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Abstract

This study evaluates the types of innovation that Small and Medium Enterprises (SMEs) associated in networks develop
in order to enjoy competitive benefits offered by those networks. The present study developed qualitative multiple case
study of two networks from the supermarket sector, one vertical network and one horizontal network, which operate
in southern region of Minas Gerais, Brazil. The results allowed concluding that organizational changes companies had to
implement in order to enjoy the benefits they had considered competitive, enabled with their participation in the networks,
can be considered organizational innovations. Data analysis revealed that innovations implemented by companies, resulted
in other types of innovation, such as other organizational service innovations. It should also be mentioned that the
innovation processes showed differences in their form in the two networks studied. In the vertical network, innovation
occurred from the top-down. In the horizontal network, innovation occurred from the bottom-up.
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Introduccion

Internationalization of markets and changes in the competi-
tive environment of firms are some of the characteristics
of the new paradigm of “knowledge-based economy”, in
which learning plays an important role and requires flexibil-
ity and action from companies willing to sustain or improve
market positions.

In such a context, two elements seem to be crucial to the
sustainability of firms’ competitive advantage: more flexible
organizational structures, allowing access to information and
capabilities the company lacks internally, and continuous in-
novation, which enables the company to create and deliver
greater value to customers.

Within this scenario, Small and Medium Enterprises (SMEs)
are pressured by larger companies which have better re-
source conditions to establish competitive strategies.

On the other hand, network associations, seeking collec-
tive strategies to face fierce competition, have been studied
as an alternative for the competitiveness of SMEs. Within
networks, these companies share information, enhance their
ability to learn, and get also other benefits such as joint
purchasing, marketing improvements, cost reductions and
greater bargaining power.

Furthermore, with increasing access to the flow of infor-
mation and knowledge, enabled by network associations,
SMEs are empowered to innovate in services, processes
and organizational structures to better meet the needs
of their customers and, therefore, be able compete with
large companies.

Companies in the service sector, which are very significant
for the Brazilian economy, also seek to be innovative in or-
der to be competitive, conquer new market shares, and sus-
tain extant markets. In this context, the present study has
as its main objective to evaluate which types of innovation
SMEs associated in networks develop in order to enjoy the
competitive benefits offered by those networks.

This study had as its focus the analysis of two networks of
SMEs in the supermarket sector — one vertical network, co-
ordinated by a wholesaler and one horizontal network, co-
ordinated collectively by the participating companies. These
two networks were chosen due to the relevance of their
role in the southern region of Minas Gerais, Brazil.

Besides this introduction, this study is divided into five parts.
In the next section, we have developed a theoretical over-
view of the formation of networks by SMEs and some of
the competitive benefits of those networks. Subsequently
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innovation is discussed, focusing on service innovation and
organizational innovation, necessary for understanding the
concept of innovation in the present study. Section four
outlined the methods and procedures used to conduct this
study. The fifth section presented our main results, and the
sixth exposed our discussion and conclusions.

Small and Medium Companies’ Networks

The term “network’” has become a common element used
to describe a variety of phenomena ranging from social
practices to economic activities. In the context of organi-
zational studies, the term has been used for both, to refer
to organizational forms, as well as to present a path in the
pursuit for economic advantage (Nohria, 1992).

Borgatti and Foster (2003) define the network as a set of
actors connected by a set of ties. According to the scholars,
a set of ties of a given type, such as friendship, constitutes
a binary social relation, and each relation defines a differ-
ent network — the friendship network is different from the
advice network — and different kinds of ties are typically as-
sumed to function differently, developing different functions
in each particular type of network.

Ahuja (2000), on the other hand, argues that networks are
used by associated companies as a means for collecting and
processing information.

Several scholars (Casarotto Filho and Pires, 1998; Baum
and Ingram, 2000; Castells, 2007) characterize the net-
works split into two broad groups, namely, horizontal and
vertical networks.

Horizontal networks emerge and operate based upon joint
decision making — one head one vote. Baum and Ingram
(2000) draw attention to the fact that horizontal networks
are formed by similar organizations, which for that fact pre-
sent great potential to competing with each other.

