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Abstract:

Purpose: The paper aims to investigate the role of all types of networking on SMEs'
internationalization process in general. Then, to compare SMES' networking approaches in
the selected three countries and their main differences in terms of network creation and
operation. Finally, to report effective SMESs' internationalization practices in Malaysia and
China, which should be adopted in Mongolia.

Approach/Methodology/Design: The study is descriptive and used secondary data as the
primary source. We concluded institutional networking substituted by the social and business
networking ties in developing countries such as China, Malaysia, and Mongolia.

Findings: These SMEs rely heavily on the information collected by the personal channels to
bring about both pros and cons for their internationalization process. Secondly, the
policymakers should establish the private specialized firms or export agencies established in
Malaysia and China a long time ago to address information and knowledge barriers faced by
SMEs in Mongolia.

Practical Implications: The first implication is SME managers or owners in developing
countries prefer to have strong social relationships with actors, which help them to receive
some benefits and accelerate their internationalization process, but it results in neglecting
institutional networking some crucial roles.
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1. Introduction

In the modern world, small and medium-sized enterprises (SMES) have long been
recognized as significant contributors to economic development both in developed
and developing countries (Hashim, 2015, Solongo, 2017, Puthusserry et al., 2020)
because they generate economic growth, create job opportunity, advance
technological capability, diversify products, and tax revenues, and assist in alleviating
poverty and income inequality based on their limited resources, especially, in
developing and emerging markets (Arudchelvan and Wignaraja, 2015). Also, it is
proven that SMEs are closely linked in the gross domestic product (GDP) and export
increase, and most of the registered enterprises in both developed and developing
countries fall in the category of SMEs. Globally, SMEs account for more than 90
percent of all business (Doojav et al., 2020), over 90% of the total business enterprises
are classified as SME in East Asia (Abdullah and Zain, 2011), and in Malaysia, 90%
of total enterprises are SMEs contributing to over 33 % of the GDP, respectively
(Hashim, 2015). Whereas in China, SMEs account for 97.33% of all the registered
enterprises and contribute more than 60% of China's GDP (Deng and Zhang, 2018),
and in Mongolia, 98% of total actively operating firms were SMEs and contributed
17.8% of GDP in 2017 (Doojav et al., 2020).

Besides the brief theoretic overview, the authors examine, based on secondary
research (bibliographic process and data analysis), the practices of three Asian
countries in terms of state and prospects of SMEs with the view of drawing and
collecting adoptable acceptable practices, principally Mongolia. However, perhaps
some of the results of the research can be utilized in Hungary as well.

In the past few years, the trade liberalization and globalization of the world market
have been taking place intensively. It brings either opportunities or risks for all
different kinds of enterprises, including SMEs (Vasary et al, 2013; Lis et al., 2012;
Karacsony, 2020). Many multinational enterprises (MNEs) chose emerging markets,
China, India, and Eastern Europe, as their next target to enter and gain profit. One of
the main risks that come up with globalization is the entry of international players
into the domestic market, bring about saturation on the market to a great extent, and
the domestic SMEs lose their competitive advantages if there is not any strict rule
imposing to support domestic SMEs from the governmental side (Lloyd and Mughan,
2002; Lis et al., 2012).

Therefore, internationalization appears to be a solution for the SMEs in developing
countries, particularly countries with small domestic markets and exist in the region
easy to enter for other MNEs, growth, and survival (Jeong, 2016; Costa et al., 2017,
Ahimbisibwe et al., 2020). Lis et al. (2012) pointed out that internationalization is
the outward process of entering into a new geographical location and expanding their
operations in the international field. On the bright side of the globalization
phenomenon is the encouragement for large enterprises and SMEs to expand their
business beyond the domestic market and compete globally with fewer barriers



The Role of Network Ties on SMEs Internationalization Process in the Developing
Countries/Emerging Markets: A Comparison between Mongolia, China, and Malaysia

276

(Chelliah et al., 2010; Abdullah and Zain, 2011). It also helps reveal their capabilities
and develop an entrepreneurial orientation for the owner-managers to enhance their
competitive advantage in a rapidly changing environment and be competent enough
for aggressive competition (He et al., 2020).

