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Preface

“If you want me to do research, send over some cigarettes and liquor!”
(WEFEHEST, HHIPSHETP). These ironic (near-) homophones (ydnjiii ydnjiii,
yan jiii yan jiti) are used by Chinese persons to describe what motivates
people in general, not just researchers. The personal motives for the pre-
sent analysis are of a different nature, namely an attempt to demystify the
role of guanxi in the business world.

Popular business literature has used guanxi to explain the unprecedented
economic growth that China and much of Southeast Asia enjoyed until the
late 1990s. Shortly thereafter, guanxi was identified as one of the key fac-
tors behind the Asian economic crisis in 1998. Despite such contradictions,
however, this curious specimen of oriental myth was able to triumph, and
it has produced the widespread belief among managers and consultants
that guanxi “constitute[s]...a ‘secret’ to corporate success in China” (Luo
2000: 175). Based on pseudo-profound arguments, guanxi is deemed “[un-
abated] Chinese conventional wisdom” (Luo 2000: 143) and a “[very Chi-
nese] mystical concept” (The Economist 2000: 7) from which unlimited
benefits are predicted to follow. The misperception that guanxi is a condi-
tion for business success is dangerous because it poses unforeseeable risks
to foreign investments. In fact, unsuspecting managers have had to flee
China in the past to save themselves from the legal consequences of such
business conduct (incarceration or worse).!

During the five years that I spent working and researching in China, my
colleagues and I often found ourselves asking an admittedly provocative
question: what if multinational companies needed to make strategic use of
guanxi in order to be successful on the Chinese market? Would this mean
that they should terminate their business activities in China? Thoroughly
answering these questions requires a large amount of precise theoretical

' Amnesty International estimates that over 3,000 people had been executed in
China by September 2001 in that year’s anti-corruption campaign (Yang MH
2000: 472f.; Smith 2001: 1). Most transactions were carried out through guanxi
networks.
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work in sociology, economics, business theory, and sinology. As will be
discussed in great depth, only an integrative approach is capable of demys-
tifying guanxi. 1 hope that my postgraduate studies at the Department of
Sinology and the Faculty of Business Administration at the University of
Hamburg have provided me with the qualifications required for such an
approach.

Some technical notes are in order at this point. The Chinese characters
used in this book are transcribed in accordance with the rules of Hanyii
Pinyin (JUEPFE), the binding Romanization system for standard Chinese
(3@ 1%), as endorsed by the Ci Hdi Dictionary of Modern Chinese (MY,
PUEREE, 2003). As this analysis also addresses scholars from Anglo-
Saxon countries who, in research on contemporary China, rarely use
Hanyii Pinyin transliteration (van Ess 2003: 119), the Appendix provides a
complete list of Chinese terms in Wade-Giles Romanization. Chinese
names appear with the family name preceding the given name, except for a
few Chinese authors who use the Western style of putting the family name
last. Discussing social phenomena is inevitably colored by the language
used to describe them. As the Chinese language has developed a special set
of words, it is difficult to discuss Chinese cultural views without referring
to these lexical items and the concepts they describe.? In order to minimize
the number of terminological distortions, key terms such as guanxi,
rénqging, and mianzi will not be translated.® Although such an approach is
indispensable without any doubt, the author apologizes to non-Chinese and
non-sinologist readers for any resulting inconvenience. Foreign currencies

2 Boas (1991[1911]: 21f.) illustrates this difficulty using “the words for snow in
Eskimo (...). Here we find one word, aput, expressing SNOW ON THE
GROUND; another one, gana, FALLING SNOW; a third one, pigsirpoq,
DRIFTING SNOW; and a fourth one, gimugsug, A SNOWDRIFT”. From an
ethno-linguistic perspective, it is actually a truism that only a particular linguis-
tic system is capable of expressing its culture’s specificities. In fact, Sapir and
Whorf hypothesize that the linguistic system even shapes mental schemes and
directs individual thoughts (Whorf 1984: 12).

3 In what has entered scientific discourse as emic-etic debate, this analytic feature
is termed emic, i.e., conceptualization is based on culture-specific elements and
specific interpretations. An efic approach, on the contrary, would rely on univer-
sal concepts (Triandis 1999: 136ff.; Hui/Graen 1997: 452). Consistency with the
emic approach is extraordinarily difficult when analyzing the guanxi system be-
cause its terminological cornerstones, in particular rénging, have multiple mean-
ings that defy easy, distinct definition. Therefore, any terminological notion is
specified whenever it cannot be unambiguously inferred from the context.
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have been converted into US dollars at the 2006 average exchange rates of
EUR 1.3 and RMB 8.0 respectively (People’s Bank of China, H[E A [X

HAT).

I wish to express my gratitude to my teachers, Professor Dr. Bernd
Eberstein at the Asia-Africa Institute, Faculty of Humanities, University of
Hamburg and Dr. Margot Schiiller at the Institute of Asian Affairs in
Hamburg. Both of them have encouraged me in the research process, and
whenever problems arose, gave me advice in their field of expertise. Need-
less to say, my family and friends have also supported me in the best way
possible in the course of my research. Many Chinese colleagues, too, have
taken the time to engage in lengthy discussions and provide constructive
criticism.

I am also indebted to Siemens AG for providing me with generous fi-
nancial support. As part of its Corporate Citizenship Program, Siemens
granted me a full-time scholarship for two years—for a year of research in
Shanghai and another one in Beijing. This is noteworthy, in particular, be-
cause Siemens has not interfered in any way with the academic research
process. On the contrary, the company has entrusted me with the negotia-
tion and general management of a joint venture in the transportation indus-
try. The experience afforded by this responsibility was of great value be-
cause it allowed me to conduct this theoretical analysis in light of the most
recent business practices in China.

Shanghai, Eike A. Langenberg
March 2007
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1 Introduction

This introductory chapter lays out the scientific problem that mainly stems
from the ubiquity of guanxi in China, or more precisely, from the fact that
businesses interact in a mixed order of the guanxi system and a market
economy. Subsequently, this topic will be put into the context of various
academic disciplines, where the findings presented by Chinese and interna-
tional researchers will also be discussed (Section 1.2). As recent research
has not been capable of integrating guanxi and business, mainly due to
methodological flaws, a detailed description of the specific structure in
which the problem at hand is solved will be presented (Section 1.3).

1.1 The Ubiquitous Phenomenon of Guanxi

Guanxi (R AR) is a sociological term that describes a subset of Chinese
personal connections between people (relationships) in which one individ-
ual is able to prevail upon another to perform a favor or service
(Chung/Hamilton 2002: 2f.). It lies in the skillful mobilization of moral
imperatives in pursuit of diffuse and calculated instrumental ends.

Guanxi is a phenomenon so ubiquitous in Chinese society that it has
been given the name “guanxi wind” (K Z MK He XM 2000: 19). As all
Chinese are assumed to be part of at least one guanxi network
(Schramm/Taube 2001: 7), China’s prime sociologist Fei Xiaotong
(F=£1d, 19102005, 1992[1947]: 66) has argued that it is the fundamental
organizational principle of Chinese society, irrespective of social strata: for
some people, survival (“E£7) is a matter of guanxi (He Y et al. 1991: 58;
He XM 2000: 19). Outside the network they have a “general feeling of
discomfort” (JEEVE & AN HTE, Yu 1998: 1). For those in a well-developed
urban environment, guanxi enables them to conduct a convenient life (He
XM 2000: 20), including luxury goods and international travel.
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As the “value of life” (f1{E W) and “behavioral rule” ({7 N#EN], Cao
2002: 73), guanxi is said to be the key to analyzing and understanding
Chinese conduct (Chen JJ 1998: 107). Guanxi provides a “lubricant”
(Chung/Hamilton 2002: 13; Gold et al. 2002: 3; Standifird/Marshall 2000:
23) that helps the Chinese to get through life. It “gives the flow of many
events a helping hand” (Zuo 1997: 69): employment affairs, applying for
projects, enrolling in schools and universities, successfully concluding
bank loan negotiations, getting promotion at work, handling lawsuits (Cao
2002: 73), settling complicated Chinese household registrations (/' I,
Yang Minzhi 1995b: 42), medical care (Feng D 2002: 29), obtaining
driver’s licenses and license plates, printing articles in magazines, newspa-
pers and journals; and even publishing Ph.D. theses (Si 1996: 18). An ideal
guanxi network encompasses “everyone from store clerks who control
scarce commodities to cadres who have [the] final say over (...) permits”
(Gold 1985: 661). Not surprisingly, the prevalence of guanxi is not re-
stricted to social interaction; rather it extends to business realms. “Domi-
nat[ing] business activity throughout China” (Lovett et al. 1999: 231),
guanxi affiliations, rather than “arm’s length” principles, are the basis for
transactions.

Due to its paramount role, guanxi is recognized as the life blood of the
Chinese macroeconomic system (Luo 2000: 1). It is actually this ubiquity
that renders guanxi the distinctive feature of the Chinese social and busi-
ness environment. It has been widely acknowledged that a “gift economy”
(Yang MH 1994: 8) coexists with the planned (state) economy and the
market—in fact, the gift economy may be even more important than either
of the latter. Unlike commodity transactions, which are dictated by purely
economic motives, in guanxi, exchanges entail affection, face, gifts, and
favors (Chen Hong 1997: 113; Yang MH 1989: 67ff.). Guanxi adds a
“second currency”! (Luo 1997: 51) to the commodity exchange setting and
creates a hybrid socio-economic exchange system in which it is unlikely
that unidimensional business strategies appropriate in the Western context
will work.

Scientific dispute has arisen on the longitudinal development of guanxi.
For some scholars, guanxi is an “ancient system based on personal rela-
tionships” (e.g. Lovett et al. 1999: 231), while for others it is a “new thing”
(#474) in China that has only emerged in the past twenty years (Ma C

1 As will be discussed later, the term “currency” can’t actually be applied to the
guanxi system.
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2001: 19). These contradictory perspectives can be attributed to the fact
that the guanxi system is hard to uncover (Ji 1999: 52) because it is an ex-
tremely “vague” (#i#], Chen JJ 1998: 117) phenomenon, resembling a
“cloudy mountain covered by mist” (W12 11155 55, Nie 2001: 6). The fol-
lowing section will take a brief look at the ideas that guanxi emerged (a) in
ancient China, (b) from rural China, (c) under Communism, and (d) in the
economic reform period.

Some researchers think that guanxi is a consequence of China’s ancient
bureaucratic system of officials. Ji Jinduo (1999: 52f.), for instance, ex-
plains that what he terms the “ancient guanxi network” (#if87¢Z& M) has
emerged from Chinese patriarchal bureaucracy. In order to minimize un-
certainty from the dangers of a political career, state officials relied on a
network of relationships. While uncertainty is, indeed, the element that
gave rise to guanxi, considering a comparatively small number of officials
(who furthermore had limited interaction with the people), it seems
unlikely that the guanxi system could have had such strong carry-over ef-
fects.

What is more probable than noble origins is the explanation that modern
guanxi has developed from village life (Yan 1996a: 2, 23; He XM 2000:
19f.; Hamilton 1998: 66). In Chinese history, people lived in encapsulated
and autarkic villages between which almost no exchanges took place (Ma
C 2001: 19). The exchanges between a few families (/>4%), the members
of which formed the guanxi system comprised in each village (Ma C 2001:
20, Fei 1992[1947]: 81), were sufficient to fulfill the rather modest needs
of rural people. Social relationships were primarily based on blood (3%
K 2R), hence the traditional “culture of blood relationships” (352 3 4L) is
present in villages (Cao 2002: 73). In the early 1970s, 80% of Chinese
people were farmers or made a living from activities related to the primary
sector; two decades later, in 1998, half of the Chinese labor force was still
employed in agriculture. In terms of exchanges, this socio-economic set-
ting has many similarities with the “agricultural village society” (Ff 7%
£1:4), on which traditional China is based (Ma C 2001: 19). Personalistic
loyalties and interpersonal obligations based on social standing have a
similar structure in rural China to what they have in the guanxi system.

However, the importance of guanxi exploded after the “liberation” by
Communists, in particular in the late Cultural Revolution (Yang MH 2002:
463; Ji 1999: 55f.). Owing to insufficient institutional support, imperfect
distribution channels, and the bureaucratic maze of a socialist state (Yan
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1996a: 3) in which few power figures in the hierarchy were in a position to
arbitrarily allocate scarce resources, guanxi became a necessary compo-
nent in the daily lives of Chinese people (see above). Making it possible to
circumvent bureaucratic rules, guanxi provided leverage against the cum-
bersome Chinese state-run economy (Yang MH 1994: 320). Chinese peo-
ple were often able to fulfill their basic needs only through guanxi (He XM
2000: 19).

The above finding that guanxi was a response to a state that was more
powerful and socially pervasive than any other government in Chinese his-
tory (Yang MH 1994: 320; Huang 2002: 91) became obsolete, however,
when it was observed that guanxi actually grew even faster in the post-
Mao era (Yan 1996a: 3) when the state became less pervasive (Cao 2002:
73; Ma C 2001: 19). The fact that the prevalence of guanxi has never been
as strong as during the period from economic “Reform and Opening Up”
(MY P through today (Feng T 2002: 21) renders the earlier argument
invalid. Many Western scholars, therefore, like to explain the network of
interpersonal ties as being due to the lack of a stable legal and regulatory
environment (Alston 1989: 25; Xin/Pearce 1996: 1652) or the “failure of
hierarchy- and market-based governance structures” (Boisot/Child 1996;
Feng T 2002: 21).

It should also be considered that the word guanxi itself is a relatively
new term in the Chinese language; it is included in neither the 1915 Ci
Yudn (#J5) nor the 1940 Ci Hai (%) dictionaries of the Chinese lan-

guage.

From the above, it becomes clear that modern-day guanxi is to be
treated as a new phenomenon, especially because it has grown since
China’s reforms. An analysis of guanxi, however, must not deny its cul-
tural embeddedness, with its roots in the rural tradition of exchanging gifts.
Since this custom goes back thousands of years, as scholars argue, it seems
appropriate to take a close look at its characters % and %, both of which
have an individual meaning and etymology that can be assessed. Due to a
shortage of words, especially for abstract terms, it is common in the Chi-
nese language to fit two (or more) characters together in logically com-
pounded words. What is relevant here is that the idea behind the individual
characters has remained unchanged, and what guanxi means is best “felt”
through the meaning of its components (Karlgren 2001[1923]: 8, 40).
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Guan (%, ), an amalgamation including [ (door) and YI' (bolt,

EE 19

latch), originally meant “wooden crossbar for doors”, “strategic pass” or
“toll gate” as a noun. As a verb, it signified “close”, “relate”, “receive” or
“be concerned” (Ci Yuan 1994). The character is found in disyllabic ex-
pressions that refer to a “barrier” (e.g. technological barrier [ K=K],
Chen/Chen 2004: 307), “passing” (e.g. passing the toll gate [$T1H K K],
i.e., it’s actually a synonym for overcoming obstacles by means of guanxi
[Si 1996: 18]), and “showing solicitude for” (e.g. X/L», K M), Luo
stresses the metaphoric aspect of a door “inside [of which], you are ‘one of
us’ but outside (...), your existence is barely recognized” (2000: 2).

Used as a noun, the second character, & (x7), mainly means “tie” and
“subordination relationship”, and as a verb, to “care for” (Ci Yuan 1994).
Xi refers to the extension of relationships (e.g. lineage, 1t %) and to ac-
tions that hold (4£ %) members of one’s immediate family together (. &
>%JE). It implies formalization, as is also demonstrated by its application
to an organizational context, where xi simply means “department”.

The individual meanings of the characters guan and xi do not give rise
to as much controversy as does their combination to form guanxi. In spite
of the fact that dozens of researchers have elaborated on the concept of
guanxi, no uniform definition has been presented so far. Reviewing earlier
attempts at definition, Yang Meihui points out that due to the “ever-
changing set of practices (...) the final word on guanxi can never be con-
cluded” (2002: 459).

As can be seen from the definition “interpersonal connection or connec-
tion between people and things” (Ci Hai 2003), guanxi is “not a sociologi-
cally precise term” (Walder 1986: 179). When it is used to refer to inter-
personal relationships, “not only can it be applied to husband-wife, kinship
and friendship relations, it can also have the sense of ‘social connections,’
dyadic relationships that are based implicitly (...) on mutual interest and
benefit. Once guanxi is established between two people, each [person] can
ask a favor of the other with the expectation that the debt incurred will be
repaid sometime in the future” (Yang MH 1994: 1f.). In her precise defini-
tion, Yang Meihui points to three crucial dimensions: instrumentality, af-
fection, and norms.

Most popular academics (e.g. Fan 2002b, Xin/Pearce 1996; Ye-
ung/Teung 1996; Leung 2000; Farh et al. 1998) share the view that the in-
terpersonal linkages in question are essentially motivated by means-ends
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calculation. Hence it seems safe to conclude that guanxi is characterized by
a high degree of instrumentality. People draw on connections in order to
secure favors in personal relations (Walder 1986: 179).

At the same time, attention is given to affection. An influential defini-
tion by Pye (1992: 101) interprets guanxi as “friendship with implications
of continued exchange of favors”. The inflationary use of the term “friend-
ship”, such as when Chinese strangers decide to “become friends” (%
W) during their first encounter, shows that “friendship” in Chinese so-
cieties may be based on elements other than affection. Similar to what can
be called “business friendship” (Ambler et al. 1999: 84), the expression
“he has many friends” (flif’JJJ] /X £) is frequently used to indicate that
someone has a lot of guanxi (Bosco 1992: 158f.). Due to the multiple stan-
dards of interactive behavior the Chinese tend to adopt according to the hi-
erarchical status of the persons in the relationship (Fei 1992[1947]: 66;
Hwang 1987: 949), normative patterns of behavior greatly improve when
individuals become friends.

Along with instrumentality and affection, people in contemporary
mainland China often associate guanxi with implicit obligations (e.g. re-
sponse to requested assistance) and a long-term attitude. Guanxi in social
and business life is normatively defined by the principle of reciprocity
(Fan 2002a: 372; Chung/Hamilton 2002: 2). Unfortunately, however, nor-
mative aspects have been “virtually excluded” from analyses (Dun-
fee/Warren 2001: 4).

For a phenomenon as complex as guanxi, it is suggested not to search
for an overly precise definition, in particular because “definitions do not
play a significant role in science” anyway (Popper 1997[1945]: 76).
Rather, the above definitional framework should be taken as a starting
point to be extended throughout the analysis. It is actually more insightful
to investigate the connotation of vocabulary and proverbs frequently asso-
ciated with guanxi in the Chinese language. The polyphonic character of
guanxi in popular discourse (Chen/Chen 2004: 305; Yang MH 1994: 56) is
also implicit in Zhong Qing’s (1995: 157) statement that “guanxi networks
tell endless stories of animosity, sadness and joy”.

Carrying no specific undertone, guanxi expressions include “string-
pulling” (7<%, Fan 2002b: 550, and, more recently, i< ), i.e., the
means by which personal interests may be advanced, problems solved
(AbBE / F35415), and resources obtained. When people “look for guanxi”
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(FL K R), they seek to “depend on it” (X R) and “get in by the back
door” GEJGT], Zuo 1997: 62; Zhong 1995: 159; Jilin Supreme Court of
People 1995: 22).

The conjecture that guanxi usually does not carry any negative connota-
tions because it is of neutral origin (Michailova/Worm 2003: 18) is not
universally accepted. The Chinese government and Communist Party con-
demn guanxi as invariably negative and anti-socialist (Yang MH 1994:
58). In fact, even among ordinary Chinese people, guanxi often has a pejo-
rative undertone (Gold et al. 2002: 3), for instance if the affective compo-
nent is low, i.e., no intense feelings are involved (Zuo 1997: 62), or when
laws and regulations are bypassed in “ceremonial bribery” (Walder
1986: 179).

Guanxi often leads to corruption and bribery (He XM 2000: 21), two
phenomena that have constantly been shown to be extremely common
(Schramm/Taube 2001: 1). According to Transparency International
(2006), an international coalition against corruption in international busi-
ness, the “Corruption Perceptions Index” for the People’s Republic of
China has stagnated at close to 3.4% in recent years.? In fact, guanxi and
corruption have become such an epitome of a desirable, glamorous life-
style that high-school students making plans for the weekend ask each
other, “Where should we go to have as much fun as corrupt officials?”

(28 L ).

However, there are subtle yet distinctive characteristics, and it would be
wrong to equate guanxi with corruption. First, bribery is dominated by
profit-and-loss calculation, while guanxi also contains an affective compo-
nent. Second, guanxi is long-term and diffuse, as it requires the establish-
ment and cultivation of a relationship, while illicit exchanges are charac-
terized by immediate and specific obligations (Schramm/Taube 2001: 3).
Howard Davies, Professor of Business Studies at Hong Kong Polytechnic
University, argues (in an interview with McKinsey) that guanxi actually is
“almost the opposite of bribery. If I can bribe you, then so can someone
else” (McKinsey 2002: 68f.). Identically, a Beijing consultant explains to
scholar Robert Marquand: “Look, if you don’t have guanxi, you can’t pay
a big money bribe. (...) Not just anyone can bribe a customs official. You
have to have guanxi” (2001: 6).

2 Note that an increasing average period of case latency (1980-1992: 1.4 years,
1998-2002: 6.3 years) blurs this picture (People’s Daily 2003).
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Forming a contrast with official condemnation, guanxi practices at the
same time hold a great deal of fascination for many Chinese people. Man-
aging human relationships is the single most prized talent in Chinese socie-
ties; admiration for successful people grows bigger as guanxi gets closer to
official corruption (Yang MH 1989: 36; Liu Z 2003). In any case, guanxi
gives cause for optimism: in contemporary urban China, guanxi has be-
come a synonym of efficiency—success through knowing people and
places. On the internet, incidentally, www.guanxi.com is the largest dating
site for Chinese people worldwide. Shanghainese people send text mes-
sages to Guanxi-SMS (the number is 885074) in order to receive details on
leisure spots in the neighborhood. If guanxi were exclusively negatively
connotated, businesses would hardly use it for advertising purposes. This
analysis will come back to the different shades of guanxi in Section 4.2,
where ethical issues are addressed.

Corporate interaction takes place in a pluralistically mixed system of
market economy and guanxi exchange, as well as allocation through Chi-
nese government authorities (Ahlstrom/Bruton 2002: 54ff.; Liu Z 2003;
Walder 1995: 296). Although a complete integration would have to include
all three exchange systems, this analysis will exclude the state economy
because its importance, in particular for Western multinational companies
(MNCs) in China, is low, and it will continue to decrease. Moreover, the
market and the guanxi system have not been properly integrated yet.
Hence, as guanxi is one of two exchange systems within which local or
foreign firms perform business activities, choosing a purely market-
oriented business strategy is not optimal from a theoretical point of view.
The consequence of such strategizing is that foreign-invested enterprises
(FIEs) might have a high rate of failure if they were to exclusively apply
market-based strategies. This would be troublesome as foreign involve-
ment in China is considerable and still rising: the total value of the world’s
trade with China more than tripled since 1999 to US$1,154.5 billion (PRC
General Administration of Customs, 2005).> More importantly, China is
the second-largest recipient of foreign direct investment (FDI) in the
world, surpassed only by the United States. By the end of 2004, the Chi-
nese Ministry of Commerce had registered a total of 508,941 foreign-
invested enterprises, most of which were equity joint ventures (4%
1M, 49.1%) and wholly foreign-owned enterprises (#h %54V, 39.9%,
PRC Ministry of Commerce, Foreign Investment Department).

