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Guanxi Networks in China: Its
Importance and Future Trends

Jin Ai *

Abstract

China’s market potential is unparalleled, although many foreign business practitioners
have commented that operating profitably in China isdifficult, and more complex and time
consuming than should be necessary. Given these facts, a lot of research on doing business
in China gives recognition to the concept of Guanxi, a social and business relationship
network, as the key to conducting successful business. By analyzing current research and
collecting primary data from both the Chinese Mainland and Taiwan Province, this study
aimsto clarify theimportance of Guanxi, and to sudy thefuture trend of Guanxi. By doing
s0, this paper intends to help business practitionersin China, especially those from the
Western countries, to gain a deeper and more practical insight into the Chinese social
network, and to help them make effective cross-cultural adaptation and business decisions
in the unfamiliar cultural environment of China.
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|I. Introduction

Guanxi isaChineseword which isalso recognized in Japan and Korea. In Chinese, Guan means
adoor, or “to doseup” with thosewho areingde agroup, and Xi can beinterpreted tomean a
joined chain. Thus, together, Guanxi can betrandated as relationships and connections. In al
the Chinese dominated societiesin Ada, people usetheword Guanxi to speak of someonewho
knows | ots of people, who iswell connected, and gets things done, not necessarily through
formal channds. Thus Guanxi isasocia dimension and ahuman factor.

* Jin Ai, Assistant Professor, School of Business Administration, Southwestern University of Finance and
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Despite the abundant opportunities presented by the Chinese market, many foreign
practitioners have commented that operating in Chinais more complex and time consuming
than should be necessary. A large amount of research into doing businessin Chinarecognizes
the importance of cultural and ingtitutional differences between China and the West. This
research mostly identifies Guanxi, which can ensurethat businesswill be successful and can
help to build an organization’s long term competitive standing, by minimizing therisks,
frugtrations and disappointments(Hellstrom, 1997; Sdigman, 1999; Kao, 1993; L uo, 2000).

While Guanxi ismog properly associated with the Chinese Mainland, it is also associated
with those economies with a predominantly Chinese culture such as Taiwan, Hong Kong or
Singapore. The influence of the Chinese culture and therefore the phenomenon of Guanxi
extendsthroughout East Asia (Lovett, et al., 1999). A study of Asan economics by Naishitt
(1996) described the 53 million overseas Chineein Asa as“the greatest entrepreneursin the
world,” and daimed that they control 90 percent of the small and mid-sized companiesin the
Asia-Pacific Economic Cooperation redm (pp. 36-39). Wei denbaum (1996) reported that these
overseas Chinese control assets of about US$2 tn and generate an annual economic output of
more than US$500 bn. Kao (1993) referred to overseas Chiness entrepreneurs asthe world’s
fourth economic power, along with the US, Europe and Japan, and summarized that they are
boundtogether by Guanxi, ashared tradition, primarily anetwork of entrepreneuria relationships.

However, theexigting research on Guanxi focuses on only two main areas: comparing the
concept of relationship from Eastern and Western perspectives, and the importance and
results of Guanxi from an overseas Chinese perspective. Thereisaneed for further research,
to provide understanding of Guanxi from a native Chinese perspective and to address the
future trends of Guanxi. Therefore, this study is designed to shed light on threeresearch
questions: (i) How important is governmenta and private Guanxi, respectively (ii) how to
initiate and maintain adesired Guanxi network, and (iii) what Guanxi will belikein thefuture.

Il. Guanxi: An Overview

1. The Ethicality of Guanxi
A fundamental premise of the Western ethical system is universal applicability to all people
(McComb, 1999). From this pergpective, justice meansequal opportunity, equal access, and
equal treatment. This perspective of equality ispart of the Western thinking. Perhapsthe best
exampl e of how deeply ingrained this perspectiveisin Westerners’ psyche, can be found in
the ideal of perfect competition in any introductory microeconomics textbook. Not only
should the participantsin such an economy have equa accessto trading partners, but they
should also have equal accessto factors of production, and even to information (Luo, 1997).
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Not coincidentally, it isfrom such a perspective that Guanxi would be consdered unethical,
and this interpretation influences how Westernersthink and do businessin China

