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Summary. — The social dimensions of innovation are examined for a group of manufacturers in
Mwanza, Tanzania. Social networks of businesspeople in Mwanza are found to support innovation
in manufacturing firms. Trust in these relations is especially important as it improves the quality
of information exchanges and encourages the development of strong intracommunity ties and
weak intercommunity relations. A typology of manufacturers demonstrates how different social
strategies relate to innovation. The findings suggest that openness to social relations enhances
innovation but that weak formal institutions discourage manufacturers from extending their social
relations beyond core networks. � 2002 Elsevier Science Ltd. All rights reserved.
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1. INTRODUCTION

Despite 15 years of structural adjustment and
economic liberalization, Tanzania has yet to
develop a significant level of export-oriented
manufacturing. Few manufacturers presently
export and many are struggling to remain
profitable in markets flooded with imported
goods (Grenier, McKay, & Morrissey, 1999).
Although the manufacturing sector has grown
about 4.1% in real terms since 1994, manufac-
turing’s share of GDP hovered around 6.8%
during the same period (World Bank, 2001).
Manufacturing firms remain hampered by low
productivity, little access to financing, and high
wages despite being relatively labor intensive
(Grenier, McKay, & Morrissey, 1998; Harding
& Teal, 1999). Beyond technical factors such as
these, there are social dimensions to consider
when evaluating the obstacles to industrializa-
tion in Tanzania. Specifically, there is a need to
better understand the role that social relations
play in the development of Tanzania’s manu-
facturing sector.
Social relations can accelerate the trans-

mission of market information, facilitate the
creation of knowledge in an industry, foster
systems of mutual assistance among competing
firms, and help build social capital in commu-

nities. Alternatively, however, social relations
may limit access to information, ideas, and
capital if information and mutual assistance
networks are available to only a narrow group
of individuals. In assessing the quality of social
relations, it is particularly important to under-
stand how trust is established and maintained
by the agents participating in them. Trust
strengthens the bonds between individuals, fa-
cilitates information exchange, and enables risk
taking by businesspeople. Moreover, trust con-
tributes to social capital and is a vital compo-
nent of healthy civil societies (Fukuyama, 1995;
Putnam, 1993; Woolcock, 1998).
This study examines the influence of so-

cial relations and trust on innovation among
small and large-scale manufacturing firms in
Mwanza, Tanzania. 1 The situation for manu-
facturers in Mwanza is emblematic of Tanzania’s
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struggle to create competitive advantages in
value-added export industries. As Tanzania’s
second largest city, Mwanza plays an important
role in meeting service and market needs in the
Lake Victoria basin. But economic activity in
Mwanza remains concentrated in the primary
sector—namely fishing, cotton production, and
mining—and there are very few export-oriented
manufacturing firms. Moreover, the city’s de-
pendence on natural resources has been costly
to the Lake’s sensitive ecology and is neither
economically nor environmentally sustainable.
The roles of social relations and trust in in-

novation were assessed through in-depth in-
terviews with managers and owners of firms in
furniture, metal, foam, and cotton-processing
industries. The findings show that trust strate-
gies and degrees of social openness relate to the
types and levels of innovation achieved by
manufacturers in Mwanza. Firms can be clas-
sified in relation to the manager or owner’s use
of social relations and his or her willingness and
ability to trust others. Trust is particularly im-
portant and the trust mechanisms used by these
individuals are found to be indicative of a firm’s
potential for innovation. Responsive innova-
tions—those initiated by forces outside the
businessperson’s control—are positively related
to higher-order, goodwill, or macro-level ver-
sions of trust. Creative innovations—those
initiated by the independent actions of the
businessperson—are positively related to lower-
order, experiential, or micro-level versions of
trust.
The paper is structured as follows. First,

there is a review of the literature on the role of
networks, trust, and social capital in economic
development and innovation. Mwanza’s de-
mographic, economic, and social context is
then described with a focus on the key business
relations observed among manufacturers in the
city. A discussion of the methods follows and
includes a justification for the typology of
manufacturing firms. The characteristics of the
networks and social relations prevalent in each
typological category are then described. Cor-
relations between trust and innovation are then
presented for the sample as a whole and for
each typological subcategory. The results are
applied to a discussion on the relationship be-
tween a manufacturer’s social orientation (i.e.,
inward or outward) and his or her ability to
innovate. The paper concludes with a summary
of the findings and with comments about the
long-term prospects for Tanzania’s manufac-
turing sector.

2. THE SOCIAL DIMENSIONS OF
INNOVATION AND INDUSTRIAL

DEVELOPMENT

(a) Studies on the social dimensions of
manufacturing

Studies focusing on the social aspects of
business have demonstrated the importance of
social ties or networks for innovation in both
developed and developing regions (Malecki,
1997; Mytelka, 1993; Powell, 1990; Storper &
Salais, 1997). Case studies have described the
use and extent of inter-firm networks in Italy
(Amin, 1994; Rabellotti, 1998), the rural
United States (Malecki & Tootle, 1997; Male-
cki & Veldhoen, 1993), New York City (Uzzi,
1996), Mexico (Rabellotti, 1998), and Paki-
stan (Nadvi, 1999; Schmitz, 1999). These stud-
ies have demonstrated the value of networks
for creating ‘‘Marshallian’’ economies (Amin,
1994), the importance of ‘‘gatekeepers’’ or ‘‘key
individuals’’ in networks (Malecki & Veldhoen,
1993), the contribution of networks to ag-
glomeration economies (Malecki & Tootle,
1997; Rabellotti, 1998), the importance of em-
bedded or ‘‘special’’ ties and third-party actors
in strengthening and expanding social networks
(Uzzi, 1996), and the influence of trust on
business relations (Nadvi, 1999; Schmitz, 1999).
Moreover, general research has shown that
social relations among manufacturers can cre-
ate incentives for innovation, support capacity
building, and promote mutual learning (Flora
& Flora, 1993; Humphrey & Schmitz, 1996;
Malecki, 2000; Powell, 1990; Storper, 1995a).
In sub-Saharan Africa, studies have explored

the social relationships among entrepreneurs
and manufacturers in a number of contexts. In
general, Mytelka (1993), McCormick (1996),
and Pedersen (1996) view social networks as
important contributors to capacity building,
technological change, and industrial develop-
ment in the region. Others have focused more
specifically on the positive and negative attri-
butes of business networks in sub-Saharan
Africa. Yankson’s (1996) study of the Ghana-
ian aluminum industry and Ongile and Mc-
Cormick’s (1996) study of the garment industry
in Nairobi demonstrate the problems of weak
social ties among manufacturers. These weak
ties may result when participants are dispersed,
when demand for products is limited, or when
there is poor access to resources. Alternatively,
McDade and Malecki (1997) found an effective
system of mutual assistance and information
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sharing (an ‘‘economy of trust’’) among entre-
preneurs in Kumasi, Ghana; King (1996) has
documented the collective efficiency of informal
sector manufacturers in Kenya; Seierup (1996)
found strong social ties among entrepreneurs in
rural Kenya and Tripp’s (1997) exploration of
petty trade and informal businesses in Dar es
Salaam demonstrates the importance of coop-
erative networks for the survival of micro-
enterprises in Tanzania.

(b) Social networks as institutional endowments
for innovation

Social interactions facilitate learning and the
creation of collective knowledge in firms and
industries (Hodgson, 1998). This knowledge
creation process is driven in part by mutually
agreed to, but often informal, social rou-
tines and conventions (Storper & Salais, 1997).
Collective learning is embodied in these con-
ventions and in the institutionalized networks
that emerge through consistent and recurring
social relations. Proximity matters—both cog-
nitively and spatially—and innovation is facili-
tated through face-to-face contact and when
there is a shorter cultural distance between
agents (Maskell & Malmberg, 1999). Social
networks also contribute to what Maskell and
Malmberg (1999) call ‘‘localized capabilities.’’
These capabilities comprise both the tangible—
a region’s infrastructure, natural resources, and
trade regime—and the sometimes tacit—local
knowledge, skills, social networks, and institu-
tional endowments. Firms and regions accu-
mulate and embed capabilities over time and
these can be crucial factors driving technologi-
cal change and innovation.
The institutional endowments contributing

to localized capabilities are important con-
siderations when studying the role of networks
in industrialization. Endowments include the
representations, conventions, norms, routines,
etc. structuring social interactions and influ-
encing the transmission of information between
firms. They have ‘‘... a directional effect on the
efforts of firms in the region by supporting
and assisting some types of knowledge cre-
ation while hampering or preventing others’’
(Maskell & Malmberg, 1999, p. 174). More-
over, this knowledge

... tends to become embedded not only in individual
skills and in the routines and procedures of organiza-
tions, but indeed in the mileux as such, or rather in the
relations that connect different firms to each other and

to the wider institutional context (Maskell & Malm-
berg, 1999, p. 180).

Thus knowledge creation may be viewed as an
interactive process where social relations help
embed tacit information in the local business
practices, networks, and norms utilized by
firms.

(c) The role of trust in business relations and
networks

A key factor shaping networks and structur-
ing the behavior of economic agents is trust. 2

Granovetter (1985) views trust as a ‘‘cheap’’ but
crucial factor for embedding social rela-
tions and ensuring future transactions. Dagupta
(1988) sees trust as a key factor shaping action
in a business transaction that is driven by an
individual’s expectation of another’s behavior.
Platteau (1994a,b) views trust as indicative of
‘‘convergent expectations’’ between two indi-
viduals and as a strategic ‘‘product’’ manufac-
tured through close relationships. Trust is a
critical aspect of network relations (Malecki,
1997), it simplifies the complexity of network
interactions (Powell, 1990), is an incentive for
sociability (Mutti, 1990), and is an ‘‘heuristic’’
governance structure framing the social rela-
tionship between two individuals (Uzzi, 1997).
Trust becomes apparent when ‘‘unstandard-
ized’’ information is ‘‘irregularly’’ exchanged
between network participants (Malecki &
Tootle, 1996) or when ‘‘intangible assets’’ are
transferred between parties (Uzzi, 1997). This
exchange of knowledge and the informality in
which these relationships often exist are path-
ways for cooperation and collective action in
situations where formal institutions fail to meet
local information or market needs (Lyon, 2000;
Malecki, 2000).
Platteau (1994a,b) conceptualizes trust on the

basis of two forms of morality: limited-group
and generalized. Limited-group morality is ‘‘...
restricted to concrete people with whom one
has close identification while generalized mo-
rality is morals applicable to abstract people (to
whom one is not necessarily tied through per-
sonal, family, or ethnic links)... ’’ (Platteau,
1994b, p. 770, emphasis in original). In essence,
these differences reflect, respectively, a lower-
order and a higher-order version of trust.
If one’s morality is limited to those persons
with whom one has a ‘‘primordial tie’’ (Geertz,
1963) or a well-established and tightly-bound
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relationship, trust outside these groups is far
less likely unless there is an opportunity for
shared experiences between the individual and
outsiders. Alternatively, if an individual’s ac-
tions are driven by generalized morality, there
is ‘‘... a predisposition towards cooperation that
may be activated by certain favorable circum-
stances and remain latent when these circum-
stances are absent’’ (Platteau, 1994b, p. 775,
emphasis in original). In Platteau’s view, it is
a society’s predisposition toward generalized
forms of morality that is essential for develop-
ment as it leads to improved communication
channels, the broad construction of trust, and
social cooperation.
Although Platteau’s ideas of morality are

