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Abstract: The existence of hypermarkets and supermarkets with modern retail format has affected the
performance of many retailers in the category of small medium enterprises (SMEs) in Malaysia. In this era
of disruptive marketing, the main challenges of retail SMEs are the ability to survive, to remain competitive
and to sustain the business. With the challenges of finding the right strategies to compete effectively, there
is now an inclination to look at social networks as means of establishing strong market presence. Engaging
and maintaining social networks in their business relationships is essential for retail SMEs if they want to
address strategic positions and subsequently build strong competitive advantage in the business. This study
postulates that establishing social networks, specifically in terms of propinquity (related with network
cluster, network centrality and geographic proximity) among social network members, will enable the
gathering of important resources needed by retail SMEs to secure more sustainable competitive advantage.
However, only few studies have focused on social networks especially from the Asian context and many
have overlooked the importance of social networks in retailing. This study also suggests the need to focus
on coordination in relation to propinquity of social networks which refers to the location of retail SMEs and
their ability to coordinate efforts to gain competitive advantage. This study extends the literature on social
networks by providing a conceptual framework describing the importance of propinquity on coordination

of activities leading to the development of competitive advantage for retail SMEs.
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INTRODUCTION

For many countries, small-medium enterprises
(SMEs) are the largest contributor of economic,
political and social development. In Malaysia, the
growth of retail SMEs can be seen through customer
demands leading to the rise of revenue for the retail
industry whilst there are diversity of retail formats
such as hypermarkets, supermarkets and modern
grocery stores from the year 1990 onwards [1].
Under the National Key Economic Areas (NKEA),
retail and wholesale also provide the foundation to
maximize contribution to the Gross National Income
(GNI) of the country with the estimation of income
around RM156 billion and providing a total of
454,190 new jobs by 2020[2]. It is on this note that
many countries rely on the development of SMEs
because of their significant contribution in assisting

the country’s economic growth, social uplifting and
political stability [3][4].

The Malaysian government has also placed much
emphasis in facilitating the development of small
businesses including the retail SMEs in order to
ensure  their  sustainability and  continued
contribution to the country’s socio-economic
development. In line with the attention given by
government, many programs have been developed
by numerous government agencies to provide
training, financial support and other relevant
incentives to assist and monitor the development of
SMEs in Malaysia. Despite many facilitating
programs and funding given by the government,
there are still daunting challenges faced by the SMEs
in Malaysia. In retailing specifically, performance
has decreased in 2015 (8.1%) compared to 2014
(11.1%). While in 2016, there was a slight increase
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of merely 7%, making 17.8% increment in the retail
trade [48]. It also recorded only 11.8% of retail
trading in 2017 which is not significantly different
from the previous year [48].

A substantial number of small retail businesses are
still struggling in order to survive. The failure rate of
small businesses is high compared to big businesses
[5][6]. There are many factors contributing to these
failures such as uncontrollable internal and external
factors arising from personal attributes, management
competencies, technical, skills and behavior of the
owner-entrepreneurs [7]. It is therefore stressed that
SMEs have to be innovative to achieve efficient
growth by building and maintaining a network of
partners [8]. Networks are vital for SMEs because
they are often dependent on others as most SMEs
acquire the resources from other entities [9]. It has
been suggested that SMEs that are able to coordinate
their business activities well, are more likely to
succeed as SMEs that thrive are those with the
ability to coordinate work with insufficient
resources [10]. Thus, it is important for SMEs to
develop strategic networking and develop alliances
in order to attain superior business development as
this could well be their competitive edge [11].

Unfortunately, not many researchers have related
the importance of social networks as possible inputs
for the development of competitive advantage. A
social network understanding is that of propinquity
which focuses on the proximity of social network
members. The closer the members are located, the
easier the exchange of business resources. Social
networks are built on the principle that members
within the network are more likely to help one
another. From a business perspective, small retail
enterprises, are more likely to draw support for their
businesses from their social networks located near
them [33]. Sharing of resources, knowledge and
information are more likely to occur which may be
essential for the business. Competitive advantage
requires uniqueness in market positioning in order to
attain returns that are above average [49]. Hence, it
is essential to manage the contributing factors of
competitive advantage in order to survive [50] such
as the ability to offer differentiation that are difficult
to imitate [51]. Thus, this proposed study believes
that adapting the social network understanding of
propinquity may lead to better coordination which
ultimately ties to competitive advantage. The ability
of small retail businesses to take advantage of their
social network may enhance their coordinative
efforts leading to long term competitive advantage.

LITERATURE REVIEWS

Networking is recognized as one of the important
means of engaging with companies or individuals to

establish long-term relationships. Networking is not
a sudden commitment, but there must be mutual
understanding and long term effort. In retail,
networking is especially relevant for resource-
gathering and resource-sharing purposes. It is on this
note that social networks may be relevant as mutual
understanding may be easier to achieve through
such social circles. The benefits of having good
social networks is the ability to gather valuable
resources through access of information, material
assistance, emotional support and new contact
opportunities [12]. Networking itself plays a role to
stimulate innovation and productivity [13], indeed,
it is also a complementing factor in situations where
cooperation is needed to achieve economies of
scales as well as to integrate or merge skills,
competencies and technologies [13].