3 Note that PRC exports are reported on a Free on Board basis, while imports on
a Cost Insurance and Freight basis.



1.1 The Ubiquitous Phenomenon of Guanxi 9

Empirical evidence corroborates this suspicion about strategies that in-
sufficiently take guanxi into consideration: analyzing a survey by the
Economist Intelligence Unit (1995) on 70 MNCs operating in China, Wu
Liqging (1999: 4) reports that 44% of the companies suffered losses from
their overall operations in China. Moreover, 36% of all ventures did not
yield an operating profit. In a similar survey, 22 of the 53 companies inter-
viewed by Hong Kong’s Bank of East Asia reported they were unprofit-
able (Wu Liqing 1999: 4).

While frontline practitioners drawing on everyday managerial experi-
ence may come up with intuitive answers advancing possible reasons, the
situation is more complicated in terms of theory. Determining optimum
conduct requires clarity on how guanxi exactly relates to the theory behind
business strategy. As no prescribed instructions exist, e.g. algorithms that
could be followed in order to address this problem, it is indispensable to
develop a research strategy. Although this research strategy will be set
forth in the methodology section (Section 1.3), it is helpful at this point to
identify three specific questions, the answers to which illustrate the aim of
this analysis and can be considered to solve the scientific problem at hand.

What are the individual incentives behind the guanxi system?

It is vital to note here that this analysis—in spite of a fusion of multiple
layers of the Chinese socio-economic system—perceives guanxi as an iso-
lated exchange system. Excluding organizations (and possible links be-
tween them), analysis is limited to interpersonal relationships.

How can guanxi be integrated into business strategy?

The insights gleaned from this analysis are then carried over to a business
context. As has been said, strategic choices tested and proven in the West
may not be effective and efficient in China because they do not reflect this
mixed environment. In order to determine the correct profit function of a
firm, guanxi and the economic system of market exchange need to be for-
mally integrated. This integration confirms that guanxi-based business
strategies are effective and efficient, at least for some types of firms. How-
ever, since it is not possible to “uncritically accept guanxi[-based business
strategies] as a Chinese cultural practice” (Dunfee/Warren 2001: 202f.),
one also must ask the following question.
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Does the application of guanxi-based business strategies conform to
legal standards and ethical percepts, from both Chinese and Western
perspectives?

If managers of MNCs followed the suggested strategy practices, they may
find themselves in jail, confronted with a bad conscience, or both. This is
because the theory of industrial organization, into which guanxi will be in-
tegrated in Chapter 3, is not concerned with legal or ethical issues. For the
sake of simplicity, these additional constraints of the socio-economic op-
timization at hand are excluded from the initial problem statement. Hence,
it needs to be verified that the set of optimum strategies is permissible in
terms of laws and business ethics. The agreeableness of guanxi-based
business strategies is a serious question for Western MNCs contemplating
doing business in China. Note that this analysis is restricted to the law and
ethics of guanxi-related business conduct; no other item from the long list
of ethical concerns of doing business in China, e.g. human rights and envi-
ronmental concerns, will be addressed.

1.2 Review of Previous Research

The previous chapter laid out the scientific problem at hand. To avoid re-
inventing the wheel, the existing corpus of knowledge shall be closely ex-
amined to determine whether it can solve the problem as set forth. After a
presentation of the theoretical directions from which the problem can be
approached, the existing literature will be evaluated. Due to large differ-
ences (and partial contradictions) in methodology, this review distin-
guishes between Chinese and international research. An overview of influ-
ential publications will be given for both and seminal works will be
discussed separately.

Much has been written about guanxi. The scientific discourse of guanxi
involves multiple fields of research, and it can be approached from differ-
ent theoretical directions. In other words, research on guanxi is cross- or
interdisciplinary. “‘[BJoundary-spanning’ scientists” (Xin/Pearce 1996:
1655) explore guanxi with concepts from the disciplines of sociology, eco-
nomics, politics, anthropology, history, and psychology, as well as from a
business perspective, e.g., management theory, marketing, organizational
behavior, and human resource management. Each perspective explains a
certain aspect of the rationale and processes of guanxi formation,
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development, and consequences.* Assembling distinct yet interrelated
paradigms certainly complements the general understanding of guanxi. If
epistemological empirics are correct, “new scientific knowledge is largely
produced by connecting sciences that had previously been mono-
disciplinary oriented” (Liide et al. 2003: 1). This research follows such an
approach.

The extreme integrativeness of research, unfortunately, has caused some
scholars to mix elements of any kind beyond recognition. Instead of as-
suming a “unique, independent [methodological] core” (Luo 2000: 3) for
guanxi studies, the author of this analysis suggests integrating and apply-
ing particular techniques from different fields of theoretical research. Also,
not all disciplines make relevant contributions to explanations, although
they may have a possible connection with guanxi. Some disciplines take
the back seat here: politics, for instance, will only play a minor role in this
analysis, i.e., when dealing with corruption. Psychology is of interest only
in terms of the conceptualization of gdnging, mianzi (face), and xinrén
(trust), which influence the individual incentive structure. A longitudinal
perspective, as taken by history, is relevant only in the discussion of the
possible roots of guanxi. Finally, the analysis will not launch into an ex-
tensive description of the ethnographic details of guanxi, such as decorum
and etiquette.

Much of what lies at the center of this book falls under “sociological
economics”, an approach that (re-)integrates sociological theory and eco-
nomics. Unfortunately, as will also become clear in Chapter 2, what needs
to be integrated is not standard Western sociology, but an adapted model
that works for guanxi. This exercise is compounded by the fact that the so-
ciological tools must be methodologically compatible with the economic
concepts into which they are integrated. The survey of the literature will
begin with the literature of guanxixué (X Z %, translated as “guanxi-
ology” by Luo [2000: 4]).

4 Articles on guanxi have been published in renowned scientific journals of many
disciplines: Current Anthropology, The American Economic Review; Interna-
tional Business Review, Management International Review, The Academy of
Management Executive, Business Strategy Review, International Journal of Re-
search in Marketing, Industrial Marketing Management, Administrative Science
Quarterly, Organization Science, American Journal of Sociology, and Journal
of Business Ethics.

> The expression guanxixué also denotes the “profound and improper method of
using or seeking relationship for private benefit” (Ci Hai 2003).
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Social science is a recent field of research in China. Virtually non-
existent before the end of World War II, sociology was first introduced in
China in 1947 when luminary Fei Xiaotong wrote his set of essays, Rural
China (% 1" [H).¢ It did not take the Communist government long to end
the academic discourse, however: sociology was banned from 1952 to
1980, when the Institute of Sociology of the Chinese Academy of Social
Sciences ("' [H ft & Bl 2% Bt 4L & 2~ W 9T Fr ) was founded—by Fei
Xiaotong himself. Starting in the mid-1980s, Chinese sociology slowly be-
came re-established (Hamilton/Zheng 1992: 2£.).” The short 25-year period
of research explains why little significant work on guanxi has been done so
far.

Fei’s statement that Chinese society and its exchange practices must be
analyzed from their rural origins—hence the title “rural” (%) and “soil”
(:)—has been widely acknowledged in Chinese sociology (Cao 2002:
73). In 2003, the Chinese Academy of Social Sciences published an article
stating that Fei’s remarks are “still a precise judgement for contemporary
Chinese society” (Liu Z 2003). However, their applicability to modern
China is sometimes questioned.

He Xuefeng (2003), for instance, addresses the major string of criticism
in his Update on Rural China (1% L-# [¥): at the time of Fei Xiaotong,
China was indeed tied to the land with autarkic villages (see above); indus-
trial and commercial activities accounted for a small portion of national
GDP (He XF 2003: v). While the Chinese primary sector (agriculture) em-
ployed 84% of the Chinese labor force in 1952, the number today is 49%
(2003, National Bureau of Statistics of China 2005). Even more impor-
tantly, with farmers purchasing products (e.g. fertilizers) from cities or
from abroad and serving these markets with their products, rural villages
are no longer autarkic. Also, migrant workers are an important bridge con-
necting the hinterland with urban areas: in Dongguan city (4 5¢ 107),
Guangdong province, for instance, six out of seven million inhabitants are
rural migrants working in factories (He XF 2003: vi). However, it seems

¢ Although the book provides an insider’s view of China and is actually a stan-
dard text in many Chinese universities, it is almost unknown in the West.

7 The hesitance to re-establish sociology is also illustrated by the fact that it took
another seven years for Fei’s classic text to become available to Chinese schol-
ars in 1985. Fei had been attacked as a rightist during the Cultural Revolution
(Cheng/So 1983: 471ft.).
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that there is no transparency about what pattern and level of development
are found in contemporary Chinese rural society (Liu Z 2003).

It is sometimes claimed that “Chinese research on guanxi has made
great progress” (Chen JJ 1998: 107) and that “the analysis of guanxi has
developed into a carefully calculated science” (Luo 2000: 2). Containing a
corpus of assumptions that has been woven into a vociferous, self-
conscious discourse (Yang MH 1994: 51ft)), guanxixué is said to have
turned into a full-fledged scholarly branch of knowledge that is equally
valid and just as necessary as any other academic specialization. At the
same time, the papers of Chinese academics are commonly criticized as
“the works of copy-cats” (He XF 2003: 227)—first copying Marx and
Engels, and today copying scholars that are popular in the West. Both
stands are valid: there has been progress, and yet contributions to structural
explanations are rare.

Guanxixué plays a major role in practice-oriented publications. With
theoretical considerations in the background, the paradigms developed are
mainly directed at practical applicability in politics. Combined with guanxi
on a macro level, a corpus of practices called “crooked winds” (4~ 122 X,
TE X, Li 1998: 54f.) is well documented in the Chinese press: the use of an
official position for private gain, nepotism, patronage, factional favoritism,
bribery, or the exchange of “special privileges” (474{) among officials
(Yang MH 1994: 62).

Influential accounts of the guanxi system have been provided by Hwang
Kwang-kuo (¥ 6, 1987, 2002, 2003), Professor of Psychology at Na-
tional Taiwan University and a research fellow at the Academia Sinica.
Seeking to explain the “small tradition” (/M%4t) of guanxi with the “large
tradition” (K £ 4% ) of Confucianism, Hwang has analyzed gudnxi,
rénqing, and mianzi. In spite of methodological inconsistencies, his
“model of Confucian psychology” (ffi Z [f]/L» Z #i71!) made him a star in
guanxi research. Much more structurally insightful is Chen Junjie’s
(BRI A, 1998) Guanxi Resource and the De-ruralization of Farmers
AR PSR R AEAR D). Virtually unknown in the West, the book is
an exception in that it pays great attention to methodological precision.

Although the structural input for this analysis is limited to the above
publications, other Chinese sources have contributed to an up-to-date pic-
ture of guanxi semantics: newspapers and periodicals have offered
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valuable information on contemporary utilization and public judgement.
Papers in academic journals, dissertations, and research reports that have
been included for their topicality were available through the China Na-
tional Knowledge Infrastructure ("1 [E 3114 3 E 4 %2). While many re-
sources on the roots of guanxi date back several decades, most of the lit-
erature on the fast-changing utilization of guanxi that was considered here
was published after 2000.

It is implicit in the above survey that research on guanxi is best struc-
tured along international sources. Western Europe and North America
cannot be denied a serious history in the social sciences, particularly in
theoretical research, which was basically non-existent in China until re-
cently (see above). Therefore, it is mainly international literature in Eng-
lish and German that has been used for conceptualizing the guanxi system.
Interestingly, Chinese scholars also acknowledge that at this stage guanxi
is “best learned about from abroad” (e.g. Sun 2000).

A major difference from Chinese literature is that Western scholarship
investigates the practical implications of guanxi for business. While gener-
ally speaking, researchers in the 1970s and 1980s explained to the West
what guanxi was, the majority of studies in the 1990s were concerned with
the question of why organizations needed guanxi. Today the Amazon.com
online bookstore is packed with guidelines for managers on how to maxi-
mize benefits from the establishment and cultivation of guanxi, whereas
theory is neglected:

“The importance of good personal relationships to doing business in developing
countries has been discussed widely in popular writings for managers (...), yet the
advice given in business periodicals has rarely been analyzed in management
scholarship.” (Xin/Pearce 1996: 1641f.)

Moreover, China’s opening up and the beginning of decentralization and
privatization have not only raised foreign business interest in the Chinese
market, but also the number of guanxi-oriented publications of question-
able scholarliness. Unfortunately, many non-sinologists have fostered the
development of myths and misconceptions that show a high degree of per-
sistence. However, there are also some experts that have greatly contrib-
uted to the current understanding of the complex system. The following
section will look at selected influential works, giving an overview of their
particular object of interest, results, and weaknesses.
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One of the most extensive treatments of guanxi is offered by Yang Mei-
hui (%35 2) in her classic Gifts, Favors, and Banquets: The Art of Social
Relations in Chinese Society (1994). As can be expected from a professor
of anthropology, Yang focuses on power relationships and their social and
symbolic expressions, which have crystallized around the distribution and
circulation of desirables in the guanxi system. In a highly politicized dis-
course on social relationships, Yang perceives guanxi as a set of practices
that “self-consciously defines itself against the elements of impersonal
money and direct buying and selling [as] those of the commodity econ-
omy” (Yang MH 1989: 48). Based on Foucault’s concept of biopower
(Yang MH 1989: 25), her anatomy of guanxi enactments unfolds in four
stages: transformation, incorporation, micro-antagonism of status, and
conversion of values. Yang’s holistic anthropological approach, the adop-
tion of which is actually quite common in publications on guanxi, “is des-
tined to be contaminated with [the] author’s personal preference and con-
ceptual ambiguity” (Hwang 2003: 2). The main shortcoming of this book,
however, is that it has become largely obsolete because it is based on the
assumption of a political economy, where organization of production,
planning of social activities, and distribution of the means of subsistence
have long been the total responsibility of the state apparatus (Yang MH
1989: 25). The author acknowledged this fact herself in a later publication:

“The focus (...) was on the social significance of guanxixue in the context of a
state centralized economy that was still very strong in the 1980s, leading me to fo-
cus on the relationship between guanxixue and state redistributive power, and to
describe the emerging commodity economy as only ‘petty’.” (Yang MH 2002:
460)

As the works of many other authors suffer from the same shortcoming,
only more recent literature has been considered. It is a convenient coinci-
dence that in Western management literature published in the past ten
years, a strong focus on networks has emerged (Borgatti/Foster 2003:
992). Due to empirical evidence all over the world showing that inter-
organizational ties improve firm performance, researchers of strategic be-
havior have increasingly analyzed the management of networks (e.g.
Oliver 1990: 248ff.). In particular, and mainly as a consequence of the
rapid economic development of China since the 1980s (Hwang 2003: 1),
Chinese networks have increasingly become the focus of researchers’ at-
tention. This trend is illustrated by several publications:
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Tsang (1998) investigates the relevance of guanxi with respect to trans-
action cost advantages.® Taking a resource-based perspective’, the Singa-
porean researcher asked if the guanxi possessed by a foreign firm can be a
source of competitive advantage when doing business in China, and if this
advantage is sustainable. In order to grasp transaction cost advantages,
guanxi-based exchanges are recognized as a structural alternative to con-
tract law. Building on Tsang (1998), Standifird and Marshall (2000) also
seek to demonstrate the relevance of guanxi in terms of transaction cost
advantages. Their essay, which they see as a complement to—rather than
an argument against—social embeddedness and resource-based explana-
tions, concludes that guanxi can indeed provide firms with an imperfectly
imitable resource that can yield a competitive edge.

A number of empirical studies have been conducted: the survey by
David et al. (1995) included 150 Chinese business executives from Hong
Kong who reported the benefits of guanxi in terms of access to scarce re-
sources; Yeung and Tung (1996) detected a similar significant aspect of
guanxi when examining the factors for long-term success and growth in
China of 19 foreign companies; Peng and Heath (1996) investigated the
growth of the firm in planned economies in transition; Xin and Pearce
(1996) focused on the use of guanxi by private sector companies which
lack the structural protection of governmental support; and Leung et al.
(2003) analyzed the ethical implications of guanxi from the perspective of
Hong Kong business negotiators. Others have empirically analyzed the so-
cial realms of guanxi: Chu and Ju (1993) questioned 2,000 people in the
Shanghai area regarding the importance of guanxi in their daily lives. Ap-
plying the case study method, Yan (1996a, 1996b) studied the obligation
of gift exchange and social interaction in villages in Northern China. He
emphasized that establishing and maintaining a network of friendships by
managing guanxi may help an individual to overcome several kinds of cri-
ses in life. Also looking at Northern China, Kipnis (1997) interpreted the
art of producing guanxi in terms of Bourdieu’s practice theory.

8 This concept has its roots in transaction cost theory, i.e., “the study of economic
organization [that] regards the transaction as the basic unit of analysis (...). Ap-
plications of this approach require that transactions be dimensionalized and that
alternative governance structures be described. (...) The approach applies to
both the determination of efficient boundaries (...) and to the organization of in-
ternal transactions” (Williamson 1981: 548). Basically, transaction cost theory
goes back to Coase’s seminal work, “The Theory of Firm”, in which contract
costs are included in the explanation of why “a firm emerges at all in a special-
ized exchange economy” (1937: 390).

° For an overview of the resource-based theory, see Section 2.2.
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It should be noted that, in general, the possibility of conducting empiri-
cal studies on the topic of guanxi is limited. Most people, and in particular
managers, are reluctant to talk about their attitude to guanxi, and a great
deal of self-deception exists. Non-Chinese researchers, in particular, are
faced with another major problem, namely that their subjects are likely to
have a strong propensity to present the “modern” side of China. Conse-
quently, it’s crucial for researchers to bear in mind that their interest in so-
ciety might be interpreted by their subjects as an attempt to uncover tradi-
tional, feudal, irrational, and embarrassing aspects of the Chinese socio-
economic order (Yang MH 2002: 462).

Unfortunately, recent years have also witnessed a large number of popu-
lar publications, most notably in the field of marketing: Lo and Everett
(2001: 17ft.), for instance, claim to have found the “guanxi-strategy for
e-commerce in China”’; McGuinness et al. (1991) develop sales strategies
by evaluating the Chinese perception of machinery suppliers from six
countries; and Tsang concludes his transaction cost analysis (see above) by
recommending “‘guanxi audits® (...) that enable senior management to
analyze the progress that the company has made in playing the guanxi
game” (1998: 64f.). As a consequence, the implications of guanxi for busi-
ness ethics have recently become the focus of analysis. For example,
Lovett et al. (1999) have reviewed the effects of guanxi-based exchanges
in terms of ethical concerns, restricting themselves, however, to efficiency
as an ethical measurement.

Nevertheless, there are also excellent descriptions of the guanxi system,
as provided, for instance, by Chung and Hamilton, Schramm and Traube,
Fan Ying, and Gold et al. Exploring the nature of Chinese business prac-
tices, Chung and Hamilton (2002) argue that the inter-subjective logic of
social relationships provides a (socio-)institutional foundation for Chinese
business transactions. The authors convincingly explain that the rules pre-
scribed by the guanxi system increase the calculability of economic out-
comes, making decisions more “economic”, rather than less so. Similarly,
Schramm and Taube (2001) oppose exchanges in guanxi networks to eco-
nomic practices in the Western legal framework. Guanxi networks are
identified as an “optimum” solution to the problem of institutional ar-
rangements—a finding that is found to have far-reaching implications for
the dynamics of corruption. Charging that the conceptualization of guanxi
is insufficiently questioned and that there is considerable confusion about
its implications for business, Fan (2002b) analyzes guanxi from the per-
spective of social processes. Fan is one of the few authors who reject the
regurgitated myth that so-called “guanxi bases” produce guanxi. The most
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recent major anthology on the institutions, culture and changing nature of
guanxi has been published by Gold et al. (2004). Since most of its 14 con-
tributing scholars have a serious research history in the field, Social Con-
nections in China delivers an interesting mix of assessments; for the same
reason, however, the anthology does not contain many new insights re-
garding the conceptualization of guanxi.

What all the above publications have in common is that they constitute
an offensive against the under-socialized human in the analysis of eco-
nomic action. Yet many of them also share a basic methodological flaw:
the role of guanxi in an economic context is explored without proper re-
construction of guanxi as a self-contained system. Using Coleman’s socio-
logical theory, this analysis follows a different path, as will be explained in
great depth in Sections 1.3 and 2.1.

The survey of the literature available shows that the necessity of con-
ducting research on guanxi has long been recognized, in particular by
business practitioners. While the role of guanxi in a planned economy has
been analyzed simply because there was plenty of time to do so (Feng T
2002: 41), guanxi and business strategy have not yet been properly inte-
grated into one theoretical concept that links the relevant elements of both
institutions. Because the existing corpus lacks the theoretical depth to suf-
ficiently answer the three principle questions despite valuable contribu-
tions to the solution of sub-problems (see Section 1.1), this analysis will
focus on socio-economic integration—the prerequisite for valid conclu-
sions about how guanxi affects business success. A detailed account of the
structure in which this problem shall be approached will be presented in
the next section.

1.3 Methodological Considerations

The examination of the effectiveness and efficiency of guanxi-based busi-
ness strategy, as well as its legal and ethical implications, involves a large
amount of theory. Analysis is particularly challenging for the researcher
because it involves different methodological perspectives and different
levels of aggregation. The fact that even thinkers as illustrious as Max
Weber have been criticized for “unprecise [sic/] metatheorizing” (Coleman
1990: 1) suggests the need for a rather extensive discussion, in which the
methodological foundations of the three subsequent chapters are consid-
ered.
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Above all, the methodological perspective of analysis needs to be de-
termined. The social sciences recognize two types of explanations of col-
lective phenomena: methodological holism and methodological individual-
ism (Coleman 1990: 1). Conceiving the system as an entity,
methodological holism derives scientific explanations from analysis with
comparable systems, either within a (random) sample or through longitu-
dinal observations. If it were true that the guanxi system is unique in the
world (see Chen/Chen 2004: 306; The Economist, April 6, 2000), such a
comparison would not be feasible. Although the guanxi system does actu-
ally share certain similarities with Western-style personal networks, this
analysis shall not take on the task of a spatial comparison. The holistic ap-
proach is applied only once to the scientific problem—in Section 2.1,
where Confucianism, a commonly assumed origin of the guanxi phenome-
non, is ruled out as the primary source of (longitudinal) explanation.

Aiming at integrating guanxi and market competition, this analysis will
therefore explain guanxi with the characteristics of elements that are lo-
cated below the system level (Coleman 1990: 3ff)). Usually, these ele-
ments are individuals, but they could also be collective actors, such as or-
ganizations, and other sub-systems (Coleman 1990: 1). Irrespective of the
level of aggregation, it is assumed that the characteristics, interests, prefer-
ences, beliefs, and eventually actions of sub-system elements are the foun-
dation of systemic phenomena in social structures. Since Joseph A.
Schumpeter’s (1908: 90) post-doctoral thesis Das Wesen und der Hauptin-
halt der theoretischen Nationalékonomie, this explanatory structure has
been termed methodological individualism.'°

10 The assumption that, in Chinese culture, the self is an independent entity and
that individuals are aware of their goals and intentions, is disputed. Scholars
like Fei Xiaotong (1992[1947]: 66) and Ho et al. (1991: 58ff.) deem methodo-
logical individualism inadequate for the analysis of social phenomena in China.
Due to a lack of self-other demarcation, i.c., a clear-cut boundary between one-
self and others, the Chinese are suggested to embody a relational self. Chinese
scholars (e.g. Ho 1998: 3; He XM 2000: 20) thus propose the concept of meth-
odological relationalism, in which the absolute units of analysis are interper-
sonal connections; also, according to Chen Junjie (1998: 99), relationalism is
the Chinese “principle of social construction” (£t #:#) [f) JE A JR #1). The dif-
ficulty of maintaining this methodological perspective becomes apparent in the
works of Hwang (e.g. 2003: 21), who actually contradicts himself when ad-
dressing the question of whether, in dispute resolution, individuals seek to
maintain interpersonal harmony or insist on their personal goal. Also, if it was
true that “in China’s collectivist culture, the ‘real’ decision-maker may be the
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Furthermore, it is vital to establish the level of aggregation. As stated
earlier, guanxi is essentially a sociologic construct, while business strategy
has its roots in economic theory. Attempts at integration immediately re-
veal that the position of individuals is different in both structures: in socio-
logic theory, individuals (/) are assumed to be directly embedded into a
system (9S), i.e., I € S. Representing the absolute unit of analysis, indi-
viduals are hence understood to directly produce systemic phenomena (i.e.,
the structure of the guanxi network); in other words, social phenomena are
conceptualized as the collective result of the consequences of individual
actions.

