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Abstract
This study intended to investigate factors that influence the relationship quality between
Malaysia SME exporters and foreign intermediaries. This paper drew insights from two
integrating theories, namely the social capital theory (SCT) and internationalization
process (IP) theory, to evaluate the synergistic consequences of several constructs, such as
cultural similarity, effective communication, knowledge sharing and trust that are related
to export performance. The model was tested using Structural Equation Modelling (SEM)
via Smart PLS on a sample of 203 SME exporters in Malaysia. Findings revealed that
all hypotheses were supported. This study revealed that cultural similarity is a catalyst in
the internationalization process as well as how it influences effective communication and
knowledge sharing, thus, the impetus to build trust, which finally reflects the performance
outcomes. The findings supported the application of underpinning theories and their tenets
in explaining Malaysian SMEs’ export performance with the collaboration of foreign
intermediaries.
Keywords: SME, export performance, intermediaries, relationship quality, cultural
similarity.
Introduction
Changes in business structure due to rapid globalization and high standards of technology
have compelled SMEs around the world to establish business networks and change the
selection of entry modes for the success of new international ventures (Pinho, 2016; Ripolles
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et al., 2012). Strong networking with competent foreign intermediaries can provide SMEs
with adequate competitive advantage as well as allow them to penetrate foreign markets
and surpass the complexities inherent in exporting and ultimately succeed in managing their
foreign businesses. As a middleman, export intermediaries play a crucial role in international
trade as a transactional link between individuals and organizations (Peng & York, 2001).
Balabanis (2000) claims that intermediaries can help exporters to distinguish between
customers and distribution infrastructure providers, help exporters bridge the knowledge
gap, as well as reduce risks and uncertainties when operating in a foreign market. As such,
an international exchange relationship strongly depends on the quality of the relationship
between both sides, which is one of the non-price competition instruments. Hence,
establishing a working partnership is indeed crucial for small businesses to enhance their
competitive capability since this capability is limited in SMEs due to scarcity of tangible
and intangible resources (Saleh & Ndubisi, 2011).
In this sense, smaller firms in Malaysia face several limitations when internalizing their
firms, which the largest barrier being financial resources (75%), followed by resource
constraints (69%), lack of management skill (63%), problematic managers/entrepreneurs
(56%), incompetent R&D (56%), political interference (31%), and psychological distance
(25%) (Zizah et al., 2014). Thus, for these reasons, SMEs should look into this prospect as an
effort to establish close relationships, otherwise known as quality relationship, with foreign
intermediaries in export markets for international development purposes and to overcome
challenges. This is because foreign intermediaries are known to have an aptitude to reduce
such costs and possess specific knowledge for doing business in an unfamiliar foreign
market. Therefore, inter-organizational relationship is crucial as a critical component in the
strategic formulation of global business operations.
Despite to its importance, several major issues have also emerged when SME exporters
used the services of foreign intermediaries. First, cultural factors can be a major contributor
to failure in trans-border partnerships. This is consistent with the view of some scholars
and practitioners who claim that national and organizational cultures play a crucial role in
determining a successful international business relationship (Xie et al., 2016; Meirovich,
2012). For example, differences in cultural background between SME exporters and
intermediaries can positively influence the establishment of a desirable export performance.
Second, conflict can arise when exporters start using the services of intermediaries because
exporters will lose their control in respect of marketing strategy, selection of customers,
foreign operations and managing of resources (Kuhlmeir & David, 2010). Third, the
increase in transactional costs when exporters engage the services of intermediaries. Thus,
social capital is critical when emphasizing the development of a high-quality relationship
between exporters and their intermediaries, perhaps to avoid such conflicts and reduce costs.
Among the key facets of these relational dimensions are trust, which plays an important
role (Nahapiet & Goshal, 1998) and the quality of network relationships (Pinho, 2016).
Concerning the trust construct in this study, it specifies that exporters and intermediaries
can commit to a high-quality relationship, develop shared meanings as well as a universal
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language and a common apparition when they trust each other. However, there is a lack
of studies focusing on the effect of culture on relational factors and export performance,
particularly, in the context of small businesses (Robson et al., 2012). In tandem with the
research gaps, this study attempted to examine the effect of cultural similarity that facilitates
effective communication, knowledge sharing and trust on export performance as well as
how cultural similarity can influence export performance.
Malaysia’s Export Performance

