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Foreword

This book is a major contribution for those who are interested in
relationships, and in comparing relationships in China to those in
Western cultures. Many businesspeople and scholars in the West rec-
ognize the existence and importance of guanxi in the Chinese culture,
but I am not sure many people really understand its genesis—why it
has, for such a long time, been a much more important and reliable
medium of exchange than money, or how and why it substitutes for
contract law in China.

I doubt if two writers anywhere are in a better position to develop a
theoretical model to explain how guanxi is the basis of complex in-
dustrial relationship behavior in the Chinese culture, or how the em-
phasis is different from the foundation for industrial relationships in
the West. Such a model certainly stimulates one to ponder the advan-
tages of reduced transaction costs and quick, reliable decision mak-
ing, which are features of a guanxi relationship.

Both authors have been researching guanxi for many years. They
have combined their knowledge by designing a survey to measure
guanxi constructs and how they affect business, and particularly mar-
keting efficiency. They have indeed made a valuable gift to business-
people and academics alike.

In a world that is moving toward regionalization, some may even
argue globalization, it is important that researchers such as Y. H. and
Thomas outline how relationships form and develop in a particular
culture, as their work will help to reduce misunderstandings and oil
the wheels of international trade. Their theory and approach will
serve businesspeople and academics well in coping with understand-
ing complex relationships in business and marketing. It is a very
valuable contribution to the business literature and understanding of
relationships in the Chinese context.

X
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The book is also a timely piece of work, as the world is keen to un-
derstand Sino-Western relationships and feel confident to contribute
to globalization trends by developing closer relationships with Chi-
nese businesspeople.

E. Alan Buttery, PhD

Professor of Marketing

University of Western Sydney, NSW, Australia
Fellow of the Chartered Institute of Marketing U.K.



Preface

Exciting. Confusing. Challenging. These words have been used to
describe the cultural aspect of marketing in China. No doubt, the
country has the greatest market potential in the Asia-Pacific region
based on the size of its population alone. Because of the “four mod-
ernization” programs and China’s accession to the WTO, foreign
businesspeople are eager to enter China to negotiate investment pro-
jects. However, they always find the Chinese cultural environment
very difficult to understand because it is different from that in the
West. This is specifically true when the Chinese use guanxi (personal
relationships) to cement informal alliances with other members of a
network, such as kinfolk and friends, to create strategically important
personal ties with bureaucrats in large Chinese state-owned enter-
prises. The informality of this guanxi network always makes it very
difficult for outsiders to penetrate, and hence difficult to do business
with insiders. Thus, it is of paramount importance for foreign busi-
nesspeople to understand how this guanxi network evolves and how
an outsider can become an insider in order to effectively negotiate in-
vestment projects within the complex Chinese business context.

Over the last two decades, numerous scholars have given their
views on different aspects of guanxi. Their views are insightful, but
often a holistic picture of the establishment and maintenance of
guanxi in the Chinese market cannot be found. Therefore, we set
forth to finish this task by producing this book. The legal, social, and
economic environments are perceived as vital to the evolution of
guanxi. From a holistic perspective, we have developed an integrated
guanxi model. We propose a way that guanxi can be positioned and
“routed” to navigate the complex network of relationships in China.
We also include case studies to test the validity of this model in real
business situations.

The book is organized as follows. Chapter 1 explains the concep-
tual framework and scope of the book. Chapter 2 presents the West-
ern views of relationship from different perspectives, and Chapter 3

Xl
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puts forward the Chinese views of guanxi. The comparison of the
Western and Chinese perspective allows us to develop a comprehen-
sive guanxi framework to address the complex issues of guanxi.
Chapter 4 covers the methodology of this study. Chapter 5 gives the
theoretical and practical aspects of guanxi and also addresses the po-
sitioning, routing, and strategic aspects of guanxi. Chapter 6 contains
the detailed guanxi model and case studies to test the model. Also, the
implications for business negotiation are included in this chapter.

Writing this book was an intellectual journey that required the com-
bination of an in-depth search of Western and Chinese literature and
modern research techniques. The successful completion of these
tasks depended on the support of many individuals and firms. We are
particularly grateful to Professor Alan Buttery, University of West-
ern Sydney; Professor Chad Perry, University of Southern Queens-
land; and Professor Peter Graham, Southern Cross University for
their useful comments. We are deeply indebted to Professor Erdener
Kaynak, Pennsylvania State University, Harrisburg; and Andrew
Chan, Monica Law, Regina Lau, and Catherine Ho. All deserve sin-
cere thanks for their valuable encouragement and assistance. For are-
search grant, we are grateful to Hong Kong Polytechnic University.
We also thank all participants from those firms in Hong Kong, China,
the United States, Germany, and Indonesia who provided us with
their stories of establishing guanxi in China. Their positive feedback
on the validity of our guanxi model warrants our heartfelt apprecia-
tion.

Finally, we are deeply indebted to our families, whose patience
and encouragement have been important for the completion of this
book. We are blessed with close relationships with each member of
our families. We could not have completed this book without the car-
ing and passion of our family members along our path to under-
standing the most important element in our lives, human relation-
ships.

Y. H Wong
T. K. P. Leung
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Chapter 1

Introduction

Marketing is a system in which people or groups are interrelated,
engaged in reaching a shared goal, with a relationship with one an-
other. Considerable research has been done on relationship market-
ing. Relationship marketing is the development, growth, and mainte-
nance of long-term relationships with customers and other partners
for mutual benefit. However, little empirical research has attempted
to model the relationship constructs and the dynamic interaction of
relationship marketing in a Chinese context. Researchers have
emphasized studying the importance of relationships or guanxi in
Chinese society, but they have never attempted to conceptualize a
systematic analysis of the concept of guanxi (Palmer and Bejou
1994). This study aims to provide a systematic analysis of guanxi and
to describe the complex relationships in a guanxi quality development
framework so as to help readers appreciate its importance in im-
port/export trade within a Chinese business context. In doing so, this
study operationalizes a set of guanxi constructs (literally relation-
ships) and attempts to model these constructs within this guanxi quality
development framework. It further investigates the relationship be-
tween guanxi quality development and indicators of guanxi perfor-
mance such as sales development. These objectives help us present a
comprehensive model that provides guidelines for foreign business-
men to handle important guanxi issues in a Chinese context.

There are eight major sections in this introductory chapter:

1. Research background

2. Research objectives

3. Conceptual framework and research boundary
4. Justifications for this research

5. Methodology
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6. Definitions of special terms
7. Limitations of the research
8. Study Outline

RESEARCH BACKGROUND

In the 1950s, consumer marketing was of primary interest to mar-
keting scholars. In the 1960s, research in industrial marketing pre-
vailed. In the 1970s, considerable academic effort was devoted to
nonprofit and societal marketing. In the 1980s, service marketing be-
came a popular topic. In the 1990s, the number of studies on relation-
ship marketing increased considerably. These studies have impacts
on two levels. At a macro level, relationship marketing has affected a
wide range of marketing activities, such as customer services, inter-
national marketing, and cross-cultural management. At a micro level,
the nature of interrelationships with customers, particularly overseas
customers, is changing from a short-term transaction type to a long-
term partner type (Christopher, Payne, and Ballantyne 1991). Two
major trends can be identified:

1. Marketing researchers have shifted their attention from trans-
actional marketing to relationship marketing (Christopher,
Payne, and Ballantyne 1991).

2. Their research emphasis has been diverted from vertical inte-
gration hierarchies to networking marketing.

The practices of both relationship marketing and networking are
significantly affected by cultural context because different cultures
have different interactive patterns (Harris and Moran 1991). This cul-
tural impact on relationships is especially important in China. The
importance of the Chinese cultural element guanxi in Sino-foreign
business environments is repeatedly mentioned by numerous schol-
ars (Pye 1982, 1986; Brunner et al. 1989; Tsang 1998; Hofstede and
Bond 1988). This study aims to construct a systematic framework for
guanxi development and its relationship to business performance in
the complex Chinese environment.
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Significance of the China Market

The People’s Republic of China (PRC) has been developing into a
major economic entity, with a population that constitutes one-fifth of
the world’s consumers (Population Reference Bureau 2000). How-
ever, there has been limited academic research on business behavior
in this market and its requirements, probably because until recently
China has been largely perceived as a source of low-cost labor and
land. This perception changed remarkably in the early 1990s. The
former Chinese Communist Party (CCP) leader Deng Xiaoping made
a highly publicized tour of rapidly growing areas in South China, giv-
ing his explicit support to the moderation of the socialist system and
the creation of new market mechanisms. The Fourteenth Communist
Party Congress confirmed China’s commitment to new market-
mechanism reform, inspiring confidence in the country’s potential
for rapid economic growth. According to Reuters (2000), China’s
GDP (Gross Domestic Product) exceeded US$1 trillion in 2000,
about 8 percent growth compared with the previous year. That strong
growth was the result of a number of reforms launched by Premier
Zhu Rongji in the past few years. The number of “affluent” consum-
ers was projected to rise from 60 million to 200 million by the year
2000 (Davies et al. 1995).

The economic recession in Europe in the early 1990s encouraged
most Western companies to search for new market opportunities in
the Southern Hemisphere. China, naturally, has become the focus of
their attention because of its enormous size and growth potential.
However, penetration of the Chinese market by foreign firms is al-
ways described as frustrating and difficult because of their lack of un-
derstanding of guanxi (Pye 1982, 1986; Brunner et al. 1989; Leung
and Yeung 1995; Leung, Wong, and Tam 1995; Wong 1997, 1999).
Paul Cheng (1995), chairman of Inchcape Pacific group, one of the
major trading groups in Asia, summarized his company’s experience
in handling the guanxi issue in China:

* The cultivation of relationships (guanxi) at a personal, provin-
cial, or municipal level and the search for connections with the
right local authorities is important.

» The search for the right Chinese partner with the right network,
preferably going through Hong Kong import/export companies
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with good contacts and track records in China, is a definite help
in developing Chinese business.

Guanxi

Guanxi seems to be the lifeblood of the Chinese business commu-
nity, extending into politics and society. But it can also be broadly
translated as “personal relationship” or “connections.” It necessitates
personal interactions and always involves a reciprocal obligation
(Brunner and Koh 1988). It is developed with ingenuity and creativ-
ity, supplemented by the flexibility of cultivating a relationship
through a person’s network of connections.

Maclnnes (1993) observed that the major contrast between West-
ern and Chinese management practice is the emphasis on written
contracts and procedures in the former, and personal relationships
and trust in the latter. He provides perhaps the best elaboration of
guanxi:

To Chinese managers, guanxi is laden with powerful implica-
tions. To “la guanxi” (literally to “pull” guanxi) means to get on
the good side of someone, to store political capital with them,
and carries no negative overtones. To “gua guanxi” (literally to
“work on” guanxi) means roughly the same but with a more
general, less intense feeling and usually carries negative over-
tones. “Meiyou guanxi” (“without” guanxi) has become an id-
iom meaning, “it doesn’t matter.” “Guanxi gao jiang” (guanxi
made ruined) means the relationship has gone bad, usually be-
cause of a lack of flexibility of those involved. “Lisun guanxi”
(“straighten out” guanxi) means to put a guanxi back into proper
or normal order, often after a period of difficulty or awkward-
ness. “You guanxi” (“to have” guanxi) [which is utterly unlike
the American idiom “to have a relationship”’], means to have ac-
cess to needed influence. “Youde shi guanxi” (““what one does
have” or “the one thing one does have” is guanxi), is sometimes
negative, meaning that one has all the guanxi one needs, but
something else essential is lacking. “Guanxi wang” (“‘guanxi
net””) means the whole network of guanxi through which the in-
fluence is brokered. “Guanxi hu” (“guanxi family”) means a
person, organization, even government department, occupying
a focal point in one’s guanxi network. (p. 346)
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Brief Review of Guanxi Studies

The concept of guanxi has been researched by Jacobs (1980),
Brunner and Taoka (1977), Lee and Lo (1988), Tse et al. (1988),
Hwang (1987), Brunner and Koh (1988), and Brunner et al. (1989).

By studying a sample of American and Chinese negotiations,
Brunner and Koh (1988) noted the impact of guanxi in China after
implementation of an open-door policy in 1979. The underlying ele-
ment of guanxi is the traditional Confucian concept of the group tak-
ing precedence over the individual, and it subtly defines the Chinese
moral code. The Confucian social hierarchical theory (i.e., the five
relationships—emperor-subject, father-son, husband-wife, brother-
brother and friend-friend—wu-/un in Chinese) perpetuates its influ-
ence in modern China (Yau 1994; Buttery and Leung 1998). The
word lun is actually a concise description of the guanxi among these
five relationships (Tsui and Farh 1997). “Lun” means the proper po-
sitioning of mankind within the social and political hierarchy. An in-
dividual will fall into a natural guanxi web in the socialization pro-
cess after he or she is born. If every individual takes the proper
position, social harmony can be achieved in the vast country of
China. This social hierarchical theory has prompted almost all Chi-
nese rulers to adopt Confucianism as a strategic tool to achieve social
stability.

The development of a guanxi web depends upon whether some at-
tributes of a guanxi base (e.g., clan membership, friendships, school-
mates, teachers and students) exist among individuals (Brunner et al.
1989; Tsang 1998). The extent of guanxi cultivation among individu-
als depends upon their positioning within a framework based on
some social unit classifications. The social units may be family, work
units, and social network. The more attributes individuals have, the
more capable they are of establishing guanxi within the social units
they belong to provided that they have the time, money, and energy to
navigate through this web. Gifts are normally used to cultivate
guanxi (Brunner et al. 1989). Gift giving and hospitality are the
means to establish and maintain guanxi, but these activities are not
equivalent to corruption. Outright bribery may be enough to get a
business transaction done on a one-time basis, but it cannot produce
interpersonal bonds that constitute an emotional relationship
(ganging in Chinese) (Simons, Berkowitz, and Moyer 1970; Tsang
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1998). One of the major purposes is to generate ganqing and become
an insider in a group; then all deals become easy (Wong 1997).

Brunner et al. (1989) indicated that a major factor motivating the
efforts to form guanxi was the prevalent shortages of everyday neces-
sities, housing, and goods, so that the Chinese developed guanxi ties
to obtain them. The primitive communication system and bureau-
cratic maze also prompted the Chinese to depend on guanxi as their
“currency” to complete ordinary transactions. This social phenome-
non functioned autonomously, parallel to the state distribution and
market-oriented systems, involving personal obligations, “face” be-
havior, reciprocity, and social honor.

Summary of Perspectives

In summary, Western academic literature provides various per-
spectives on this relationship phenomenon. The first is the analysis of
cross-cultural management. The concept of guanxi appears to derive
from specifically Chinese cultural characteristics, described vari-
ously as “patronal” (Maclnnes 1993) or “patrimonial” (Redding
1990). In this patrimonial literature, emphasis is placed upon the sig-
nificance of a preference for vertical and hierarchical personal rela-
tionships in this “networked society.”

Another angle is developed by the literature on business ethics.
The key concern is to identify major differences in the form of social
behavior to be considered, whether it is “ethical” or “unethical.”

One other perspective is provided by economic analysis. The culti-
vation and exploitation of guanxi has been regarded as either an “eco-
nomic rent-seeking” behavior, or the development of trust between
potential business players with the objective of reducing transaction
costs and improving the efficiency of a market economy by sharing
resources, such as technology. Economic rent-seeking behavior is an
act of earning income that an owner of an asset receives over and
above the amount required to use that asset (Parkin 1994).

Guanxi is also analyzed in marketing literature as linking within a
network. The network approach has four major perspectives—net-
works as relationships, structures, position, and process.

Finally, guanxi has been perceived as the end product of psycho-
social constructs of defense mechanisms, paternalism, personalism,
and pragmatism in the ever-changing Chinese environment (Redding
1990).
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RESEARCH OBJECTIVES

This research attempts to trace the cultural roots of guanxi, to con-
sider its role in marketing, and to determine its efficiency in the pro-
cess of networking. In particular, it employs the view of networks as
relationships, and it aims to provide exploratory empirical ideas and
some evidence on the following dimensions:

The perceived importance of developing guanxi to executives
involved in doing business in China, and their differences in
perception regarding this task and its importance

The perceived importance of guanxi at different stages in the
process of negotiation, the time taken to establish key contacts,
and the number of channels that require mutual exploration and
interaction before such contacts are established

The nature of the actions taken to build guanxi

The concept, role, and significance of guanxi in relationship
marketing

Scope of the Study

Our exploratory research focuses on the following:

Describing and identifying five environmental contexts: sys-
tem, personalism, autocratic management, change of environ-
ment, and egocentric.

Describing the atmosphere of interaction between buyer and
seller in terms of behavioral strategies including power depend-
ence, cooperation/competition, closeness/distance, and trust/op-
portunities.

Investigating the interaction processes commonly employed
by Chinese firms to deal with counterparts. An insider-outsider
dichotomy is common in a Chinese environment. It can take
extra time and effort to enter into a rewarding relationship with
a Chinese person.

Examining the nature and characteristics of short-term and
long-term exchanges of products, services, information, finan-
cial interests, and social elements.

Exploring the impact of cultural values on relationships, partic-
ularly Confucianism and nepotism (including favoritism to-
ward insiders).
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» Developing a new research tool in the form of a questionnaire,
to measure the constructs of guanxi and the interaction of those
constructs and relationship performance.

» Proposing a comprehensive guanxi model to incorporate the
analysis of context, system dynamic (from perception to posi-
tioning), adaptation, and performance evaluation.

* Proposing a theoretical framework by suggesting a new vocab-
ulary for analyzing guanxi strategies in terms of routing and
implementation of guanxi by proposing concepts A through G.

* Summarizing implications for management by suggesting the
benefits and the dynamic elements of guanxi.

The study is based on previous work and studies, such as those cov-
ering environmental aspects (Alder, Brahm, and Graham 1992; Arm-
strong et al. 1991), dynamic aspects (Alston 1989; Hwang 1987), inter-
action processes (Lee 1989), and Chinese values and exchange ele-
ments (Siu 1992; Tai 1988; Rosemont 1991). This study reflects
research in different countries, particularly those of the International
Marketing and Purchasing Group (IMP) (e.g., Hakansson 1982).

CONCEPTUAL FRAMEWORK
AND RESEARCH BOUNDARY

The study attempts to draw together the various directions of
theory and research on the major elements of the seller-buyer rela-
tionship, by developing a comprehensive model that conceptually
ties all these elements together. The conceptual framework is pre-
sented diagrammatically in Figure 1.1.

The Hong Kong import/export industry is selected as the area of
analysis in this research, because import/export is the largest industry
in Hong Kong in terms of the number of employees and employers.

Competitiveness of Hong Kong

According to the World Economic Forum report (1995), Hong
Kong was the world’s fifth largest trading economy after the Euro-
pean Union, the United States, Japan, and Canada in 1994. The world
competitiveness report ranked Hong Kong third, one level above Ja-
pan. The world’s most competitive nations were listed as follows
(World Economic Forum, 1995):
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1. United States
2. Singapore
3. Hong Kong
4. Japan
5. Switzerland
6. Germany
7. Netherlands
8. New Zealand
9. Denmark
10. Norway
FIGURE 1.1. Conceptual Framework of Guanxi Model
Sociological
Components: Context of East
Patriarchal Asian countries Improve
element and international
patrimonial marketing and
element l negotiation skills
Previous
seller-buyer GUANXI .
re/aﬁonship MODEL Contribute to the
studies knowledge and
theory of buyer-
I seller
relationship
Cultural Existing studies
Components: knowledge of
Post-Confucian international
work dynamic marketing and
Harmony industrial
Reciprocity psychology

Note: Various social and cultural components, seller-buyer relationship studies,
the Asian context, plus marketing and psychological knowledge are the major
inputs to the guanxi model. The model aims to provide better understanding of
international marketing and to contribute to relationship studies.
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A strong service sector, outstanding entrepreneurial spirit, and
government efficiency propelled Hong Kong to third place. Hong
Kong achieved the world’s fastest real growth in services during a
ten-year period ending in 1992. Average annual growth in the service
sector is 18 percent compared to 11 percent in China. K. Y. Tang, a
Hong Kong government economist, indicated that the growth in ser-
vices came from the strong performance of exports to China. Hong
Kong became the world’s largest exporter of garments, imitation
jewelry, travel goods and bags, umbrellas, toys, and clocks. Hong
Kong’s major export markets were China, the United States, and the
European Union. Approximate 76 percent of Hong Kong’s reexports
were destined for the PRC, and 50 percent of reexports came from
China in 1994 (World Economic Forum 1995).

According to the Hong Kong government’s annual report in 1995,
the territory was the world’s eighth largest trading economy (based
on the total value of its merchandise trade) in 1994. The service sector
includes 75.9 percent of total employment. Approximately 532,913
people work in the import/export industry, 23 percent of total em-
ployment. The outstanding performance of Hong Kong services and
the competitiveness of the import/export industry motivated us to
carry out this research. The Import/Export Training Center at Hong
Kong’s Vocational Training Council was selected as the major site of
research using questionnaires.

Vocational Training Council

The Vocational Training Council is a Hong Kong government-
funded organization offering training via their twenty-four centers
for practicing executives, supervisors, and staff in both the industrial
and service sectors. The Import/Export Training Center serves more
than 3,000 people annually. Most of the courses are one- to three-day
free intensive courses, specially designed for employees in the import/
export sector.

The import/export industry contributes significantly to the eco-
nomic prosperity of Hong Kong. In 1994, the total value of domestic
exports amounted to HK$222 billion, reexports HK$448.6 billion,
and imports HK$1,282 billion. According to the government’s 1994
annual report, the workforce in the import/export trades has experi-
enced an average annual growth rate of 17.5 percent since 1992 (Hong
Kong Government 1995). Over 93 percent of the establishments in
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the trade have fewer than ten employees. This implies that very few
companies are able to provide in-house training. In addition, few ex-
isting educational or training institutions offer courses specially tai-
lored for the trades. Import/export practice, selling skills, and mar-
keting techniques were the most preferred training courses, which
required updated research input for better understanding and effec-
tive marketing application.

This research aims to provide the theoretical and practical tools to
help the import/export industry to be more competitive in developing
the PRC market. It contributes to the better understanding of global
competition within this important industry, which requires more ef-
fective analytical and research tools and models for improving export
marketing efficiency.

JUSTIFICATIONS FOR THIS RESEARCH

The relative lack of major empirical studies on guanxi prompted us
to implement this research. There is a gap in the existing literature,
the details of which are elaborated in Appendix A. Another concern
facing researchers is that the research tools are insufficient. No ques-
tionnaire has been specially designed to measure guanxi constructs
and their interactions with relationship quality and sales performance
indicators.

The value of this research lies in:

» The importance of developing a theoretical model to explain
complex industrial interactive behavior. In a world of rapid
changes in technology combined with shorter product life cy-
cles, a relationship can be appreciated as a competitive advan-
tage.

* The significance of providing practical tools for business exec-
utives to understand and analyze the concept of guanxi.

 Following the proposal of Sheth (1985), it is important to focus
on competitive behavior in order to pinpoint relative percep-
tions and behavior within a given culture. This study in a spe-
cific setting hopefully contributes greatly to the knowledge of
global marketing.
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METHODOLOGY

The major research tool of this study is a questionnaire survey sup-
plemented by a case study and in-depth interviews. The purpose of
the survey is to identify guanxi constructs and to discover the rela-
tionship between these constructs and relationship performance.

Focus groups were formed to generate concepts and ideas. Then
two pilot tests were done to test and refine the questionnaires and to
provide feedback for improving their quality. Finally, the major sur-
vey was carried out.

The analyses of the data consist of the following:

Analysis of the respondent’s profile

Analysis of the working mechanism of guanxi

Identification of guanxi constructs

The relationship between guanxi constructs and relationship
quality

Various tests were done to ensure overall reliability. Both correla-
tion and multiple regression tests were performed to find the extent of
associations between guanxi constructs and relationship quality and
the relationship performance indicators, which include sales perfor-
mance, relationship termination costs, and formalization. A case study
was also carried out to test the model in a real-life situation.

DEFINITIONS OF SPECIAL TERMS

Guanxi

Guanxi can be roughly translated as “personal relationship” or
“connections.” Guanxi includes relationships and social connections
with classmates, people from the same hometown, relatives, superi-
ors and subordinates in the workplace, and so forth (Yang 1988).

Lisun guanxi means “straightening out” guanxi; that is, the rees-
tablishment of guanxi in proper or normal order, often after a period
of difficulty or awkwardness (Maclnnes 1993).

Guanxi gao jiang means that guanxi is ruined; a relationship has
gone bad, usually because of a lack of flexibility in business deals
(Maclnnes 1993).
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Guanxi wang means “guanxi net.” It is the whole network of
guanxi through which influence is brokered (MacInnes 1993).

Guanxi hu means a person, organization, or even government de-
partment, occupying the center of one’s guanxi network.

Favor and Rengqing

Favor is the special treatment of an individual, the allocation of re-
sources to another party as a “gift” in the process of a market transac-
tion, to tighten up the bonds between parties. Among Chinese, it may
be said that the connection between the bestowal and return of favors
is stronger than in some other cultures. Renqing is the feedback or
payback process of returning a favor.

Face (Mianzi)

Face is essentially the recognition by others of one’s social stand-
ing and position, and thus may be regarded as situationally defined
rather than a facet of one’s personality (Ho 1976). Mianzi is the Chi-
nese term for face. Mianzi reflects the individual’s social position or
prestige gained by the successful performance of one or more spe-
cific social roles as recognized by others (Hu 1944).

Heart and Mind Management

Heart management refers to the winning of people’s hearts,
whether those people are employees, workers, suppliers, or business
partners (Wee 1994). Mind management implies a rational approach
based on laws, regulation, and predefined policies with little appeal
to people’s emotions.

Insider and Outsider Relations

Insider relations imply the understanding of both parties involved
that they share a common network, group, or party of some kind. The
result is often the uninhibited exchange of information. Outsider rela-
tions imply the interaction of parties outside of any mutually defined
group or network. In this case, the exchange of information may well
be inhibited.
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Fencer and Fiancé

The fencer stage is a period when each party is testing the other’s
intentions or reactions. Each party regards the other as an outsider.
The fiancé stage occurs when each party bargains to establish a rela-
tionship depending on how it evaluates its dependence on the other

party.
Lubrication and Subornation

Lubrication is payment for requesting a person to do a job rapidly
or efficiently. Subornation refers to requests to officials or resource
allocators to give special favors, not perform their jobs effectively, or
even break the law.

Yin and Yang

Yin and yang are two Taoist concepts. Yin implies a soft approach
whereas yang implies a hard approach. The two concepts have a sym-
biotic relationship and fuse to form a harmonious whole. Each com-
pensates for the other’s weakness and supplements its own strength.

Nepotism and de Facto

Nepotism is defined as providing favors to one’s relatives. In Chi-
nese society, it is a common phenomenon. A de facto relationship re-
fers to two people living together without a formal marriage certifi-
cate. In social perspective, a de facto relationship of a Chinese couple
is not allowed. If they really have this kind of relationship, it cannot
be discussed in public. It should be kept secret. But in the business
world, this type of connection is informally accepted. People are
linked by various kinds of undisclosed bonding. The interpretations
of this relationship are totally different in some Western countries.
For example, in Australia, a de facto relationship of a couple is ac-
ceptable, and the relationship is protected by law to some extent.
Nevertheless, businesspeople prefer to establish relationships similar
to marriage by signing contracts or documents.

Although the Chinese have the same tasks or face similar situa-
tions, they may have different behavior or decisions and reactions,
because they have their own value judgments and social norms as
well as different management approaches. Explanations of these spe-



Introduction 15

cial terms help to provide a basic understanding of Chinese behavior
and attitudes. In later chapters, more detailed descriptions and expla-
nations are given.

LIMITATIONS OF THE RESEARCH

This study is the first attempt to propose a comprehensive model
for the concept of guanxi, incorporating the constructs of trust, adap-
tation, favor, and dependence. Thus, it is inevitably subject to certain
limitations. Tremendous efforts were made to conduct this study in a
rigorous manner. The limitations are as follows:

1. The location chosen—The research data were mainly collected
from Hong Kong exporters/importers. The scales of the research
questionnaire were tested and found to be valid and reliable for
the Chinese exporters and importers of Hong Kong. However, it
is not appropriate to treat China as one big market. It should be re-
garded as one country and several markets. Dialects, lifestyles,
climates, fashions, beliefs, and diets are quite different among
provinces, and these differences imply a drastic change in cul-
tural and personal values. It is necessary to test the measurement
scale to avoid the inaccuracy of overgeneralization.

2. The operationalization of guanxi constructs—As there is no
previous empirical evidence, nor statistics, on the identification
of the measurement dimensions, the domains of Chinese values
and attitudes may be underspecified or overspecified (not clearly
defined).

3. Study sample—The data collected come mainly from the Im-
port/Export Training Center, Vocational Training Council, in
the form of interviews and questionnaires. The nature of this
sample limits potential generalization regarding other industries
in Hong Kong.

STUDY OUTLINE

1. Chapter 2, “Literature Review—Western Views,” starts with a
review of the theoretical foundations of relationship studies in
Western literature. The discussion of the conceptualization of
relationships and relationship marketing is followed by an in-
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vestigation and exploration of factors affecting relationship de-
velopment.

2. Chapter 3, “Literature Review—Chinese Views,” starts with a re-
view of the theoretical foundations of relationship studies in Chi-
nese literature. The discussion of the conceptualization of relation-
ships and relationship marketing is followed by an investigation
and exploration of factors affecting relationship development.
Western and Chinese views are also compared and contrasted.

3. Chapter 4 presents the context of guanxi, including the compo-
nents, attributes, and preliminary constructs and framework of
the model.

4. Chapter 5, “Theoretical and Practical Aspects,” summarizes the
findings of research and concludes by elaborating on the impli-
cations for both theoretical and practical aspects.

5. Chapter 6 describes a comprehensive guanxi model.

The chapter organization is summarized in Figure 1.2.

SUMMARY AND CONCLUSION

Owing to the ever-changing marketing environment, relationship
marketing and networking are becoming popular, in addition to con-
ventional analysis of the four “P”s (product, price, promotion, and
place) in understanding buyer behavior. With the growing economic
power of China combined with its cultural characteristics in manage-
ment and marketing, the concept of guanxi plays an important role in
the study of relationship marketing. Guanxi refers to special relation-
ship-building between trading partners as well as anyone involved in
market transactions. To study guanxi, several perspectives are consid-
ered: cross-cultural management, business ethics, economic analysis,
network analysis, and psychosocial analysis.

There are four major research areas:

1. The importance of developing guanxi

2. The significance of guanxi in different relationships plus time
spent and the number of channels required to establish guanxi

3. The nature of the actions taken to establish guanxi

4. The concept, role, and impact of guanxi in relationship market-
ing. This research examines the importance of guanxi in China
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and how businesspeople build up effective guanxi with their
trading partners.

The research justifications are, first, to develop a theoretical model
to explain complex behavior; second, to provide practical tools to un-
derstand and analyze the concept of guanxi; and third, to contribute to
the knowledge of global marketing.

FIGURE 1.2. Chapter Organization and Research Structure

| Chapter One: Introduction |

Chapters Two and Three: Literature Review

Chinese Views
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Chapter 2

Literature Review: Western Views

INTRODUCTION

This chapter is concerned with identifying the characteristics of
Western approaches to the features of relationships. The Western
model is needed to provide a comparison with Chinese approaches in
Chapter 3. The major objective of this chapter is to describe and re-
view the major Western theories of buyer-seller relationships: transac-
tion cost analysis, social exchange, and interaction approaches. This
chapter includes a critical review of literature on Western-style rela-
tionships.

Theoretical Foundation

Western literature includes extensive studies on relationships. In
summary, three major categories of relationships are:

1. Economic
2. Sociopsychological
3. Marketing

There are Western and Chinese views on each of these types of re-
lationships.

In Western literature:

1. Transaction cost analysis (TCA)
2. Social exchange
3. Interaction theory

19
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In Chinese literature (discussed in Chapter 3):

1. Defense and network
2. Renqing and face
3. Post-Confucian work dynamic

Table 2.1 provides the classification of both views under different
interpretation topics.

WESTERN VIEWS

The Western views are discussed by describing transaction cost
analysis, social exchange, and interaction theories with critical com-
ments. In Western literature, economic analysis is one of the major
and pioneering contributions to the explanation of economic behav-
ior between persons and organizations. Transaction cost analysis is a
popular explanation proposed by economists.

Transaction Cost Analysis

Transaction cost analysis has been used to explain the behavior of a
wide range of organizational activities, including bureaucracy (William-
son 1979), vertical integration of production (Williamson 1971; Klein,
Cragford, and Alchian 1978), clanlike relations among firms (Ouchi
1980), and organizational culture. It is important to elaborate further on
the underlying concepts.

Transaction costs are associated with an economic exchange, such
as research and information costs, monitoring costs, and enforcing
contractual performance. These costs are independent of the compet-

TABLE 2.1. Types of Interpretation of Relationships: Classification According
to Western and Chinese Approaches

Type of Western

Interpretation Approach Chinese Approach

Economic Transaction Cost Defense and Network
Analysis

Sociopsychological Social Exchange Renging and Face

Marketing or Business Interaction Theory Post-Confucian Work Dynamic
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itive market price of goods or services, but they are subject to the in-
fluence of different types of exchanges.

The transaction cost approach has addressed the issue of economic
exchange mainly in the context of commercial organization. The ba-
sic problem for such organizations is to adapt effectively to uncer-
tainty.

Ouchi (1980) claims that the clan mechanism will create better re-
lationships. The clan mechanism involves a long process of interac-
tions leading to common values and beliefs. An interdependent rela-
tionship is formed through clan association. Both buyer and seller
work together to share information and solve problems. The coopera-
tion between the two parties becomes stronger. An optimal relation-
ship will reduce the transaction costs of searching for information, re-
lationship monitoring, and contract enforcement.

Principles of TCA

One of the principles of TCA is that decision makers have limited
information (bounded rationality) and may pursue their self-interest
with incomplete or misleading information disclosure (opportun-
ism). Markets may fail to allocate services and goods efficiently due
to natural and government-induced operation conditions such as mar-
ket and regulatory barriers (Kogut 1988; Root 1987; Teece 1986).
Transactions may require each party to invest in durable assets, hu-
man capital, or technology, since one firm will face a higher cost if it
approaches an international market by itself, e.g., in establishing a
wholly owned subsidiary in that market. By bringing its transactions
under a common cooperative structure with another firm in that mar-
ket, each of the two partnering firms can improve its efficiency be-
cause the costs of transaction in terms of production, technology in-
novation, etc., are minimized.

