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ABSTRACT. In China, guanxi is the basis on which

Chinese exchange a lifetime of favors, resources, and

business leverage. Guanxi is considered a unique construct

and a product of Confucian values and the contemporary

political and socioeconomic system in Chinese society.

With its cultural embeddings guanxi, as the social norm

of conduct, functions as complex adaptive systems that

expand and interconnect to become well-knit social

networks; meanwhile the functions of well-fixing and

self-reinforcement of the guanxi networks (chuens) are

synergetically activated internally, externally, and interac-

tively, which shows their extreme flexibility of adaptation.

Taking as a case study an outside direct investment (ODI)

Taiwanese firm in China, we address and conduct a survey

to examine the effect of guanxi on management. Results of

the research suggest that guanxi is not limited to interper-

sonal links; it is also the switch that activates social networks

and that reconciles interpersonal and internetwork mis-

matches to influence management efficacy.

KEY WORDS: culture, guanxi, complex adaptive

systems

Introduction

Behavior that is locally efficient can be inefficient

from a global point of view, being constructed with

indigenous value that is embedded within local

culture. Many firms are now in global alliances that

depend upon flexibility and adaptability to local

markets, requiring their managers to possess appro-

priate leadership styles to cope effectively with dif-

ferent value systems and cultures in international

management (Coviello et al., 1998; Fahy, 2002).

Culture, an essential component of which is personal

values (Kluckhohn, 1949; Kroeber, 1952), is now at

center stage (Cadogan et al., 2001; George et al.,

1998; Nakata and Sivakumar, 1996; Steenkamp

et al., 1999), in the context of analyzing the role of

leadership in maintaining sustained competitive

advantage for a firm and superior international per-

formance (Kimber, 1997; Jackson and Aycan, 2001;

Pfeffer, 2002). An investigation of managers’ per-

sonal values and their cultural antecedents is neces-

sary to understand the leadership of individual

managers and their potential to influence competi-

tive advantage (Erbring and Young, 1979).

In China, guanxi has been a way of life since time

immemorial, thus the personal investment required

to develop and maintain good social relations is

accepted as an unavoidable fact of life. Guanxi

interaction has been viewed by many scholars as an

idiosyncratic cultural phenomenon (Lee and Ellis,

2000) where Confucianism is the major life philos-

ophy. With respect to social context, Chinese cul-

ture provides a tightly knit social framework in

which individuals are protective of one another and

organizations safeguard their members’ interests.

This projects a preference for cooperation, group

decision-making, and relationships. Thus, the impor-

tance of networks lies in their emphasis on collec-

tivism and group harmony. It is suggested that China

is typified by the ‘‘government of people,’’ whereas

the USA is typified by the ‘‘government of law’’

(Chang, 1976). The cultural value of collectivism or

the designation of a ‘‘government of people’’ can be

interpreted as manifestations of a society governed

by guanxi (Chun and Graen, 1997).

Guanxi is considered a unique Chinese construct

(The Economist, 8/4/2000) and a product of Con-

fucian values and the contemporary political and
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socioeconomic system (Fan, 2002). For each specific

relationship, people in China ‘‘reconcile’’ through

interpersonal accommodation and negotiation

(Imrie et al., 2002). This is labeled the Chinese

system of management, i.e., the management of

people (Chang, 1976; Yang, 1959). We thus propose

that guanxi functions as complex adaptive systems

that expand and interconnect with one another and

expand into a well-knit social network. And the

guanxi network (chuen), well-fixing and self-rein-

forcing, synergistically activates internally, exter-

nally, and interactively, which shows its extreme

flexibility in adaptation that enables leadership with

better management, which supplements the leader–

member exchange theory (LMX; Graen and Uhl-

Bien, 1991, 1995). Therefore, in an organization,

leadership that adopts and leverages the guanxi

mechanism in constructing and managing can make

the system resourceful, contingent, and adaptive to

external changes.