powerful conceptually, their operationaliza-
tion is somewhat problematic. Humphrey
and Schmitz (1998) offer a useful alternative
through their identification of three levels or
mechanisms of trust: micro, meso, and macro.
Figure 1 summarizes the characteristics of each
mechanism as they are applied in this study.
Micro-level trust emerges through shared ex-
periences and is driven by an agent’s confidence
in the reputation, competence, or capacity of
the subject being trusted (Sako, 1992, 1998).
Micro-level or ‘‘earned’’ trust (Schmitz, 1999) is
relatively labor intensive to create but can lead
to strong ties and to what Gittell and Vidal
(1998) term ‘‘bonding’’ between individuals.
Bonding enables the creation of shared identi-
ties, reputation, common purpose, and tacit
forms of knowledge that cannot easily be
transferred outside the relationship or a com-
munity.
Meso-level trust is based on ascriptions or

individual characteristics such as ethnicity, re-

ligion, appearance, speech, or race (Humphrey
& Schmitz, 1998). Meso-level trust relates to
stereotypes, is used in creating first impres-
sions, and can be viewed as a relatively efficient,
but not necessarily accurate, mechanism for
identifying legitimate business partners. In its
most negative sense, meso-level trust may be
indicative of a situation where there are limited
intercommunity relationships and strong hori-
zontal or intracommunity ties based on ethni-
city, race, religion, class, etc. In a more positive
sense, meso-level trust can be associated with
groups of individuals thought to possess the
skills and integrity necessary to be successful in
business.
Macro-level trust relates to an actor’s belief

in laws and formal institutions and to what
Sako (1992, 1998) calls goodwill. Goodwill or
macro-level trust is apparent when an agent is
motivated to trust by a general belief in the
goodness of humankind or if he or she believes
that the subject’s accountability can be ensured
through a formal institution such as the legal
system. Macro-level trust is important for what
Gittell and Vidal (1998) call ‘‘bridging’’ or the
building up of connections to persons out-
side one’s primary community. These links or
bridges are especially important for building
relationships across social, religious, racial, and
cultural boundaries. Thus a person’s use of
macro-level trust relates to his or her willing-
ness to maintain openness to new ideas and
different types of people and is thus similar to
Platteau’s concept of generalized morality.
These levels or scales of trust are not viewed

as autonomous mechanisms. Instead, levels
may overlap depending on the individual and
the situation in question. Agents are crucial in

Figure 1. Scales and orders of trust (adapted from Humphrey & Schmitz, 1998).
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this conceptualization as the development of
trust depends on the cognitive processes of the
individuals participating in social relations. In
light of this, it is important to consider indi-
vidual representations of what a trustworthy
person looks like, sounds like, and acts like and
constitutive notions related to a trusting agent’s
confidence in his or her ability to ensure the
accountability of a trusted subject. Because it
can be extremely complex to assess such cog-
nitive dimensions, the different scales or levels
of trust offer a useful heuristic tool through
which the process of trust creation and main-
tenance can be better understood. This, in turn,
enables us to test the relationships between
trust mechanisms and innovation processes.

(d) Networks, trust, and social capital

Networks and trust are two key aspects of
social capital. Social capital has emerged as an
important influence on both scholarly and ap-
plied approaches to development. Most schol-
ars supportive of the concept view it as an
important component of society that helps
drive long-run economic change through the
coordination of economic activities, the fa-
cilitation of collaboration across social, politi-
cal, economic, and cultural divides, and the
institutionalization of cooperation in a society
(Coleman, 1988; Fukuyama, 2001; Putnam,
1993; Woolcock, 1998). Such coordination,
collaboration, and cooperation, in turn, lead to
extensive trust in society, civic participation,
and technological and social innovations. So-
cial capital is commonly viewed as a positive
social good manifest in ‘‘norms and networks
that enable people to act collectively’’ (Wool-
cock & Narayan, 2000, p. 226) or ‘‘embodied in
norms and networks of civic engagement’’ and
the trust evident in a society (Putnam, 1993,
p. 37).
Among firms, social capital is viewed as

most visible in networks of information shar-
ing, collective action, and mutual exchange
(Flora & Flora, 1993; Malecki, 2000; Wool-
cock, 1998). Storper (1995a) views the collective
capacities and conventions developed in busi-
ness networks as indicators of social capital
while Woolcock (1998) sees social capital as the
norms and networks facilitating collective ac-
tion among entrepreneurs. Burt (1992, 1997a,b)
views social capital as an individual asset that
entrepreneurs (mainly corporate managers or
‘‘players’’ in his studies) utilize to improve their
standing in the firm, to give them control in

exchange relations, and to increase their con-
tribution to overall corporate performance.
Lyon (2000) examined the use of informal
networks among traders in Kumasi, Ghana,
and found them to be important contributors
to social capital. Trust is a crucial ingredient in
these relations as it enables them to become
effective substitutes for inadequate formal in-
stitutions. Barr (1998) recently examined the
relationship between enterprise networks and
social capital among manufacturers in Ghana.
Her findings demonstrate how firms benefit
from using large, weakly connected, and di-
verse ‘‘innovation’’ networks in conjunction
with smaller and more cohesive ‘‘solidarity’’
networks.
Despite largely positive assessments of the

role of social capital in development, some have
argued that the social relations associated with
it do not always encourage innovation, trust,
civil society, or tolerance toward outsiders and
new ideas (e.g., Glaeser, Sacerdote, & Sche-
inkman, 1995 [c.f. Arrow 2000], Putzel, 1997).
Where networks are loose or extended over
great distances, the costs of nonreciprocal
behavior may be insufficient to prevent op-
portunism or rent-seeking (Humphrey & Sch-
mitz, 1998; Nooteboom, 1996; Sjostrand, 1993;
Smith, 1994). Alternatively, when networks are
deeply embedded in narrow ascriptions, infor-
mation access may be stifled and relationships
outside of religious, ethnic, or kinship struc-
tures may be poorly established and cautiously
maintained (Seierup, 1996). Places, regions, and
countries can become ‘‘locked in’’ to such belief
systems, ascriptions, and social structures and
the ‘‘unlearning’’ of these norms, attitudes, and
routines may be an arduous process (Grabher,
1993; Maskell & Malmberg, 1999).
Other criticisms of social capital relate to its

lack of definitional clarity and consistency, the
quality of the historical data used to explain the
development of civic traditions, and the limited
amount of empirical evidence demonstrating
social capital’s precise contribution to a more
equitable and fair development process (Arrow,
2000; Fine, 2000; Harriss & deRenzio, 1997;
Putzel, 1997; Solow, 2000). Such scholars are
particularly discouraged by the fact that issues
of social, political, and economic power are left
out of most approaches to social capital, that
there is a lack of depth in many explanations
of how successful social organization (i.e., the
creation of social capital) is actually achieved,
and some are skeptical of the concept’s rapid
adoption (cooption perhaps) by development
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institutions promoting neoliberal economic
policies (e.g., the World Bank and the Inter-
national Monetary Fund). Moreover, there
are semantically driven debates about the
term’s meaning and the use of the word ‘‘cap-
ital’’ to describe a somewhat intangible social
phenomenon whose extent, quality, and rates
of appreciation or depreciation are difficult to
measure consistently and accurately (Arrow,
2000).
Such criticisms highlight the fact that al-

though many scholars recognize the conceptual
value of social capital, there remains much dis-
agreement about the actual processes that lead
to its creation. Social capital is generally viewed
as a path-dependent public good whose devel-
opment is driven by social, political, and eco-
nomic transaction costs and whose structure is
manifest in the norms, conventions, and rou-
tines regulating behavior in a society. Such
structurally heavy perspectives abstract the
role of individual agency and power relations
through assumptions about the uniformity,
rationality, and predictability of members of
a given community, industry, or culture. Al-
though such approaches may provide ideas
about the structures and institutions that nur-
ture the creation of social capital, they do not
adequately explain the precise role that indi-
viduals play in the development of civil society.
In particular, there is a need to better under-
stand what makes some individuals—such as
entrepreneurs, community activists, and politi-
cal leaders—more willing than others to take
risks and maintain leadership roles in the de-
velopment of collective action organizations,
industry groups, and social movements. In
sum, what is missing from social capital theo-
ries is a satisfactory explanation for how indi-
viduals become able to trust widely and improve
civil society or, as Platteau (1994a,b) sees it,
how their bases of morality shift from limited-
group to more generalized forms.

3. THE MWANZA CONTEXT

Mwanza offers a rich environment for
studying the social dynamics of manufacturing
in Tanzania. The city is located on the shores of
Lake Victoria and is nestled strikingly amidst a
group of rocky hills. Mwanza is Tanzania’s
second largest city, a vibrant trading center,
and one of East Africa’s most rapidly growing
urban areas. 3 The city’s population was esti-
mated at 500,000 in 1999, up significantly from

an estimate of 420,000 in 1997 (Mwanza Mu-
nicipal Council, 1999). Since economic liber-
alization and structural adjustment began in
the 1980s, outside investment has increased
significantly in Mwanza, particularly in the
fishing and mining industries. Despite the eco-
nomic boom, there are relatively few formal
sector job opportunities and the city’s eco-
nomy is dominated by informal business ac-
tivities. 4

Despite its size and economic importance,
Mwanza has poor infrastructure and is des-
perately lacking in many services. Repeated
attempts at road rehabilitation have failed and
this has had a significant effect on Mwanza’s
overland accessibility, particularly during the
rainy season. 5 Electricity is available through-
out the city but there are frequent power in-
terruptions and periods of low-voltage or
brownout conditions. Despite its proximity to
the world’s second largest body of freshwater,
Mwanza experiences major problems with its
water supply system. Many areas of the city
face a continuous shortage of water and its
quality is highly variable. Social services, such
as hospitals and schools, have also struggled to
keep pace with population growth.
Mwanza’s economic base is in natural re-

source extraction and agricultural activities.
Fishing, cotton, and minerals are the most
significant export industries with fishing cur-
rently the strongest contributor to the local
economy. There are approximately eight fish
exporters in Mwanza and frozen fish fillets are
shipped via air to markets abroad regularly. 6

Cotton has struggled since markets were liber-
alized but it remains an important source of
income for farmers in the region. There are two
major ginneries in and around the city pro-
ducing a range of cotton-based products from
lint for export to cotton-seed oil for local sale.
The mining industry is a relative newcomer but
it has grown rapidly since 1995. As of April
2000 there were at least 15 foreign companies
conducting gold and diamond exploration or
mining operations in the Mwanza region.
The environmental implications of these pri-

mary industries are significant. Lake Victo-
ria’s sensitive ecosystems have been devastated
by exotic species introductions (e.g., Nile Perch
(Lates niloticus) and the water hyacinth (Ei-
chornia crassipes)), increasing levels of human-
induced pollution (e.g., sewage and pesticide
run-off), sediment run-off from surrounding
agricultural areas, and rapidly declining levels
of biodiversity, particularly among the diverse
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cichlid fish populations (see Food & Agricul-
tural Organization, 1992; Kaufman, 1992 for
details). The minerals industry is increasing the
strain on local resources as mining operations
are rapidly being developed in rural areas
adjacent to the lakeshore. Effective environ-
mental protection and health care institutions
are sorely lacking in Tanzania and there are
growing concerns about the long-term ecolog-
ical and social implications of intensive mining
activities in the Lake Victoria basin (Marine
Pollution Bulletin, 2000; van Straaten, 2000).
The need for less-extractive industries is clear
if the basin’s ecosystems are to be sustained for
the long term.