The mechanism is quite different in the theory of economics: individuals
are (additionally) embedded into an entity (F) that in turn is part of the
wider system (S), i.e., I © E c §. If the characteristics of an entity meet
certain conditions, such as firms in a market economy, they are termed or-
ganization (e.g. Biischges/Abraham: 1997: 52). If it is this aggregate that
interacts with the system, it can represent the absolute unit of analysis.
Figure I-1 further illustrates the differences in the reference frames:

Fig. I-1. Level of aggregation (in the guanxi system, market economy)

From the above it follows that methodological individualism comprises
two planes, namely a micro level and a macro level. While the former en-
tails individual characteristics, preferences, and actions, the latter depicts

network as a whole” (Davies et al. 1995: 213), methodological individualism in
the narrow sense could not be used.
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collective phenomena or abstract system behavior, including the environ-
ment that acting individuals face. Since any explanation of macro phenom-
ena that is derived by the means of methodological individualism must fall
back on the micro level, there is always a transition from the sub-system to
the system level (so-called micro-macro problem). If a system not only
contains individuals but also one or more sub-system entities (e.g. organi-
zations, firms), then a so-called meso level also exists (e.g. an organiza-
tional level). Recognizing the meso level in this analysis for the market
system only, its characteristics, structure, and goals are the determining
environment for individual actors. As shown in Figure I-2, transitions
from the micro to the meso level and from the meso to the macro level be-
come relevant each time their border is crossed.!!

Meso level: firm

Micro level: individual

Macro level: guanxi system Macro level: market system

Fig. I-2. Micro and macro levels of analysis

Understanding the interplay of the two systems portrayed above requires
three transitions within the guanxi system (arrow nos. 1-3) and six transi-
tions within the market economy (arrow nos. 4-9, Coleman 1991: 24).
More specifically, the following “rules of [the] game” (Coleman 1990: 19)
are needed:

I Inherent to explanations that explicitly draw on micro-macro transitions is the
problem of reification, i.e., representing a human being as a physical thing de-
prived of personal qualities or individuality. Since, for instance, market ex-
change rates are a characteristic of the system—caused by dyadic exchanges—
it can be valuable to construct systems as loop processes, and explain their be-
havior with interdependencies of individual actions (Coleman 1990: 28).
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No. I: Embeddedness of individuals into the guanxi system (macro-
micro transition): how is an actor’s set of feasible actions re-
lated to the initial social context (institutional norms, traditions,
and other codes of conduct)?

No. 2:  Principle of action (individual reasoning): how does an indi-
vidual select from the set of feasible actions? This assumption
about the individual reasoning process shall analogously hold
for transition no. 6.

No. 3: Combined effect of individual actions on the guanxi system
(micro-macro transition). Due to unintended external effects of
actions, the rules of transition may be more complex than the
mere sum of the results of individual action.

No. 4: Embeddedness of a firm into the market (macro-meso transi-
tion).

No. 5: Embeddedness of an individual into a firm: what type of
affiliation and financial incentives are contractually fixed
(micro-meso transition)?

No. 7:  Effects of individual behavior on the firm: how are individuals’
actions incorporated into a firm?

No. 8: Corporate principle of action: what factors do a firm’s deci-
sions hinge upon?

No. 9: Effect of firm action on collective results in the market system
(meso-macro transition)?

Instead of processing transitions 5—7, economic theory counters with a
“corporate actor” that is embedded in the economic system (e.g. market).
In curtailing assumption 4’, the micro and meso level coincide and what
remains is merely one micro-macro transition. A trivial case, in which the
abstraction from individuals as acting entities obviously is redundant, is
when a firm (F) contains only one individual (/). While the principal agent
theory is explicitly concerned with the interplay of the interests of / and £,
other economic theories often apply heuristic methods that, for the sake of
simplicity, assume that employees (agents) fully support their employer
(principal). Based on the above considerations, Figure I-3 visualizes the
role of individuals and firms in two exchange systems.
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- Complex B - Complex A

r Complex C

Guéanxi
network

Fig. I-3. The role of individuals and firms in two exchange systems

In a market economy, interaction takes place (and alliances are estab-
lished) between firms, whereas in a Chinese context, as indicated by the
terms “interpersonal guanxi” (N\Fr2X 3R, Zhou X 2002: 1) and “personal
guanxi” (FANKZ, He XM 2000: 20), guanxi connects people. These in-
dividuals may, in turn, connect the firms with which they are affiliated, for
individuals are “linking agents” (Bell 2000: 134) within the guanxi system.
At the same time, as managers or employees of firms, individuals are the
methodological starting point for this systematic, bottom-up analysis. As
Chung and Hamilton (2002: 11) note on this matter, “a number of studies
have shown [that] Chinese businessmen prefer to use guanxi as a primary
medium for business relationships”. Similarly, Su et al. (2003: 310f.) have
empirically observed that guanxi is the “cultural way of doing business in
China”. The distinctive, socially-constructed world of interpersonal
guanxi, represented by complex A in Figure I-3, is dealt with in Chapter 2.
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Showing the economic activities of firms, which are embedded in the insti-
tution of a market economy, complex B is discussed in Section 3.1.

In order to understand the effects of guanxi on business strategy, the
guanxi network and the market need to be merged.'? This synthesis is done
in Sections 3.2 and 3.3. Within this (new) mixed system, firms cannot arbi-
trarily choose to renounce elements of either system when conducting
business. For the sake of simplicity, it will be temporarily assumed that in-
dividual and firm interests coincide because, for instance, each firm con-
sists of only one individual that is part of a guanxi network (see above).
This assumption, which eliminates complex C transitions (5)—(7), will be
relaxed in Section 3.4 when individuals are (re-)introduced as employees.

These strategies, which have been devised based on effectiveness and
efficiency considerations, are examined in Chapter 4 in terms of their le-
gality and legitimacy. Here, the second part of the provocative question
posed in the preface is approached: should FIEs actually apply guanxi-
based business strategies? As a pluralistic approach also requires an unam-
biguous methodological point of view, if no paradoxes are to be built up, it
shall be noted that the assessment of normative codes—i.e., the legal stan-
dards of the market environment on the one hand and guanxi ethics on the
other hand—requires a methodological shift towards holism (see above).
Because transitions nos. 1-3 and 4-9 have been explored separately, this
shift is possible.

In this chapter, the scientific problem has been identified and explained
by deconstructing its complexity and by describing its structure in linguis-
tic terms. Since previous research is insufficiently capable of addressing
this problem, mainly owing to methodological shortcomings, a précis of
the argument has been provided. This research generates new knowledge
mainly by integrating originally disconnected theoretical elements of soci-
ology and industrial organization to create a more comprehensive concept.
In order to put guanxi-based business strategies on a sound footing, em-
pirical support for the assumptions about modern-day guanxi is provided at
the end of each analytical unit. Statements in this scientific discourse are
validated by Chinese sources and well-established facts from secondary
literature. As this works remarkably well, only a few hypotheses call for
further, dedicated empirical testing. It should be noted that some of the

12 This move is in line with the demand made by both business administration and
sociology scholars to systematically (re-)integrate business studies into sociol-

ogy.
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statistical surveys and examples provided in Chapter 2 permeate the border
of the social system and extend into business realms, which are actually
only introduced in Chapter 3. This is basically because in reality social and
economic realms are anything but clearly separated in China (Yan 1996a:
2; Chung/Hamilton 2002: 11). Theoretical conclusiveness does not suffer
as a result, however, as these examples merely serve the purpose of eluci-
dating current guanxi practices.



2 The Guanxi System

The guanxi system contains “both cultural and structural elements” (Chen
JJ 1998: 106). This chapter will therefore address guanxi as a cultural phe-
nomenon (Section 2.1), and it will provide a detailed analysis of the struc-
ture of its sociologic elements (Section 2.2). For methodological reasons
(see above), the cultural embeddedness argument will not be presented in
great depth;' rather, guanxi is treated as a cohesive (socio-economic) ex-
change system. The structural factors behind guanxi will then be processed
in Section 2.3, in order to allow for integration into a competitive envi-
ronment in Chapter 3.

Guanxi has developed a level of persistence beyond what would be ex-
pected from the technical arguments at hand. From the sociological obser-
vation that institutions may persist even when they imply economic disad-
vantages (Coleman 1990: 302), it follows that the dominance and
persistence of the guanxi system today may result from a deep-rooted, in-
digenous culture (Standifird/Marshall 2000: 29). The cultural embedded-
ness argument, therefore, assumes that certain exchange patterns have been
taken for granted as necessary and appropriate, and that it was culture that
triggered a period of development, at the end of which guanxi emerged as
a major exchange mechanism in contemporary China (Day 2002: 85).

Because they clearly have interacted and stimulated each other, struc-
tural-economic and historical-evolutionary factors are somewhat comple-
mentary, but an analytic separation is necessary to yield the desired level
of transparency. This assessment of the guanxi phenomenon begins with
an overview of the cultural factors for two reasons. First, some general
notes on cultural factors are in order because it is understood that the pre-
existing Chinese culture paved the way for the guanxi exchange system.
However, in line with Standifird and Marshall (2000: 38), it is suggested
that cultural arguments reinforce the guanxi system, and hence merely ex-
plain its persistence rather than its emergence. Second, the integration in

13 For a detailed account of the embeddedness of economic behavior, see Grano-
vetter (1985: 482).
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Chapter 3 takes a static perspective focused on the structural elements of
guanxi rather than a dynamic perspective as in evolutionary theories. Pre-
senting the cultural embeddedness argument before applying social ex-
change theory provides the reader with a basic understanding, as well as an
insight into the shortcomings inherent in a structural approach. It also al-
lows for an uninterrupted presentation of the argument.

2.1 The Cultural Embeddedness Argument

Interpersonal relationships are said to have been one of the major dynam-
ics of Chinese societies during the past 2,000 years (Standifird/Marshall
2000: 29). Assuming that the historical roots of guanxi constitute a perva-
sive part of modern Chinese (business) conduct, it is commonplace—
especially among popular scholars (e.g. Wong/Slater 2002: 339ff.)—to
draw analogies between the situation two millennia ago and the present-
day context. When espousing the idea that culture plays a dominant role in
economic exchanges, most analyses leave out Chinese heterodox cultures
(Pye 1988: 39f.) and restrict themselves to Confucianism, the elements of
which are assumed to be predominant in Chinese civilization (e.g. Lam et
al. 1994: 205). It will be shown that “[explaining] general values or ideals
(e.g. [...] preference for harmony, etc.) by reference to Confucianism”
(Chaihark 2003: 42) is untenable when analyzing the guanxi system.

2.1.1 Overview of Confucianism

It was indicated earlier that many researchers (e.g. Yeung/Tung 1996: 54;
Arias 1998: 151; Bell 2000: 133) identify guanxi as a product of Confu-
cianism, such as “ren-based guanxi” (Hackley/Dong 2001: 18). The term
Confucianism refers to the ethical and political teachings of Confucius. Ini-
tially, it was outside observers from the West who claimed that Asian na-
tions—first and foremost China—were “Confucian” (Bell/Chaibong
2003: 2). Although many a Chinese scholar also identifies Confucianism
as the “spiritual pillar” of modern society (He XM 2000: 20), this view is
not, in fact, generally accepted (e.g. Bell/Chaibong 2003: 2ff.). Consider-
ing the large amount of idioms and vocabulary, as well as normative
judgments, that are derived from the Confucian tradition (Bell/Chaibong
2003: 42), there certainly is truth in the idea that the codified societal rules
and values specified by Confucian scholars influence modern China. How-
ever, their impact on guanxi practices is less pronounced than most authors
have assumed. In 2003, van Ess (2003b: 1) deplored the fact that “the
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question [‘Is China really Confucian?’] is posed less and less. Rather, in-
tercultural literature tends to take Confucian characteristics for granted and
as an irrefutable basis of consecutive reflections”.!* Other sociological
scholars, such as Fei Xiaotong (see below), assert that Confucian culture
has had a neutral effect on the development of Chinese society.

It is difficult to explore the impact of Confucian culture on economic
development because Confucianism has defied many attempts to identify a
common core in the course of its four eras (van Ess 2003a: 7f.).* If it were
true that Confucianism was actually “physically dead in the 20™ century”,
as presumed by van Ess (2003b: 8), it certainly could not be used as an ex-
planatory factor, especially not for the unprecedented economic boom of
East Asian countries in the early 1990s that marked the beginning of
“global dominance in what was to be the Pacific century” (The Economist,
July 25, 1998).

American overseas Chinese and Southeast Asian statesmen have in-
voked Confucian values under the heading of “Asian values” (Fukuyama
1998; Bell/Chaibong 2003: 3), which were propagated most notoriously by
former Prime Minister Lee Kwan Yew of Singapore and Prime Minister
Mabhathir bin Muhammed of Malaysia. It was the latter politician who, af-
ter the first Asia-Europe summit in 1996, made the bold assertion that
“Asian values are universal values. European values are European values”
(The Economist, July 25, 1998). It should be mentioned, though, that not
even Asia’s intelligentsia comes close to unanimity on what these Asian
values actually are. Hence, overemphasizing the Asian values theory
would be even more naive than closing one’s eyes to cultural influences.
Rather, what can be observed is that Confucian morals are used to make
investments sound appealing to foreign companies. Van Ess cynically
notes on this count: “Confronted with incomprehension, managers of
European and American companies like to believe that Confucian forces,
once understood, could produce business success in remote areas of the
globe” (2003a: 114f.).

4 Hui and Graen, for instance, assume that “the specific role definition of wulun”
(2000: 454) explains why guanxi has emerged as the infrastructure of Chinese
society.

15 According to van Ess (2003a: 7f.), these four eras of Confucianism are (1) Con-
fucius’ lifetime until 300 BC; (2) 300 BC through 1000 AD; (3) 1000 through
1911; and (4) and the period since 1911.
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Confucianism is commonly situated in Chinese philosophical history
with reference to the Historical Records (5ic) written by Sima Qian
(7] 1L, 145-86 BC). Dealing with the Six Schools of Philosophy (75 %),
Sima Qian’s account of Confucius was the first of its kind; today it is still
considered his authoritative biography (van Ess 2003a: 11). In order to
take the influence of the societal context into account, analyses often begin
with an outline of the environment in which Confucius (fL7) ¢ lived. As
the following section is restricted to socio-political concerns, it should be
noted that a full appreciation of Confucianism would require knowledge of
Chinese religious beliefs and practices at that time.

Confucius was born in an “ancient and troubled culture” (van Norden
2002: 4), coinciding with the downfall of the Eastern Zhou empire (770—
221 BC). This empire had little power and it was no longer able to control
the semi-autonomous vassal states that had come into being after the re-
moval of the (Western) Zhou dynasty (1050770 BC). When the he-
gemons lost their ruling power, there was constant discord between rival
kingdoms (van Norden 2002: 5f.). This sub-period of Eastern Zhou is
known as the Warring States Era (i} [F i {X, 475-221 BC). Confronted
with military warfare, political disorder, and social instability, some Chi-
nese people began to look for an ideal structure for society. Confucius
(551-479 BC) was one such Chinese thinker.!”

Little is known about Confucius’s life between the time of his birth and
middle age, but it seems he lived in the small state of Lu (&-[&, today’s
southwestern Shandong province), which was intensively harassed by
more powerful states on all sides (van Norden 2002: 9). At that time, state
rulers started making use of officials instead of nobles. These uprooted
members of the lower aristocracy, many of whom began touring the em-
pire to advise the feudal dukes who had managed to remain in power. Ac-
cording to the standard account, Confucius, also being a descendant of a
noble family in the state of Sung (van Ess 2003a: 12), left Lu for fourteen

16 The Master’s family name is Kong (fL) and his personal name is Qiu (I1). He
owes his well-known Latinization, Confucius, to the translation of Kongfuzi
(fL-KF) that was not actually used in classical texts, but was introduced by
Jesuit missionaries in the 12™ century AD (van Ess 2003: 1; van Norden
2002: 32).

7 Warring States was a period of debate among various philosophical move-
ments, hence the concurrent name for the period: “100 Schools of Thought”
(1% ¥ 11 %, van Norden 2002: 7; Bell/Chaibong 2003: 25).
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years, hoping to find a ruler receptive to his ideas about good government.
There is dispute as to whether Confucius was forced to leave or whether he
left voluntarily (van Ess 2003a: 17f.). If Confucius was striving for a po-
litical career, seeking to end social chaos (fil) and establish a stable secular
order, he obviously failed (Chaibong 2003: 342).'8 After resigning from
this post, the Master turned to teaching young scholars and (unintention-
ally, it seems) started the intellectual school the Chinese refer to as the
“School of Ru” (i X).

There is an interesting connection between the state of Lu and the “an-
cient times” of the Zhou dynasty, whose ideals Confucius attempted to
preserve (van Norden 2002: 12). One reason for which Confucius was
heavily influenced by Zhou is that Lu was at the top of the hierarchy in
terms of ancient ceremonial (van Ess 2003a: 14). The state of Lu, which
had been established by the rulers of Zhou, had permission to closely fol-
low the traditional rites of the Zhou dynasty (i 4L, van Norden 2002: 9).

As will become apparent in the next section, there were not many new
ideas in Confucius’s teachings: “Already in Shang civilization, we see the
characteristic Chinese joining of respect for ancestors, ritual activity, and
political power” (van Norden 2002: 4). The Master, however, never
claimed to be a pioneer, fully acknowledging: “I transmit but do not inno-
vate (...); I am so faithful and so fond of ancient culture” (Analects VII.1).

2.1.2 Structural Elements of Confucianism

The search for an incontrovertible framework of Confucian elements has
kept sinology scholars busy for over a hundred years. Also, non-sinologists
in need of assumptions for grasping Chinese cultural elements for their re-
spective fields of research have made inappropriate suggestions, drawn
unwarranted parallels, and jumbled up terms (e.g. Luo 2000: 13). This next
section sketches the structural elements of classic Confucianism.

18 Only once was Confucius appointed to an executive position (in 505 BC) as
Minister of Crime (7)) for the state of Lu, a post from which he resigned in
492 BC for unknown reasons (van Norden 2002: 11). However, Sima Qian’s
outline depicting Confucius as a “loser” is not unproblematic, for its objectivity
cannot be ensured. Sima Qian may actually have been much more open to Tao-
ist ideas than to Confucianism (van Norden 2002: 7).
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From a Confucian perspective, harmony is an unqualified good; rites
and hierarchy provide the means to this great end (Chen A 2003: 260).
Based on the assumption that individuals are never isolated entities, the
Confucian socio-cultural structure assigns individuals positions that re-
quire the precise performance of ascribed rights and duties. The word
guanxi, however, does not apply to these ancient relationships because it is
not found in the Confucian classics (King 1991: 67). Instead, the character
lun (f£) denotes the formal differentiation of interacting individuals.

Confucius assumed the existence of a proper way for humans to behave,
and, hence, for society to be organized (Chaibong 2003: 342). This proper
way, Ii (L), is typically translated as rites or ritual propriety (van Norden
2002: 25; Chaihark 2003: 43) by sinologists. Confucius changed the origi-
nal meaning of /i, i.e. an ancestral (or religious) offering, to what he be-
lieved glued ancient society together: a certain etiquette that humans were
supposed to follow (van Ess 2003a: 15, 36). In this worldview, individuals
became “rites-bearers” (Chaihark 2003: 44f. drawing on Herbert Fingarette
[1971]).

As will be explained in Section 2.2, norms may be enforced through in-
ternalization or through external sanctioning. Implicitly, Confucians also
made this academic distinction: “On the educative side, /i is a behavioural
norm that operates by being internalized by the person, so that in effect it
becomes part of his or her entire being. Proficiency in acting according to
ritual propriety is (...) acquired through practice and repetition” (Chaihark
2003: 43). In this sense, /i comes close to Foucault’s understanding of dis-
cipline as “a highly individualized mode of regulatory norm which oper-
ates through minute training of the human body, under continuous obser-
vation and surveillance” (Chaihark 2003: 44, drawing on Foucault 1979),
so that the person ultimately arrives at “watchfulness over himself even
when alone” (B4, Chaihark 2003: 44). Even though specific rituals had
long since lost their function, it may have been continued compliance with
[T that instilled Confucianism with its extraordinary persistence (Bauer
2001: 63). At the same time, /i transcends the realms of the individual. As
addressed by the Confucian ideal of “cultivating oneself and governing
others” (f& .76 A\, Bell/Chaibong 2003: 7), actions had also been exter-
nally enforced by the family clan, i.e. the nucleus of ancient society, and
by political rulers (Liu L 2002: 323; Bell/Chaibong 2003: 7).
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In practice, people are protected from arbitrariness through specific con-
cepts that operationalize /i.' The key term in Confucian ethics is rén
(=, van Ess 2003a: 21). Because the Master’s interpretation of “love for
one’s fellow men” (Analects XI1.22) obviously is not very clearly defined,
there have been debates concerning what rén actually means ever since the
time of Confucius. The original meaning of rén in the Zhou dynasty—i.e.
philanthropy—was changed by Confucius to something that is variably
translated as benevolence, humanity, humaneness, human-heartedness, or
charity.®

Individuals whose conduct was benevolent became, regardless of their
descent, “constitutionally noble”, as suggested by the pre-Confucian mean-
ing of jinzi (A5 1°): son of an aristocrat. Cultivating the qualities of jiinzi in
order to achieve the consummation of personal ethical excellence (van
Norden 2002: 27) is supposed to be the dictated aim of all human beings
(Ho 2003: 290; van Ess 2003a: 21). Confucius expected individuals, in or-
der to attain benevolence, to “restrain themselves in order to observe the
rites” (ot L2 AL, Analects XI1.1; Chen A 2003: 261).

As the fundamental basis that gives rise to and instills all virtues, be-
nevolence comprises several principles of behavior in interaction; what is
common to these principles is that they are based on positions, vertically
directed, and not naturally given, but rather human artifacts (van Ess
2003a: 61). The types of authority practices differ between family and
state, two normative realms that Confucius recognized as separate and
equally important. The fact that it is “uncontroversial that Confucian vir-
tues in the family should be pursued for their own sake” (Ho 2003: 291)
may be attributed to the predominant role of the family in teaching ritual
propriety, ancestral rites, and the codes of proper conduct (Ho 2003:
292ft.)). Acknowledging that benevolence begins but does not end in a
family context, the following discussion is restricted to family values
within which individuals have certain obligations towards each other that
are literally beyond choice.