As Ouchi (1980) argues, transaction costs are presented in a coop-
erative relationship in which the parties have difficulty identifying or
valuing their respective contributions. Transaction costs are mini-
mized as trading partners attempt simultaneously to coordinate oper-
ations to protect their own interests and to adapt to situational uncer-
tainty, thus creating the perception of equity among themselves.

The TCA approach has mainly been used to explain the complex
aspects of economic behavior. TCA provides the concept of oppor-
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tunism but is unable to support the argument of close cooperation be-
cause minimum transaction costs may mean greater opportunism and
a decrease in the number of transactions. In the real world, most
transactions are not “economic,” and a minimum number of transac-
tions does not mean maximum efficiency. The aim of this research is
to provide an explanation for why there is a tendency toward oppor-
tunistic behavior.

Social Exchange

Social exchange theory provides a framework for analyzing differ-
ent buyer-seller relationships (Dwyer, Schurr, and Oh 1987). Interac-
tion is defined as a process in which two parties are engaged in ex-
changing valuable resources. They will continue interacting with
each other only if they perceive the exchange as valuable.

According to Peter Blau (1964), the concept underlying the build-
ing of relations between groups and individuals is the differentiation
of the power of the peer group. Social exchange theory serves as an
effective tool to analyze how the structure of rewards and costs in re-
lationships affects the patterns of interactions (Linda 1991). There
are two major components of social exchange theory: trust and power
dependence.

Trust

During the process of exchange, the actors in a relationship gradu-
ally build trustworthiness by showing commitment through the pro-
cesses of adapting to each other.

Sullivan and Peterson (1982) assert that “where the parties have
trust in one another then there will be ways by which the two parties
can work out difficulties such as power conflict, low profitability,
and so forth” (p. 30).

Dwyer, Schurr, and Oh (1987) also argue that “trust is an impor-
tant concept in understanding expectations for cooperation and plan-
ning in a relational contract” (p. 18). Schurr and Ozanne (1985) reveal
that the buyer’s expectations regarding trust significantly influence the
attitudes, communication, and bargaining behavior of its suppliers.
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A party that is willing to coordinate with another trusted party may
be willing to engage in high-risk coordinative behavior (Pruitt 1981),
including:

1. A major concession on getting reciprocation

2. A tendency toward compromise

3. A unilateral tension reduction function

4. Proclaiming motives and priorities to stimulate
the other’s confidence

Therefore, trust building is an important element in the social ex-
change process. The parties may demonstrate their trustworthiness
by committing themselves to the exchange relationship, and an im-
portant way of showing commitment is by adapting to each other.
Trust is an important variable in the effectiveness of relationships,
which depend on interpersonal acceptance and openness of expres-
sion for any joint problem solving.

Table 2.2 suggests that Westerners have high individualism in-
dexes and low long-term orientation. Individualism refers to the ties
among individuals, and the high rate indicates that people have loose
relationships, whereas low long-term orientation means focusing on
the past and present, rather than the future (Hofstede 1999). It shows
that Western cultures prefer individual performance. It may be that
Westerners do not easily trust others, so they prefer to perform tasks
themselves. In most business encounters they give less emphasis to
personal relationships and focus on the task. In negotiating with other
cultures, Westerners do not give priority to personal relationships.
Many Westerners like to do business over the phone, and are not re-
ally interested in meeting their clients face to face. However, in many
other cultures, a face-to-face meeting is important in order to build

TABLE 2.2. Value Index of Hofstede’s Five Dimensions in Western Cultures

Power Individ- Uncertainty Long-Term
Dimension Distance ualism Masculinity = Avoidance Orientation
Australia 36 90 61 51 31
Great Britain 35 89 66 35 25
United States 40 91 62 46 29

Average 37 90 63 44 28
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the personal rapport essential to establishing a business relationship
(Elashmawi and Harris 1993).

Power Dependence

Power. Weber (1947) provided the definition “Power is the proba-
bility that one actor within a social relationship will be in a position to
carry out his own will despite resistance” (p. 152). Tawney (1931)
stated that “Power may be defined as the capacity of an individual or
groups . . . in the manner which he desires, and to prevent his own
product being modified in the manner in which he does not” (p. 229).
Thus, power is the ability of individuals or groups to impose their
will on others despite resistance.

The relative power of the two actors in an exchange relationship is
affected by their relative dependence. Power comes from controlling
resources required by the other or controlling the alternative sources
of the resources.

Dependence. No organization is able to generate internally all the
resources and functions it requires. Managers must find the best ways
to compete for resources, as resource acquisition is usually problem-
atic and involves uncertainty. Each actor is involved in the dynamic
process of acquiring resources that are subject to variations in the
control and discretion of each party.

Beyond the normal interdependencies of interorganizational divi-
sions of labor and specialization of functions, some interdependen-
cies are sought (or avoided) on account of the power and control in-
herent in the development of dependence. Any organizations that
manage to acquire monopoly control over important resources are
highly able to defend their market position.

To summarize, an organization seeks to avoid being controlled by
other parties by securing resource stability and certainty. Firms in a
business relationship are expected to adapt to each other according to
the degree of their mutual dependence.

The concepts of trust and dependence are very important to the
buyer-seller relationship. However, most theories require empirical
tests for verification. Also, the verification is ideally carried out in
different cultures. Insufficient empirical tests of these concepts promp-
ted us to carry out this study to develop guanxi constructs and to cre-
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ate a model that incorporates the relationship between the constructs
and sales effectiveness.

Limitations of Economic and Social Exchange Theories

The limitations of both economic and social exchange theories ap-
pear to be, first, that the theories are able to explain major dimensions
behind the theories, e.g., the assumption of rational behavior. Sec-
ond, a relationship is an important topic with special cultural vari-
ables, e.g., its symbolic meaning (Dabholkar and Johnston 1994).
Apart from TCA and sociopsychological theories, numerous Euro-
pean scholars have proposed interaction theories to account for the
dynamic aspects of relationships. The new analytic tool is the interac-
tion approach refined by European scholars in 1980s.

Interaction Approach

Within an interaction approach, there are four key components.
First, different individual exchange episodes among two parties, such
as for product, service, or information, form the interaction process.
The routinization of these exchange episodes leads to further expec-
tations over a period of time. Second, the distinct characteristics of
the interaction parties are very important. Third, the interaction envi-
ronment plays a significant role. It consists of market structure, dyna-
mism, internationalization, and social system. Fourth, the atmo-
sphere can be apprehended as the relationship among two parties,
including the context of power dependence, the condition of conflict
or cooperation, the overall closeness or distance of the relationship,
and the mutual expectations (Leung, Wong, and Tam 1995). Based
on the interaction approach, Kutschler (1985) includes all theoretical
frames of reference centering on the processes of mutual influence
and communication linked to exchange of industrial goods. Organi-
zational interaction approaches regard transactions as joint decision
processes between organizations. Emmerson (1962), Heskett, Stern,
and Beier (1977), Levine and White (1961), and Litwak and Hylton
(1962) advocate the heuristic view that interaction is both the cause
and the result of power and dependency relations. The transaction’s
progress and structure will reflect the constellation of influences
stemming from the relevant product technology, the characteristics
of the involved organizations, and the dynamics of the environment.
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Other key studies on interaction include Hakansson (1982), Cunning-
ham (1980), and Wilson and Mummalaneni (1986). Wilson and
Mummalaneni (1986) suggest that the interactive model be tested in
non-European settings, and argue that the European International
Marketing and Purchasing (IMP) Group’s interaction model is the
right approach to deal with the various issues of the buyer-seller rela-
tionship.

IMP Approach

The IMP model focuses on the factors leading to close relation-
ships and the exchange episodes over time embedded in the frame-
work of a relationship in which the actors adapt to one another, in or-
der to produce mutually beneficial outcomes.

Adaptation

Adaptation is defined as the extent to which the buyer and seller
make substantial investments in the business relationship. Adapta-
tions imply a commitment by the buyer or seller to the development
of the relationship. One of the preconditions for the maintenance of
an interfirm relationship is mutual orientation—whether the firms are
prepared and willing to interact with each other and expect each other
to do so (Mattsson 1988).

Adaptations may occur in many aspects of business, such as inven-
tory management, the collection and dissemination of information,
and product or process technology. Adaptations will probably en-
hance interfirm bonds.

The adaptation process may be initiated by either party or both
parties. Wilson and Moller (1988) indicate that both parties may even
adapt their attitudes, values, and goals to enhance their relationship.

According to Hallen, Johanson, and Seyed-Mohamed (1991), ad-
aptation implies considerable investment by one or both parties. It
may be of great importance for highly technical products. Investment
in adaptation is often difficult to transfer to other business relation-
ships because both parties need time to adapt to each other. However,
adaptations may help to improve long-term competitiveness.

The most popular studies on the topic of interfirm adaptation con-
sider the customization of products by suppliers. The extent of adap-
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tation ranges from small-scale variations to the creation of an entirely
new product for a single customer (von Hippel 1978). The supplier
may adapt production processes by purchasing new equipment, or by
using new logistic systems such as just-in-time delivery and new
quality control systems (Frazier, Spekman, and O’Neal 1988).

In the development of a close working relationship, each party
may obtain benefits in the form of cost reduction or increases in reve-
nue. These benefits include the activities of tailoring their resources
for dealing with a specific buyer or seller by making a durable trans-
action-specific investment.

The major recent theories of interfirm adaptation include the coop-
eration approach (Metcalf, Frear, and Krishnan 1992), transaction
cost approach (Krapfel, Salmond, and Spekman 1991), and social ex-
change and power-dependence approach (Hallen, Johanson, and
Seyed-Mohamed 1991).

Interaction Model

Metcalf, Frear, and Krishnan (1992) tested the interaction model
in the U.S. environment. They concluded that the exchange of infor-
mation and interpersonal contacts produced a cooperative atmo-
sphere between buyer and seller, possibly leading to mutual adapta-
tion. With the establishment of a cooperative environment between
buyer and seller and if products were perceived as being important to
the purchasing firm, the tendency was for both firms to be more will-
ing to seek close ties. Customers are more likely to join with vendors
in mutual adaptations, particularly with regard to joint product devel-
opment and the coordination of production schedules. This research
is particularly based on the interaction model developed by Hakan-
sson (1982), which has four basic elements:

The interaction environment. The interaction between a buying
and a selling firm is considered in a wider context including market
structure, dynamism, internationalization, and position in the manu-
facturing channel and social system.

A Western firm’s internationalization process is opportunistic in
nature. Its concept of opportunism is based either on cost (TCA),
opportunity/market/financial analyses (OMF approach), or match-
ing/ level of control analyses. Second, they explore a universal and
systematic approach to determining the market entry process. Finally,
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they recognize that interaction is an effective way to allocate re-
sources of two partnering firms. This research pays special attention
to the context of dynamism, but the “dynamic” element in the IMP in-
teraction model is defined vaguely.

The interaction parties. A firm will evaluate its own and its poten-
tial partner’s organizational context and attempt to create a strategic
plan for the interaction that fits the requirements of both partners.
This process of interaction and the relationship between the organiza-
tions depends not only on the elements of the interaction but also on
the characteristics of the parties involved, including both organiza-
tions and individuals.

The interaction process. The process consists of individual epi-
sodes of exchange between two parties. They include product and
service, information, financial, and social exchanges.

For example, the two parties will adopt a problem-solving attitude
(PSA) that encourages them to collect further information if they
have established mutual interest. PSA allows them to assess the inter-
acting atmosphere. For example, a team may determine that the issue
of technology transfer is too important for them. Therefore, they may
not be willing to compromise on this issue and attempt to control it.
They may compromise on other issues such as production volume in
order to maintain the personal relationship between both parties. On
other issues such as employment, they may attempt to collaborate to
integrate both parties’ requirements. A win/win situation can be
achieved through mutual understanding of the other’s needs and in a
cooperative negotiation environment. However, if the two parties
cannot establish interpersonal attraction, they may use the distribu-
tive attitude, which limits the information exchange between the par-
ties and results in a win/lose situation.

The atmosphere. Atmosphere can be summarized in terms of
power dependence, the state of conflict or cooperation, and the over-
all closeness or distance of the relationship and the expectations.

Table 2.2 shows the value indexes of major Western cultures. The
low power distance indexes imply that Western cultures consider hu-
mans as basically equal. The high individualism indexes show that
Western cultures prefer individual performance. The low long-term
orientation indexes indicate that Western cultures aim at short-term
performance.
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SUMMARY AND CONCLUSION

This chapter aims to explain the general characteristics and major
ideas of Western relationship studies, theories, and approaches. After
reviews of various research and literature, this chapter elaborates the
Western view of relationship marketing. The Western approach to
the buyer-seller relationship is illustrated by reviewing TCA, social
exchange, and interaction theories.

In Western literature, the interpretation of economic analysis is
based on transaction cost analysis, which is used to explain the com-
plex economic aspects of behavior. Social exchange theory has been
adopted to deal with sociopsychological dimensions. Trust and power
dependence are the two major components of the theory used to ex-
plain the buyer-seller relationship. Owing to the limitations of eco-
nomic and social exchange theories, interaction theory was proposed
to explain the dynamic aspects of relationships. In interaction theory,
adaptation plays a vital role.






Chapter 3

Literature Review: Chinese Views

INTRODUCTION

This chapter identifies the characteristics of Chinese approaches to
relationships and compares them with Western approaches. It is im-
portant to the research because it reveals the major research gap (see
Appendix A). The research develops an understanding of the guanxi
model, which is specific to the Chinese situation.

The major objective of this chapter is to describe the major Chi-
nese theories of guanxi and the related concepts of renqing (favor)
and defense theory, one of the exploratory theories used to explain
the psychology of Chinese people. In addition, the positive aspects of
guanxi, that is, the post-Confucian work dynamic theory, the analysis
of relationship rules, and the integration approach of all Chinese the-
ories, are major topics. Finally, comparison and contrast of Western
and Chinese views are attempted.

Empirical Study on the Interaction Approach
in an Asian Environment

Most empirical research involving the interaction approach has
been carried out in the Western world. An empirical study was under-
taken by the authors in an Asian context (Leung, Wong, and Tam
1995). This study implies that guanxi is an underlying dimension of
business in China. This finding coincides with the research results of
Lee and Lo (1988), Tse et al. (1988), Hwang (1987), and Brunner et
al. (1989).

Our study revealed the importance of guanxi and the lack of a ro-
bust framework for understanding it. To establish a theoretical frame-
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work, it is necessary to know exactly what the constructs of guanxi
are and how they can be measured.

Adaptation and guanxi in interactions are the major themes of this
research. Chapter 6 provides a review of a new theoretical framework
and makes suggestions for marketing and business executives in the
formulation and implementation of relationship-enhancing programs.

The literature cited previously reflects the importance of guanxi in re-
lationship building, but what are the micro aspects or variables that ex-
plain the mechanisms or concepts of relationships? Why are relation-
ships and guanxi unique in terms of symbolic meaning in the Chinese
context?

Concepts of Interfirm Adaptation in Business Relationships

Apart from social exchange theory, interaction theory, and TCA
theory, a new concept of interfirm adaptation can be developed based
on a new Chinese approach (see Figure 3.1).

The social exchange, TCA, and interaction approaches have been
regarded as useful tools for analyzing relationship marketing in
Western culture. In Chinese culture, social networks emphasize har-
mony within a given society and demand the appropriate arrange-
ment of interpersonal relationships (Abbott 1970). The study of in-
digenous concepts, such as renqing or favor, mianzi or face (King
and Myers 1977), has played an important role in understanding Chi-
nese social behavior.

CHINESE VIEWS

What Is Guanxi?

In Chinese culture, it is perceived that one’s existence is largely in-
fluenced by one’s relationships with others, and that one cannot
change the environment but must harmonize with it. This guanxi con-
cept is embedded in Chinese business decision making even though
businesspeople have been exposed to western cultures (Tse et al.
1988).

Guanxi means the relationships built on preexisting relationships.
The right guanxi can bring cheap and reliable material supplies, tax
concessions, marketing of goods domestically or for export, and as-
sistance when problems arise (Pye 1986; Tai 1988; Osland 1989).
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FIGURE 3.1. The Western and Chinese Approaches to Interfirm Adaptation
in Business Relationships
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Generally, in Chinese culture, guanxi is a hierarchically structured
network of relations. The actor in the relationship network is con-
fined by mutual obligations. Over time, these obligations occur through
a conscious manipulation of face, renqing (favor), and related sym-
bols.

Chinese culture emphasizes the value of maintaining personal har-
mony and social order in hierarchically structured personal relation-
ships. Chinese people usually regard renqing, guanxi, and mianzi (face)
as weapons in a power game, to be used to influence people or to ob-
tain social resources controlled by them. Guanxi and renqing are of-
ten used to obtain scarce goods and benefits, but only if relationships
are developed with some norms of reciprocity. When one uses guanxi
to obtain a favor, one is expected to repay the favor at a later stage.

How Can Guanxi Be Developed?

A major factor motivating the efforts to develop guanxi is the
prevalent shortage of everyday necessities, including housing and
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scarce goods. The Chinese developed guanxi to obtain them (Brun-
ner et al. 1989; Wong 1997).

Thus, Yang (1986) suggests that guanxi may be built through the
exchange of gifts, favors, and banquets. But money is rarely offered
because it is not personal enough, and such an offer may be perceived
as bribery. Moreover, the gift should appropriately fit the personal
needs of the recipient and be presented at the right occasion, such as a
birthday party. Otherwise, the recipient will lose face and the pre-
senter does not have face (Brunner and Koh 1988). This sort of ex-
change, and knowing how to carry it off, has been referred to as the
art of guanxi. The art of guanxi refers to skillful ways to mobilize
moral and cultural imperatives, for example, using obligation and
reciprocity to fulfill diffused social ends and calculated instrumental
ends (Yang 1986).

Expressive, Instrumental, and Mixed Relationships

Traditionally, Chinese people have tended to adopt multiple be-
havioral standards for interacting with different people around them.
Hwang (1987) developed a theoretical model of face and favor in
Chinese society. According to this model, Chinese people in differ-
ent interpersonal relationships use various rules to obtain favor. In-
terpersonal relationships can be divided into three types: expressive,
instrumental, and mixed.

The expressive type is generally a relatively permanent and stable
social relationship. This kind of relationship occurs mostly among
members of a primary group such as family, close friends, and other
congenial groups. The instrumental type refers to personal relation-
ships outside or inside the family that serve only as the means to at-
tain other objectives, and are unstable and temporary. The mixed
type is a relationship involving both expressive and instrumental
components. In a mixed relationship, an individual seeks to use
renqing and mianzi to influence other people. It has a particularistic
and personal essence. The actors in the relationship may evaluate
their interaction according to their own social standards. Each re-
source allocator has to consider the rule of renqing whenever he or
she is asked to distribute a resource in a beneficial way to any other
individual sharing the same personal network.
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Moreover, Hwang (1987) also suggested that ‘“establishing
guanxi” or “seeking relations” in Chinese society basically involves
the establishment of relationships. To establish guanxi, an introduc-
tion by a third party is merely the first step in constructing a mixed
relationship. To present a gift or to host a feast for a resource alloca-
tor are the two tactics most frequently employed by the petitioner for
enhancing a relationship with the resource allocator. In addition, two
important factors affect relationship development: renging and face.

Renging
“Renqing” has three meanings (Hwang 1987):

1. Emotional responses—consisting of happiness, anger, sadness,
fear, love, hate, and desire, all of them acquired at birth (p. 70).
In psychological terms, renqing is similar to empathy. If some-
one is indifferent to another person’s emotional responses, he or
she is described as “not knowing renqing.”

2. A giftin social exchange—This gift may be in the form of trans-
fer of resources. Sometimes, gifts are tied up with some abstract
components of affection. This affection is difficult to measure.
This is why it is difficult to pay back renqing.

3. Social norms—Renqing involves two basic kinds of social be-
havior: (a) occasional exchanges of gifts and visits within one’s
social network, and (b) offering help and showing sympathy to
other members of the network.

Both parties may negotiate and agree in advance regarding the ex-
act date of reciprocation. In expressive relationships, social ex-
changes tend to follow the norm of reciprocity. The Chinese saying “I
owe him arenqing” signifies that renqing is a certain kind of resource
that can be used as a medium of social exchange. But the extent and
type of resource used in exchange may be unlimited and the date of
reciprocation is unknown. Finally, in the mixed relationship, the rule
of “a favor for a favor, an attack for an attack” normally applies. In
this case, the recipient owes renqing to the benefactor and should be
ready to pay back the debt of gratitude once circumstances permit.
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The norm of renqing includes two basic kinds of social behavior:

1. One should keep in contact with the acquaintances in one’s so-
cial network.

2. When a member of one’s social network gets into trouble or
faces a difficult situation, another member should sympathize
or offer help and “do a renqing” for that member.

In short, the anticipation of repayment is the main motivation for Chi-
nese people to offer renqging to one another (Hwang 1987).

How can rening be valued? Three variables determine the com-
plexities of renqing within mixed relationships:

1. The cost to the resource allocator
2. The anticipation of the petitioner’s reciprocation
3. Social personal evaluations within the interpersonal network

Face or Mianzi

“Face” is difficult to define precisely. Face may mean one’s respect,
status, and moral reputation in Chinese society. It may be a self-image
in terms of approved social attributes (Hu 1944; Hwang 1987).

Face is essentially the recognition by others of one’s social stand-
ing and position, and thus may be regarded as situationally defined
rather than a facet of personality (Ho 1976). This definition may im-
ply that face is not solely the responsibility of individuals, but is in-
fluenced also by the actions of those with whom they are closely as-
sociated, and how they are perceived and dealt with by others. The
emphasis is upon the reciprocity of obligations, dependence, and the
protection of the esteem of those involved. One should not only pro-
tect one’s face, but also extend face to others. Both are of equal im-
portance (Brunner and Wang 1988). Face or mianzi work reflects the
individual’s social position or prestige gained by performing one or
more specific successful social roles that are well recognized by oth-
ers (Hu 1944).

Asian societies are socially stratified and class conscious (Brunner
and Wang 1988). The Chinese exercise this social stratification
through their bureaucratic system. The practices of “giving face,”
“losing face,” and “face enhancement” can occur at a country or busi-
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ness level as well as a personal level. How does face become social
capital?

Face symbols and social capital. The mechanism of face is sum-
marized by Moore (1988). Moore’s analysis suggests that face in ur-
ban Hong Kong “refers specifically to having a network of useful
connections” (p. 52). Having face means that one can make use of a
series of linkages to achieve something. Defining face in this way in-
dicates that it is social capital rather than symbolic capital, according
to Moore’s clarified definitions (Smart 1993). Symbolic capital con-
sists of the “prestige and renown attached to a family and a name”
(Bourdieu 1977, p. 179). Bourdieu suggests that symbolic capital is a
form of credit: “Once one realizes that symbolic capital is always
credit, in the widest sense of the word, i.e. a sort of advance which the
group alone can grant those who give it the best material and sym-
bolic guarantees, it can be seen that the exhibition of symbolic capital
(which is always very expensive in economic terms) is one of the
mechanisms which (no doubt universally) make capital go to capital”
(Bourdieu 1977, p. 181). “Social capital is the sum of the actual and
potential resources that can be mobilized through membership in so-
cial networks of actors and organizations” (Anheier, Geshards, and
Romo 1995, p. 862).

The concepts of guanxi, renqing, and face are, to some extent, sim-
ilar to the concepts of Western social theory, but we need to ask: Why
1s guanxi so important to the Chinese? One must trace the historical
background and development of guanxi, individualism, safety, and
networks. A good explanation may be provided by theories of de-
fense and insecurity.

Defense Theory

The importance of relationship networks is rooted in Chinese his-
tory, which has been characterized by strong government control re-
inforcing Confucian codes of ethics. These codes include filial piety
and pragmatic defense mechanisms in business network building
(Figure 3.2).

The following section explains how the behavior of Chinese em-
perors and officials created mistrust, which eventually led to built-in
defense mechanisms in Chinese personality development.

Defense. The defense mechanism in Chinese business organiza-
tions is a result of deep-seated mistrust of Chinese legal and political
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FIGURE 3.2. Determinants of Defense Mechanisms in Business Networks:
The Importance of Defense Mechanisms in the PRC

Government or ruling
authority tended to apply
» Confucian ethical codes to
discourage private business

development

\

Minimum significant private Family loyalty
wealth accumulation
\
¢ Filial piety

Low personal savings

\

Little social safety

Y

\ Business network
» through mutual
obligation bonding

/

Defense Mechanism

Mistrust of government

systems. Mistrust is a type of insecurity that derives from a historical
combination of (a) the insecurity of wealth in a society without a fully
reliable system of property rights, and (b) the general lack of trust
outside one’s personal network.

Weber (1951) noted that, in the Confucian concept, a gentleman
who strove simply for a dignified personality distrusted others, since
he believed others distrusted him in general. Sinlin (1976) pointed
out that asiao, or filial piety, and chung, or loyalty, inevitably caused
conflict with the authority figure.
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Mistrust and networks. For survival purposes, Chinese people tend to
interact with others by building “informal” ties, which become strong
bonds leading to the growth of a network. This growth reflects public so-
cialization and customs of hospitality (Redding 1990). Thus, Chinese
organization’s interactions and exchange processes with other firms in
that network develop links of resources and activities. These resources
and activities among firms complement one another. Organizations can
use the existence of complementarity or competitiveness in their rela-
tionships in different ways, as they interact with one another.

Such activities can create not only triangular relationships, but
even networks involving four or more participating business organiza-
tions (Hakansson and Snehota 1989). One has to be sufficiently trusted
to be included in these private systems. Interfirm relations are strategic
and ought to be managed with the utmost care and attention.

Networking is mainly used to protect the individual’s or group’s
resources among the members of the network. Chinese people have
developed defense mechanisms that are apparent among overseas
Chinese businesspeople who have proved to be resilient in the com-
petitive environment of foreign countries (Redding 1990).

Open conflict and overtly self-interested behavior are often re-
garded by the Chinese as improper. Aggressive desires and emotion
are sublimated. Chinese society often has limited guidelines for the
management of conflicts of interest.

Avoidance of confrontation. Another common behavior is the ten-
dency to avoid or minimize confrontation in building links. The cre-
ation of wealth in one family unit may be achieved by purchasing and
sales, exchanges of information, financial interactions, and seeking
advice among the family members. To enable such networks to oper-
ate efficiently and effectively, Chinese society has paid attention to
trust, which is very particularly circumscribed. The number of part-
ners in a bond is highly limited, based on personal obligations and the
development and enhancement of reputation and face. Fukuyama
(1995) regards Chinese Confucian societies as low-trust societies. He
defined the moral bonds of social trust as the unspoken, unwritten
bond between citizens. Compared with a high-trust society such as
the United States, China is described as less competitive because the
low trust value seems to discourage the growth of large-scale busi-
ness organizations.
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Trust and risk management. Networks are built through mutual
trust, which is a highly sensitive and powerful norm. The Chinese
may have difficulty connecting with an unknown or unestablished
network. Normally, trustworthiness is tested by using mutually known
intermediary connections or through members of a reputable clan.

In Western business, no personal relationships are involved. Trans-
actions are discrete and purely profit driven (Lee and Lo 1988). How-
ever, if foreign negotiators attempt to build relationships with them at
apersonal level by using a guanxi intermediary, the business scenario
will be completely different. At the initial personal contact, the com-
panies may be “new friends.” At this stage, the Chinese will test the
degree of bonding with foreign firms through various contacts such
as formal meetings (company visits) and informal meetings (dining
together). After the relationship is consolidated and differences such
as business styles and practices are resolved, the “old friends” stage
begins and both parties will be bonded by trust.

This “credit” or trustworthiness exercise requires much effort but
produces savings in the form of risk avoidance. Most Chinese do not
like to enter litigation. There are three principal types of cooperation:

1. Family cooperation—The family is regarded as an important
unit, with intense loyalty among members.

2. Network cooperation—As a result of pragmatic needs, bonding
and cooperation are cemented effectively by obligation, trust,
and friendship.

3. Such relationships are called gentle-type relationships, summed
up by a Chinese proverb: “The relationship between gentlemen
is as plain as water.” Chinese people prefer to have these “gen-
tle-type” relationships. Relationships that are too close lead to
misunderstandings, and people do not wish to involve them-
selves too much in other people’s lives.

Chinese history is another factor in Chinese defense strategies. Be-
cause of the policy of national isolation and because of Confucian
disdain for business for hundreds of years, most governments in Chi-
nese history played a minimal role in the growth of private commer-
cial business. Businesspeople received minimal protection from the
government, with limited formal legal systems.

This discussion reflects the interrelationships among defense, mis-
trust, and risk management in business network building. But another
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key question is: What is the relationship between Chinese values and
guanxi? One perspective is the post-Confucian work dynamic interpre-
tation.

Post-Confucian Work Dynamic

In traditional Confucian ethics, commerce was not highly re-
garded, because agricultural work was regarded as productive and
virtuous, and the individual’s social status was often determined by
level of education rather than wealth. Material possessions, such as
property acquired through business, did not automatically command
respect.

These core values of Confucian ethics were strongly upheld by
government officials in the interpretation of business law. Emperors
constantly reinforced Confucian ethics as a means of maintaining
the stability of social systems and civil justice. They tried to prevent
the rise of a rich and powerful bourgeoisie, which might undermine the
status quo.

The accumulation of wealth was preferably undertaken by the rul-
ing authority. The predominance of the wealth accumulation of the
ruling authority was well protected by the fact that most laws were
not neutral. Because there was little or no formal system of property
rights, Chinese merchants were subject to the vagaries of fiscal poli-
cies. There was no formal system of trading shares. Major assets
were in the form of cash or tangible assets, which are easily subject to
confiscation and taxation.

Merchants were threatened with unfair taxes, unreasonable licens-
ing fees, or unnecessary restrictions on travel or trade. And they had
no recourse to take formal legal action against officials in the absence
of formal written commercial law.

Chinese merchants have developed substantial negotiating skills
and have created defensive contacts or allegiances within an ever-
changing superstructure in both benevolent and hostile environ-
ments. The survival of many overseas Chinese organizations in
highly hostile countries as well as benevolent nations proves this
point. Even in China today, guanxi is a very effective way to cope
both socially and politically with ever-changing systems. New busi-
ness features and activities have been developed, such as:
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1. Institutions for pooling capital (since only partnerships, lineage
common properties, and maritime trade joint ventures began
obtaining protection under the open economic system in 1979).

2. Legal, financial, and commercial institutions (e.g., banks, secu-
rity exchanges, insurance, brokerages, and legal specialists, which
are intermediaries to shift capital from household to industry).

3. Areliable currency (but the yuan is still not traded internationally).

Summary

Because of poor legal systems to protect merchants, Chinese
businesspeople have always defended their own networks by bond-
ing with members inside a network, and developing bonds of trust
with individual persons, suppliers, and government bodies who are
considered worthy of mutual obligation. Most businesspeople, who
have tried to avoid the bureaucracy, are successful in cities or countries
that have supported entrepreneurship, such as Hong Kong and Taiwan.

In a nutshell, the legacy of Chinese social history reflects a lack of
security. Chinese people mistrust others with whom they are not
familiar, or who are not in a known guanxi network, such as a clan
association. In an environment characterized by social insecurity,
merchants have had limited confidence in formal institutions or gov-
ernment bodies. They have had to protect themselves. They tend to be
motivated by money and the need to gain education, and they defer
immediate gratification by saving. In the absence of formal property
rights, money is their major wealth, which enhances their living stan-
dards and also helps them to develop networks with powerful offi-
cials, who can sometimes protect their lives and wealth.

Hodgetts (1993) supported the importance of saving, i.e., the value
attributed to thrift. Hofstede called Michael Bond’s (1991) new
“Confucian dynamism” value a “long-term orientation.” This long-
term orientation may explain why more capital (in terms of high na-
tional saving) is available for investment in economic growth. More-
over, some merchants encourage themselves and their families to get
a good education, as most educated people are highly respected in the
Confucian world.
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Having explained the nature and implications of insecurity in Chi-
nese society, the next question is: How do Chinese businesspeople
develop networks through relationships or bonding? The mechanism
of relationship development and consolidation includes vertical bond-
ing or integration through filial piety, face work, shame inculcation,
and pragmatism.

The mastery of relationships is required for an individual to fit into
and conform well to the basic social order of Chinese society. These
relationship rules are well-understood for vertical social linkages.
For instance, the notion of Asiao (filial duty) is the foundation of Chi-
nese society.

Filial Piety

Weber (1951) stated that China is a “patrimonial” state, in the
sense that the ultimate power rests with the state. In order to retain the
stability of social systems, authoritarian behavior is always required.
Filial piety and patrimonial power are strictly maintained. To ignore
the demand for filial piety is considered wrong or something like a
sin in the Judeo-Christian context.

In most family settings, possessions normally belong to the group,
and while individuals may have a certain stewardship of possessions,
they are obliged to return them to common use, if required by other
members. Psychological separateness is probably inhibited by this
arrangement. Some tensions are created within a family because of
the individual’s lack of personal control of economic resources. Loy-
alty to such norms is the price of protection.

The sense of vertical order is also reinforced in the school context,
where teachers represent the learning which was traditionally the ba-
sis of authority in China.

As shown in Table 3.1, the power distance indexes of Chinese so-
ciety are consistently higher than those of Western countries, by indi-
vidual country and by the average of the two groups of countries.
This indicates that people in Chinese countries accept the fact that
power is vertically ordered and unevenly distributed.

In high power distance cultures, e.g., Taiwan, Singapore, and the
PRC, people tend to express a strong sense of vertical order. The peo-
ple in these cultures believe that society is structured as a ladder. This
implies that they are below some people and above others. No one
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TABLE 3.1 Value Index of Hofstede’s Five Dimensions in Western and Chinese
Cultures

Power Individ- Uncertainty Long-Term
Dimension Distance ualism Masculinity = Avoidance Orientation*
Hong Kong 68 25 57 29 96
Taiwan 58 20 45 69 87
Singapore 74 17 48 8 48
Average 67 21 50 35 77
Australia 36 90 61 51 31
Great Britain 35 89 66 35 25
United States 40 91 62 46 29
Average 37 90 63 44 28

Sources: Buttery, A. and Leung, T.K.P. (1998) “The difference between Chinese
and Western negotiations,” European Journal of Marketing, 32(3-4), 374-389;
quoted from Hofstede, G. (1991) Cultures and Organizations, Software of the
Mind, Berkshire, England: McGraw-Hill.

*Based on a Chinese value survey rather than Hofstede (1980) and showing a
long-term orientation index for China of 118.

can abuse their responsibilities because this will undermine their own
authority, destroying the allegiances of those below them in the series
of superior-subordinate relationships. There is rarely an open chal-
lenge to formal authority. Occasionally, subtle resistance demon-
strates non-Confucian behavior. The heart of the family is filial piety,
which is extended to social structures and the state.