(a) Manufacturing in Mwanza

Most manufacturing firms in Mwanza are
small in scale and owned independently by a
diverse mix of resident Africans and Asians.
The majority of these small-scale operations
have few regular employees and little capital
beyond hand tools and a small work area. Al-
though some firms have machinery and are
formally registered, most are informally orga-
nized as cooperatives or microenterprises and
are unregulated by the state tax authorities. 7

Beyond the small scale, there are a few large-
scale firms controlled through transnational cor-
porations, extended families, informal groups
of investors, or individuals. These firms may
have many regular employees, access to utili-
ties and extensive infrastructure, and formal-
ized management structures. Most are officially
registered with Tanzanian revenue authorities.
Two major industries in the city are furniture

making and metal working. In the furniture
industry, jua kali or fundi-type microenterprises
dominate markets although there are a few
larger-scale and more capital-intensive furni-
ture makers. 8 Most furniture-making firms
generate additional business through home re-
pairs, home construction, and, in some cases,
through boat building. The metal industries are
more capital intensive due to the need for ma-
chines to cut, drill, bore, and weld hard metal
materials. Nonetheless, there are many infor-
mal metal-working operations that produce
such goods as charcoal stoves, door hinges,
washers, and kerosene lamps. These goods are
manufactured by hand in cooperative groups
similar to those used by furniture makers with
scrap metal material as the primary input. 9

Beyond these firms and cooperatives lie the

machine shops that have a good deal of capital
equipment, access to electricity, and more for-
malized work areas. These firms generally focus
on automobile, electrical, and machine repair
services as well as basic part manufacturing.
Other manufacturing industries in Mwanza
include: foam mattresses, wire nails, edible food
oils (e.g., cottonseed, vegetable), ginned cot-
ton, processed foods (e.g., juice concentrates),
soaps, leather hides, and steel rods. Firms in
these industries generally produce low-quality
goods, have relatively capital-intensive opera-
tions, and rely on scale economies and whole-
sale distribution to ensure competitiveness.
Manufacturers in Mwanza have struggled to

compete with imports since liberalization began
in earnest in the late 1980s. Emblematic of this
struggle was the failure of Mwanza’s major
textile factory—the parastatal MWATEX—
which closed its doors in 1998 due to ineffi-
ciency, crumbling infrastructure, and a market
flooded with second-hand clothes or mitumba.
In general, the manufacturing sector in Mwanza
faces significant obstacles due to capital con-
straints, low levels of technical capacity, and
limited access to outside markets. Moreover,
municipal authorities frequently ‘‘purge’’ small
businesses in Mwanza under the guise of stop-
ping tax evasion. 10 Small-scale traders, tailors,
shoe shiners, furniture makers, food sellers, and
metal workers are primary targets and these
attacks do little to encourage relations between
the government and business. Larger-scale en-
terprises face less-dramatic forms of repres-
sion but there is little trust between most of
these firms and the state. This adversarial re-
lationship bodes poorly for the long-term
development of manufacturing industries in
Tanzania.

(b) Social relations among manufacturers in
Mwanza

Despite its population growth and size,
Mwanza retains many of the attributes found
in smaller trading centers throughout East
Africa. There is a bustling quality to the city and
a frenetic pace of business activity. Business
networks in Mwanza are loosely structured and
segmented by such factors as industry, capital
level, and ethnicity. Three types of relations
were identified as being most important for
manufacturers in Mwanza: credit-based or in-
put relations, reputation-building relations, and
information-gathering relations.
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Credit relations and input networks are the
most commonly used and fundamentally useful
business relations. 11 These relations are espe-
cially important to firms that need access to
inputs or to those that hope to sell large vol-
umes to wholesalers or distributors. For some,
particularly small-scale businesspeople, credit is
the difference between working and not work-
ing as it enables a businessperson to keep pro-
duction going while meeting financial demands
at home. Larger-scale firms also use credit re-
lations but for some the giving of credit is more
important and is an effective means of main-
taining or increasing the firm’s market share.
Trust in credit relations is typically developed
over time and through multiple transactions
that enable the credit giver to assess the reli-
ability of the credit receiver.
Reputation is an important asset for manu-

facturers in Mwanza. Simply stated, reputa-
tions are useful for building up a customer
base, accessing information, and for attracting
new business partners. In the first case, repu-
tations act as word-of-mouth advertising, es-
sentially the major form of marketing done by
firms in Mwanza. Second, reputations may in-
fluence one’s access to resources, both financial
and information related. Information and
capital may flow more readily to persons with
good reputations and those having poor repu-
tations (or being newcomers) may face social
obstacles to information gathering and credit
access. Reputations are especially important
within the Asian business community where
information about the accountability of an-
other manufacturer or supplier is typically only
a phone call away.
Information exchange and access are vital for

innovation and important for the security of
firms in Mwanza. Information relations are
used to gauge market fluctuations, to obtain
price and cost data, to learn about new designs
and ways of manufacturing, and to find out
about government activities that may influence
the business. Information exchange is facili-
tated through social relations within one’s
community, through after-work chat sessions
with other businesspeople, and through com-
munication with outsiders. In many cases, in-
formation is transmitted passively via imitative
processes such as when a businessperson copies
others’ designs or production practices. Active
and passive information relations are partici-
pated in by all manufacturers in Mwanza and
are viewed as important for the survival and
development of the firms surveyed.

4. FIELD METHODS AND DATA
ANALYSIS

(a) Overview of the data collection, coding, and
analysis processes

The field research was carried out in Mwanza
from October 1999 to April 2000. Forty-one
in-depth and semi-structured interviews were
conducted with business managers and owners
of manufacturing firms throughout the city. A
major objective of the sampling process was to
survey a cross-section of manufacturers, both
in terms of capital and location. Sampling was
achieved through direct contact with a firm’s
owner or manager once an enterprise was iden-
tified as appropriate for further study.
The majority of interviewees were in furni-

ture making and metal working (37 total) with
the remainder from foam mattress and food oil
production businesses. Two women business
owners were among the sample, both of who
are in the furniture industry. About half the
respondents were operating on a very small
scale or within loose cooperative arrangements.
The remaining interviewees represent a range of
business sizes from a few employees and little
capital to many employees and extensive capi-
tal. About six of the firms rely on financial links
to larger corporate structures, both within East
Africa and overseas. Ten of the interviewees are
of Asian descent and the remainder members of
ethnic groups indigenous to East Africa.
Discussions focused on the following core

areas: background and experience; business
performance; recent innovations and the means
of innovating; social relations and networks;
links to formal institutions; trust and trust
mechanisms; and learning processes. Responses
were recorded during the interviews and ex-
tensive field observations were made during
multiple visits to the manufacturing facility or
work area. Responses and observations were
then coded and categorized into the following
topic areas: the businessperson’s use of and
reliance on networks, his or her links to indi-
viduals outside the Mwanza region, the ways in
which he or she establishes trust in business,
and recent innovations or changes in the firm’s
operations.
Codes were developed for the independent

variables of trust, network dependence, and
external links and for the dependent variable
innovation. 12 The interview data were first
coarsely coded in relation to these variables. A
second pass through the initial codes was then
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used to create specific references or subcatego-
ries within the variables. These subcategories
more directly reflect the conditions, circum-
stances, and language specific to the Mwanza
business environment. Coding tables were then
compiled for the variables to summarize the
number of distinct references each respondent
made to different types of business relations,
to links maintained to individuals outside
Mwanza, to the trust mechanisms used in doing
business, and to the types of innovation
achieved in his or her firm. These tables were
then used to calculate scores representative of
the structural characteristics of each respon-
dent’s business networks, the agency dimen-
sions of his or her social relations, and the level
and type of innovation evident in the firm’s
recent operations.
Statistical associations between these social

characteristics (the independent variables) and
the firm’s innovation scores (the dependent
variables) were then calculated to assess the
utility of social relations and trust to manu-
facturing firms in Mwanza. Beyond these as-
sociations, a typology of manufacturers was
constructed based on each manufacturer’s so-
cial orientation and the quality of his or her
business networks. Details are provided below
on the criteria and methods used to code and
score particular variables, the tests used to
calculate statistical associations between them,
and the process used to construct the typology
of manufacturers.

(b) The independent variables: network
dependence, external links, and trust mechanisms

Independent variables were developed to
assess both the structure of a manufacturer’s
business networks and to elucidate information
about the cognitive processes that individual
managers use in deciding whether or not to
engage in a social or business relationship.
Structurally, the density of a firm’s business
networks was determined using a network de-
pendence score and the spatial or geographic
extent of these relations was evaluated using
an external link score. On the cognitive side,
variables were developed to evaluate the types
of trust mechanisms firm owners and managers
typically utilize when engaged in business ac-
tivities. By examining the different means
through which individuals establish trust in
business, it is possible to better account for the
role of agency in the creation of trust, net-
works, and social capital. Table 1 summarizes

the criteria applied to each variable during the
coding process and Table 2 summarizes the
methods used to create scores from the coded
data.

(i) Network dependence scores
The density of the social networks used by a

firm or manager was estimated using a network
dependence score. This score is the product of
two dimensions of an individual’s social rela-
tions: an activity range score and a total con-
nection score. The activity range score refers to
the specific functions of different business rela-
tionships and is related to Markusen’s (1994)
network categories: output relations (e.g., sales
or marketing), input relations (e.g., supplier
connections), competitor relations (e.g., col-
laborative networks or informal industry as-
sociations), and institutional relations (e.g.,
government connections, community groups,
or links to nongovernmental organizations,
NGOs). An activity range score was calculated
as the total number of activity categories within
which a respondent maintained at least one
consistent relationship divided by the number
of activity categories possible, four. Thus the
minimum activity range score is zero and the
maximum one.
The total connection score is the average

number of business connections maintained
within each activity category. Business con-
nection scores for the four activity categories
were calculated as the total number of regular
and distinct business relations maintained by
the firm or manager within a category divided
by the median number of relations observed
within that category for the overall sample.
Division by the median was used to index
connection scores in relation to a midpoint in-
dividual. Indexing was deemed useful because it
allowed scores to be referenced to one another
within the context of the sample surveyed. The
median was selected as the indexing factor be-
cause of its resistance to outliers, the relatively
small sample size ðn ¼ 41Þ, and because it rep-
resents an actual midpoint individual, not one
estimated through the mean. The four activity-
based connection scores were then averaged to
give a total connection score for each respon-
dent. The network dependence or density score
was then calculated as the product of this total
connection score and the activity range score.

(ii) External link scores
The geographic or spatial extent of a manu-

facturer’s business and social networks was
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measured through the construction of an ex-
ternal link score. The external link score sum-

marizes the extent to which a respondent is
linked to individuals or firms outside the

Table 1. Summary of coding criteria for the independent and dependent variables

Variable Basis for coding

Network dependence (network density) Coded for when a respondent made reference to a relationship
important for his or her business. Business connections were subdivided
into four activity categories based on the primary purpose of the
relationship. Activity categories were defined as follows: relationships
used to sell or market products (outputs), relationships used to acquire
inputs, relationships with competitive firms, and relationships with
institutions such as the state, NGOs, or community groups

External links Coded for when a respondent made reference to a business relation-
ship(s) to people (persons) outside the Mwanza region. External link
relationships were categorized on the basis of their location. The
external link categories used were as follows: other Lake Victoria
regions (excluding Mwanza), other Tanzania regions, other East
African countries (i.e., Kenya or Uganda), other African countries,
European countries, Asian and Middle Eastern countries, and North
American countries and other regions

Micro-level trust mechanisms Coded for when the respondent made reference to trust developed
through shared experiences or conversations, the observed competence
of a business partner, a person’s reputation, or if trust emerges through
repeat transactions

Meso-level trust mechanisms Coded for if the respondent mentioned the importance of the following
ascribed characteristics for trusting or not-trusting someone in
business: race, religion, ethnicity, wealth or material success, home
region, business location, and appearance

Macro-level trust mechanisms Coded for when respondents referred to trust as being driven by
goodwill or ensured by a higher power (e.g., religious beliefs), if the
respondent believed that the government can be a trusted business
partner, and/or if he or she stated that government institutions can be
trusted to protect business interests

Creative or independent innovations Coded for when respondents made reference to independent changes in
their firms’ structures, technologies, or means of production driven
most signifcantly by the independent actions of the respondent and
realized primarily through the internal operation of the firm. Examples
of creative innovations include: a labor force increase or innovation in
use of existing labor, independent productivity improvements, inde-
pendent product development, independent capital or machinery
acquisition, vertical integration of the production system, independent
shop location or size improvement, or the use of formal marketing
strategies or product distributors