Malaysian SMEs’ contribution in terms of exports is still low despite their large numbers,
which stands at merely 21.2 % (among over 900,000 local SMEs). In addition, the SME
master plan envisions that the figure will rise to 23% by 2020 (MATRADE, 2017). As
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Figure 1. SMEs Contribution to the Malaysian Economy
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Source: MATRADE (2018)
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Issues Pertaining to Export Performance
Generally, export performance is defined as a firm’s level of achievement in its export
activities in foreign markets (Shoham, 1996). However, until date there is no consistent
accepted definition of what constitutes a construct (Navarro et al., 2010; Cavusgil & Zou,
1994). Basically, the construct is multifaceted, and the measurement and assessment
depends on contextual factors, primarily concerning the research method adopted,
specifically the business and target audience (Pinho, 2016; Katsikeas et al., 2000). In fact,
performance accomplishment is usually perceived differently by individual firms, whereby,
what might be considered a staggering success by some companies might be deemed as a
failure by others. Bourgeois (1980) suggested that managers have a tendency to analysis
the performance themselves rather than the objective values in order to make their own
decision. In an extensive literature review, indicators such as export performance can
be categorized into financial (objective) and non-financial (subjective) elements. Sousa
(2004) claimed that indicators that are primarily based on absolute numerical values are
categorized as objective, whilst, the concepts that require perceptual or attitudinal input are
consider as subjective. Both the objective and subjective assessments can be carried out
through secondary or primary sources. In other words, academicians tend to use subjective
measures compared to objective measures due to several factors. Such as the difficulty in
obtaining financial export performance data, firms’ unwillingness to reveal absolute values
and lack of specific information regarding export financial reports (Lages & Sousa, 2010).
Therefore, it is generally agreed that export performance is multi-dimensional and can be
conceptualized and operationalized in numerous ways due to several ad hoc assessment
methods emphasizing on varying performance dimensions (Diamantopoulos & Winklhofer,
2001).
Literature Review: Factors that Trigger Export Performance
Existing studies demonstrate mixed results and inconsistencies regarding the relationship
between cultural elements and performance. This is evident in arguments by some scholars
whereby cultural distance promotes negative results, while others yield totally contrasting
findings, such as differences in culture have a positive relationship with performance (Krishnan
et al., 1997). For example, Pothukuchi et al. (2002) claimed that cultural distance positively
impacts the efficiency and competitiveness of IJVs. The reason for these contradicting
findings is due to the multilevel nature of culture (Pauline et al., 2013), congruency of
economic and psychological performance (Pothukuchi et al., 2002) and the varying concept
and methodology of the cultural distance construct (Shenkar, 2001). However, Aronson and
Carlsmith (1962) and Festinger (1957) noted that the cognitive dissonance theory implies
that people usually support information that is consistent with their thoughts and norms
and will only gather data that reinforces their beliefs (Fiske & Neuberg, 1990). Hence,
many scholars emphasize that cultural similarity is important as it encourages people to
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cooperate and work together to develop a high-quality relationship as well as to enhance
export performance. This notion was supported by Sarkar et al. (2001), who confirmed
that exporters produce better performance in the presence of cultural similarity. Sirmon
and Lane (2004) stressed that a similar cultural background can facilitate compromises in
which both members abandon their preferred problem-solving approaches and efficiently
eradicate a significant amount of their tacit knowledge. Imitating another cultural behaviour
can backfire and could be very difficult to follow (Francis, 1991). Therefore, due to the
inconsistencies in the findings, this study attempted to fulfil this gap.
Cultural Similarity, Effective Communication and Knowledge Sharing
Johanson and Vahle (1977) popularised the IP theory and claimed that firms prefer to attempt
markets with cultural similarity in their primary stage of internationalization so that they
can freely communicate with their partners and obtain knowledge by engaging in foreign
business relationship (Johanson & Vahlne, 1990; Saleh et al., 2014). Cultural similarity
is totally linked to communication, knowledge flow and innovation because similar
business practices, morals, ethics, and styles lead to easy communication, learning and the
knowledge gathering process (Swift, 1999). It is crucial to remove barriers in relational
exchange and communication (Hoffmann, Rottger, Ingenhoff & Hamidati, 2016) in order
to enhance the effectiveness and understanding of such relationships (Swift, 1999). This is
because easy and effective communication helps exporters and intermediaries to exchange
information and share inescapable situations that go toward enhancing successful channel
relationships (LaBahn & Harich, 1997). However, pertinent literature reviews show that
there is a lack of studies on cultural similarity and its impact on the relationship between
exporters and intermediaries concerning international exchange processes in general and
export performance, in particular. Previous studies have suggested that cultural closeness
is a contributory factor to psychological closeness. Nevertheless, very few studies have
validated this finding (Saleh, 2014) resulting in consistent findings. This in turn, implies
the significance of the effects on the exporter-intermediary relationship and should be
investigated further.
Cultural Similarity and Trust
Despite the importance of SMEs preferring psychological closeness, social networking
is also crucial for exporters and intermediaries when penetrating export markets and
developing the necessary strategies (Wheelan, 2016; Ibeh & Kasem, 2011) and information
that can increase flexibility in a highly volatile marketplace (Kogut & Kulatilaka, 1994;
Peng & Ilinitch, 1998). This view has been acknowledged in the Social Capital Theory
(SCT), which states that social capital is linked to sharing resources that are rare, valuable,
inimitable and non-substitutable opening up novel opportunities for individuals and
organizations alike (Burt, 1992; Tsai & Ghoshal, 1998; Yli-Renko et al., 2001; Inkpen &
Tsang, 2005). Thus, it is anticipated that social capital could impact a SME’s performance.
The SCT focuses on associations and personal ties that play a significant role in the transfer