19 Operationalizing /i with regards to its social, spiritual, ritual, and normative
meaning certainly requires the “terminological rectification” (1 4%), which
Confucius (and Xunzi) called for (van Ess 2003a: 37).

20 Following van Norden (2002: 20), Joseph Chan (2003: 236), and many others,
“benevolence” shall be considered an acceptable translation.
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The most important expression of benevolence in the family sphere is
xido (%), i.e. filial piety towards one’s parents (Chan 2003: 242). Al-
though the character has been found in bronze inscriptions from 1000 BC,
exclusively signifying the son’s worship of his late father, xido may not
have been used by Confucius, as it mostly appears in the first two chapters
of the Analects (1£1#), which are more recent. In any case, it was only af-
ter the death of Confucius that xido came to mean serving the living par-
ents (van Ess 2003a: 22) and the young generation’s obedience of the
adults on whom they depend (Bell 2003: 228f.; Ho 2003: 291f.). In a rural
context, the authority of the eldest male was crucial to ensure that the ex-
tended family was able to function as a unit of production and consump-
tion. Piety, however, goes beyond economic concerns because it includes
emotional support. A textbook example of this is the anecdote of a 70-year
old son who, wearing his trousers at half-mast, plays a children’s game in
front of his parents in order to make them forget their advanced age.?' As
indicated above, one’s obligations persist after the death of one’s parents:
with three years of mourning prescribed, piety prohibited the eldest son in
a family from holding any official post during this period, i.e., it required
him to interrupt or even completely abandon his career, and hence sacrifice
his own interests (van Ess 2003a: 93). On a less dramatic note, cohabita-
tion of Chinese family members is regulated by # ({#), i.e. the benevo-
lence of the younger brother towards his elder brother (He XF 2003: 34).22

In a hierarchy of fixed moral positions, which are not questioned in
terms of legitimacy, stability and harmony require mutual responsiveness.
The division of these (moral) spheres is mitigated by benevolence. The be-
nevolence owed by a father to an obedient son is termed c/ (%4, Chan
2003: 243). Between brothers or in the relationship between a husband and
wife, the powerful male is obliged to act with self-restraint and show be-
nevolence towards his younger brother or wife.

21 This paradigm was taught to children only from the 15™ century AD.

22 The application of xido to a political sphere of rén is termed zhong (i1): “What
is left to be done is simply the extension of [loving one’s parents] to the whole
Empire” (van Norden 2002: 27). Confucianism teaches that the supreme virtue
in relationships is the subjects’ loyalty towards the ruler. Holding the Mandate
of Heaven (JKfir), this ruler is at the top of a hierarchy of officials who should
rule through enlightened civil service. The political sphere will not be further
discussed because it is not of interest in this context.

2 In the political arena, the obedience of subjects is mediated by righteousness, y:
(X), which was explicitly combined with rén only by Mencius. In an early
definition, yi is the quality of an action that makes it appropriate, appropriate-
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In general, “there is no need in promoting moral behavior if people are
worried about their next meal” (Bell 2003: 224). This connection between
[i and harmony is also suggested by the etymology of the character for
harmony (F): the phonetic radical of standing grain (/X) and mouth (7).
Closely related to harmony is the expression of the senses, i.e. emotions
(1%).2¢ Depending on the extent to which emotions are developed, indi-
viduals fall into three categories. While good people have the optimum
configuration of emotions and bad people the opposite, most people belong
to the middle category, in which some emotions are overdeveloped and
others are underdeveloped. Therefore, the virtue of moderation ("1J&#), i.e.
a continuous balance of emotions, has implicitly been a major component
of Confucian education (van Ess 2003a: 63; Zhang/Yang 1998: 258).

Finally, Confucian ethics entail another relevant element, namely cardi-
nal virtues (f), i.e. the moral excellence of individuals.?s The elaboration
of cardinal virtues goes back to Mencius (7§, 379-289 BC, van Ess
2003a: 31), a philosopher who studied in the academic lineage of Confu-
cius’ grandson (Bell/Chaibong 2003: 1). Mencian thoughts were of such
great importance for the story of Confucianism that many elements of
Confucianism should actually be termed Mencian.?* Mencius assumes the
existence of the four cardinal virtues of benevolence ({7), righteousness
(X)), ritual propriety (L), and “straightness” (F); later, trust ({5) was
added to this set of merits (van Ess 2003a: 32f.). Since his time, benevo-
lence has been explicitly perceived by Confucianism as incremental com-
passion that depends on the nature of the social relationship (Ho 2003:
290). People will feel more compassion for and show more benevolence to
close family members than to distant individuals; impartial benevolence
and the universal notion of equal concern for all people have never been
part of Confucian teachings (Chan 2003: 244.)

ness was determined not only by the circumstances of one’s situation but by
one’s relevant social role. The ruler is obliged to show benevolence for his sub-
jects. Since it is in the nature of things that only few persons can attain a high
position in the hierarchy, the ruler shall also be a shining example for every
man from top to bottom (van Norden 2002: 21).

24 Interestingly, as part of rénging, qing (1) expresses emotional interaction (van
Ess 2003a: 63). Rénging will be discussed in Section 2.2.2.

25 In pre-Mencian time, dé meant a ruler’s charismatic power (van Norden 2002:
21, 35).

26 Dr. Sun Yat-sen, founding father of the Republic of China, stated that the an-
cestor of the country’s peaceful world would be Mencius, from whom all prin-
ciples originate (Bell/Chaibong 2003: 9).
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Mencian cardinal virtues find their application in wii lin (F.12), i.e. the
five relationships to which every individual is assumed to be subjected
(Mencius 3A/4). Wi lun classifies four sets of superior—subordinate rela-
tionships, namely father-son (% ¥°), ruler-subject (# L), husband-wife
(K1), elder—younger brother (1:4))), and an equal relationship between
friends (1 X). Each relationship is governed by a particular norm: close-
ness (5%) between father and son, justice (X)) between ruler and subject,
the separation of (gender-specific) spheres between husband and wife (1)),
proper order between elder and younger brother (J¥7), and trust between
friends (15).2” The attempt to arrange these five potentially competing
forces, with a focus on the first and the second relationship, became one of
the central doctrines of Confucianism (Hwang 2002: 10). The conflicting
relationship between these Confucian dicta on the one hand, and the com-
mercial ethos of profit and the pursuit of self-interest (Bell/Chaibong
2003: 1) on the other hand, will become relevant in Chapter 4.

2.1.3 Criticism

Criticism of the cultural embeddedness argument in general and of the
Confucianism-based approach in particular draws on several observations.
First, as the following overview of the macro development of Confucian-
ism reveals, Confucian thoughts did not only intermingle with Buddhism
and Taoism, as well as influences from other cultures; this thinking also
lost a lot of its former influence due to political changes and suppression.
Second, critics argue that Confucianism has lost its moral supremacy in
modern China. Both of these arguments will be consecutively reviewed.

After the death of Confucius, which marked his near apotheosis, those
77 scholars who are said to have successfully received Confucius’s teach-
ings perpetuated the Master’s thoughts on “ethical self-cultivatorism™ (van
Ess 2003a: 26). Because most scholars came from a life in cramped condi-
tions (by teaching the masses, Confucius abolished the formerly exclusive
right of nobles to education), few of his scholars became influential. In
spite of this obstacle, Confucianism survived and became dominant during
the Han dynasty (7XfX, 206 BC-220 AD), which used knowledge from
ancient texts to legitimize its autocracy (van Ess 2003b: 3f.).

27 For a more detailed discussion of this statement, which stems from the first part
of Mencian “The Duke Wen of Teng” (JlE 3/ I+), see Hwang (2002: 10).
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In the aftermath of the Han dynasty, as wars and short-lived dynasties
ruled over a divided China, many people sought solace in Taoism and
Buddhism, which met their desire for a spiritual world. Confucianism was
not able to regain its former place as the state doctrine until the Tang dy-
nasty (5, 618-907), which was also when state official examinations
(B}%%) were expanded. Although Confucianism was only one system of
thought among others by then, the ruling elite selected it as the most suit-
able one for state administration. To advance their views, scholars exclu-
sively referenced canonic books over 2,000 years old; until the Qing dy-
nasty (¥5 %, 1644-1911), interpretations of these texts remained intact
(van Ess 2003a: 74; 2003b: 4, 6). It was only at the end of the Qing dy-
nasty and the advent of the Republic of China that the intelligentsia came
to regard Confucianism as backward. In light of a changed environment,
the state official examination system was abolished in 1905. Later, after
the May 4™ movement in 1919, students suggested that it was precisely
this Confucian civilization praised by their fathers that had set China back
in the competition of nations (van Ess 2003a: 104). Denied a philosophical
or religious notion, the Confucianist social system was to be destroyed.
During the Cultural Revolution (1966-1976), Confucius once more be-
came evil in persona when Red Guards denounced former Secretary of De-
fense Lin Biao as a reactionary follower of the Master: “Criticize Lin Biao,
criticize Confucius!” (ft#K, #tfL). Albeit for different motives than the
Communists, who did their best to extirpate Confucian thoughts because of
their feudal roots (van Ess 2003a: 109), the vast majority of East Asians
(Bell/Chaibong 2003: 2) sought to overcome the Confucian obstacle to
modern society (“4L L T 1),

In order to convey the delicate consequences of over-interpreting the
cultural embeddedness argument, the following section provides an in-
complete list of the recent criticisms that have been leveled against advo-
cates who assert that Confucian values are the basis of the guanxi system.

Although many Chinese scholars hold Communism accountable for the
destruction of Confucianism (He XF 2003: 7), the three central pillars of
Confucianism had already collapsed before the 20™ century (van Ess
2003b: 8). First and foremost, Confucianism had lost its status as state doc-
trine or “state-imposed cult”. The second pillar to be eradicated was the
state official examination system that had, as a multiplier, helped Confu-
cianism spread through society for over a millennium (see above). The
third anchor of Confucianism, namely the traditional worshiping of effi-
gies and painted stories in temples, was weakened as Confucianism was
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taught in schools, which had a negative impact on its spiritualism (van Ess
2003a: 113).

Skepticism regarding the prevalence of Confucianism in modern China
is not new. While many scholars agree that Confucius plays a passive role
(e.g. van Ess 2003b: 7, 13), about 100 years ago German sinologist Otto
Franke (1863-1946) even stated: “What object is Confucianism (...) to-
day? (...) The answer is: no object. Or at maximum: A dead body in a col-
lapsed house.” Similarly, Joseph Levenson had proclaimed in the begin-
ning of the 1920s that for the Communists, Confucius would be nothing
more than a national monument released into the silence of a museum (van
Ess 2003a: 107).

Van Ess’ (2003a: 119) statement that the Confucian influence decreased
is further supported by the observation that 20" century Chinese society
cannot be characterized as “Confucian”. The central position of family is
indeed well elaborated in Confucianism; nevertheless, because family is
simply the smallest entity of society in which Confucian values are im-
parted (Bell/Chaibong 2003: 242), xiao remains active only to a very small
extent (Zhuang/Yang 1991: 169f.). Moreover, the practice of # has lost
ground in modern China (He XF 2003: 34).

It can be concluded that Confucianism alone seems too weak to account
for the emergence of the guanxi system. On the other hand, some scholars
(e.g. Wu Liqing 1999: 40) argue that there is evidence that Confucianism,
despite changes over the past two thousand years and Maoist attempts to
exorcise it, still provides a moral, intellectual, and social nexus for the
Chinese psyche. Rather than breaking the taboo to deny China a Confucian
tradition, the suggestion is to assume that its ethics persist in the form of a
substrate that influences the modern Chinese actor to some extent in vari-
ous situations, including interaction in the guanxi system. This influence
will become tangible in the discussion of guanxi norms and their enforce-
ment (Sections 2.2.5, 2.2.7) as well as in the ethical assessment in Section
4.2.

2.2 Conceptualizing Guanxi

From the previous section, it is evident that cultural explanations of the
guanxi phenomenon require an unacceptable number of Confucian ele-
ments to be reinterpreted in order to make them suit the conditions of
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contemporary Chinese society. As will be argued in the following para-
graphs, it seems more likely that structural factors have rendered guanxi a
major system of social exchange and regulatory policy. The perspective
that guanxi is “a system that depends on the institutional structure of soci-
ety rather than on culture” (Guthrie 1998: 255) is not new, but has actually
been taken in many influential discussions that relate guanxi with eco-
nomic reforms in China. Also, Chung and Hamilton, for instance, have
recognized that “guanxi is not so much a cultural logic as it is a structural
system of repeated interactions based on ongoing (...) exchanges” (2002:
12). What is distinctively new in this explanation though is that it is based
on (New) Economic Sociology, a state-of-the-art field of inquiry, and, more
specifically, on the sociological theory of James Coleman. This approach
and relevant modifications to it will be presented here, and then applied to
the guanxi system in Sections 2.2.2 through 2.2.8.

2.2.1 The Underlying Theory: New Economic Sociology

In academic literature it is popular to attribute guanxi to a “lack of coher-
ent business laws (...) and formal institutional support” (Xin/Pearce 1996:
1643, 1654; almost identically: Kiong/Kee 1998: 84) or the weakness of
formal institutional arrangements (e.g. Schramm/Taube 2001: 7). Reflect-
ing a preoccupation with legal systems, the terms “lack” and “weakness”
clearly show that for Western economists, it is only natural to assume the
existence of enforceable laws. In fact, as Smelser and Swedberg (2004:
5f.) point out, economists often assume social exchange norms and institu-
tions only emerge when markets cannot be constructed. Consequently,
most economists deal with guanxi as an informal system that is subordi-
nate to another system (e.g. the market). However, as has been mentioned,
at the time when the guanxi system arose as an institution and since it as-
serted itself in Chinese society, there was and has been no other institu-
tionalized system in place. Therefore, theory should argue that guanxi has
evolved as a primary, formal coordination mechanism. And this is exactly
what economic sociology does (Smelser/Swedberg 2004: 6; Zafirovski
1999: 583ff.).

Economic sociology concentrates on three lines of inquiry: sociological
analysis of economic process; analysis of the connections and interactions
between the economy and the rest of society; and the study ranges in the
institutional and cultural parameters that constitute the economy’s societal
context. Broadly, it can be defined as “the application of the frames of ref-
erence, variables, and explanatory models of sociology to that complex of
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activities which is concerned with the production, distribution, exchange
and consumption of scarce goods and services” (Smelser/Swedberg
2004: 3).

The term itself seems to have first appeared in the late 1870s. It was
taken on by Emile Durkheim (sociologie économigque) and by Max Weber
(Wirtschaftssoziologie), who similarly suggested that analysis should not
only cover economic phenomena, but also “economically relevant phe-
nomena” and “economically conditioned phenomena” (1949[1904]: 64f.).2
In Economy and Society (written between 1908 and 1920), Weber
(1978[1922]: 4) constructed his entire sociological theory on the basis of
individuals’ social actions, i.e. actions that take into account the (past, pre-
sent, or future) behavior of other individuals and are thereby oriented in
their course. In the 1920s, the level of interest in economic sociology de-
clined and remained low until its current revival, which began in the
1980s.% This renewed interest was sparked by James Coleman and Marc
Granovetter, who in 1985 spoke of New Economic Sociology (NES). NES
studies the interactions of rational choice theory between economics and
sociology (Fannin/Henness 1999: 7). The prevailing questions addressed
by NES are, however, the same as those of economic sociology, namely
“What is the real nature of economic action?”” and “How do economic in-
stitutions (or organizational forms) come about?” (Fannin/Henness 1999:
7). Therefore, Zafirovski and Levine deem the distinction between old and
new economic sociology “spurious” (1997: 265).

The term new economic sociology yielded a “tangible name” (Smel-
ser/Swedberg 2004: 14), suitable also for a counter attack on “economics
[that] increasingly invaded the territory once reserved for sociologists”
(Foss 1997: 3). This “counter attack against NIE [New Institutional Eco-
nomics]*® scholars” (Richter 2001: 4) was most notably possible thanks to

28 Along with Weber and Durkheim, the classical tradition of economic sociology
is found in the works of Marx, Simmel, Schumpeter, Polanyi, and Parsons.

2 Economic sociology is mainly an American phenomenon; it has only recently
begun to spread in Europe. The classic tradition was not maintained in Europe,
probably because few scholars (e.g. Weber) had disciples (Smelser/Swedberg
2004: 11).

30 New Institutional Economics (NIE) was introduced into economic analysis by
Williamson (1975: 1ff.). It comprises elements of diverse groups of economists
(e.g. property rights, public choice, agency theory, transaction costs econom-
ics, and law & economics). In the words of Coase (1998: 73): “Add to [the level
of transaction costs] the influence of laws, of the social system, and of the cul-
ture, as well as the effects of technological changes such as the digital revolu-
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James Coleman’s highly relevant description of rational choice methodol-
ogy (Smelser/Swedberg 2004: 17).3! Despite the fact that NES is a substan-
tially pluralistic approach with no single dominant perspective (Richter
2001: 5), there is no doubt that James Coleman’s theory (1926—1995) oc-
cupies a unique place. Initiated in the early 1960s, Coleman’s efforts cul-
minated in his book Foundations of Social Theory (1990), which received
the American Sociological Association’s Distinguished Publication award
in 1992 (UC Chronicle 1995).3

The argumentation used in “Foundations of Social Theory” is based on
actors’ interests. The idea that interests constitute an important element of
sociology was not new (Richter 2001: 5). In fact, in the tradition of classic
economic sociology, it was already accepted that investigation must com-
bine the analysis of economic “interests of the actors as they themselves
are aware of them” (Weber [1922]1978: 30) with an analysis of social rela-
tions (Smelser/Swedberg 2004: 7). Coleman, however, held that interests
are responsible for all social actions. The tremendous influence of this
view on the discipline is exemplified by the fact that it necessitated an up-
date to the authoritative Handbook of Economic Sociology (2004), parts of
which had to be completely rewritten, as its authors Smelser and Swedberg
(2004: 20) have acknowledged.

Along with actors’ interests, Coleman included control over resources;
hence the key theoretical chapter in Foundations of Social Theory is enti-
tled “Actors, Resources, Interest, and Control” (Coleman 1990: 27). These
four components form the basis of Coleman’s succinct, bottom-up frame-
work. Since it will be applied almost without modification in the analysis
of guanxi, a brief overview is in order; details will be discussed in depth in
the subsequent subchapters.

Since Coleman’s theory takes the perspective of methodological indi-
vidualism (see above), acfors represent its basic structural component. The

tion with its dramatic fall in information costs (a major component of transac-
tion costs), and you have (...) ‘the new institutional economics’.”

For another center of attention in NES, i.e. the embeddedness of economic ac-
tions into concrete, ongoing systems of social relations, see Granovetter (1985:
487) and Richter (2001: 5). On the relationship between NIE and NES, and
more specifically the promising merger of NIE and NES into what may become
New Socio-Economics (NSE), see Richter (2001: 31).

32 Note that James Coleman is also the father of modern mathematical sociology

(Ritzer 1996: 487, 5021f.; Edling 2002: 1971f.).

3
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second component is resources®, the distribution of which differs across
the system, depending on actors’ knowledge, class, estate, prestige, race,
gender and the like. Actors and resources are connected in two ways,
namely through actors’ interest in resources and/or control over resources
(Coleman 1990: 34ff.).>* It is important to note that actors thus relate to
each other only indirectly through resources; the resulting relationships be-
tween actors account for the structure of the social exchange system.

Coleman’s theory assumes actors to act in the pursuit of an intentional
goal,* which is why the term purposive theory of action applies (Abraham
1996: 3). Which action subjects realize depends on the principle of action
(Coleman 1990: 13). As multi-level analyses lend themselves to a simple
principle of action, actors are assumed to follow the principle of utility
maximization.*® In other words, actors will select the one action that opti-
mizes their interests with respect to the restrictions imposed by the social
system. Interests may comprise single preferences, such as money, affec-
tion, or status, but more recently they also have included altruistic motives
and fairness (Abraham 1996: 4) or they represent a combination of multi-
ple preferences (Coleman 1990: 14).3

The assumption of a “psychological universe” (Smelser/Swedberg 2004:
3) of utility maximization has been criticized. Analyzing several points
that have been made, it is clear that what is rejected most often is the no-
tion that people always act rationally (e.g. Frank 1996: 117); for the case
of Chinese people, Weber (in the Religion of China, produced 1916-1919)
asserted that rationalism is “not complete”. In line with Hwang (2002: 3),

33 Coleman’s distinction between resources and events shall not be carried over in
this analysis.

3 Here, Coleman draws on the thoughts of Weber, who maintains that “it is es-
sential to include the criterion of power of control and disposal (Verfiigungs-
gewalf) in the sociological concept of economic action.” Economics, even in
theories as recent as New Institutional Economics, follow the tradition of as-
suming interaction among equals (Smelser/Swedberg 2004: 5) when they re-
place power of control and disposal with property rights that are explicitly
based upon a system of legally enforced rights.

35 For critical perspectives on this assumption, see Coleman/Fararo (1992:
101-180).

36 Other principles of action would be arbitrage choice (see Nau 1999: 1ff) or
framing (see Abraham 1996: 3).

37 The assumption of a rational choice principle of action is in line with Fei
Xiaotong’s understanding that actors are egocentric and all of their values are
oriented to serving various needs (see Section 2.2.3). For a general criticism of
this assumption, see Triandis (1999: 137ff.)
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however, the suggestion is not to follow such claims, but instead to ac-
knowledge that the interests of a Chinese actor may differ from those of a
Western actor. In fact, rather than questioning the appropriateness of ra-
tional choice as an explanatory approach, researchers should interpret ap-
parently irrational behavior as an indicator that they have not discovered
the perspective from which the action is rational for the individual, i.e. by
considering the limitations of the individual’s mental capacity (Coleman
1990: 17f.) or a differing set of resources in which the actors are interested.
This is what Fei Xiaotong (Pasternak 1988: 659) had in mind when calling
for the “sinicization” of Western theories prior to their application. Con-
sidering that the “logic of guanxi (...) implies no trace of irrationality or of
doing something out of the ordinary” (Chung/Hamilton 2002: 11) and that
guanxi is structured by the norm of reciprocity (Hwang 1987: 944f)),
which implies calculation, contemporary social science offers no better
choice than assuming rational conduct.’

From this principle of utility maximization there follow three types of
interaction in social exchanges. First, if an actor has interest in and control
over a particular resource, he will exert his control for the purpose of con-
sumption. If consumption has a (positive or negative) effect on one or
more other actors, there will be interaction because of the structural inter-
dependency in the system. As it is assumed until Section 2.2.5 that no ex-
ternal effects exist, this first type of action in Coleman’s classification is
trivial. The second type of action is a unidirectional transfer of control over
a resource because one subject believes that another subject exerts control
over the resource in a more beneficial way. For guanxi, more relevant than
a unilateral transfer of control is the third type of action, in which an actor
is interested in but does not control a particular resource. Suppose the actor
finds an interested partner or that both have a pre-determined relationship;
resources will then be bilaterally exchanged. The focus on the third type in
this analysis is supported by Fan (2002a: 372f.), who draws on Osland to
note that commonly one of two persons who have a special relationship
with each other needs something and the other has the ability to give it.

Another element in the structural analysis of exchange systems is gov-
ernance of behavior within the guanxi system. Under certain conditions,
actors design rules of exchanges and enforce them through effective sanc-
tions; this action co-determines the level of trust exchange partners show
each other (Coleman 1990: 34ft.).