Drawing on evidence compiled from literature, Balestrin and
Vargas (2004) have pointed some features of SMEs’ horizon-
tal networks:

a) those networks are formed by a group of small and me-
dium companies;

b) SMEs are located geographically close;

c) SMEs operate at an specific market segment;

d) the relationship between SMEs are horizontal and coop-
erative, mutual trust prevails;

e) networks are formed by an indefinite period of time;

f) coordination of the networks is carried out from minimum
contractual tools that guarantee basic governance rules.
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Balestrin and Vargas (2004) argue that the network horizon-
tality is reached due to the participatory manner of deci-
sion-making processes, in which power symmetry between
participants is present.

The vertical network on the other hand, has in its organi-
zational structure small companies as suppliers or sub-sup-
pliers of a parent-company. This type of network can also
be called top-down network. In this model the supplier is
dependent on the strategies of the parent company and has
no influence on the development of the network (Casarotto
Filho and Pires, 1998).

Olivares (2003, p.40), understands the vertical network as
“a kind of network composed by complementary organiza-
tions operating in a value chain, offering a part of the ser-
vice, operation or final product.” According to the author,
the various companies’ actions are coordinated by a central
organization, which relies on the core capabilities of each
member to provide cost reductions and added value for the
organizations involved in the process.

Regardless of its type, the formation of a network by means
of interrelationships between companies is an effective way
to sustain competitive positions (Balestrin and Vargas, 2004).
Amato Neto (2000) listed some competitive gains enabled
with network participation:

a) Combining core competences and using know-how from
other companies;

b) Sharing resources;

c) Dividing the risk of technological research and develop-
ment, sharing acquired knowledge and development;

d) Sharing costs of exploring new opportunities;

e) Offering a line of products of superior quality;

f) Exercising greater pressure on the market, increasing
competitive strength for the benefit of the client, and

g) Strengthening purchasing power.

The competitive gains mentioned by Amato Neto (2000) can
be seen as actions that promote the generation of knowl-
edge and innovation. In that same line of thought, Freeman
(1991) had specified that business networks have as their
main function to gather and process information allowing
knowledge creation.

Networks affect innovation hindering or facilitating innova-
tion processes, showing that the number of collaborative
relationships is positively related to the production of in-
novation (Ahuja, 2000). Companies that are linked to one
another by collaborative ties have greater opportunity to
learn and transfer knowledge. The greater the information
flow the better the power to generate innovation (Para-
churi, 2009).
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Drawing on the fact that innovation can be leveraged through
participating into networks, next section discusses this phe-
nomenon which constitutes a crucial factor in ensuring the
sustainability of the competitive advantage of firms.

Innovation: Definition and Typology

Innovation as a major driver of competitive advantage has
been well studied in a variety of sectors (Di Serio and Vas-
concellos, 2010; Porter, 1983).

An innovation can be understood as the implementation of
a new or significantly improved product (good or service),
or process, or new marketing method, or new organizational
method in business practices, the organization of the work-
place or external relations (Organizagao para a Cooperagao
e Desenvolvimento Econémico - OCDE, 2005).

Likewise the OCDE (2005), the present study understands
that the minimum requirement for an innovation is that the
product, process, marketing method or organizational meth-
od must be new (or significantly improved) to the firm.

Damanpour (1991) emphasized that to understand the or-
ganizational behavior of innovation adoption and its impacts
it is necessary to understand innovation typology, and creat-
ed a classification that divides innovations into three groups,
each with a pair of categories.

The first group presents the division between the so-
called administrative innovation and technical innovation
or technological innovation. The administrative innovation
(or organizational innovation) is directly related to the
management of the organization and indirectly related to
the operating activities, and it is used to characterize in-
novations in the organizational structure and in the ad-
ministrative processes. Technical or technological innova-
tion is related to products, services and technology in the
production process.

The second group of innovations is related to product in-
novation and process innovation. A product innovation is
related to the creation of new services or new products,
and process innovation refers to the introduction of new
elements in the operations of production or services — raw
materials, task specifications, working mechanisms and in-
formation flow and equipment used in the production and
delivery of a service.

The third group of innovations distinguishes incremental
and radical innovation which refer to the impact caused by
the innovations. Radical innovations produce fundamental
changes in the activities of an organization, causing a rupture
with dominant practices. On the other hand, incremental in-
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novations relate to the process of continuous improvement
and the pursuit of improving existing products and services
(Freeman and Perez, 1988).

In the case of this research, which aims at understanding
those innovations developed by SMEs, associated in net-
works in the supermarket sector, which represent competi-
tive gains to those companies, we must focus on service
innovation.