Responsive or adaptive innovations Coded for when respondents made reference to changes in their firms’
structures, technologies, or means of production system that were
driven most significantly by unavoidable short-run changes in the
business climate, by imitation of others’ work, or when external
assistance was received (e.g., from the government, a non-governmental
organization, or through family channels not directly associated with
the day-to-day operations of the firm). Examples of responsive or
adaptive innovations include: adaption to new markets due to loss of
primary customers, the receipt of external (i.e., outside the firm’s
management structure) financial assistance for innovation, product
diversification through imitation, the rental of others’ machinery, or an
adaption to a forced move or eviction

Total innovations The combined number of responsive and creative innovations
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Table 2. Summary of scoring methods used for the independent and dependent variables

Variable Method of score calculation

Network dependence
score

Calculated as the product of a total business connection score and an activity range
score. Activity categories were defined as follows: relationships used to sell or market
products (outputs), relationships used to acquire inputs, relationships with competitive
firms, and relationships with institutions such as the state, NGOs, or communty groups.
Separate business connection scores were calculated within each activity category as the
sum total of the number of distinct relationships each respondent maintained within the
category divided by the median score for the category. The total connection score is
the average of the four actvity based connection scores. The activity range score is the
number of activity categories within which a respondent maintained at least one
relationship divided by four, the total number of categories possible. The network
dependence score was then calculated as the product of this range score and the total
connection score
(i) Activity range score¼ number of activity categories within which the respondent
maintains a relationship/4
(ii) Business connection score within each activity category¼ total number of relations
maintained in the category/median number of relations in category
(iii) Total connection score¼ average of the four business connection scores
(iv) Network dependence score¼ total connection score� activity range score

External link score Calculated as the product of a total external connection score an external link range
score. Seven categories were used to isolate the diversity of external links each respondent
maintains: other Lake Victoria regions (excluding Mwanza), other Tanzania regions,
other East African countries (i.e., Kenya or Uganda), other African countries, European
countries, Asian and Middle Eastern countries, and North American countries and other
regions. The total external link connection score was calculated as the total number of
distinct relationships each respondent maintained to individuals outside the Mwanza
region divided by the median number maintained for the sample as a whole. The external
link range score was calculated as the number of different regions to which the
businessperson has at least one business connection divided by the total number of
categories possible (seven in this case). The external link score was then calculated as the
product of the total external connection score and the external link range score
(i) Total external connection score¼Sum of the number of distinct external links/median
number of external links for sample
(ii) External link range score¼Number of categories within which the respondent
maintained at least one relationship/7
(iii) External link score¼ total external link connection score� external link range score

Micro-level trust score The number of references made to micro-level trust mechanisms divided by the median
number for the sample
Micro-level trust score¼ number of distinct references to micro-level trust/median number
of references to micro-level trust for the sample

Meso-level trust score The number of references made to meso-level trust mechanisms divided by the median
number for the sample
Meso-level trust score¼ number of distinct references to meso-level trust/median number of
references to meso-level trust for the sample

Macro-level trust score The number of references made to macro-level trust mechanisms divided by the median
number for the sample
Macro-level trust score¼ number of distinct references to macro-level trust/median number
of references to macro-level trust for the sample

Creative innovation
score

The total number of creative innovations referred to by each respondent
Creative innovations¼ number of distinct creative innovations observed for each respondent

Responsive innovation
score

The total number of responsive innovations referred to by each respondent
Responsive innovations¼ number of distinct responsive innovations observed for each
respondent

Total innovation score The total number of responsive and creative innovations for each respondent
Total innovation score¼ responsive innovation score+ creative innovation score
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Mwanza region. The score, like the network
dependence score, is indexed to the median and
is calculated as the product of an external link
range score and an external link connection
score. The external link range score relates to
the number of distinct regions (out of seven)
to which a manufacturer had a social or busi-
ness connection. External regions were cate-
gorized as follows: other Lake Victoria regions
(i.e., Kagera and Musoma), other Tanzanian
regions, other East African countries (i.e.,
Kenya or Uganda), other African countries,
Asian and Middle Eastern countries, European
countries, and North American countries and
other regions. The external link range score
was calculated by dividing the number of re-
gions to which a respondent maintained a con-
nection by seven, the maximum number of
regions possible. Thus the minimum exter-
nal link range score was zero and the maxi-
mum one.
The external link connection score was cal-

culated as the total number of distinct con-
nections each manufacturer maintained to
individuals outside the Mwanza region divided
by the median number of external connections
observed for the sample as a whole. In contrast
to the network dependence score, the overall
median number of external links was used as
the indexing factor as it was not possible to
index external link scores within each regional
category since at least one category (North
American countries and other regions) had a
median score of zero. Although this method
may skew the median external link connection
score by giving extra weight to cases where in-
dividuals maintain many connections to a sin-
gle region, it was the felt that the effect of such
an influence would be limited by multiplying
connection scores by the external link range
score—a variable indicative of the diversity of
external links, not their concentration. Thus
external link scores were calculated as the
product of the external link range score and the
external link connection score.

(iii) Trust mechanism scores
Trust was operationalized on three levels—

micro, meso, and macro—in accordance with
the work of Humphrey and Schmitz (1998) and
Sako (1992, 1998). The interview data, parti-
cularly the trust-specific questions, were coded
in relation to these categories and respondents
were not limited to a single type of trust
mechanism. Direct and open-ended questions

about how trust is achieved and maintained in
business dealings were particularly important in
providing useful data for the scores. Examples
of such questions include: ‘‘How do you know
when you can trust someone?,’’ ‘‘Is trust im-
portant to you? Why?,’’ and ‘‘What kinds of
people do you distrust?’’
Micro-level trust was recorded when re-

spondents referred to shared experiences, con-
versations, observed competence, reputation,
or repeat transactions as important means for
building trust. Meso-level trust was recorded
when business people talked about ascribed
characteristics—such as race, ethnicity, religion,
home region, or appearance—as being influ-
ential on trust decisions. Macro-level trust was
recorded when a respondent referred to trust
in a more abstract, generalized, or goodwill-
oriented fashion or if he or she expressed
confidence in the ability of the government,
the police, or the courts to protect his or her
business interests. Care was taken to prevent
redundancy in the counting of references and
the use of consistent coding criteria helped
to limit the improper categorization of re-
sponses in relation to these mechanisms. In
general, trust scores were based on the number
of references a respondent made to a particular
trust mechanism (i.e., micro, meso, and macro-
level trust). These ‘‘raw’’ scores were then in-
dexed by dividing each by the median ‘‘raw’’
score for the trust mechanism in question.
These indexed scores are the trust scores ap-
plied throughout the statistical analyses that
follow.

(c) The dependent variables—creative and
responsive forms of innovation

Innovation is the key dependent variable in
this study. Hodgson (1998) views innovation as
a learning process necessitated by uncertainty
and dynamism in the socioeconomic context.
This process ensures the generation and trans-
mission of knowledge and has both an adaptive
and creative component (Hodgson, 1998). In-
novations are seen as both material changes
in production technology and as changes in
one’s capacity to exploit new market opportu-
nities. In order to more precisely assess the in-
novativeness of the manufacturers surveyed,
innovations were divided into creative and re-
sponsive categories. A total innovation score
was then calculated as the sum of the creative
and responsive innovation scores.
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(i) Creative innovations
Creative innovations are changes to the firm’s

structure, technology, or production system
driven most significantly by the independent
actions of a businessperson and through the
internal workings of the firm. Stated another
way, creative innovations are viewed here as
those derived primarily from the firm’s own
resource base and adopted most significantly
with the long-term development of the firm in
mind. Such innovations are indicative of a
manufacturer’s planning capacity, creativity,
and inventiveness and, as such, reflect his or her
ability to redirect resources and profits from
within the enterprise toward the development of
new activities, products, and ways of doing
business.
The coding criteria applied in the assessment

of independent or creative innovations were
identified through the work of Sverrisson
(1994) and include the following: independent
improvements in production technology, inde-
pendent product diversification, labor produc-
tivity improvements, an increase in the firm’s
labor force, an increase in shop size or an im-
provement in location, the use of sales distri-
butors, the use of formal marketing strategies,
or if there was greater vertical integration in
the firm’s production system. An example of
greater vertical integration would be the case
where a furniture maker began buying logs di-
rect from the forest instead of purchasing pre-
cut wood planks in the city. In all of these
cases, the innovation process is considered part
of an explicit strategy to increase the firm’s ef-
ficiency, productivity, market accessibility, or
size over the long run and is principally driven
by perceived opportunities within the business
climate.

(ii) Responsive innovations
Responsive or adaptive innovations are those

changes in the firm’s structure, technology, or
mode of production driven most significantly
by unavoidable short-run changes in the busi-
ness climate, by imitation of others’ works, or
when external assistance was received. Such
innovations include adaptations to forced
moves and expulsions by municipal authorities,
adjustments to the loss of government business
due to liberalization, and the rental of others’
machinery. Such adaptations and adjustments
are commonplace in Mwanza as the Tanzanian
economy liberalizes, government parastatals
are disbanded or sold off, and political institu-

tions struggle to maintain power in the face of a
rapidly growing private sector. Although these
adaptations may have long-term benefits, those
classified as responsive innovations were driven
primarily by short-term circumstances or needs
beyond the firm’s control. In contrast to cre-
ative forms of innovation, which tend to be
about building up the firm for the longer term,
responsive innovations are more about reduc-
ing risk and solving problems in the short run
than they are about creating long-term oppor-
tunities.
Beyond these short-run adjustments and ad-

aptations, innovations enabled through the
acquisition of external assistance are also in-
cluded in the responsive category. Family fi-
nancing mechanisms, government grants, and
NGO assistance were grouped with responsive
innovations since these forms of assistance may
have no direct relationship to the quality of the
firm’s day-to-day operation, its internal re-
sources, or its productivity. Because of this,
manufacturers who received these forms of as-
sistance were viewed as having responded to the
availability of the external resource and were
not considered as key individuals in its cre-
ation. Although such a distinction may blur the
subtleties involved in gaining access to such
resources, it does provide a means for distin-
guishing between those resources created pri-
marily within the firm and those that may have
been made available because of an individual’s
social, cultural, political, geographic, or eco-
nomic circumstances.

(d) Analyzing the data—correlation tests and a
social typology of manufacturers

With scores for the variables compiled, cor-
relation coefficients (r values) were computed
and applied to describe the general relation-
ships between the independent variables and
each respondent’s innovation scores. The sig-
nificance of these values was tested using a
simple ANOVA (analysis of variance) proce-
dure. Specifically, P-values were computed
from F and t-statistics to demonstrate the sig-
nificance of the associations between the vari-
ables. Such correlations are associations only
and are not assumed to provide causal expla-
nations for the precise reasons why social re-
lations and trust may influence innovation.
Moreover, the findings are not meant as an
assertion that social relations are paramount
for innovation or that other factors—such as
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the businessperson’s education level, ethnicity,
access to capital, or parental influence—mean
little. Instead, the results of the statistical as-
sociation tests are useful in that they demon-
strate a few general relationships between social
behavior and innovation, that they account for
both the role of agents and structures in the
development of innovative business networks,
and that they explicitly address the role of trust
in the innovation process.
Beyond an assessment of the associations

between the variables, a methodology was de-
vised to test for distinct types of individuals
based on their social characteristics. An interest
in isolating behavioral types emerged over the
course of the field research where it was ob-
served that respondents could be classified into
three general groups based on their patterns of
social behavior and their attitudes toward and
perspectives on trust. These observed patterns
or types of behavior reflect a gradient of social
activity among the firms surveyed, from those
having few social connections beyond the firm
and primary suppliers to those utilizing broad,
dense, and wide-ranging social networks. In the
data analysis phase, this general observation
was tested more rigorously in order to isolate
different types of social behavior and attitudes
and to determine if statistically significant dif-
ferences might then be observed in the trust,
social relation, and innovation scores across the
range of social orientations.
These groups, the social typology, were

formed using respondents’ network depen-
dence, external link, and macro-level trust
scores. These variables were selected because
they reflect a businessperson’s openness to
outsiders and new ideas and because they are
indicative of the firm’s reliance on social rela-
tions. Network dependence, as a structural
variable, reflects the businessperson’s level
of local connectedness and the firm’s depen-
dence on social relations in day-to-day opera-
tions. External links, also a structural variable,
are indicative of a manufacturer’s connect-
edness beyond Mwanza and thus reflect an
openness to non-local information and ideas.
Macro-level trust, an agency variable, relates
to the willingness of a businessperson to rely
on government institutions and goodwill when
establishing business relations. In essence, macro-
level trust is a proxy for the extrovertedness
of an individual and is indicative of the de-
gree to which he or she relies on a more gen-
eralized sense of morality when conducting
business.