38 For further discussion of this issue in general, see Hechter/Kanazawa
(1997: 191f)).
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Finally, the aforementioned components may be subject to evolving dy-
namics (Coleman 1990: 34ff.): as interests in and control over resources
are changing, new relationships are established or existing ones dissolved.
Norms and sanctions are adjusted, influencing in turn the importance of
trust. Aiming to describe the emergence of the guanxi system in its current
shape, this analysis will point to the dynamics to which individual ele-
ments have been subjected in the past. Note that in order to facilitate con-
ceptual integration, the guanxi system will be regarded as static after its
emergence has been explained.
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Fig. I1-1. Structural elements of the guanxi system
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Figure II-1 summarizes the structural elements of the guanxi system.
The discussion in Sections 2.2.2 through 2.2.8 is organized in accordance
with this. Interestingly, this analytic framework is also somewhat similar
to linguistic approaches to guanxi: rénqing and mianzi, for instance, repre-
sent terms that are frequently employed in Chinese to assess the appropri-
ateness of exchanges (Hwang 1987: 945; Chen JJ 1998: 108).*°

2.2.2 Exchange Resources

In Coleman’s sociological theory, actors are connected through resources
(see above). This section presents the resources that actors are assumed to
control in a guanxi network, namely rénging (Section 2.2.2.1) and gdnging
(Section 2.2.2.2). The interests directed at these resources and the ex-
change that results from compatible interests are discussed in Section
2.2.2.34

2.2.2.1 Renqging

The first exchange resource in the guanxi system is referred to by the Chi-
nese as rénqging (N\15). In addition to a variety of other meanings that will
be discussed later, the most important denotation of rénging is an instru-
mental resource (%Y, Zuo 1997: 64f.) that “an individual can present to
another person (...) in the course of social exchange” (Hwang 1987: 954),
either on his own initiative (11> A1) or because the individual has been
asked for it (3K / 1} / KA N1, Ding 1997: 46).

Note that while this analysis perceives the role of rénging distinctively
as an exchange resource in the guanxi system, the relationship between
rénging and guanxi is confusing. Yan states that “[guanxi and rénging] in
practice are two sides of the same coin” (1996a: 24) and that under certain
circumstances both terms may be synonyms, as in “I have no
rénging/guanxi so 1 failed” (Yan 1996a: 25). The People’s Supreme Court
of Jilin (1995: 22) obscurely commented that “guanxi includes rénging,
and rénging includes guanxi”. Moreover, Luo’s (2000:15) imprecise per-
ception of rénging as a “precondition for the establishment of guanxi” does

3 At this point, note again the emic nature of this analysis (see above).

40 Note that in Section 2.6, face (mianzi) will be introduced as a third resource.
This resource, however, is special in that it is created by the social system, and
hence cannot be directly controlled by actors. Therefore the face resource will
not be discussed in the context of exchange resources but rather separately.
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not help. Slightly clearer is Hwang’s (1987: 953, 956f.) observation that,
while Chinese people often weave networks of guanxi, they also weave
networks of rénging obligations that are owed (/K A1) and that must be
repaid in future. This confusion explains why, instead of rénging, guanxi is
often erroneously referred to as a “resource” (e.g. Chen JJ 1998: 112) al-
though the relationship per se cannot be exchanged, and therefore has no
exchange value.

Before examining the role of obligations in the guanxi system, a classi-
fication of rénging as an exchange resource is in order. Drawing on Yang
Meihui (1994: 1991.), it is suggested to assume that rénging is divided into
two subcategories, namely material rénging and body rénging.* While
body rénging is the energy and time expended in performing a favor or in
buying or making a gift, material rénqging describes resources that have a
quantifiable material value. Body rénging and material rénging are not
mutually exclusive, i.e. rénging may entail both elements at the same time.
Applied to everyday exchanges, the body and material rénqing categories
find their expression in favors and gifts (He XM 2000: 19).# Discussed in
the next passage, there are also two types of favors: members of the guanxi
system share (classified) information and they render each other assis-
tance.

The exchange of information* favors in the guanxi system is so com-
mon that gudnxi is said to act as an “information bridge” (& E#fr, Feng
Tianli 2002: 40). In fact, powerful people often owe their success to in-
formational benefits derived from the guanxi system (Chen Hong 1997:
113). While some pieces of information usually require the giver to make
efforts, in particular when they are acquired for exchange purposes, other
pieces may be available as part of daily work, e.g. business opportunities

4 Yang MH also applies to rénging Pierre Bourdieu’s (1977: 176ff.) division of
social capital—a concept that will not be used in this analysis (see Section 2.3).
She concludes that guanxi exchanges entail gifts, symbols, office resources, and
political resources that are converted from one form to another at different
stages. Since Yang’s argument is not convincing, her idea shall not be further
discussed. Yet, the exchange of symbols will become relevant in a different
context (see Section 2.2.6).

4 Yang (1984: 45) does not distinguish between favors and gifts but subsumes
the former under the term “gift”.

4 Information here does not refer to other member’s conduct, which is assumed
to be flowing in the network anyway; because the context differs for these two
types of information, a terminological distinction is not required.
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or urban job vacancies (Bian 1994: 979).% Information acquired from
guanxi partners is often seen as more reliable than documentary media
(Luo 2000: 80). Therefore, it is not surprising that Qiu’s (1998: 166) em-
pirical findings indicate that friends and relatives are more often used as a
source of information than newspapers, magazines, libraries, information
centers, databases, and computer networks.* As valuable as information
may be in the guanxi system, it is exchanged as rénging and requires that
something be given in return.*

The second type of favor exchanged in the guanxi system is assistance
(J39%, [AND). Typical instances of assistance are physical care-giving
in cases of illness or access to restricted items such as hard-to-acquire
medicine or scarce train tickets; other examples involve specific skills,
such as proof-reading an article written in English. In business, common
favors granted to guanxi partners include designing a logo, granting price
discounts, and a large number of other means (Zhong 1995: 19). A wide-
spread favor among leading executive and government officials is provid-
ing assistance in obtaining an academic degree, such as a Master of Busi-
ness Administration (MBA). In order to profit from the advancement of
their superior’s political career, lower-ranking officials will “court for the
privilege to write the final thesis for their superior” (Jiang X 2001: 58).4

Needless to say, the cost-benefit ratio of rénging is best for the giver at
zero cost, i.e., when he allocates resources that he does not own but merely
controls. The occupancy of positions and ranks may make available ap-
provals of applications, grants of concessions or requests in tax affairs, or

4 Bian (1994) describes the importance of using guanxi in acquiring jobs in cit-
ies: “Because of a lack of advertising and formal hiring procedures, guanxi be-
came the predominant means of channeling individuals into work units. People
used their guanxi to solicit employment information, to create application op-
portunities and to influence informal screening.”

4 Note that Qiu’s survey, which was conducted among managers of medium-
sized companies in Shanghai, seems to suffer from an erroneous data collection
method.

4 According to Feng Tianli (2002: 40), pure information exchanges decrease over
time. Feng’s argument is based on Bian and Zhang’s (1999) analysis of infor-
mation rénging exchanges in China’s labor market They found that the transfer
of information in the guanxi system decreased in the period 1956-1999 (pure
information by 5% to 19%, and information in combination with other forms of
rénging by 10% to 38%).

47 In the Chinese language, assistance seems to refer to the accomplishment of an
entire task rather than minor advice or psychological support.
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classified information (Yang MH 1989: 44). The important distinction of
whether the cost of rendering a specific favor is borne by the individual or
the institution cannot be made at this point, for individuals are assumed not
to be embedded into meso-level institutions (see notes on methodology,
Section 1.3). Suffice it to note here that the “exchange of power and
money” (BUEAZ ), He XM 2000: 21f.) obtained by persuading the right
official is macroeconomically disadvantageous.*

Along with favors, another type of rénging is exchanged in the guanxi
system: gifts (fL#, Ci Hai 2003; Herrmann-Pillath 1997: 12). Most Chi-
nese make use of both happy and unhappy occasions to send red enve-
lopes, the so-called hdéngbdo (41.)), to their acquaintances. Hongbdo
originally meant “something wrapped in paper as gift for encouragements”
(Jiang X 2001: 57). Customarily, members of the elder generation stuffed
large amounts of coins ([ %/ %%) in red packages and gave them to mem-
bers of the younger generation during festivities for the lunar New Year to
express good wishes and hope. Since people are expected to give money to
the children of relatives and close friends (Zhong 1995: 198), many par-
ents collect the hongbdo received by their children. As hongbao has mate-
rial value (see above), it can be exchanged with a clear instrumental goal
(Yang MZ 1995a: 6). Western ideology rejects such an extent of instru-
mentalism, tending to romanticize gift-giving as purely disinterested and
related to affective sentiments (Yang MH 1989: 49). In the guanxi system,
however, hongbdo cannot be said to “[add] the emotional affect to an (...)
investment”, nor does it “[proffer] material rewards without explicitly de-
manding a return” (Luo 2000: 56); in fact, hongbao is limited in its ability
to produce gdnging.*

In guanxi practice, a wide variety of hongbdo is exchanged, all forms of
which have in common that they are suitable for raising the living stan-
dards of a guanxi partner. The most traditional forms are basic foodstuffs,
such as fruits, cakes, fine cooking oil (Wang J 2000: 53), or Nescafe in-
stant coffee presented with powdered milk, a cup and a spoon—all care-
fully wrapped up in a box. The most wanted items, however, are cigarettes
and liquors, in particular China’s most famous brand Maotai (3 ) from

4 If, for instance, an official exerts influence on a public auction of scarce goods,
they do not yield the maximum price tag (and hence are probably not allocated
in the most efficient way).

4 The normative aspect of hongbao, which often is merely a matter of courtesy
and observance of proper social form and etiquette, will be discussed later.
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Guizhou province or, for Chinese yuppies, imported Chivas Regal whis-
key. By the early 1990s, luxury goods had turned out to be of too little
value and they were replaced by fashionable clothes, watches, home appli-
ances (commonly color television sets and refrigerators), calligraphy
works of famous people (% A 71, Jiang X 2001: 57), cars, and even vil-
las (Wu Z 2003: 45).

Another kind of hongbao that is common in urban areas includes public
transportation cards (321 1) and prepaid IC phone cards, which reduce
the recipient’s living expenses (Jiang X 2001: 58).° There is, however,
some inefficiency in giving away public transportation cards because the
pleasure is not derived from the gift itself, but from enjoyable purchases
made possible through the savings. Therefore, supermarket cards (H 111 )
or shopping vouchers (J&4)75) are more effective: paying for another per-
son to shop for desired items gives the giver much better chances of being
remembered. Since the balance cannot be converted to cash, supermarket
cards and vouchers increase the likelihood of the recipient purchasing an
item he likes.

Cash too, can be a gift (Yang MH 1994: 199). Indeed, cash rather than
in-kind benefits is the number one gift in China.’' While in earlier times
money was given to officials as a token of gratitude for artfully painting
one’s signature with a calligraphy brush (Luo 2000: 56) or to the head of a
family on occasions related to engagements or weddings, today it often
comes in the form of securities (74 lE %) or bank accounts. As money is
sometimes wired to a bank account that has been newly opened in another
person’s name, cash gifts are also termed “concealed hongbao” (Kl
214, Jiang X 2001: 58). Although cash is never refused (¥ ASXJ i, Yang
MZ 1995b: 43), Wu Zhiru (2003) ironically points out that “everything
[but credit cards] will be regarded as annoying” (K%, Wu Zhiru
2003: 45).

50 It seems to be a common misunderstanding among Chinese givers that using
private money to purchase transportation services from the state is good for the
public. In terms of market distortion through Adngbdo, however, Chinese legal
practice does not distinguish among the sources of money spent on transporta-
tion cards (see Section 4.1).

3" The amount of cash varies as a function of the region, period, and the closeness
of the relationship (Yang MZ 1995: 42).
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Although the nature of gifts is “constantly changing, cash will not be
eliminated [from guanxi exchanges]” (T 4%, ¥ 5EAAE, Zhong 1995:
29). What does change, however, is the details of its transfer: a technique
that is much more fun than wire transfers is intentionally losing at gam-
bling (Liu L 2002: 240, 249). Playing cards or mahjong (¥ Jfflé) creates a
fine social atmosphere (Jiang X 2001: 58).52 As the “new rule of mahjong
actually is to never win” (BRAEHTLE K44k, Zhong 1995: 89), gam-
bling among leading CPC executive and government officials had to be re-
stricted to small amounts of money (ZN).5

“People, too, can be a gift” (A [FFF 24, Zhong 1995: 38), especially
beauties (3£ %), whoare “very useful indeed” (Zhong 1995: 38; similarly:
Yang MH 1989: 466) as exchange gifts. Because they are “something per-
sonal” and because they involve knowing the “taste of the recipient”, they
are termed “spiritual héngbdo” (KL, Jiang X 2001: 58). Introduc-
ing* lithe and lissome public relations ladies (72 J</Mi) to one’s guanxi
partner also goes by the term “pillow wind” (FLiZLJX, Zhong 1995: 38).
This phenomenon, which Zhong Qing (1995: 39) claims has a long tradi-
tion in China,* has become so widespread and popular that people have
humorously modified “The Four Cardinal Principles™s¢ (PUIHIEA J5Ul]) of
Chinese government to “(1) one’s salary basically remains untouched, (2)
for food one is basically always invited, (3) the wine one drinks basically

52 Liu Linping (2002: 240, 249) explains that gambling is popular in China, be-
cause life often is boring (435 JGHil), because time needs to be killed (BT K
i 1a)), and because husband and wife can go gambling together (3L KZEF
).

33 A quantification is not provided in this regulation, “Explanations on the legal
practice when dealing with gambling cases”, issued by the People’s Supreme
Court and People’s Supreme Prosecutor on May 12, 2005 (see Section 4.1 ).

% A common way of introduction is for interested businessmen to ask for an ar-
rangement “to become friends with the PR lady” (R 22 %/ NHAZ N A, Jiang
X 2001: 58).

55 For the relationship between the guanxi system and the story of Xi Shi (FGjii),
one of China’s ancient Four Beauties, see Zhong (1995: 611f.).

% The Four Cardinal Principles, as stated by Deng Xiaoping in 1979, are: (1) the
principle of upholding the socialist path; (2) the principle of upholding the peo-
ple’s democratic dictatorship; (3) the principle of upholding the leadership of
the Communist Party of China; and (4) the principle of upholding Marxist, Len-
inist, and Mao Zedong thought.
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is a gift, and (4) one’s wife is basically not used” (L %% & A& A5,
WEARIEAA NIH, WA NIX, ZESEAAH, Jiang X 2001: 59).

Hoéngbao exchanges are particularly active during annual festivals (I /)
140, Huang 2002: 91), such as the Spring Festival, Mid-Autumn Festival,
and Dragon Boat Festival (Jiang X 2001: 57). The main occasions for giv-
ing héngbdo, however, are personal events (277X 4L, Huang 2002: 91).
Birthday banquets, and even more importantly, weddings and funeral
ceremonies, offer the opportunity for large hongbao exchanges. Having the
illustrious guests enter in a register the amount of money they have given
is not meant to save the merry couple from the task of counting cash, but
rather it ensures that they remember what is owed to each giver.

Although /ongbao obviously can be exchanged on many occasions, its
modalities (/77%) are not optional. In fact, the high degree of “culturally
embedded symbolism” (Yang MH 1989: 38) makes appropriateness com-
plicated. This is why hdngbdo exchanges are said to be “elegant” (K Jj
{ATHI[]), and why guanxi cultivation is termed an “art” (—[ 12K, Yang
MZ 1995b: 43). Since good guanxi requires knowledge about the partner’s
interests, their mood (X)), preferred topics of discussion, favorite restau-
rants and brand of cigarettes, it is not surprising that “flattery” (1 Ji¢) is
also considered an art (Zhong 1995: 50, 136). This analogy, which also
holds for the work of pickpockets, qualifies the expressiveness of terming
guanxi an “art”.

In general, people will remember gifts, even small ones (ZNEE), if
they are presented in an unexpected way (&K [, Zhong 1995: 17, 23).
Shang (1999: 41) reports an amusing anecdote showing that an unusual
approach may still fail due to bad luck. It tells the bizarre story of Old Tian
(&), whose son is a leading executive. For the old man’s 80" birthday,
someone who seeks guanxi with his son sends a big birthday cake with a
rare, very precious diamond ring hidden inside. Tasting the cake, Old Tian
chokes on the ring and, suspecting a murder attempt, gets extremely upset.
The attempt to establish guanxi with the son failed, and the investment was
lost.>?

The above discussion depicted rénging in a purely instrumental manner.
However, the Chinese term rénging has multiple meanings, and it also

57 For the creativity required in gift-giving, see also Chen Junjie (1998: 196).
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describes non-instrumental aspects of the guanxi system. Along with its
meanings of favor and gift, it is also defined as normal human feelings
(N5 1), mainly as affection (Ci Hai 2003). Confucius is said to have
originally defined rénqging as “joy, anger, sadness, fear, love, disliking, and
liking. These seven feelings belong to men without their learning them”
(Liji VII.19, Legge 1885). Although the meaning of rénqing has changed
over time, in contemporary Chinese language it still indicates emotions
and empathy (Zuo 1997: 64), such as “false display of affection” (%53k
N'1). The ability of an individual to “understand people’s emotional re-
sponses to various situations of daily life” (& A 1%, Hwang 1987: 953) is
highly appreciated in China. This denotation of rénging as the “milk of
human kindness” (A1 #&, He XF 2003: 33) comes close to the above
Confucian remark.

A second connotation of rénging is social norms (143 #¥E, Zuo 1997:
64) and rules of etiquette, as well as compliance with them (Ci Hai 2003).
Providing the guanxi system with a moral foundation, rénging is insepara-
ble from or even synonymous with ethics, /i (see Section 2.1.2; Ding 1997:
46; Hwang 1987: 953). This linguistic diversification beyond the meanings
of favor and affection complicates the use of Western theory to assess the
role of rénging in the guanxi system. As norms do not result from the ac-
tions of one individual—they are consciously produced by the social sys-
tem (Coleman 1990: 241)—the normative meaning of rénqing can be ana-
lyzed only after the emergence of the system has been discussed in Section
2.4.

2.2.2.2 Ganging

Along with rénging, actors in the guanxi system have control over and/or
interests in a second resource: ganging (JE1), loosely translated as “sen-
timent” in a relationship (Bian/Ang 1993: 981ft.). Individuals also estab-
lish guanxi based on affection for a person or a “sense of attachment”, with
an emphasis on genuine warmth (#41%) (Zhong 1995: 39; 41), safety, and
a considerable degree of emotional concern.® Reflecting the qualitative
element, good gdnging means that two people have a good rapport or con-
siderably deep feelings within a social relationship (Yang MH 1989: 48).
For obvious reasons, gdnging is gender specific, i.e., it develops mostly
among actors of the same sex.

¥ Ganging may also be interpreted more broadly as emotion or sentiment, i.e.
“strong psychological response to external stimuli” (Ci Hai 2003).
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Just as with rénging, the assumption is made that gdnging is controlled
by some actors and that other actors are interested in it.* To be precise, ac-
tors are actually interested in gdnging, not in the “expressions of gdanging”,
as implied by Chung and Hamilton (2002: 2). For obvious reasons, how-
ever, gdnqing must be expressed to become exchangeable.® Implicit in the
above discussion are several examples of gdnging exchange, such as the
expression of warmth (Zhong 1995: 39).

Gdnging can be elucidated by reference to rénging, more precisely as an
attachment to the exchange of little gifts (the “unexpected way”, see
above). Surprising a recipient requires knowledge about his expectations,
which, in turn, implies empathy and possibly gdnging. This same psycho-
logical pattern also explains how supermarket gift cards and vouchers ac-
tually seek to incorporate gdnqing into a guanxi exchange. Actors who
have nothing in common but instrumental interests disguise the lack of
ganging by outsourcing the selection of a proper gift to the recipient. In
this way, the gift will correspond exactly to the preferences of the recipi-
ent, and it may yield amazing results in terms of suggested gdnging, pro-
vided that the recipient does not reflect too thoroughly on the details of the
purchase.

Yet another expression of gdnging is banquets, for wining and dining
with kindred spirits is often enjoyed by participants. The willingness to
spend an evening with important guanxi partners, however, must not be at-
tributed to gdnging alone. The idea that participation in a banquet does not
“impart affection into interest-based guanxi” (Luo 2002: 57) is supported
by the fact that the expression “wine and meat friends” (7% A JIi /7, Standi-
fird/Marshall 2000: 22) is actually a metaphor for mistrust. In fact, ban-
quets keep down the personal cost of living, and they offer access to ex-
travagant food, drinks and entertainment otherwise beyond the means of
ordinary people (Pearce/Robinson 2000: 35).°¢!

% Note, therefore, that ganging as an exchange resource is restricted to affection.
Although actors control the capability of producing negative emotions (e.g.
hatred), the reasonable assumption is made that no actor is interested in it.

% For a discussion of two competing models of how emotions can be brought into
social exchange theory, see Lawler and Thye (1999: 2171t.).

¢ Beyond acting as rénging and gdanging exchange resources, banquets contribute
to the guanxi system as a structural element (catalyst) as they facilitate commu-
nication, which is required for the emergence of norms and for sanctioning.
Again, the reader will be better informed after the structure of guanxi networks
has been presented.
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The word gdnging also describes the quality of a relationship, as in the
negative statement “their relationship is disturbed” ({41 1A 81 52455 T or,
in a marriage, ... 2 T). Gdnging, in this sense, is based on a “common-
ality of shared identification”, as Bruce Jacobs (1979: 243), a professor of
Asian languages and studies at Monash University in Australia, terms the
same world view, taste, habits etc. In the Chinese language, the strong im-
pact of congenial personality on behavior with strangers is expressed as a
“feeling of connectedness at first sight” (— WL 41#); the gap between in-
side and outside is closed, identities are fused (Yang MH 1989: 41), and
ganging instantly develops. The difference between such an understand-
ing, as interpreted by methodological relationalism, and the understanding
of gdnging as an exchange resource, as in this analysis, is not to be under-
estimated.

Similar to rénging, which has multiple connotations, gdnging cannot be
denied a normative component. Actors develop gdnging by accomplishing
tasks and helping one another, and for gdnging, one must live up to one’s
social obligations (Yang MH 1994: 122). For the sake of simplicity, how-
ever, it shall be acceptable to drop the normative connotation of gdnging,
and the affective connotation of rénging. Such a clear distinction ensures
that these two central—yet somewhat ambiguous—elements do not pro-
duce terminological confusion. This distinction has no analytic side effects
because both resources are only exchanged in combination (see Section
2.2.3).

2.2.2.3 Dyadic Exchanges

Dyadic exchanges, in the guanxi system and in general, take place if indi-
vidual control over resources is simultaneously met by reciprocated inter-
ests in these resources (Coleman 1990: 28ff.). Let’s assume that two actors
(A, B) have control (¢) over and are respectively interested (i) in two re-
source bundles (p’ and p?) of rénging and gdnging.®> Actors A and B will
exchange resource bundles, provided that they are aware of the allocation
of control, that actor A’s interest in p’ is larger than his desire for p’, and
that actor B has more interest in p’ than in p’, i.e. formally speaking

92 The details of the relationship between rénging and gdnging will be discussed
in Section 2.2.3. Along with interests in the primary exchanges of rénging and
gdnging resources, actors are interested in mianzi (face). As the secondary re-
source, mianzi, is given by actors outside of the dyad, it is not included in ex-
changes at this point.
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i*; < i, and i*, < ®,. In order to elucidate this structure with a simple nu-
merical example, let’s assume the figures below in Table II-1:

Table II-1. Interests in and control over resources in a deterministic exchange

A B
! Interests i 20 i 80
P Control 4, YES e NO
3 Interests i 60 %, 30
P Control ¢, NO 2, YES

Control over resource bundle p° increases the utility of actor A by 60, as
compared to a utility loss of 20 from relinquishing control over resource
bundle p’, for which he would otherwise have had an alternative use (con-
sumption or another exchange). The exchange yields him a net benefit of
40. Actor B, for the same reasons, enjoys a net benefit of 50, assuming a
(deterministic) exchange that does not involve uncertainty or cost. In their
simplest form, such bilateral in-kind exchanges will take the form illus-
trated in Figure 11-2.