However, by smply comparing and contrasting thesetwo bus ness cultures, the ethicality of
Guanxi can beinterpreted in another way. Firgt, these two business cultures suggest different
gepsand methodsto do business, The Chinese bdievethat one should build therdationship firgt
and, if sucoessul, transactionswill falow. Tothe Chinese, asigned contract merdy markstheend
of thefirst dagein businessdedings. Changesin ecificsare expected to bemade over the years
asunanticipated problemsarise Here, kegping promisesisjust because they have high personal
regard for their business partners. In contragt, the Western management paradigm puts the
transaction first. R ationships between partid pantsto the exchange are regarded, a most, asa
pleasant but secondary consequence of thetransaction. For Westerner's, kegping promisesresults
from thar respect for the recorded agreement, nat thetrading partners (Ai, 2005).

Secondly, these two business cultures place emphasis on different factors of business.
For example, when meseting a person, Westernerstend to ask about his or her profession. The
Chinese however, would ask where the person is from. Much goodwill can be generated if
they both know someonein common. Whilesuch commonalityislikea salutation toWesterners,
for the Chineseit can be the basisfor building avery close Guanxi. That is, the Chineseare
lesstask-oriented and more human-hearted (Lovett et al., 1999). They are more concerned
with the harmony of the group, and show more sympathy for their group members. They
believe that respect and caring for othersresultsin ethical behavior and order in society. On
the other hand, Westerners mainly focus on tasksto be performed and resultsto be expected.
Respect and care for othersisreserved only for those who have made the investments and
passed the formal tests necessary to gain entry into the system. A Westerner would say that
the Chinese cannot be trusted because they will always help their friends, and a Chinese
would think that he would never trust Westerners since they would not even help afriend.

Thethird differenceisthe scope of the perspectives involved in these two businesses
cultures, in terms of purpose and time. People from the West tend to focus on the smallest
possible unit of economic exchange, a single transaction. This tendency also appliesto
ethical issues Westernersarelikely toask whether aparticular salewassubject to competitive
bidding or whether a particular promise waskept. In contrast, the networks of Guanxi are
forms of strategic alliance among individuals and entail very general accessto resources
and information. Members may exchange not only what they have, but also what other
partners have. What matters isthe whole pattern of the relationship (Sdigman,1999).

2. Initiating and Establishing Guanxi Networks
First of all, a Guanxi network does not have to be based on money. Membersinside a
network are more likely to define themselves as friends. Therefore, building one’s own
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desired Guanxi is not so different from making friends in China. Being dependable and
reliable definitely strengthens a friendship, so also does it strengthen the initiation of
Guanxi. Friends can count on each other in good and tough times. A good exampleisrelated
tothe 1989 political event in China. Foreign companiesthat stayed found their relationship
with the Chinese strengthened as they were viewed by the Chinese as friendswho did not
abandon the Chinese when they needed friends (Seligman, 1999).

Gift giving or substantial assistance, furthermore, can be an effective method to initiate
Guanxi. On one hand, it can show courtesy and respect from the donor to the recipient, and
hep to express the willingness of building a Guanxi network. On the other hand, it creates
asenseof obligation by which the recipient will owe an obligation to the donor that should
be paid back in the future, and thefedling of indebtednessis the key linking two partiesin
their Guanxi network (Lovett et al., 1999). Banquet hosting and social gatherings may be
another approach to build one’s own network of Guanxi.

Moreover, sociocultural research studies supply much useful information on methods of
gtarting aGuanxi network. Kipnis (1997) highlighted four overlapping bases: family members,
re atives locdity, and friends, while Kiong and Kee(1998) identified 9x basesfor building Guanxi
networks: locdity; fictivekinship, kinship, work place, sodd dubs, andfriendship. Another peragtent
concern in the existence of Guanxi islocality. Home placesin Chinamean the birthplace of the
ancegtorsof one’sfather, andit islikdy that Chinese peopletake locality linksasan extended form
of ther Guanxi building base (Redding, 1993). When a Chineseperson entersanew situation and
findsthat he or she has no connections, thefirst order of busnessisto establish one. Here, the
common place of ariginisin fact little more than an excuseto help new arrivalsestablish some
beneficia rdationships, find ajob and aplacetolive, or borrow somemoney.