Service innovation differs from the product innovation in
three ways according to Berry, et al. (2006): |) the delivery
of services is not associated with a tangible product; 2) peo-
ple who perform the services are part of the innovation;and
3) production capacity of companies is decentralized.

As pointed Vargas and Zawislak (2006), three main theo-
retical approaches have been used in studies of innova-
tion processes that focus on service innovation: a techni-
cist approach, a service-based approach and an integrative
approach.

Sundbo and Gallouj (1998) explained the three approaches
mentioned above as follows: |) the technicist approach — is
based upon the understanding that innovation in services
is a result of the adoption of technological innovations de-
veloped in the sector of production of capital goods and
thus understands that the analysis of service innovation
would not be the analysis of a process of innovation itself;
2) the approach based upon services — pays attention to
specific forms of innovation in the service sector, as the
so called ad hoc innovations, aimed at solving a a client’s
problem; and 3) the integrative approach — proposes to
reconcile goods and services, integrating them into a sin-
gle theory of innovation. Even highlighting the services’ spe-
cificities, the integrative approach considers that innovation
involves generic features.

Since the interpretation adopted by the technicist approach
reduces the notion of innovation to the emergence of a
new technical object, disregarding the peculiarities of ser-
vices (Vargas and Zawislak, 2006), it does not allow a proper
analysis of the processes of change inherent to the sector
approached by this study. Therefore, we will adopt the inte-
grated approach, of which the analysis of service innovation
must assume a rather broad concept of innovation, such as
the Schumpeterian conceptualization.

Schumpeter (1911) proposed a broad understanding of in-
novation, in which innovation can be seen as one of the five
following definitions or as a combination of two or more of
these definitions: 1) the introduction of a new service or a
quality change in an existing service; 2) the introduction of
a new method for delivering a service; 3) the opening a new
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market; 4) the development of a new source of raw materi-
als or other inputs; and 5) the development of a new form
of organization in a given industrial sector.

In general, service innovations can be seen as adjustments
made in processes. In general this type of innovation pre-
sents characteristics of incremental innovations and very
few radical innovations (Klement and Yu, 2008).

Sundbo and Gallouj (1998) proposed five types of service
innovations:

|. Product Innovation — is related to the provision of a new
service;

2. Process innovation — changes in procedures to produce,
meet a customer need or deliver a service;

3. Organizational innovation — the introduction of a new
management tool or model;

4.Market innovation — is the discovery of a new market, new
market niche or new organizational behavior in the com-
pany’s market;

5.Ad hoc innovation — an innovation that results from a pro-
cess of problem solving through the co-production of the
service, or a solution (strategic, organizational, social, legal)
for a particular customer problem.

Given that innovation in SMEs associated in networks from
the supermarket sector may involve significant organization-
al changes, “organizational innovation” needs to be better
exploited.

According to the OCDE (2005), organizational innovations
aim at increasing a firm’s performance by reducing admin-
istrative costs or transaction costs, improving workplace
satisfaction and productivity, gaining access to non-tradable
assets, such as non-codified external knowledge, or reducing
costs of supplies.

Wong and Chin (2007) adopted in their work the following
definition for organizational innovation: the development or
adoption of an idea or behavior in business operations that
is new to the whole organization.

Armbrustera, et al. (2008) argue that the main research
streams that seek to better understand the phenomenon
of organizational innovation see this type of innovation as
a necessary adaptation to the introduction of new technol-
ogies or as a precondition for the success of a particular
product, service or process innovation.

According to the OCDE (2005), one of the aspects that
distinguishes organizational innovation from other organi-
zational changes is the implementation of an organizational
method that has not been previously used and which is the
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result of strategic decisions made by managers (in business
practices, workplace organization, or external relations) as
the following:

I. Organizational innovations in business practices may be
the implementation of new methods of organizing work
routines, such as new practices to improve the knowledge
within the company — for example, the first implementa-
tion of practices for the development of employees through
trainings or the first implementation of management sys-
tems for the general production or for the supply opera-
tions through systems of supply chain management, business
reengineering and quality management;

2. Innovations in the organization of the workplace involve
the implementation of new methods for distributing respon-
sibilities and decision-making power — for example, the first
implementation of an organizational model that encourages
employees to contribute with their ideas;

3. Organizational innovations in external relations involve
the implementation of new ways of organizing relations with
other firms — for example, the establishment of new meth-
ods of integration with suppliers.