Collectivism and Face

With the dominance of family allegiances, horizontal ties tend to be
secondary and probably subservient. Even so, such ties are still stron-
ger among Chinese than among Westerners. As shown in Table 3.1,
the individualism indexes of the Chinese countries are strikingly lower
than those of the Western group of countries, which indicate that hu-
man bonds are much tighter in the Chinese countries than in the West.
Generally, cultures with high levels of collectivism are also those with
a high power distance, e.g., Taiwan. For the Chinese, a social sharing
concept guides most behavioral norms. The Chinese have been influ-
enced by the following fundamental beliefs:
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1. Confucianism—family, clan, and head of state take precedence
over the individual.

2. Taoism—accepting the existing situation and studying the natu-
ral order of things and work are better than rejecting and query-
ing them; i.e., simply “be.”

3. Buddhism—one’s ego is an illusion, and we must try to tran-
scend it to reach the unborn pure being.

In the context of Chinese organizations, the downplaying of self
and the emphasis of relationships are quite common, as indicated by
empirical studies (Redding 1994).

Shame

Wilson (1970) argued that the system of child rearing in Taiwan,
which is generalized to apply to Chinese everywhere, greatly empha-
sizes the significance of shaming and inculcating a sensitivity to face.
Moreover, face and values have an intimate relationship, thus sup-
porting a predominantly vertical group structure (Wilson 1970). The
person “invests” in the group, and the investment, which he then can-
not afford to lose, becomes his “face.” The result of loss of face to the
Chinese is, as Hsu (1971) points out, a genuine dread felt in the ner-
vous system more strongly than physical fear.

Work Ethic

There is a common impression that Chinese people are hardwork-
ing. Kahn (1979) explained this trait as “seriousness about tasks” in
post-Confucian cultures and considered it one of the major factors in
East Asia’s economic success. Chinese people always tend to force
themselves to reach high levels of performance and responsibility. In
Chinese society, each family has traditionally had to depend on its
own resources rather than on assistance from the government.

Another feature of the Chinese is perseverance. Redding (1994)
says that the process of learning Chinese is full of discouragement as
thousands of characters need to be memorized; combined with a
highly disciplined upbringing, it leads people to be disciplined and
accept repetition and boredom while completing a piece of work.
This work ethic affects perception of family duties, and plays a part in
the acceptance of discipline, fear of insecurity, tolerance of repeti-
tion, and the development of a highly tuned pragmatism.
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Money, Frugality, and Pragmatism

The Chinese are commonly described as money-minded. Money-
mindedness and frugality are types of pragmatism. This pragmatism
is explained by the following:

1. Chinese morality is contingent on a situation rather than being
based on absolutes.

2. Social control originates principally from one’s immediate circle.

3. Dedication to family survival is a dominating motive for behav-
ior (Redding 1994).

These features enable the Chinese to display highly flexible be-
havior and adaptability.

Favor

A favor is defined as an act of kindness that one does to help some-
body, especially when asked (Crowther 1995). Why do the Chinese
place so much emphasis on the exchange of favors? One of the key
elements here is “renqing.”

Dilemma of Compromise versus Favor

The dilemma facing the resource allocator is how to satisfy three
norms for justice frequently used in a collective culture, when the al-
locator has limited resources to distribute to the group. The three
norms are:

1. The equity norm—The allocation of resources in proportion to
individual contribution.

2. The equality norm—Regardless of individual contribution, re-
sources are distributed equally.

3. The need norm—To satisfy individual legitimate needs, re-
sources are allocated to individual members regardless of their
relative contribution.
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The problems facing resources allocators are summarized as:

1. How to allocate resources effectively and how to pay back
renqging according to the equity norm if other members expect
repayment based on the equality or need norms.

2. The difficulty in anticipating the timing and the extent of recip-
rocation. The Chinese prefer tacit rather than explicit agree-
ments in this case, which requires a subjective evaluation of re-
payment.

3. The evaluation of guanxi ties—favor is a function of how the in-
dividual evaluates important positions within a given guanxi
network.

In short, the resource allocator needs to evaluate gain and loss when re-
ceiving a favor or requesting a favor, as this implies a future repayment.

The Chinese saying “renqing is as thin as one piece of paper”
means that a person is not able to secure good favor during an adverse
period because of lower guanxi with others. Foreigners may be sur-
prised to find that the Chinese need such a long time to make business
decisions. This is because Chinese prefer to use delay as a form of
subtle refusal or because they need more time to evaluate the sophis-
ticated favor and repayment processes.

Integrative Approach of Chinese Research

Most previous studies are fragmented and difficult to integrate.
Figure 3.3 demonstrates a holistic way of tying together all variables
by proposing a “5 S” approach.

Figure 3.4 shows the holistic perspective of guanxi building within
a security network. Each party or player enjoys:

1. Greater flexibility in dealing with an ever-changing environment.
For example, the product life cycle of a personal computer is only
eight months. Acer (a Taiwanese PC manufacturer) has been suc-
cessful because of its flexibility in using an integrated network
with a trusted and hardworking team through many subcontrac-
tors or “insider” members.

2. Through both expressive and instrumental (and mixed) relation-
ships, most members in the network with the overlapping domain
of individual and organization interests become a super “mutual-
ity” network to be able to adapt efficiently and effectively.
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FIGURE 3.3. A “5 S” Approach to the Guanxi Network Dynamic: A Summary
of Sociopsychological Approaches to Understanding the Post-Confucian Work
Dynamic

S Poor legal systems of property rights
YSTEM and patrimonial government style

S Difficulty of building personal
CARCITY economic capital

Instead of building economic capital
for transaction, symbolic capital in
S AVING the form of guanxi is saved.

Network built up to provide security

S through:
ECURITY - Mutual obligation

- Trust network for efficient and
dynamic mobilization of resources

Economic success achieved in some
Chinese societies has been said to be
due to the post-Confucian dynamic:
1. Quick reaction between and
within networks
2. Bonding and reciprocity
3. High levels of flexibility and
adaptation

SUCCESS

This network is the key reason why newly developed nations, such
as Hong Kong and Taiwan, have been successful although they have
little or no natural resources. Hong Kong was rated as the world’s
most competitive city by IMD (International Institute for Manage-
ment Development) in 1996.

In short, Figures 3.3 and 3.4 are summaries of the psychosocial
analysis of the reasons why guanxi networks are so important to Chi-
nese society, as they have been harnessed to provide the energy for
the successful growth of some Asian nations.



Literature Review: Chinese Views 49

FIGURE 3.4. Holistic Interpretation of Guanxi Building in a Chinese Environ-
ment: Macro and Micro Variables Affecting the Mixed Ties of Reciprocity
in Relationship Building

SYSTEM (LEGAL &
GOVERNMENT)

SCARCITY OF PERSONAL
ECONOMIC CAPITAL
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Organization
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COMPARISON OF WESTERN AND CHINESE VIEWS

As there are many similarities and differences between Western
and Chinese theories or views, two frameworks are used in this sec-
tion to compare and contrast them to identify research gaps.

Gundlach and Murphy’s (1993) framework of a continuum of ex-
change is adapted to make comparisons and Wee’s (1994) frame-
work is used for contrast because both give comprehensive scope for
understanding complex behavior. Gundlach’s continuum of exchange
is shown in Table 3.2.

To some extent, values and dimensions such as commitment, trust,
and relationship formalization in written contracts are similar in both
Western and Chinese views, but they have different degrees of empha-

sis on a continuum of various types of exchanges, as illustrated in
Table 3.3.
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TABLE 3.2. Continuum of Exchange

Forms of Exchange*

Exchange
Element Transactional Contractual Relational
Temporal
Dimensions
Time horizon Short Intermediate to Extended
extended
Nature of Short duration; Longer duration; Longest duration;
transactions transaction has transactions transactions
distinct beginning  linked together merged together
and end
Situational/
Strategic
Characteristics
Investment Small Moderate Large
Switching costs Low Medium High
Purpose of Narrow; eco- Moderate; eco- Broad; economic
exchange nomic; substance  nomic and social and social ele-
of exchange elements; creation  ments; creation
of longer-term of longer-term
initiatives initiatives
Strategic Low Moderate High
emphasis
Outcome Simple offer- Increasing Complex web
complexity acceptance complexity of operational
and social
interdependence
Division of bene- Distinct, sharp Trade-offs and Blurring as goals
fits and burdens division compromise converge

Note: This continuum of exchange reflects different degrees of focus on the vari-
ous types of exchanges. This research focuses on the relational dimensions,
which are characterized by a complex web of operational and social interdepen-
dence with divisions of benefits and burdens blurring as buyer-seller goals con-
verge.

*Adapted from Dwyer, Schurr, and Oh (1987) and Jackson (1985).
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The continuum in Table 3.2 mainly compares the temporal dimen-
sions, situational/strategic characteristics, and outcome of three types
of exchanges (i.e., transactional, contractual, and relational). At the
transactional end of the continuum, exchange aims at short duration,
small investment, narrow focus of purpose, and distinct and sharp di-
vision of benefits and burdens. At the other extreme, relational ex-
change, the exchange aims at extended association, large investment,
multiple purposes, and a complex web of operational and social inter-
dependence. The contractual exchange lies between the two ex-
tremes.

Table 3.3 shows exchange or association elements along a contin-
uum. The major element is the time horizon or duration of the rela-
tionship. At one end is the transactional exchange, which is a single
and short-term type with a distinct beginning and end and without
any obligations between the parties prior to the exchange (e.g., a spot
market type exchange). At the other end of this continuum is guanxi
bonding. Between transactional exchange and guanxi bonding, there
are two types of relationships; contractual interaction and relational
association. Contractual interaction involves an intermediate to ex-
tended time horizon while relational association involves an ex-
tended period. The relational association is an ongoing process with
specific purpose and cooperation.

Table 3.3 shows that Western TCA and Chinese defense theories
are, to some extent, similar to transactional exchange because both of
them are focused on a short-term time horizon, with low switching
costs and strategic involvement. Western social exchange theories
and Chinese renqing theories are related to contractual interactions
involving traditional links and coordinations, such as sales and pur-
chasing. Both Western interaction theory and Chinese post-Confu-
cian dynamic theory use an extended horizon, with high relationship
termination costs and a complex network of operational and social
interdependence as well as the mutual convergence of business goals.
These networks reflect a coalition of organizations cooperating in
various areas, such as joint research and production. The comparison
between Western and Chinese theories does not mean that they are
exactly the same, but the principles behind the theories are, to some
extent, similar. Guanxi is a “new” part of this relationship continuum.
This relationship, which is the “gap” in the literature review, is the
major theme of this research, as indicated in Table 3.3.
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Summary

The Western TCA and Chinese defense theories were pioneering
research with an emphasis on economic discussion. During the past
decade, other theories have been developed, from the “intermediate”
theories, such as social exchange and renqing theories, to the more
complex, dynamic, and sophisticated post-Confucian dynamic the-
ory and interaction theory. In the past, the “psychic distance” in the
buyer-seller relationship was always regarded as a confrontational
form of exchange, with conflicting or mutually exclusive interests, as
illustrated in Figure 3.5. This figure illustrates the theoretical devel-
opment of relationship and research questions. In recent studies, psy-
chic distance has become smaller and gradually more “blurred,” even
nonexistent, probably leading eventually to the mutual-interest do-
mains overlapping. The relationship may result in the “marriage” of
buyer and seller.

Part A of Figure 3.5 reflects the “depth” of various theoretical de-
velopments during the last two decades. Note that Figure 3.5 does not
show that TCA or defensive theories are inferior in quality but indi-
cates the historical accumulation of knowledge.

The interaction and post-Confucian dynamic theories provide a very
good framework for this research. The key research questions are
part B of Figure 3.5. The adaptation process of the relationship is
shown in part C of Figure 3.5. The outsider-insider dichotomy of
guanxi development is represented by Q in Figure 3.5. These ques-
tions are explained in detail in Chapter 4.

Hall (1979) suggested classifying cultures into low-context and
high-context types. China is regarded as a high-context culture, as re-
lational bonding tends to be strong, with great distinctions between
those outside and inside the culture.

CONTRAST BETWEEN WESTERN
AND CHINESE VIEWS

Wee’s (1994) framework is adapted to contrast Western and Chi-
nese views. Table 3.4 summarizes the contrasting emphasis of West-
ern and Chinese theories. For example, the Chinese emphasize friend-
ship more than their Western counterparts and treat a relationship as a
means to competitive advantage. On the contrary, Westerners focus
on profits and other business dimensions such as return on invest-
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FIGURE 3.5. Comparison of Western and Chinese Theories and Research
Gaps in the Literature Review

Western Psychic Chinese
Views Distance Views

Simple —
I TCA Q — s Q Defensivel-2Y
A .................................. — N e

Theoretical | Social Rengqging

DeVeloPMENt |- O Lo O

l Interactive

Post-Confucian|
Dynamic

Adaptation C
Sophisticated
7 ~
B  wmaswor I : |
RESEARCH
TOPIC Q ; Q
1 High
y
Outsider Insider
(O Buyeror Seller —3 Interaction
() Research Question ’I‘ Research

Direction

Note: This figure shows various psychic distances ranging from TCA to the post-
Confucian dynamic and guanxi outsider-insider perception (interpersonal or inter-
organizational adaptation in the dichotomy of outsider and insider perspectives).
The major research question aims to reveal the inner workings of relationships in
the PRC context.

ment. Moreover, Western TCA theory emphasizes fragmented soci-
etal values while the post-Confucian dynamic approach focuses more
on disciplined and cohesive values. Also, in the Western world, gift
giving (particularly gifts of significant economic value) may often be
viewed as illegal, but, in the PRC, gift giving is often regarded as the
major part of building guanxi. In addition, Western societal values
operate more on a basis of legality while Chinese values rely more on
morality (Wee 1994).

In short, the contrasts show a major difference in management phi-
losophy: there is a preference in the West for “mind” management
while in China more emphasis is placed on the “heart” approach (see
Table 3.5).
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TABLE 3.4. Contrast Between Western and Chinese Views

Western View

Chinese View

Societal Values and Practices

Fragmented

Encourage differing views
Emphasize legality

Laws can be exploited
Tolerance of failure

Sense of sufficiency and invulnerability
Individual rights and freedom
Self over society

New culture

Flexible

Loose friendship

Rely on government for welfare

Disciplined and cohesive
Instill discipline and order
Emphasize morality
Laws to be enforced
Intolerance of failure
Sense of survivability
Societal values and interest
Society over self

Very established culture
Inflexible

Thrive on guanxi

Rely on self/family assistance

Business Practices

Mechanistic

Short payback period and high return
on investment

Major gift-giving viewed as illegal
More focus on profits

Public relations more of a chore

More organic than mechanistic

Long-term payback and investment
approach

Gift-giving part of building guanxi
More focus on market share

Guanxi provides competitive
advantages

Source: Adapted from Wee (1994).

Note: The contrasts between Western and Chinese views on management can
be traced back to basic societal values and practices (such as the Western
emphasis on the individual’s rights and freedom versus the Chinese emphasis
on society over the individual). In the context of different societal values,
business operations generally focus more on short-term profit in the West and

on securing a bigger market share in Chinese countries.
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TABLE 3.5. The Heart and Mind of Management

The Mind (Logic and Reason) The Heart (Feeling and Emotion)

1. Task orientation 1. Social orientation

2. Impersonal and systems driven 2. Personal and people centered

3. Breeds short-term mentality 3. Takes a long-term perspective

4. Develops self-interest and 4. Builds group loyalty and group values
individualism

5. One’s worth depends on economic 5. Contributions assessed over one’s
value lifetime

6. Focus on tangible benefits 6. Reliance on psychic rewards

7. Expertise can be bought and sold 7. Expertise not vulnerable to external

exploitation
8. Management more a science 8. Management more an art

Source: Wee (1994).

Note: Under different societal values and practices of Western versus Chinese
management, the “feeling” and “emotion” of the Chinese “heart” approach
account for the defense, empathic, and favor-exchange elements of the guanxi
model in Chapter 5, while the Western “mind” approach represents the stages
from association through bonding to final commitment in the model.

Western theories have been regarded as a scientific discipline,
which encourages the development of a common response to differ-
ent situations and problems. The ultimate objective of Chinese man-
agement is to win the hearts of the people (employees, workers, sup-
pliers, and business partners), and it is considered an art to find
various solutions to different situations, because no two situations are
the same (Wee 1994).

HOLISTIC CONCEPTUALIZATION
OF RELATIONSHIP AND RESEARCH QUESTIONS

This section presents a holistic conceptualization of relationships.
The conceptualization of Western and Chinese theories and the re-
search questions is illustrated in Figure 3.6.

Based on the foundation of earlier research, two major research ques-
tions are established within the boundary of relationship marketing:
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1. What are the determinants of guanxi? How can our guanxi
model conceptually link all of these determinants in such a way
that a businessperson can apply the model to relationship mar-

keting?

2. How do we construct a valid and reliable concept to measure the
performance of relationships in terms of adaptability and rela-

tionship-building quality?

FIGURE 3.6. Holistic Perception of Research Questions and Framework Inte-
grating Research Questions in Marketing and Chinese and Western Relation-

ship Literature

Research
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® Performance
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SUMMARY AND CONCLUSION

This chapter aims to justify the general characteristics and major
ideas of Chinese relationship studies, theories, or approaches. The
comparisons and contrasts between Western and Chinese views re-
veal the different management approaches of Western and Chinese
research (i.e., the mind approach versus the heart approach). Heart
approaches are concerned more with social orientation, are personal
and people-centered, emphasize group values, and consider manage-
ment more of an art than a science. Western “mind management”
seems to be more concerned with task-orientation, is more imper-
sonal and system-driven, emphasizes the development of self-inter-
est and individualism, and considers management a science.

The Chinese have their own perceptions of relationship marketing.
Guanxi has been regarded as an important variable in business deal-
ing in the Chinese context. Renqing and face are used to describe the
sociopsychological aspects of guanxi. The concepts of defense, mis-
trust and networks, lack of confrontation, trust, and risk management
are explored as part of defense theory. In addition, another important
interpretation of guanxi is the post-Confucian work dynamic.

To attempt to describe how Western and Chinese views differ,
TCA and defense theory have been examined and compared, as have
social exchange and renqging. Also, it is noted that in the interaction
and post-Confucian work dynamic approaches, buyer-seller relation-
ships have less psychic distance. The major difference lies in funda-
mental management approaches. Westerners appear to apply mind
management whereas the Chinese focus on heart management. This
difference motivated research to study guanxi constructs and the rela-
tionship between constructs and performance.






Chapter 4

Guanxi Context and Constructs

INTRODUCTION

Appendix A states that there is a gap in existing studies on the sub-
ject of guanxi. There is no study of the constructs of guanxi and the
interactions among them, and of how guanxi may affect the develop-
ment of relationships. This research aims to fill that gap. The primary
objective is to investigate the constructs of guanxi and how these
constructs affect relationship performance. A theoretical model has
been developed to explain the constructs and the interactions be-
tween constructs and relationship quality, sales performance, rela-
tionship termination costs, and formalization.

Objectives and Organization

The objectives of this chapter are:

1. To propose an environmental context analysis as the back-
ground of the guanxi model

2. To construct a guanxi model and describe the variables affect-
ing guanxi

The guanxi environmental context model builds on the compari-
son and contrast between Western and Chinese views presented in
Chapter 3. There are significant differences between Chinese and
Western societal values and business practices as well as managerial
philosophy, such as the mind and heart approaches.

To understand these differences, it is important that a review of the
environmental context is achieved by proposing a comprehensive
model to incorporate political, legal, social, business, and individual

61
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psychology systems into a dynamic context model. The various com-
ponents or constructs of the model are described later in this chapter.

Chapter Structure

This chapter starts with an analysis of the environmental context in
the PRC by reviewing both traditional equilibrium-oriented and non-
equilibrium-oriented perspectives. The second section includes a de-
scription of the post-Confucian work dynamic. The final section de-
scribes each component of the guanxi model: compromise, favor,
trust, and adaptation, and their interactions.

ANALYSIS OF THE ENVIRONMENTAL
CONTEXT IN THE PRC

Conceptual Context Framework

The literature review in Chapters 2 and 3 has helped explain rela-
tionships, with an emphasis on the need to do more cultural “context-
laden” studies. A conceptual framework of the Chinese cultural con-
text is proposed here. The framework includes five subsystems
designated S, P, A, C, and E:

Subsystem Components

S = System (macro) Legal and political environment

P = Personalism system Family and kin relationships

A = Adaptation system Business and organizational adaptation
C = Changing social system Social network

E = Egocentric system Individual self

The subsystems are illustrated in Figure 4.1.
Two approaches are proposed to integrate the complex environ-
mental, social, and individual context variables:

1. A traditional equilibrium-oriented approach
2. A new “dynamic” or non-equilibrium-oriented approach

The next section discusses the model according to the traditional
equilibrium-oriented approach.



Ayredwg

diysinauaidaiug

A/

wsiouidwg

ouuso0UYlg

A/
Cosmesonia]
=

/\¢

olu80063

= (e

Sl T

Ayjeuosiad
Kioyoipesuon

sjseJalu|
- JO 10IjpuoD

JUBWIUOJIAUT
jo abueyn

\L+

—T

-1 uoneydepy | <

ooueldecoy | @—T—

Auqeployy | —

¢

Koesoony | E——

sileuosiod

N
O

‘(eseyd uoneydepy 0}
aseyd Aoelooiny wolj sessacoid uoneidepy) v Bunosye (waisAs ouuso0b3) 3 pue ‘(waisAg eroos buibuey)) 9 ‘(wsieuosiad) d
‘(waysAg) s :o1weuAp xuenb o} uoienyis/saloebs| [euswuoiiAud woly Buipes| 0160| s|geqo.id sy} seyedipul waisAsqns yoe3 :8joN

-4— | ABisuAg

+—|{ Aepes

-<4— | Bunnesg

-t— | Ayoseog

wayshs

KX

¢

(ennoadsiad 3OVdS) SISAleuy 1X81uo)) |BlUBWUOIIAUT IXUBNY) "'y HNDI4

olweuAq
IXueno

annoadsiad
[eaibojoyohsd
-01908

eap|
ueloNJUOD
-Jsod

sou3
BuiAiepun

sajoebo]
/suonenis
[eluBWUOIIAUT

JUETIETE |
olweuiqg



64 GUANXI: REIATIONSHIP MARKETING IN A CHINESE CONTEXT
SPACE Context Analysis

System. This subsystem reflects the legal and political macro-
environment, in which there is a potential causal link between the
variables of system, scarcity, saving, security, and success.

Owing to the poor institutional legal system in China and the
unstable political systems of the present PRC government, most
Chinese tend to feel the scarcity of individual personal economic
resources. They may have a tendency to save more, perhaps in the
form of social capital, such as guanxi and renqing. Their insecure
psychology provides an incentive for them to work hard.

It is emphasized that the links in Figure 4.1 aim to provide some
possible explanations for the context of the larger legal and political
environment and do not mean to include all explanations. The se-
quence of each S variable may not be according to the same order ab-
solutely.

Personalism. This generally refers to the personalism in a family
and kin network. The major characteristic of Chinese society is
personalism, emphasizing self-control and respect for authority. The
major feature of personalism, which stresses the importance of a so-
cially acceptable role, is obedience to the established order of rela-
tionships. This normative role has been institutionalized in Chinese
law (Redding 1990). The underlying ethos of personalism is pater-
nalism, which arises from the traditional inheritance system and Con-
fucianism (Redding 1994). At the level of kin networks, paternalism
is expressed particularly in aloofness and social distancing within a
clear hierarchy with mutual vertical obligations. Paternalism tends to
provide protection to key subordinates. One of the successful factors
of the recent open policy of the PRC is the emphasis on pragmatism,
which is demonstrated by the economic reform espoused by Deng
Xiaoping as well as the broader context of East-West détente. The
changes bear all the features of Deng’s pragmatism, combining the
wisdom of moderation and eclecticism. This pragmatic tendency
may be the most important factor contributing to economic success in
Confucian societies.

Adaptation. This refers generally to the adaptive processes of busi-
ness organization. Basically, the political environment of China has
been autocratic but with an emphasis on personalism and a benevo-
lent ruling or managerial style. The Confucian emphasis on civilized
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conduct, paternalism, and hierarchical organization conflicts with the
feeling of insecurity generated within society.

Changing social environment. This refers to the ever-changing
Chinese environment; Huang (1994) described the period 1880-1990
as five generations of conflict and modernization. Each generation
possessed different individual values, role norms, moral behavior,
and expectations.

Table 4.1 presents the unstable course of Chinese history since
1880. The period from 1970 to the present includes the conflict be-
tween hard-line communist ideology and more moderate modern be-
liefs (Huang 1994). Huge conflicts occurred among different genera-
tions and regions (e.g., more open coastal cities were criticized by
inland city officials as benefiting from special economic treatment
and concessions). The Chinese tend to have a contradictory personal-
ity (reasoning versus feeling) (Huang 1994). The Chinese may try to
reach a compromise between conflicting interests. In social net-
works, commitment is important for any successful long-term coop-
eration. Commitment is defined as “an implicit or explicit pledge of
relational continuity between exchange partners” (Dwyer, Schurr,
and Oh 1987, p. 19). Commitment indicates a willingness to make

short-term sacrifices to realize longer-term benefits (Dwyer, Schurr,
and Oh 1987).

TABLE 4.1. Five Generations of Conflict and Modernization

Generation Historical Events

1880 - 1911 The Xinhai Revolution; the May Fourth Movement

1912 - 1930 The period of warfare among warlords

1930 - 1945 The war of resistance against Japan and civil war

1945 - 1960 The civil war; the founding of the PRC; the land-reform move-

ment; the Korean War; the “struggle against the bourgeois
rightists”; the Great Leap Forward

1960 - 1990 The Cultural Revolution; opening to the outside world; the
Tiananmen Square crackdown

Source: Huang (1994).

Note: The period from the Xinhai Revolution to the Great Leap Forward and
Cultural Revolution covers many decades of painful and messy environmental
changes in China.
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Unlike the economic view of rationality and discrete transactions,
commitment is more closely related to the concerns of mutuality and
loyalty. Commitment, in Chinese strategy, may not be proportionally
shared between buyer and seller in the short term, and it may occa-
sionally even involve irrational elements in the short term. For exam-
ple, a buyer may ignore short-term gains to favor an old partner, who
may possibly provide benefits over the long term. The emotional as-
pects tend to provide the shared goals and values for the parties, who
tend to act instinctively for the long-term benefits of the partnership.
Such commitment has the following benefits:

1. It minimizes the searching and start-up costs of dealing with
new partners.

2. It economizes on the learning curve.

3. It may provide higher efficiency as a result of the adaptability
and flexibility implicit in reduced role ambiguity.

This sort of commitment behavior tends to support a self-reinforcing
cycle.

Ego. This means the individual’s ego subsystem. In an ever-
changing environment, the Chinese have tended toward egocentric
attitudes. Ethnocentric behavior may originate from these attitudes.
This behavior is a result of the isolation of Chinese society from the
outside world for several hundred years during the Ching dynasty.
The Ching dynasty lasted more than 200 years (A.D. 1644-1912), dur-
ing which period China was ruled by Mongols. Most Chinese were
not encouraged to express their feelings freely. This history of re-
strictive rule may have influenced the Chinese to develop ethno-
centric attitudes. Also, the Chinese tried to escape from political in-
volvement and at the same time directed their efforts to business
involving a high degree of empiricism. This ego variable has encour-
aged strong entrepreneurship. The characteristics of Chinese entre-
preneurship include a high centralization of authority and the ability
to enjoy a high degree of flexible empathy with other members of a
given guanxi network (Redding 1990).

Implications. In summary, the adaptation (A) of business organi-
zations reflects the S (Synergy), P (Pragmatism), C (Commitment of
each party), and E (Empathy of Chinese entrepreneurship) among in-
side members of a given network, as illustrated in Figure 4.1. The fig-
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ure does not attempt to provide all explanations for all variables or all
causal links but tries to provide a theoretical framework to enable an
analysis of context in a more systematic way. Another contextual ap-
proach is non-equilibrium oriented.

Non-Equilibrium-Oriented Approach

The non-equilibrium-oriented approach is depicted in Figure 4.2.
The key features of this approach are:

1. A stress on different subsystems to show the complex interplays
among them

2. An emphasis on “changing” or “dynamic” elements within and
among the subsystems as well as their interactions

Each system, S, P, A, C, and E, is assumed to consist of a complex
set of mutually interacting components or forces that produces ob-
served system changes. Each system interacts with or has influence
on all other systems. The probable causality link is multiply deter-
mined and mutually reciprocal. The system is fluid, representing a
flow of changes.

Symbolically, the forces of S, P, C, and E fuse to form what could
be called a “Chinese harmony” through the adaptation (A) process.
Both parts (S-P and C-E) still retain their own integrity and identity.

Importance of the contextual model. The importance of this envi-
ronmental model is to provide an alternative view of interpreting the
guanxi concept. The interpretations are as follows.

* An emphasis on the interaction among various political, legal,
business, social, and individual subsystems shows a complex
interplay with relationship performance, the focus of this re-
search. This research attempts to identify the key constructs of
guanxi because the interplay of various subsystems expresses
how players or partners perceive the relationships among them.
The understanding of the key constructs of guanxi provides in-
sight, which may help businesspeople formulate strategic plans
in customer services, partner relationships, and other business
relationships.

* An emphasis on dynamic changes within the subsystems and
how these dynamic changes are related to sales performance and
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the perception of each relationship. The interacting subsystems
S, P, C, and E are regarded as important variables affecting the
central adaptation behavior of business organizations (i.e., sub-
system A). The business adaptation behavior is analyzed and
elaborated in a later section. One of the measurements of adapta-
tion behavior is relationship outcome performance, which is de-
fined as consisting of these indicators:

1. Overall relationship quality

2. Sales performance

3. Relationship termination costs
4. Relationship formalization

Summary. Each of the subsystems incorporates a complex set of
mutually interacting components or forces to produce observed changes
in the subsystem or the whole system. Each subsystem influences all
other subsystems and the relationship performance outcomes. Rela-
tionship performance also interacts with and influences the five sub-
systems. The whole system is in a constant state of flux. The adaptation
process is discussed in detail in Chapter 6.

GUANXI MODEL

Conceptual Model and Explanation

Coming to grips with interpersonal relationships is a significant
topic for practicing managers and academics. One of the limitations
of existing writing on relationships is its simplicity; this limitation,
together with a lack of empirical evidence, probably leads to over-
generalization. For example, guanxi has been described as one of the
most important culture-bound concepts that a businessperson faces
(Huang 1994). However, neither the exact meaning of the term
“guanxi” in the international marketing context nor research evi-
dence supporting this assertion have been discussed.

A theoretical model has been developed to explain the dynamic of
guanxi. The constructs are:

* Favor

e Trust

» Adaptation
* Dependence
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The constructs are independent variables, and guanxi performance
is a dependent variable. Performance has three indicators: (1) termi-
nation risks or costs, (2) sales performance, and (3) relationship for-
malization. The conceptual model is shown in Figure 4.3. The arrows
in Figure 4.3 show the postulated direction of influence. The model
assumes that there is only a one-way flow of influence. The figure in-
dicates a small number of the potential links. This empirical study is
not an attempt to deal with all the variables or the combination of all
variables; instead it focuses on the key constructs and the interaction
of constructs and performance indicators.

System Dynamics Approach

Before going into the details of the model, a system dynamics ap-
proach is used to describe the mechanism of the model. The system
dynamics approach is defined as a method of analyzing problems in
which feedback is an important variable, and which involves the
study of how a system can be made to benefit from shocks in the out-
side world. This approach helps us understand that:

1. Human behavior is complex and dynamic.

2. Although behavior is different in various areas, sometimes it
displays a surprisingly similar pattern.

3. Occasionally, the dynamics of the system (e.g., SPACE organi-
zational behavior as a whole system) raise a wide range of prob-
lems, such as, why is there a conflict between the constructs of
trust and favor?

In general, this dynamic approach will help us to:

1. Explain behavior in terms of perceptual concepts, structures,
and interacting results
2. Suggest ways to improve business structures and policies

There are three levels in Figure 4.3:

1. Input attributes
2. Guanxi indicator
3. Performance outcome

The constructs (input attributes) are linked to show the causality
between guanxi performance indicators.
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Among the three levels, feedback loops indicate whether the feed-
back behavior is positive or negative. The loop reinforces each level.
The higher the trust input, the better the guanxi outcome is.

Another way of understanding Figure 4.3 is to imagine that the
outcome (i.e., relationship performance level) is the end result of all
input. Elements of the system are:

1. Constructs: trust, adaptation, favor, and dependence

2. Guanxi quality level: The level will be high or low according to
the interactions of all input.

3. Relationship performance outcome: Three indicators are used
to reflect the overall quality of relationships:

» Termination risks or costs
» Sales performance
 Relationship formalization

Implications

In Figure 4.3, it is assumed that trust, adaptation, and favor affect
guanxi quality positively and dependence influences guanxi quality
negatively. In this study, the constructs are empirically identified or
theoretically operationalized. The relationships between constructs
and performance indicators are statistically tested in Chapter 5.

CONSTRUCTS

Trust

Chinese people usually employ defense mechanisms in the devel-
opment of relationships. Particularly in the early stages of develop-
ment, reciprocal trust is weak. Chinese people will keep a certain
psychic distance from the other party. Therefore, this defense mecha-
nism may have a negative effect on guanxi. Defensiveness may be
due to worries about potential relationship termination costs and op-
portunistic reactions. Relationship termination costs include all ex-
pected losses resulting from a perceived switch to a potential alterna-
tive new partner. For example, a supplier who fails to obtain business
from a customer may threaten to pass on confidential information to
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one of the customer’s competitors (Morgan and Hunt 1994). This de-
fensive strategy is one of the reactions to opportunistic behavior,
which has been defined as self-interest seeking with guile (William-
son 1975). An individual may generally divide people into two cate-
gories: fiancé and fencer. An individual has more trust in a partner in
the fiancé category.

Tong Wah Enterprises Ltd. imported raw plant oil from Brazil and
reexported the raw plant oil in bulk to a reputable state-owned factory
in Wuhan, China, starting in 1987. They established a joint venture in
China and got an advantage from the friendship between John Lai,
the director of Tong Wah, and a factory manager, their Chinese part-
ner. This friendship has changed their relationship from business as-
sociates to old friends. Moreover, these two parties have established
trust that was very important when Lai lent Rmb $3 million to this
factory manager. The two parties trusted each other even before they
started their project.

Anthony Ko, Managing Director of Hitech Investment (Group)
Ltd., said, “the Chinese are relatively inexperienced in conducting
business as compared with their foreign counterparts. They logically
put more emphasis on trust rather than contract. So they are more
willing to do business with friends.” Therefore, when Hitech invested
in some projects, including software manufacturing, motorcycle
manufacturing, computer manufacturing, property development, and
mobile phone battery manufacturing, in China in the early 1980s,
they established trust through guanxi building, face giving, and mu-
tual understanding exchange.