Ahimbisibwe et al. (2020) specified that compared SMEs in developing countries to
MNEs possess a limited resource, market knowledge, and skills. Thus, SMEs in
developing countries will promote their international participation by enabling their
network with other foreign market actors. At the same time, Nyuur et al. (2018)
pointed out a positive association between network ties on SMEs' performance.
Numerous studies have shown that the network contributes significantly to SMEs'
internationalization and the three types of networks- social networking, business
networking, and institutional networking- play different roles in this phenomenon. In
the initial stages of internationalization, social networks have a more considerable
influence, while business networks become more relevant in subsequent stages, and
then institutional networks have a positive impact on the internationalization of SMEs
as well (Costa et al., 2017; Nyuur et al., 2018; Sokil et al., 2018; Hao et al., 2020).

Malaysia's Southeast Asia location sets off an essential advantage for local SMEs
involved in the global market. Southeast Asia — the ASEAN region - is nowadays a
highly competitive economic region in the world with a combined GDP of USD 2.6
trillion in 2014 (Kozar and Neszmélyi, 2017). Additionally, governmental actions to
support SMEs internationalization, political stability, a first-class physical
infrastructure, and human resource fond play a vital role for enterprises in Malaysia
shifting their focus from the domestic market to the international market (Senik et al.,
2010). The previous studies had been done on the internationalization of the SMEs in
Malaysia show that SMEs contributes to the local economy by creating job
opportunity, bringing new technological innovation and advancement, and resulting
in rapid economic growth (Chelliah et al., 2010; Abdullah and Zain, 2011; Hashim,
2015; Magda and Dhanashree, 2017). In Malaysia, SMEs account for 33% of GDP
and 18% of the total export and create 60% employment. In sum, 19 ministries and
21 governmental agencies engaged in establishing and implementing SME policies,
through which 123 programs were developed to support SMEs' internationalization
process (Abdullah and Zain, 2011). Over the last years, thousands of SMEs and
MNEs in China have been successfully drawn into the international market (Sandberg
and Jansson, 2014). Since the Inauguration of market reform in 1978, China has
experienced economic growth at a substantial rate.

Along with economic growth, the number of SMEs increased significantly. SMEs
play a significant role in the second-largest economy globally, and as of 2013, 97.33%
of all registered enterprises were SMEs, contributing higher than 60% of GDP. This
prosperity of SMEs in China is considered a result of the government policies,
partially (Sandberg and Jansson, 2014; Deng and Zhang, 2018, Ishtiaq et al., 2018).
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Unlike Malaysia and China, the Mongolian economy is massively linked with the
resource sector accounting for 90% of total export and 25% of budget revenue.
Mongolia has certain advantages such as open economic environment, the vast
territory and pastures, and large quantity of livestock, rich natural resources, two large
neighbour markets and possibility of reaching out to the rapidly developing markets
in the Asian-Pacific Region (Neszmélyi 2002). The experts highlighted a massive
need for diversifying the economy by supporting SMEs development (Narain, 2013;
Doojav et al., 2020). Although SMEs generate relatively low levels of value-added
products or services and exports in Mongolia, they dominate the economy in terms
of magnitude and employment. As of 2019, SMEs provide 67% of the total job
opportunity, produce 20% of GDP, and generate 2.3% of total export (Lkhagvasuren,
2014). Compared to other countries, both Malaysian and Mongolian SMEs have
contributed less amount of share in export, 18% and 2.3%, respectively, as Germany
recorded 57% share, Italy 36.7%, Taiwan 31.4%, China 68%, Japan 20.3%, and the
Republic of Korea 16% (Yener et al., 2014).