The next section will present the methods and procedures
used to develop this study.

Method

This is a qualitative study with a multiple case study design.
According to Yin (2009), multiple case studies provide a
wider range of results and not limited to the information of
a single organization.

The multiple case study involved two networks, one hori-
zontal network and one vertical network, formed by small
and medium enterprises. At a first moment we defined
those elements which were considered competitive benefits
by the companies with their participation in the networks.
Secondly, we analyzed those innovation processes that the
companies employed to enjoy the competitive benefits.

We judged as being competitive benefits those factors that
companies cited as leveraging their competitiveness with
their participation in the networks. And innovation, in the
present study, is understood as something new for the or-
ganizations approached in this study.

Research data was collected from primary and secondary
sources. Secondary data came from literature sources and
documents and primary data was collected through semi-
structured interviews with participating companies from
two supermarket networks operating in the southern re-
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gion of Minas Gerais.A vertical network, coordinated by the
wholesaler and a horizontal network, coordinated by the
participants themselves. These networks were selected to
be part of the study due to their relevance in the southern
region of Minas Gerais and within networks and business
associations in the supermarket sector in Brazil.

16 in-depth interviews were carried out (8 interviews with
managers from each of the networks). The interviewees
were randomly chosen.These interviews were recorded and
later transcribed.After transcribing the recorded interviews,
data was analyzed with support of the Sphinx léxica 5.0 soft-
ware, which is a good software for qualitative data analysis.

From the analysis it was possible to observe the main com-
petitive benefits observed by firms.And from the most cited
competitive benefits we developed a theoretical study to
classify which were the types of innovations that SMEs de-
veloped to reach the competitive benefits.

Results

Since the respondents’ point of view about the major ben-
efits offered by competitive networks differed in the two
networks studied, at first we will approach the vertical net-
work and, secondly, the case of horizontal network will be
analyzed.

The Vertical Network

The vertical network approached in this study is coordinat-
ed by a wholesaler. In the southern region of Minas Gerais,
that network is present in 44 stores in a total of 36 cities.
For this research, eight supermarkets’ managers from this
network, chosen randomly, were interviewed.

According to data analysis, the managers of the supermar-
kets that are part of this network perceived as the main
competitive factors, or competitive benefits, gained from
their participation in the network, the following: the Trade
Agreement Management, trainings, promotional newspapers,
network brand, major events, the loyalty card, purchasing
power, legitimacy and status and customer satisfaction, as is
shown in Chart |.

The Trade Agreement Management was the most cited com-
petitive benefit among interviewed managers in the network.
Five managers cited this factor as a competitive benefit. The
Trade Agreement Management was created by the network
and is a negotiation between the wholesaler, the network
manager, and participating supermarkets.Through this agree-
ment the network participants earn bonuses for purchasing
volume. For that, the supermarkets have to assume certain
obligations.
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They have to buy specified quantities, exposing the products
on the shelves as required by the supplier, among other ob-
ligations.

The value of these bonuses exposed by respondents reveal
a quite profitable partnership, since this value is often able
to defray the expenses with promotional newspapers, and
administrative fees, also generating funds for cash withdraw.

In this context, to get the benefits, the companies were
faced with the need to make changes in their management
structure, redesigning purchases and the display of products
on the shelves, according to the supplier’s requirements.
In that sense, from the changes occurred it can be noted
that they constitute an organizational innovation in ‘busi-
ness practices’(OCDE, 2005), involving the implementation,
for the first time in the companies studied, of management
systems for supply operations, an innovation in the manage-
ment structure of the SMEs.

According to the respondents, trade agreements or nego-
tiations were conducted by the wholesaler and he was in
charge of transferring those decisions to the supermar-
kets. Furthermore it is possible to observe that innova-
tion did not occurred as an initiative departing from the
SMEs in the network, but it was imposed by the network
manager. Thus, this innovation can be called an innovation
from the “top down”, departing from the network manager
towards the SMEs.

Yet it should be noted that the Trade Agreement Manage-
ment has led to changes in the company’s purchases and
disposal of products on the shelves. In that manner, services
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started to be delivered in a new way constituting a ser-
vices innovation, or ‘process innovation’ (Sundbo and Gal-
louj, 1998).

Four other factors — network brand, trainings, promo-
tional newspapers and big events — were cited in the same
proportion.