Favor

The Chinese word for favor is renqing, which means a resource that
an individual can present to another person as a gift in the course of
social exchange in order to strengthen the relationship between the
parties. Thus, the more favor that is received by the resource petition-
ers, the more they will have to repay. Conceptually, if more favors are
exchanged, the relationship between the parties, or the guanxi of the
parties, may well be enhanced.

Refer to the case of Tong Wah Enterprises Ltd. When the factory
manager, their partner, borrowed money from Tong Wah without any
collateral, the manager owed Lai a renqing, which must be repaid at a
later time. In addition, when the factory manager asked all the Chi-
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nese officials concerned to work in his factory for three days as part
of the approval process, he owed them renqing which also has to be
paid back later.

To generalize, Westerners usually employ the equity rule, which
encourages individuals to allocate resources in proportion to their
contributions. However, the Chinese generally employ the need rule,
which dictates that dividends, profits, or other benefits should be dis-
tributed to satisfy recipients’ legitimate needs, regardless of their rel-
ative contributions (Hwang 1987). Thus, they would likely give pref-
erence to allocating resources to someone whose need is urgent. If
there is a discrepancy between these two rules, renging may be
adopted according to the degree of relationship with the party.

Favor and Compromise

In Chinese relationship building, when an individual owes some-
one renqing, he or she should be ready to pay back the debt once cir-
cumstances permit. In Chinese ethics, the obligation of reciprocity is
quite important.

When the director of Tong Wah Enterprises Ltd. lent money to the
factory manager, he had offered renqing to him. This manager, then,
has to repay Lai’s renqing by working hard. This reciprocity dynamic
encouraged Lai to give a 5 percent bonus on profit to the manager to
repay him for his management. As Lai admitted: “Because this fac-
tory manager has been performing well, we have promised to give
him a 5 percent year-end bonus based on the profit generated by this
joint venture. . . . This is the gentlemen’s agreement between us. We
did not put it on paper because it is not allowed in the PRC by
law!” Without the norm of reciprocity, guanxi would no longer be a
“weapon” in the power game.

However, the personality of the resource allocator is a variable that
may influence the norm of reciprocity. For instance, a resource allo-
cator who is a “heart-oriented” person tends to take a long-term per-
spective regarding the building of group loyalty and group values
(Wee 1994). Guanxi and renqing may be the major factors influenc-
ing decision making. On the other hand, if the resource allocator is a
“mind-oriented” (logical and reasonable) person, he or she is likely to
be task-oriented (Wee 1994). The obligation of reciprocity may be
considered less important by mind-oriented people than by heart-
oriented people in the decision-making process.
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The Chinese tend to be cautious in dealing with outsiders and to
seek compromise (Yang 1981). Thus the Chinese do not like con-
frontation. When there was a conflict, Tong Wah Enterprises would
not confront the other party but rather would endeavor to solve the
problem. Hitech Investment would not confront their Chinese part-
ners in a formal meeting when disagreement arose, either. They
talked to their counterparts in some private meetings and attempted
to understand the reasons for the disagreement. The understanding
helped them resolve the problem, present their solutions in subse-
quent formal meetings, and maintain mutual guanxi.

The tendency toward compromise can be traced back to the Con-
fucian “mean,” which was defined by Confucius as having “no incli-
nation to either side.” This does not mean the absence of passion and
the suppression of impulses but a tendency to regulate aggressive be-
havior to achieve internal harmony. Confucius said:

While there are no stirrings of pleasure, anger, sorrow, or joy, the
mind may be said to be in the state of equilibrium. When those
feelings have been stirred, and they act in their due degree, there
ensues what may be called the state of harmony. This equilibrium
is the great root from which grow all the human actions in the
world, and this harmony is the universal path which they all
should pursue. (The Doctrine of the Mean, 1, Legge 1960)

The social norms of restraining primitive passions and impulses
have been taught in schools for hundreds of years. The definition of
the mean is:

The gentleman does what is proper to the station in which he is;
he does not desire to go beyond this. In a position of wealth and
honor, he does what is proper to a position of wealth and honor.
In a poor and low position, he does what is proper to a poor and
low position. . . . In alow situation, he does not court the favor of
his superiors. He rectifies himself, and seeks for nothing from
others so that he has no dissatisfactions. He does not murmur
against Heaven, nor grumble against it. (The Doctrine of the
Mean, XV, Legge 1960)
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In public, individual Chinese are expected to have a high degree of
self-control. Normally, inner feelings are channeled through family
or intimate friends. This is why Chinese always emphasize the im-
portance of friendships.

The doctrine of the mean implies minimization of complaining be-
havior, less litigation, the minimization of extreme behavior, and re-
sistance to new fashion or technology.

Continuity

Continuity is one of the determinants of compromise, favor, and
trust. Continuity means the continuity of relationships in the future. If
Chinese network members expect a relationship to continue in the
long term, they will conduct more interactions and social exchanges
to maintain and improve the relationship. However, continuity must
be built up through a process of interactions in which reciprocal trust
can successively be deepened. Therefore, Hitech Investment visited
their Chinese partners’ offices after inviting their potential Chinese
partners to come to Hong Kong and inspect their business offices.
The long-term relationship was emphasized during these visits.

On the other hand, if the participants feel any insecurity about the
first transaction, because of lack of mutual trust, they may test the
partner through a trial order initially, and then move to repeat orders.
As a result, security and trust in the relationship are enhanced over
time, so that the relationship can continue.

Another element of continuity is an interrelationship with other
people that most Chinese believe to be continuous. The Chinese say-
ing “If you teach me for one day, I will regard you like my father for-
ever” reflects this continuity in relationships. One of the major ele-
ments of continuity is time orientation, such as orientation to the past.

Concern for History

Chinese people tend to hold reverence for an imagined shared past.
Van Oort (1970) pointed out that the principle of respect for the past
or veneration of history is a second cultural value for the Chinese; if
anyone in the world cares about history, it is the Chinese.
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The Chinese are very proud of what they see as their cultural heri-
tage. There is a Chinese proverb, “Among the three unfilial duties,
the greatest one is to have no heir.” The reasons are:

1. A family needs an heir to continue biologically.
2. To pass on the Chinese culture to the next generation.
3. To fulfill the hopes of their parents (Yang 1979).

Adaptation

Chinese culture has developed a great inertia and resistance to
change. However, in an ever-changing environment, swift action is
achieved by the ability to be adaptable.

There are three principles of adaptability:

1. Flexibility
2. Innovation
3. Initiative

Flexibility

One of the dynamics of Asian business is that, in some cases, there
are no fixed rules and regulations. Strategies are fluid enough to react
and to change instantaneously according to fast-moving events and
situations.

The negative aspects of not following regulations or laws include
bribery and unscrupulous business practices. The former may take
the form of substantial gift giving, which may be regarded as un-
acceptable and, in extreme cases, illegal in Western culture, but may
be viewed as acceptable behavior in some Asian countries. The latter
practice may likely encourage some producers to supply products of
inferior quality at very competitive prices.

The positive aspects of flexibility are demonstrated by subcon-
tracting systems with high flexibility in production schedules. First,
this flexibility provides cushioning against any fluctuations in de-
mand. Second, multiple suppliers give more choices. Third, the com-
petition among subcontractors may push up quality and push down
costs. The low-price penetration strategies adopted by most Asian
countries are another example of high flexibility in marketing. This
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flexibility even applies to some high-technology products, such as
computers and vehicles.

Innovation

Unpredictable marketing and product changes require innovative
tactics in the search for new and creative solutions. Particularly in
Asian countries, where most businesses are small to medium size, a
creative strategic entrepreneurship network can survive.

Initiative

Initiative differs from innovation in that innovation is a proactive
and systematic approach while initiative uses both proactive and re-
active approaches, requiring an individual to be highly adaptable and
able to respond promptly. For example, most Hong Kong companies
have reduced costs by moving manufacturing operations to the PRC.
They are willing to accept a short-term reduction in profits rather
than opting for the retrenchment of their managerial staff, to mini-
mize the impact on staff morale.

Friendship

Friendship is another important variable affecting the process of
adaptation. Friendship can be divided into two dimensions: outsider
and insider. Generally, “insider” refers to a relationship that is rela-
tively permanent and stable. The members of such primary groups as
family, close friends, and other congenial groups are often regarded
as insiders. On the other hand, “outsider” means a relationship that is
basically unstable and temporary, e.g., the relationship between a
new supplier and customer. The resource allocator may tend to allo-
cate more resources to insiders, and less to outsiders.

However, there may be a situation where one party has a relation-
ship with the resource allocator in a marginal case, and as a result,
renqing or favor may play a more important role in strengthening
guanxi with the resource allocator. Asia Link Ltd., a subsidiary of a
highly profitable company, Toptele Ltd., maintains guanxi with their
potential Chinese partners at two levels, negotiation and top manage-
ment, to resolve their disagreements.
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There are three types of friendships:

1. Natural friendship—Friendship for its own sake, e.g., when
someone visits China, a hospitable stranger invites him or her
for dinner just for friendship.

2. Friendship to keep righteousness—There is a Confucian philos-
ophy that “gentlemen stress righteousness; mediocre men seek
profit.” Righteousness means a variety of things, such as justice
and equity. This sort of friendship implies behavior based on
justice.

3. Self-interest friendship—Friendship that is maintained for the
sake of survival or furthering mutual self-interest.

In reality, Chinese friendship means a combination of two or three
of these types of friendship. PRC sports propaganda includes the slo-
gan: “Friendship first, competition second.” The logic is that victory
and defeat are short-lived but friendship continues on a long-term
basis.

With the opening of China to the West, some Chinese people may
open the back door to link with Westerners through the development
of self-interest friendships because market mechanisms are limited
and inefficient. Chemtech Ltd., one of the largest chemical and phar-
maceutical companies in the world and the largest in Germany, at-
tempted to satisfy the private goals of the Chinese, such as granting
consultancy contracts to individual Chinese members of established
joint ventures.

Characteristics of Chinese Friendship and Trust

Benevolence, righteousness, propriety, wisdom, and fidelity are
the five constant virtues for the Chinese. Fidelity denotes loyalty, the
repayment of debts of gratitude and honesty. Without self-interest, a
person can help a friend, who should be obliged to pay back favors.
The Chinese expect that the repayment value of a favor should be
greater than the value of the original favor. Nonrepayment is re-
garded as immoral. The Chinese judge others by evaluating the ex-
tent to which they keep their promises. There is a Chinese saying: “A
word once spoken cannot be taken back even by a team of four
horses.” A contract in Chinese is often regarded as tacit in accordance
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with individual reliability. Occasionally, the request for a written
contract may create a dilemma of friendship versus trust because a
written contract may imply no or weak trust in another party.

Timing for Friendship

“Don’t embrace Buddha’s feet only at a time of urgent need.” This
i1s a common Chinese saying describing friendships developed only
to secure a favor. Difficult times may not be the right time for devel-
oping a good friendship.

Hitech Investment (Group) Ltd. had good guanxi with the secretary
of the Shenzhen city government. This secretary, in order to give
mianzi, offered them help in finding other PRC partners. This kind of
guanxi invited other potential PRC partners to have dinner with the
foreign partners and exhange ideas. Doing business at banquets is ob-
viously a popular mode of operation in China.

INTERACTION OF GUANXI CONSTRUCTS

Figure 4.3 shows the interaction among the major factors affecting
guanxi building. Favor and trust are the major variables of interac-
tion.

The major characteristic of Chinese culture is the maintenance of
internal harmony, which is most likely to be achieved by compromis-
ing individual interests and choosing social conformity, nonoffen-
sive strategies, and submission to social expectations (Hwang 1987).
Compromise and favor are interrelated to a certain extent. Guanxi
networks provide two basic areas for interaction:

1. A petition always involves the resource allocator in the guanxi
network as the first step.

2. The petitioner may use a third party to arrange a formal intro-
duction and to influence the resource allocator’s decision. This
emphasis is reflected by the Chinese saying, “Before turning
down your request, one should have a look at the Buddha’s
face.” This saying means that one needs to show respect to the
face of the resource allocator.
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Adaptation, Compromise, and Favor

Renging is not an objective variable. It is a blend of social cost,
quality, and relationships, and is subject to different interpretations.
Therefore the repayment of a renqing debt can be more difficult than
the repayment of a financial debt. The way to evade entanglement in
renqing is adaptive behavior. There are four main adaptative types.

First, as more Chinese people have been educated abroad, they
tend to form a subculture in which they have been socialized accord-
ing to equity norms, instead of the traditions of renqging. Therefore,
modern Chinese attitudes can be said to include more of an individual
orientation. The dilemma of renging and equity needs have been
adapted to each other.

Mega Elevator International, Inc. has faced this kind of dilemma.
Established guanxi allowed them to identify their PRC counterparts’
private goals. For example, the Chinese may want some important
positions in the factory. Luckily, Mega prefers to employ capable lo-
cal personnel in their joint venture instead of sending senior manage-
ment from the United States. Thus, the dilemma resolved itself.

Second, another form of adaptation is the adoption of a clear-cut
rule of social interaction, such as the practice of modern management
rules in Chinese business organizations. Typical business organiza-
tions in Hong Kong, Taiwan, and Asia in general are family busi-
nesses, employing family or extended-family members as key man-
agers. Some of the business owners use the renqing rule in their
interaction with employees. With the adoption of Western manage-
ment procedures, the functions of an organization tend to develop
more clear-cut rules with a more open organizational climate and fair
interaction.

Third, another way is to adapt a new interaction network rather
than staying within the existing guanxi network. For example, some-
one leaves his birthplace and moves to a distant province to establish
new instrumental ties with persons there.

The fourth way is to maintain different domains for equity rule and
renging needs. For example, when faced with limited resources, a re-
source allocator may follow the equity rule, and when resources are
more plentiful or directly controlled, the resource allocator may fol-
low the renqing rule.
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Friendship, Trust, and Continuity

Levels of relationship building in the form of friendship are af-
fected by the rate of interaction of trust and continuity. Why is trust
so important in Chinese networks?

Trust

Trust, as defined by Morgan and Hunt (1994), exists “when one
party has confidence in an exchange partner’s reliability and integ-
rity” (p. 23). Confidence is associated with consistency, competence,
fairness, responsibility, helpfulness, and benevolence (Altman and
Taylor 1973; Dwyer and LaGace 1986; Larzelere and Huston 1980;
Rotter 1971). Trust promotes a willingness to rely on a trustworthy
party and to take actions involving potential risk or actual risk (Mor-
gan and Hunt 1994).

Trust has been studied widely in different contexts, such as:

e Social exchange—the norm of trust is regarded as a major
characteristic in management theory (Barney 1990).

e Service marketing—Berry and Parasuraman (1991) noted that
business-to-business relationships require trust. They also pointed
out that the management of trust affects the effectiveness of
service marketing because most of the customers purchase ser-
vices before experiencing them.

o Strategic alliance—Regarding strategic alliances, Sherman
(1992) indicated that lack of trust is the largest barrier to the
success of alliances.

* Business-to-business market—In buyer-seller bargaining situ-
ations, Schurr and Ozanne (1985) found trust to be important to
the process of achieving cooperative problem solving and con-
structive dialogue, leading to higher levels of loyalty (commit-
ment) to the bargaining partner.

o IMP group—Trust is regarded as of fundamental importance in
the studies conducted by Ford (1980) and Hakansson (1982).

All of this research confirms the importance of trust in business.

Relationship Quality

There is a major marketing directional change from transaction
marketing to relationship marketing. “The cooperative aspect of eco-
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nomic behavior has been relatively neglected. Economists speak of
competitive theory, of pure and perfect competition. There is no cor-
responding development of cooperative theory, of pure and perfect
cooperation” (Alderson 1965).

Some authors (Parvatiyar, Sheth, and Whittington 1992) acknowl-
edge the general paradigm shift toward relationship marketing and
examine major elements such as relational contracting (MacNeil
1980), working partnerships (Anderson and Narus 1990), symbiotic
marketing (Varadarajan and Rajaratnam 1986), and internal market-
ing (Arndt 1983; Berry and Parasuraman 1991).

The difference between relationship marketing and transaction
marketing is that a transaction has a distinct beginning, short dura-
tion, and definite ending and relational exchange traces to previous
agreements and is longer in duration (Dwyer, Schurr, and Oh 1987).

Summary

The guanxi model shows that the constructs of adaptation, favor,
trust, and dependence contribute to relationship quality. Through in-
teraction, a positive or negative flow determines whether the rela-
tionship moves up, down, or laterally. The constructs affect the level
of relationship building; for example, adaptation and trust determine
guanxi performance. Figure 4.3 illustrates the guanxi performance
indicator as the end result of the dynamic level of guanxi and rela-
tionship quality.

SUMMARY AND CONCLUSION

This chapter describes a model of guanxi constructs and perfor-
mance. It presents the environmental context in the PRC. A “SPACE”
contextual framework is proposed to provide an integrated system of
political, social, business, organizational, and individual sociopsycho-
logical frameworks for analysis purposes. Following the environmen-
tal contextual (SPACE) model, a guanxi model is proposed. The model
has constructs, performance indicators, and their interactions are linked
by flows and feedback loops. Each component or variable in the model
has been discussed with a brief reference to literature.






Chapter 5

Theoretical and Practical Aspects

INTRODUCTION

This chapter discusses the theoretical and practical aspects of
guanxi. First, the chapter provides implications for theoretical devel-
opment. Second, a summary of theoretical framework development
is given. Third, conclusions about the research questions are dis-
cussed in the form of various perspectives and perceptions. Finally, a
summary of theoretical and practical implications for business prac-
tice is presented. The chapter organization is illustrated in Figure 5.1.

IMPLICATIONS FOR THEORETICAL
FRAMEWORK DEVELOPMENT

This section elaborates on and reviews guanxi from social, cultural,
and economic perspectives. From the economic perspective, the rela-
tionships between contracting, corruption, and guanxi are discussed in
detail. In addition, the positive roles and benefits of guanxi are ex-
plored. Also, the framework of the adaptation process, position map,
interaction dynamic, and guanxi outcome are presented. Finally, the
implications of guanxi are critically reviewed by interpreting different
processes using both mind and heart approaches. The concluding part
of this section discusses the balance between mind and heart manage-
ment.

The following are the elements involved in building a theoretical
model:

1. Description

2. Explanation

3. Testability

4. Empirical support for research questions

85
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FIGURE 5.1. Organization of Chapters 5 and 6, Plus Appendixes
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With descriptive theory building, four major constructs were iden-
tified: trust, adaptation, favor, and dependence. A measurement tool
in the form of a questionnaire was devised to identify them.

The key questions of the explanatory aspect of theory building are
“how” and “why.” Relationships are found between guanxi quality
and the constructs of trust and adaptation, while trust, adaptation, and
opportunism also have relationships with the performance indicators
of contract formalization, sale pattern development, and relationship
termination costs.

To supplement existing theories in the West and China, three new
major theoretical explanations of guanxi have been developed:

1. Guanxi as the product of Chinese favoritism and a dichotomy of
conflict and harmony, or a dilemma arising from institutional
weakness

2. Guanxi as an efficient network mechanism arising from poor
development of property rights and contract law

3. Guanxi as the pursuit of individual personal gain in a tightly
controlled society
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Explanation 1 deals with social aspects while explanation 2 is con-
cerned with economic questions. Explanation 3 is more concerned
with individual interests.

The next chapter discusses a comprehensive model. Each part of
the model provides a basic understanding of guanxi perspectives and
applicable suggestions. Also, Chapter 6 describes the testability and
empirical support for the development of the constructs, which con-
stitute the major framework of the model.

Cultural and Social Context in China

Numerous authorities address cultural and social aspects of joint
venture negotiation in China (Pye 1982, 1986; Leung and Yeung
1995; Wong 1997; Buttery and Leung 1998). Buttery and Leung
(1998) indicate that China’s cultural and social system reflects Con-
fucian thought, which emphasizes harmony and hierarchy.

Harmony and Hierarchy

The principle of harmony implies aspirations toward conflict-free
group-based systems of social relations (Shenkar and Ronen 1987).
Confucius used the terms jen and lun to signify social ideals (Kam
1993). Jen means moral excellence in interpersonal relationships. Jen
emphasizes self-education and analysis. It advocates the relative im-
portance of knowing others and the relative unimportance of being
known (Lin 1939). This explains why the Chinese are so interested in
learning about the interests and personalities of visiting negotiators,
and indeed their myriad questions, which are considered frustrating
by overseas visitors. It also explains why Chinese negotiators are de-
fensive about freely disseminating information about themselves.

Lun is the proper positioning of people within the social and politi-
cal hierarchy (Lin 1939). Generally, there are five lun or relation-
ships in a classical Confucian society: ruler and subject, father and
son, husband and wife, elder brother and younger brother, friend and
friend. A Confucian gentleman is a man who keeps these five funda-
mental relationships in perfect order (Deverge 1986). Confucius’
idea was to create a harmonized society in which every person knows
and stays in the proper position. The practice of paternalism is the
highest ideal in the Chinese political system (Pye 1992).
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Guanxi in Sociocultural Development

Harmony and hierarchy are also important in guanxi. The instru-
mental, expressive, and mixed relationships, as proposed by Hwang
(1987), are one of the best explanations of guanxi and face. Expres-
sive ties exist among extended family members and close friends,
and social exchange is affected by the need rule, which means the al-
location of limited resources is determined by individual need rather
than individual contribution. Instrumental relationships involve the
allocation of resources among outsiders or strangers according to in-
dividual contribution. Guanxi is very important in mixed relation-
ships, which are ties between expressive and instrumental ties. In an
instrumental relationship, a resource allocator faces a dilemma in at-
tempting to satisfy all resource petitioners because direct refusal may
mean losing face to the petitioner who requests the resources. How-
ever, the findings of our research indicate:

1. Favor is not related to guanxi quality.
2. Favor is not a major determinant of sale stability.

These results show that although favor is popular, the survey re-
spondents may not have wanted to express this attitude openly or
were not willing to answer directly because of the sensitive nature of
some questions.

Westerners are often puzzled by a lengthy negotiation process.
The findings indicate that overall quality of guanxi is the end product
of trust and adaptation and both trust and adaptation need a long time
to develop.

Economic Context in China

Since 1974, Communist Party leaders have been directing China
toward its long-term national goal with its “four modernizations”
program, the modernization up to world standards of agriculture, in-
dustry, science, and national defense by the year 2000. Its level of
achievement has yet to be determined. At the Third Plenary Session
of the Eleventh Central Committee of the Communist Party in De-
cember 1987, Deng Xiaoping restated that the primary national ob-
jective of China was to complete this economic reform program
(Kaiser, Kirby, and Fan 1996). Chinese authorities also recognized



Theoretical and Practical Aspects 89

that the only way to pursue this ambitious goal was to attract foreign
direct investment (FDI), which would provide the capital, manage-
ment skills, and technology that was lacking. The Chinese govern-
ment attempts to use an economic model that actively integrates mar-
ket mechanisms while maintaining overall control of the economy
(Luo 1988). How does guanxi relate to the four modernizations?

Explanation of Guanxi from an Economic Perspective

The traditional transaction cost analysis proposed by economists
suggests that guanxi tends to reduce transaction costs, which in turn
makes business more effective and efficient. It also means that the
progress of the four modernizations program can be more effective
and efficient. As China lacks a formal legal system and a proper sys-
tem of distribution, guanxi networks provide an informal and effi-
cient system. In this study, guanxi quality correlates with relationship
termination costs, contract formalization, and sales stability. Before
explaining the importance of guanxi in economic development, West-
ern concepts of contracts are discussed. There are two types of con-
tracts (Davies 1995):

1. Classical contracting
2. Relationship contracting

Classical Contracting

Contract includes nonwritten, written, or verbal contracts or other
forms of understanding. The classical contract is common in simple
market transactions in which contract law covers all future contin-
gencies. Most transactions governed by classical contracts tend to be
self-liquidating. Most such contracts are on a medium to long-term
basis. Sometimes, if there is any disagreement between two parties,
there may be a need for arbitration.

Relationship Contracting
In the real world, classical contracting is difficult to achieve, as

normal transactions are executed continuously and involve long-term
relationships combined with the complexity of human interaction. In
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China, most contracts are mainly used for points of reference and are
subject to individual interpretation. Two parties are bound together
because both want to keep the relationship going or to avoid or mini-
mize the impact of losing the partner. For example, dealing with a
new supplier occasionally requires changes of specifications and in-
volves the risk that the supplier will not be able to fulfill all require-
ments. It takes a long time for the parties in a relationship to adapt to
each other.

In addition, the relationship contract has two major forms (Davies
1995): obligation contract and unified governance. The former cov-
ers interactions between different firms. The latter refers to transac-
tions coordinated by the managerial staff of a single firm. Relevant
questions about guanxi are:

1. What are the relationships between guanxi constructs, particu-
larly favor, and these forms of contracts?

2. What roles do the constructs of dependence and opportunism
play in the development of relationships?

To answer the above questions, economists proposed the follow-
ing variables:

1. Uncertainty—The key element that contracts aim to minimize.

2. Threat of opportunism—The potential loss of a customer as a
result of opportunistic behavior on the part of the customer, for
example, switching to a lower-priced supplier regardless of the
long-term relationship.

3. Extent of asset specific investment—Asset specific investment
refers to a supplier investing in new equipment (new assets) es-
pecially to meet the transaction requirements of a particular
buyer. In other words, the asset is specific to the transaction.

4. The degree of connectedness and the frequency of transac-
tions—The closer the buyer-seller relationship, the higher the
transaction frequency or connectedness wll be.

The guanxi model is a useful tool for explaining these variables.
Uncertainty indicates the tendency of each party to show opportunis-
tic behavior. Adaptation is largely a measure of the degree of asset-
specific investment. Favor is regarded as flexibility in transactions or
contracting and is important in ensuring against unforseen contingen-
cies. Even the most comprehensive contract will not cover all poten-
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tial contingencies. Favor differs from Williamson’s (1971, 1975) de-
scription of relationship contracting. The combination of people and
organizations creates the favor element of a relationhip, which may
imply unfair deals.

Davies (1995) described the guanxi network as “the social interac-
tions within the network place and its members in the equivalent of
an infinitely repeated game with a set of people they know” (p. 155).
These repeated favor exchanges ensure some type of trust among the
members of a guanxi network, which tends to minimize the risk of
uncertainty and the inflexibility of asset specificity.

Legal Framework for Foreign Joint Venture Establishment

The Chinese political administrative system is bureaucratic in na-
ture. This bureaucratic system and the centrally planned economy re-
quire a set of complicated procedures to establish foreign joint ven-
tures in China. Sum (1996) has a thorough discussion on the legal
framework for foreign joint venture establishment and its character-
istics in China, which is summarized in Figure 5.2.

When a foreign firm determines to invest in China, it needs to
identify a potential partner in the PRC. First, it can approach the mar-
ket alone if the firm has existing business connections there. Second,
it can go through a guanxi person who has ample business connec-
tions and can identify a potential partner. Finally, the foreign firm can
contact some intermediary organizations. They are official Chinese
agencies that help the Chinese government procure foreign capital. In
any case, if this foreign firm wishes to operate in an industry that is
driven by the four modernizations program, according to Chinese
law it must contact the Ministry of Foreign Trade and Economic Co-
operation (MOFTEC) because the business may affect the infrastruc-
ture of the country.

After the foreign firm identifies a potential partner, it normally
signs a letter of intent, which signifies the intention of both parties to
start negotiations. Meanwhile, they jointly draft the joint venture
business proposal. It is the Chinese party’s responsibility to submit
the project proposal to secure a listing in the economic development
plan and obtain initial approval from either local MOFTEC offices or
central MOFTEC depending upon the size of the joint venture under
PRC central planning policy.
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FIGURE 5.2. Legal Procedures for Joint Venture Establishment
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After the joint venture business proposal is approved, a feasibility
study must be jointly conducted by the foreign and Chinese organiza-
tions to justify the project’s economic contribution to the Chinese so-
cialist economy. This feasibility study needs to be endorsed by the rel-
evant ministry and the Ministry of Environment and Health. Approval
of the joint venture formation is the first stage of government approval.

After all these procedures are carried out, formal negotiation can
start on finer details of the joint venture. If both parties agree to pro-
ceed after negotiation, they must submit an amended project feasibil-
ity study to the relevant MOFTEC office and the State Planning
Commission for initial approval of the recognition of the venture’s
economic contribution to the Chinese socialist economy. This is the
second stage of official government approval.

After the feasibility study is approved by the government authori-
ties and the structure of the joint venture is discussed between the two
parties, the two parties will sign a contract. The number of contracts
signed will increase when the joint venture becomes more complex. In a
technology transfer joint venture, the joint venture partners will sign
a technology transfer contract, an intellectual property rights transfer
contract, and the business contract. These contracts, together with the ar-
ticles of association, are submitted to the relevant MOFTEC office for
final approval. This is the third stage of official government approval.

The decision to approve the joint venture will be made within
forty-five days by the MOFTEC office. This second stage of formal
approval will include a business license and number. The joint ven-
ture partners must register their business license with the State Ad-
ministration for Industry and Commerce (ASIC) for administrative
purposes. After the license is endorsed by ASIC, the joint venture is
officially established. However, the joint venture needs to establish a
bank account and register with the Taxation Department and the Cus-
toms Department before they can conduct business. This is the final
stage of government approval.

The reader can see that the process of entering China to do busi-
ness is complex. How can guanxi improve this situation?

Law and Guanxi

To some extent, guanxi helps to promote efficiency in transactions
and even aids the process of entering China. China is a socialist state,
which adopted Marxist theory regarding law as an offensive instru-
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ment used by capitalists against the working class. The Communist
Party effectively dismantled the legal system after the Nationalists
retreated to Taiwan in 1949 and installed a system of People’s
Courts. The People’s Court consisted of individual judges selected
on the basis of their personal political reliability and class back-
ground. Legal professionals were greatly affected. Under govern-
ment central planning policy, the role of contract law diminished.
Over the past twenty years, the Chinese government has gradually
acknowledged the poor development of its country’s legal systems
and the need to rebuild the whole legal system. It was estimated by
Vice Premier Zhu Rongzhi in 1994 that a fully effective legal system
would require a minimum of 300,000 legal professionals; achieving
this would be a long-term project. During this transitional period,
guanxi has functioned in providing bonds of trust between insiders’
expressive networks and the instrumental relationships of business
circles.

In summary, guanxi works like a lubricant to “oil the wheels of a
transaction” in the absence of well-developed legal systems. Most
guanxi development comes in the form of dining together and gift
giving, rather than in employing lawyers to protect the enforcement
of a written contract. This research indicates that the Chinese, unlike
Westerners, tend to create a formal contract at a later stage after
building up some degree of mutual trust. This is in contrast to the
Western philosophy that a contract should ideally be finalized before
any formal cooperation or joint venture. In theory, if there is total
trust, then the contract may be of less value.

Apart from the social, cultural, and economic interpretations of the
role of guanxi, another perspective is the explanation of guanxi as the
pursuit of individual personal gain in a tightly controlled society.

Guanxi and Corruption

The relationships between favor, guanxi, and corruption are ex-
plored in this section: Favor, which is defined as the special treatment
of another party, may imply some unfair treatment. This treatment
may be regarded as unethical and illegal. Nepotism is one of the rea-
sons why the favor construct is so difficult to test empirically.

Lien (1990) discussed the relationship between guanxi and corrup-
tion:
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Moralists maintain that corruption is definitely detrimental
while reformists argue that corruption provides some benefits to
developing nations which in some may exceed the cost. . . . De-
spite some disagreement, it seems that the reformists’ position
is well established. (p. 153)

Favor, to a certain extent, refers to the use of an individual holding
office to control resources or to provide special treatment regarding
resource allocation of physical or invisible assets, such as the permis-
sion to import or export. Favor levels in guanxi networks appear to
encourage this tendency to manifest in corrupt behavior.

Threshold’s (1990) definition of corruption is the illegal use of
public office for private gain. In his definition, a favor may be re-
garded as illegal behavior if any government official decides to
award a government contract or permission and license to someone
according to his personal self-interest instead of the government’s in-
tended criteria. Corruption arises when personal gain goes against the
intended objective of the government, assuming that the govern-
ment’s objective is compatible with the social welfare of the nation.
Another sort of corrupt behavior arises as the result of misallocation
of limited social or public resources. An insider may not be able to of-
fer the best combination of cost and quality to bid for the contract.
The efficiency of the economy is affected.

Another consideration involved in corruption and favor is human
subjectivity. Humans may unconsciously or consciously favor insid-
ers. The extent of favor is determined by the degree of favor ex-
change. At one end of the scale, small gifts, dinner, and helping busi-
ness friends are normally acceptable, because this behavior will not
cause any misallocation of major resources. At the other extreme, a
large bribe may distort the optimal allocation of public or social wel-
fare resources. In real life, most favors lie between the two extremes.
Sometimes it is difficult to draw the line between guanxi as lubricant
and illegal behavior. In China, imperfect competition and ineffective
mechanisms of preventing administrative abuse of, for example, the
approval of government import permits, tend to enable individual of-
ficials to earn monopoly “rent,” which is defined as the profits
gained. This imperfect competitive climate tends to encourage the
wide use of favor, for example, nepotism, which may be interpreted
as corrupt behavior.
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Summary

There are positive and negative aspects of guanxi. Viewed posi-
tively, guanxi networks offer an alternative means of facilitating
business transactions. Negative aspects include the associated cor-
rupt behavior, implying costs to national welfare. Chapter 3 de-
scribed the empirical evidence that business executives perceive
guanxi as a method of “maintaining a smooth flow of payments” or
“smoothing transportation.” These perceptions reflect business inef-
ficiency. The considerations of ‘“gaining access to electricity” or
“gaining access to land” were not perceived as important lubricants.
This interpretation is subject to further refinement because corrupt
behavior is difficult to evaluate. Most people may have some kind of
defense mechanism that allows them to rationalize, lie to themselves,
or simply ignore the sensitive question of the benefits of guanxi. But,
if there is overemphasis on favor or nepotism, will the future devel-
opment of reform in China correct the detrimental forms of guanxi
interaction? This depends on four things: first, the pace of economic
change in various systems or to what extent the economy is open;
second, progress in improving the legal system and anticorruption
measures; third, the rate of improvement of government administra-
tive control to minimize loopholes for unfair business practice; fi-
nally, the level of technological development of information systems,
such as the Internet. Information exchange is one of the major factors
in maintaining relationships.