Although influential factors for SMEs internationalization have been studied
substantially in the last three decades in the literature, empirical studies focusing on
networking in SMEs internationalization, especially the role of networking
capabilities to SMEs internationalization phenomenon in developing countries, are
still insufficiently studied. Therefore, doing this study, we contribute limited
knowledge in SMES' internationalization in developing countries. In the first section,
an introduction is presented. The literature review is shown in the second section.
This is followed by section three, which provides an idea of network ties on SMEs
internationalization from the networking perspectives. Then, section four depicts the
methodology. Finally, section five presents the result, and section six shows the
conclusions and implications of the study.

2. Theoretical Framework

In past years, researchers have been studying the internationalization phenomenon
based on several different theories and perspectives, and most cited
internationalization theories and perspectives, the Uppsala model, the Networking
perspective, and the International New Ventures - also known as Born Global- have
influenced research on SME internationalization are highlighted in this section (Senik
et al., 2010).

2.1 Uppsala Model

The Uppsala model, one of the most utilized internationalization theories, was
developed by Johanson and Wiedersheim-Paul at first and then to be enriched by
Johansen and Vahlne (Senik et al., 2010; Lis et al., 2012, Gardo¢ et al., 2015). In this
theory, the researcher emphasized that SMEs gradually internationalize via many
stages using two different approaches instead of becoming a full player from the
beginning (Lis et al., 2012). International activities, such as exports, are a means
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which generates growth for small businesses, make value, and acquire new
knowledge and technologies from abroad (Bowen, 2019). The first approach is the
four stages of the foreign entry process starting from no constant export activity to
export their products with the help of independent representative or agents, after then
to establish their own sales subsidiaries, in the final stage, the firm begins to produce
or manufacture their products in the new market.

This approach is considered as the low risk and low commitment strategy at the
starting point because exporting does not require a high amount of financial capital,
resource, and skills, and the firm may continuously adopt a high risk and high
commitment strategy eventually. The second approach is slightly different from the
first approach by choosing entry mode as a new geographical area, which is the less
psychic distant market regarding language, education, business practices, culture, and
industrial development. This approach recommends that firms enter a new market
adjacent to and identical to the home country before spreading to more remote and
dissimilar markets (Senik et al., 2010; Costa et al., 2017; Bowen, 2019). The Uppsala
model notices the internationalization process as the incremental and gradual pattern
that firms enter a new market first, which can be either a distant physical market or a
less physical distant market and acquire experience and later expand their activities
through establishing their subsidiaries, joint ventures, and acquisitions (Abdullah and
Zain, 2011; Lis et al., 2012; Solongo, 2016).

2.2 Born Global or the International New Venture (BG/INVS)

As a positive consequence of rapid globalization and technological advancement, the
number of firms interested in participating in the international market increased
significantly (Abdullah and Zain, 2011). In such a manner, a high increase in the
number of SMEs came up with new types of firms that can skip stages of the gradual
internationalization model. Oviatt and McDougall (1994) pointed out that these types
of firms are called International New Venture (INVSs), also known as Born Global
firms (BG), which progress is skipping the stage theory of internationalization, the
Uppsala model, from the initial stage. The main focal point of the INVs model is age,
and it proposes the INVs to gain significant comparative advantages from the
beginning of establishment by utilizing their resources and the sale of products in
several different markets (Senik et al., 2010; Lin et al., 2016; Ahimbisibwe et al.,
2020).

BG/INVs skip stages of incremental internationalization when doing business and are
involved in the international activities within the first year of establishment or a few
years from inception (Senik et al., 2010; Bowen, 2019). Abdullah and Zain (2011)
argue that there are no single exact periods, which is determined the starting date of
their international operations and earning profit for Born Global/ INVs. Some
research defined Born global/INVs start their business operation within the first two
years after the establishment (Senik et al., 2010), while some stated INVs/Born global
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start their international operations and earn much of their profit within six years of
establishment. Rennie (1993), Knight, and Cavusgil (1996) stated that INVs/BG are
firms whose internationalization process is to be taken within three years from
inception, and they generate at least 25 % of sales from export within this period.
While et al. (2016) indicate that BG/INVs in developing countries or the emerging
markets might have different influential factors for their establishment and further
progress than those in developed countries because of environmental parameters and
market context.