2

P
Fig. I1-2. Structure of deterministic exchanges

Often, however, exchanges are characterized by time asymmetries, i.e.
actors perform at different points of time (¢; # ¢;). This is the case in the
guanxi system. Figure II-3 depicts this structure, in which actor A hands
over control over resource bundle p’ to actor B in period ;. Actor B then
makes promise 7’ (Ye/Zhang 2003: 1), which obliges him to transfer re-
source bundle p’at a later point in time (z,). In practice, such a promise is
implicit in statements like “Thank you so much—if there’s anything I can
help you with, let me know!” (ELIFIRKU IR T, @ LG A FEER T 1
FE I,
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p m

(e) (e)
m i p2
t t;

Fig. II-3. Structure of probabilistic exchanges

If actor B keeps his promise and hands over control over resource bun-
dle p? later, as expected by actor A, the exchange yields the utility profits
(from above) of 40 and 50 respectively. Social welfare rises by 90. The ex-
change, or more specifically, the transfer of p’, creates a temporary imbal-
ance of p credits at the end of #;:

Table II-2. Temporary imbalance in the course of a guanxi exchange

Credit of A Credit of B
Debt of A - 60
Debt of B 0 -

While the actor who performs last (actor B) always improves his situa-
tion because he has already appropriated the benefits of 80, the situation
for the first performer (actor A) will only improve if the exchange partner
acts as expected. Actor A’s situation deteriorates (by 20) if the partner fails
to reciprocate.®® Excluding partial returns, the profits (1) in the payoff ma-
trix below (Table 1I-3) represent the incentive structure of both actors:

Table II-3. Payoff matrix of a deterministic exchange

u (1) u (t2) u

A 20 60 40
0 -20

B 20 -30 50
0 80

6 For situations that involve uncertainty for both parties, which will not be further
investigated here, see Coleman (1990: 1771f.).
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Since at this stage of analysis there are no credibility guarantees ({52
fR1E, Feng T 2002: 20), the value of the promise is probabilistic. The un-
certainty associated with up-front performance cannot be eliminated, but
rational actor A can seek to quantify the probability (p) of reciprocation
and include it in his calculation (Coleman 1990: 98). As a result of prob-
abilistic utility maximization, a risk-neutral actor will exchange in the time
asymmetry case if the expected profits (¢*) are positive:

Table II-4. Payoff matrix of a probabilistic exchange

] % p (1) exp. u
A 10 60 0.8 28
0 0.2 0
B 20 -30 0.8 58
0 0.2 0

As can be seen from Table II-4, the uncertain environment reduces so-
cial wealth to 86 (28+58), as compared to 90 (40+50) in a climate of cer-
tainty. Before discussing the options to increase certainty and social wealth
in subsequent sections, some notes on the categorical frame of interaction
are in order.

2.2.3 Categorical Frame of Interaction

When explaining the emergence of the guanxi system, it is helpful to con-
solidate actors’ control over and interest in resources into a categorical
frame of interaction. Aside from convenience, such consolidation is valu-
able for another reason: traditional Chinese people are frequently said to
structure rights and obligations along social positions, and to adopt multi-
ple standards of behavior towards their interaction partners. Fei Xiaotong
(1992[1947]: 21, 66) therefore assumes Chinese society to be structured by
the differential mode of association (7)74% Ja)), i.e. a system of egocentric
networks that place distinctive moral demands on persons in each tie (see
Section 2.2.4). Following Fei’s idea that actors construct their environment
relationally, rather than relying on discrete and unified ontological

% Note that for the sake of simplicity, preferences in time are excluded here. In
other words, the time(-asymmetry) of performance in the guanxi system is as-
sociated only with uncertainty (i.e., interests are neglected).
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categories (Yang MH 1989: 39), a number of taxonomies®, each with a
different focus, are presented.

Yan (1996b: 99f.) highlights a personal core of immediate relatives
(SEAESER); a reliable zone of good friends and more distant relatives who
can always be counted on for help (5341 \); and an effective zone of
friends in a broader sense. Based on fieldwork in Singapore and Malaysia,
Kiong and Kee (1998: 77ff.) found that managers of Chinese businesses
felt connected through six guanxi bases: locality/dialect, fictive kinship,
kinship, workplace, trade associations/social clubs, and friendship. Yang
Meihui (1994: 111ff) identified the categories of family and kinship,
neighbors and native places, non-kin relations of equivalent status, and
non-kin superior and subordinate status. Tsang (1998: 651t.) classified the
groups into blood bases (family members, relatives, clan members) and
social bases from one’s social life (e.g. acquaintances from school or
work).

This section will discuss recurring themes in the above taxonomies as
well as the permeability between them. However, irrespective of how sys-
tematic such taxonomies may appear, their explanatory power is limited
due to arbitrary selection. Since actors are understood to be connected
through resources (see Section 2.2.1), it is recommended to apply Cole-
man’s distinction between simple and complex relationships instead (1990:
43f)).

Chinese cultural ideology has been observed to split the individual’s
personal entourage into insiders and outsiders (Chung/Hamilton 2002: 8).
Social relations may include two kinds of insiders and outsiders: “one’s
own people” (zijirén, H T2 N\) and outsiders (wairén, #h \) on the one
hand, and “people inside the circle”® (quannéirén, [P N\) and “those
outside the circle” (quanwairén, &4 N) on the other hand. This dichot-
omy is well manifested in linguistic expressions such as “There’s a differ-
ence between the inside and the outside” (N 77 %)) or the request “Don’t

% The term taxonomy is being applied here because the following sets of configu-
rations, i.e. “any multidimensional constellation of (...) characteristics that
commonly occur together” (Meyer et al. 1993: 1175), are empirically derived.
If the following sets of configurations had been conceptually derived, they
would be typologies (Meyer et al. 1993: 1182).

% Chinese people often refer to their individual circle of people as their entourage

(I H.



2.2 Conceptualizing Guanxi 59

treat me like an outsider!” (ANELHEA]), a common exclamation used by
non-local Chinese (¥} \), such as visitors to Shanghai. The distinction
between inside and outside is crucial considering the drastic stigmatization
of out-groups that embraces exaggerated collective aggression for the sake
of the group (Hwang 1987: 952).

The most common refinement of the above dichotomy is the distinction
of the three categories, namely family members (jiarén, % N), friends/
acquaintances (shurén, #\\), and strangers (shéngrén, £ \). This cate-
gorical frame of interaction, which will be discussed next, distinguishes
“modes” of guanxi (Luo 2000: 7) according to the degree of permeability
between psychological boundaries. Two interesting—though not crucial—
connotations are inherent in these categorical expressions: shéngrén liter-
ally means a “raw (or unripe) person”, while shurén means “cooked (or
ripe) person”, i.e. someone with whom one is familiar (Yang MH
1989: 40).

Jiarén

The category of family members (%X \) refers to “expressive”, inbred ties
(Jelk P 5< K) with primary groups (Hwang 1987: 949; Huang 2002: 7;
Zhang/Yang 1998: 256; Hamilton 1998: 66). While these ties certainly
comprise consanguine relationships (I.Z% < K), it is not clear to what ex-
tent the term jiarén extends to other relatives (140> &, Huang 2002: 95;
similarly: Liu L 2002: 152) and to members of congenial groups ([r]—
KA, Tan/Man 2001: 55), such as intimate friends (3<% 1 &, Zhou X
2002: 8). Chung and Hamilton (2002: 4) point out that family relationships
are not guanxi, because “[o]ne cannot say, for instance, that one ‘has
guanxi’ with one’s father or that one needs to ‘/a guanxi’ (pull connec-
tions) with one’s brother”. This argument is invalid because while the Chi-
nese do not look upon their own family relationships as guanxi, they fre-
quently use the term to describe other people’s connections with relatives,
as implied by expressions such as “Studying mathematics, physics, and
chemistry will never get you as far a father with good guanxi does”

CFUFHEREA AT AN 6588, Zhong 1995: 94).
Shiuiréen

The second category, shurén (3 \), includes “everyone beyond family”
(X JiE 2 Ak, Tan/Man 2001: 56), with whom one has a relationship, namely
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distant relatives and friends or acquaintances (31%JH(JJ1 /). The range is
rather wide, from peripheral relatives (#}#|2% &), adopted children, step-
fathers, stepdaughters etc. (7€ X%, Zhou X 2002: 8), to good friends
(Huang 2002: 95), “half-acquaintances”s (3}~ A\, He XF 2003: 1) and
people met only once (— [ 2%, Zhou X 2002: 8). For this type of
guanxi, “commonality of shared identification” is a necessary condition
(see Section 2.2.2.2; Jacobs 1979: 243; Luo 2000: 4). Emphasis lies on the
notion of shared ([7]) qualities and experiences that close the gap between
inside and outside and fuse individual identities (Zuo 1997: 63; Yang MH
1989: 41).

As was said at the beginning of this section, researchers have expended
quite some effort identifying typologies. Below, a detailed overview of
what commonalities shurén may share shall be given. The sources of these
commonalities, so-called “guanxi bases”, are oriented toward Luo’s (2000:
4ff.) update of Jacobs’s (1979: 243) influential classification of locality,
kinship, co-workers, classmates, sworn brotherhood, surname, teacher-
student, and economic/public relationship. The reader shall not be bothered
by the fact that this classification lacks mutual exclusiveness, and therefore
distinctiveness, because it will not be used to explain the emergence of the
guanxi system.

Fellow villagers and people from the same province ([i] 2, ¥ %, Zhou
X 2002: 6) tend to form groups according to their native area.®® Geographic
guanxi (M2 X 2, Ma C 2001: 19) is established most easily when people
from the same home town meet, as implied in the proverb, “When fellow
villagers meet, they’ll burst into tears” (3 % W% %, WHRIHIEIT). Emi-
grants in Chinatowns all over the globe (e.g. New York, Singapore) hence
institutionalize mutual help organizations based on locality. Guanxi may
be formed according to vernaculars, which are directly related to locality
and which, for the most part, are mutually incomprehensible. Also, living
next door for decades may qualify a neighbor as a guanxi partner (&4l &,

7 In fact, He Xuefeng (2003) establishes “half-acquaintances”, a society of which
modern China is assumed to be moving towards, as a separate category. This
analysis, however, subsumes actors of different degrees of closeness under the
term shurén.

% The notion (Farh et al. 1998: 474) that Chinese people group according to the
birthplace of their father’s ancestors has not been supported by empirical evi-
dence; moreover, the local dialect of the father’s ancestors may differ from the
local dialect in which the child was raised.
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Liu S 1995: 39). Through interaction with neighbors, and because “people
behind walls are listening” (Ff$%4 H-), information is shared and trust is
built up—maybe even unintentionally.

Mutual personal identification may stem from the workplace (Zhou X
2002: 8). The educational experiences or years of working together shared
by classmates ([F]%%) and colleagues ([F]3¥) are important when judging
the skills of a partner. This explains why there are countless alumni asso-
ciations of US schools in Shanghai and Tongji alumni clubs in the United
States. Military or political party units also play an important role in gluing
together people. Similarly, travel companions (|7 A% %) and army
comrades (/i &) may have a good understanding of each other’s trust-
worthiness (Liu S 1995: 39).

Kinship with distant relatives may also yield strong feelings of com-
monality. Kinship is either agnatic, i.e., it refers to blood relations, usually
on the father’s side, or it is affine, describing relation by marriage. Al-
though agnatic guanxi is generally regarded as more reliable, traditional
families may fall back on affine guanxi as a means to integrate outsiders.
The practice is not limited to rural areas: business people today use affine
guanxi to enlarge their network of close and reliable shurén. It must be ac-
knowledged, however, that the importance of kinship-based guanxi de-
creases as the head of the family slowly loses influence on his descen-
dants’ decision-making, for instance in terms of marital affairs.

Guanxi may also be based on fictive kinship (Farh et al. 1998: 481).
Many Chinese believe persons who share the same surname have the same
ancestors and therefore are kinsmen. Because the number of surnames is
limited—as implied in the term for ordinary people (3% 11 %), which liter-
ally translates as “the old one hundred surnames”—the size of surname-
based clans is potentially huge. Over 250 million Chinese go (in descen-
ding order of frequency) by the names Li (%%), Wang (), and Zhang (7K)
alone.

Finally, associations and social clubs may produce the identification re-
quired for shurén relationships. Luo (2000: 56) points out that there has
been a revival of associations in the reform era, namely of the Individual
Laborers’ Association, the Metropolitan Chamber of Commerce, the
Young Factory Director and Manager Association, the Artist and Entre-
preneur Association, and the Association for Overseas Chinese. Wank
(1995: 59f.)) mentions the Self-employed Laborer’s Association
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(MRS B # 1h %), specialized trade associations ([A] MV 4Y), and local
civic Associations of Private Industry and Commerce (FA'E ML FH4Y).

The major shortcoming of such a shurén typology is quite obvious: it is
not exhaustive. While here most researchers add stress with the prefix old-
(%, see above), other institutionalized commonalities can be selected to
arbitrarily construct classifications (Hwang 2003: 14). Fan, therefore, re-
jects the dogmatic primacy of bases for the emergence of guanxi: “Guanxi
can occur between two persons without any shared attributes” (2002b:
551). The role of mere shared experiences as a catalyst is illustrated by the
following example:

“Charged with bribery, an entrepreneur was repeatedly brought in for interro-
gations by the investigating agency. Shortly after he was finally cleared of all
charges, the city decided to contract out public bus transportation. When this very
entrepreneur was awarded the contract, he explained in private that during the fre-
quent investigations he had developed guanxi with some of the officials, who sup-
ported him.” (Luo 2000: 55)

Much of the confusion about the relevance and structure of guanxi
bases, as well as about the role of intermediaries, can be attributed to the
fact that all suggested distinctions do not adequately account for resources;
this problem will be solved later in this section.

Shéngrén

According to Hwang (1987: 950f.; 2002: 7), the opposite of relations with
jiarén is ties with shengrén (‘£ \, strangers). The term shéngrén describes
persons with whom one has not established any exchange relationship.
While in traditional, rural China shéngrén used to play a minor role, they
are of rising importance to interactions in a modern, urban environment
(Tan/Man 2001: 55). Due to the shift toward a market economy, migration,
and other recent developments, Chinese people increasingly perform ex-
changes according to the principle of “short, equal, and quick” (%4, ~-, t,
He XM 2000: 23).This development, however, does not culminate in “sin-
gle-serving guanxi” (—iXPER R, He XM 2000: 21) or “non-connected
guanxi” (F 1% 45 5¢ &, Tan/Man 2001: 55): isolated exchanges with
strangers have nothing to do with guanxi, and the introduction of shéngrén
into a taxonomy would be purely academic.®

% For the sake of completeness, strangers will be excluded from analysis only af-
ter this section.
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As will be discussed in the next section, Chinese actors perceive them-
selves as the focal point of a unique network. Relationship categories,
therefore, may be visualized as concentric circles. Figure 1I-4 shows how
Jjiarén, shurén, and shéngrén are arranged peripherally around each actor,
with increasing distance from the actor.”

quanneirén

. 5 ‘]- A P
N quanwairén .

Fig. II-4. Illustration of relationship categories

Because interaction with shéngrén is anonymous, this category obvi-
ously refers to outsiders in both dichotomies (Schramm/Taube 2001: 11),
i.e. wairén (upper semicircle) and also quanwairén (lower semicircle).
Jiarén lie within both semicircles, i.e., they are insiders both in the sense
of quannéirén and zijirén. What is less clear, even among Chinese scholars
(e.g. Zuo 1997: 70), is the position of shurén. In a traditional setting, any
person beyond jiarén, irrespective of how meaningful the relationship may
be, is a wairén (Zuo 1997: 69). In contemporary urban China, however,

70 Chen Junjie’s (1998: 113) suggestion to refine this classification of guanxi
partners according to depth, closeness, and quality does not yield any additional
insights for this RCT framework, and therefore shall be neglected.
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close shurén are also included in zijirén; it is probably most appropriate to
conceptualize quanneirén as the aggregate of zijirén and shurén.

The assumption that each relationship falls wholly into one category is a
noticeable idealization. In reality, there is a ‘“near-cultural law” that
boundaries are blurred—even between one’s self and others—because
there is “a me inside you, and a you inside me” (Sun L 1994: 135). The
observation that Chinese culture frequently lacks clear-cut boundaries is
partially inconsistent with the above-mentioned opposition of inside and
outside. Rather than addressing this inconsistency, which does not affect
the validity of argumentation in this analysis, it is suggested to proceed by
discussing the permeability between categories.

According to Confucianism-focused Hwang, changing from one rela-
tionship to another should be a task that is “quite difficult” (1987: 949) to
accomplish for any person. Family members are surrounded by a psycho-
logical boundary (‘0yFE 52k, Hwang 2002: 11), which outsiders “frustrat-
ingly” (Lovett et al. 1999: 236) cannot enter. Similarly, Liu Song (1995)
points out that traditionally outsiders rarely get into a guanxi network (Liu
S 1995: 41). Looking at modern guanxi, however, other scholars disagree:
due to changes in the quality of the relationship, people may be “up-
graded” (Chung/Hamilton 2002: 8) from wairén to zijirén, or from shurén
to jiaren, or downgraded in the opposite direction (Zuo 1997: 64;
Zhang/Yang 1998: 256). This understanding is supported by the fact that
(fictive) brotherhood (FHI'1JLI&iH) is frequently decided or sworn.

The above classification into jiarén and shurén is based on two ideal-
ized guanxi dimensions. First, there is an instrumental dimension (. =214,
Hwang 2002: 7), which is strong when actors are driven by profit
(Tan/Man 2001: 55) or by any other sort of benefits (Zf-4L, Chen JJ 1998:
104). Second, there is the expressive or affective dimension (/8
Hwang 2002: 7), which increases commensurate with emotional involve-
ment.” In fact, the preoccupation with “dimensions” in popular literature
makes analysis of guanxi much more complicated than necessary and,
more importantly, it defies the idea that relationships are the result of
choices that actors make based on their interests in and control over two
resource bundles of rénging and gdnging.

I A third dimension—the normative one—will be discussed later in Section
2.2.5, once mianzi (face) has been explicitly introduced into analysis.
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According to Coleman (1990: 43f.), there are two types of relationships
in terms of emergence and stability. Simple relationships assert them-
selves, i.e., individual incentives are sufficiently large to establish and en-
sure the continuity of the tie between actors. On the contrary, the continu-
ity of complex relationships requires a stimulus outside the relationship,
for instance a norm established together with third parties.

As most guanxi is self-assertive (GREUPE [, Chen JJ 1998: 114), guanxi
belongs to the first type. Chinese actors choose and maintain a great deal
of relationships that are based on individual willingness (J&#&, Chen JJ
1998: 114). Playing an active role in determining the character of ex-
changes, they seek to optimize the allocation of rénging and gdnging. Ma
Cong’s analysis of guanxi among friends (] & 5¢ &) supports the signifi-
cance of self-determined guanxi (2001: 19).

In terms of self-assertion, it must be asked what resources need to be
exchanged in the guanxi system. Guanxi exchanges are said to require an
instrumental trigger: they “can only happen when something needs to be
done” (Fan 2002b: 548). Identically, Chen Junjie (1998: 104, 157), Luo
(2000: 10), and Yang Meihui (1994: 123f.) point out that guanxi practice is
essentially utilitarian,’ and that guanxi among friends breaks down if it re-
peatedly entails unfavorable transactions. It seems safe to conclude that
(instrumental) rénging is an indispensable resource in guanxi exchanges:
no rénging means no guanxi.

In spite of the heavy dose of gain-and-loss calculations and means-ends
concerns that characterize guanxi, instrumentality is not sufficient to build
guanxi (Chung/Hamilton 2002: 6). Establishment of guanxi “depends upon
ganging” (Luo 2000: 16); without it, guanxi would be temporary and un-
stable or guanxi bases could not even be transformed into guanxi (Hwang

2 Note that Yang Meihui (1989: 171) does not distinguish between rénging and
gdnging as sharply as this analysis does. She goes on to say that a consequence
of the rising instrumentality of guanxi (i.e. commoditization) is that the system
becomes increasingly masculine. In fact, a 1999/2000 survey in Shanghai by
Leung (2000: 51ff.) confirms that men tend to engage in guanxi more than
women do.

7 In a different context, Luo (2000: 6) contradicts himself, however, by stating
that “without ganging, guanxi is more distant and less reliable”, which implies
that ganging is not required.
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1987: 950).7 Therefore, if an actor stresses instrumental interests in an ex-
change between shuren, conflict is likely to arise (Chung/Hamilton 2002:
7f.). It can be unmistakably concluded that gdnging, too, is a conditio sine
qua non in guanxi exchanges. To summarize, the guanxi system requires
actors to exchange resource bundles containing both rénging and gdnging.
Hwang (2002: 7, 11) terms such exchanges “mixed guanxi” (I &R R),
and Tan and Man (2001: 56) concur.” In reality, however, all guanxi is
mixed in this conceptualization.

The strength of self-assertive guanxi is determined by the combined
amount of resources exchanged in the relationship; the potential of guanxi
hence turns on how much rénging and gdnging actors possess.” From this
perspective, it is not at all “impossible to provide clear elements for the
maintenance of guanxi” (Chen JJ 1998: 115). Rather, it suggests that the
basis for guanxi exchanges can be maintained by enhancing resource own-
ership. For instance, actors may increase their instrumental attractiveness
by acquiring skills that can be used for rendering desired rénging favors.
As affection increases with shared identification, the joint pursuit of hob-
bies (e.g. playing mahjong) possibly strengthens guanxi.”” For other affec-
tive elements, such as shared beliefs and character, chances for mainte-
nance are limited. Always having business opportunities in mind, Luo
(2000: 16) states that “to strengthen guanxi, both parties must cultivate

gangqing”.

In order to avoid the near-philosophic matter of to what extent actors of
an affective tie may pursue instrumental interests, it shall be assumed that
rénging and gdnging are not interrelated. In other words, for the sake of
simplicity, it is assumed that there is no connection between the ownership

74 According to Kipnis’s statement, both terms “are often interchangeable” (1997:
23). Although Coleman’s sociological theory does not allow this equation in
the analysis of guanxi exchanges, Kipnis’s statement supports the importance
of gdnging in the guanxi system.

75 Hwang (1987: 949), however, also allows for exchanges of purely instrumental
and purely affective resources in the guanxi system. The assumption of mixed
exchanges is actually an anticipation of the emergence of norms (Section
2.2.5).

76 Taking a relational perspective, Chung and Hamilton (2002: 4) predict that
guanxi is strongest and most stable “if all [dimensions] are aligned in the same
direction.”

77 Unlike the etymology of the English term—+#obby originates from hobbyhorse,
a small light horse—the Chinese word dihdo (5% Uf) refers to joy; eventually,
“what one likes” may be shared with other actors in the guanxi system.