Network brand — products containing the brand of the net-
work — was much cited, but with complaints about the way
it was implemented. Often the network manager stipulates
amounts that have to be purchased that are not viable for
the company.The advantage commercialize its own brand is
the fact that there are no other companies selling the same
brand. From the moment the customer becomes loyal to
the brand he becomes faithful to the supermarket.

Implementation of the network brand in supermarkets was
an organizational innovation, ‘innovation in business practic-
es’ (OCDE, 2005) changing the supply operations in order
to adjust the company and allow it to sustain the novelty.
It was necessary to make some cuts on purchases of oth-
er products. And after the implementation of the network
brand, there was innovation in the company’s services, ‘pro-
cess innovation’ (Sundbo and Gallouj, 998), for the fact that
it was a new way to deliver services.

With respect to trainings — courses offered to employees
— they are supplied by the wholesaler to the supermarkets.
These trainings are intended to develop those responsible
for service delivery. It can be argued that the trainings, pro-
moted a service innovation, or ‘process innovation’ (Sundbo
and Gallouj, 1998), i.e., a new way of delivering the service.

18.0% 1
16.0% - B Trainings
= Promotional Newspapers
14.0%
B The Loyalty Card
0, -
12.0% B Legitimacy and Status
10.0% - B Customer Satisfaction
8.0% - Trade Agreement Management
6.0% - B Network Brand
4.0% - Major Events
5 0% ® Purchasing Power
Mo T
0.0%

Figure 1. Competitive benefits perceived by vertical network managers. Source: Developed form research data
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Nevertheless, the trainings unleashed an organizational in-
novation, or innovation in the ‘business practices’ (OCDE,
2005). It was the first implementation of new practices for
the development of employees.

The promotional newspaper — newspaper displaying prod-
ucts on sale — was another competitive benefit observed.The
promotional newspaper implicitly includes other competitive
factors such as promotions, purchasing scale, store advertis-
ing, among others. For the newspaper to be implemented the
company had to innovate its management process for the
fact that in the case of vertical network, there are previously
specified amounts that have to be purchased, and despite the
meetings to decide on which products to purchase, such a
decision was imposed upon companies.

To be able to implement the promotional newspaper, the
company had to develop an organizational study to analyze
if would have financial resources to sustain it. According to
the above, effort to change the management process and sup-
port the creation of the newspaper, can also be classified as
an organizational innovation, innovation in ‘business practices’
(OCDE, 2005). Furthermore, given the fact that promotional
newspaper is a new service that had not been offered be-
fore, it can be considered an innovation in services, ‘product
innovation’ (Sundbo and Gallouj, 1998). The newspaper also
represents a new way to deliver the service, which may then
be still classified as a ‘process innovation’ (Sundbo and Gallouj,
[998), innovation in services.

Big events — events provided by the network, such as the car
and trip raffles — account for competitive benefits for attract-
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ing new customers and increasing sales volume. Having in
mind the companies only participated in a promotion offered
by the wholesale network manager, it is not possible to talk
about innovation.

With respect to the main types of innovation occurred in
SMEs participating in the vertical network, data analysis
showed that the studied companies have implemented differ-
ent types of innovations in services, according to the under-
standing and Sundbo and Gallouj (1998). The companies had
to innovate organizationally in services in order to be able to
implement those competitive benefits. These organizational
innovations changed ‘business practices’ for implementing in
the companies for the first time, changes in the management
system of operations and supply with respect to the type and
quantity of products to be purchased by the companies and
the disposal of these products in stores. In addition, it was
revealing that some competitive benefits generated other
innovations in companies’ services: organizational innova-
tion — implementing changes in management practices and
‘in the development of employees’ — and service innovation
— presenting new ‘products’ and ‘processes’ to customers, as
shown in Table I.

SMEs participating in the vertical network did not perform in-
novations voluntarily. It was observed that the process of in-
novation was not an idea of the company, but rather, it was
determined by the network manager. Thus, it is possible to
classify innovation occurred as an innovation which happens
from the “top down”, initiated by the manager and imposed on
participants. However, the processes of innovation generated
competitive benefits to companies participating in the network.

