that firms need a variety of resources in order to solve
problems and to innovate. It is critical to note, however, that any resources, whether
developed internally or acquired externally, have to address the particular problem at issue.
In the absence of internal cultural capital, it is possible to use social capital to access external
cultural capital.

Our study places great emphasis on the level of trust associated with networks and
social capital; this would imply that strong ties exist where levels of trust are high and weak
ties reflect lower degrees of trust. In CS1, for example, a farmer’s wife would purposively
use her network of farming friends if she required specialist knowledge, whereas another
farmer’s son gathered multiple sources of information from both trusted and non-trusted
sources before making an informed decision about a particular problem.

It was also possible to develop expertise within the organization, provided that
organizational structures, systems and routines are in place to encourage the distribution and
embedding of knowledge and skills. As Yli-Renko et al. (2001, p599) suggest, this process
would include: “creating ‘space’ for activity that enables problem solving through creating
the capacity and structures for knowledge acquisition (via external networks), and the
capacity for internal knowledge dissemination and sharing”.

It could be argued from our study that the amplification effect rests solely on whether
internal levels of social and cultural capital enable a firm to identify and access external
resources (as the farming examples immediately above suggest). However, we propose that
the magnitude of the amplification affect increases as the level of social and cultural capital
increases, thus leading to a positive reinforcement cycle. The outcomes in terms of problem
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solving and innovation thus depend on the people working within the firm and their ability to
successfully utilise those resources. For example, firms in CS1 (both construction firms and
farms) relied heavily on trusted inner networks and were less likely to access wider networks.
Likewise, CS1 firms with higher levels of social capital could also utilise a wider and more
diverse range of cultural capitals. In CS2, firms that networked actively to secure specific
benefits were also more likely to reap the benefits of higher levels of cultural capital.

Implications and Suggestions for further Research

There are a number of practitioner implications of this research, stemming from the need to
understand the resource capability of not only the individuals working in smaller enterprises
but also the enterprise itself. Consultants and practitioners need to consider how small
enterprises use resources (social and cultural capital) and appreciate the link between the two
capitals that results in the amplification effect. The social and cultural capital for successful
innovators is characterised by a range of networks and skills, for example a wide range of
networks allows smaller enterprises to access a diverse range of skills; the development of
networks specific to the enterprise’s industry or specialism is also advantageous - particularly
where there is a culture of trust and sharing information. Regional authorities could assist
smaller firms by encouraging them to develop small discussion groups whereby problems
could be shared. This may be particularly useful for start-up firms or those experiencing high
levels of growth and would be a relatively simple way for a small firm to increase access to
external social and cultural capital. Small firms could also benefit from developing or
accessing networks with their suppliers and customers.

For the academic community, the paper raises some important questions relating to
the unique ways in which small firms gain access to and utilise social and cultural capital
and, in turn, how these processes affect the ability of both individuals and firms to solve
problems successfully and thereby increase their ability to engage in innovative activity.

Even though the overall number of firms studied (40) was relatively small, our
findings are based on 52 interviews from organizations operating in different locations and in
a number of industries; the data collected cast new light on some critical issues for the small
firm community and permit comparative analysis (Yin, 2003).

However, we would make a number of suggestions for further research in this area.
Firstly, future studies may wish to focus attention on firms in one sector, in order to gain a

deeper understanding of the use of Bourdieu’s capitals in a more specific context. Secondly,
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our examination of the role of resources could be extended by reference to Bourdieu’s notion
of field. The field provides a structure (and rules of the game) where actions enable players
to gain control over existing resources and to expand the resources at their disposal
(Bourdieu, 1986; Flint and Rowlands, 2003). Players’ positions in the field are determined
by their present and potential situation in relation to the distribution of power (or capital)
amongst players and institutions (groups of players). In playing games, our initial findings on
the interlocking nature of Bourdieu’s capitals could be explored in more depth, for example:
research into innovation in small firms could integrate the influence of the micro and macro
environments. Finally, it would also be worthwhile to investigate what happens to an SME
that loses a key resource, for example: what are the implications for the firm that loses an
individual who possesses high levels of social and cultural capital?

Conclusions

This study set out to explore problem solving and innovation from a capital theory
perspective. Problems encountered by small firms often stem from changes in the external
environment, and firms respond in different ways using a mix of resources. In order to solve
problems and implement solutions in their daily working lives, individuals need to have
access to, and control over, valuable resources; the use of cultural and social capital in this
context has rarely been the subject of academic research.

Our study addressed the call of Crossan and Apaydin (2010) for micro-level analysis
of innovation theory, and responded to the promptings of researchers who have argued for
more studies that exploit the theoretical and empirical base of Bourdieu’s work in
organizational analysis (Emirbayer and Johnson, 2008; VVaughan, 2008). We contend that the
use of Bourdieu’s capital theory to explore problem solving and innovation in small firms has
the potential to make a major contribution to the literature in this field, and that the findings
reported here are the first stage in that process.

The key findings across our sample firms indicate that social capital, especially in the
form of networking with internal or external sources, was important in solving problems and
in creating an innovative business climate. Cultural capital was also required for successful
problem solving, particularly the capacity to access specialist, problem-specific knowledge.
Both of these assertions confirm previous work but our contribution lies in the application of

Bourdieu’s work to problem solving and innovation in the SME context.
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Within these broad conclusions, a number of more specific findings also contribute to
our understanding of problem solving and innovation, particularly at the micro level. First,
firms accessed and utilised both inner and outer capitals, but the utilisation of the latter was
more evident in firms located in or near urban areas. Second, where individuals in small
firms (whether entrepreneurs, family members or employees) possess higher levels of social
capital, the level of cultural capital is generally higher. This amplification effect is important
for successful problem solving. This effect led us to propose that firms need a variety of
resources specific to the problem at issue (technical knowledge, access to a dedicated
network and so on), in order to solve problems and thus to grasp an opportunity to innovate.

Themes One and Two, covering social and cultural capital respectively, confirmed the
critical role of networks and knowledge accumulation in problem solving and innovation (as
revealed in, for example: Rothwell, 1994; Corti and Storto, 2000; Deakins et al., 2000; Perez
and Sanchez, 2002). Furthermore, and critically, the use of Bourdieu’s capital theory allowed
the authors to explore the interdependence between the different forms of capital in Theme
Three (the amplification effect).

Overall, we argue that higher levels of social and cultural capital in small firms lead to
greater success in solving problems and implementing solutions which, in turn, leads to
increased levels of innovation.

To conclude, problems often originate from changes in the external environment, and
firms respond in different ways, using a mix of resources. In order to solve problems and
implement solutions, individuals within small firms need to have access to, and control over,
valuable resources. This paper explores the role of social and cultural capital in solving
problems and implementing appropriate solutions. It contributes to the literature on small
firms, resource management and innovation, and addresses the call for work that exploits the
theoretical and empirical base of Bourdieu’s work to analyse the ways in which organizations
evolve, in particular how different forms of capital are utilised in the day-to-day operations of
small firms (Emirbayer and Johnson, 2008; VVaughan, 2008). Using Bourdieu’s theory of
capital, we have explored further the micro-level analysis of innovation and problem solving
in small firms. The results have affirmed the nuanced link between social and cultural
capital, and the complex environments in which small firms operate. The impact of
amplification increases as the levels of social and cultural capital increase, thus leading to a

positive reinforcement cycle. However, the outcomes in terms of problem solving and
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innovation depend on the people working within the firm and their ability to utilise those

resources successfully.
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