POSITIVE FUNCTIONS OF GUANXI

According to empirical studies (Leung, Wong, and Tam 1995),
guanxi has four major positive roles. The following were identified
as key factors encouraging guanxi network members to work to-
gether:

1. Source of information—Market trends, government polices,
import regulation, and business opportunities.

2. Source of resources—The approval of import license applica-
tions by provincial and central government is regarded as a bu-
reaucratically controlled resource. Guanxi provides shortcuts to
obtaining this resource and saving time.
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3. Source of procurement/supply—For example, securing land,
electricity, and raw materials for joint venture manufacturing.

4. Company image building, logistics, and payment—These are
enhanced through the guanxi mechanism.

Chinese people probably have contradictory personalities. Guanxi
reflects this contradictory feature. The relationship building process
involves both cooperation and conflicts, which contradict each other.
Anderson and Narus (1990) defined cooperation as complementary
coordinated functions performed by firms in interdependent relation-
ships to target mutual or singular outcomes for reciprocation over
time. Dwyer, Schurr, and Oh (1987) indicated that a certain level of
conflict is inevitable in business life. The development of good rela-
tionships shows the resolution of conflicts or confrontations to be
constructively handled.

Adaptation and Guanxi

The findings of this research coincide with the research results of
Jacobs (1982), Brunner and Taoka (1977), Lee and Lo (1988), Tse et
al. (1988), Yang (1986), Hwang (1987), Brunner and Koh (1988),
and Brunner et al. (1989). Information exchange and mutual expecta-
tion are the key variables affecting adaptation attributes of guanxi be-
tween the Hong Kong firms and their Chinese counterparts. Other
factors may also influence the process of adaptation. A conceptual
framework is proposed to indicate the complex relationship between
guanxi and the process of adaptation.

Framework of Proposed Adaptation Processes and Guanxi

The underlying concept of an adaptation process is useful in the sys-
tematic analysis of the guanxi-building process. The conceptual frame-
work is that guanxi elements are perceived to be determined by out-
sider/organization and insider/individual dichotomies. Even in the
same adaptation process, an outsider and an insider will make different
levels of effort and face various degrees of difficulty. For example,
when the outsider tries very hard to establish a closer guanxi connec-
tion with another who owns resources, the insider may enjoy the bene-
fits of information exchange and mutual understanding in his or her
own network.
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The process of adaptation is understood as a series of eight stages (see
Table 5.1). Al through A8 describe the processes of guanxi building be-
tween parties.

Al, Availability. Available sources for appropriate connection: the
key exercise is searching for the right “source” or “gatekeeper” for a
guanxi network entrance. The difficulty lies in selecting the right net-
work members to associate with. If the Chinese party regards the
other as an outsider, tough bargaining takes place. If they regard each
other as belonging to the same network, negotiation is easier.

A2, Association. After searching for the starting point or initial
contact person, through association, each party will try to accept the
other if both have passed the testing period. For example, the poten-
tial buyer may not reveal his annual quantity requirement in the price
quotation request. Instead, he asks for a quotation based on a mini-
mum quantity. If the seller quotes on a minimum quantity, the price
most likely will not be very attractive. So no business deal is con-
cluded. Should each party regard the other as an insider, then they
will work together by revealing more information, by being more
willing to accept a below minimum order, or by revealing annual or
monthly requirement schedules for an exact quotation.

A3, Acceptance. This is a crucial stage. In the outsider dimension,
both parties clarify their positions and expect each other to under-

TABLE 5.1. Guanxi and Outsider-Insider Dichotomy—Perceptual Positioning

Process Outsider Insider

A1 Availability Bargaining Belonging
A2 Association Testing Teaming

A3 Acceptance Clarifying Compromise
A4 Affective Fitting Fine-tuning
A5 Affordability Accommodation Assimilation
A6 Affirmation Trial Trust

A7 Assurance Convergence Commitment
A8 Adaptation Fiancé Old Friend

Note: The adaptation processes all start with the letter A. Each outsider-insider
dichotomy is represented by two words beginning with the same letter. For
example, in the availability process, relationship situations are represented by
bargaining perceptions for the outsider versus belonging perceptions for the
insider.
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stand their limitations and strong points. Sometimes, the weaker
party is accepted because of the predominance of the strong party in
negotiation. For example, the suppliers may be willing to accept a
lower price in return for the potential of long-term business. They
will compromise by accommodating their mutually beneficial coop-
eration if they are working in the insider perspective.

A4, Affective. At this stage, in the insider dimension, both parties
are assured of the potential increasing confidence in each other by fit-
ting into the requirements of the other party. In the outsider dimen-
sion they may prefer to have a minimum asset-specific investment. If
they share an insider relationship, they may ensure the possibility of
fine tuning, or the consolidation of each party’s resources to optimize
the effective pooling of expertise and experience. This affective stage
means that individual decision-making has some elements of an ex-
pressive relationship.

A5, Affordability. 1t is also important for each party to determine
how to afford the risk of going further and developing stronger rela-
tionship ties. Both parties face the dilemma of whether to accommo-
date the stability of working together or to keep on searching for an
alternative standby supplier at lowest cost. If they are in an insider’s
circle, both parties will probably assimilate their resources or give up
self-interest for mutual benefit.

A6, Affirmation. For an outsider, affirmation is a “go-ahead” sig-
nal. This stage involves feedback. Throughout the process from
stages Al to AS, if the parties are in an outsider dimension, they will
not be so willing to have a closer relationship because they are in a
trial period. On the other hand, if they are in an insider dimension,
they may now enter the stage of mutual trust.

A7, Assurance. Once again, each party receives a signal reassuring
it of the possibility of enhancing the long-term relationship. The dif-
ference in the mode of cooperation between outsider and insider is
that the former expects a convergence of conflicting interests. The
latter meanwhile is able to achieve mutual commitment. For exam-
ple, a supplier is willing to invest in a special model for a new buyer
who requests a new specification. This reflects a mutual commit-
ment.
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A8, Adaptation. This is the final stage. In the outsider dimension,
both parties are now in the “fiancé” stage. They work closely, but
psychologically they still prefer to keep their distance. On the other
hand, when the insider reaches the “old friend” stage, they can actual-
ize their relationship with higher commitment and mutual trust; they
prefer to work together. A closer relationship is then established.

Summary

Stages A1l to A3 are perceived to be the mutual searching, famil-
iarization, and reciprocity stages; each party scrutinizes the emo-
tional aspects of the other. Stages A4 and AS involve the art of
achieving the balance of emotional versus instrumental elements of
relationship building. The cautious handling of stages A4 and AS
may decide whether the partners are “friends” (insiders) or “partners”
(outsiders).

The key functions of stages A7 and A8 are to achieve reconfirma-
tion and to appreciate the values of adaptation to each other. The
dilemma at this stage is confirmation versus conformity. Confirma-
tion implies that one party is required to work closely and to adapt to
the other party’s requirements. During the process of conformity,
conflicts of interests occasionally exist, concerning, for example, the
allocation of advertising or research costs in a joint project. One party
may be forced to conform to the other party’s requests if the party does
not want to break the relationship.

GUANXI PERSPECTIVES

The process and interactions just described are not a norm but
rather a guideline or checklist for the understanding of relationship
building. How can stages A1 through A8 be regrouped for easy un-
derstanding? A1 through A8 can be synthesized into four positioning
frameworks.

Guanxi Positioning

The combinations of these interactions with the insider/outsider
dichotomy form the framework of the perceptual map (Figure 5.3).
To analyze the complex interactive behavior of guanxi, four outsider-
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FIGURE 5.3. Guanxi Positioning Classification Map

A8
Adaptation F2 Fiancé F4 Old Friend
Process
F1 Fencer F3 New Friend
A1
Outsider Insider

insider psychological concepts are proposed: fencer, fiancé, new
friend, and old friend.

Fencer

At the fencer stage, both parties are testing the intentions or reac-
tions of the other (in the range of A1 through A4 or AS). Each party
regards the other as an outsider. If they accept each other as friends,
then they are in a “new friend” situation positioned in an insider
quadrant. If a strong guanxi relationship has been established after
the parties enter the new friend quadrant, they may enter the old
friend stage with substantial relationship-specific investment. Other-
wise, the parties may become “fiancés” with limited informal infor-
mation exchanges.

Fiancé
In the F2 quadrant (fianc€), during the affirmative stage, both par-

ties bargain with their power, which depends on how each party eval-
uates its dependence on the other party. This dependence has many
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forms, including two major forms: just or unjust. An unjust form of
dependence means that one party may exercise power over the other
without consent. A just form involves voluntary compliance or joint
effort to promote collective goals. Whether the relationship is main-
tained depends on the exercise of power. At the adaptation stage,
both parties trust each other. Trust is an important variable that
greatly influences interpersonal and intergroup behavior.

Trust affects relational expectations regarding the solution of con-
flicts of interest and the enhancement or diminution of solidarity.
Rotter (1967) defines trust as a belief that a word or promise of a
party is reliable and can be actualized in an exchange relationship. A
party will tend to take greater risks if he or she trusts his or her part-
ner. For example, high-risk cooperative behavior includes the follow-
ing:

1. Making a large concession to seek reciprocation

2. Compromise

3. Openness regarding individual motives and priorities
4. The unilateral initiation of tension-reduction actions

In short, the processes of association, acceptance, affordability, af-
firmation, and assurance in the form of bargaining power, expecta-
tion development, and mutual trust enable both parties to test their
mutual compatibility, integrity, and interdependence.

Old Friend and New Friend

The new friend quadrant differs in approach from the fiancé
quadrant. The Chinese approach tends to be more organic than the
Western approach; cultivating guanxi as a competitive advantage and
taking a long-term perspective on the investment in building a rela-
tionship; for example, regarding gift-giving as a part of enhancing the
guanxi network. At the old friend level, each party tends to favor a
heart perspective over the Western mind perspective. The former
perspective views management as an art of dealing with people by
understanding their feelings and emotions. All psychic rewards or
costs are subject to ever-changing situations. In such an environment,
continuity and consistency in maintaining the relationship in order to
win the heart is of great importance.
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Summary

In summary, the development of fencer and fiancé stages is similar
to two people falling in love. The new friend stage is similar to a
de facto relationship. The old friend position is like marriage, which
implies the serious consequences of separation and divorce in the
event of any major conflicts between parties. These positions may also
be called “beware-beloved dimensions,” as illustrated in Figure 5.4.

“Four Bs” Interaction Dynamic

The interaction dynamic means that fencer partners are wary of
each other, as in the initial stages of a couple going out (box B1 in
Figure 5.4). They will move to B2 (fiancé stage) by benefiting each
other. B3 indicates that parties accept each other as belonging to the
same network, while the B4 position is analogous to a couple in love
who decide to get married. Figure 5.5 illustrates the outcome of the
positions of each interaction stage.

FIGURE 5.4. Guanxi Interaction Dynamic: Various Stages from “Beware” to “Beloved”

A8
B2 B4
Benefit Beloved
Adaptation
B1 B3
Beware Belonging
A1l

Outsider Insider
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FIGURE 5.5. Guanxi Outcome Positioning, Following the Romance Analogy
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Dating De Facto
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Outsider Insider

Guanxi Outcome Positioning

The dating and fiancé quadrants are grouped into the outsider cate-
gory, as these two positions indicate that the parties are living sepa-
rately in different psychological “houses.” The de facto and marriage
positions mean living together psychologically. A de facto relation-
ship is informal and does not involve total trust. The couple are con-
cerned about the potential impact of marriage termination costs, i.e.,
separation or divorce costs. They are not bound by any formal con-
tract. Note that, in this research, trust needs to be tested over time.
Normally, the Chinese want to have more interactions to prove mu-
tual trust. Marriage, which is formally bound by written contract, is a
type of socially and officially acceptable behavior. In Chinese society,
a de facto couple is not legally recognized. In contrast, the de facto re-
lationship has been accepted in some countries, such as Australia and
Canada. In Western society, the son of a de facto couple is entitled to
a share of the possessions if his father passes away. In China, a de
facto son is not legally accepted. In addition, if someone is found to
manipulate any favor in self-interest or for personal advantage and is
given a prison sentence or the death penalty, then the associated de
facto network members are likely to be associated with this sentence,
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which will bring shame to the individual, the family, or even the
whole network. This sort of guanxi is summarized by the following
comment (McDonald 1995):

For many countries in the Asia Pacific Region there is a recog-
nizable move from “under-developed” status to levels of greater
economic security. These changes are being accompanied by
moves away from systems of de facto patrimonialism where of-
fice holders are able to levy charges and override the formal
prohibitions of office, to more equitable systems of ethical
stewardship and accompanying social sanctions.

One could surmise that in China ethical concerns will ini-
tially focus on corruption and bribery, for which the political
and economic system provides numerous opportunities. Itis un-
der these circumstances that corruption is often endorsed as a
useful mechanism by which the “wheels may be oiled.” Viewed
in this light, corruption is not seen as detrimental, but rather as a
means of facilitating operational progress. When a rigidly cen-
tralised and state-planned economy fails to deliver, a parallel
system becomes operative to provide needed goods and services
as well as rewards or benefits to those that assist in the process.
Similarly, unethical practices such as product piracy, counterfeit
goods, and parallel imports are not seen as illegal procurement
of another’s profits, but an alternative means of providing goods
at a price the local population can afford while also providing
the means of achieving technological transfer. (p. 186)

Foreigners should take care to keep up with ever-changing norma-
tive standards in China. In China, the favoritism generated by guanxi
has two major features: lubrication and subornation.

Lubrication and Subornation

Cateron (1993) pointed out that lubrication payments are made
with requests for a person to perform a task faster or more efficiently,
whereas subornation is an act of asking officials to neglect their du-
ties or do something illegal.

Lubrication is generally acceptable behavior, but subornation is a
very serious crime, as for example in the following report from the
Eastern Express (Gilley 1994):
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The arrest, announced in the mainland media last week, of Wang
Jianye, a former department director of the Shenzhen planning
commission, actually took place last September. Wang is charged
with extorting HK$8.80m (10 million renminbi) in bribes and
kickbacks from companies in the special economic zone. He was
repatriated from Thailand . . .

In short, the general absence of business ethics, uneven income
distribution, and a poor legal system are the general causes of corrup-
tion. The favoritism attributes of guanxi and the mutual reciprocation
within guanxi networks result in the possibility of unethical behavior.
Having reviewed the basic framework of the guanxi concept, the next
question is: how to apply the guanxi concept to relationship market-
ing? The next section provides an integrated answer by using an
“A-G” approach.

Implementation of Guanxi Management: A-G Approach

From a managerial angle, this research provides a useful and prac-
tical framework for managerial decision making. This section at-
tempts to account for differences in Western and Chinese views and
to provide a holistic perspective to balance or explain the apparently
conflicting views.

The effectiveness of guanxi building lies in the different percep-
tions of relationships from Western and Eastern angles. Our advice to
foreigners working in China is labeled the A, B, C, D, E, F, and G
concerns, which stand for association, bonding, commitment, defen-
siveness, empathy, face and favor, and guanxi.

Association

Association with Chinese businesses starts with the problem of
identifying access to the right decision makers. It can take time to
find the right person. China’s open-door policy has resulted in the
rapid growth of different organizations and a higher staff turnover
rate. The search for the right channel, the right decision maker, and
contacts requires patience. The association will be effective if both
parties accept each other by investing affective elements to affirm the
relationship by assuring the other that the relationship is actualized.
The old Chinese saying “A new ruler has a new court” reflects the
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close relationship between the ruler (the senior management) and the
court (staff). If a new ruler takes over the court, the old team probably
will be dismantled. This analogy reveals a dependence on the man-
ager as the ruler who may intensify his or her power by reinforcing
the loyalty of the staff.

Bonding

The Chinese saying “Taking a favor from another means a per-
sonal debt” implies that businesspeople should not expect immediate
return within a short period. If a Chinese person is willing to accept a
favor, this means that there will be probably a long-term beneficial
bonding relationship.

Commitment

Commitment is one of the ultimate objectives for both buyer and
seller. From initial contact with a potential buyer to the crucial stage
of achieving mutual commitment, both parties normally go through
several processes that can be labeled as “C words.” Owing to the con-
flict of values of equity and equality norms or rules, compromise is
usually the way to achieve a win/win situation. Misunderstanding
can be avoided if more clarifying or coordinating functions are per-
formed to encourage cooperation in converting conflicting ideas to
mutually acceptable understanding or to reach the stage of concreti-
zation of guanxi. For example, pricing should normally not be the
first topic for initial contact, as the Chinese do not want to hurt
another’s feelings by direct refusal. As a subtle way of refusing, the
Chinese may ask for a quotation based on a minimum order. A quota-
tion based on a minimum order may mean a higher price and will
probably end with no business deal, because the Chinese buyer wants
to turn down the offer by reluctance to reveal exact or estimated
quantity requirements for quotation.

Defensiveness

Defensiveness is a major feature in dealing with the Chinese, who
tend to mistrust foreigners if the foreigner is classified as outsider.
Traditionally, the Chinese have emphasized the family or organiza-
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tion above the individual. With an accompanying lack of trust in in-
stitutions, the Chinese, stimulated by feelings of insecurity, have the
tendency to overemphasize pragmatism and materialism in dealing
with Western partners.

Empathy

Empathy represents the expressive tie of an interpersonal relation-
ship. The Chinese tend to react in a subtle and indirect manner. Em-
pathy helps Westerners to understand their partners’ needs. For ex-
ample, the need to save face is an extremely important element in
business negotiation, because losing face is a major blow to the Chi-
nese, which is described by the Chinese saying “like a tree without its
bark.”

Favor and Face

Favor has been discussed previously. The relationship between
face and favor is elaborated here. Face refers to the projection of self-
image. A good image is a very useful weapon to exert mutually coer-
cive power on other parties. A Chinese social norm has always been
to meet the expectations of others by the exchange of favors.

Guanxi

Guanxi has two major elements: instrumental and affective. The
affective components consist of entertainment and social gathering,
such as business dinners. Westerners often pursue affective ap-
proaches with overemphasis on treats or gift giving. The risk is that
the Chinese may regard them as “meat and wine friends,” who are not
to be trusted. The Chinese always appreciate friendship built on hard-
ship or developed in difficult situations.

Conclusion
In summary, B (bonding) is the way to convert basic A (associa-

tion) to long-term mutual C (commitment). This approach is similar
in Western or organizational behavior. D (defensiveness) and F (fa-
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vor) are outstanding characteristics in Chinese business. To under-
stand both D and F, we need to have effective understanding of the
values and attitude of other persons by means of E (empathy) so as to
achieve effective G (guanxi). These six concepts are illustrated in
Figure 5.6.

Guanxi Dynamic

Generally speaking, association, bonding, and commitment vari-
ables are grouped into the mind approach. Defensiveness, empathy,
and face (and favor) are regarded as the heart approach. The ap-
proaches may overlap, e.g., commitment may be regarded as a heart
approach also. In addition, two major concepts, commitment and de-
fensiveness, are “self-contradictory” because commitment implies
responsibility but defensiveness implies responsibility avoidance.
How can these self-contradictory issues be handled by the Chinese?
Most issues surely are not just a matter of polar opposites. These two
polar opposites are combined, and the combination creates a more
productive “dynamism.” The ancient Chinese yin and yang symbol
consists of two self-sufficient elements that fuse to form a harmoni-
ous whole, while each element retains its own integrity and identity
(Figure 5.7).

Self-Contradictory Issues and Guanxi Harmony

How can self-contradictory personality characteristics promote
the work dynamic? In theory, A (association), through the adaptation
process, and B (bonding) are integrated into C (commitment); i.e.,

FIGURE 5.6. Implementation of Guanxi (A-G Approach): The Interaction of Mind
and Heart Approaches

A
Association Z

é_
N e
G N>

MIND HEART




110 GUANXI: REIATIONSHIP MARKETING IN A CHINESE CONTEXT
FIGURE 5.7. Guanxi “Yin-Yang” Harmony Integration

Note: C (Commitment) under the influence of A (Association) and B (Bonding)
integrates or fuses with D (Defensiveness) motivated by F (Face and Favor) and
E (Empathy) forces to form a work dynamic.

through association and bonding processes, each party eventually
reaches commitment. Similarly, E (empathy) and F (face) integrate
into D (defense); i.e., through empathy and face work, a defense
mechanism is built up inside the guanxi network. Commitment (C)
and defensiveness (D) are two polar opposites in the personality. The
Chinese emphasize human feeling (heart). If they face a conflict be-
tween mind and heart, they will tend to retain feeling and surrender
reason (Huang 1994). The importance of feeling is the root of Confu-
cian benevolence. The Chinese character for the word “benevolence”
means “two people.” This implies the harmonious relationship of two
people with human feeling.

How Can a Guanxi Dynamic Framework Help Business Executives
Understand Relationship Marketing in the PRC?

Two further questions can be added to this question:

1. In today’s competitive business world, how are the Chinese able
to make friends while still maintaining their business interests?
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2. Can a successful business deal include an intimate friendship?
How are mind and heart approaches integrated to become the
work dynamic? In short, how can the dilemma between rational
reasoning and personal feeling be balanced?

Personal Friendship versus Business Interests—
The Unity of Opposites

To exchange favors and to be loyal to your friends are the traditional
ideals of Chinese friendship. In contemporary Chinese society, these
traditional ideals are changing. The economic reforms during the last
two decades have fanned the flames of high competitive profitability
and efficiency. According to a slogan in the Shenzhen Special Eco-
nomic Zone in Guangdong, “Time is money. Efficiency is life.” How-
ever, it is important to note that Chinese society is a blend of old and
new cultural values. Clan societies or associations are typical exam-
ples of how the Chinese combine friendship and business interests
with the formation of clans based on a common surname or birthplace.
Most networks are not well-structured organizations, having no exter-
nal and limited organizational coercion. The networks consist of many
small and medium-sized inner circles and groups. Instead of a strong
central management core, the management may be a team of several
powerful and capable individuals linking the common interests of vari-
ous subgroups, because of their mutual confidence, tacit understanding
and agreement, and the reciprocal benefits.

Summary

In short, guanxi networks involve taking advantage of official po-
sitions or informal power and thereby, to some extent, probably do
damage to social or public benefits while favoring an individual or
small circle of insiders. On the other hand, these networks play an im-
portant role in strengthening social synergy and communication by
encouraging competition and development. For example, it may take
many months to go through the normal bureaucratic procedure for
obtaining a construction permit from the government; the use of
guanxi provides a shortcut to approval for the project, which would
mean more employment opportunities and growth.
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Balance Between Mind and Heart: The Relationship Between
Reason and Feeling

The major difference between Western and Chinese management
practices seems to stem from basic management values. Sometimes,
the Chinese may make their assessment of a potential partner’s hu-
man feeling or considerate nature a priority, over concern for profits,
because the Chinese believe that people must have feeling to be
trusted to share profits or benefits. If a Chinese person faces the di-
lemma of feeling and reason, he will tend to prefer feeling and sup-
press reason, consciously or subconsciously.

MANAGERIAL IMPLICATIONS

This section includes the benefits of guanxi and flexibility in the
establishment of guanxi strategies using a routing approach. The re-
lationship between guanxi and sales activities is the first topic of this
section. In analyzing the relationship between guanxi and sales activ-
ities, the following benefits, functions, and problems of guanxi are
reviewed:

1. The activities involved in relationship building

2. The role of the relationship or guanxi in different business
stages

3. The assistance available to a businessperson from a member of
a guanxi network

4. The factors that affect the success of a business deal

5. Flexibility in business dealing

Guanxi and Business Development Activities in China

Our research (Leung, Wong, and Wong 1996) summarizes eleven
important activities, which are broadly categorized as two major
functions, communication tasks and daily operations:

1. Communication tasks
Maintenance of a good connection/relationship network
Identification of correct PRC contacts
On-site visits to PRC contacts
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Clarification of the communication gap with PRC contacts
Under-the-table methods

2. Daily operations
Monitoring market trends
Facilitating transportation into China
Locating selling channel
Arranging payment collection
Obtaining import licenses
Arranging storage

Generally, 88 percent of respondents agreed that maintaining a
good connection or relationship is very important and 78 percent
agreed that monitoring market trends is very important. All respon-
dents agreed that most activities related to communication and daily
operational activities are essential.

The term “under-the-table” implies illegal activities; hence, the re-
spondents cannot admit to espousing these activities. The respon-
dents show a tendency to deny the importance of this factor. How-
ever, the exploitation of guanxi to get things done is tolerated to some
extent. Brunner et al. (1989) indicated that the Chinese cultivate
some “backdoor” activities to bypass bureaucratic rules.

The figures in Table 5.2 show respondents’ ratings of the value of
guanxi in making deals. More than 76 percent of the respondents rec-
ognized that guanxi is an important variable when negotiating with
the Chinese, and 87.8 percent agreed that it was significant through-
out the whole process.

More than 50 percent of the respondents agreed that guanxi rela-
tionships have values relating to all the items listed, and their mean
scores on six-point scales are all greater than or approximately equal
to 3.5 except for recruitment of labor and approval of advertisements.

Also, respondents value networks for arranging smooth transpor-
tation. Mutual cooperation between Hong Kong and China improves
the efficiency of channeling goods and services through highly com-
plicated distribution systems. Large discrepancies exist in the scores
for smooth collection of payment, smooth transportation arrange-
ments, and application for import licenses. The respondents gave
higher values to utilizing their contact network to cultivate and de-
velop other business activities.
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TABLE 5.2. Importance of Connection/Relationship Factors in the Negotiation
Process

Percentage of Respondents
Important Activities That Agree with the Proposition

Importance of Relationship Factor in
Negotiation Process

« Significant for the whole process 87.8
« Significant in the negotiation stage 80.9
« Affect the preliminary stage 76.9
 Affect the final stage 76.9

Value of the Contact Network for:
Source of Information

e Government policies 83.4
¢ Import regulations and restrictions 82.0
e Business opportunity leads 79.4
e Market trends 61.3
Application for Resources
¢ Application for import license 80.0
e Approval of application from provincial

government 78.7
e Approval of application from central gov-

ernment 77.4
» Secure electricity for Joint Venture (JV) 60.7
e Secure land for JV 55.3
» Secure raw material for JV 53.3
¢ Recruitment of labor 48.0
e Approval of advertisements 47.3
Other Essential Areas
» Smooth transport arrangements 84.0
» Smooth collection of payment 81.3
¢ Building up company reputation and

image 72.2

Note: This table summarizes the importance of guanxi at different stages of negotiation
and the value of guanxi in sourcing information and resources plus the impact of guanxi
on transportation, payment collection activities, and reputation building.

In summary, guanxi may be useful in negotiating the acquisition of
necessary resources. As shown in Table 5.3, a total of 90 percent of
the respondents agreed that communication with PRC clients is im-
portant. But what factors cause business failure in the PRC? Lack of
contact network, lack of updated market information, and change of
key players are considered important. In comparison, price is only a
minor factor accounting for business failures. Another important fac-
tor affecting failure in business deals is the flexibility of a company in
its attempts to establish connections.
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TABLE 5.3. Factors Leading to a Failed Business Deal in the PRC

Factors Respondent %
Lack of communication with PRC clients 90.0
Lack of contact network 88.7
Lack of updated market information 83.4
(e.g., policies, regulation, etc.)
Change of key players during negotiation 83.3
Misinterpretation of PRC client’s needs 82.7
Lack of continuity in the negotiation team 80.0
Price competitiveness 75.3
Lack of public relations promotion 58.7
Too many taxes 58.0
Overstaffing in joint venture 54.7

Note: Most factors are personal rather than objective (e.g., price is regarded as
the seventh most important factor while miscommunication with PRC clients is
first).

Company Policy in Establishing PRC Connections

In our survey, 84.6 percent of respondents considered it important
to entertain PRC clients, and 75.3 percent considered it important to
take them on overseas trips. Less than 50 percent of the respondents
indicated that they provided other forms of assistance to their clients,
e.g., acting as guarantor for a client’s children to study overseas and
providing reduced rates of commission. Other factors contributing to
flexibility are summarized in Table 5.4.

It is emphasized that reducing rates of commission is a sensitive
question. The respondents might not be willing to answer honestly.
Respondents preferred that such reductions not take place at a com-
pany level but hope that they are limited to a personal level at first.

These findings indicate that guanxi is a very important determi-
nant in trading with China. In short, guanxi is another marketing vari-
able that China trade executives need to manage, apart from the tradi-
tional four Ps. In China there may be a different attitude toward
bribery and corruption. Gift giving or providing market investigation
trips to clients in China may be considered normal rather than excep-
tional. The inconsistent policy regarding undercutting commissions
at a personal level rather than at a company level tend to encourage
firms to take a more flexible approach in trading with China.
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TABLE 5.4. The Flexibility of Company Policy in Establishing PRC Connections

Factors Respondent %
Entertaining PRC clients (e.g., gifts and 84.6
hospitality)
Provide market investigation trips to 75.3
PRC clients
Provide personal assistance to PRC 46.0

clients (e.g., act as guarantor for
client’s children to study overseas)
Provide undercut commission 421

Note: Showing individual personal interest is the major factor contributing to
flexibility in dealing with PRC clients.

Guanxi Strategies: Routing Approach

As described earlier in this chapter, the positioning classification
map (Figure 5.3) summarizing the various relationships in the model
of the adaptation process and insider-outsider dimensions is of practi-
cal value. This section includes another example of how to use this
positioning map in implementing relationship marketing strategies.
Most executives in China trade have the following questions:

1. Why do the Chinese take such a long time to negotiate with
Westerners and conclude a business deal?

2. If a Chinese partner regards a Western partner as an outsider,
will the Westerner be treated equally?

To answer question (1), a routing concept was developed (Figure
5.8). The shortcut route is from F1 to F4 (the “I” route) as the route is
a straight diagonal fencer to old friend. This route often occurs when
both parties have a mature friendship that was not built through busi-
ness. Jimmy Leung, director of Tonken Enterprises Ltd., used this
route to develop guanxi with his Chinese partner.

In the middle of 1992, after building a business relationship with a
Wubhan factory, Leung lent the factory manager RMB 3 million with-
out any collateral to set up another factory in Wuhan. At the end of
that year, the factory manager repaid the debt and entered negotia-
tions with Tonken. The guanxi between Leung and the factory man-
ager was developed before their negotiations, so that it could develop
quickly, from F1 directly to F4. As Leung recalled: “When he ap-
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FIGURE 5.8. Routing of Guanxi Development: A Relationship Navigator Deter-
mining Various Positionings During the Interaction Process
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proached us, told us his plan, we supported him. I supposed the main
reasons were that first, we knew his character; second, we trusted
him; and finally, we have excellent guanxi with him!”

Another route is F1 through F3 to F4 or F1 through F2 to F4, i.e.,
fencer — new friend — old friend or fencer — fiancé — old friend.
The route is called the “L” route because its shape resembles that of
the letter.

The longest route is a Z-shaped route. There are two types of
Z routes:

F1-F3—->F2—->F4
F1-F2—>F3 —>F4

Figure 5.8 shows only three of the five possible routes for easy il-
lustration. In terms of time spent, the I route is shorter than the
Zroute. If the Chinese regard the partner as an outsider, they will take
a longer route. If the Chinese gradually accept the partner as an in-
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sider, then they will accommodate him or her as an old friend by in-
vesting feeling, affection, and trust. In addition to the route F1 — F2
— F3 — F4, the other route F1— F3 — F2 — F4 indicates the possi-
bility that both parties progress from outsider to insider, while the
route F3 — F2 indicates the possibility of moving from an insider po-
sition back to outsider again. For example, the Chinese may initially
want a foreign company to transfer advanced technology and thus
will give many attractive concessions to the foreign investor. If the
foreign investor is later found to be reluctant to share advanced tech-
nology, only backward and outdated technology, the Chinese may
continue working with them, but instead of having a close relationship,
the foreign investor will be treated as an outsider (as though it were a
“forced marriage”). In the event of finding another good partner, the
Chinese may abandon their initial Western partner after acquiring the
limited technology that was offered.

Discrete Routing

There are some possibilities of discrete routes. For example, F1 —
F2 is a vertical I route. Similarly, F1 — F3 is a horizontal I route, and
F2 — F3 is a diagonal I route. These three routes are discrete, instead
of one Z-type continuous route. An F1— F2 route means the adapta-
tion process takes place in the outsider quadrant only. The F2 — F4
route is impossible if both members do not regard each other as insid-
ers. In theory, the longest route (or that which takes the longest time)
is represented by the three discrete routes: (a) F1 — F2, (b) F2 — F3,
and (c) F3 — F4, with time intervals between each quadrant as illus-
trated in Figure 5.9.

A case demonstrating Z routing is Mega Elevator International,
Inc. In 1984, Mega began a joint venture with Tianjin Elevator Co.,
forming Mega Tianjin Elevator Company Ltd. They were in the
fencer stage because both parties were testing whether the business
could make a profit and cooperate happily. They spent over five years
in this quadrant.

After they built more trust, they progressed to the fiancé stage.
Mega started another joint venture in China in 1992. The following
year, they established an additional joint venture and did more busi-
ness with China. Their guanxi became closer. By 1997, they had five
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FIGURE 5.9. Longest Guanxi Routing: Three Discrete Routes with Time Interval
Between Each Quadrant
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joint ventures in China and planned more in the future. This implies
that they have reached the old friend stage and have mature trust; oth-
erwise, they would not spend so much money in China.

Return Route

Sometimes, guanxi cannot be developed well or even goes back-
ward, for example, from F2 to F1 or from F4 to F1. This is caused by
many factors, such as misunderstanding each other. It may cause
business lossses and bad relationships with others. Robertson Ltd. is
a good example.

Robertson Ltd. set up a joint venture with their distributor in Hong
Kong. Then they used this joint venture to negotiate for another joint
venture at the beginning of 1993 and the joint venture was estab-
lished at the end of 1994. Robertson never met their Chinese partner
before the establishment of the Chinese joint venture, so they had not
built up any guanxi. A lot of arguments occurred and Robertson is
now talking about a total takeover of the Chinese joint venture. They
are still arguing about the terms of the takeover at this writing.
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Their guanxi started at F1, then moved to F2, but in the process,
a lot of argument caused their guanxi to go backward to F1. Leslie
Young, division manager of Torit Products, described the failure of
this joint venture:

I suppose the main reason for this unhappy marriage is that we
have bad guanxi with our Chinese partner. In fact, we never met
them before we established our factory in China. Second, we
should not subcontract the negotiation to our Hong Kong distri-
bution. Finally, we don’t have mutual trust!

Summary

The routing of stages of guanxi reflects the fact that the Chinese
take a long time to negotiate or to make their final decision. The Chi-
nese may avoid discussing this perspective because insider position-
ing implies favoritism for individual personal gain. The guanxi de-
velopment of each case is summarized in Figure 5.10.

Another explanation for the time used by the majority is the
lengthy process of adaptation. In this study, 6.8 percent of respon-
dents took more than five years to establish stable guanxi with their
PRC partners. The possible explanation is that the route may be
Z shaped in discrete stages. The objective of the routing concept is to
provide a new vocabulary in relationship marketing to enhance the
understanding of these complex and dynamic interactions.