For the purpose of our research, we conduct an

empirical study to explore the impact of guanxi on

management leveraged by desirable leadership. In

pursuing this objective the paper is organized as

follows. First, it reviews briefly the concept of

leadership as perceived in cultural contexts. Second,

the meaning and cultural context of guanxi with

respect to Confucianism is introduced, and the

complexity of the guanxi network is elaborated.

Third, for managerial utilization, the propositions of

the role that guanxi plays as the internal factor in

managing and reconciling interpersonal conflicts and

as the link to external networks to enable intergroup

coordination are developed and followed by inter-

views with managers and questionnaires completed

by employees for verification in our case study.

Finally, the paper ends with conclusions and direc-

tions for future research.

Leadership as perceived in cultural

contexts

Personal and national culture depend essentially on

personal values (Hofstede, 2001; Kroeber, 1952;

Triandis, 1989, 1990; Triandis et al., 1988), which

gives rise to a leadership style and an effectiveness

dependent on the leader’s ‘‘bundle of values’’

(White, 1993). Leaders’ personal and cultural values

are measurable (Schwartz, 1992; Schwartz and Sagiv,

1995) and they imbue and underlie the performance

of the firm (Byrne and Bradley, 2007).

In spite of general agreement among researchers

about the importance of leadership to a firm’s per-

formance, in that it allows greater responsiveness to

environmental change, provides a way to coordinate

the efforts of diverse groups within the organization,

and facilitates organizational membership and satis-

faction of personal needs (Katz and Kahn, 1978;

Steers, 1991; Yukl, 1998), the concept of leadership

may be perceived differently in various cultures. For

instance, while in Western firms such as American

ones, individualism is emphasized for achievement

of efficiency, reaching collective harmony is the top

priority in Asian firms, such as Chinese ones.

Chinese philosophy is characteristically secular and

places less emphasis, in comparison with Western

philosophy, upon foundational metaphysical reality.

Okada Takehiko’s (1986) analysis of ancient Chinese

culture divides life philosophy into three parts: real-

ism, idealism, and transcendism. Confucianism in fact

represents idealism but realism in practice, while

transcendism includes Taoism and Buddhism, each

of which has its own view of life, society, and the

world. Realism is based upon material gain, in which

it is believed that, when there is benefit for one side,

there must be another side holds for conflict in a

society constructed with people. This kind of rela-

tionship for utilitarianism exists everywhere, includ-

ing the examples of the monarch and his subjects, the

father and his son, brothers, friends, and the husband

and his wife. That is also why techniques and power

were utilized to dominate and control the opposite

side to avoid possible conflicts. Idealism, in contrast, is

based upon morality, in which it is believed that

human and nature are one. Therefore self-realization

and personality formation is indivisibly integral to

constructing the ideal society. The idea of coexistence

for idealism is to reach harmony. Leadership in this

case takes as its role model the monarch to his subjects,

or the patriarch who arbitrates justice in an organi-

zation.

Guanxi and Confucianism

As discussed above, more than just interpersonal

relationships, guanxi is also a norm of conduct that is
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attached to a role, as bound to wulune, i.e., the five

fundamental relationships: emperor–subject, father–

son, husband–wife, elder–younger siblings, and

friend–friend, which sets the social hierarchy in

China and constructs the guanxi chuen (social net-

work) that links individuals. These five relationships

give order and stability to the social system and offer

the role contexts in which self-examination and self-

development can be judged and interpreted (Chun

and Graen, 1997). And the regulation integrated for

a certain status is the ‘‘role’’ (Chang, 1986; Linton,

1972). Associated with each relationship is a set

of role requirements and prescriptions from which

deviation is not expected from a moral person

(Yang, 1959). Guanxi ties people together according

to the specific relationship between these people.

People in the same social network are strongly

bound, have strong and clear role obligations, and

hold high levels of trust, loyalty, and altruism (Chun

and Graen, 1997).