Because three types of behavior were ob-
served in the field, scores for network depen-
dence, external links, and macro-level trust
were ranked and grouped into terciles. Re-
spondents ranking in the top-third of a vari-
able’s range were assigned a score of two for
that variable, respondents in the middle-third
were assigned a score of one, and respondents
in the bottom-third were assigned a score of
zero. A total social orientation score for each
respondent was then computed by summing
together his or her tercile scores (zero, one, or
two) for the three variables. Thus the maximum
social orientation score possible was six and
the minimum zero. The typological groups were
then created by distributing the social orienta-
tion scores into three groups across the range
from zero to six—a lower-range group (scores
of zero or one), a mid-range group (scores of
two, three, or four), and an upper-range group
(scores of five or six). Table 3 summarizes the
method used to form the typological categories.
Respondents with total orientation scores

of zero or one are considered the least out-
ward oriented or most introverted individuals
sampled and are labeled minimalists. Respon-
dents with total orientation scores in the mid-
dle range—two, three, or four—are considered
socially average by Mwanza standards. In
general, these individuals view social relations
from a practical perspective and are most in-
terested in using them for concrete or tangi-
ble benefits in the short run. Because of this,
respondents in the middle group are labeled
pragmatists. Manufacturers in the upper-most
group of respondents have total orientation
scores of five or six and are considered to be the
most socially active and extroverted manufac-
turers surveyed. Respondents in this group are
labeled maximalists since they are perceived as
trying to maximize the long-run benefits of
social activity through strong and weak con-
nections to a wide range of individuals and
locations.
The typological dividing lines roughly sepa-

rate the sample into a range of businesspeo-
ple—from those who are socially isolated by
choice or circumstance to those who are rela-
tively undiscriminating in their social activities
and who feel that there are long-term benefits
associated with having much exposure in the
community. In essence, the groups represent a
gradient of social behavior from introverted
to extroverted tendencies and act as a useful
heuristic tool for understanding the diversity
of firms and individuals active in Mwanza’s

WORLD DEVELOPMENT604



manufacturing sector. Table 4 summarizes the
independent and dependent variable scores for
each of the typological groupings. As the table
demonstrates, the groups exhibit a difference in

means for their macro-level trust, network de-
pendence, and external link scores signifi-
cant at the 0.01 confidence level. Differences in
means and their significances were computed in

Table 4. Summary of the innovation, social relation, and trust scores for the firms surveyed a

Variable Social relations type Total sample
ðn ¼ 41Þ

Minimalists
ðn ¼ 14Þ

Pragmatists
ðn ¼ 18Þ

Maximalists
ðn ¼ 9Þ

Mean network
dependence score

0.4289 0.6294 1.1491 0.68

P ðT 6 tÞ one tail test 0.000937 (Minimal-
ist mean versus

Pragmatist mean)

0.0000000047
(Pragmatist mean
versus Maximalist

mean)

0.000000012 (Maxi-
malists mean versus
Minimalist mean)

n/a

Mean external link score 0.1480 0.6984 1.6627 0.72
P ðT 6 tÞ one tail test 0.00031 0.00575 0.00043 n/a

Mean macro-level trust
score

0.1429 0.8333 1.5556 0.76

P ðT 6 tÞ one tail test 0.00257 0.00630 0.000000086 n/a

Mean micro-level trust
score

0.9310 1.0778 1.0370 1.02

P ðT 6 tÞ one tail test 0.01782 0.27347 0.09309 n/a

Mean meso-level trust
score

1.0179 0.8958 0.7083 0.9

P ðT 6 tÞ one tail test 0.27440 0.17322 0.10288 n/a

Mean number of creative
innovations

1.3571 3.1667 3.4444 2.61

P ðT 6 tÞ one tail test 0.00121 0.37233 0.01264 n/a

Mean number of
responsive innovations

1.2857 1.0556 2.3333 1.41

P ðT 6 tÞ one tail test 0.25370 0.01517 0.02801 n/a

Mean total number of
innovations

2.6429 4.2222 5.7778 4.02

P ðT 6 tÞ one tail test 0.01141 0.03330 0.00018 n/a

a Values in italics in columns 2–4 represent differences in means significant to 0.10.

Table 3. Scoring system for the social typology of firms in Mwanza

First tercile—bottom range
(scores in 0–33% of range)

Second tercile—middle range
(scores in 34–67% of range)

Third tercile—top range
(scores in 68–100% of range)

Network dependence
Score

0 points 1 point 2 points

External link score 0 points 1 point 2 points

Macro-level trust score 0 points 1 point 2 points

Total social
orientation score

Sum of the tercile scores for the network dependence, external link, and macro-level trust
variables for each respondent. A point score between zero and six

Respondents classified as minimalists have total social orientation scores of zero or one
Respondents classified as pragmatists have total social orientation scores of two, three, or
four
Respondents classified as maximalists have total social orientation scores of five or six
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a two-step process. First, an F-statistic was cal-
culated to test whether or not the variances
between the variables in the groups compared
were significantly different. Second, a one-tailed
t-test was calculated using the assumption of
equal variances or unequal variances depending
on the outcome of the F-test. Because of the
significance of the differences between the three
groups, correlation tests of the relationships
between the variables were conducted both for
the overall sample and within the three typo-
logical categories. 13

The findings and their implications are de-
tailed both qualitatively and quantitatively in
the discussion that follows. First, the typologi-
cal groups are described in general terms and
in relation to the data presented in Table 4.
Second, data are presented showing the results
of statistical tests between the independent trust
variables and the dependent innovation vari-
ables. The typological groups and the statistical
associations lead to a number of assertions re-
lating specific trust mechanisms to different
forms of innovation. In the final sections, the
implications of the findings are presented both
as they relate to our general understanding of
innovation, industrialization, and social capital
and as they might be broadly applied to in-
dustrial development initiatives in sub-Saharan
Africa.
Support for the assertions made and the

conclusions reached is most strongly empha-
sized in cases where both the typological data
and the statistical associations demonstrate a
particular relationship. However, the evidence
is not meant to be viewed in isolation from
other factors driving industrial development
(e.g., education, capital availability, or market
structures). The findings, at best, broadly
demonstrate the ways in which networks and
trust can contribute to knowledge creation and
innovation processes. Despite such limitations,
studies of this nature are important in that they
make more explicit the links between social
patterns (i.e., structures or institutions), indi-
vidual attitudes (i.e., an agent’s perspective on
trust), and manufacturers’ abilities to innovate
and create social capital.

5. BUSINESS NETWORKS AND THE
TYPOLOGY OF MANUFACTURERS

The three typological groups represent sig-
nificantly different levels of participation in and
openness to social relations. In some cases, the

groups also demonstrate significantly different
levels of innovation. The differences between
the groups in their approach to and use of
networks reflect different social competences
and firm-specific institutional endowments. By
exploring these competences and endowments
we can better understand the social milieu
where manufacturers interact, extend credit,
exchange information, and create knowledge.
The role of social relations is described in this
section in terms of the typology of manufac-
turers. In the section that follows, empirical
findings are presented relating levels and types
of innovation to the different trust mechanisms
(i.e., micro-level, meso-level, and macro-level
trust) utilized by managers in the firms.

(a) Minimalist social relations

As Table 4 indicates, minimalists have the
fewest external links, the least dependence on
networks, and the lowest macro-level trust
scores. Each of these factors reduces minimal-
ists’ access to a wider range of business con-
nections and this appears to limit their ability
to innovate. Minimalists are significantly less
innovative than the pragmatists and maxi-
malists both in total levels of innovation and
in levels of creative innovation. There is no
significant difference, however, between the
minimalists and pragmatists in relation to re-
sponsive innovation. This finding supports a
contention that minimalists are responsive to
market changes but less progressive in changing
markets. Minimalists’ low trust scores reflect
this outcome and are indicative of limited par-
ticipation in social relations.
The minimalist category most commonly

represents firms associated with the jua kali or
fundi class of East Africa. These businesspeople
manage small-scale, loosely structured, and
low-capital operations often arranged as co-
operatives of independent craftspeople. Mini-
malist firms of this type generally perform
poorly, innovate rarely, and are subsistence
oriented. Inputs are usually obtained on credit
and production is typically focused on low-
quality generic products or made-to-order
goods provided a customer gives an up-front
advance. If additional labor is required, it is
subcontracted locally on a piecework basis.
Within cooperatives, minimalist manufacturers
operate independently and generally participate
in such collectives to reduce the costs of secu-
rity and because cooperatives can improve
one’s market access. In terms of trust, ac-
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countability is the critical factor shaping mini-
malist business relations and trust is a rare
commodity when money is involved.
Although most of the minimalists work in or

manage low-capital furniture making firms,
there are two metal-working firms in the group
that have fairly extensive machinery and larger-
scale manufacturing facilities. Both of these
firms are family owned and both have a rela-
tively long history of operation in Mwanza.
Assets are managed and business decisions
made through kinship hierarchies and the use
of family members in management positions
is preferred over other options. As is the case
with the other minimalists, the owners or man-
agers of these firms trust few and generally
avoid extending credit to anyone. Self-suffi-
ciency through self-reliance is considered the
most secure way to do business and this is re-
flected in the small degrees of openness evi-
denced within the minimalist group.
Relationally, minimalists are most concerned

with credit access and reputation building.
Credit is vital as a means of maintaining pro-
duction while reputation building is viewed as a
key marketing strategy. Active information re-
lations appear to be important only in times of
crisis and the passive copying of others’ work
is a popular strategy for developing new pro-
ducts. Moreover, minimalists generally do not
view business development from a long-term
perspective and many would prefer work in the
formal sector if they could be guaranteed a
stable and fair wage.
Despite their lack of trust and relatively poor

networks, many minimalists are looking out-
ward for ideas and hoping to build more in-
novative business links. But the quality of the
connections available to these minimalists is
limited by their inability to access capital, the
flooded markets they compete in, their survi-
val orientations, and the social obstacles (e.g.,
class, race) preventing them from building links
to firms with greater resource bases. In this
context, most minimalists simply grind out a
living by earning a little each day in situations
where risks are mitigated through narrow, and
highly accountable, social relations.