FIGURE 5.10. Routing of Guanxi Development of Each Company
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Company Fencer Fiancé New Friend | Old Friend
Tonken Enterprises 1 = 2
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CONCLUSION

The main objective of this chapter is to contribute to the under-
standing of guanxi constructs and relationship performance by devel-
oping a measurement tool to analyze the dynamic dimensions of ad-
aptation process. This study, the first of its kind, provides a new
vocabulary in terms of routing and position mapping for researchers
who are interested in comparative studies of Chinese organizational
behavior.






Chapter 6

A Comprehensive Model

This chapter discusses and summarizes the overall thoughts and
comments of this study. It combines the elements and produces a
comprehensive guanxi model. Then the model is tested with a case
study.

GUANXI MODEL

This section elaborates the comprehensive guanxi model. One of
the major objectives of this study is to present a managerial tool for
business executives. The model has five basic components, which are
typical elements of the strategic planning process (Figure 6.1). The
comprehensive guanxi model is presented in Figure 6.2. Each stage
of the model has been discussed earlier. The various components of
the model are summarized in the following section.

Dimensions of the Guanxi Model

The dimensions of the model are:

 Detailed analysis of changing context (Box A as shown in Fig-
ure 6.2)
» Market intelligence in the form of perceptual positioning of
guanxi or guanxi system dynamic (Box B)
» Choice of strategies (Box C)
» Swift implementation of guanxi (Box D) by:
Adaptation in relationships
Creation of strategies
Competitive advantage through relationship-enhancing
programs

123
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FIGURE 6.1. The Art of Strategic Management in the Guanxi Model: Guanxi
Strategic Process

Relationship Context Analysis
SPACE Appraisal

A 4

Guanxi System Dynamic
(Guanxi Perceptual Positioning Formulation)

|

Guanxi Strategies

]

Implementation of Guanxi
(A-G Approach)

|

Strategic Control: Guanxi Evaluation in
Adaptation and Performance

Note: The model starts with context (or situation analysis) and ends with
strategic controls (or evaluations).

Detailed Analysis of Changing Context

Understanding the context to which the marketing strategies are
applied is crucial, particularly in the ever-changing environment of
the PRC. The SPACE approach described in Chapter 4 is a useful tool
for incorporating the interactions of the dynamics of political and le-
gal, sociopsychological, business organizational, family and per-
sonal, and self or psychological systems. These five systems encom-
pass the dimensions from the micro to the macro levels, including
both the controllable aspects (e.g., social capital saving in the form of
guanxi networks in the “S” system) and uncontrollable aspects (e.g.,
the external political system), the internal variables (e.g., contradictory
personality) and external variables (e.g., change of environment), the
human component (e.g., personalism) and dynamic forces (e.g., em-
pathy) of the “E” system.

Market Intelligence in the Form of Guanxi
Perceptual Positioning

Detailed planning can be carried out effectively if there is a per-
ceptual map for better understanding of the positioning of guanxi.
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The constructs of trust, favor, dependence, and adaptation provide
the major elements of initiating, maintaining, and enhancing a rela-
tionship, one of the most important roles of any human interaction.

For easy identification and digestion of the four constructs, the
concept can be abbreviated “DFAT” (dependence, favor, adaptation,
trust). The order of the letters represents the progression from de-
pendence to trust. Owing to dependence on another party, one party
may attempt to minimize the risk of uncertainty by exchanging favor
with other members inside the guanxi network. If the exchange is
productive, the members will continue adapting their behavior to ac-
commodate the weakness of the other party. This adaptation process
eventually leads to mutual trust. The DFAT concept does not require
any absolute sequence or a causal link, because there are too many
variables in the real world. However, DFAT provides a theoretical
framework for determining the positioning of guanxi. A good posi-
tion is most definitely an important navigator in the marketing mix.

The indicators of sales performance, termination costs, and rela-
tionship formalization are good analytic tools for understanding the
correct use of the positioning map. Understanding which battle-
ground is correct will ensure that an organization is able to exhibit its
strengths and hopefully to camouflage its weaknesses. For example,
in the F2 (new friend) position, the seller will exploit opportunities in
the marketplace by revealing confidential information, such as knowl-
edge of technology, to the buyer who has accommodated the seller as
an insider, so as to build greater trust. This trust is particularly impor-
tant for any joint product development. In addition, appreciating the
characteristics of different positions will help decide the type of strat-
egies that may be used effectively.

Choice of Strategies

Based on the understanding of the dynamic context through SPACE
analysis and the position chosen, it is crucial for a plan to be executed
in a swift and flexible way by adopting the I, L, or Z routes. Ideally, the
continuous I route is used as it represents the shortest distance.

Swift Implementation of Guanxi

Swift routing has several benefits. First, it achieves a quick re-
sponse, and hopefully a quick return, especially when the environ-
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ment continues to change rapidly. Second, if the plan is implemented
promptly, competitors will not have enough time to react. Competi-
tors will not even have time to develop counterstrategies. Finally,
swiftness in implementation minimizes the likelihood that the buyer
will behave opportunistically. The buyer will have little time to maxi-
mize low-cost strategies, because of lack of trust in an outsider.

The environment is never static; the changing of key decision
makers, competitors’ aggressive pricing strategies, change in gov-
ernment policies, the improvement of technology, and adaptation in
relationships all are incentives for quick response to innovation. To
be competitive, a company should encourage the flow of innovative
ideas at all points—from the conception of a new product idea to the
actual implementation of relationship strategies. In other words, if
both parties move successfully from the A1 stage (availability) to the
A8 stage (actualization), they will enjoy the benefits of efficiency,
especially within the insider network. Adaptation enables both par-
ties to capitalize on any opportunities in the changing environment.

Summary of Dimensions of Guanxi

As shown in Box D, the A-G approaches in the implementation of
guanxi provide new terminology to explain the contradictory personal-
ity of Chinese businesspeople. D (defense), E (empathy), and F (favor)
can be difficult for foreigners to understand. These “heart” elements,
particularly favor, imply unfair or even fraudulent practices, which
may be regarded as unethical. Favoritism exists in most business trans-
actions. The dilemma is that while one company may not practice fa-
voritism, it cannot prevent its competitors from practicing favoritism
or conducting unethical dealings, thereby gaining a competitive ad-
vantage. In the book The Art of War, Sun Tzu (Jomini 1971) highly
recommended the use of deception, including such tactics as bait, illu-
sion, and fakery in war planning. This book has greatly influenced the
thinking of post-Confucian businesspeople (Wee, Lee, and Bambang
1993). To tackle these ethical issues, it is recommend that the issues be
understood objectively, rather than pretending that they do not exist in
the real world of the PRC where most business transactions or dealings
are conducted within different sets of economic, legal, ethical, social,
and political parameters.
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Guanxi Evaluation: Adaptation and Performance

On the whole, the comprehensive model serves as a systematic an-
alytical tool, providing various perspectives that are linked by flow
and feedback loops to reflect the dynamic of the model. The guanxi
evaluation in Box E of Figure 6.2 provides feedback for each stage of
the whole process. For example, if government initiates a major pol-
icy change (“S” [system] of SPACE context analysis in Box A), ad-
aptation may be needed through active intelligence flow among the
various boxes of guanxi perceptual positioning (Box B1), formulation
strategies (Box C), and implementation (Box D). This adaptation
may be reflected by a performance indicator, for example, sales
trends in the guanxi system dynamic (Box B). Conversely, if confi-
dential information is leaked or a key player changes, one or more of
the stages (boxes) will be affected, probably leading to either possi-
ble exercises of reassurance, readjustment, or modification or total
changes in the original strategies in Boxes C and D. In short, the
model is dynamic in the sense that feedback flows between boxes.

Condensed Dynamic Guanxi Model

In addition to Figure 6.2, a condensed integrated version of the
guanxi model is presented in Figure 6.3. SPACE is the context in
which A is the adaptation process of business organizations (A1-A8
process). The guanxi yin-yang dynamic (A-G approach) is repre-
sented by the yin-yang symbol. This symbol “moves” along the I, L,
or Z routes from any F position to another F (e.g., F1 to F2), to pro-
duce an interactive dynamic labeled B1 through B4.

The movement of the yin-yang symbol is determined by the forces
of A (association) and B (bonding) to push C (commitment) versus
the force of D (defense) moved by E (empathy) and F (favor), as indi-
cated by Box D of Figure 6.2. The speed of movement depends on the
net outcome of the combined forces of C and D. Figure 6.3 illustrates
the dynamic of the model to provide another conceptual tool to un-
derstand the complex relationship-building process.



FIGURE 6.3. Condensed Guanxi Dynamic Model
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CASE STUDY: PATTERN DEVELOPMENT
ACCORDING TO PROPOSED GUANXI MODEL

This section aims to apply each component of the guanxi model to
a real-life case. The design, methodology, research questions, and
background of the company under study are discussed here. This sec-
tion has six parts, namely:

1. Relationship context

2. Customer positions

3. Constructs and positioning

4. Routing

5. Implementation stages

6. Application of condensed guanxi model to case study

Relationship Context

Expert Ltd. has three major markets: the PRC, Hong Kong, and
overseas. The Chinese market counts for approximately 70 percent of
business turnover, Hong Kong 20 percent, and overseas 10 percent.
The SPACE analytic tool shown in Box A of the guanxi model (Fig-
ure 6.2) is used to provide the contextual framework.

Expert Ltd. faces a constantly changing environment in its two
major markets. The political and legal system (S) of China have been
described by the management as “difficult to understand; it is diffi-
cult to predict the ever-changing and complex systems.”

An example of going through the “back door” of the legal system
was the use of different tax systems for different import customers.
The rate of import tax was not standardized but was subject to the de-
gree of guanxi between the importer and the customs officers. The
company needed to use its associated agents in handling import pro-
cesses. The personal (P) trust between them is very important be-
cause they are dealing with sensitive issues involving legal conse-
quences. Owing to the lack of a formal legal system and the dense
bureaucratic forest of PRC government regulations, management
mentioned that the company’s strategies and implementation plans
were reviewed on a weekly basis. This demonstrates the sort of
highly adaptive (A) behavior necessary to accommodate changes (C)
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of environment and conflicting interests in balancing the use of the
formal systems or the “back door” of a guanxi network. The company
has encountered the dilemma of how to achieve optimal strategies.

Also, most of Expert Ltd.”s PRC customers were mainly interested
in pursuing self-interest and their own safety rather than maximizing
their organizational interests. Some purchasing decisions were made
because of under-the-table dealings or the incentives of sponsorship
for overseas visits. Expert Ltd. spent considerable money sponsoring
these visits. However, most buyers canceled the contracts after the
visits. Expert Ltd. then faced the difficulty of taking legal action
against the customers with no certainty of receiving a fair verdict.

Empathy (E) has been said to be a very effective means of achiev-
ing mutual understanding. The short-term and self-interested mo-
tives of some buyers showed a mistrust of legal and political systems,
which have been “personalized” by the single ruling party over many
years.

Customer Positions

Expert Ltd. had a total of nineteen customers in May 1996. Among
them, fifteen were classified as Grade A customers and four as Grade
B in accordance with the levels of sales turnover, potential sales
growth, and profit. In addition, there were four new customers who
could become long-term customers. The new or potential customers
were also classified into grades A and B. The details are shown in Ta-
ble 6.1. The company reviewed the grades every three months, allo-
cating its resources to marketing and customer services accordingly.

The pattern-matching approach described by Campbell (1975)
was used to link the data collected to the research propositions. In this
design, the development of relationship patterns in the case study is
related to the theoretical propositions of the guanxi model. The pat-
terns were the I, L, and Z routes as well as the interactions of the
guanxi constructs—dependence, adaptation, favor, and trust—with
the outcome positions on the positioning map. These patterns are re-
lated to box C and boxes B1 and B2 of the guanxi model.
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TABLE 6.1. Summary of Customer Classification

Grade Customer

Grade A Cullus*
Superfood*®
Kong Dairy
South Cement
China Floor
KHD

Colla

Boyma

Café de Core
Spain Soft Drink*
Cooks

PS

Mead

Yumyi*

Tax HK

Taste

Kowloon Ham
Avita

Lee Food

O©CoONOOOGA~AWN =

_
A OWON-—=O

Grade B

-
A WON=O

New Customer
PCC/AHJ

Lee Ho

Juper

Pacific Food

Grade A

Grade B

N =N =

Note: Based on Expert Ltd.’s method of assessing sales volume, business
potential, and profit levels.

*Company selected as unit of analysis in this case study.

Four Grade A customers were selected:

1. Cullus Ltd.—European-owned food giant in Hong Kong and
South China.

2. Superfood Ltd.—Mainland Chinese-owned distilled water
group, the third largest in Hong Kong.

3. Spain Soft Drink Ltd.—Owned by the Spain Pacific Group and
Soft Drink USA group, the largest beverage company in Hong
Kong with seven plants in China, with turnover of around US$1
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billion in 1995. The Spain Pacific group is publicly listed on the
Hong Kong and U.K. stock exchanges.

4. Yumyi (YY) Sauce Ltd.—Privately owned by a local Chinese
family, it is said to be the “king” of oyster sauce, with exports to
the whole world.

The criteria in selecting these four companies are:

1. They have different management styles because of their differ-
ent ownership: Chinese, British, and American.

2. The relationship development in all four cases took place from
early 1995 to May 1996. The period for all four relationships
was the same to avoid any bias due to different time frames.

3. They all cover most of Expert Ltd.’s product ranges.

4. Their relationship development used different routes.

Constructs and Positioning

The four guanxi constructs—dependence, adaptation, favor, and
trust—were used to measure relationship positioning.

Cullus Ltd.

Food processing is a sophisticated business. Cullus has depended
on Expert Ltd. for the joint development of complex package specifi-
cations, as most specifications are tailor-made, depending on the re-
quirements of shelf life, storage conditions, and refrigerating envi-
ronments.

During the first year of the relationship, there was a very low level
of trust. Cullus regarded Expert Ltd. as a standby supplier only. It
would not place an order unless its primary supplier encountered a
supply problem. Also, Cullus always placed small orders at short no-
tice. After a year and a half, the customer showed adaptive behavior
by starting to work with Expert Ltd. on a long-term planning basis.
Sometimes, Cullus was willing to increase orders to minimum pro-
duction runs, and eventually it favored Expert Ltd. by choosing to
work with it on big new projects (e.g., fish sauce and microwave oven
packaging for pizza) and agreed to accept new prices. This adaptation
adjustment (a 15 percent higher price for microwave oven packag-
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ing) demonstrates the importance of guanxi in building mutual confi-
dence.

Superfood Ltd.

Superfood’s general manager, L. Chan, had attended a university
with one of the directors of Expert Ltd. Insider favor was established
even during the initial association period. Chan received help from
Expert Ltd. in migrating to Australia. Superfood depended on Expert
Ltd. for 100 percent of its plastic closures for more than two years.
However, Expert had difficulty introducing new bag-in-box packag-
ing to Superfood because of its high resistance to new packaging.
Therefore, adaptation behavior is regarded as medium.

Spain Soft Drink Ltd.

Being one of the top multinational groups in Asia, Spain Soft
Drink Ltd. always prefers low levels of dependence on any single
supplier. It always insists that its suppliers adapt to its own require-
ments. It often dictates packaging specifications. Owing to an old re-
lationship between Spain and one of the directors of Expert going
back more than seventeen years, Spain still showed some favor by
being willing to test new products, such as PET bottles, labels, caps,
and other packaging. Normally, Spain would refuse to test new prod-
ucts because of the potential for decreased efficiency in its very tight
production schedule. Trust was considered high, as there was no re-
quirement to charge testing costs for new packaging trials. Spain was
also willing to share some technical information to enable Expert to
meet exact and crucial specifications.

Yumyi Sauce Ltd.

Yumyi Sauce Ltd. is a typical Chinese-owned family business.
The owners are the sons of the founder, who invented oyster sauce.
Expert spent a total of five years trying to sell to the company, which
preferred to deal with an insider supplier only. The major problem
was that the purchasing department had a gatekeeper attitude and was
not willing to try any new packaging because they did not want to
take any risks. There was a breakthrough two years before our study,
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when the managing director of Expert approached one of the direc-
tors of Yumyi though a mutual friend, a banker working for Yumyi.
On the director’s instructions, the purchasing department gradually
started to show a positive attitude toward Expert. Indeed, the Yumyi
purchasing department admitted having lost their file on Expert long
before. The file was more than two inches thick. Yumyi requested
Expert to photocopy all correspondence for its reference. Eventually,
Yumyi placed bag-in-box packaging orders with Expert Ltd. for the
export market. This involved a high degree of adaptation, because
bag-in-box packaging is a high-tech system requiring nearly half a
year to test. This case involved a 200-liter pack with crucial aseptic
requirements.

The relationship positions of these four companies are shown in
Figure 6.4, and the summary of guanxi perceptions is shown in Table
6.2. The study of these four companies highlights the dilemma of mind
versus heart approaches as summarized in Table 6.3.

Routing

As shown in Figure 6.5, Cullus and Superfood both used I routes,
while Spain took the L route and Yumyi followed the Z route.

FIGURE 6.4. Guanxi Positions of Four Companies in the Case Study: Perceptual
Outcome Positions, May 1996

F2 F4
X X
Adaptation Cullus Superfood
X Spain
xYY P
F1 F3

Outsider Insider
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TABLE 6.2. Summary of Each Customer’s Guanxi Constructs

Customer Dependence Adaptation Favor Trust
Cullus H M M M
Superfood H M H H
Spain M M H H
Yumyi M H L M

Note: The ranks were in accordance with the comments from the management
of Expert Ltd.

Key: H = High; M = Medium; L = Low

TABLE 6.3. Implementation of Guanxi: Summary of Mind versus Heart Perspectives

Company Ownership Mind VS. Heart
Cullus European e Quality concern asthe ¢ Less workload for work-
first priority in produc- ers
tion ¢ Disorganized manage-
¢ New product develop- ment style

ment as a long-term
marketing strategy

Superfood PRC e Minimum cost as the ¢ Friendship first as em-
major criterion for pur- phasized by top man-
chasing decisions agement in deals with

* New packaging as an its suppliers
important market pene- * Personal favor given to
tration strategy in the good friends
PRC

Spain Soft U.S./U.K. * Criteria for selecting ¢ Minimize workload for

Drink supplier: lowest costs employees’ self-interest
and a minimum of two » Higher personal risk in-
suppliers for every item volved if there is a

e Under pressure from change to a new sup-
senior management to plier
lower costs ¢ Tight production sched-

ule encountered in qual-
ifying a new supplier

Yumyi Hong Kong ¢ The need to develop ¢ Gatekeeper attitudes of
new packaging some employees to
e Export needs avoid personal risk

» Chinese managerial
style (personalism) of
top management

Note: The mind aspect represents reason, while the heart aspect represents
personal and emotional behavior.
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FIGURE 6.5. Development of Guanxi Routing
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I Route

Both Cullus and Superfood followed I routes. The former had a
vertical I route while the latter used a diagonal I route. That is,
Cullus’s development was in the outsider dimension, in which the
levels of trust and favor were said to be average. There had been
changes in purchasing staff; within one year, there were three differ-
ent purchasing managers. The existing purchasing manager was de-
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scribed as very unreasonable and just an order-processing person. To
avoid working with the purchasing department, Expert often ap-
proached the production department as the user who could influence
in purchasing decisions. However, most of the production personnel
appeared to be more worried about tight production schedules than
testing new and cost-saving packaging proposed by Expert.

On the other hand, Superfood displayed an insider’s favor to Ex-
pert by being willing to source new caps from Europe, as its Austra-
lian cap supplier (represented by Expert) was unable to deliver one
year before our study. The change of supply location from Australia
to Europe indicates a high degree of both favor and trust, because it
requires Superfood to allow for a longer lead-time.

L Route

The willingness of Spain to keep testing the new packaging seems
to support the insider direction. Expert submitted several new pack-
aging materials, such as shrink film and PET bottles, but some of
them did not pass trial run tests. Spain was very patient in working
with its PET technical experts from Expert Ltd.’s Canadian principal
for more than two weeks. The tests were very demanding and re-
quired much fine-tuning of the machines. Testing means lower pro-
duction efficiency. Spain even allowed Expert to carry out the trials
in the peak summer season. The trials lasted for six months. Even-
tually, Spain placed multimillion U.S. dollar orders with Expert.

Z Route

Yumyi took the longest route, the Z route. It took Expert five years
to secure the first order. The problem, according to one of Expert’s
directors, was the inability of its marketing team to follow a tradi-
tional Western sales approach in selling to a Chinese-owned com-
pany, because fighting between the founder’s two sons appeared to
create confusion in its purchasing strategies. Expert spent the first
three years negotiating with one of the subordinates of the second
son, who turned out not to be the right decision maker although he
was senior director of Yumyi. Expert later reformulated its strategy
to focus on a highly technical packaging system, the aseptic bag-in-
box system, to consolidate the overall relationship between the two
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companies by developing a better relationship with the production
department. Expert Ltd. provided a Yumyi production manager with
a trip to Australia as a personal incentive.

Implementation Stages

Association

In summary, the four customers’ relationships were different in
the fencer position (F1) of Box B2 of the guanxi model during their
initial associations (A in Box D of the model) because the buyers had
various initial perceptions. For example, the relationships between
the director of Expert and officials at Superfood and Spain were
noted for renqing. The former had been classmates and the latter was
a friendship going back over seventeen years.

Bonding

The bonding element appears in Box D of the model. The relation-
ships between Expert Ltd. and Cullus as well as Yumyi indicated dis-
tant associations with no bonding involving renqing. The weaker
bonding probably accounts for the longer period required to gain
commitment, which is one of the crucial variables in determining the
progress of cooperation.

Commitment

In an industrial buying situation, quality is mainly determined by
the results of many trials and tests, and unless a buyer’s production
department is willing to work with the seller at the expense of pro-
duction efficiency, most trials would most likely fail. The coopera-
tion between Spain and Expert is typical commitment behavior (C in
Box D).

Defense

Defense was noted to be strong in all cases except that of
Superfood. There was clearly strong personal resistance from pur-
chasing departments. The major obstacle facing Expert Ltd. was that
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it employed a market niche approach to introduce new packaging or
technology to all of these four customers. The purchasing depart-
ments normally regarded the new packaging ideas as potential
threats, as their performance is normally measured by whether they
are able to order sufficient supplies to meet tight production sched-
ules, not by the new ideas they introduce. The conclusion from Ex-
pert was that it needed to approach the senior managers of potential
customers in order to avoid high resistance from the purchasing de-
partments. If Expert failed to gain any assistance at a lower level,
then it would approach key senior managers, such as the general
manager. Sometimes, purchasing departments were upset with that
approach because they thought Expert bypassed them and did not
give them face. Expert always used its directors to approach the se-
nior managers of the buyer. Its marketing team attempted to avoid de-
fensive behavior on the part of the buyer’s purchasing department by
explaining occasionally that it had no control over the behavior of its
directors. This excuse might well also convey the signal to the pur-
chasing department that Expert’s directors and supervisors might be
good friends, which implies an insider relationship.

Empathy

Empathy was important for closing business deals. Expert’s man-
agement needed to empathize with the hidden motives of the buyers
to conclude deals. In the case of Yumyi, it was Expert’s lack of
awareness of the purchasing department’s hidden objectives that pro-
longed the negotiating period.

Favor

As a packaging system is a highly sophisticated and technical
product, its success depends on the cooperation of many depart-
ments. Favor is crucial in obtaining the full cooperation of various
departments, such as production, quality control (QC), engineering,
and marketing. For example, Yumyi used a faulty method of testing
the strength of the bag-in-box packaging by dropping a full twenty-
liter bag (without any box outside to protect it) from a height of three
meters. The bag failed the test. Yumyi’s inststance on developing its
own test may be an example of a defense mechanism. However, after
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lengthy negotiations with the QC personnel, through empathy (E),
Yumyi eventually showed favor to Expert by accepting a new stan-
dard test in which the filled bag was put inside a carton for the drop
test. The test was eventually successful. In short, defense (D), empathy
(E), and favor (F) were used in the implementation of guanxi.

Application of Condensed Guanxi Model to Case Study

The condensed guanxi model (see Figure 6.3) can be applied to the
case study. The relationship patterns of three companies—Yumyi,
Superfood, and Spain—are shown in Figure 6.6.

The guanxi positioning and interaction processes of the case study
are summarized in Figure 6.6. The individual routing is shown on the
position map. The final path of the relationship routing is determined
by the forces of guanxi dynamic elements A-F.

Conclusion

On the whole, the guanxi model is acceptable to the top manage-
ment of Expert Ltd. The logic of this case is to compare the four indi-
vidual companies’ patterns of positions, routes, and the outcomes of
guanxi implementation interactions with the predicted theoretical
patterns as suggested by the model. As the patterns coincide, the re-
sults enhance the internal validity of the model (Yin 1994).

The case study supports the propositions of the guanxi model.
Three customers are regarded as insiders. Expert Ltd. found that sell-
ing efforts were more productive with insiders and that growth oc-
curred on a long-term basis. Expert Ltd. thought that the traditional
method of segmenting customers by product or business potential
was not perfect. It was happy to adopt the guanxi model to help gen-
erate more quality business, and particularly, to help to convert out-
sider customers into insider customers.

RESEARCH SUMMARY AND CONCLUSION

Research Objectives and Scope

In the 1990s, there was increasing interest in understanding the im-
portance of business relationships, particularly among the Chinese.
The topic of guanxi attracted attention. Some businesspeople have
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FIGURE 6.6. Guanxi Positioning—Routing of Three Companies
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Note: Superfood shows the shortest route while YY has the longest route.

viewed guanxi as simply a desire for the pursuit of personal interest,
or as a type of corruption. These views reflect some of the negative
aspects of guanxi; some researchers have attributed the causes of cor-
ruption in guanxi networks to uneven income distribution, imperfect
legal systems, and social change. A number of businesspeople and
researchers have tried to understand and analyze guanxi from an ex-
clusively Western point of view. Their interpretations may not un-



A Comprehensive Model 143

earth the root of guanxi behavior. The heart approach explanation,
emphasized in the conclusion of Chapter 3, reveals the need to study
guanxi in a Chinese context. As most literature on relationship stud-
ies has its roots in American and European cultures, it is not advisable
to transplant Western theories and practices into a Chinese context
without investigating the similarities and differences in the process
of relationship building. Sheth (1985) gave evidence that generaliza-
tion could be cross-cultural provided that there is a good contextuali-
zation of buyer behavior. Thus, this study attempts to contextualize
guanxi by operationalizing guanxi constructs and investigating the
effects of these constructs and other determinants on relationship de-
velopment in a Chinese society.

The major research objectives and scope can be summarized as
follows:

1. To draw together the different directions or approaches of
Western and Chinese theories, views, and research in identify-
ing the major research gaps, which are:

* insufficient understanding of the major constructs of guanxi
and their interaction with relationship performance; and

* lack of any sophisticated research tool or systematic frame-
work to measure guanxi and the absence of any comprehen-
sive model to conceptualize guanxi.

2. To test the relationship between guanxi constructs and relation-
ship performance indicators by (a) constructing a valid and reli-
able measurement scale to identify the constructs, relationship
quality performance, and guanxi development mechanism; and
(b) explaining the links between guanxi constructs and relation-
ship performance.

3. To develop a comprehensive model that incorporates all the ma-
jor determinants of relationship building: (a) environmental
context, (b) guanxi perceptual positions, (c) choice of strategies
(conceptualized as routes), (d) implementations of guanxi (in
the form of the yin-yang dynamic), and (e) evaluation of guanxi
(adaptation and performance).

4. To test the practical values of the guanxi model in a case study
supplemented with in-depth interviews.

5. To provide a new vocabulary or framework of guanxi positions
(four Fs), interaction dynamics (four Bs), and guanxi outcomes
(dating-marriage) and routes (I, L, and Z) on a perceptual map
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and to propose a guanxi dynamic implementation framework
for explaining forces A-G.

Findings and Implications of the Model Framework

There are numerous studies on business-to-business exchange re-
lationships between individuals who represent firms, but individual
factors, such as cultural background, negotiation skills, and experi-
ence have been little explored (Dabholkar and Johnston 1994).

Summary of Results of Major Survey

The findings, drawn from the survey in Chapter 5, are new and im-
portant additions to existing behavioral constructs and norms. Adapta-
tion, trust, dependence, and favor have been found to correlate with
some relationship performance indicators. Adaptation correlates posi-
tively with past sales performance and relationship quality. Indeed,
adaptation is the most important construct correlated with all per-
formance indicators at significant levels. Favor, another important
construct, correlates negatively with relationship termination costs.
Adaptation is also negatively correlated with relationship termination
costs. Trust has positive correlations with some performance indi-
cators.

Implications of Guanxi Model

Traditionally, most studies in this field have examined business-
to-business relationships either from an economic perspective (e.g.,
cost concerns) or a social perspective (e.g., social norms of relative
power at the organizational level). This research is intended to fill the
gap in dynamic sociopsychological and relationship marketing per-
spectives by allowing a deeper understanding of the dyadic relation-
ship process and how it can lead to a quality relationship outcome.
For example, favor is a major determinant, particularly in the situa-
tion of role conflict or ambiguity in the high-context culture of China
(such as in the role conflict of self-interest versus organizational in-
terest).
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New Relationship Marketing Perspectives

Although many models and empirical studies have been produced
on buyer-seller relationships, little research has attempted to under-
stand the process of relationship building. This study offers a unique
perspective on a dynamic process of routing, which can change both
within and between specific exchange relationship positions. The
case study provides support to the concept of guanxi routing from
four F positions through four B interactions to outcome (dating-
marriage). The framework of the yin-yang dynamic is particularly
useful when negotiating parties, particularly Chinese and Western,
interact with conflicting perceptions, expectations, and experience.
These differences or conflicts may shift in relative power, competi-
tion, or switching costs, particularly when they occur in an unstable
relationship. The mind approach, A-C (association-commitment),
versus the heart approach, D-F (defense-favor), as demonstrated in
the case study, integrates both economic and behavioral perspectives
by taking into account the Chinese cultural background and various
contradictory sociopsychological factors.

Implications of Research Findings

The Chinese are said to be very flexible in business dealings. The
conceptual framework of the comprehensive guanxi model devel-
oped here helps companies to restructure their relationship marketing
strategies so they can move efficiently and effectively along various
routes on the condensed guanxi perceptual positioning/interaction/
outcome map. The model assists businesspeople to gain a deeper un-
derstanding of the interplay among social, organizational, and indi-
vidual variables (such as mind versus heart).

The model allows a businessperson, particularly a negotiator, to
have greater flexibility in choosing optimal relationship behavior. In
addition, by investigating how exchange relationships may change
over time or through different routes, a company could proactively
evaluate various relationship positions. It could then tailor its market-
ing strategies for each relationship. If it is in the fiancé quadrant of
the guanxi model, it will need to formulate a new strategy in order to
move on to a better quadrant, such as the old friend quadrant.
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Contributions Made by This Study

Marketing Theory

Western interaction theory is one of few theories to provide a
macro and dynamic framework, but few researchers have tested its
conjectures. Most previous studies have been theoretical in the sense
that most social or psychological processes were not tested or even
hypothesized. Interaction theory proposes “dynamism” as an ele-
ment but does not indicate how to apply the concept of dynamism.

Western TCA and social theories as well as Chinese renqing and
defense theories limit discussion of the topic to relatively circum-
scribed and narrow aspects of behavior, attitude, and value. Most re-
search has focused only on principles, or isolated behavioral aspects
such as decision making, or demographic variables concerning prob-
lem-solving and background attributes. These research aspects have
limited application value.

In contrast, the model and theoretical framework proposed here
provide a more comprehensive concept and tool to create a relatively
holistic view of guanxi. The guanxi constructs have been defined and
operationalized, and the model was tested with a case study. This re-
search, in general, gives new insight into relationship marketing.

Marketing Practices

The study makes a number of contributions to marketing practices.
The model and findings give new directions and frameworks for de-
veloping marketing strategies:

1. SPACE environmental analysis

2. Guanxi positioning—a new vocabulary of various positions and
the identification of major constructs

. Positioning framework for strategic formulation and planning

. Interaction of guanxi dynamic—yin-yang dynamic approach

. Overall guanxi performance evaluation based on the relation-
ship between guanxi adaptation and relationship performance
indicators

W W
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All five of these frameworks provide tools for managers to analyze
the ever-changing environment in China and the development of
buyer-seller relationships, for example, the importance of personal-
ism in guanxi development. Unless foreigners know the position of
each relationship with a Chinese partner in a certain time frame, how
can they formulate business strategies to work with Chinese partners
effectively or smoothly? The dilemma of mind versus heart manage-
ment can be easily understood with the yin-yang dynamic. The rout-
ing concepts help practitioners navigate the route to a quality rela-
tionship, which is a very important variable in achieving mutual trust.

In short, this research is intended to provide a more systematic and
holistic framework for marketing managers to apply, and is intended
to enable them to adapt their relationship marketing plans to the ever-
changing environment of the Chinese market, which is potentially
the world’s largest market.






Appendix A

Literature Review

INTRODUCTION
The major objectives of this appendix are:

1. To identify the research gaps in the literature review in order to justify
this research and to elaborate the link between the identified research
gaps and the rest of the study

2. To formulate the research questions for this study

How does this study build on previous research? Two major questions
are answered:

1. How do we explain the buyer-seller relationship?

2. What are the key variables in the literature regarding relationships and
guanxi building and how do these variables affect the building pro-
cesses?

The final section focuses on research problems and questions.

GAPS IN EXISTING LITERATURE

The motivation for this research is the increasing importance of relation-
ship marketing. It is commonly believed that relationship marketing was the
research focus of the 1990s (Christopher, Payne, and Ballantyne 1991).
However, there is not enough empirical research literature on relationship
marketing. Most literature has been written in the Western context. The in-
terpretation of relationships is different in Asia and the West. Guanxi is one
of the most controversial topics. Most research has been carried out using
ambiguous terms and definitions of guanxi.

The review of literature on this subject reveals that Western interpreta-
tions have not yet managed to fully explain Chinese phenomena. There are
gaps in the existing literature.

149
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First, most research and theories are helpful for analysis, but they lack an
overarching perspective. They tend to be fragmented, and some of them do
not include any empirical tests. It is difficult to combine these piecemeal find-
ings to form a new paradigm. Thus, there is a need to build a more compre-
hensive model, particularly a dynamic one, to incorporate more variables
such as favor, friendship, reciprocity, and defense as well as extraneous vari-
ables, such as flexibility, adaptability, and relationship performance.

Second, there is a shortage of valid instruments or measurement tools.
Old Western measurement instruments used in an Asian environment prob-
ably lead to unreliable research.