2.3 The Network Theory

Johanson and Mattson (1998) describe how the network influences as a catalyst for
SME's steady growth in the internationalization phenomenon (Senik et al., 2010).
The term network refers to all kinds of interrelationships of SMEs with the actors
involving in the market, including individuals, institutions, other businesses,
customers, specific communities, and government agencies (Senik et al., 2010; 2011).
Afsharghasemi et al. (2013) concurred that firms' relationships could be either form
of collaborative associations with competitors or a voluntary agreement between
firms. Previous research largely agreed that with the help of networking, all actors
engaged in the market could benefit from their internationalization process; thereby,
it is not an individual or sole effort that needs to be taken (Afsharghasemi et al., 2013;
Ahimbisibwe et al., 2020). Musteen et al. (2010) argue that SMEs have several
different characteristics because of their limited resources and market power,
compared to the multinational enterprises (MNES) when they track the new
opportunities in the international market. One of them is their dependency upon the
network ties to a great degree. Through the network they possess, the firms get hold
of resources to enhance their strategic posture, to manage transaction costs, to acquire
new knowledge and skills, to lessen entry barriers, and to overcome rapid
technological challenges that might occur (Senik et al., 2011; Abdullah and Zain,
2011; Hashim, 2015; Costa et al., 2017).

According to Senik et al. (2010) and Torkkeli et al. (2012), networking could
overcome size problems, develop strategic plans to speed up their internationalization
process, engage with a born-global pattern, ensure survival in the long run, build
international contacts, and find suitable agents. Systematically, the firm learns and
accumulates experiential knowledge by running a business in the international market
in the first few years and then fully internationalizes gradually (Sandberg and Jansson,
2014). In this theory, Johanson and Mattsson (1988) stated that the full
internationalization process comes about because of three interdependent stages of
establishing network posture within the foreign market: the first stage, also known as
the network extension stage. The second stage is network penetration, which means
those relationships in the networks are to be developed and coordinated in different
countries, named the network integration stage (Ahimbisibwe et al., 2020).
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Network types are often classified into social, business, and institutional networks
(Jeong, 2016; Costa et al., 2017). Jeong (2016) defined the types of the network as
follows; the social network is a network that is evolved from personal connections
and represented by individuals, family, friends, colleagues, and employees; the
business network is developed based on mutual agreement between actors
participating in a shared resource exchange to reach a common shared goal through
cooperation. Simultaneously, Costa et al. (2017) argue that an institutional network
is developed with actors including governments, incubators, research institutes,
agencies for international development, and business associations. In this study,
discussion of the role of networking in SMEs internationalization process, how these
roles relate to institutional supports, and how network contributes SMEs in
developing countries internationalization is what this paper seeks to do are reviewed.

3. A Key Role of Networking on Internationalization of SMEs

As stated in the former two sections, the network has long been acknowledged as an
essential factor to SMEs internationalization phenomenon due to almost all small and
medium-sized enterprises engaged in the market come about in a network habitat and
rely heavily on their external networking (Musteen et al., 2010; Ciravegna et al.,
2014). Moreover, having network relationships is essential for SMEs that have lack
resources and capabilities to expand into foreign markets individually and survive in
the fierce competition (Jeong, 2016). Hughes et al. (2019) stated external network
affects a firm's performance in a manner of market-entry, market selection, market
expansion, and market growth by accumulating knowledge, revealing opportunities,
and expanding other networks. Nyuur et al. (2018) stated that domestic and
international networks on SME internationalization phenomena play a significant role
in contribution. The domestic networks are essential in the stage of pre-
internationalization of SMEs, whereas the international networks are re-opening
internationalization or further developing the SMEs in the international market.