(b) Pragmatist social relations

The results presented in Table 4 show that
the total numbers of innovations achieved
by the pragmatists are significantly greater than
the minimalists and significantly less than the
maximalists. This latter outcome appears to

be driven by significant differences in the
maximalists’ and pragmatists’ levels of respon-
sive innovation, the pragmatists having signifi-
cantly fewer. Creative innovations for the two
groups are not statistically different although
the maximalists scored slightly higher than
the pragmatists. In terms of trust, pragmatists
scored significantly higher than the minimalists
in micro and macro-level mechanisms but were
about equal in meso-level trust scores. As for
the maximalists, pragmatists have significantly
lower macro-level scores while there are no
significant differences in meso and micro-level
trust scores for the two groups.
Pragmatists own and manage a wide range of

firm sizes and types—from corporate-spon-
sored factories to small-scale independent op-
erations having little capital—and occupy the
middle ground of social behavior among manu-
facturers in Mwanza. However, pragmatist
firms should not be viewed simply as enter-
prises moving away from minimalist behavior
and toward maximal status. Instead, pragma-
tists are viewed here as manufacturers who use
business relations restrictively and strategically
with the intention of achieving concrete market
advantages. While they appear better con-
nected socially and more willing to use repu-
tation-building and information relations than
the minimalists, pragmatists appear to be wary
of overextending themselves socially and thus
prefer to use relationships in clearly beneficial
ways. Relationships are particularly useful for
scoping out potential financial backers or for
gaining short-term competitive advantages in
local markets. For pragmatists already well
connected to a stable source of capital, rela-
tions appear to be limited to key individuals
such as suppliers or distributors.
Pragmatists are less open socially than maxi-

malists but many appear quite efficient at
doing business. Many favor aggressive price
competition and the distribution of their pro-
ducts through weekly markets or wholesalers
and, in general, it appears that pragmatists
succeed when they focus on the relatively effi-
cient fabrication of low-quality and low-cost
products such as foam mattresses, cottonseed
oil, standard furniture designs, or simple metal
parts. Because many pragmatists concentrate
on cost reductions and productivity improve-
ments within the firm, relations outside the
immediate scope of production appear less im-
portant and pragmatists appear less willing to
build relations with strangers (i.e., use macro-
level trust) unless there are clear and immediate
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benefits to the firm. Such inward-oriented be-
havior may limit pragmatists’ access to diverse
sources of information, particularly as it per-
tains to local markets, policy changes, and the
activities of competitors, and this, in turn, may
decrease the responsiveness and flexibility of
pragmatist firms. This assertion is further sup-
ported by the significantly lower, in relation to
maximalists, responsive innovation scores ob-
served for the pragmatists (see Table 4).
It appears that other pragmatists depend

heavily on narrowly ascribed religious or ethnic
networks in their business activities. This is
especially apparent in the relational strategies
used by foreign-born pragmatists. For those
pragmatists relying on such networks, decisions
about who to trust may be strongly influenced
by ascribed or meso-level characteristics—par-
ticularly race, ethnicity, kinship, and religion.
The reliance on ascribed criteria such as these
is indicative of these pragmatists’ desire to
streamline transactions and ensure account-
ability. While the stereotypes associated with
excluded groups may increase the efficiency of
transactions, they may also prevent bridging
between communities.

(c) Maximalist social relations

Maximalists represent the most socially ac-
tive group of manufacturers in Mwanza. As
Table 4 indicates, these firms have the highest
network dependence, external link, macro-level
trust, micro-level trust, and innovation scores
and the lowest meso-level trust scores. In rela-
tion to the minimalists, maximalists demon-
strate significantly different scores for all of
these variables with the exception of meso-level
trust. In relation to the pragmatists, maximal-
ists have significantly higher levels of innova-
tion—both in total numbers and within the
responsive category—and significantly higher
network dependence, external link, and macro-
level trust scores. Creative innovations, micro-
level trust scores, and meso-level trust scores
are not statistically different for the two groups
and thus provide a useful departure point from
which to address the basic differences between
pragmatists and maximalists.
Maximalists are the most socially open or

extroverted businesspeople in Mwanza and this
openness appears to relate positively to the
levels of innovation achieved in their firms.
Maximalists rely on a wider range of social
relations and, in particular, are more concerned
with information gathering than minimalists or

pragmatists. Reputation-building is also im-
portant and, like the pragmatists, maximalists
use reputation relations to build links to po-
tential investors. In general, the major differ-
ence between maximalists and the other groups
is that maximalists appear to use relations with
the specific intention of maintaining flexibility
in the enterprise. Loose connections to a di-
versity of people and communities are espe-
cially important as they enable a maximalist to
track market changes, to obtain novel bits of
information, and to identify new business op-
portunities ahead of the competition. Infor-
mation gathering may be facilitated through
such relationships, and external links appear
particularly important for production and in-
novation, especially in those instances where
the firm is a subsidiary of a company based
outside Mwanza.
In terms of trust, maximalists rely on two

strategies: one based on macro-level mecha-
nisms and one based on micro-level mecha-
nisms. The macro-level strategy is evident in
maximalists’ wide-ranging and weak ties to
many businesspeople in and outside Mwanza.
These ties appear most important in providing
access to diverse sources of information and
novel ideas and may enable maximalists to
adapt and respond more effectively than the
pragmatists to changes in the local business
climate. Thus it appears that maximalists’ sig-
nificantly higher levels of responsive innovation
may relate to their willingness to extend them-
selves across a wider range of social situations.
This relationship is tested more directly in the
section that follows.
Micro-level strategies are evident in the

strong ties that maximalists maintain with key
individuals in their core business networks.
Strong ties appear most important for dimi-
nishing risks and for enabling the creation of
knowledge through intensive social interac-
tions. This micro-level strategy appears similar
to that used by the pragmatists and is reflected
in the similarity of the groups’ micro-level trust
scores. Where the pragmatists and maximalists
diverge most clearly is in the use of macro-level
trust mechanisms by the maximalists who ap-
pear better able to capitalize on the benefits
of both forms of trust—macro-level for in-
formation and responsiveness, micro-level for
creativity. It is this through this two-prong
strategy that maximalists may be better able to
maintain flexibility in their enterprises while
competing independently, effectively, and ag-
gressively in local markets.
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6. THE ROLE OF TRUST IN
INNOVATION

In general, the results indicate that an in-
creasing reliance on or use of social relations
corresponds to an increase in a firm’s level of
innovation. It appears that social relations fa-
cilitate the innovation process by providing
access to greater resources and more diverse
sources of information. Trust is a key compo-
nent of these relationships and the findings
demonstrate how its influence varies among the
different types of businesspeople in Mwanza.
Beyond this descriptive analysis of the role of
trust, empirical findings further demonstrate
the relationships between types or scales of
trust and the innovation process. The discus-
sion that follows is based on statistical corre-
lations between trust and innovation for the
sample as a whole and within the typological
categories of firms.

(a) Micro-level trust and innovation—bonds for
creativity

Micro-level trust develops through shared
experiences and one-on-one interactions be-
tween individuals. It results when a relationship
leads to one or a number of positive outcomes
and to the creation of a bond between two
people. Positive outcomes may include shared
success, mutual respect, friendship, knowledge,
common understanding, or observed compe-
tence. These outcomes, in turn, facilitate inno-
vation and improve the efficiency of exchange
relations. In essence, micro-level trust enables
resources to flow more easily between firms and
individuals at a level and rate concomitant with
the depth of the relationship.
The results of the correlation tests between

innovation and micro-level trust are summa-
rized in Table 5. The results show a positive
and significant relationship between micro-level
trust and total numbers of and creative forms
of innovation for the overall sample. Although
there are no significant relationships between
micro-level trust and innovation within the ty-
pological categories, the overall relationship
supports the assertion that there are significant
differences in the use of micro-level trust by the
minimalist, pragmatist, and maximalist groups.
Most importantly, the findings demonstrate
the influence of longer-term, one-on-one, and
deeper relationships on the innovation process.
Micro-level trust appears to influence inno-

vation by ensuring the predictability of a busi-

ness partner and by providing a reliable
mechanism for transmitting and receiving var-
ious forms of information. This information
can range from discrete bits of data related to
prices, costs, and designs to more tacit and
‘‘sticky’’ forms that are embodied in routines
or other forms of know-how. In particular,
micro-level trust appears most important in
facilitating the development and diffusion of
the less-tangible or tacit forms of knowledge
since it emerges through face-to-face contact,
shared experiences, and when there is a bond
between two individuals. It is the increased
confidence that one individual gains for an-
other through micro-level trust that may
encourage the flow of nonstandardized infor-
mation and thus may facilitate the creation and
accumulation of knowledge in firms. Such
forms of knowledge and know-how may in-
clude those ‘‘untraded interdependencies’’ and
entrepreneurial capacities vital for long-term
technological change within firms and for in-
dustrial development in regions (Maskell &
Malmberg, 1999; Storper, 1995b).
The associations between micro-level trust

and innovation also appear to demonstrate
how social competence in business relations
helps firms achieve higher levels of creative
innovation. Social competence refers to an
agent’s ability to build strong and reliable re-
lations. This ability or capability is reflected in
his or her use of micro-level trust as shared
experiences and mutual understandings are
excellent mechanisms for evaluating the tech-
nical capacity or validity of a business partner.
Once an individual is identified as competent,
he or she can then be called upon in time of
crisis or when a firm’s manager needs advice
about markets, products, inputs, or technolo-
gies. The bonds inherent in relations held to-
gether with micro-level trust are important
influences on an individual’s perceived capacity
for action in such situations. Without such
strong links to competent individuals, innova-
tion may be stagnated and risk-taking dis-
couraged.

(b) Meso-level trust and innovation—ascriptions
for passive imitation

Meso-level mechanisms of trust are mani-
fest in relations developed or strengthened
when an individual or object is identified as
having characteristics ascribed to trustworthi-
ness. Typical associations or ascriptions relate
to: wealth, ethnicity, education, race, religion,
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location of business, size of the business, home
region, neighborhood of residence, family ties,
and connections to prominent persons inside or
outside the community. Meso-level trust ap-
pears to be most important early on in business
relationships as it shapes initial interactions
and influences first impressions. These im-
pressions, and the stereotypes associated with
ascriptions, remain important until micro-
level mechanisms of trust can evolve (Schmitz,
1999). In other cases, ascriptions are used more
extensively and may be widely associated with
groups of people who can or cannot be trus-

ted. 14

Table 6 summarizes the correlations between
meso-level trust and innovation. For the sample
as a whole, meso-level trust has no significant
relationship to innovation. There is, however, a
positive correlation between meso-level trust
and responsive innovation for the minimalist
category and a strong negative association be-
tween meso-level trust and responsive innova-
tion among the pragmatists. It appears that
meso-level trust is most important for the mini-
malists when they expand their product lines
through imitation—viewed here as a responsive
form of innovation. For the pragmatists, it ap-
pears that the extensive use of narrow ascrip-
tions of trust and/or ethnically or religiously
restricted social networks may be negatively
associated with the ability of these firms to re-
spond to change in the local business environ-
ment. Such manufacturers may be less adaptive
in part because of their social isolation.
Imitation-based innovation is commonplace

in Mwanza as many new product designs
originate outside the region. Ideas are collected
from secondary sources (e.g., foreign product
catalogs, newspaper advertisements, videos) or
by copying new designs observed in shops or

showrooms around the city. 15 These designs
are desirable because of their foreign origins
and imitation is predicated on the belief that
they will be perceived as modern and attractive
to customers. In ascribing the notion of sales
success to foreign designs, manufacturers are
using meso-level trust mechanisms in the in-
novation process.
Beyond this responsive imitation, meso-level

trust appears to play an uncertain role in the
innovation process. Ascriptions, although use-
ful for passive imitation of new designs and for
circumstances when quick decisions must be
made, do not appear to have a strong influence
on innovation. In fact, businesspeople that ex-
cessively rely on ascriptions and meso-level
mechanisms of trust may be more socially iso-
lated and thus less connected to the diverse
information sources that enable firms to re-
spond quickly and effectively to market fluctu-
ations. This relationship appears most evident
within the pragmatist group where responsive
forms of innovation exhibit a strong and neg-
ative association with meso-level trust scores.
In essence, it appears that meso-level trust is
more about accountability, efficiency, and risk
mitigation than it is about innovation. Ascrip-
tions may simplify the decision-making process
and/or accelerate basic exchange relationships,
but the narrowness of meso-level relations
limits the quality of the information they pro-
vide and ascriptions appear to be poor substi-
tutes for micro-level trust and inadequate
replacements for formal institutions to protect
business interests.