As discussed and well developed by Langenberg in

his book (2007), guanxi is a phenomenon so ubiq-

uitous in Chinese society that all Chinese are

assumed to be part of at least one guanxi network

(Schramm and Taube, 2001). Guanxi is a sociolog-

ical term that describes a subset of Chinese personal

connections between people (relationships) in which

one individual is able to prevail upon another to

perform a favor or service (Chung and Hamilton,

2002). It lies in the skillful mobilization of moral

imperatives in pursuit of diffuse and calcu-

lated instrumental ends. As the ‘‘value of life’’

and ‘‘behavioral rule’’ (Cao, 2002), guanxi is said

to be the key to analyzing and understanding

Chinese conduct (Chen, 1998). Guanxi provides a

‘‘lubricant’’ (Chung and Hamilton, 2002; Gold

et al., 2002; Standifird and Marshall, 2000) that helps

the Chinese to get through life. It gives ‘‘the flow of

many events a helping hand’’ (Zuo, 1997), which is

not restricted to social interaction; rather it extends

to business realms. Guanxi affiliations, rather than

‘‘arm’s length’’ principles, are the basis for transac-

tions (Lovett et al., 1999).

Complexity of the Guanxi network

China, a great family formed with closely related

races, in particular, is a society built based upon

Confucianism where people are closely tied into

varieties of guanxi, whose networks bind millions of

Chinese firms into social and business webs, largely

dictating their success (Gibb and Li, 2003; Pearce

and Robinson, 2000). As Hwang (1987) character-

ized guanxi bases, the strongest ones are referred to as

the affective or ‘‘expressive’’ ties found among

family members and close friends. In contrast, more

distant others, such as between salesmen and cus-

tomers, are connected by temporary ‘‘instrumental’’

ties that are enacted regularly in the pursuit of

material goals. Between the two extremes are found

‘‘mixed’’ ties, which are governed by norms of

equality and thus describe the most active domain

for guanxi networking. For these mixed ties, guanxi is

more like a network of relationships that a person

cultivates through exchange of gifts and favors to

attain mutual benefits. It is based on friendship and

affection, and on a reciprocal obligation to respond

to requests for assistance.

Guanxi networks are subnets (groups) connected

with sums of cells (units) constructed by threads

(individuals) with knots (guanxi), where groups stand

for subsocieties such as communities, and cells stand

for organizations such as families and firms. Groups

are defined by people sharing some characteristic,

and this similarity is often recognized by the public

as the meaning for certain social interaction, where

guanxi can take place moer easily. Mayfair M.H.

Yang has described guanxi building as the transfor-

mation process whereby two discrete individuals

construct a basis of familiarity to enable subsequent

development of their relationship. In this process,

the gap between two hitherto-unrelated individuals

is bridged, so that an outsider becomes part of the

inside social circle of another person (Yeung and

Tung, 1996). Take locality as an example for further

elaboration. Locality is one of the common forms of

ascribed guanxi bases in China for group identifica-

tion, where Da-ton-hsiang refers to members from

the same province, and Hisao-ton-hsiang refers to an

even closer relationship for members from the same

village. People from the same origin have affection

for their hometown; this kind of liking is thus passed

down to one another, which ties them together and

reinforces their friendliness. In an organization, this

is how Chinese gather together into small groups.

The small-world theorem explains the interper-

sonal network in our daily life: a special organization
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and structure in which people are interconnected in

a regular pattern mixed with a chaotic equilibrium

(Watts and Strogatz, 1998). The small world reveals

an underlying dynamic of interconnectedness that

expresses itself indelibly in who we are, how we

think, and how we behave (Buchanan, 2002). Our

social network has not been designed by anyone; it

has evolved through countless historical accidents:

people meeting people by chance. However random

it may appear, perhaps some special and rather finely

crafted architecture has welled up within it none-

theless, just as in guanxi networks, which indeed

stimulates our motive for this research. Adapted

from Granovetter’s paper (1973), in the example

illustrated in Figure 1 strong links are shown as solid

circles and weak links by dashed lines. The number

of degrees of separation between A and B jumps

from one to four if you remove the single link

between them. The link is a social bridge, a crucial

connection that binds a portion of the social fabric

together.