Even in the post-entry stage, the network influence positively on SMEs
internationalization speed with the assistance of internal sources of knowledge, which
can be self-learning, especially from trial-and-error and experiential efforts and
external sources of knowledge which include peer networks, associations in the same
industry, international customer, clients, and partners, and international relations
developed through trade fairs and trade missions (Puthusserry et al., 2020). Many
studies have found international networking is a cumulative process through which
firms can identify business opportunities and support their entry into foreign markets
(Ciravegna et al., 2014). The term "network™ refers to the interconnected
relationships among all actors involving in the market in this study. There are three
primary interconnected networks; social, business, and institutional relations (Senik
et al., 2011; Jin- Jung, 2016; Nyuur et al., 2018).
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3.1 Social Network

Previous research conducted in the field of network largely agreed that the social
networks have a positive impact on SMEs internationalization performance
(Ahimbisibwe et al., 2020) because it is the primary sources of information,
knowledge, and fast learning, which are evolved based on personal relationships
(Jeong, 2016). It can be derived from informal connected interaction among actors
building on personal relationships, such as family, friends, colleagues, and employees
(Zhang et al., 2016). The social networks also facilitate SMEs' decreasing transaction
costs, risk, uncertainty associated with foreign market entry, and increased reliability
and faith between partners. The reason why social networks may provide more
information that cannot be collected through standardized market research to SME's
owner/owner-managers.

Therefore, the trust-based personal ties seem to be more reliable and useful for SMEs'
key decision-makers with limited resources and capabilities (Jin and Jung, 2016). In
Asian settings, the social networks, also defined as "Guanxi," show positive
influences on export, profitability, and sales performance, but positive impact
declines when the competition in the market escalates (Jeong, 2016). This "Guanxi"
influence is more often observed in the Chinese ethnic community, including in
Taiwan, Hongkong, Singapore, Malaysia, and the Republic of China. It is constructed
through family ties, the personal connection of the owners/owner-managers, trust,
and cooperation with others.

3.2 Business Network

Many kinds of literature pointed out that business networks are studied more
commonly than social and institutional networks (Costa et al., 2017). That is, a group
of two or more interconnected business relationships, in which a mutual exchange of
resources occurs, and each actor make a collective effort to achieve a common goal
through cooperation between actors, including suppliers, customers, strategic
partners, dealers, and competitors, etc. (Jin and Jung, 2016; Jeong, 2016). In this
cooperation, market-specific knowledge is accumulated primarily through interaction
with various actors in a particular foreign business network. Having a wide range of
business ties with other actors helps SMEs make entry mode choices, determine the
timing of international market entry, and offer an insight into marketing activities
after entry.

Jin and Jung (2016) noticed that SMEs with a broad range of international business
networks would have a greater chance of engaging with their business partners,
promoting learning about the foreign markets. A study conducted among Korean
SMEs argued that business networks' role is more significant than the social and
institutional networks in increasing financial performance, performance satisfaction,
and strategic performance in the international market (Santhosh, 2019). Jeong (2016)
found that firms tend to hire internationally experienced managers and business
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consultants at the beginning of the internationalization process. Also, firms
participate in trade fairs and exhibitions to expand and develop their business
networking.

3.3 Institutional Network

As with social and business networks, the institutional networks also positively
impact SMEs' internationalization process by lessening risks and facilitating
decisions for expanding into new foreign markets (Vasa, 2003; Narooz and Child,
2017). The institutional network evolves between SMEs and numerous formal
institutions, including the ministry of foreign trade and light industry, export
promotion agencies, export supporting organizations, research and development
institutions that support the exploration of foreign market opportunities and the
internationalization process. Government support programs, government policies,
international organizations assistance, innovation center activities, professional and
research support institutions' works can indicate the institutional networks (Bencsik
and Filep, 2020). As far, the role of institutional networks on SMEs
internationalization, especially in developing countries, has not been explored well,
despite previous studies highlighted that the institutional networks provide vital
resources, such as market information, financial support, and business contacts, in a
sustained way and lessen risks and increasing the speed of entries to new foreign
markets, and lead to a positive attitude towards international entrepreneurship (Costa
etal., 2017).