Third, relationship or guanxi building is very important for marketing
managers in handling international marketing decisions. There is a gap be-
tween the behavioral construct of our proposed model and its application.

Fourth, cross-cultural research is the trend for modern international re-
search, to prevent the problem of international managers making marketing
decisions based on solely their own cultural reference criteria.

Finally, the importance of Asian markets and the competitiveness of the
newly developed nations, such as the “four small dragons” in Asia (Hong
Kong, Korea, Singapore, and Taiwan), justify this research, which enhances
understanding of the topic.

HOW THE RESEARCH GAPS ARE LINKED
WITH THE REST OF THIS STUDY

In this section, the links between the research gaps identified in the litera-
ture review and the rest of this study are elaborated to cover two major
areas, conceptual development and research methodology.

Conceptual Development

As there is no comprehensive guanxi model in the existing literature in
this field, a conceptual model of guanxi and its interaction with relationship
performance has been proposed in Chapter 5. The model has two major
components: constructs (trust, adaptation, favor, and dependence) and guanxi
performance indicators (relationship quality, termination costs, sales perfor-
mance, and formalization). The operationalization of the constructs and the
measurement of associations between the constructs and performance indi-
cators are the two major objectives of this study.

The concepts of trust and power dependence identified in Western social
exchange theory and the significance of adaptation emphasized in interac-
tion theory provide a framework for the proposed model. The concept of fa-
vor originates in Chinese renqing theory. The dilemma of expressive versus
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instrumental guanxi relationships reveals the important role of the mixed re-
lationship, but a mixed relationship is difficult to analyze without any new
framework. An adaptation/outsider-insider positioning map (discussed in
Chapter 5) is built on a perspective of both expressive (outsider-insider) and
instrumental (adaptation) relationships. The Chinese post-Confucian work
dynamic theory helps to explain the dynamic elements of Chinese guanxi
networks as a means of security against ever-changing legal, political, and
business environments. A new vocabulary of routing strategies (covered in
Chapter 5) aims to provide further explanations for the “integration” princi-
ples behind the network members’ relationships or bonding. How can the
Western and Chinese perspectives be further refined?

Western Perspective

The TCA perspective, developed from the concepts of bounded rational-
ity and opportunism, is able to give an economic dimension only because of
its assumption of rational decision making (for minimizing transaction
costs). This assumption is not realistic as the human mind involves subjec-
tive feeling, and human decisions may not be able to achieve optimal trans-
action costs.

A SPACE context analysis (system, personalism, adaptation, change,
and ego) in Chapter 4 aims to offer a more dynamic contextual analysis to
supplement social exchange theory. In addition, individual personal inter-
ests or needs proposed by Hakansson (1982) in interaction theory are fur-
ther refined to incorporate an outsider-insider dimension.

Chinese Perspective

In renqing theory, the view of guanxi as social capital is a useful tool for
understanding mixed relationships. To explore the concept of the mixed re-
lationship is one of the challenges in this study. The correlations between
guanxi constructs and performance indicators, particularly favor and trust,
present empirical evidence for the significant role of guanxi in relationship
development.

Defense theory explains the growth of guanxi security networks to pro-
tect against poor legal and political systems. The mind versus heart ap-
proach described in Chapter 3 helps to account for defensive behavior.

Apart from the Western and Chinese views, the relationship rules of col-
lectivism, face, shame, and pragmatism are the key contributing elements to
the proposed guanxi model. Commitment and defensive behavior (the A-F
dynamic) are regarded as the forces behind the contradictory personality of
the Chinese. Table A.1 is a summary of existing problems, limitations in ex-
isting literature, and the basis for further development.
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TABLE A.1. Link Between Literature Review and Conceptual Development and
Methodology of This Research

Perspective and

Basis for Further

Theory/Studies Problems Limitations Development
Western Views
TCA Relationship Static dimension Underlying con-

Social Exchange
Theory

Interaction
Theory

Renqing Theory

Defense
Theory

Post-Confucian
Work Dynamic

Collectivism,
Face, and Shame

Work Ethics and
Pragmatism

Favor

formed because of
bounded rationality
and opportunism
which tend to mini-
mize transaction
costs

Trust and power
dependence as
basis for social ex-
changes

Adaptation in dy-
namic interaction,
regarding relation-
ship as an invest-
ment

and rational be-
havior assumption

Highly culture spe-
cific

Most concepts
vaguely defined

Chinese Views

Face and social
capital

Mistrust of legal
and political institu-
tions leading to
defense mecha-
nisms

Integrated network
with insider mem-
bers

Confusing mixed
relationship

Focus on negative
aspects of guanxi
only

Concentrates too
much on macro
context

Relationship Rules

¢ Society over self
¢ Face as social
capital

¢ More organic
« |Instills discipline
and order

Rely on in-
sider/family

Fragmented ideas

Lack of theoretical
foundations

Weak holistic con-
ceptual dimen-
sions

struct of adapta-
tion (Ch. 2)

SPACE context
analysis (Ch. 4)

Positioning map
of adaptation and
outsider-insider
dimensions
(Ch.6)

Favor and
performance
indicator correla-
tions

(Ch.5)

Mind versus heart
approach (Ch. 3)

Concept of I, L,
and Z routes
(Ch.5)

Condensed guanxi
model
(Ch.6)

Yin-yang symbol
(Ch. 6)

A-F dynamic
(Ch. 6)
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Research Methodology

There are extensive studies on some relationship marketing constructs,
such as trust and adaptation, but some of the new underlying culture-bound
constructs (e.g., favor) justify an empirical test to operationalize them. The
correlation tests between constructs and performance indicators are attempts
to provide a measurement tool to understand the interactions. In-depth
interviews and a case study were carried out to supplement the quantitative
research, so as to evaluate the relevance of the insider-outsider, defense
mechanism, and routing concepts frameworks.

SUMMARY OF RESEARCH QUESTIONS

The research questions are summarized in Figure A.1. The figure shows
each component or attribute of guanxi. The four constructs, trust, adaptation,
favor, and dependence are independent variables. The perceived relationship
quality, relationships termination costs, and formalization are dependent vari-

FIGURE A.1. Summary of Research Questions: How Are Guanxi Constructs
Related to Relationship Outcome?

Rc;see.lrch Research Directions
opic
Guanxi
Outcome
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4 Favor I
4‘ Dependence |
Relationship
Formalization




154  GUANKXI: RELATIONSHIP MARKETING IN A CHINESE CONTEXT

ables. The arrow indicates the relationships between the constructs and the
outcome variables. Figure A.1 does not show any feedback flow or loops for
the sake of simplicity.

The Major constructs can be regrouped as follows:

e Personal values (favor, opportunism, and trust)
* Attitude (dependence)
* Behavior (adaptation)

There are four major relationship performance indicators:

1. Perceived overall relationship quality
2. Sales performance
* Past sales trends (over three years)
* Past sales pattern stability
* Perception of future sales trends (over three years)
3. Relationship termination costs
4. Relationship formalization (formalization is defined as cooperation in
the form of a written agreement)

The key research topics, which concern the relationship between the major
constructs and relationship performance indicators, are stated as follows:

A. Trust
1. Trust is positively related to the overall quality of guanxi
2. Trust is positively related to:
* Past sales stability
* Perceptions of future sales
3. Trust is positively related to relationship formalization
4. Trustis posmvely related to relationship termination costs
. Favor—Favor is negatively related to overall relationship quality
. Dependence—Dependence is positively related to overall relation-
ship quality
D. Adaptation
1. Adaptation is positively related to past sales performance
2. Adaptation is positively related to perceived overall relationship
quality
3. Adaptation is negatively related to relationship termination costs

Nnw

The summary of associations of constructs and relationship performance
indicators is shown in Figure A.2.
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FIGURE A.2. Summary of Research Questions: Operationalizing Constructs
and Finding the Associations Between Constructs and Relationship Perfor-
mance Indicators
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Appendix B

Research Design and Methodology

This appendix focuses on research design and methodology. It discusses
the methodology of the survey by describing the design of focus groups and
pilot studies, the procedures of purifying the questions and modifying the
questionnaire, and the methodology of the in-depth interviews and case
study.

MAJOR RESEARCH APPROACH

This research is both descriptive and exploratory. Descriptive research is
defined as examining a phenomenon and defining it more fully, or differen-
tiating it from other phenomena (Dane 1990). This research attempts to dis-
cover and to explain the relationships or correlations between guanxi
constructs and relationship performance indicators.

Positivist Approach

One of the major paradigms adopted in the study is a logical positivist
one. Rudner (1966) defines a positivist perspective as a systematically re-
lated set of statements, including an empirically testable generalization.
This study aims to enhance scientific understanding through a systematized,
structured study capable of explaining, proposing, and ideally predicting
the patterns of guanxi phenomena. The validity of this approach is based on
the method of checking the internal logic of the findings and then exposing
them to empirical tests. As the proper foundation for theory development,
logical positivism assists in developing a theoretical model for guanxi.

Hunt (1983) suggests that a logical positivist explanation remains one of
the most viable approaches available for explaining a phenomenon. This
does not mean that the positivist approach resolves all issues. The approach
recognizes the fact that causality can never be conclusively verified, and it
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generally reflects the best explanation that science can provide at a given
point in time.

Overcoming the Weakness of a Positivist Approach

The major weakness of a positivist approach lies in the problem of isolat-
ing the people under investigation from their social context and reducing
human beings to a set of statistical variables. To overcome this weakness, a
mixture of quantitative and qualitative approaches was employed. Qualita-
tive data (from in-depth interviews and a case study) were used to clarify the
quantitative findings. On the other hand, some quantitative data (from the
questionnaire survey) were utilized to validate partially qualitative findings.
In short, qualitative methods were adopted to understand what lies behind
the phenomena, particularly the intricate details that are difficult to convey
with quantitative methods.

To uncover the complexities of human reality, the authors followed
Deising’s (1972) holistic approach. First, assuming that context is closed to
ordinary experience, a context analysis is the first component of the guanxi
model. The emotive experience refers to an insider-outsider perspective,
while subjective experience includes favoritism and defensive behavior.
Second, the logic of each component of the proposed guanxi model dialecti-
cally includes various components, from a SPACE context analysis to an
evaluation stage. Third, each component of the model is designed independ-
ently and subsequently linked. Finally, the model is tested by its power to
explain the findings of a case study. This holistic approach aims to add a
more human element to the method. In summary, the approach is a synthesis
of ideas from both scientific approaches and a context perspective.

Mixed Approach: Soft Systems and Others

Another feature of the approach invovles Checkland’s (1985) “soft sys-
tems” idea. Soft systems thinking assumes that problems can be explored by
using a systems model. The development of the guanxi model partially fol-
lows the soft systems approach, particularly with emphasis on human expe-
rience. In the research, the relationship developments are:

e The readiness to note particular aspects of relationship building,
namely guanxi

e To recognize guanxi in a particular way (or to identify the constructs
of guanxi)

* To measure the effectiveness and reliability of guanxi constructs
against particular standards of comparison, i.e., relationship perfor-
mance indicators
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Figure B.1 is a summary of different research methods and the percep-
tion and behavior of guanxi. The logic of different approaches and the link
between the approaches and various research methods are summarized (see
steps A-G in Figure B.1) as follows:

A. The research starts with the research gaps identified in the literature
review. Various concepts of guanxi and its interactions with relation-
ship quality performance were generated from focus groups.

B. Pilot studies were used to test the major research questions.

C. A questionnaire survey was undertaken to collect the data in a struc-
tured way.

FIGURE B.1. A Mixed Research Approach of Positivist, Holistic, and Soft Systems

A
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A through C are the major research methods, following a logical positiv-
ist approach.

D. Through an understanding of the results of the research methods,
guanxi constructs (values, attitudes, and behavior) and their related
interactions with relationship performance indicators (including the
relationship-building mechanism) were identified and analyzed.

E. Based on the results and findings of D, a guanxi model is proposed.

D and E are concepts dealing with the real world by means of both posi-
tivist and holistic methods.

F. The findings concerning guanxi constructs and their interaction activ-
ities were further “polished” through in-depth interviews in which ad-
ditional psychological feedback was obtained.

G. A case study was carried out to compare the conceptual guanxi model
with perceptions and activities in real-life situations.

F and G were mainly used to test the reliability of the guanxi model by
following a humanistic approach to consider the multiple realities of human
behavior through in-depth interviews and the mutual interactions between
interviewer and interviewees in the case study (Hirschman 1986).

The link with relationship building is structured by comparing the model
with perceptions of the real world. The purpose of this comparison is to ana-
lyze business relationships. Such investigation may afford a more system-
atic understanding of relationship enhancement processes. In analyzing
these enhancement processes or changes, a new problem or situation may
arise, such as how to develop a closer relationship with a buyer, and the cy-
clic process can begin again; we return from G to A with more insight into
guanxi.

METHODOLOGY
Three criteria are involved in considering a suitable methodology:

1. The ability to demonstrate causality between the variables

2. The avoidance of any bias in collecting data

3. The ability to obtain an acceptable response rate in a reasonable time
and cost

In this study, the major tool is a survey and the supplementary tools are
in-depth interviews and a case study. With a well-designed and well-admin-
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istered questionnaire, the above three criteria can be applied (Mum and Yau
1979).

Several criteria are involved in designing a survey (Tull and Hawkins,
1993):

1. Speed

2. The extent of information collection
3. Costs

4. The nonresponse rate

In 1992, a questionnaire survey was sent to the members of the Hong Kong
Exporters’ Association that taught us a lesson. One thousand questionnaires
were sent out, and after three follow-up calls, the response rate was only
2.3 percent. This very poor response rate was the result of executives in Hong
Kong being extremely busy. After four months, only twenty-three question-
naires were returned. For the following research, the survey was conducted
not by mail but by personal contact to improve the response rate.

SURVEY DESIGN

After focus groups and pilot studies, a survey was undertaken. The sur-
vey is in the form of a questionnaire that uses various kinds of specific mea-
surement scales.

Objectives of the Questionnaire
The objectives of the questionnaire are as follows:

1. To establish an understanding of the respondent’s company, including
details such as the size of the company in terms of staff, and individual
personal data

2. To find out what the distribution activities of the respondent’s organi-
zation are

3. To collect data concerning the respondent’s perception of guanxi at-
tributes

4. To evaluate relationship performance in terms of overall quality, past
and future sales trends, and the impact of losing a partner (or relation-
ship termination costs)

5. To gain an understanding of the mechanisms of building guanxi, for
example, by tracking the number of visits paid to PRC customers

The next section discusses the focus group and the pilot study.
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Focus Group
The purposes of our focus group discussions were:

1. To generate concepts of guanxi, or relationships. The concepts in-
clude processes, outcomes, factors, and expectations.

2. To understand the subjective perception of relationships and guanxi.

3. To provide flexibility to explore the opinions and behavior of respon-
dents more fully (Dane 1990).

The design of group discussion follows Johnson’s (1988) approach. The
goal of the first nondirective focus group is to encourage the members to de-
scribe their general experience with limited guidance by the moderator. The
analysis of findings aims to identity several main themes and their extent
(Johnson 1988).

Eleven groups were assembled. The first three groups were mainly fo-
cused on nondirective discussions, meaning that the respondents were en-
couraged to discuss the topic with little or no guidance and very few direct
questions. These groups consisted of practicing managers with international
and China trade experience. The objective was to generate as many topics as
possible and to receive some hints for the design of questions for later focus
groups. It was found that most topics were overlapping and repetitive. Some
of them were controversial and involved subjective bias, particularly con-
cerning the confusion of process and terminal values. Process values refer to
the behavior adopted to achieve an outcome. Terminal values refer to the ter-
minal outcome of behavior. For example la guanxi (which literally means “to
pull guanxi”) is a process value, while the concept of ho guanxi (literally,
“good relationship™) is an outcome, or terminal value.

Based on the feedback of these three nondirective focus groups, eight fo-
cus groups were assembled. According to Johnson (1988), focus groups are
intended to provide participants a chance to react to a concept still in a
sketchy stage. The group discussion was partially structured or focused ac-
cording to the following dimensions:

1. Time or process dimensions
2. “Issue” or “dichotomy” dimensions

The objective of these analyses was to find out the extent to which partici-
pants were able to comment on what makes up the dimensions of guanxi and
to describe those essential elements in some typical relationship experience
(Johnson 1988). For the process aspect, the dimensions are shown in Table
B.1. For the dichotomy aspect, the dimensions are shown in Table B.2.
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TABLE B.1. Process Dimensions of the Focus Groups

Approach Process Dimension

1. Availability Acquaintance
Association

2. Affective Acceptance
Affordability
Affirmation

3. Assertive Assurance

Actualization

Note: Each group was encouraged to express the process from initial acquain-
tance stage to final relationship actualization stage. If any group had difficulties in
going through all processes, then only major approaches (availability, affective,
and assertive) were discussed.

TABLE B.2. Dichotomy Dimensions of the Focus Groups

Group Dichotomy
1 Emotional VS. Instrumental
2 Insider VSs. Outsider
3 Individual VS. Organizational
4 Chinese VS. Western
5 Formal VS. Informal
6 Investment VS. Consumption
7 Uncertainty VS. Safety
8 Distance VS. Commitment

Note: E.g., in the Group 1 discussion, emotional dimensions of guanxi (such as
personal friendship) were compared with instrumental dimensions (such as
company interest) in order to generate more ideas concerning the dynamic
elements of guanxi.

The focus group facilitators were requested to the following guidelines.
Guidelines for Each Group

Following the principle of Mariampolski’s (1988) technique, a probing
exercise was used to validate focus group responses and to identify the facts
behind the conversation. Each focus group was required to perform these
activities:

1. Generate concepts—a minimum of forty concepts in each group
2. Group these concepts in categories according to the dichotomy or pro-
cess dimensions
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3. Explain how, what, why, why not, and when
4. Identify eighteen facets making up the domain of guanxi
5. Convert these eighteen facets into eighteen statements

All group facilitators then attended two meetings to identify a total of
fifty-eight usable statements from the total of 144 statements. Most state-
ments were similar in either meaning or ideas. Repetitive items were re-
jected. A questionnaire covering the fifty-eight items was finalized for the
first pilot study.

Pilot Study and Major Survey
The purposes of the pilot study are as follows:

1. To discover any possible problems in the questionnaire and data col-
lection procedure

2. To evaluate whether the findings are compatible with the research ob-
jectives

3. To evaluate and identify any possible errors and to check the reliabil-
ity and validity of the findings for further refinement

In June 1995, the first formal pilot study was conducted.
Methodology of the Pilot Study

The first draft questionnaire includes fifty-eight statements or questions
covering the attributes of guanxi, relationship performance, and working
mechanisms, and eleven questions covering the demographic variables of
company and personal profiles.

In the first round of the pilot study, seventy-eight questionnaires were
sent out and fifty-eight valid questionnaires were collected. The data gath-
ered were used to refine the questionnaire. In the second round of the pilot
study, twenty-seven out of fifty questionnaires were valid for data analysis.
The final draft of the questionnaire was based on the result of these two
rounds.

Methodology of Data Analysis in the Pilot Study

There were two methods for the analysis of data. One approach uses fac-
tor analysis for all questions (the attributes of guanxi, relationship perfor-
mance, and working mechanisms). The other approach groups the questions
under the three concepts of the attributes of guanxi, performance, and work-
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ing mechanisms. The latter method was selected since it gave a more mean-
ingful and logical interpretation.

Purification of Questions

The final draft of the questionnaire was produced after two rounds of fac-
tor analysis. The questionnaire was eventually reduced to forty questions.
The steps of this purification process are illustrated in Figure B.2.

Pilot Study Data Collection

The pilot study questionnaires were administered to business executives
attending the training classes held in the Import/Export Training Center of
the Hong Kong government’s Vocational Training Council. Face-to-face
interviews and personal survey methods were carried out in the form of
proctored questionnaire, which means a proctor was available to answer

Figure B.2. Summary of the Questionnaire Purification Process

A
Step 1

Pilot study questionnaires were sent

1st Round I

Step 2
58 valid questionnaires were collected for analysis

|
Step 3

Identification of dimensions of guanxi

v 4

Step 4
27 out of 50 questionnaires are valid for analysis

2nd Round

Step 5
Identification of 40 items represents 6
dimensions of the guanxi concept, 2
dimensions of the working mechanisms, and
2 dimensions of relationship performance
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questions. This proctor collected the questionnaires from the respondents
(Dane 1990).

The benefits of this proctored questionnaire are that, first, this approach
allowed the respondents to complete the questionnaire privately and confi-
dentially. Second, the proctor or interviewer was available to answer any
questions to ensure understanding. The use of a captive audience raises the
possibility of accidental sampling, meaning a selection based on the avail-
ability or ease of inclusion, which may limit the generalizability of this re-
search. It is emphasized that the research is not predictive but exploratory.

After the survey, some respondents took part in in-depth interviews to
comment on the quality of the questionnaire and any difficulties in answer-
ing the questions. These interviews were useful in eliminating any possible
weaknesses. All feedback was taken into account in attempts to refine and
improve the questionnaire design.

Factor Analysis

Factor analysis is used because a factor is a construct that is not directly
observable. The analysis facilitates the grouping of variables and provides
insights into the variables. It may identify underlying constructs that have
practical and theoretical significance. The process reduces the number of
questions to a manageable level. A large number of variables were reduced
to several factors, allowing easier interpretation.

Determining the number of factors. To determine how many factors are
needed, it is useful to examine the percentage of total variance explained by
each. The total variance for each factor is listed in the second column,
Eigenvalue, as shown in Table B.3. The third column contains the percent-
age of the total variance attributable to each factor. The fourth column, Cu-
mulative Percentage, indicates the cumulative percentage of the total
variance explained by the factors.

TABLE B.3. Summary of Major Factors

Percentage of Cumulative
Factor Eigenvalue Variance Percentage
1 8.29538 21.3 21.3
2 6.18092 15.8 371
3 4.85010 124 49.6
4 3.91700 10.0 59.6
5 3.38553 8.7 68.3
6 2.87080 7.4 75.6
7 2.59844 6.7 82.3
8 2.17370 5.6 88.9
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The data in Table B.3 is extracted from attribute data. One criterion for
inclusion is that those data should have values greater than two. The attrib-
utes of guanxi were grouped into eight factors, which explain the 88.9 per-
cent (cumulative percentage) of variation in all statements.

Assignment of questions to factors. The assignment of a question is deter-
mined by the factor loading. Factor loading is the correlation between the
factors and the original variables. The factor loading gives an indication of
which variables are correlated with each factor and the extent of the correla-
tion. The Varimax method (a rotation factor method) was used to identify
the questions for each dimension. Table B.4 presents the results before fac-
tor rotation for some questions as an example.

After rotation, the factor loading (shown in Table B.5) is greater than that
of the previous factor loading, so it is easy to identify the questions for vari-
ous dimensions. For example, the rotated factor loadings of Q21, Q32, Q33,
and Q38 are obviously greater than those of the previous factor loadings. So
it is easier to assign Q21 to Factor 2, Q32 and Q33 to Factor 4, and Q38 to
Factor 3. It is a rule of thumb for this research to set factor loading <0.4 to
eliminate any irrelevant questions.

Reliability test. After grouping the factors, we carried out a reliability test
to assess their internal consistency among the variables in each factor. Any
variable that shows inconsistency with the majority of variables is elimi-
nated.

TABLE B.4. Factor Loading Before Rotation

Factor 1 2 3 4 5 6 7 8

Q21 -.25941 69933 -23513 -36319  .24601 00319 -12099  -.11053
Q32 19554 01990 -49616 22296  .16400  .16635  .45431 52875
Q33 26433 51925 -00786  .62596 -.28034 -19597 26279  .39582
Q38 35944 29390  .66299 -.09090  .35277 17794 33379  .06998

TABLE B.5. Factor Loading After Rotation

Factor 1 2 3 4 5 6 7 8

Q21 .07256 88652  -.11812 .15547 14262 -.08057 -20051 -.10710
Q32 15318 -.04466 .35685 82151 -.18996 26294  -00117  —-.02626
Q33 -.02328 -.39502 28752 78673  -.20210 13736 44617  -.05025

Q38 26377 .11806 83858  -.13457 01125  -04300 -22012 28380
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In Table B.6, the third column, Corrected Item (Total Correlation), is the
correlation coefficient between the score on the individual question and
the sum of the score on the remaining questions. The correlation between
the score on Q42 and the sum of the scores on all questions is only 0.1854.
Therefore, Q42 is rejected because of inconsistency. Questions that demon-
strated consistency were selected.

After several rounds of factor analysis and reliability tests, the final draft
of the questionnaire included thirty statements concerning the attributes of
guanxi, six questions relevant to relationship performance, and four state-
ments about the working mechanism.

After two rounds of the pilot study, which took four months to complete
(June to September 1995), the questionnaire was finalized based on the
modifications described in the next section.

Modification of Questionnaires After Completion of Pilot Studies

Based on a review of the data from the pilot study and the feedback from
the respondents, the following modifications were made to ensure that the
quality of the questionnaire was satisfactory.

Time. The time taken by respondents to complete the questionnaires in
the first and second rounds was too long—from twenty-five to thirty-five
minutes. The average time needed to complete the final draft was approxi-
mately ten to twenty-five minutes. This shorter time resulted in better re-
sponse rates.

Question content. The number of attributes was reduced from forty-two
to twenty. The deletions were made because the reliability of the items was
low, because there was no response or a poor response to some items, or be-
cause questions were biased or leading questions.

TABLE B.6. Summary of Reliability Test

Scale Variance Corrected ltem
if tem Deleted (Total Correlation)

Qi 46.3263 7117

Q16 54.6184 4593

Q22 55.9868 6722

Q23 50.4500 .7153

Q35 49.3158 .7500

Q37 50.8921 .7568

Q39 54.0000 .5529

Q42 62.9895 .1854

(rejected)
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Some pilot study respondents complained that some attribute statements
left them with no choice. Such statements were deleted. Some attribute
statements, such as “The guest becomes the host,” were deleted. This state-
ment is one of the thirty-six famous Chinese war strategies, which have
been used in the Chinese business world for more than 1,500 years (Chu
1991). However, some respondents found the statement to be unclear and
unspecified.

Question phrasing. Pilot study respondents found that some parts of the
questions were misleading and contradictory. Such questions were deleted
or rephrased. The revised phrases were tested in the second round and were
found to be acceptable.

Response format. The pilot study indicated that some respondents an-
swered the questionnaire by using both ticks and circles. The final question-
naire include an example showing how to circle answers to avoid any
misunderstanding. Also, the pilot questionnaire had two sections without
any subheadings. The final questionnaire was subdivided into three sections
with headings. All these amendments improved communication with the re-
spondents. In order to develop more rapport, the most sensitive items con-
cerning relationship performance and the mechanisms of guanxi were
placed toward the end of the questionnaire.

Reduction of nonresponse errors. To increase the response rate and to re-
duce response bias, two measures were implemented. First, the researchers
took time to explain the objectives of the research and to assure the respon-
dents that all information was treated confidentially. The researchers were
available for any questions and clarifications in the event that a respondent
needed help. Second, the researchers and the interviewers were trained to
persuade and to encourage respondents to answer and were briefed about
the procedure and method of administering the survey.

Sampling

Two methods are generally employed in the design of a sample size.
First, owing to a limited research budget and time, an arbitrary size was set.
Second, with the desired level of precision and expenditure and based on the
standard error formula, the optimal sample size was established (Yau 1994).
Sudman (1976) proposed that the typical sample size for analyzing a limited
marketing segment is in the range of 200 to 500. Tull and Hawkins (1984)
discussed several methods for determining sample size. One method is
based on the calculation of the sample size involving statistical means. The
optimal sample size may be determined if the standard error, the relative al-
lowable error, and the coefficient of variation can be found. In this research,
the standard error is set at 2.58, which is equivalent to 99.5 percent of confi-
dence, and the relative allowable error is 0.05 of the mean. One of the pur-
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poses of the pilot study was to find out the coefficient of variation. The
formula to determine the optimal sample size is:

n=7% C%R?
Where
n = optimal size
Z = standard error
C = coefficient of variation
R = coefficient of variation
in which

R = e/m? (e = standard deviation, m = mean)

Based on the pilot study, the standard deviation and the mean score of the
answer regarding the quality of relationship performance were calculated.

R =0.95/4.522
0.

05

As the values of Z and R are fixed, the coefficient of variation is the vari-
able to determine the sample size (Tull and Hawkins 1984):

n =272 C*R?
=2.582x 0.21%/0.05%
=118

Therefore, the optimal sample size for this research is 118. The research
methods mixed both interviews and proctored surveys of a captive audience
(the adult executives who attended the short intensive courses at the Voca-
tional Training Council’s Import/Export Training Center). Some of our
sample involved accidental sampling. To minimize the homogeneity of the
sample, first, questionnaire collection was carried out from September 1995
to February 1996 and was spread throughout thirty-one classes ranging
from the Basic Export Introduction Course to the Advanced Course in
China Trade. The respondents differed widely in age, educational level, and
working experience. Second, although the optimal sample size was calcu-
lated to be 118, the sample was increased to 272. Note that the purpose of
this research is descriptive, not predictive. The possibility of overgenerali-
zation owing to any sample bias is minimized.
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In-Depth Interviews

The reliability and practical value of the proposed guanxi model (which
is discussed in detail in Chapter 6) was further tested by in-depth interviews
with business executives in thirteen companies. The objectives of these in-
terviews were to:

* Obtain feedback from business executives regarding the meaning of
guanxi and their experience of the recognition of its existence

* Ask whether they would be willing to accept or use the model, for ex-
ample, in training their marketing staff

The in-depth interviews supplemented the questionnaire survey. The in-
terviews pursued a sequence of topics by using a series of prompts to en-
courage free conversation.

Case Study

The methodology of the case study has three major parts: research de-
sign, validity and reliability, and method.

Research Design

The method of this case study follows the idea of pattern matching
(Campbell 1975). In the pattern-matching method, various pieces of infor-
mation in the case are related to the theoretical propositions. The findings of
the case study support the theoretical propositions and provide real-life evi-
dence for the perceptual values incorporated in the model as the criteria for
interpreting the findings to match the real-life patterns with the theoretical
pattern. It is hoped that the different patterns, such as the I and Z routes (dis-
cussed in detail in Chapter 5), are sufficiently different that the findings can
be interpreted by comparing them.

Validity and Reliability

The tactics for achieving the construct validity of the case study are, first,
to use multiple sources of evidence (from buyers, principals, sellers, and all
related documents and correspondence); second, to establish a chain of evi-
dence (e.g., to investigate the development of guanxi in the past three
years); and third, to have the key informants review the draft case report.
The company in this case study eventually adopted the new perceptual posi-
tion map to allocate more of its marketing efforts to insider buyers or cus-
tomers in order to improve the productivity of its selling efforts.
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The reliability of the case study is enhanced by using a case study proto-
col proposed by Yin (1994). The protocol has three major parts:

I. Procedure
A. Schedule of field visits
B. Determination of persons to be interviewed
II. Case Study Protocol and Questions
The question design mainly follows each component of the proposed
guanxi model
III. Analysis Plan and Report
A. Explanatory information (e.g., how the marketing managers in the
case build up a relationship with the buyer)
B. Outline of guanxi relationships (e.g., the development process
from outsider to insider)
C. Cross-guanxi analysis
e Descriptive information (e.g., the background of each buyer)
e Explanatory information (e.g., why each customer followed a
different guanxi route)
o Cross-guanxi information (e.g., how one company’s percep-
tions of guanxi differed from those of other companies)

In summary, the case study design aims to reveal some insights into the
causal processes, while the survey can give some indications of the preva-
lence of guanxi constructs and their interaction with relationship perfor-
mance.

Method

The method included interviews with all managers of the studied com-
pany, its customers, and its suppliers in Hong Kong and Taiwan. The au-
thors attended several staff meetings to observe the interactions between the
company and visitors from its major principals (suppliers) during their reg-
ular visits to Hong Kong. Most documents and daily correspondence were
made available to the authors except for confidential technical specifica-
tions and some sensitive price quotes.

Visiting associated companies confirmed the possibility of bending ex-
isting import regulations in China. The definitions of import items were not
clear. It was defined by the end result of individual relationships between
the exporter and exporter’s importing agent and customs officers.
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Analysis of Data and Results

DATA ANALYSIS
Survey Responses

This section deals with the responses to the pilot study and survey. In the
main survey, a total of 1,000 questionnaires were sent out. The total number
of questionnaires returned was 397, among which only 272 were usable be-
cause some respondents had not fully completed them. The response rates
are summarized in Table C.1.

Characteristics of Sample
Profile of Respondents and Companies

Over 46.2 percent of the companies represented were involved in joint
ventures, 39.5 percent of which were located in Guangzhou, 27.2 percent in
Shenzhen, 16.7 percent in other Special Economic Zones, and 16.6 percent
in other areas of China. Percentages of questionnaires returned were as fol-
lows: 17.8 percent from South China, 12.1 percent from Special Economic
Zones, 10.6 percent from western China, and 8.3 percent from northern
China. Regarding size distribution, the details of the companys’ profiles and
respondent profiles are summarized in Table C.2 and Table C.3 respec-
tively.

In summary, 71 percent of head offices of companies in the survey are lo-
cated in Hong Kong, while 13 percent are in Europe, the United States, or
Canada. Also, 47.5 percent of the companies have joint ventures in the PRC.
This high percentage demonstrates the close relationship between Hong
Kong and China. A majority, 57 percent, employ less than 100 persons. This
is typical of company size in Hong Kong.

173
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TABLE C.1. Summary of Response Rate in Pilot Tests and Main Survey

Pilot Study (Including First

and Second Rounds) No.
Questionnaires sent out 128
Questionnaires received 88
Unusable (3)
Usable questionnaires 85
Main Survey No.
Questionnaires sent out 1,000
Questionnaires received 397
Unusable (125)
Usable questionnaires 272
Total usable questionnaires 357

Regarding the personal profile of respondents, 87.4 percent are ages
twenty to thirty-nine, 67.4 percent have a monthly income of HK$10,000-
39,000 and an average of 5.8 years of experience in China trade. The profile
can be regarded as typical of employees in the import/export sector, when
compared with the figures of the 1994 Import/Export Manpower Survey
(Hong Kong government Vocational Training Council 1994).