Granovetter points out that bridges are very

effective in tying social networks together, and that

weak links are more important than the strong ones

since they act as the crucial ties that sew the social

network together. Situations are fairly similar in

Chinese society, and these links are named guanxi

with various characteristics: First, all relationship

links are originated from the ‘‘family,’’ including the

weak ones. Weak links can be seen as the gate that

outsiders try to cross to become insiders. These links

may be weak in comparison with blood-family ties,

but they are the key to unlocking and relocking the

guanxi chuen (discussed in the last section). Second,

although strong links may not be so obvious in

linking networks, they are neither ineffective nor

erasable, as stated in the book Nexus (Buchanan,

2002). For Chinese, the guanxi, once established, is

permanent no matter what. Until one dies, the role

context of wulune governs one’s mind and behavior

in associating with others. Third, guanxi can be

distant. However, frequent interaction with reci-

procity reinforces guanxi and brings them closer.

Fourth, although weak links can be seen as social

‘‘shortcuts,’’ their existence is as vital as in the ‘‘small

world,’’ and their absence could cause the network

to fall apart. Since all guanxi (wulune) are rooted in

and derived from the base of the ‘‘family,’’ everyone

can be related with others through a basis of famil-

iarity (as mentioned in the last section). Like com-

plex adaptive systems, which are constantly revising

and rearranging, guanxi is adjustable and altercasting

as needed. In Chinese society, guanxi and its

mechanism is the key, and can be characterized as

falling between chaos and order.

For the following discussion, Waldrop’s book,

Complexity (1992), will be partly quoted to avoid any

slight error. Prof. Licklider (1953) explained Hebb’s

(1949) ‘‘new theories of learning and memory’’ in

his speech: most of the brain appears to be a study in

chaos under a microscope, with each nerve cell

sending out thousands of random filaments that

connect it willy-nilly to thousands of other nerve

cells. And yet this densely interconnected network is

obviously not random. A healthy brain produces

perception, thought, and action quite coherently.

Moreover, the brain is obviously not static. It refines

and adapts its behavior through experience. It learns.

In the crudest picture, each neuron is a single cell

with a central body from which issue numerous

fibers. The shortest of these, known as dendrites, are

the neuron’s receiving channels, while the longer

fibers, known as axons, are its transmission lines. The

axons running away from any neuron eventually link

up with the dendrites of other neurons, providing

communicating links (Buchanan, 2002) at synapses,

points of connection where nerve impulses make the

leap from one cell to the next. These synaptic

changes are in fact the basis of all learning and

memory (Hebb, 1949). As a result, said Hebb, a

network that started out at random would rapidly

organize itself. Experience would accumulate

through a kind of positive feedback: the strong,

A

B

Figure 1. Strong and weak interpersonal links.
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frequently used synapses would grow stronger, while

the weak, seldom-used synapses would atrophy.

These memories, in turn, would tend to be widely

distributed over the brain, with each one corre-

sponding to a complex pattern of synapses involving

thousands or millions of neurons. (Hebb was one of

the first to describe such distributed memories as

‘‘connectionist.’’)

Furthermore, Prof. Licklider explained Hebb’s

second assumption: that the selective strengthening

of synapses would cause the brain to organize itself

into ‘‘cell assemblies’’: subsets of several thousand

neurons in which circulating nerve impulses would

reinforce themselves and continue to circulate. Hebb

considered these cell assemblies to be the brain’s

building blocks of information. Each one would

correspond to a tone, a flash of light or a fragment of

an idea. Yet these assemblies would not be physically

distinct. Indeed, they would overlap, with any given

neuron belonging to several of them. Because of

this, activating one assembly would inevitably lead to

the activation of others, so that these fundamental

building blocks would quickly organize themselves

into larger concepts and more complex behaviors.

The cell assemblies, in short, would be the funda-

mental quanta of thought.