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of valuable information. It bridges ties that link people in a variety of social groups to
classify foreign market opportunities that facilitate commercial transactions with foreign
intermediaries (Ellis & Pecotich, 2001; Harris & Wheeler, 2005). However, social capital
cannot be generated instantly, as a certain period is necessary to support the willingness
of managers to make relationship-specific investments that are essential to build trust
(Pinho, 2016). Trust between partners is very important and can develop through open and
honest communications with partners, including all marketing decisions, including pricing,
seeking market information and providing feedback (Anderson & Narus, 1996). In regard
to the relational dimension, it consists of emotional and affective elements within the social
network. Several authors claim that this element is fundamental to the social capital concept
(Lew et al., 2013). In the context of the exporter-intermediary relationship, trust has been
found to be the key facet of the relational dimension (Nahapiet & Ghoshal, 1998). According
to Pinho (2013), trust is also the most critical factor in the commencement of a relationship
based on mutual expectations by both parties.
In addition, Golbeck (2009) revealed that similarity can be an impetus to trust, which is
related to whether a user should trust another person. Even though studies regarding the
impact of cross-border culture and trust relationship are being undertaken, relatively limited
studies have focused on cultural similarity as an antecedent of trust. In fact, existing literature
has mostly iterated that exporters tend to look for trusted partners with cultural similarity
in the market, which in turn, leads to better export performance. Cultural similarity can be
deemed as a mechanism for international business actors to communicate effectively, share
knowledge, and gather experience from culturally proximal markets to accelerate business
growth and expansion, particularly in the initial stage of SME development, to infiltrate the
overseas market. The business expansion will be more efficient due to greater acquisition
of digitalised information resources and greater digitizing of resource initiatives that can be
achieved by using the sophisticated technology (Wahid, Saidin & Arif, 2018).
Trust and Performance
According to Morgan and Hunt (1994), trust is critical in the inter-organizational context
and has been extensively employed in building relational governance in a partnership. Even
though trust is widely used as a determinant of a successful relationship, there is a lack of
studies aimed at investigating the functional impact of trust on the performance of interfirm exchange (Musteen, Francis & Datta, 2010). Authors in the international business field
have claimed that there is a lack in studies that examine the relationship between trust and
performance (e.g., Pinho, 2016; Inkpen & Currall, 1998; Sakoa & Helperb, 1998; Aulakh,
Kotabe & Sahay, 1996; Silva et al., 2012), particularly concerning small businesses.
Although previous literature has considered relationship quality at the national level, there
is a lack of empirical research that explains the consequences of relationship quality on
export performance at the international level and the classification of SMEs based on the
dimensions of relational quality. Due to this constraint, this study intended to examine the
effect of cultural similarity on trust and export performance.
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Conceptual Framework
This study attempted to investigate how relationships developed between SME exporters
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a non-probability sample that is selected based on characteristics of a population and the
objective of the study. Purposive sampling differs from convenience sampling and is also
known as judgmental, selective, or subjective sampling.
Based on the population, only 1000 SMEs that manufacture and export were found to
fulfil the criteria established by this study; which involved and the use of intermediary
services. Therefore, questionnaires in Malay and English languages were sent to the sample
companies and addressed to target respondents consisting of export managers, chief executive
officers (CEO) and managing directors of SME exporting firms. 229 questionnaires were
received; however, only 203 were accepted for analysis. As for non-response bias (T-test), a
comparison was made between early and late respondents, as recommended by Armstrong
and Overton (1977). However, no significant differences were found between early and late
responses.
Data Analysis
In regard to the research model and hypotheses, structural equation modelling (SEM) and
partial least squares (PLS) approaches were used in this study to verify the measurement’s
goodness of fit. This software is an extended version of the general linear model (GLM) that
enables a study to simultaneously test a set of regression equations. Hence, the Smart PLS
3.0 beta version was used (Ringle et al., 2005) since it is appropriate for causal analysis in
complex contexts where theoretical knowledge is scant (Wold, 1982). Data in this study
were analysed using PLS in two stages (Chin, 2010), consisting of the assessment and
measurement models. First, assessment of the measurement model was carried out, including
item reliability, convergent and discriminant validity as well as a further assessment on
the structural model. The weights and loading items indicate the strengths of measures,
while the estimated path coefficient represents the strength and the sign of the theoretical
relationship.
Results
Assessment of the Measurement Model
Table 1 illustrates the item’s reliability as suggested by Hair et al. (2010). The results show
that all appropriate factor loadings are greater than 0.5 and a very conservative Composite
reliability (CR) cut-off level for all constructs are higher than 0.70 (Nunnally, 1967).
Furthermore, the AVE values of all constructs exceed 0.50 (ranging from 0.56 to 0.78).
Convergence validity was measured by examining the average variance extracted. Results
further indicate that the statistical test (convergent validity) has fulfilled the requirements
stipulated by Hair et al. (2010). Table 1 summarizes the outcome of the measurement
models. Discriminant validity is the degree to which different constructs diverge from one
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another. As a rule of thumb, discriminant validity is acceptable when the square root of
the construct’s AVE is higher than its correlation with other constructs (Fornell & Larcker,
1981). This procedure clearly shows that the correlation of all constructs is greater than
the threshold of the correlation of any specific construct with any other construct, thus, it
portrays the discriminant validity.
Table 1
Assessment of Measurement Items
Model Construct