(c) Macro-level trust and innovation

Macro-level or goodwill trust occurs pri-
marily for two reasons. First, there may be a

Table 5. Correlations between micro-level trust and innovationa

Variable r values for correlations to micro-level trust scores

r Value for total
sample correlation to
micro-level trust
score ðn ¼ 41Þ

r Value for minimal-
ist correlation with
micro-level trust
score ðn ¼ 14Þ

r Value for pragma-
tist correlation with
micro-level trust
score ðn ¼ 18Þ

r Value for maximal-
ist correlation to
micro-level trust
score ðn ¼ 9Þ

Creative innovations 0.2608� 0.5159 0.0228 0.0419
Responsive
innovations

0.0906 0.1555 (–) 0.0345 0.3568

Total number of
innovations

0.2851� 0.4874 0.0373 0.2651

aUnless specified, correlations between the variables are positive.
* Significance at 0.10.
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sense of goodwill between people stemming
from a belief in the integrity or general good-
ness of human nature. Second, macro-level
trust may result from a feeling that there is
accountability in society and that should a
trusted subject violate the terms of an agree-
ment, there are formal or informal mechanisms
to protect an agent’s interests. Macro-level
trust is essentially driven by an agent’s will-
ingness to take a risk with a poorly known
person. Prior experience with the person or
ascribed characteristics may influence this
willingness but higher-order beliefs are critical
for initiating the relationship. As with other
forms of trust, there is an exchange of a re-
source—be it information, credit, or another
form of assistance—with a perceived benefit for
both the agent and the subject of the trust. The
difference here is that the agent’s benefit may
not be realized at all or for some time to come.
The correlations between macro-level trust

and innovation are summarized in Table 7. The
findings are interesting for both the overall

sample and within the typology of firms. For
the sample as a whole, macro-level trust has a
significant and positive relationship with re-
sponsive innovation. This association is most
clearly demonstrated by the differences between
pragmatist and maximalist levels of responsive
innovation. Within the typological groups,
there is a strong negative correlation or asso-
ciation between pragmatists’ macro-level trust
scores and the number of creative innovations
achieved by their firms.
The link between macro-level trust and in-

novation is important because it demonstrates
the value of mutual assistance and the role of
social capital in economic development. This
relationship is most evident when examining
responsive innovation. Responsive innovations
are driven primarily by external factors such as:
repressive government policies toward business,
the availability of sources of support unrelated
to financial or business markets, or by short-
run fluctuations in the local business climate.
These changes may involve resource or input

Table 7. Correlations between macro-level trust and innovationa

Variable r Values for correlations to macro-level trust scores

r Value for total
sample correlation
with macro-level
trust score ðn ¼ 41Þ

r Value for minimal-
ist correlation with
macro-level trust
score ðn ¼ 14Þ

r Value for pragma-
tist correlation with
macro-level trust
score ðn ¼ 18Þ

r Value for maximal-
ist correlation with
macro-level trust
score ðn ¼ 9Þ

Creative innovations 0.0632 0.0600 0.5029��(–) 0.0823
Responsive
innovations

0.3150�� 0.0849 0.2489 0.2236

Total number of
innovations

0.2263 0.0947 0.3856 (–) 0.2605

aUnless specified, correlations between the variables are positive.
** Significance at 0.05.

Table 6. Correlations between meso-level trust and innovationa

Variable r Values for correlations to meso-level trust scores

r Value for total
sample correlation
with meso-level trust
score ðn ¼ 41Þ

r Value for minimal-
ist correlation with
meso-level trust
score ðn ¼ 14Þ

r Value for pragma-
tist correlation with
meso-level trust
score ðn ¼ 18Þ

r Value for maximal-
ist correlation with
meso-level trust
score ðn ¼ 9Þ

Creative innovations 0.1323 (–) 0.1017 (–) 0.0328 (–) 0.0803 (–)
Responsive
innovations

0.0346 (–) 0.4919� 0.6642���(–) 0.3546

Total number of
innovations

0.1386 (–) 0.2648 0.3197 (–) 0.1672

aUnless specified, correlations between the variables are positive.
* Significance at 0.10.
*** Significance at 0.01.
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availability, sudden shifts in market demands,
or when there are political factors or forces
directly influencing market activities. Under
such circumstances, information exchange is
important for gauging the severity of the issues
and for assessing how others are adjusting. If
macro-level trust exists in a community or in-
dustry, information exchanges may occur be-
tween a wide range of firms and individuals and
this may lead to the development of multiple
responses or options to deal with the issue in
question. New product designs, tricks of the
trade, know-how, or production schemes may
be revealed through such wide-ranging net-
works and recipients of the information are
able to emulate (responsively) the actions or
ideas of others.
Macro-level trust is also important in times

of repression by state agencies and institutions.
This is particularly true when the municipal
government or revenue authorities crack down
on small and medium-scale businesses. These
actions often occur with little or no advance
warning and information regarding govern-
ment activities (e.g., police raids on informal
market activities) may be of vital interest to
business people. This form of information dis-
semination is one example of what Scott (1985)
and Tripp (1997) have described as ‘‘weapons
of the weak.’’ The use of these relations is most
apparent among informal microenterprises al-
though there are indications that formal firms
rely on similar methods of information gath-
ering to deal with tax audits and revenue
authority investigations. In either case, infor-
mation networks such as these may be ex-
tremely important for protecting business
interests. Moreover, these types of social rela-
tions foster goodwill and macro-level trust ap-
pears to be an important bridging mechanism
in society and industry.
Macro-level trust may also be a means

through which firms identify potential sources
of financing. This situation is especially ap-
parent among the low-capital and informal
firms struggling to achieve competitive advan-
tages with few resources. For these firms,
maintaining loose ties and diverse connections
throughout the community is one way of being
known to many and may contribute positively
to one’s reputation locally. Moreover, such
networks may provide links to potential spon-
sors or mfadhili willing to provide the financial
assistance necessary for the acquisition of ma-
chines and better working premises. Thus firms
having little capital and/or struggling to stay

afloat appear to use macro-level trust mecha-
nisms to seek out opportunities for external
assistance—a responsive form of innovation.
Despite these potential benefits, not all firms

use such bridging strategies to their benefit.
Macro-level trust scores exhibit a strong and
significant negative correlation with creative
innovations for the pragmatist group. It ap-
pears that although some pragmatists are un-
willing to extend their relations beyond narrow
communities, many may not sacrifice their ca-
pacity to innovate independently. In particular,
it appears that some pragmatists benefit by
maintaining external links to their country of
origin, by relying on close ties to their firm’s
corporate headquarters for capital, ideas, and
information, and/or by trusting only those in-
dividuals from within the manufacturer’s nar-
row ethnic or religious community. Such social
strategies are favored since they limit risks, fa-
cilitate the establishment of accountability, and
act as buffers against a potentially predatory
state apparatus. Unfortunately, however, such
behavior may contribute little to a broader
sense of trust within a diverse community of
firms.

7. INWARD VERSUS OUTWARD
ORIENTATIONS

The typology developed in this study—of
minimalists, pragmatists, and maximalists—
reflects differences in business strategy, social
competence, and firm-specific levels of social
capital. Most importantly, the categories draw
out the relationship between innovativeness
and a manufacturer’s willingness and ability to
trust others. This relationship is important for
long-term industrial development, particularly
in a context undergoing economic liberaliza-
tion. The importance of social orientation is
not a new idea, as evidenced in works by
Malecki and Oinas (1999), Malecki and Poeh-
ling (1999), and Seppala (1998). Through the-
ory building and empirical studies from a
variety of contexts, these authors and others
have demonstrated the contributions that out-
ward social orientations and extroverted be-
havior can make toward innovation, learning,
technological change, and rural development
processes. The findings from this study support
this literature and, through the conceptualiza-
tion of social orientations presented below,
stress that it is important for scholars to ac-
count for both social attitudes (agency factors)

WORLD DEVELOPMENT612



and behavior patterns (social structures) when
evaluating the role of trust in innovation, social
capital creation, and industrialization. In par-
ticular, it is critical that agency issues are more
directly addressed and better understood.
Figure 2 summarizes the relationship be-

tween trust, innovation, and social character-
istics in Mwanza’s manufacturing sector. The
Figure highlights the importance of macro-level
trust for responsive innovation and micro-level
trust for creative innovation. The differences in
social styles reflect divergence in the willingness
and ability of businesspeople to trust both at
the micro level and the macro level. From these
findings, two major strategies relating trust to
innovation are identified: outward orientations
and inward orientations.

(a) Outward-oriented manufacturers

In outward-oriented firms, innovation is
achieved through the strategic use of loose ties
based on macro-level trust and strong ties
based on micro-level trust. The firms most
successful with this strategy are the maximal-
ists. Their innovation scores demonstrate the
success associated with a manufacturer’s social
flexibility. Creative innovation is enhanced
through strong ties to key individuals while
responsive innovation benefits from loose ties
to other manufacturers and businesspeople.
Although most of these firms are maximalists,

there appear to be a few pragmatists favoring
an outward orientation in business.
Managers and owners of outward-oriented

firms appear more willing to take risks and
invest in new ventures locally. By casting a wide
net socially, a manufacturer can keep track of
local business activity and use information-
gathering relations to identify new opportuni-
ties. To do this successfully, a businessperson
must be willing to discuss the activities of the
firm with outsiders. Although this exposes the
firm to competitors, the benefits appear to
outweigh the costs in the long run. Macro-level
trust is evident in this social exposure and is
thus viewed as an important social mechanism
for maintaining steady and diverse information
flows.
One result of looking outward appears to be

a greater dependence on networks and the
development of more links outside Mwanza.
Flexibility is achieved and innovativeness en-
hanced through this behavior and outward-
oriented firms appear better able to exploit
new opportunities and adapt to rapid changes
in the Tanzanian economy. Despite the virtues
of openness, however, there are limitations
placed on this behavior by the Tanzanian state.
Openness may draw attention to firms and ex-
pose them to repressive and rent-seeking ac-
tivities by corrupt officials, particularly if a firm
is successful and well endowed with capital.
This is an important factor limiting outward-
oriented business strategies and unless there are

Figure 2. Summary of the relationships between manufacturers’ social orientations, use of trust, and levels of innovation.
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extensive reforms in the relationship between
business and government in Tanzania, it is
unlikely that social openness will become more
commonplace.
Despite the constraints on their development,

outward orientations may be vital ingredients
for economic development in cities such as
Mwanza in that they can contribute to local
levels of social capital. As a number of scholars
have demonstrated, openness to wider-ranging
social relations can provide links to outsiders
and create economic opportunities through
the facilitation of collective action (Burt, 1992;
Flora & Flora, 1993; Malecki, 2000). The
‘‘thickness’’ and extent of these relations are
important factors determining the degree to
which social relations contribute to Putnam’s
(1993, p. 15) ‘‘networks and norms of civic
engagement’’ (Amin & Thrift, 1993; Humphrey
& Schmitz, 1998; Uzzi, 1997). Thus outward-
oriented businesspeople contribute to social
capital through their willingness to develop
intercommunity networks and external links.
Macro-level trust encourages the development
of these relations and thus may be viewed as an
indicator of social capital’s presence.