Networking can be categorized into two; formal ties
and informal ties [14]. Formal ties basically refer to
companies that have connection with other parties
including its business partners, government offices,
and financial institutions to name a few. On the other
hand, informal ties are related to social relationships
between businesses and individuals, specifically
with friends and family members [15]. Networks can
be further identified by formal network, informal
networks and social networks [16]. Informal
relationships basically involve social relationships
with relatives, friends, and acquaintances, while
formal networks are concerned with relationships
between actors that control business activities, such
as relationships with customers, distributors,
suppliers, competitors, and government. The
perspective of social networks is the basis
fundamental to the study of network relationships
and the effect of networks that provide the
foundation in describing and characterizing a firm’s
set of formal networks of relationships and
organizational actions [17]. Social networks are
essentially informal networks that can be used
optimally in business relationships [52]. It is because
of gaps in a web of relationships [18], or indirect ties
connecting partners [19], or central locations in an
industry structure [20], that social networks have not
been used extensively in a business strategic setting.

The main understanding of social network is
developed from Jacob Levy Moreno’s study, (he is
also known as Moreno) who was the important
individual behind the evolvement of sociometry
studies in the late 1970s. Moreno believed that
individuals in any society extend their social
networks with other people through a social
structure [53]. The theory of social networks was
developed by Bourdiew [22], extended and refined
by Coleman [53] and Portes [35]. The analysis and
practice of social network in entrepreneurship began
in the 1980s [54]. Different with other types of
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network, social network relates to emotional support
given to the business owner and basically the
connection is based on the emotional relationship
between friends [55], family, consultants and other
entrepreneurs [53]. However, the past tradition of
social networks has ignored the importance of
physical space, even though the idea of place
beneficial to understand innovation has wide
credence. There is also evidence that shows the
effect of proximity on the formation of network
relationship [21][22]. Therefore, it is important for
researchers to understand how propinquity of social
networks benefits small businesses in order to gain
business competitive advantage.  Individuals are
more likely to have connection, relationship, or
friendship if they share similar connections [23].
This study is also closely linked to the notions of
network cluster, network centrality and geographic
proximity. Propinquity in social networks is related
to the analysis of nodes at any levels where actors
are likely to be connected when they are
geographically close to one another. It is understood
that the closer the individuals are located to each
other, the more likely they are to form closer
relationship. This understanding was supported by
Belot & Ermisch as they mentioned that
geographically close individuals are more likely to
be close friends [24]. There is also a study shown in
a new housing project for World War Il veterans
living close to one another who were more likely to
be friends because their housing units are near each
other [25]. It is because individuals in corner
housing units were more likely to be socially
isolated as compared to individuals in units that lay
between other units. For economist, propinquity is
focused more on the cost of transportation compared
to the actual number of miles between nodes in the
networks [26]. This study believes that propinquity
within networks has higher tendency for transferring
and receiving valuable resources from other
individuals or companies because of their closeness
among each other.

Network cluster is also important for small business,
even though industry cluster is different from
network organizations [27], as companies within
networks might be dispersed than industry cluster. It
is deemed that relational closeness often occurs in
networks which include the interactions between
behavioral actors in the network. However,
geographical proximity also can lead to relational
closeness if participants in the industrial cluster
commits to create and maintain close and mutual
relationships with each other. The establishment of
resource linkage between companies in a region is
an ultimate reason for the occurrence of localized
flow and transfers of knowledge [28]. Cluster
companies are seen to enjoy uniformly asymmetric
business competitive advantages than companies
from outside the cluster [29]. However, this greatly

vary in terms of transferring knowledge and
assessing information among companies within the
clusters [30]. Clustering also refers to the social
networks which tend to have high density of close
triads, where individuals are likely to become
friends with the friends of their friends. Several
rationales have been proposed to explain the
universal observation that social networks exhibit
nontrivial clustering. Therefore, this study
postulates that network cluster also has similarities
with propinquity as the geographical proximity
highlighted within the cluster will only work if these
cluster members are located near to each other.
Those concentrated in the same location are able to
participate in transferring resources, information and
knowledge. In this respect, proximity in a social
network is correlated with increased information
about the trustworthiness of a potential contact.

In addition, network centrality explains the central
position that will make it easier for network
members to access diverse strategic resources for
business, easier to form alliances with other
companies and it also acts as mediators in
integrating the knowledge and technology of other
companies [30]. Furthermore, network centrality
also makes it easier to plan innovative activities
together by providing external information
necessary to generate new ideas. Network centrality
is also not only vital for engagement with outside
company but also within organization. Occupying
network position well makes it easy to access new
knowledge by other units in the organization; for
example, it will lead to more innovations for
excellent business performance [31]. Essentially,
established companies with higher network
centrality have better access to valuable resources
like information, skills and technology within the
industry [32]. The main central positions in
industrial networks facilitated the acquisition of
essential technologies and market information.
Thus, network position is closely related to the
ability to gather resources, provides important new
knowledge and also adds to the efficiency of
resource utilization [31]. This study believes that
propinquity of small retail business with their social
network members  whether  geographically,
centrally, or clustered, are more likely to gain
valuable resources through organized coordination
and therefore are able to enjoy competitive
advantage. As such, the following framework is
conceptualized:

Propinquity
Centralized
Clustered
Coordi =] Competitive
Geographic nation advantage

proximity
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Figure 1. Conceptual framework of propinquity in
social networks, coordination and competitive
advantage of retail SMEs in Malaysia.