Working Mechanisms of Relationship Development

The dimensions of the relationship development mechanism are as
follows:

1. The number of times per week that clients were entertained

2. The time taken to identify the “key” decision makers

3. The time normally taken to establish a stable relationship

4. The number of channels or persons involved in the relationship-build-
ing process

Entertainment
Only 15.5 percent of respondents indicated they entertained clients three

to five times per week, while 7.3 percent said they did so six times or more.
Both figures reflect the high weekly frequency of entertainment.
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TABLE C.2. Profile of the Companies in the Main Survey

Number
Characteristics (N =272) (%)
1. Location of Head Office
China 11 (3.9)
Hong Kong 193 (71.0)
Japan 9 (3.1)
Europe 20 (7.5)
Taiwan 3 (1.2)
USA and Canada 15 (5.5)
Others 21 (7.8)
(100)
2. Existence of Joint Venture
Yes 129 (47.5)
No 142 (52.1)
Other (e.g., other type of cooperation) 1 (0.4)
(100)
3. Nature of the Company
Trading 96 (35.4)
Manufacturing 61 (22.4)
Services 68 (25)
Utility 5 (1.8)
Others 42 (15.4)
(100)
4. Export Channels Used
Independent agent 97 (35.5)
Representative directly employed by 94 (34.5)
company
Retail outlets (Agreement with related 11 (4.1)
company, e.g., department store)
Sales plus production subsidiary 16 (5.9)
Foreign trade corporation 17 (6.4)
Local trading agents/distributors 10 (3.6)
PRC chambers of commerce 0 0)
Special companies or persons with special 7 2.7)
import permits
Consignment 1 (0.5)
Others 19 (6.8)
(100)
5. Number of Employees
Less than 10 42 (15.6)
11-50 72 (26.4)
51-100 41 (15.2)
101-500 55 (20.0)
501-1,000 29 (10.8)
Above 1,000 33 (12.0)
(100)

Note: In this summary, a typical company has its head office in Hong Kong and a
joint venture in the PRC, is involved in the trading business, using an agent or
direct representative, and is small to medium sized.
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TABLE C.3. Profile of Respondents

Number
Characteristics (N=272) (%)
1. Sex
Male 131 (48)
Female 141 (52)
2. Age
Below 20 5 (2.0)
20-29 163 (59.8)
30-39 75 (27.6)
40-49 19 (7.1)
50-59 8 (2.8)
60 and over 2 (0.8)
3. Education
Primary or below 21 (7.9)
Secondary 74 (27.3)
Postsecondary 95 (34.8)
University or above 82 (30)
4. Monthly Salary (HK$)
3,000 and under 8 (2.9)
3,000-5,999 9 (3.3)
6,000-9,999 56 (20.7)
10,000-19,999 133 (48.8)
20,000-39,999 51 (18.6)
40,000-59,999 12 (4.5)
60,000-89,999 2 (0.8)
90,000 and above 1 (0.4)
5. Years of Experience Working in China Trade
1 year or less 98 (36.2)
2-5 115 (42.2)
6-10 38 (14.1)
11-15 12 (4.3)
16-20 6 (2.2)
20 years or above 3 (1.1)
6. Years of Experience Working in International
Trade
1 year or less 88 (33.3)
2-5 111 (41.9)
6-10 38 (14.5)
11-15 9 (3.4)
16-20 11 (4.3)
20 years or above 7 (2.6)

Note: Typical respondent characteristics: Age 20-39, secondary or post-secondary
education, salary range of HK$10,000-39,999, 2-10 years work experience
including 1-5 years in international trade.
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Time Taken to Identify the Key Decision Makers

Generally, 71 percent of respondents said they required a minimum of
three months to identify key decision makers, and 13 percent even said they
needed over two years. This relatively high percentage reflects the difficulty
of identifying key decision makers. Unlike in the West, in China, the
managing director or general manager of a company may not be the key de-
cision maker.

Time Taken to Establish a Stable Relationship

To establish a relationship, 29.7 percent of respondents required three to
five months, and 27.9 percent took six months to a year. Another 6.8 percent
even needed over five years. These time frames imply that a long period
may be required to test a relationship.

Numbers of Channels and Persons Needed
for Relationship Enhancement

In our survey, 41 percent of respondents indicated the need to go through
two to four persons or channels, and 11 percent indicated a need for more
than eight persons or channels. This demonstrates the complexity of chan-
nels and personal networks in the Chinese society.

Analysis and Discussion of Findings

This section discusses the importance of reliability and validity in mea-
surement and provides analysis of the findings by focusing on, first, guanxi
construct operationalization, and second, the relationship between the con-
structs and guanxi performance.

Cronbach (1970) defined the reliability of a scale as the extent to which a
scale produces consistent and stable scores for a subject in repeated tests.
According to Tull and Hawkins (1984), there are four major approaches for
gauging reliability:

1. Test-retest reliability

2. Parallel form reliability

3. Scorer reliability

4. Internal comparison reliability

Test-retest reliability compares the results of the same scale in two or
more similar situations by investigating the correlation coefficient on an
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item-by-item basis. Higher reliability is achieved if the difference between
the items is smaller.

Parallel-form reliability is used to measure constructs on two parallel or
comparable tests. The requirement is to construct two psychologically
equivalent items to measure the same construct.

Score reliability is the measurement of correlation between the scores of
different judges. This reliability was not required in our research, as scale
instruments were mainly used.

Internal comparison reliability is used in the form of item-total correla-
tion by employing an alpha coefficient, which is described by Bagozzi
(1978) as having the lower bound for the reliability of a composite scale by
providing the smallest reliability for a particular test scale. This item-to-
total correlation analysis was performed to identify the degree of homoge-
neity in the scale and to confirm reliability.

Analysis of Questionnaire

This section has three parts. The first part is the analysis of means and
standard deviations of each statement. The second part is guanxi construct
operationalization, and the third part is the correlation between constructs
and relationship performance indicators.

Summary of Scores for Each Statement

Guanxi constructs. The means and standard deviations of each statement
are summarized in Table C.4.

In Table C.4, the first five statements with 5 points (5 out of the scale of 7
points, 70 percent) reflect the importance of networks. Two statements have a
mean score of over 5.2 (74 percent). They are “Birds of a feather flock to-
gether” (mean score = 5.26) and “Timing is essential as the people in Chinese
companies change and I don’t know which person to contact” (mean = 5.24).
The former reflects favoritism and the latter shows uncertainty. In addition,
the worry caused by uncertainty about the future and trust and patience are
important items. Also, the Chinese have a tendency to give a neutral score
(i.e., 4 points) as a result of the influence of the Confucian mean norm. Our
results show this tendency (half of the total of thirty statements have a mean
of 4.3-3.7 points). All statements in the adaptation and continuity section re-
sult in consistent means of 4.27-4.41 (Table C.5). These statements reveal
the significance of adaptation to relationship-building.
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TABLE C.4. Guanxi Constructs Ranked by Mean Score
Statement Measuring Guanxi Values, Attitude, and
Behavior Mean Std. Dev.
Birds of a feather flock together. 5.26 1.22
Timing is essential as the people in Chinese companies 5.24 1.39
change and | don’t know which person to contact.
Patience is a must in making money. 5.16 1.37
Don’t suspect your subordinates. If you suspect them, 511 1.56
don’t deal with them.
It is difficult to enter the market unless we work together. 5.00 1.38
To pay back favor is more urgent than debts. 4.97 1.47
Organization of Chinese companies is not clear and | do 4.93 1.50
not know where to start.
Try to make use of the principle of the mean. 4.75 1.39
Our business objectives are compatible with our partner’s 4.58 1.24
goals.
Making concessions to a Chinese counterpart is necessary. 4.55 1.29
We can reach consensus on the major issues. 4.53 1.10
The statement “Attack when near; befriend when distant” 4.49 1.41
is very useful.
Lack of a business network. 4.45 1.52
The change made by you for your Chinese partners re- 4.41 1.52
garding technical features.
To be successful in negotiation, it is often necessary to 4.40 1.50
compromise one’s individual ethics.
Lack of continuity in the negotiation team. 4.35 1.32
Provide overseas market research trips to PRC represen- 4.33 1.64
tatives.
To achieve his or her own objectives, my partner often ini- 4.32 1.33
tially agrees to perform but fails to do so later.
Provide personal assistance to PRC contacts, e.g., to act 4.31 1.59
as a guarantor for customer’s child.
The change you made to adapt to your Chinese partners 4.27 1.53
regarding production schedules.
It is easy to understand the partner’s approach to doing 4.22 1.33
business.
The change made by you to adapt to your Chinese part- 419 1.37
ners regarding production capacity.
Brotherliness is an important way of promoting useful rela- 415 1.54
tions.
The statement “The golden cricket sheds its shell”™* is very 3.89 1.40
important.
Our partner attempts to exploit the advantage of our coop- 3.87 1.58

eration for his or her own benefit.
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TABLE C.4 (continued)

Encourage others to owe you a favor. 3.85 1.55
Relationships with other companies have caused problems  3.78 1.48
in building relationships with other customers.

The Chinese party is dependent on us. 3.74 1.36
The golden cricket sheds its shell. 3.72 1.38
Guanxi only affects the final stage of negotiation. 3.65 1.57

*This statement refers to when a cricket sheds its outer shell, then flies away and
leaves the empty shell behind. The empty shell is often mistaken for the real cricket.
In the Chinese business world, this phrase refers to a sneak or unsuspected attack
behind a competitor’s back.

TABLE C.5. Adaptation Statement Summary (Indicates the Significance of Adap-
tation)

Statement Mean Std. Dev.
The change made by you for your Chinese partners re- 4.41 1.52
garding technical features.

Lack of continuity in the negotiation team. 4.35 1.32
Provide overseas market research trips to PRC repre- 4.33 1.64
sentatives.

The change you made to adapt to your Chinese partners 4.27 1.53
regarding production schedules.

The change made by you to adapt to your Chinese part- 419 1.37

ners regarding production capacity.

Guanxi outcome. The respondents were asked to describe their percep-
tion of guanxi outcome. They selected a score from on a scale of 1-7, as
shown in Table C.6. Table C.7 indicates the mean and standard deviation
scores of guanxi outcome indicators. The statement “The overall quality of
arelationship” has a mean of 4.54. The sales performance questions (Ques-
tions 1, 2, and 4) reflect a higher average (4.19-4.76). On the other hand, the
relationship termination costs question (Question 5) shows a lower mean
score (3.84). The relationship formalization statement, “To what extent are
your dealings with your partner formalized in written agreements?” has a
mean score of 3.96 (56.7 percent) with a standard deviation of 1.62.

Factor analysis and varimax rotational factor analysis was used to estimate
the properties of the latent constructs. Latent constructs cannot be measured
directly but can be measured by indicators. For example, a person’s attitude
toward guanxi is difficult to measure precisely, but by asking various ques-
tions, it can be assessed. In combination, the answers to these questions may
give a reasonably accurate measure of the latent construct. Then multiple re-
gression was employed to estimate the model parameters.
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TABLE C.6. Guanxi Outcome Measurement Questions

Rapid Rapid
decrease increase

Please describe the sales trends over last 1 2 3 4 5 6 7
three years.

How about the stability of past sales pat- 1 2 3 4 5 6 7
terns?
Very Very
bad stable
Describe the overall quality of relationship. 1 2 3 4 5 6 7
Rapid Rapid
decrease increase
What are your perceptions of future sales 1 2 3 4 5 6 7

for the next three years?
Disastrous Negligible

If you lose the partner, what would you re- 1 2 3 4 5 6 7
gard the impact to be?

None Entirely

To what extent are your dealings with your 1 2 3 4 5 6 7
partner formalized in written agreement?

TABLE C.7. Statements Measuring Guanxi Outcome

Statement Mean Std. Dev.
Describe the sales trend over the last three years. 4.31 1.08
Describe the stability of your past sales pattern. 4.19 1.15
Describe the overall quality of your relationship. 4.54 1.02
What is your projection of future sales for the next three 4.76 1.14
years?

If you lost your partner, what would you regard the im- 3.84 1.29
pact to be?

To what extent are your dealings with your partner for- 3.96 1.62

malized in written agreements?

Guanxi Construct Operationalization

Principal component analysis was performed on thirteen items about
guanxi personal values, eleven items measuring attitudes, and six items
measuring guanxi behavior. The principal factors were extracted from each
personal value, attitude, and aspect of behavior. The use of this method was
based on the assumption that the dimensions of each construct are inde-
pendent.
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In the analysis of value factors, there are three principal factors with
eigenvalues greater than one, which account for 39.2 percent of the total
variance on thirteen items. Similarly, two factors are extracted from attitude
statements, accounting for 32.1 percent of total variance on eleven items.
For behavior, there are two factors accounting for 52.9 percent of total vari-
ance. The results are shown in Table C.8.

The factors were rotated by the varimax method. After inspection of the
item loading on each factor, the labeling for each construct is as follows:

Value constructs: Favor, opportunism, and trust
Attitude constructs:  Uncertainty and dependence
Behavior constructs: Adaptation and continuity

The reliability of these constructs was examined with Cronbach’s alpha
coefficient. The reliability of all constructs except continuity is acceptable.
The summary of results of factor analysis is shown in Table C.9.

The results indicate that opportunism and adaptation are highly reliable
(all above 0.65), while other factors except continuity are marginally accept-
able. Indeed, continuity is rejected because of its very low alpha coefficient.

Correlation Between the Constructs and Guanxi Performance

If any structural model is to hold, the individual relationship between
variables must be statistically significantly in the predicted direction. The
correlation test is used to assess the associations among empirical figures.
No causality is intended to be measured. This measurement is used to form
theoretical constructs. The relationship is tested by a Pearson correlation
coefficient. Two-tail tests are used for all correlations.

TABLE C.8. Eigenvalue and Percentage of Variance of Each Factor

Percentage of Cumulative

Factor Eigenvalue Variance Percentage
Value

1 1.89866 14.6 14.8

2 1.65744 12.7 27.4

3 1.53831 11.8 39.2
Attitude

1 1.97343 17.9 17.9

2 1.55549 14.2 321
Behavior

1 2.07506 34.6 34.6

2 1.10172 18.4 52.9
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TABLE C.9. Results of Factor Analysis—To Identity Favor, Opportunism, and
Trust as Value Constructs, Uncertainty and Dependence as Attitude Constructs,

and Adaptation as a Behavior Construct

ltem Loading

Value

Factor 1: Favor (o = 0.4940)

 To pay back favor is more urgent than debts. 0.48163

¢ The statement “Attack when near; befriend when distant” is 0.58159
very useful.

 Birds of a feather flock together. 0.49060

¢ To be successful in negotiation, it is often necessary to com- 0.57997
promise one’s individual ethics.

* Encourage others to owe you a favor. 0.58390

e Making concessions to a Chinese counterpart is a necessity. 0.48295

Factor 2: Opportunism (o. = 0.7336)

» The statement “The golden cricket sheds its shell” is very im- 0.86004
portant.

» The golden cricket sheds its shell. 0.83542

Factor 3: Trust (o = 0.4729)

e Try to make use of the principle of the mean. 0.45961

¢ Patience is a must in making money. 0.41055

e Don’t suspect your subordinates. If you suspect them, don’t 0.60724
deal with them.

 Brotherliness is an important way of promoting useful relations. 0.47722

¢ We can reach consensus on the major issues. 0.65650

Attitude

Factor 1: Uncertainty (o = 0.5554)

e Timing is essential as the people in Chinese companies 0.69063
change and | don’t know which person to contact.

¢ Organization of Chinese companies is not clear and | do not 0.75262
know where to start.

« Itis difficult to enter the market unless we work together. 0.55816

 Relationships with other companies have caused problems in 0.46961
building relationships with other customers.

e Lack of a business network. 0.40388

Factor 2: Dependence (a. = 0.4070)

e The Chinese party is dependent on us. 0.70541

e QOur business objectives are compatible with our partner’s goals. 0.42275

* ltis easy to understand the partner’s approach to doing business. 0.62034

Behavior

Factor 1: Adaptation (o. = 0.6748)

» The change made by you to adapt to your Chinese partners re- 0.74708

garding production capacity.



184  GUANXI: REIATIONSHIP MARKETING IN A CHINESE CONTEXT
TABLE C.9 (continued)

¢ Provide overseas market research trips to PRC representa- 0.51214
tives.

e The change made by you for your Chinese partners regarding 0.82745
technical features.

e The change you made to adapt to your Chinese partners 0.76096

regarding production schedules.
Factor 2: Continuity (o« = —0.0935)—Rejected
 Lack of continuity in the negotiation team. 0.74058

Chinese Personal Values

All of the three value constructs, favor, opportunism, and trust, were cor-
related with the guanxi performance indicators of sales performance (past
and future sales trends and expectations), overall relationship quality, rela-
tionship termination costs, and formalization.

Trust

The key research question is about the relationship between values and
guanxi performance. Each relationship is discussed here.

Trust is positively related to the overall quality of guanxi. As shown in
column 4, Relationship Quality, of Table C.10, the correlation is in the pre-
dicted direction and significant at the level of 0.01. Therefore, it may be
concluded that the higher the level of trust in the relationship is, the higher
the quality of the overall relationship is.

Trust is positively related to sales performance. The above summary in-
dicates the correlations between trust and guanxi performance, namely:

1. Trust and previous three years’ sales stability

2. Trust and future sales perception

3. Trust and relationship formalization in the form of a written agree-
ment

4. Trust and relationship termination costs

TABLE C.10. Summary of Correlations Between Trust and Guanxi Performance

Relationship
Past Sales Relationship Future Termination
Value Sales Stability Quality Sales Formalization Costs
Trust 0.0316 0.1359 0.1819 0.1266 0.0524 0.2658
(P=0.66) (P=0.06) (P=0.01) (P=0.08) (P=042 (P=0.00)

P = Significant level.
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As shown in Table C.10, the correlation between the trust level and the
stability of past sales is positive but at an insignificant level of 0.66, and the
correlation between future sales trends and trust is positively correlated at
an insignificant level of 0.08.

A track record of cooperation is only a partial indication of trust, and,
particularly in a Chinese context, the worry caused by the perception of an
ever-changing environment accounts for an impulse to maintain quality re-
lationships.

Note also that there is a positive relationship between trust and relation-
ship formalization but not at a significant level (P > 0.42).

Another question concerns the correlation between trust and relationship
termination costs. This correlation is positive at the significant level of 0.00.
This indicates that the relationship termination costs are higher if the trust
level is high. Also, in order to understand the complex relationship between
trust and the above variables, multiple regression was used to find out more,
as will be described later in this section.

Favor
Favor is positively related to overall relationship quality.
Favor is positively related to relationship termination costs.

These associations are found not in the proposed hypothetical direction
at insignificant levels, as shown in Table C.11. Similarly, all correlations
between favor and other guanxi performance indicators except relationship
formalization are at insignificant levels. The only significant correlation is
with formalization (at a significant level of P < 0.03). This correlation im-
plies that the higher the favor, the greater the formalization. Favor is a con-
troversial topic. All these variations in perspectives account for both the
positive and negative impacts of favor on relationship development.

Dependence

Dependence is positively related to overall relationship quality. The cor-
relation between dependence and overall relationship quality is not signifi-
cant (P > 0.06). One of the reasons for cooperation may be mutual
dependence, but dependence has many forms. Therefore, relationship qual-
ity may not be a good indicator of mutual dependence. The results are
shown in Table C.12. The table indicates that all correlations are insignifi-
cant.
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TABLE C.11. Favor and Guanxi Performance Correlations

Relationship
Value Sales Relationship Future Termination
Construct  Past Sales Stability Quality Sales Costs Formalization
Favor -0.0403 -0.0747 0.0328 0.0767 -0.1550 0.0766
(P=0575  (P=0.297) (P=0.648) (P=0.285) (P=0.290) (P=0.03)

TABLE C.12. Dependence and Guanxi Performance Correlations

Relationship
Attitude Sales Relationship Future Termination
Construct  Past Sales  Stability Quality Sales Costs Formalization
Depen- 0.0418 0.1299 0.1366 0.0261 0.0497 -0.1049
dence (P=0561)  (P=0.069) (P=0.056) (P=0.717) (P =0.489) (P =0.145)

Adaptation

Adaptation is positively related to past sales performance. The associa-
tions between adaptation and past sales performance are positively corre-
lated with past sales trends (P < 0.00) and past sales stability (P < 0.034), as
shown in Table C.13. Adaptation is a mutual and substantial investment,
which affects sales performance to a large extent. The same applies to other
sales performance indicators except future sales trends, because the future is
difficult to predict. This accounts for this insignificant correlation.

Adaptation is positively related to the perceived overall relationship
quality. This correlation is positively related at a significant level (P > 0.00),
as shown in Table C.13. Adaptation represents a durable commitment pro-
cess in which the greater the extent of adaptation is, the greater the possibil-
ity of enhancing relationship quality will be.

Adaptation is negatively related to relationship termination costs. Adap-
tation is a type of investment, a particularly idiosyncratic one, that makes it
difficult to switch to another relationship, especially if the switching costs
are high and the partner perceives that there are no comparable alternative
partners. The above correlation is in the proposed direction at a significant
level of 0.001, reflecting the importance of adaptation in maintaining the re-
lationship.

Summary

The constructs of favor, trust, dependence, and adaptation have been
identified. The summary of all correlations between guanxi constructs and
guanxi performance is shown in Table C.14 and significant correlations are
shown in Table C.15.
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TABLE C.13. Adaptation and Guanxi Performance

Relationship
Behavior Sales Relationship Future Termination
Construct Past Sales  Stability Quality Sales Costs Formalization
Adaptation 0.2039 0.1501 0.2441 0.0603 -0.2357 0.1321

(P=0004) (P=0034)  (P=0000) (P=0.004 (P=0.001)  (P=0.044)

TABLE C.14. Summary of Correlations Between Guanxi Constructs and Guanxi
Performance Indicators

Guanxi Performance Indicator

Past Sales Relationship Future Termination
Construct Sales Stability Quality Sales Costs Formalization
Favor -0.0403 -0.0747 0.0328 0.0767 -0.1550 0.0766°
Opportunism -0.0647 -0.0639 -0.0174 -0.0846 -0.0823 -0.1330¢
Trust 0.0316 0.1359¢ 0.18192 0.1266¢ 0.26582 0.0524
Uncertainty 0.0369 0.0857 0.0503 0.0926 0.0237 0.0588
Dependence 0.0418 0.1299¢ 0.1366¢ 0.0261 0.0497 -0.1049
Adaptation 0.20390 0.1501b 0.24412 0.06032 -0.23572 0.1321b

Note: Two-tailed significant, “significant at P< 0.01, °significant at P < 0.05, “significant at
P <0.10.

TABLE C.15. Significant Correlations of Guanxi Constructs and Performance

Termina-
Past Sales Future Rel. tion
Attribute Construct Sales  Stability  Sales  Quality Costs Formalization
Value Favor - - - - - v ()
Trust - - - v v -
Behavior  Adaptation v v v v v () v

Note: Indicates the importance of trust and adaptation in performance; termination costs are negatively
correlated with favor and adaptation.

v = Correlation (P < 0.05); (-) = Negative correlation

Table C.15 shows the summary of correlations between guanxi perfor-
mance indicators, overall relationship quality, termination costs, sales
development (past sales trends and stability as well as future sales percep-
tions), and formalization and the constructs of trust, favor, and adaptation.
Note that overall relationship quality is positively correlated with trust and
adaptation. Another angle to measure the role of guanxi constructs in rela-
tionship development is relationship termination costs. Trust is positively
correlated with termination costs, while adaptation is negatively correlated
with termination costs because adaptation is highly relationship-specific.
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This negative correlation indicates the consequence of high termination
costs if there is a broken relationship. Thus, the positive correlation between
termination costs and trust is difficult to interpret. Here are three definitions
of trust:

1. Trust is defined as a willingness to rely on an exchange partner in
whom one has confidence (Moorman, Deshpande, and Zaltman
1993).

2. Trust is a general expectation that the words of an individual are
reliable (Rotter 1967).

3. A trustworthy party is reliable and has high integrity, associated with
qualities of being consistent, competent, honest, fair, responsible,
helpful, and benevolent (Morgan and Hunt 1994).

The first and second definitions emphasize the importance of confi-
dence, while the third highlights integrity. One of the projected outcomes of
achieving trust is the formation of partnerships in which everyone shares
risks and rewards. However, win-win situations are difficult to achieve.

Figure C.1 illustrates the complex correlations among all variables. In
this figure, only adaptation, dependence, favor, and trust are shown as con-
structs; opportunism and uncertainty are not shown because their correla-
tions are not significant at P < 0.05. The first four constructs are found to be
positively correlated with overall relationship quality. Note that adaptation
is positively correlated with all relationship indicators (i.e., sales perfor-
mance and formalization) except termination costs. The same applies to
trust, which correlates positively with all indicators except past sales trends.
The figure has four parts: input (all-important constructs), output (guanxi
quality and sales performance), perceived effectiveness (termination costs),
and structural dimension (formalization).

Conclusion

There are two major conclusions:

1. Trust, dependence, and adaptation constructs are positively correlated
with sales stability. Trust, dependence, and adaptation are positively
correlated with relationship quality, but the correlation between adap-
tation and relationship termination costs is negative.

2. Adaptation and trust are important constructs, as indicated by positive
correlations with relationship quality.

After the correlation tests, multiple regression analysis was used to fur-
ther test the relationships.
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Multiple Regression Analysis

Multiple regression was performed on the data to test the relationships
between the constructs of favor, opportunism, adaptation, trust, uncertainty,
and dependence as independent variables and sales performance, relation-
ship quality, termination costs, and formalization as dependent variables.
The purpose of this analysis is to construct an equation to estimate values
for the criterion variables and to measure the closeness of the estimated rela-
tionships. The findings are summarized in Table C.16.

As in the previous correlation analysis, adaptation is an important vari-
able affecting guanxi performance indicators of sales, relationship quality,
termination costs, and formalization. Trust is related to termination costs at
a significant level.

The overall summary of significant predictors in the multiple regression
analysis is as follows (Table C.17):

1. The predictor of termination costs is trust.

2. The predictor of past sales trends, relationship quality, termination
costs, and formalization is adaptation.

TABLE C.16. Multiple Regression Analysis

Independent Standard
Variable B Error Beta T-Value Sig. T

(1) Using Termination Costs As Dependent Variable

Trust 0.44 0.13 0.26 3.38 0.00
Overall F=3.93 R°=0.11 Sig.=0.0022

(2) Using Past Sales Trends As Dependent Variable

Adaptation 0.20 0.07 0.20 2.70 0.01
Overall F = 4.27 R*=0.04 Sig.=0.015

(3) Using Overall Relationship Quality As Dependent Variable

Adaptation 0.24 0.07 0.24 3.47 0.00
Overall F =6.25 R*=0.06 Sig.=0.002

(4) Using Termination Costs As Dependent Variable

Adaptation -0.30 0.09 -0.25 -3.44 0.00
Overall F=5.79 R*=0.06 Sig.=0.0036

(5) Using Formalization As Dependent Variable

Adaptation 0.23 0.10 0.15 2.41 0.02
Overall F = 3.88 R’ =0.05 Sig. = 0.005
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TABLE C.17. Summary of Significant Predictors in the Multiple Regression

Dependent Variable

Past Relationship
Independent Relationship  Sales Termination

Variable Quality Trends Costs Formalization
Value

Trust — — 0.44 —
Attitude

Adaptation 0.24 0.20 —-0.30 0.23

Comments on the Results of the Predictors

Trust. Trust is also a very important predictor for relationship termina-
tion costs. Trust is highly regarded by both parties, who desire to commit
themselves to the relationship because commitment may entail less vulnera-
bility.

Adaptation. The findings also demonstrate the importance of adaptation,
which enhances the close cooperation of mutual understanding and the joint
development of products and technical solutions. Thus, adaptation is nega-
tively correlated with termination costs.

IN-DEPTH INTERVIEWS

A total of thirteen in-depth interviews were carried out. The distribution
of the organizations interviewed is as follows:

Manufacturing companies 2
Computer companies 3
Engineering companies 2
Banks 2
Retailing 1
Other 3
Total 13

Company size ranged from 6 to 500 employees, with sales turnover
from HK$2 million to $360 million. Only five out of thirteen companies
were willing to be named. The rest preferred to keep their background con-
fidential. Guanxi is a very sensitive topic, with possible implications of un-
ethical behavior.
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Summary of Findings
Guanxi

Examples were given in several cases of “smoothing” business activities.
Guanxi works as a lubricant to help solve conflicts and to enhance effi-
ciency, and thus creates value for business partners because it saves time.

Adaptation

Most examples of adaptation involve compromise. For example, one en-
gineering company submitted an environmental impact assessment for the
establishment of a factory to the local government three times but failed
each time to receive approval. After they invited the relevant official to din-
ner, the report was accepted. In such cases, according to the interviewees,
adaptation behavior includes “a change of mentality.”

Trust

In the interviews, most respondents cited examples of trust that had the
following major features:

1. A need for informality

2. A need for time to test the relationships
3. Confidence

4. Communication

Some examples included cash payment terms instead of letters of credit.
In one case, the respondent indicated that he needed to open a personal ac-
count for a mainland Chinese company in Hong Kong to help the company
evade taxes in the PRC.

Favor

Favor was a major topic in the in-depth interviews, because the data col-
lected in the questionnaire survey provided limited information and insight
into this sensitive topic. The summary of the findings is as follows:

1. To do a favor may be a two-way or one-way transaction.
2. Favor is regarded as a bait or treat and a quite natural element of a
business friendship.
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Continuity

The continuity and friendship demonstrated in respondents’ interactions
with their partners reflected the important role of favor and trust in the
guanxi network. The conclusions of the in-depth interviews are:

1. All companies except one agreed on the understanding of guanxi as
highly adaptable behavior to seek compromise through the exchange
of favor and trust in the process of continuing relationships.

2. All thirteen companies were willing to adopt the ideas or to apply the
concept of the guanxi model in their staff training. This confirms the
practical value of the findings.

CASE STUDY

The case study involves a single case with embedded units (multiple
units of analysis). The design provides opportunities to observe, under-
stand, and analyze the phenomena that were not reflected in the statistical
analysis of the survey.

In addition, this case study is used to test the model in a real-life situation
and thus determine whether the model is correct or whether some alterna-
tive explanations might potentially be more relevant.

The potential vulnerability of this single case design is the possibility
that the data may be biased. To avoid the chance of misrepresentation and to
maximize data collection, multiple event analysis and a pattern-matching
approach were used to ensure internal validity. During the data collection
process, multiple sources and chains of evidence were established. Also, the
involvement of the key interviewees in reviewing the draft case study re-
ports also helped to ensure the construct validity (Yin 1994).

The case study, which is divided into two parts, is presented here and in
Chapter 6:

1. Design and methodology: research design, research problems, study
objective, major question, units of analysis, study propositions and
criteria for interpreting findings, and the background and organization
of the company in the case study are covered in this appendix.

2. Guanxi model: context, positions, constructs, positioning map, devel-
opment patterns, and implementations of guanxi. These application
elements are covered in Chapter 6, as it is necessary to explain the
components of the guanxi model before going into the details of how
to apply the model to the case study.
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Design and Methodology

Research Design
The design follows the structure of Yin’s (1994) research guidelines:

1. The study questions

2. The propositions

3. The unit of analysis

4. The logic linking the data and the propositions
5. The criteria for interpreting the findings

Research Problems
In this case study, Expert Ltd.* faced two major marketing problems:
1. The difficulty of obtaining long-term business contracts from big
multinationals.
2. The difficulty, arising from product range diversity, of segmenting its
customers and maintaining long-term relationships with key customers
Study Objective
The major objective is to test the guanxi model in a real situation.

Major Question and Purpose of Case Study

Facing the problems described, the company requested that the follow-
ing question be addressed:

Instead of employing conventional measurement criteria of business
potential, sales volume, and market attraction as the basis for seg-
menting its customers, what is the method of using guanxi as an alter-
native type of segmentation?

The purpose of the study is to assist the organization to determine the po-
sitioning of its relationships in order to formulate relationship marketing
strategies and implement them effectively in Hong Kong and China.

*This is an invented name, adopted to maintain confidentiality.
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Study Question
The major study question is:

How and why does the guanxi model help the company to improve its
relationship marketing strategies in order to build up the organiza-
tion’s long-term business with its major customers?

The subquestions were as follows:

1. How do guanxi constructs (dependence, adaptation, and trust) affect
guanxi quality?

2. Why does the outcome of a relationship differ in various guanxi posi-
tions?

3. How are the guanxi routes followed? Why?

4. How do the different guanxi constructs interact?

Questions (1) and (2) are related to the guanxi system dynamic (Box B of
Figure 6.2), while (3) and (4) refer to Box C (guanxi strategies) and Box D
(guanxi implementation).

Units of Analysis

The main unit of analysis is the company as a whole, with individual
members of the staff as the smallest units. The intermediary units are the
company’s principals and major existing and potential customers. Other
subunits are the company’s special import handling agents and associated
companies. The summary of the types of data from different sources is
shown in Table C.18. These multiple sources of evidence are required to en-
sure the reliability of the data and to avoid bias stemming from the use of
only one source.

Criteria for Interpreting the Findings
The criteria are based on:
1. Guanxi constructs: dependence, adaptation, favor, and trust
2. Guanxi positioning map
3. Routing

4. Implementation of guanxi (A-G approach)

For further flexibility, the criteria were not applied indiscriminately but
were selected on the basis of individual company cases.
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Expert Ltd.
Background

The name of the company in this study and the names of all related prin-
cipals (suppliers and customers) are invented. The name of the company is
kept confidential at the request of the directors of Expert Ltd., who were
concerned that some aspects of the study involved sensitive issues, such as
the involvement of special import-facilitating activities and the confidential
nature of products (as agreed with its principals regarding nondisclosure
terms, as specified in exclusive sales agents’ contracts). The directors were
of course also worried about the disclosure of information to competitors.

Expert Ltd. is a trading company specializing in packaging systems. Its
major product ranges are as follows:

* Beverage segment: bag-in-box packaging and filling systems, cans,
caps, labels, labellers, and shrink film

¢ Food segment: bag-in-box packaging for ice cream, sauce, milk
shakes, and oil, three-piece cans, can components, labels (sleeve and
roll-fed) and label systems, flexible packs, and lipping

e Metal segment: metal cans, can components, laminated lids, and
flexible packaging for dairy products

e Warehouse handling segment: plastic slip sheets for cement, bever-
age, and warehousing industries, reclosable boxes, paper sacks for
flour and chemicals

e Special newly developed segment: PET plastic bottles and preformed
bottles for soft drinks, special caps and fittings for beverage packaging,
bulk containers for interplant transfer, and meat packing machines, such
as skin packing, vacuum packing, and horizontal packing equipment

Organization

Expert Ltd. has two offices, its head office in Hong Kong and a sales liai-
son office in Beijing, with a total staff of twenty. The company was founded
by two people in 1990. Both of them were classmates at the University of
Hong Kong and both have extensive business experience in the packaging
industry and in China trade going back more than eighteen years. All of the
company’s senior staff has at least undergraduate degrees. There are five se-
nior members altogether.

The company represents several multinational packaging groups in
Hong Kong and China. Its principals are market leaders in their own spe-
cialized fields, such as bag-in-box, PET, label, three-piece can, shrink film,
and paper sacks.
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