Cultural Similarity

Effective Communication

Export Performance

Measurement Item

Loadings

B8a

0.782

B8b

0.848

B8c

0.844

B8d

0.848

B8e

0.815

B9a

0.721

B9b

0.764

B9c

0.821

B9d

0.797

B9e

0.630

B9f

0.765

B9g

0.716

B9h

0.760

D15a

0.907

D15b

0.894

D15c

0.896

D15d

0.888

D15e

0.874

D15f

0.845

AVEx

CRy

0.685

0.915

0.561

0.910

0.781

0.956

(continued)
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Model Construct

Measurement Item

Loadings

B10a

0.750

B10b

0.854

B10c

0.851

B10d

0.886

B10e

0.896

B10f

0.852

C11a

0.827

C11b

0.861

C11c

0.864

C11d

0.846

C11e

0.853

C11f

0.865

C11g

0.837

Knowledge Sharing

Trust

AVEx

CRy

0.722

0.939

0.693

0.953

Table 2
Discriminant Validity Construct

Cultural

Effective

Export

Knowledge

Trust

sharing
Similarity

communication

performance

CS

0.828

EFC

0.455

0.749

EXP

0.231

0.263

0.884

KS

0.375

0.583

0.401

0.849

TR

0.469

0.634

0.406

0.598

0.832

Note: Diagonal indicates √AVE; off diagonal indicates correlations between constructs: Where,
COM=Commitment, COO=Cooperation, CS=Cultural Similarity, TR=Trust, EXP=Export
Performance.
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Assessment of the structural model
Hair et al. (2010) had recommended a five-step procedure to assess a structural model. It
consists of identifying collinearity issues, evaluating the path-coefficient, assessing the r²
values, as well as assessing the effect size (f²) and predictive relevance (q² value). Details of
the results are presented in Table 1, which indicates that all relationships have a significant
relationship at a significance level of p<0.01. The results also indicate that the similarity
in culture between exporters and foreign intermediaries can augment export performance
(β=0.207, p<0.01). The effect of cultural similarity and effective communication are
significantly positive (β=0.455, p<0.01) between exporters and foreign intermediaries.
Hence, H2 is supported. There is a positive relationship regarding the effect of cultural
similarity between exporters and intermediaries based on trust, which has an estimated
coefficient of β=0.469, t-value=13.060 and a significant p value of <0.01. The link between
cultural similarity and knowledge sharing is also supported (β=0.375, t=8.741 with a p
value of <0.01). The result supports the relationship between effective communication
and trust with t-value=14.850 and p-value <0.01. Hypothesis 5 involves the link between
trust and export performance between exporters and foreign intermediaries, in which the
link has a positive influence at a significance level of p-value < 0.01 with β=0.395 and
t-value=10.867.
Table 3
Structural Relationship
Hypotheses