Based on the conceptual framework, this study
postulates that:

H1: A centralized propinquity in social networks has
positive relationship with coordination of efforts to
influence competitive advantage of retail SMEs.
H2: A clustered propinquity in social networks has
positive relationship with coordination of efforts to
influence competitive advantage of retail SMEs.
H3: A geographic proximity of propinquity in social
networks has positive relationship with coordination
of efforts to influence competitive advantage of
retail SMEs.

For retail SMEs, propinquity of social networks is
very important to boost up coordination efforts in
order to gain competitive advantage in the business.
It is widely accepted that networks and business
relationships lead to considerable impact to sustain
and improve companies’ competitive advantages
[34]. Competitive advantage can be achieved
through three strategies; a lower cost, focus and
differentiation [35].The advantages of a lower cost
strategy is that companies will be able to operate
more efficiently than its competitors, able to
produce good quality of products and services to
match market prices [35]. On the other hand,
differentiation strategy is when companies are able
to produce unique products and services, therefore it
is difficult for rivals to copy and companies will be
able to offer premium prices in the market [35]. The
premium price can then enhance excellent returns
for the companies [35]. Focus strategy is basically
when companies focused on a narrow buyer
segment and outcompeting rivals by having lower
costs and customized attributes of products or
services [35]. It can be understood that companies
do not have to be the best player in the industry in
order to gain competitive advantage; they just need
to know how to create economic value for their
products and services. Networking and clustering
have the ability to improve SMEs competitiveness
[36]. Even though networking is viewed as
important for businesses success [37], clusters alone
cannot solve the complex problems and difficulties
faced by SMEs in breaking the vicious cycle of
competitiveness [38]. The study of inter-firm
relationships was extended by[39][40], showing that
relationships are beyond the narrow dyadic focus
and solely concentrated on collaborations as
companies’ strategic intention of growth strategy. It
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has been widely recognized that related companies
and industries are likely to locate in geographical
proximity to one another but concentrate on location
only if agglomeration brings benefits greater than
the cost of area [41]. Geographical advantages also
relate to aspects of geographical location such as
specialized labour and infrastructure. In essence,
geographical proximity is seen as a driver that
increases the sharing of knowledge and the
development of institutions, which in turn give
positive impact on cluster effectiveness.
Geographical proximity also is able to create SMESs
competitive advantages if these SMEs can
effectively cooperate and compete with others since
the linkage between cluster members results in the
assumption that a whole is better than the sum of its
parts [29].

In fact, competitors within a cluster also benefit
from agglomeration effects that are able to lead to
cost advantages and access to resources which is not
available to competitors who are not located in the
cluster [42][43]. The geographic concentration of
clusters also contributes to the additional economic
benefits and technology advantage [44].
Technological externalities can be described as the
consequences of activity which directly influence
the function of production in ways other than
through the market [41]. Furthermore, geographical
proximity also strengthened the communication
efforts and intensifies the knowledge exchange
between members in the cluster [45]. The cluster
effects on competitiveness, indicates that belonging
to a cluster has a strong positive effect on the policy
of SMEs in industrialized countries [46]. It shows
that geographical clustering of economic activity
can give positive impact on a company’s
innovativeness, productiveness and competitiveness
in many different ways [47]. Thus, it can be seen that
companies in clusters can benefit from productivity
improvements due to several reasons such as
transaction costs of sharing and reducing, access to
manpower, benefits associated with collective
intelligence, the advancement and spillover of
technology and increased competitive pressure.

CONCLUSIONS

This study provides a discussion of the social
network theory of propinquity to stimulate social
interaction and location factor in order to enhance
network capabilities like coordination which in turn
is capable in developing the competitive advantage
of retail SMEs. Coordination is important to bring
network members together in the channel in order to
achieve the ultimate goal of the distribution network.
Coordination also has the tendency to influence
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competitive advantage of retail SMEs in Malaysia as
they need to work together in order to counter the
aggressive advancement of large retail competitors.
The unity of members in the channel of retail SMEs
must be consistent in order to remain competitive in
the market. It is hoped that this study will be able to
gather more literature regarding the involvement of
the retail SMEs in the distribution channel. Building
and maintaining relationship among retail SMEs in
the distribution channel is vital for survival and
sustainability of retail SMEs to face tight
competition from giant retailers. The understanding
of ways to sustain retail SMEs also would be
beneficial to the social, political and economic
development of the country.
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