3. Maintaining Guanxi

In aGuanxi network, sncean initia favor issurely granted whenitisowed, it a'so meansno
morethan the promisethat the ledger will someday be put into balance. Therefore, paying
favors back isimportant to keep the Guanxi network running. What happens when favors
are paid? One surely cannat continue to seek favorsindefinitely based on a historical dett,
because when the debt is judged to be paid, the sense of obligation may cease. Thus,
further obligations or voluntary favor giving should be presented for both sidesto renew
their Guanxi (Sdigman, 1999).

A study from a piece of Sino-Singaporean Guanxi research (Ewing, 2000) summarizes
that to maintain and nurture Guanxi requires a huge amount of effort, and it is mutual
benefits, exchange of favors, mutual trust, sharing future business opportunities, and
keeping in touch (frequent contacts) with partnersthat provide the key.
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4. The Future of Guanxi Networks
Few studies indicate the future of Guanxi networks in Mainland China. Some business
practitioners, however, believe that as China devel ops a better legal framework and
infrastructure, and as someof the structural conditions for a rel ation-based soci ety di sappear,
Guanxi could becomelessimportant. On the other hand, some of the sociology sudies show
that thecultural heritage will remain whiletheimportance of Guanxi networksis declining.

Studiesof busnessculturein Hong Kong or Taiwan arewiddy used to present examples
of the survival of Guanxi in amodern and mature market. By comparing and contrasting
these busi ness behaviors with thase of Mainland China, the conclusion may be drawn that
more emphasis on material values with more demanding and assertive Guanxi partnersis
likely to be seen in the future, as Mainland Chinese society tries to gain a new moral
foothold in an increasingly modern and open environment.

On the other hand, even thefuturetrends of Guanxi arefar from clear. Studieson the
history of the educational system in Mainland China provide another avenue for further
sudy on thisissue (McComb, 1999). Because of educational system changesin the different
time periods, the two generationsin China, the onewho received higher education before
the early 1980s (above 45-year old), and the onewho had or is having college/university
education after the late 1980 (less than 40-year old), are theoretically different in terms of
knowledge, attitudes, interests and opinions towards social and cultural issues, including
Guanxi. Thesedifferences directly result in their different styles of management practice.

I11. Methodology

1. Research Methods and Technique

Asaformal study that involves precise procedures and data sources, a direct questionnaire
isprovided to respondents first. The questionsin the survey have incorporated some of the
instruments used in two previous Guanxi studies Yeung and associates’ survey of Hong
Kong mangers (1996), and Lily Wu’s survey on New Zealand and China managers and
entrepreneurs (2000). The questionnaire consists of instruction, a short list of questions
about the participant’s background, and € even questionsin three parts: the importance of
Guanxi, e ementsof building Guanxi, and waysto maintain and enhance Guanxi, to ask about
the base, interaction patterns, and the benefits of the Guanxi network. 120 questionnaires
were digtributed to each of thethree different groups of Chinese: college students (age bel ow
35), senior managersin Mainland China (above 45), and senior managersin Taiwan.

We designed these three sample groups in the hope of studying future trendsin
Guanxi in the ChineseMainland. Based on McComb’s (1999) research on Chineseeducation
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systems and culture changes and differences in Taiwan and Mainland business cultures,
thevariants of key elementsin thisstudy between different age groups of Mainland Chinese,
and between Taiwan and Mainland theoretically indicate the trend of some of the future
changesin Guanxi in Mainland China.

The participant isrequested to indi cate the degree of agreement with the attributeslisted
in the survey by using a five-point Likert scale (anchored by 1=strongly disagree and
5=strongly agree). According to alot of research on cultural study, theformat of Likert scales
tends not to be affected by different culturesfor interpreting information (Albaum, et al.,
1987). Thus, it is expected that these participants would provide reliable responsesin the
current sudy. Furthermore, thetrand ation-back-trand ation procedure (Wu, 2000) isadopted
in devel oping the questionnaire used in different Chinese language contextsfor the Chinese
Mainland and Taiwan. The questions arefirst written in English, and then trandated into
Chinese by studentsfrom the Chinese Mainland and Taiwan at Hawaii Pacific University. The
discussion among these Chinese students from different regions helps to trandate the
guestions to match the different language styles of both Taiwanese and Mainland Chinese.
After trand ating the questions back into English and carefully eval uating the connotative
and semanti c aspects of the differences, some minor adjustments are made. Finaly, all 360
questionnairesfor the three different groupswere returned, of which 355 werevalid.