2.2 Conceptualizing Guanxi 67

of rénging and gdnqing; the non-exclusiveness of these resources becomes
obvious in rural families, members of which materially depend on each
other though they are tied by an affective bond (Tang J 1998: 128).7

Earlier, the taxonomies of several researchers were criticized as arbi-
trary classifications. As this analysis, for simplicity’s sake, also resorts to
distinguishing between jiarén, shurén, and shéngrén, an explanation is in
order. Reviewing the classification in terms of control over rénging and
ganging, it becomes obvious that shéngrén need to be excluded and that
such a typology can actually be explained with resources.

The defining features of shéngrén ties are instrumentality (Luo 2000: 9)
and impersonal decision-making (Hwang 2002: 7). Shéngrén engage in
purely “utilitarian exchange[s] without affection” (Tsui et al. 2000: 231),
which is why haggling over prices is common. As control over gdnging
has been identified as a prerequisite for guanxi exchanges, shéngren must
be excluded from analysis.”

The strongest gdnging in which individuals are interested is controlled
by jiarén. In light of self-assertion, the strength of gdnging between jiarén
can be attributed to the fact that usually a large number of experiences
have been shared. Furthermore, in the process of socialization, the values
and beliefs of descendants have been made compatible by the generation in
charge of education. Since norms are assumed not yet to have emerged at
this point in the analysis, the pre-determined nature of family relationships,
as implied in Hwang (1987: 949f.), cannot be used as an explanation. From
this perspective, achieving a great degree of intimacy (X% 2%, He XF
2003: 16) is not an end in itself, but a prerequisite for exchanging gdnging.

However, jiarén also control rénging. A traditional (or rural) family per-
forms various functions covering most of the needs of its dependents, in-
cluding education and recreation. Instrumentality in jiarén ties is enhanced
by the integration of all family members into one financial unit, a long-
established ideal of Chinese culture: “In traditional Chinese society, prop-
erty was considered owned by the family not the individual. The clan lived

78 For an example showing that rénging and gdnging are imperfect substitutes for
one another, see Tang Jinsu (1998: 128).

7 Due to the affective and normative connotation of rénging, which has been ex-
cluded here for the sake of simplicity (see above), the Chinese language usually
does not even apply the term rénging to exchanges between shengreén.
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together and pooled family property” (Bell/Chaibong 2003: 230f.).% Fam-
ily members are expected to turn over their income to the family fund
(8&#), from which the dangjiarén (12X \) pays for daily expenses. Per-
missible spending and surplus shares are determined according to positions
within the family (Hwang 1987: 950). As stated in Section 2.1.2, family is
the basic building block of Chinese society: on family one depends, and in
family one trusts.

Unlike jiarén, shurén often control a large amount of rénging. In fact, if
an individual cannot satisfy his instrumental interests by interacting with
Jjiarén, he will seek to select shurén from a large pool of actors according
to competence and specialization: For the same reason, shurén often con-
trol less gdnging than jiarén. However, depending on the number of com-
monalities, shurén may control a considerable amount of gdnging. Possi-
bly aware of the requirements of self-assertive guanxi, actors may decide
to regularly get together in order to maintain the underlying feelings of af-
fection and intimacy. Similarly, shurén seek to prolong the voluntary—
ideally never-ending—relationship by concealing or even suppressing au-
thentic emotions, for both positive and negative sentiments can lead to ag-
gressive confrontations and public conflicts (A FFH5E, He Y et al. 1991:
57). This is what He Xuefeng has in mind when he says that shurén guanxi
is cultivated according to the “basic social principles of rénging and
mianzi” (2003: 57).

Such distribution of rénging and gdnging suggests that actors in the
guanxi system fall into the two clusters jiarén and shurén. Individuals
within these clusters are assumed to exhibit a large number of structural
similarities in terms of control over and interest in rénging and gdnging.
The members of each cluster are also considered to be fairly distinct from
individuals in the other. Needless to say, assigning to a category those ac-
tors who are located close to the borderline of both clusters may be diffi-
cult (see Figure II-5).

80 Note that “in an economic sense, guanxi networks are a cultural-specific form
of ‘clans’” (Hermann-Pillath 1994: 282).
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Fig. I1-5. Jiarén and shurén clusters in resource-based actor classification

Chung and Hamilton’s assertion that “guanxi (...) is an iterated process
and not a condition of being” (2002: 13) perfectly fits into the above ex-
planation that guanxi is a result of individual interests in and control over
rénging and gdnging. Some relationships in (traditional) China, however,
are maintained in spite of a shortage (or even in the absence) of these re-
sources, suggesting that an external force binds actors. These so-called
complex relationships (Coleman 1990: 43f)) are continued because of the
existence of social norms.?' Although inbred ties should be “easiest to ac-
cept” (2 % 1, He XF 2003: 33), the Chinese are actually forced into
them.

While such predetermined ties are believed to have been the foundation
of traditional Chinese society (see above), their importance has weakened
over time (Zhuang/Yang 1991: 169f.), as migration has widened the spatial
gap between family members and the number of arranged weddings has
decreased. Chen Junjie (1998: 109) further supports the idea that guanxi is
self-assertive rather than based on predetermined ties: if brothers get into a
row, their strong normative foundation from close lineage will not produce
good guanxi. Also, if relatives fail to see each other regularly, their rela-
tionship cools off (A £ #%#t). Conversely, Chinese people who are tied by

81 The organization of family positions according to wii liin (see above) would be
one such norm.
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strong affection often call each other “brother” (&f#F, #4) or “sister”

(AL, RYE).

Sections 2.2 and 2.3 respectively addressed rénging and gdnging as ex-
change resources and their role in actor classification. However, an actor’s
“face” (mianzi) must be interpreted as an exchange resource too. As mianzi
is not controlled by individual actors, its introduction as a “prerequisite of
the guanxi [system]” (Chen JJ 1998: 106) would represent a (methodologi-
cally invalid) ad hoc assumption. Rather, it is suggested that “face” be in-
troduced as a (third) exchange resource after the emergence of norms has
been dealt with in Section 2.2.5.

2.2.4 The Emergence and Structure of Guanxi Networks

The exchange setting depicted in Section 2.2.2.3 becomes more compli-
cated if more than two individuals are involved. Let’s assume a situation in
which actor A controls resource bundle p’ and is interested in p°, actor B
controls p° and is interested in p’, and actor C controls p’ and is interested
in p’. Figure II-6 depicts such a case of sequential exchanges.
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Fig. I1-6. Sequential exchanges in a three-actor setting
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If “repayment” in such a setting were to be actual rather than “implicit”
(Luo 2000: 42), it would be necessary for received promises to be valid in
other relationships. A common currency makes it possible to split each
transaction into two “half-transactions” (Coleman 1990: 120f.), each in-
volving a promise of payment. Half-transactions bring together control
over resources and interests much more easily than in-kind exchanges be-
cause the accounts of the participating actors are settled after each half-
transaction. Therefore, the market economy has introduced money as a ne-
gotiable medium of exchange and as an objective conversion unit.*?

In the guanxi system, however, there is a problem with using resource
bundle promises as clearing units, for the medium of exchange lacks a sin-
gle, objective value. Promised resource bundles are “person-specific
debts” (Yang MH 1989: 45), the value of which may be precisely known
only by the actors within a given relationship.®* This value can sometimes
be difficult to quantify, but it is by no means “unmeasurable” (Luo 2000:
42). Due to an inability to overcome the problem of balancing debt and
credit, the guanxi system—Iike many other non-economic exchange sys-
tems—has no “universal exchange rates” (Yang MH 1989: 143). Thus it
would be incorrect to apply the term “currency” (Luo 2000: 14) to any ex-
changed resource in the guanxi system, as appealing as this expression
admittedly sounds.

For the above reasons, promises are transferred from one relationship to
another only to a minor extent. Chains of promise exchanges are very short
and, in general, they do not involve more than two relationships. Only in
extremely firm and entrenched networks, may people say “Mr. Wang owes
me a favor, he’ll help you for me”.% Due to the non-transferability of re-
source bundle promises, guanxi exchanges are restricted to a system of dy-
ads (recall Figure II-3), rather than the structure depicted in Figure 11-6.

It must be noted that transferability differs based on the type of resource
bundle. While banquets—and the associated joy of good food—are never
transferable, information that can be used by another actor is, as are

82 The author is aware that money serves purposes other than standardizing the
exchange medium (e.g. value deposit).

8 Tt must be added though that, in order to ensure sanctioning (see Section 2.2.7),
the guanxi network must also have an understanding of the value exchanged.

84 The classic example for transferred promises, first investigated by Bronislaw
Malinowski (1922), is the exchange circle of Kula islanders. In this structure,
promises are handed in the form A-B-C-D-A, while resources run A-D-C-B-A.
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money, public transportation cards, and other material gifts. Even if gifts
are not directly transferable, such as personalized supermarket cards, they
allow for conversion through the purchase of other material gifts: either
they can be returned at the shop for cash (Jiang X 2001: 58), or they can be
sold.® Expensive cigarettes (one carton of the famous brand Zhonghua
[ 4£], for instance, sells at RMB 650 [US$81], or up to RMB 850
[US$106] when festivals approach) are given as gifts in quantities so large
that many officials have relatives open cigarette stores to sell them for
cash. However, since resource bundles require gdanging (see Section 2.2.3),
which cannot be redeemed, the above statement regarding the limited
transferability of resource bundles should largely be valid.

It would definitely be wrong to apply the term “transferability” (Luo
2000: 10; Ambler 1994: 69) to guanxi. Using a powerful actor in the
guanxi system to be introduced to disconnected actors does not transfer
guanxi, but merely allows the exchange of resource bundles, which in turn
produces new guanxi. In order to avoid confusing the role of intermediar-
ies, they will be dealt with below in the context of network extension.

Table 11-4 showed that actors who sequentially exchange resource bun-
dles face a certain degree of uncertainty. In order to explain how norms are
able to reduce this uncertainty, the setting needs to be extended to include
multiple dyads. The most popular approach to this extension is based on
Fei Xiaotong’s (1992[1947]: 63ff.) perspective on traditional Chinese so-
ciety, in which the pattern of individual connections resembles the concen-
tric “ripples flowing from the splash of a rock thrown into a pond” (7Kt
W 4), the strength of which diminishes as distance from the center in-
creases (Fei 1992[1947]: 62).% This metaphor is illustrated in Figure I1-4,
where sets of actors were connected. Fei’s approach, however, is inconsis-
tent with RCT, because the strength of an actor’s relationships is assumed
ad hoc.?’

8 Reimbursement of Shanghai Transportation Cards (#4218 K, valued at
RMB 100 [US$12.50]), for instance, is limited to RMB 39.50 (US$4.90, in
2004), including a card deposit.

8 For further analysis, see He Xuefeng (2003: 33)

87 For further criticism of the ad hoc assumption of norms, in particular reciproc-
ity, see Kirstein and Kirstein (2002: 185ff.).
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Here, the combination of two or more guanxi dyads into an aggregate
structure shall be performed by social network analysis (SNA),® i.e. a
powerful metaphor that delimits, describes, and analyzes interaction within
and between groups (Wasserman et al. 2005: 1; Lang 1997: 1). SNA
equates actors with nodes, a finite number of which is assumed
(V= {vy,v,,..., v, }), and it equates social connections between actors with
edges (L = {e;,ez,..., e, }). Connections between interacting individuals be-
come social relationships (<v;,v>, Marsden 2005: 8). According to the
configuration of the particular social setting, SNA organizes these ele-
ments into a social network, which is depicted as a graph (G). Since the
conceptualization of social structure as a network is centered on relation-
ships (Thorelli 1986: 37), SNA is well suited to exchanges within the
guanxi system.

In order to avoid the utopia of a whole network that depicts all the links
of an actor, partial networks limit analysis to a certain number of aspects
(Marsden 2005: 8, Barnes 1969: 57). This analysis will be limited to
rénging and gdnqing exchanges.®

Very much in line with Fei Xiaotong’s (1992[1947]: 63ff.) assumption
that Chinese individuals have an egocentric perspective of their entourage
(LA Hty), each actor composes his own unique personal network of
guanxi. From the center of this network, each actor (ego) maintains rela-
tionships with other actors (alteri, McCallister/Fischer 1978: 134; Collins
1988: 414; Marsden 2005: 8). Other actors that occupy a focal point are
termed guanxihi (F<Z J').% As depicted in Figure II-7, the dyads between
an ego and his alteri constitute a sociometric star.

8 Although Coleman apparently does not use the term social network metaphor,
his influential conception would probably not exist without this network model-
ing component. For recent research on the synthesis of network theory and so-
ciological concepts using a social network metaphor, see Davern (1997:
288ff.); for an overview of how social network analysis has developed, see
John Scott (1991: 7ft.)

8 The fact that mianzi (face) will be introduced later as a third resource does not
affect the validity of this argument.

% The term guanxthu is not restricted to individuals: it may refer to organizations
(Ci Hai 2003).
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ego alteri
Fig. II-7. Personal networks in the guanxi system

In the guanxi system, the combination of the personal networks of
member B (left) and his alteri constitute the guanxi network (5<% M, see
Figure 1I-8).

Fig. I1-8. Guanxi network

The dynamics through which a guanxi network emerges from dyads
shall be illustrated with the earlier example. Assuming the initial allocation
of resources and interests (see Table II-1), the exchange structure is ex-
tended by several additional actors. In an effort to keep things as simple as
possible, the entire analysis of the guanxi network will not exceed four ac-
tors and five relationships. This choice is not arbitrary, but rests on specific
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requirements of guanxi norms and sanctioning mechanisms that will be
addressed in Section 2.7.

First, however, assume a three actor scenario in which actor A has es-
tablished guanxi with actor B, and actor B has established guanxi with ac-
tor C, or formally G: {<v';3%>; <v#v>1\ {<1v;y°>}. Suppose that actor A
is facing a problem, e.g. a document that he cannot translate by himself.
He may then ask actor B, knowing that B is incapable of performing this
task (e.g. due to a lack of language skills), but aware that he may have an
actor in his personal network who is able to provide the service (Chen JJ
1998: 113).°' Suppose as well that actor B learns that actor A’s interest in
the resource bundle (e.g. translation) is larger than actor C’s interest (e.g.
time).

Actor B may decide not to get involved in the transaction between A
and C, but merely introduce both parties to each other, for instance indicat-
ing that “this person is an important person in my network” (IX 2 FA 1
KZAJF, Zuo 1997: 62) or providing a signed letter of introduction (51,
Ma C 2001: 26).22 If actor B takes on the role of an intermediary (*1[f] A,
Graham/Lam 2003: 86; Yang MH 1994: 124), or more precisely an intro-
ducer (/M4 \), actor A and actor C establish gudanxi by creating an imbal-
ance in their exchange accounts.” For A, this may be advantageous as he
would be able to contact C directly if the same problem were to arise
again. The incentive of an intermediary (actor B in this case) to facilitate
the exchange of actors A and C is that both parties incur a (minor) obliga-
tion towards the intermediary. Fan (2002b: 550) states that exchanging

1 If actor B is both willing and able to help actor A, no guanxi network emerges.
This case is redundant with the situation discussed in section 2.2.2.

%2 As an example witnessed by the author in the Chinese railway industry shows,
such a letter need not be formal: a director of the Ministry of Railways had sim-
ply signed his name and written two cell phone numbers on a napkin, which in
fact opened the door to the Ministry’s license department. Perfectly in line with
this anecdote, the magazine Passport China (June 30, 1996; similarly: Li/Labig
2001: 345ff.) recommends the following to foreign negotiators: “If you have
friends (...), ask them to write a letter introducing you (...), explaining the rea-
sons for your visit and providing an itinerary. As a next step, you should write
to request an appointment. If you do get a meeting, bring an additional letter of
introduction from your friend that affirms your character.”

% For details on trust intermediaries—consultants, guarantors, and entrepre-
neurs—see Coleman (1990: 232ff.).
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actors often treat the intermediary “with a nice dinner”.** Also, commis-
sions ([9[4[1) are a common way to compensate intermediaries (Chen JJ
1998: 158).%

While the personal networks of actors A and C are extended, the size of
the guanxi network remains unchanged (see Figure I1-9). However, the in-
troduction is beneficial for the network, because by establishing (% 37.)
additional guanxi, actors increase the number of resources that are directly
available.

Fig. I1-9. Increased connectedness in a guanxi network

It is important to note that the guanxi network is not extended (or does
actually not emerge) if actor B decides not to introduce actors A and C, but
rather to forward the resource bundle. The same logic applies to any finite
number of actors that function as go-betweens, which would result in a
“guanxi chain” (K RSk, Zuo 1997: 226). The exchange is performed
through the dyads of the initial guanxi network (Fan 2002b: 550).

Unlike in the above scenario, it is also possible that actor C is not a
member of the same guanxi network. In this case, the resource that solves

% Actually, the incentive of introducing actors to each other can be modeled as a
resource. This idea is implicit in the discussion of the role of mianzi in the
guanxi exchange system (see Section 2.2.6).

% Commissions in the Chinese construction industry usually account for around
8% of project cost.



2.2 Conceptualizing Guanxi 77

actor A’s problem would not be available in the initial network.? From the
fact that exchanges take place only within a network and that guanxi re-
quires the existence of an unbalanced obligation (Yang MH 1994: 122f,;
Luo 2000: 14), it follows that actor B must be a member of another guanxi
network, in which he has exchanged with actor C (for the sake of simplic-
ity, actor D and his connection to actor C shall be excluded here). Such a
setting, in which actor B is a boundary spanner (Kostova/Roth 2003: 310;
Brass 1989: 523) connecting a guanxi network with an initially discon-
nected actor (C), is depicted in Figure 1I-10.

Fig. I1-10. Guanxi network with an initially disconnected actor

Actor C is integrated into the network by the intermediary, actor B, who
introduces both exchange parties to each other, thereby enabling them to
extend (¥ K) their personal networks. Also, the overall guanxi network
expands, as visualized in Figure II-11.”7 As intermediaries vouch for the
proper exchange conduct of both parties (Coleman 1990: 180ff;
Schramm/Taube 2001: 7), the network expands without increasing

% Note that it is regarded as “improper and indeed unthinkable” (Yan 1996a: 16)
to resort to an outsider if a network member is capable of assisting.

7 Similarly, Schramm and Taube (2001: 7f.) state that the connection that
enlarges the guanxi network is frequently established by giving gifts. Such dy-
namics can also be analyzed with Petri nets (Rosenstengel/Winand 1982: V),
Petri nets are a tool for modeling processes; they are named after their devel-
oper, Carl Adam Petri from the Faculty of Sociomatics at the Technical Univer-
sity of Hamburg.
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uncertainty; this important issue will be addressed later in the context of
sanctioning (Section 2.2.7).

Fig. II-11. Extension of the guanxi network

Obviously, for a guanxi network to emerge or expand, individuals do
not need to be bound by a “circle of insideness for the two strangers”, as
predicted by anthropologist Yang Meihui (1994: 194). In Coleman’s socio-
logical theory, an intermediary is a mutual acquaintance who introduces
two parties and vouches for their exchange conduct. Nevertheless, from
this simple network extension mechanism, there may emerge an “ex-
tremely complicated structure of social relations” (Hwang 1987: 952).
Three issues that are related to the structure of guanxi networks merit fur-
ther attention, namely network size, connectedness and symmetry, and
membership costs.

The enlargement of the guanxi network is advantageous for its members
because with each additional relationship they gain access to more diverse
exchange resources. The larger the network, the greater the chances that
certain resource bundles can be supplied from within the network
(Schramm/Taube 2001: 18). The guanxi network, however, will not ex-
pand infinitely (Yang MH 1994: 140), for structural constraints limit its
size. Governance costs increase in proportion with the number of network
members because effective information processing, which forfeits defec-
tion as the dominant strategy, becomes more difficult. Technically speak-
ing, there is rivalry in the consumption of network governance (so-called
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crowding effects). The problem of an inefficient surveillance mechanism
will be discussed in depth in Section 2.2.7.

The trade-off between these two structural forces explains why there is
an “optimum size” (Sandler/Tschirhart 1997: 344ff.) for a guanxi network.
This limitation in size may cause in-groups to also perform tasks that, if
division of labor prevailed, out-group individuals could perform better or
cheaper. The existence of an optimum size calls into question the validity
of statements such as, “Guanxi links millions of Chinese [...] throughout
the region into a social and business network” (Day 2002: 85; similarly:
Luo 1995: 249). Since a guanxi network observes the transaction conduct
of network members, it would actually make sense to define network size
in terms of transactions (rather than members). Postulating that guanxi
networks have an immanent incentive to maximize the number of transac-
tions, Schramm and Taube (2001: 18) correctly pointed out that there will
be a threshold for the total number of transactions.

Network size also depends on the ability of the average actor to main-
tain guanxi (“guanxi capacity”, Luo: 2000: 53ff.). Guanxi cultivation is
subject to constraints in terms of time, money, and emotional efforts. Due
to the obvious difficulties of quantification, this discussion shall not go be-
yond the above determining forces; rather it shall turn to empirics.

Empirical data on the size of guanxi networks is sparse. Statistics are
available neither for the number of transactions within guanxi networks
nor the number of network members. This is likely because guanxi net-
works do not have an “office” (JpZFHLK, Ji 1999: 52). A rough idea is
provided by the story of Wu Biao, who introduced 76 executives into his
guanxi network (He XM 2000: 22). Another impression can be found in
Huang Yugqing’s 1999 analysis on rural exchanges in Xu village, Hubei
province, which had 200 actors (Huang 2002: 89). Although the average
size of rural guanxi networks tends to be smaller in some parts of China
(e.g. Hubei) and larger in others (e.g. Jiangxi),” this figure seems a good
estimate of the number of jiarén and shurén; He Xuefeng (2003: 3, 21, 25)
further supports this approximation of the size of a guanxi network.

Environmental uncertainty in a guanxi network is significantly lower
when information flows are characterized by alacrity, and when the capac-
ity for penalizing opportunistic behavior is high (Standifird/Marshall

% The size of guanxi networks in a rural setting mainly depends on demographic
factors, such as the size of the community.
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2000: 32). These two features depend on communication, which in turn
mainly hinges upon network connectedness and symmetry. Connectedness
simply refers to the total number of links within a given network; the
higher connectedness is, the higher efficacy will be. Symmetry describes
resource distribution across a network. If a large amount of connections
originate and/or terminate at one actor, this actor may create a personally
beneficial bias in the flow of information in terms of recipients, speed, and
content. As shall become evident in Section 2.2.7, both connectedness and
symmetry have a strong impact on the ability of the network to effectively
coordinate the enforcement of norms. Statistical data on the connectedness
and symmetry of guanxi network are not available. Regarding the strength
of ties, Peng and Heath (1996: 514) speculate that guanxi partners in busi-
ness build “loosely structured networks”. On the contrary, Bian Yanjie (for
instance in Bian/Ang [1993: 981ff.]), professor at the Hong Kong Univer-
sity of Science and Technology, and Liu Linping (2002: 294f.), state that
guanxi networks are composed of “strong ties”, referring to Granovetter‘s
split into strong ties (i.e. friends) and weak ties (i.e. acquaintances,
Granovetter 1983: 201).” If Granovetter (1983: 210) were right, the aver-
age strength of social ties should increase the lower the class stratum of the
people connected. This insight, however, is based on the analysis of West-
ern societies and has yet to be tested for the guanxi system.

The third and last issue that shall be addressed here is cost. As all actors
of a network assume a portion of the costs of running the network, mem-
bership in a guanxi network is not free (Lee/Ellis 2000: 26f.). On the con-
trary, network cultivation can be extremely pricey if high-class wining and
dining with people of large discretionary power is involved. These ex-
penses represent a potentially very large investment (Luo 2000: 55f.)—the
term “fee” does not apply, because the money is not formally collected by
an organizational body (JGZHZ4, Ji 1999: 52).