(b) Inward-oriented manufacturers

Inward-oriented manufacturers rely on dif-
ferent trust strategies for business. Most sig-
nificantly, there is an increased reliance on
meso-level mechanisms and a decreased use of
macro-level mechanisms. This strategy is pre-
valent among most pragmatists and all mini-
malists. Inward-oriented businesspeople trust
few and use macro-level trust only in times of
crisis—not as a casual means of information
gathering. Inward-oriented firms fit two clas-
sifications: low-capital informal businesses
and higher-capital family or ethnically-oriented
firms. The low-capital firms are generally sub-
sistence-oriented or owned by newcomers to
Mwanza. The higher-capital firms may have
long histories in Mwanza but rely on few
business ties outside a core group or corporate
structure.
The inward-oriented path is one that by-

passes the use of macro-level trust mechanisms.
Innovation is achieved through narrow ties and
ascriptions appear to play an important role in
the social relations of inward-oriented firms.
Inward orientations, although potentially suc-
cessful from a profitability standpoint, may fail
to bring broader economic benefits to com-

munities or regions. When inward-oriented
firms succeed, the capital accumulated through
their success may be transferred offshore,
spread out among immediate and extended
family members, used in making stable but
static investments (e.g., a house in one’s home
region), or held onto as cash in case of a
financial emergency. 16 This bottling-up or
transferring-out of capital effectively limits the
local spillover effects associated with successful
firms. Moreover, this type of behavior may
discourage risk-taking, stagnate innovation,
and limit the local creation of social capital.
There are benefits to an inward orientation,

however, especially to businesspeople uncertain
about their ability to protect themselves from a
repressive state. Asian businesspeople and
owners of microenterprises, in particular, have
good reason to be wary as they have been vic-
timized by government policies in Tanzania in
recent decades (e.g., see Himbara, 1997; Tripp,
1997). Key business relationships for many of
these firms are maintained in narrowly ascribed
networks or within communities where a strict
accounting of behavior is possible. Unfortu-
nately, however, collaboration outside these
networks may be inconvenient, risky, or costly
and this may limit the adaptability of inward-
oriented firms in a rapidly globalizing economic
context.

8. CONCLUDING REMARKS

This study has described some of the social
factors influencing innovation in Tanzania’s
manufacturing sector. In exploring these fac-
tors, it is evident that a firm’s capacity for in-
novation is related not only to the quality of the
social structures available to it (i.e., the insti-
tutions) but that innovation is also driven by
the social capabilities or competences of the
agents managing change within the enterprise.
Industrial development studies that account for
both the structural and agency components of
social relations are thus important in demon-
strating not only the patterns of innovative
social relations but also the cognitive processes
driving their creation. 17 This study also sup-
ports the contention that industrial develop-
ment can be better facilitated if the mechanisms
driving it are embedded in the social institu-
tions, capabilities, and competences found in
a region. Moreover, in analyzing innovation
through social relations, different types of firms
become evident thus demonstrating the im-
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portance of identifying and understanding the
diversity of agents participating in the indus-
trialization process.
The results indicate that a firm’s level of in-

novativeness is associated with the trust strat-
egies utilized and relied upon by the person
managing it. Trust is an important binding and
bridging mechanism in social relations that fa-
cilitates information exchange and collective
knowledge creation, and, as the findings dem-
onstrate, trust may be associated with different
forms of innovation. Macro-level trust appears
to facilitate responsive forms of innovation
while micro-level trust may contribute more
extensively to creative types of innovation. On
a broader scale, it appears that the extent of
trust evident within communities and regions
can influence the industrialization process by
either slowing or accelerating the creation of
the networks and social capital that enable the
efficient transmission of information, knowl-
edge, and ideas. Macro-level trust is especially
important in this regard since it facilitates the
development of bridges between disparate
communities, both across local cultural, politi-
cal, and social divides and across the spatial
divides separating regions.
Manufacturers in Tanzania must be willing

to trust on a macro scale if they are to respond
effectively to the forces of globalization. This
will not be achieved easily as it requires, above
all, compromise and reform on the part of the
Tanzanian state. Better economic development
agencies, legal institutions, taxation bureaus,
and industrial policies are needed to enable
firms to take risks and invest more readily in
the local economy. Once this occurs, the po-
tential for innovation may rise as success-
ful shared experiences build confidence levels
among manufacturers (i.e., when micro-level
trust emerges). Moreover, by increasing ac-
countability through effective governance, the
benefits achieved through the use of narrow,
and often socially divisive, networks may be
reduced. Thus policies can help incubate inno-
vation and create flexibility if they improve
information flows and tangibly reward those
firms willing to build relationships across
communities and industries. The amount of
social capital available to firms can increase
through such relations, collective levels of
knowledge in industries may rise, and there will
be greater potential for export-oriented manu-
facturing in Tanzania.
The findings also have significance for our

understanding of the processes behind social

capital creation in developing regions. The ty-
pology described here highlights the varying
influence of agents on the development of trust
in society and demonstrates the need to better
account for the thought processes, attitudes,
and representations used by individuals to
create trusting relationships in business. This is
important to note as many approaches to the
study of social capital focus on behavior pat-
terns, norms, and social structures indicative of
civil society while insufficiently addressing the
processes that led to their creation. Social
capital is too often cast as a somewhat static
social asset or public good equally available
to all members of a group or community
and primarily derived from path dependen-
cies, culture, religious beliefs, and/or good
governance. What is missing from such ana-
lyses is an accounting of how equitably dis-
tributed social capital is among and within
households, firms, and social groups and how
key individuals (e.g., such as entrepreneurs,
community activists, political leaders, and in-
dustry innovators) actually drive the social,
economic, and political changes that enhance
the quality of social capital. As the typology
demonstrates, there are individuals more will-
ing to build social capital (e.g., the socially ac-
tive and higher-order trusting maximalists) and
those who remain unable or unwilling do so
(e.g., the socially isolated minimalists). If we
are to understand how social capital is spread
more widely within communities, regions, and
nations, it is imperative that we more closely
examine and better elucidate the cognitive
processes that enable individuals to trust out-
side narrow groups or dyadic relationships
and, in turn, allow them to contribute more
significantly to the level of social capital in a
society.
In closing, it is worthwhile to stress the im-

portance of examinations into the social pro-
cesses driving innovation and industrialization
in East Africa. Economic liberalization has
accelerated the pace of economic change in the
region and comparative advantage is rapidly
‘‘cornering’’ economies such as Tanzania’s in
the primary sector. Besides imports, the domi-
nant expressions of globalization in Tanzania
are transnational firms in natural resource
sectors (e.g., mining, fishing) or in the pro-
duction of low-quality consumer products. It
appears, in part, that many transnational
and multinational companies succeed because
they are able to internalize supply chains, use
their own financial resources to overcome
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infrastructure limitations, and because they
often isolate themselves from potentially pre-
datory state apparatuses. In essence, these firms
mitigate the need for macro-level trust through
the corporate structure. Innovation is able to
continue within such firms but they remain
largely disconnected from or ‘‘unembedded’’ in
local communities. This ‘‘unembeddedness’’
may reduce the spillover effects of such firms
and limit the contribution of such economic

activities to local welfare and levels of eco-
nomic development. Without locally embedded
and extroverted manufacturing firms, it ap-
pears that Tanzania’s economy will remain
excessively dependent on imports for consumer
products and natural resource extraction for
foreign exchange. Economic and environmental
sustainability will be difficult to envision for the
long term, particularly in rapidly urbanizing
contexts such as Mwanza.

NOTES

1. Small firms are defined as those having less than five

employees or those firms being cooperative in nature.

Larger-scale firms are those having more than 20

employees and having extensive capital investment or

an overriding corporate interest.

2. For a more detailed review of the literature on the

role of trust in economic relations, refer to Lane (1998).

3. At least one source heard on a BBC broadcast

claimed that Mwanza was the third fastest growing city

in the world. Population data in Tanzania are scant and

always suspect and this claim could not be verified. But,

the city has grown explosively in the past two decades as

evidenced by the 19% population growth rate during

1997–99.

4. Formal business activities are simply defined as

those being conducted by firms officially registered with

the Tanzanian tax revenue authority. Informal enter-

prises may have licenses to conduct business but they do

not report their revenues to the state authorities.

5. In the 1998 rainy season, an El Ni~nno year, the city

was essentially cut-off from the rest of Tanzania when

excessive rainfall caused major flooding on the roads

leading to the Southeast and Northeast of the city.

6. The Nile Perch (Lates niloticus) is a major contrib-

utor to Lake Victoria’s fishing industry. The Perch is not

indigenous to the lake but was introduced in the early

1960s. In the early 1990s, the Perch fishery first boomed

in Mwanza and the European market quickly became a

critical outlet for exporters. But, in early 1999 the

European Community banned imports from Lake Vic-

toria when tests detected pesticide and other poisons in

Nile Perch imported from East Africa. This caused a

number of factories in Mwanza to stop production until

after the ban was lifted in January 2000. Many compa-

nies had already resumed exporting by March 2000. The

Nile Perch, beyond bringing economic benefits to the

region, has had a largely negative ecological impact on

the Lake and has contributed to the extinction of many

endemic species of cichlid fishes.

7. Informal sector firms are required to obtain annual

‘‘petty’’ licenses from the municipality. Most firms at

best reluctantly obtain such licenses and usually only

after the Mwanza municipal authorities conduct a crack

down on unlicensed businesses.

8. Jua Kali is a Kiswahili term meaning ‘‘hot sun’’

while the term fundi refers to a craftsperson. Both terms

are used to refer to small-scale manufacturing and repair

businesses that exist throughout East Africa. These firms

are characterized not only by their informality but also

by their exposure to the natural elements such as the rain

and sun.

9. Because such types of informal firms were well

represented by the furniture makers in the sample

selected, sampling in the metals sector was restricted to

more formalized machine shops only.

10. In February 2000, there was an extensive purge of

informal businesses and traders throughout the city. At

one point, municipal officials were using a UNDP

(United Nations Development Program) vehicle to

shuttle police officers and civil servants around town

where they conducted raids on informal sector busi-

nesses. Many kiosks and small restaurants were de-

stroyed and the police arrested many traders including

fruit and newspaper sellers. When asked why the

municipality conducted such a raid, the municipal

economist for Mwanza argued that that many small

businesspeople are tax evaders and that their activities

spread disease. He was particularly concerned that they

do not pay Tanzania’s Value Added Tax (VAT). This

contention was surprising considering the fact that most

individuals in Mwanza know that it is very easy to avoid

paying VAT in formal shops as it merely requires that

one not obtain a receipt for a purchase.
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11. For more detailed studies on the importance and

dynamics of credit relations among businesspeople see

Fafchamps (1997) on credit relations among manufac-

turers in Zimbabwe and Bagachwa (1997) on issues of

trust in informal credit relations among businesspeople

in Tanzania.

12. In creating these codes, references were made to

numerous qualitative data analysis texts including Miles

and Huberman (1994), Bernard (1995), Coffey and

Atkinson (1996), and Boyatzis (1998). These authors

provide useful guides for creating and applying codes to

semi-structured and open-ended data.

13. The small number of respondents in each typolog-

ical group (the maximum is 18) and the within-group

similarities in the patterns of and attitudes toward social

behavior may limit the significance of the within-group

correlation tests.

14. This feeling was most evident when respondents

said things like ‘‘You can’t trust those people.’’

15. In the latter process, commonly referred to as

‘‘window shopping,’’ businesspeople walk around the

city to observe the new designs being made by other

firms. When a person spots an interesting design,

especially one that appears to be selling well, he or she

will take a closer look and try to memorize the basic

measurements and features. In some cases, the business-

person may actually pose as a potential customer and

will ask questions about how the piece was manufac-

tured and what the selling price is. This means of

gathering intelligence on the competition is particularly

common among furniture manufacturers in Mwanza

16. Dia (1996) explores these money management

practices in detail and refers to them as ‘‘transfer

institutions.’’ One especially common use of this capital

is to construct a house in one’s home region. These

houses are typically built over a number of years and

partially constructed homes are a common sight

throughout Tanzania.

17. The importance of distinguishing between the

patterns of and processes in social networks is discussed

in Ettlinger (2001).
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