2. Hypotheses

The hypotheses in this study can be divided into two types, in terms of their subject
orientation and measuring approaches. First, Hypothes's One explores thesimilarities and
differencesfor different typesof Guanxi network (governmental and private), and for different
age and geographic groups for the concept of Guanxi. The test for this hypothesisis
conducted by evaluating the general pattern of the major Guanxi componentswith a5
percent level of significance for the T-test with equal variances. The 5 percent level isto
draw 95 percent accuracy from the data result, and the use of T-test of two sampleswith
equal variances is because the Likert-scale answers all have the same interval between
each levd of answer, thusthe equal variances (Kras, 2000).

Second, Hypothesis Two isto explore the variationsin the manifestations of Guanxi
under each group. Thus, the measurementsfor each variablein the corresponding questions
from the survey are set to be above 0.60 from the correlation test, since according to
Nunnally (1978), a criterion of correlation score higher than 0.60 could be suitable for
exploratory study. Also, according to Kros (2000), a higher than 0.60 correlation score can
present alinear relationship of two variables, and can lead to the conclusion that thereis
some relationship between the two.
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IV. Data Analysis

1. Importance and Benefits of Guanxi Networks

Two areas of Guanxi importance and benefits need to be examined in thissection. Firstly,
to find out the importance of Guanxi with the government staff, the mean scores and
standard deviation scores of each e ement are calculated and then summarized in Table 1.
According to the table, the Guanxi network has the highest scores (3.75) on reducing
businessrisks, providing access to market and customers, and helping with firms’ legal
troubles. Also, for these three elements, their standard deviation scores are the same,
indicating that respondentsin this group have exactly the same opinions about the value
governmental Guanxi providesto create these benefits. Preferentia treatment isal so ranked
very high. Reducing business expenses has the lowest mean score.

The same mean and standard deviation calcul ations are performed to examine the
Guanxi importance and benefitsin the private sector, and the resultsare also summarized in
Table 1. While the two highest mean scores of private Guanxi benefits are from reducing
business risks and hel ping to acquire customers and resources, the latter shows a very
high standard deviation score of 1.19. This apparently indicates that many respondents
either givethisissue alow score or a high score. Also, having lower pricesfor resources
and helping to sell lower quality products have the lowest mean scores.

In addition, the findings highlight some important benefits from these two Guanxi
networks. It can be concluded that governmental and private Guanxi networks exist for
different purposes. Whilethe governmental Guanxi benefitsthelega and regulative aspect
of the business, the private Guanxi network is highly efficient in dealing with market
competition. Therefore, whileboth governmental and private Guanxi networksarerecognized

Table 1. Senior Manager Group in the Chinese Mainland:
Measurement of the Governmental and Private Guanxi Network

Measurement of Measurement of Private
Government Guanxi Guanxi

Mean Standard Mean Standard

Score Deviation Score Deviation
Guanxi is more important than normal daily work 35 1.06 3.42 0.97
Guanxi isan important complement for your business 3.42 1.05 3.08 113
Guanxi is more important than everything you do daily 3.08 0.98 2.33 1.04
Guanxi helps to reduce business risks 3.75 0.73 3.17 0.81
Guanxi helpsto get easy assess to markets and customers 3.75 0.73 3 1.19
Guanxi can helpswith legal troubles 3.75 0.73
Guanxi can help to get preferential treatments 3.67 0.96
Guanxi helps to reduce busi ness expenses 3.33 0.9 2.92 1.13
Guanxi can help you to get resources in lower prices 2.67 1.04
Guanxi can help to sell your lower quality products 2.42 0.97
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ascrucial business survival or successfactorsin China, the governmental Guanxi network
provides morevalue and ismore beneficia than the private Guanxi network. On the other
hand, the private Guanxi can be very helpful after one’sbusinessis set up and when oneis
dealing with the competitive conditions which exist in China.

2. Analysis of Different Sample Groups for Guanxi Importance
TheT-test of two sampleswith equal meansis performed to examine the difference between
governmental and private Guanxi benefitsandimportance. According to the T-test technique,
when the T-Stat. scoresfall outside of the T-Critical region, the hypothesiswill bereected.