Only few studies hint at the amount spent on guanxi cultivation in prac-
tice. Referring to a survey by Hong Kong’s Independent Commission
Against Corruption, Leung et al. (2003: 2) indicate that 3% to 5% of the
operating costs of Hong Kong firms are spent on their managers’ guanxi.
Yan’s (1996a: 12) survey in Xiajia village ("~ U4Y), rural Heilongjiang
province, suggests a figure of 10% to more than 20% of annual net in-
come. In a study conducted by Zhong Qing (1995: 226), villagers’

9 This treatment using the four criteria (frequency of interaction, degree of emo-
tions, intimacy, and reciprocation actually) goes back to Granovetter’s “The
Strength of Weak Ties” (1973).
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expenses for guanxi ate up as much as 30% of annual net income; some
individuals substantially exceed their income, making up for the difference
with bank loans (%¥7X). The study also suggests that expenses grew annu-
ally at double-digit rates in the early 1980s (Zhong 1995: 226). In spite of
the fact that that these scattered data do not produce a clear picture, it
seems safe to conclude that membership in a guanxi network is associated
with significant costs.

2.2.5 The Norm of Reciprocity: Bao and Renqing, Again

The network presented in the previous section represents a structure in
which exchanges may take place. Its emergence has been explained based
on the simplifying assumption that actors consider only direct exchange in-
terests. In fact, however, the rules that specify what actions a group of in-
dividuals considers appropriate are more refined in the guanxi system. De-
spite isolated claims that reciprocity “is not required or expected—indeed,
it would be inappropriate” (Bell 2000: 134), it is widely accepted that
guanxi is driven by reciprocation, bao (3R, [F1#it, Hwang 1987: 956; Gra-
ham/Lam 2003: 86), i.e. exchange reciprocity (A4t f¥JI 4, Huang
2002: 90; Chen JJ 1998: 158). This reciprocity is part of a specific set of
social norms (£ #yE, Chen JJ 1998: 112), i.e. the norms of the guanxi
system (K FR MV, Chen JJ 1998: 102).1 The fact that these social norms
are not codified may render them invisible, but not “intangible” (Luo
2000: 10). Social norms are rarely written down, and it would be wrong to
mystify the guanxi system, just because these norms are complicated
(22%, Ma C 2001: 20). Usually these “inter-subjective rules (...) are well
recognized by the people involved” (Kao 1991: 269) in the guanxi net-
work.

In general, the longer the tradition of a culture, the more differentiated
the set of interdependent norms (norm structure). Due to the great com-
plexity and pervasiveness of the norms that Chinese tradition has pro-
duced, Fei Xiaotong (1992[1947]: Chapters 4—6) structured social relation-
ships primarily normatively. Analyzing Fei, Hamilton and Wang (1992:
25) argue that Chinese society rests on networks of social relationships that

100 The relationship of codified laws and norms shall not be discussed here, but
rather in the concluding chapter, which assesses the results of this analysis in
terms of ethics; suffice it to say that social norms exist in the absence of a legal
system.
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emerge from actors’ obedience to normative roles.!®' This assumption,
however, is invalid in Coleman’s sociological theory.!®

As an advocate of methodological individualism, Coleman (1990: 260)
explains the emergence of a norm mainly with goal-oriented actions at the
micro-level—“mainly” because his full explanation, along with the inter-
ests in and control over resources of guanxi-embedded individuals, takes
into account the conditions that have to be met for a norm to actually come
into being. Rather than the notion of rational network members over-
directed by norms, the modern Chinese guanxi system is understood to en-
tail motile (B8 214 1) individuals (Chen JJ 1998: 102). These self-
determined actors consciously create norms because they yield benefits.
Note that although they are a socio-structural element resulting from the
micro-level, norms are the property of the system, not of the actor.!*

Exchange systems may restrict interaction in terms of exchange actors,
time, place, resources and reciprocity. While the guanxi system seems not
to have devised major norms for the selection of network actors, time, and
place, the situation is different for the other two structural elements. As
was mentioned in Section 2.2.3, guanxi networks expect actors not to pur-
sue solely instrumental or affective interests, but to exchange resource
bundles; this clearly represents a norm concerning exchange resources.
Much more relevant in the context of uncertain exchanges, however, is re-
ciprocity (Chung/Hamilton 2002: 3f.; Schramm/Taube 2002: 6f.; Fan
2002a: 372; Chen JJ 1998: 158). This section will discuss the specific as-
pects of reciprocity imposed on exchanging jiarén and shurén.

101 Tn this context, Coleman (1990: 242) draws an analogy to the Indian concept
of dharma.

102 Tt is for this reason—i.e. the presumption that individual ties are pre-
determined through Confucianism—that Hwang’s (1987) well-claborated
scheme produces merely a partial understanding of the guanxi system.

103 The necessity of such an approach is disputed. Many scholars do not formally
raise the question of the nature of the mechanisms required to start such a sys-
tem. In his best-known article, Alvin Gouldner (1960) elaborates on the norm
of reciprocity and its role in social systems. He takes, as he acknowledges, the
“usual perspective of functional theory” (Gouldner 1960: 177) that focuses on
established social systems and on the mechanisms by which they maintain
themselves. While for individuals the norm may be seen as a “starting mecha-
nism” because it helps to initiate social exchanges, the beginnings of such a
social system are not addressed by Gouldner.
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Chinese society is structured along the “principle of reciprocity” (H. 2
J7 ), Huang 2002: 90). As this principle is the “credo of life” (ZEiH 15 4%,
Zuo 1997: 223), long-term relationships are maintained only if guanxi
partners obey its normative provisions (Huang 2002: 90). Although recip-
rocity may be explained with strong Buddhist influences (Herrmann-
Pillath 1997: 7), it is actually important in most societies. Gouldner (1960:
161ft.), therefore, has termed reciprocity a “universal norm”. This analysis
shall be restricted to the reciprocity of guanxi exchanges, which empirical
studies (e.g. Yan 1996a) has shown to indeed play the primary role.

In the guanxi system, actors who accept a gift incur the obligation to re-
ciprocate (4L MjfE K, He XM 2000: 21), i.e., gifts “must be returned”
(4[], Huang 2002: 92) and, proverbially expressed, “favors may not be
held back” (L& ). In order to “not forget what other people have
done for you” (JEE L / %1IE EHR), not even “if the benefit is small”
(A BLA)/NT IS 2), actors usually keep records of the resource bundles re-
ceived and given, particularly at ceremonies (Yan 1996a: 5; also see
above).!

In addition to the “principle of give-and-take” (4352 Jii ], Huang 2002:
90) there is a norm that ensures the continuance of relationships (and
thereby stability of the network), even if a dyadic exchange yields a loss in
terms of rénging and gdnging. Such sacrifices will be rewarded by the
network with “face” (mianzi). Actors who have much “face” are expected
to accept more sacrifices than those who have not; the latter may even be
forgiven greed (7Zf) or thrift with money (/N"<). This issue will be
summarized in the next section.

It was said in the introduction to this section that reciprocity in the
guanxi system 1is actually more diverse than assumed in Section 2.2.2.
What allocation of rénging and gdnging is desirable depends on the role of
exchange partners (Chen JJ 1998: 158; Chung/Hamilton 2002: 11). Recip-
rocation among jiarén and shurén can be distinguished by applying
Hwang’s (1987: 945ff.; 2002: 7) structure of the traditional Chinese under-
standing of fairness. Drawing on Deutsch’s (1975: 137ff.) concept of jus-
tice norms, Hwang elaborates on how the Chinese perception of fairness in
social exchanges depends on equity, equality, and need.

104 Exactly the opposite is claimed by Day (2002: 85), who states that “no formal
accounting (...) is maintained.”
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The equity rule (A~F-£M)) distributes profits or losses yielded by the
social exchange according to the contributions of individuals (Hwang
2002: 7). Actors emphatically insist that a minute balance (-3,
Huang 2002: 90) be produced: “I gave you a lot of benefits, now I want
something back” (FA K52 H, T ZEMIRE FH—H; He XM 2000:
22). This exchange pattern actually describes reciprocation between
strangers that have been excluded from the guanxi system due to a lack of
control over gdnging (see Section 2.2.3). Therefore, the below discussion
of reciprocity can be restricted to jiarén and shurén.

As in most traditional societies, close kin are ideally perceived to fulfill
one another’s needs without anticipation of reciprocity, which is why
jiarén are expected not to calculate debts (AN, Yang MH 1989: 42).105
Jiarén are observed to usually apply the need rule (77 =Kv%N], Hwang
2002: 7) and distribute profit and losses according to the legitimate needs
of an individual. A differing understanding of needs, however, may lead to
conflicts G 1% #1158, Hwang 2002: 7) between close family members.

A rather romantic explanation would argue that rendering support to
people without the prospect of reciprocation would be based on the Confu-
cian principle of forgiveness. This “ideal of sages” (Hwang 1987: 957,
drawing on King [1980]) certainly is too weak to produce a stable social
structure among ordinary Chinese people. In fact, expectations for recipro-
cation vary across jiarén based on positions.

In traditional China, there is a strong tendency for offspring to reim-
burse their parents for the expenses incurred in their childhood (Hwang
1987: 956). This prospect is implicit in the idiom, “Foster your children in
order to prevent misery in old age” (3% JLBi3). This expression must be
understood—just as the primary role that male descendants have in Chi-
nese cultural and spiritual traditions (Chen JJ 1998: 104, 108)—in the con-
text of the hard physical labor in the fields that is required to ensure the
welfare of elderly family members. Considering the better job opportuni-
ties and salaries for young men, the Chinese preference for male over

105 Note that Bell (2000: 136) criticizes the notion of “gift exchange”. He prefers
“gift giving”, because “there is only a flow of /iwu [gifts] in one direction and
nothing coming back—a process for which the term ‘reciprocity’ is mislead-
ing.” Also, according to Gouldner’s (1960: 171) definition of reciprocity as a
“roughly equivalent” return, exchanges among jigrén are not guided by the
norm of reciprocity.
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female children makes sense even today, and certainly helps explain the
persistence of this momentous attitude over time. In order not to risk their
old-age insurance, the elder generation expects its offspring to take care of
the body, reminding them that “body, hair and skin are inherited from the
parents” (G KKK, %2 B, Tan/Man 2001: 56)—an idiom that is fre-
quently used in contemporary Chinese language.'%

This logic does not only apply to basic care-giving (i.e. family responsi-
bility, Chung/Hamilton 2002: 5); it also holds for transactions in the
guanxi system. If a father asks a favor of his traditionally raised son, the
son will seek to live up to the father’s expectations and not ask him for re-
ciprocation. At the same time, if the same son seeks a favor from his fa-
ther, the son is expected to give him something in return, maybe of equiva-
lent value. Such obligations depend on the “thickness” of blood (>%¥#i, He
XF 2003: 16), i.e., they are deepest between parents and children (in par-
ticular father and son), and they become less binding for brothers, cousins
on the father’s side etc. (Chen JJ 1998: 104ff.; Luo 2000: 9). Although
Confucian wii lun does not seem to play an important role in contemporary
China (see Section 2.1), such asymmetric reciprocation could be the es-
sence of Confucianism that still “shapes the minds of Chinese people”
(Chen JJ 1998: 108) in present-day China.

It was stated earlier that reciprocation among shurén is different from
reciprocation among jiarén. Probably due to their crucial position in the
guanxi system, shuren face a refined scheme of reciprocation (Zuo 1997:
223). According to Hwang (1987: 945), relationships that place great value
on continuation (and hence emphasize harmony, cooperation, and solidar-
ity) frequently apply the equality rule. This norm prescribes that actors al-
locate resources irrespective of individual contributions. Chung and Ham-
ilton (2002: 9) thus note that exchange partners generally tend to share
benefits more or less equally. The normative structure of shurén guanxi,
however, is sufficiently explained only with a derivate of the equality
norm, namely the “rule of rénging” (N 1fi% N, Hwang 1987: 946; Hwang
2002: 7; Zhang/Yang 1998: 257; Tan/Man 2001: 57).'” The normative

106 There is isolated disagreement. Huang Yuqin (2002: 90) states that in China,
“persons of lower status traditionally do not need to reciprocate gifts re-
ceived”; status, however, is likely not to refer to family but to the wider social
context. Similarly, Luo (1997: 44) believes that in guanxi, often the weaker
transaction partner is favored.

197 Note that Gouldner (1960: 171f.) expected the norm of reciprocity for different
groups of social actors to vary across cultures.
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connotation of rénging was mentioned in Section 2.2.2, when rénging was
introduced into the analysis as an exchange resource. The lack of distinct-
iveness of the term rénging in the Chinese language becomes clear when
Chen Junjie (1998: 158) opposes reciprocation with rénging resources to
the normative reciprocation pattern of instrumental exchanges.

Reciprocity in the norm of rénging is best described by some common
Chinese idioms:

“If you have received a droplet of generosity, repay it like a gushing spring.”
CZ AR, ER i R AR, Zuo 1997: 67)

“If someone honours you with a foot, honour him with a yard.”
(NHAR—F, RN — ], Yeung/Tung 1996: 55f.)

“Return for each peach received a [more precious] plum.”
(Fz LIk, iz LAZE, Hwang 1987: 957), which goes back to the
“Papaw Story” (KJK) in the Book of Songs (W42, Zuo 1997: 224)

In spite of the difficulties of objectively calculating the value of re-
source bundles (see above), paying back the approximate amount received
is considered “a refusal [of the relationship] and an insult” (344 F{f 5%,
Huang 2002: 90). The dynamics of such exchange patterns are visualized
in Figure II-12. If actor B, in accepting resource bundle p’, incurred an ob-
ligation valued at 7", the exchange would be balanced once actor B recip-
rocated by transferring a resource bundle of the value 7'~ to actor A. The
norm of rénqing, however, adds to each obligation a mandatory surcharge
(the difference in the areas of the gray and black arrows, i.e. 7'" - 7'). Re-
quiring actors to return more than they have received (Fei 1992[1947]:
124), the norm of rénging modifies the exchange structure, so that at no
point in time are debt and credit accounts at equilibrium (Yang MH 1994:
143).108

If actor B fails to create a new, reversed imbalance, either by returning
an object of equivalent value or by non-reciprocation, the exchange partner
will eliminate affection from the relationship (Hwang 1987: 957) and—as

108 Gouldner (1960: 176) already supposed the existence of such a convention in
social systems: “We should also expect to find mechanisms which induce peo-
ple to remain socially indebted to each other and which inhibit their complete
repayment. This suggests another function performed by the requirement of
only rough [see above] equivalence of repayment that may be involved in one
of the norms of reciprocity.”
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affection is required in guanxi exchanges (see above)—this would termi-
nate the relationship. Hwang (1987: 957) reports that people could even
become enemies. One of the reasons why gifts may differ according to the
status of the recipient (% {14 A, Bfift 4 4L, Yan 1996a: 5) and according
to other people’s gifts (Huang 2002: 92) is that all gifts must be recipro-
cated. If the size of the gift does not take the recipient’s ability to recipro-
cate into account, the partner who is unable to reciprocate will face a
rénging dilemma (1% 3%, Hwang 2002: 7). Eventually, the gift may
even “press [the recipient] to death” (#%4L K &%, Huang 2002: 92). Ob-
viously, the norm of rénging implies a “propensity for escalation” (Yang
MH 1994: 143; Yau et al. 2000: 16ft.).
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Fig. I1-12. Reciprocity in shurén ties: the norm of rénging

It would appear that the norm of rénging at each stage “exhibit[s] a tilt
of disadvantage directed to the self (self-loss)” (Yeung/Tung 1996: 55).
Yeung and Tung attribute this phenomenon to the fact that “[m]embers of
Confucian societies assume the interdependence of all events” and that
they “understand all social transactions in the context of a long-term bal-
ance sheet” (1996: 55). Rather than facilely suspecting Confucian forces,
the “expectation of an unlimited exchange of favors” (Luo 2000: 10) can
be explained by the future benefits actors are able to derive from commit-
ments to long-term relationships.

In an exchange system that forces both actors to return more than the in-
terest the exchange partner requires for an isolated exchange transaction,
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the resulting permanent imbalance prolongs their relationship indefinitely.
Presuming that both actors derive benefits from exchanges, neither of them
has an incentive to terminate the relationship. If reciprocity were 100%,
both actors could terminate the relationship without cheating and hence
violating the norm. Therefore, the norm of rénqing stabilizes the exchange
system by creating indefinite relationships.!®

From this perspective, the ubiquitous struggle over paying the bill in a
restaurant (mdidan, J%*.) is not merely “an honor, for which one has to
fight! Even people who urgently hope to lose the fight [of paying the bill]
will pretend to want to pay” (Chen Hanne 2002: 225). Although there cer-
tainly are genuinely generous people, it would be wrong to ignore the utili-
tarian aspect here. Mdidan is a common way in the guanxi system to con-
sciously create obligations. Instead of interpreting chikui ("7 %) as
“coming up short” in an exchange, members of a guanxi network under-
stand it as the temporary, one-sided imbalance upon which the exchange
system is based (see Sections 2.2.2.3 and 2.2.4), i.e. as credits that have not
yet been reciprocated (or, if partial returns are assumed, repayments that
do not yet amount to the total obligation). Elaborating on the moral subor-
dination associated with exchanges, anthropologist Yang Meihui
(1989: 44) goes even further by stating that “the recipient becomes subject
to the internalized will of the (...) person of the donor”.

“The science of ending up short tells you that in order to receive, some-
thing must have been given in the first place” (W75 2% 5 VrR: AR I Z,
W2, Tang J 1998: 9, 111). If performed anti-cyclically in a long-
term relationship, i.e. in multi-stage exchanges, chikui not only loses its
negative meaning, but actually becomes beneficial. By deliberately incur-
ring obligations when they do not cost much effort—preferably when the
gift or favor is of great importance for the recipient—rational actors pile
up a reserve of resources that can be brought out in times of need. As such
obligations represent an “insurance policy” (Coleman 1990: 310; Yau et al.

109 Michailova and Worm (2003: 10) argue that the maintenance of gudnxi itself
would be the reason not to reciprocate immediately because “continuity of re-
lationships is a precondition for the existence of (...) guanxi.” Herrmann-
Pillath (1997: 11) points out—though without providing convincing argu-
ments—that reciprocity alone would ensure the long-term stability of the
guanxi system. In their comparative macroeconomic analysis, Lovett et al.
(1999: 236) find that, by prescribing long-term patterns of behavior, appropri-
ateness in the guanxi system involves a “large perspective”.
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2000: 16ft.), it is not surprising that chikuf is associated with good fortune
(7 EAH).

It has been implied in this section that, for a norm to constrain a specific
action, control over a resource bundle needs to be held not by the owner
but by other actors that exert authority by virtue of consensus. In order to
answer the questions of when there will be consensus within the social
(sub-) system and why norms may not emerge despite a majority of indi-
viduals in a group having an interest in it, Coleman (1990: 247) drew up a
three-level typology, which revolves around who claims the norm and the
person to whose action it is directed.

First, norms fall into two categories, namely proscriptive norms and
prescriptive norms. The former forbid focal action, i.e. the particular ac-
tion at which the norm is directed, while the latter describe actions an actor
must perform. From the indicative structure (e.g. “you should return a
fountain...”), it is clear that the guanxi system applies prescriptive norms.
However, whenever an actor has the choice between only two alternatives,
the distinction between proscriptive and prescriptive norms is redundant:
proscribing one focal action (reciprocity) implicitly prescribes its alterna-
tive (non-reciprocity). At the same time, the norms of the guanxi system
contain proscriptive elements, leaving actors considerable room to maneu-
ver. Neither exact time nor specific value of the reciprocation are defined
(Chung/Hamilton 2002: 8f.; Schramm/Taube 2001: 8); only early or late
reciprocation is prohibited.

Second, Coleman distinguishes between disjunctive norms and conjunc-
tive norms. If the interests of target actors—i.e. the group of individuals
that perform the focal action—and beneficiaries—the group of individuals
that benefit from the focal action—are conflicting, the norms are termed
disjunctive. Beneficiaries have an interest in all actors abiding by the norm,
while target actors aim at performing their action regardless of the norm. If
the sets of target actors and beneficiaries coincide, norms are termed con-
Jjunctive. In the guanxi system, target actors are those individuals who re-
ceive resource bundles, while beneficiaries are the individuals who give
them. As the members of a guanxi network are both target actors and bene-
ficiaries at the same time, since they are embedded into multiple relation-
ships in which they (alternately) receive and give, the norms of reciprocity
take the form of a conjunctive norm.

Finally, conventional norms can be set apart from essential norms. Con-
ventional norms are selected randomly by actors, but after the norm has
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been fixed it is in their interest to follow it (e.g. drive a car on the right/left
side of a street). On the contrary, the content of essential norms coincides,
at least partially, with the interests of the beneficiaries, which persist re-
gardless of whether other actors are following the norm. The norms in the
guanxi system are essential norms because reciprocation is purposefully
selected, and its interests persist even if no actor follows the norm.

Zuo Bin (1997: 68) explains that Chinese people need the norms of the
guanxi system because they are “fond of the idea of ‘reacting’ [/ V] in
social intercourse”. Although need is indeed a requirement for a norm to
emerge, it seems that the situation is less trivial than that.

As developed by Coleman, several conditions must be met for a norm to
emerge. For the sake of simplicity, these conditions will be condensed to
the need for a norm and effective sanctioning.'® Seeking to reduce the de-
gree of uncertainty in exchanges, actors transfer their right to terminate
membership to the guanxi network (see Section 2.2.7). As this act is bene-
ficial for actors, the guanxi system meets the first condition for the emer-
gence of an effective norm of reciprocity.

The need for a norm, however, amounts to an insufficient condition for
its emergence. Norms will come into existence only if the beneficiaries of
the socially defined right of control over an action have the capacity to en-
force it. Because enforcement mechanisms are based on “face” (mianzi),
effective sanctioning can only be addressed after mianzi has been intro-
duced into the analysis in the next section.

2.2.6 Chinese Face (Mianzi)

Before turning to sanctioning mechanisms, another key component of the
guanxi system must be introduced: Chinese “face”. Considering that “one
should know the master’s face before beating his dog” (¥T %A + A,
Zuo 1997: 17), face represents a piece of information that is used in

110 Coleman (1990: 250f.) explains that the emergence of the need for a norm re-
quires several conditions to be met, among which the most important ones are
(a) the existence of external effects, that (b) must be similar for a group of per-
sons, (¢) that these external effects cannot be overcome by a market for control
rights or other simple transactions, and (d) that members communicate before
and after the norms are agreed to. As communication is more crucial in the
context of punishing non-compliance, this issue will be addressed in the con-
text of sanctioning (Section 2.2.7).
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interaction, and it implies a credible threat (7] % {& )W}, Ye/Zhang
2003: 2). Yet Chinese scholars have only recently started to extensively
analyze “face”. The famous writer Lu Xun (&il, 1881-1936) explained
why: “Face is frequently heard in our daily conversation, but because it is

easily understood, few people will actually think about [and analyze] it”
(Lu Xun 1973[1934]: 127).

Actually, the Chinese language distinguishes two kinds of face: lidn
(&) and mianzi (1f1¥-). Unlike licin, the semantic character of the latter,
mian, has been found in oracle bone inscriptions (FF & 3, Zuo 1997: 19).
Although mian(zi) has the longer etymological history, it is the character
lign that in modern Chinese visually describes “face”. More importantly, it
is the abstract meaning behi