Figure 1. Framework of networks role on pre- and post-entry stage of firms
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Source: The authors’ edition on the basis of collected secondary data
4. Material and Methods
There is no single universally accepted criteria or definition for SME, small

enterprises (SE), medium enterprises (ME) and each country have their classification
and definition, in such a manner, we define an SME as an enterprise which has a high
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degree of managerial involvement of owners, or owner-managers who gradually
become the founder of the firm in their daily operation and strategic management in
general. In this study, networks are defined as established relationships that connect
individuals, groups, and business organizations (Nyuur et al., 2018). The purpose of
this study is to examine the role of network ties on SMEs ' internationalization process
by comparing SMEs in three Asian developing countries. We made second
hypotheses based on our research question in a broader context. First, network ties
influence crucially on the SMEs internationalization process of the three selected
countries. Second, among three types of networking, in China and Malaysia, the
institutional network plays a crucial role compared to the social and business
networks to the SMEs internationalization process.

In this paper, three questions are addressed: What are the primary roles of network
ties on SMEs internationalization process for enterprises in developing countries? To
what extent, the role of networking ties is the same in developed countries, and to
what extent is it different from developed countries? Last, what are the main
differences and similar characteristics between Malaysian, Chinese, and Mongolian
SMEs, and their effective practices in their internationalization that should be adopted
in Mongolia?

The study is descriptive and used secondary data as the primary source, valid and
well-grounded documents, including research papers, publications, and books
published by government agencies, individual researchers, and international
organizations. The collected secondary data is reviewed systematically and
determines the role of networking in internationalization in the result section. Also,
the bibliographical review and comparative analysis have been done to draw
implications for the policymakers, owner-managers, or managers of SMEs and
researchers. Comparing three different countries SMEs networking formation and the
role is the prominent uniqueness of this research.

5. Results

5.1 Comparison of SMEs in Mongolia, China, and Malaysia’s
Internationalization

In this section, the SME’s networking degree in the three selected developing
countries based on the existing literature are described: SMEs in Mongolia, China,
and Malaysia. To provide a general perception of SMEs in three selected countries,
we will briefly introduce them in Table 1. All data refer to between the years 2013-
2017.

Table 1. Overview of the SMEs performance in the three selected countries
Malaysia China Mongolia
Share of the total SMEs (%) 90% 97.33% 98%
Contribution to GDP (%) >33% >60% <20%




The Role of Network Ties on SMEs Internationalization Process in the Developing
Countries/Emerging Markets: A Comparison between Mongolia, China, and Malaysia

284

Contribution to employment (%) | 60% 82% 67%
Contribution to export (%) 18% 36.6% 2.3%
Source: The authors’ edition on the basis of collected secondary data.

5.2 Social Network and Business Network

In the Chinese ethnic-dominated market, the social network, also known as Guanxi,
is assumed to be critical for successful entrepreneurship and SME development,
which is to be developed based on personal relationships such as work friends,
business friends, and families, etc. In the Chinese language, Guanxi means that the
special relationship between two people has with each other”. The nature of "guanxi"
somehow the same as the western term "networking or relationship marketing, but
there is a slight difference in terms of types of relationship and impact. Fundamentally,
Chinese SMEs heavily depend on their network, rather than professional agencies or
management teams (also can be named a business network), in the decision-making
process. As well, Chinese firms show a tendency to enter physically distant markets
using their social networks than business or institutional networks.

Researchers stress that in some case, especially in developing or less developed
countries, low institutional quality brings about such personal ties, which consider as
vital for the SMEs success due to managers' networks act as a substitute for formal
institutions in obtaining market information, interpreting regulations, securing
resources, and enforcing contracts. The positive sides of building strong social
network ties are listed as follows. First, SMEs can benefit from various information
within their social networks. Second, SMEs can use it as crucial social capital to
lessen risks and collect market information, followed by overcoming their size-
related barriers through their social network.

Likely Chinese SMEs, the personal network (social network) is the second most
influential factor to SMEs internationalization after business networks among
Malaysian firms. Because both social and business networks are pivotal social capital
for business creation and survival among SME managers or owner-managers.