We compared the T-Stat scores with the T-Critical scores (as shown in Table 2), and
found there are no significant differences between the three groups for “more important
than normal daily work”, “reduces businessrisks”, “accessto market and customers”, and
“preferential treatments”. The groups and e ements with significant statistical differences
aresummarizedin Table 3.

To detail thesetwo elementswith significant differences, Figure 1isdesigned to show
the differences for their mean scores.

It reveals that Guanxi network will be less useful or beneficial in reducing business

Table 2. T-test Results for the Three Groups for the
Importance in the Governmental Guanxi Network

Senior )
T-test: Two-Sample Assuming| Typesof | Mangers Se&')ﬁr Néa;i%e;t\sls
Equal Variances Scores | Mainland (l\jgai nland)
Vs Taiwan
Guanxi is more important than
normal daily work T-Stat 0.376 -1.913
T-Critical| 1.994 1.99
Guanxi helps to reduce business T-Stat 1427 1603
risks ) )
T-Critical 1.994 1.994
Guanxi helps to get easy assess T-Stat 1177 1643
to markets and customers ) )
T-Critical| 1.995 1.995
Gaunxi can help with legal T-Stat 2997 -2.960
troubles
T-Critical 1.994 1.994
Guanxi can help to get|
preferential treatments TS 1.963 0.148
T-Critical 1.994 1.994
Guanxi helps to reduce business T-Stat 3349 2278
expenses
T-Critical 1.994 1.994
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Table 3. The Groups and Elements with Significant
Difference for the Governmental Guanxi

T-test: Two-Sample ; Senior Managers
Assuming M aﬁ;ﬂg l\\/l/znng;an Vs College Students
Equal Variances (Mainland)
Gaurnd can help with legdl Different Different
troubles
Guanxi helps to reduce] . .
business expenses Different Different

Figure 1. Mean Scores of Significant Different Elements in

Governmental Guanxi

Mean Scores
N
o
|

Help with legal troubles
O Senior ManagersChina M Senior Managers Taiwan [ College Students China

expensesin the future compared to now, since the college students who will be the future
managers in the Chinese Mainland believe thisissue is of lessimportance, and would be
morelikelyto carry thisthinking when they work in the management fiel d. Taiwanese senior
managersalso believethat itislesslikdy that Guanxi network provides a benefit to reduce
business expenses. It also shows that having a Guanxi network with government agencies
or key persons will be less useful in reducing business expensesin the future Mainland
Chinese business environment. On the other hand, as indicated by Figure 1, the Guanxi
network is believed by the college students group in the Mainland to be more beneficial in
helping with firms’ legal troubles, while senior managersin Taiwan give it alower score.
This reveals that in the business environment of the Mainland, where there is a lack of

Reduce business expenses

113
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Table 4. The Groups and Elements with Significant
Difference for Private Guanxi

Senior
S . Senior Mangers | ManagersVs
T-test: EWL;S\?;?;CA?"“”Q Mainland Vs College
q Taiwan Students(Mai
nland)
Guanxi is more important than . .
daily work Different Different
Guanxi provides capabilities for . .
acquiring resourcesin lower prices Different Different
Guanxi is able to provide access
for selling your product (even it Different Not Different
not good as others)

regulationsand proper laws, compared to Taiwan, the Guanxi network will bemoreimportant
in helping with legal problemsin the future.

For analyzing the private Guanxi benefits and importance from the different groups, T-
testsfor two-samplewith equa variances has also been conducted (Table 4). By comparing
each dement’s T- stat and T- critical scores, the elements and groups with significant
differencesare found.

To further understand the elements for different groups with statistically significant
differences, by comparing their mean scores, Figure 2 illustrates the direction in which
Guanxi will evolvein thefuture.

According to Figure 2, having agood private Guanxi network with privatefirmswill be
more beneficial in helping to sall one’s lower quality products, and to lower the cost of
resources needed, since both senior managers in Taiwan and college students in the
Mainland rank these two d ements higher than the senior manager group in the Mainland.
On the other hand, while the Taiwan senior manager group believes that Guanxi with
private firms islessimportant than senior managersin the Mainland, college sudentsin
the Mainland givethe highest rank for thisissue. This, however, indicatesthat in thefuture
China, Guanxi with privatefirmswill remainimportant if the busnessenvironment staysthe
same astoday, or it will become lessimportant if thereisa continuing western exposurein
China and a growing number of new laws and regulations coming out to regul ate the
market.