Innovation before implementing
competitive benefits

Competitive Factors

Innovation after implementing
competitive benefits

Organizational Innovation
(changes in business practices, pur-
chases, the array of products on the
shelves)

agement

Trade Agreement Man-

Process Innovation

Organizational Innovation
(changes in business practices, the
quantity of products purchased)

Network Brand

Process Innovation

X Trainings

Process Innovation
Organizational Innovation
(changes in business practices,
practices for the development of
employees)

Organizational Innovation
(changes in business practices, pur-
chases)

Promotional newspapers

Product Innovation
Process Innovation

Table I:Innovations that occurred before and after the implementation of some competitive benefits.
Source: Developed from research data
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The Horizontal Network

The horizontal network includes |3 member companies in
|6 cities in the southern region of Minas Gerais and 3 cities
in the state of Sao Paulo. In a total of 21| stores, 4 stores are
owned by the network.We have interviewed managers of 8
participating supermarkets.

According to the analysis of the research data, the managers
of supermarkets in this network understand the following
aspects as major competitive factors, or competitive ben-
efits, acquired from their association into networks: promo-
tional newspapers, trainings, status and legitimacy, customer
satisfaction, network brand, purchasing power, logistics and
Trade Agreement Management, as shown in Figure 2.

The network brand is the competitive benefit most cited
among respondents. It can be observed that factor is more
relevant for horizontal network participants if compared to
the perception of vertical network participants. Problems
previously cited as how to implement changes and innova-
tion do not occur in this network since decisions are made
jointly. Therefore, one can see that the innovation process is
done voluntarily, in search of competitive advantages.

For the network brand to be implemented in this network
it was also necessary that companies innovated organiza-
tionally. Organizational innovation ‘in the business practices’
(OCDE, 2005) took place as companies needed to make
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changes in the quantities and types of products purchased.
Subsequently, we verified the occurrence of innovation in
services, or ‘innovation process’ (Sundbo and Gallouj, 1998)
due to the change in the way of delivering customer service.
Promotional newspapers were also more cited in this net-
work than in the vertical network.This fact may be explained
due to the decisions taken by the majority of the group, gen-
erating a lower propensity to dissent.As for innovation pro-
cesses, this factor; as well as the network brand, also implied
the need of implementing organizational innovation ‘in busi-
ness practices’ (OCDE, 2005). The company had to inno-
vate its management process. Implementing the promotional
newspaper, the company had to make changes regarding the
amount of products purchased.After its implementation, the
promotional newspaper generated service innovations, or
‘product’ innovations (Sundbo and Gallouj, 1998), as a new
service started being offered to consumers.The promotion-
al newspaper implementation generated a ‘process’ innova-
tion as well (Sundbo and Gallouj, 1998), considering that the
service also had to be delivered in a new way.

Trainings and Trade Agreement Management were also cited
as competitive benefits, as in the first network analyzed, but
in different proportions. Considering innovation types, it
is possible to observe that training has generated innova-
tion in services, or ‘process’ innovation, and organizational
innovation ‘in business practices’ for the fact that it was
the first time that new practices of employee development
were implemented.

30%

E Promotional Newspapers

25% -

B Trainings

® Status and Legitimacy

20% -

15% A

10% -

5%

B Cugtomer Satisfaction

m Network Brand

Purchasing Power

m Logistics

Trade Agreement
Management

0%

Figure 2. Competitive Benefits perceived by horizontal network managers. Source: Developed form research data
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To be able to establish Trade Agreement Management com-
panies found the need to innovate organizationally ‘in busi-
ness practices’ as they had to change how to negotiate, due
to limits on quantities of products purchased from certain
suppliers. After establishing the Trade Agreement Manage-
ment, innovation in services, or ‘process’ innovation, could
be observed as the service had to be delivered in a new way.

Logistics — transporting products and their availability in
time and place determined by the network distribution
center — was also a competitive benefit cited in this net-
work.To benefit from integrated logistics supermarkets had
to innovate organizationally. Suppliers started delivering to
the distribution center, and from there, the goods were de-
livered to companies participating in the network.

In this context companies innovated organizationally ‘in
business practices’ due to the introduction of changes in the
system of supply chain management (OCDE, 2005), which
have an impact on the supply operations of these companies.

Considering the main types of innovation occurred in SMEs
participating in the horizontal network, it can be seen that
there were different service innovations. Organizational in-
novation changed ‘business practices’ of companies, supply
operations and management systems of suppliers so that
the competitive benefits were implemented. We could also
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see service innovation, or ‘organizational’ innovation, chang-
ing ‘business management practices’, training employees.And
service innovations ‘of product’ and ‘process’, which intro-
duced a new service to customers and a new way to deliver
those services, as shown in Table 2.