Path/Relationship

SEM Output-Full Model

Results

B

S.E

T

P

H1

Cultural Similarity ->
Effective Communication

0.455

0.048

6.287

P<0.01

Supported

H2

Cultural Similarity -> Trust

0.469

0.036

13.060

P<0.01

Supported

H3

Cultural Similarity ->
Knowledge Sharing

0.375

0.043

8.741

P<0.01

Supported

H4

Trust -> Export Performance

0.395

0.036

10.867

P<0.01

Supported

Note: Results supported at significance level p<0.05 (**) and at p<0.01 (***) based on one-tailed
t-statistic table, as t-value greater than 1.65 is significant at p<0.05, while t-value at 2.45 or greater
is significant at p<0.01.
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Discussion and Conclusion
This study intended to examine how cultural similarity between SME exporters and their
foreign intermediaries affects SMEs’ export performance. The theoretical section of this
study contains four hypotheses, indicating that all hypotheses are supported by the findings.
Briefly, the result indicates that cultural similarity between exporters and their intermediaries
has a significantly positive relationship with export performance. It clearly shows that
cultural similarity is crucial for improving export performance because cultural similarity can
influence the relationship between SME exporters in Malaysia and its foreign intermediaries.
This means that exporters are encouraged to develop high-quality relationships with their
foreign intermediaries with similar cultural background. These results are consistent with
Azar (2014), as well as Sirmon and Lane (2004), who claimed that in order to achieve
success, partners should possess similar cultural backgrounds. Besides, this study found
that positive relationships based on cultural similarity and effective communications are
in line with previous studies. The findings show that cultural similarity between exporters
and intermediaries has a strong positive relationship in creating effective communication
between them. This result indicates that SME exporters can freely communicate with their
intermediaries who have a similar cultural background. This helps to expedite negotiations,
leading to effective discussions and impetus for building trust among each other.
Cultural similarity has been found to have a positive relationship with knowledge sharing,
thus, supporting H2. The result is consistent with previous studies by Saleh et al. (2014),
Blankerburgand Ericksson (2000) and Johanson and Vahlne (1990), where a culturally
proximal market is necessary for sharing knowledge in foreign business relationships. Cultural
similarity also has a positive effect on trust between exporters and their intermediaries, thus,
indicating the support for H3. The result also confirms that trust has a positive influence on
exporters’ performance. The findings clearly indicate that in business relationships, trust
is verified for developing long-term cooperation in business. Trust between exporters and
their intermediaries play a crucial role in dealing with any problem or challenge in foreign
markets. Basically, the theoretical underpinnings of this study (SCT and IP theories) are
applicable when explaining export performance that results from the relationship between
exporters and their intermediaries in the international arena. The findings of this study suggest
that an inter-relationship exists between cultural similarity and effective communication,
leading to the generation of knowledge sharing as psychological closeness forges strong
interdependence (mutual) for both parties (exporters-intermediaries). The results also
specify that trust is very important in building and maintain a high quality relationship that
contributes to a firm’s significant growth, namely in the form of export performance.
Practical and theoretical contributions
This study contributes to both the underpinning theories as well as provides some useful
practical directions to develop a high-quality relationship between SME exporters and their
intermediaries. First, the study offers useful guidelines to Malaysian SME exporters when
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working hand-in-hand with intermediaries who possess similar cultural backgrounds. Second,
SME exporters need to strengthen networking with foreign intermediaries for survival in a
foreign country. Third, this study has constructed a model to show how cultural similarity
can lead to better export performance through effective communication, knowledge sharing
and trust building in order to develop a high standard network relationship. This study
contributes to the existing corpus of knowledge by explaining the internationalization
process and social capital theories that facilitate the creation of a high-quality relationship
between exporters and intermediaries to best perform best in an international business
platform. In short, this study enriches our understanding of how cross-cultural elements
and social capital can explain a firm’s performance in the context of a working relationship
between exporters and local intermediaries.
Limitations and future research
This study had encountered some limitations that should be addressed by future studies.
Firstly, this study only considered the exporters’ perspectives, which focused on one
side of the dyad. Nevertheless, perceptions could vary across the dyad (skallerud, 2015).
Therefore, future studies should be more attentive to the perspectives of both exporters
and intermediaries. Secondly, due to the study’s scope and inherent constraints, it only
focused on exporters’ viewpoints in terms of manufacturing rather than service industries.
thus, future studies should investigate both perspectives in order to gain a holistic picture
and contribute immensely to both parties. Lages et. al. (2005) suggested that in the
international context, relationships are critical and much easily affected by cultural, social
and other environmental diversities as compared to domestic business relationships. Hence,
relationships and findings in this current study may differ due to differences in samples and
contexts. Therefore, future studies should focus more in this direction, especially from the
emerging economies perspective.
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