3. Analysis of Different Sample Groups for Guanxi Maintenance
For the study of how Guanxi networks are established, different groups are compared by
their percentage scores. With 100 percent, the senior managersin the Mainland believe that
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Figure 2. Mean Scores of the Significant Different
Elements in the Private Guanxi
4.5

3.5F

2571

Mean Scores

0.5
0 . .

Important than daily work Lower prices for reaources Help to sell your lower
quality products

O Senior Managers China B Senior Managers Taiwan [ College Students China

Guanxi should beinitially built by being introduced by others, not by approaching directly,
or by other ways. Mutua help (75 percent), trust (83 percent), friendship (67 percent), hep
in bad Stuations (67 percent), and social acceptance (67 percent) accounted for the largest
scores for the Guanxi building process.

The standard deviation test is performed to compare different groups in Guanxi
maintenance. Figure 3is used to present these lementsin the form of gandard deviation
SCOres.

Figure 3 showsthat, for each Guanxi maintai ning element, both the senior manager
group of Taiwan and the college student group of the Mainland give a lower score
than that of the senior manager group of the Mainland. That is, the current Guanxi
maintaining methods or elementswill becomelessimportant and useful in keeping a
good and lasting Guanxi in the Mainland in the future. However, shared profits from
Guanxi, frequent mutual help, and keeping contact are ranked the highest in mean
scores for all three groups, indicating that these three elementswill continue to play
an important rolein retaining a good Guanxi network in China. Figure 3, on the other
hand, reveals that the future Guanxi maintaining tasks will be much more complex,
due to the higher variances (higher standard deviation scores) for these elements
and methods from the Taiwan and college student group. That is, while some people
see these Guanxi elements as less important and useful, others will continue to
appreciate and use them.
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Figure 3. The Standard Deviation Scores for the
Different Groups for Guanxi Maintenance
14 4

1.2

0.8

0.6

Standard Deviation Scores

0.4

0.2

0 T 1
Keep contact Spend timefor Frenquently  GiftsGiving  Frenquently = Share profits ~ Voluteerly
entaitanment social activities help mutually ~ from Guanxi providing
favors

O Senior Managers China B Senior Managers Taiwan O College Students China

V. Conclusions

While Western business culture clearly separates the world of individuals and
organizations, widely using contracts as the governing authority, and focusing mainly
on tasks to be done, Chinese business cultureis more human-hearted, based on respect
and care, and long-term-oriented with more concern for the benefits of members of the
entire network. Of course, these two cultures have been influencing each other. Perhaps
the most significant example isthe development in thefield of marketing, the growing
emphasis by the West on relationship marketing. Just as in a Guanxi network,
relationship marketing is supposed to reduce transaction costs, facilitate cooperation
of channel members and retain customers, while emphasizing formal contracts and
long-term organi zational goals.

Moreover, this study finds that a Guanxi network is an evolving cultural and socia
phenomenon. The Guanxi concept is likely to mature, becoming less visible and more
sophisticated, and with more emphasis on business outcomes than on political ones.
Therefore, business practitioners should be prepared for their business partners’
tendency to escalate and prolong reciprocation in the favor exchange, and be willing to
follow the same ruleto show their sincerity, while using their governmental Guanxi as
an important source for pursuing competitive advantage in dealing with laws and
regulationsin China. Also, since one’s blood relationships, locality, and age will have
lessinfluencein this process, the focus should be on presenting their economical and
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political status, showing their willingness and ability to offer help and worthinessto be
trusted to key persons from either government agencies or private firms. On the other
hand, it isimportant for business practitioners to keep in mind that, in the future, there
will not be a single and widely accepted strategy to retain and enhance their Guanxi
networks. Therefore, approaches for maintaining and enhancing an existing Guanxi
network should be focused on individual preferences and needs of partnersinside the
network. For future Guanxi networks, many things become uncertain, but onethingis
sure: Guanxi relationships, with their unique code of conduct, will alwaysbe an ingredient
of doing businessin China.
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