This network differs from the vertical network in the fre-
quency with which respondents cite competitive factors. In
addition, in the horizontal network logistics is considered a
competitive factor, as is shown in Graph 2.

Another perceived difference comparing this network to
the vertical network is that innovation processes of the par-
ticipating supermarkets in the horizontal network are estab-
lished by the managers in search of competitive advantages.
This can be classified as an innovation from the ‘bottom-up”.
In this type of innovation, the decision is made by the man-
agers of SMEs and then becomes a process in the network.
Discussion

For SMEs to join a network, it is usually a requirement that
they implement a restructuring process in order to acquire
the culture of the group, beginning to act differently. This
type of innovation was not the focus of this study. Innova-
tions that have been addressed by this research were those
implemented by SMEs in their services and in their manage-
ment practices when they were already part of networks.

Innovation before implementing Competitive benefits Innovation after implementing

competitive benefits competitive benefits

Organizational Innovation Network Brand Process Innovation

(changes in business practices, the

purchases of products)

Organizational Innovation Newspaper Offers Product Innovation

(changes in business practices, in Process Innovation

purchases)

Training Process Innovation

X Organizational Innovation
(changes in business practices,
practices for the development of
employees)

Organizational Innovation GAC Process Innovation

(changes in business practices, pur-

chasing, the array of products on the

shelves)

Organizational Innovation Logistics X

(changes in business practices, the

supplier shall deliver the products at

the distribution center)

Table 2: Innovations that occurred before and after the implementation of some competitive benefits.
Source: Developed from research data
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Thus, the present study had as its main objective to ana-
lyze some types of innovations that SMEs already associ-
ated into vertical or horizontal networks establish in order
to access those benefits they consider competitive bene-
fits offered by the network, such as the purchasing power,
network brand and promotional newspapers. These were
considered innovations before the implementation of the
competitive benefits.

In fact, it was possible to observe that innovation is directly
linked to competitive benefits gained from participating in
networks. If the companies approached in this study were to
enjoy the gains in competitiveness provided by the factors
they considered competitive, offered by the network, they
had to implement changes in their management tools, such
as redesigning of inventory, rearranging products on the su-
permarket shelves, among others.

The implementation of the factors considered competitive,
obtained from the participation of SMEs in networks, also
spawned other innovations in the companies. For instance,
the training provided to employees generated organizational
innovation in services by implementing changes in the prac-
tices of employee development and also generated process
innovation in services. Given that employees have direct
contact with customers, changes in the way customers’
needs are met, constitutes a change in service, representing
process innovation in services when it is the first time that
particular change is implemented.

Another innovation occurred in services that could be clas-
sified as a process innovation, after the implementation of
the benefits considered competitive, originated from chang-
es triggered with the implementation of the network brand
that can also be considered as a new way to deliver services
to the customer.

With the promotional newspapers, besides service innova-
tion in processes we can also note service innovation in
products, since the newspaper started to deliver the service
in 2 new way, but also offered a service that had not been
previously offered.

The two networks approached in this study showed some
significant differences. For example if one takes into account
the frequency with which respondents cite factors such as
competitive. Moreover, in the horizontal network, logistics
is considered a competitive factor that led companies to
innovate organizationally in business practices due to the
introduction of changes in the management system of the
supply chain, affecting supply operations.

Innovation processes were also different considering their
form in the two networks. In the vertical network innova-
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tion occurs from the ‘top-down’, it begins with the network
manager and is imposed on participants, since the process
of innovation is not a decision taken by the managers of
SMEs but by the wholesaler network manager. In the case
of horizontal network, innovation occurs from the ‘bottom-
up’, and decision is made by the managers of SMEs and then
becomes a process in network.

All of these findings lead to the conclusion that for SMEs
associated into networks to access the main factors consid-
ered competitive, they need to innovate organizationally. In
addition, some competitive factors offered by the network
promoted other organizational service innovations, product
innovations and process innovations.

Although the results of this study do not present the pos-
sibility of generalization or explanation of other sectors, and
emphasizing that further studies need to be developed to
better explore the results with respect to service innova-
tion in the supermarket sector, it was confirmed that in-
novation besides being a decisive factor for the competitive-
ness of SMEs associated in networks, it is often crucial for
companies to offer new services or new value to customers
and benefit from new market opportunities.
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