Having summarized the result of studies conducted in Mongolia, both in the rural and
urban area of Mongolia, micro and small-sized enterprises tend to heavily rely on the
social network than business or institutional networks to obtain market-related
knowledge and market access due to the low-level customer purchasing power, small
and saturated market, and other tangible and intangible resources shortage. Along
with dependency on just social networks individually, the opportunity to expand its
business operation into a new geographical market might be dropped off because
SMEs would potentially expand into a new international market with existing social
and business networks.
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In China, Malaysia, and Mongolia, the specialized govt and non-govt agencies
usually organize the arranged meeting sections among SMEs owners and managers
to build business linkages between them and provide outsourcing opportunities.
However, the efficiency of such kinds of conventions, events, and training has not
been evaluated at every country level. There are specialized private firms in Malaysia
and China that provide consultation services regarding export and import
management for firms with low capabilities and resources entering the new market,
which is a means to accelerate the firm's internationalization process. This experience
should be adopted in Mongolia in order to support SMEs which try to internationalize.
Moderate level influence for SMEs in China for their internationalization are found
to be consistent with the result of Malaysia, but it seemed to low impact actions for
Mongolian SMEs.

5.3 Institutional Network

There are two kinds of institutional influence on SMEs' development or emerging
markets internationalization process from an institutional quality perspective. First,
the escape view constrains the development of SMEs and pushes them to
internationalize instead. The second view is fostering, encourage, and nurtures the
development and internationalization of SMEs. Although the Chinese government
tends to support and facilitate SMEs internationalization in a broader context, having
a political network is considered the primary factor to benefit emerging markets like
China and Malaysia.

The institutional network is crucial regarding establishing rightfulness for SMEs'
innovative products in other markets that business networks cannot bring about.
SMEs can also cooperate with successful organizations, including large state-owned
(SOEs) companies with a well-settled international market, well-known educational
or scientific institutions through institutional assistance. In general, the Chinese
government stimulates SMEs by establishing financial funds, credit guarantee
systems, consultant service, training, low-cost regulatory resources, including land,
bank credits, and tax subsidiaries.

However, the low-regulatory resources are available for strong network connections
with officials in charge or institutions. Also, the Chinese government offers more
support and funding for large companies than SMEs, especially to the SOEs. Also,
Chinese SMEs with strong political connections or networks are expected to acquire
favorable government incentives, which may further open the door of
internationalization. Therefore, we concluded that Chinese SMEs internationalize
based on their internal capabilities, and institutional support may not be so useful and
significant for them. In essence, only state-owned enterprises (SOEs) or firms with a
more significant network in relevant institutions benefit from the policies taken to
support SMEs internationalization.



The Role of Network Ties on SMEs Internationalization Process in the Developing
Countries/Emerging Markets: A Comparison between Mongolia, China, and Malaysia

286

In Malaysia, the government strongly fortifies the SMEs development through its
policy to create medium-scale SMEs that can compete in the global market. The
government provides numerous supports to SMEs in Malaysia, such as financial
assistance, tax incentives, business advisory assistance, and training. In total, nearly
200 programs within the last twenty years have been implemented by the government
to enhance SMEs' access to finance in the manufacturing and service sectors, assisting
SMEs in penetrating the export market or providing them with linkages export-
oriented companies innovative and emerging information. Moreover, the venture
capital funds, Rehabilitation Funds for Small and Mediums Industries, Debt Ventures,
External Trade Development Corporation, National Entrepreneurs Agency, and
Research and Development Center have been established. Like China, directed
assistance does not reach the targeted SMEs because of a high level of bureaucracy
and poor communication due to most of the SME programs are controlled by lengthy
red tape, and the numbers of agencies involved are incredibly high. The involvement
of various government agencies would likely create delays and redundancies in their
functions and responsibilities, leading to inefficiencies and ineffectiveness.

Unlike China and Malaysia, both export share and the GDP contribution of SMEs are
comparatively low in Mongolia. SMEs managers or owners highlighted that a less
developed financial market, poor coordination of government institutional systems,
and low customer purchasing power are the main constraints for their development.
The correlation analysis, which was made to investigate the relationship between the
Mongolian business environment indicators, shows that governance and legal
indicators have the most significant impact on SME development. As noted, problems
faced during Mongolian SMEs internationalization process are those which includes
inadequate knowledge and information about export and import, limited network
position in the international new market, less knowledge regarding making the
contract, low limited networking which provides export and import information, low
financial capability, limited resources, and low technical capacity. In table 2, the
influence of types of networks on the SMEs internationalization process at the
country level is summarized.

Table 2. Influence of types of networks on the SMEs internationalization process

China Malaysia Mongolia
Social network  Strong Moderate Moderate
Business Moderate Moderate Weak
network
Institutional Moderate Weak Weak
network

Source: Authors’ edition on the basis of collected secondary data.
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6. Conclusions and Implications

This study concluded that institutional support mechanisms are substituted by the
social and business networking ties in developing countries such as China, Malaysia,
and Mongolia. However, SMEs in developing countries need to receive critical
attention from the government to expand their operation in a new foreign market;
there are some constraints to obtain this subsistence, such as bureaucracy and the need
of having strong personal networking relationships with someone in charge of
administration at relevant institutions. As a general rule, there is a tendency among
SMEs owners and managers in which services and information that are beneficial for
the creation and export of SMEs have been collected through personal connections
rather than through widely available media channels in the developing countries.
Personal connections are often required to enable institutional support or to sidestep
the facing issues. While, in developed countries such as EU countries, Australia, and
Japan, institutions play a significant role in creating conditions that stimulate and
encourage SMEs internationalization in which SMEs managers or owners dealt with
no problems at all to receive any services offering by the relevant institutions (Narooz
and Child, 2017).

In a broader context, all types of external networking ties must be developed and
sustained by the actors involved in the market, particularly between SMEs and the
government's institutions, agencies, business associations, NGOs, and business
partners such as MNEs embedded in their target market successfully. SMESs' chance
to expand their operation individually in the international market is limited if there is
a massive void between SMEs and encouraging institutional support mechanisms,
including incentives, tax deduction, subsidies, training, and consultation. In such a
manner, sometimes personal networking plays a replacement role for the appropriate
supports which can speed up SME's internationalization process that should be
provided by the institutions instead.

One implication of this research is that there is a tendency among SME managers and
owners in developing countries that having a strong social relationship with all kinds
of actors could bring development and accelerate the internationalization process.
Therefore, institutional networking is some crucial roles neglect to a great extent.
Instead, SMEs rely heavily on the information collected by the personal channels that
might bring both pros and cons for their internationalization process.

Based on the collected data, both Chinese, Malaysian, and Mongolian government
considers SMEs as an essential contributor to the economic growth and development
and focus on SME development in their countries by improving the legal environment,
enabling conditions of SMEs to obtain loans, investments, developing production,
and introducing new technologies.

The second implication that should be taken on in Mongolia to create SMES'
conditions to thrive and internationalize is to establish private specialized firms or
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investment and export agencies to address SMEs' information and knowledge barriers.
SMEs in Mongolia highlighted almost no networking ties to sell their products in
foreign and domestic markets (geographically new market) due to financial
constraints and lack of resources, limited access to financial means, and ancient
technics. Creating specialized private firms which provide consultation service
regarding export and import management for SMEs with low capabilities and
resources entering the new market will accelerate the firm's internationalization
process. In Mongolia, the number of successful large exporters is minimal, while the
numbers and quality of the international firms minimal in China and Malaysia are
comparable high.

Through specialized firms or agencies' full-fledged export promotion activities,
SMEs would obtain proper assistance and guidance in their exporting activities
without numerous actors' interventions. This kind of agency or firm's primary role is
to provide non-financial and financial means to thrive SMEs, including studies on
key target markets, marketing, consulting, and training for firms willing to export.
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