Chinese society (or any other society) is also like a

brain; guanxi acts as the building blocks that gather

individuals into networks and functions as the link

between chaos and order. Each guanxi mechanism

functions as the synapse, transmitting information,

coordinating activities, and organizing into assemblies

(guanxi chuen). Different from cell assemblies, these

social assemblies can be physically separated, yet

emotionally connected through guanxi. Furthermore

these social assemblies can be organized into a large

entity without geographical restrictions based on the

external environment. And chaxugeju of guanxi (Fei,

1992[1947]) classifies the closeness of relationship

between oneself and others and determines each

individual position and role in the guanxi chuen (cir-

cle). The closer to the core one is positioned (inner),

the stronger the links to the cluster. Those who are

positioned further out thus have relatively weaker

links to the cluster. Through these weak links

(guanxi), individuals are able to hook up with other

small worlds (guanxi networks or guanxi chuen) and

have interconnections among networks in forming

collected small worlds (Watts and Strogatz, 1998).

All complex systems have somehow acquired the

ability for order and chaos in a special kind of bal-

ance. This balance point – often called the edge of

chaos – is where the components of a system never

quite lock into place, and yet never quite dissolve

into turbulence either. The edge of chaos is the

constantly shifting battle zone between stagnation

and anarchy, the one place where a complex system

can be spontaneous, adaptive, and alive (Waldrop,

1992). In the Chinese guanxi network system, based

on wulune and its referred guanxi, this particular

cultural value is commonly recognized by all

Chinese and not only distinguishes the hierarchical

structure in an organization but also regulates the

interactive norms between individuals, which in

turn stabilizes the system. In guanxi networks, the

original system is destroyed by the chaos caused by a

newcomer’s joining, which is followed by reform-

ing, restructuring, and strengthening. In order to

achieve mutual adaptation and reconciliation, indi-

viduals surpass themselves to acquire the group

characteristics and reach integral harmony. Utilizing

resources including information, guanxi under this

circumstance helps individuals to turn their dilem-

mas around into favors. Based on accumulated

positive feedback, guanxi chuens thus expand and

interconnect with one another and become well-

knit social networks. Meanwhile functions of self-

fixing and self-reinforcement of the guanxi chuens are

synergetically activated internally, externally, and

interactively, which shows their extreme flexibility

in adaptation (Figure 2).

Chaxugeju

---Fei, 1947,1992

Figure 2. Chaxugeju and small world.
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Just as frequently used synapses grow stronger,

frequently used guanxi are usually the tighter ones.

However it is quite costly to establish and maintain

guanxi, including money, energy, and time expen-

diture. Guanxi are born through benefit, and so will

be terminated by it. When there is mutual benefit, a

weak link reinforces and becomes a strong link;

while there is benefit conflict, the reverse is true.

Strong links in guanxi chuen are based on inertia, such

as blood ties, for which affection for each other is

more important than benefit, whereas for weak

links, which are substitutable, benefit is the only

practical cause that really counts.

Propositions for guanxi mechanism

in management

Management of people in Chinese firms for lead-

ership is basically the issue of dealing with guanxi.

Guanxi is a hybrid between affection and benefit.

Different guanxi have different weights for each

factor, and the weights change depending on the

situation. Leveraging guanxi is an art. For example,

the purpose of entering a guanxi chuen through a

guanxi link is to reach the core of it and grasp the

power of influence so as to govern the rest with it.

Under this situation, there are at least two niches that

need to be recognized: First, the key man (guanxi

link) who brings you into the guanxi chuen has to be

pampered with proper control or you will be hand-

tied and stuck under his control instead. Second,

great respect has to be paid to the former power-

holder to avoid potential revolt from his remaining

followers. Best of all is to have them incorporated

into your own force.

For the practical purpose of leveraging, the defi-

nition of guanxi is deconstructed in skill sets as fol-

lows. The characteristics of Chinese guanxi chuen are

listed in Table I.

Invisible

A guanxi chuen is a unique circle of interpersonal

relationships that links individuals with guanxi. It is

invisible but powerful, not just merely for the pur-

pose of physical connecting but also for psycholog-

ical solidarity.

Reliable

People inside the guanxi chuen are connected to one

another. These are either ties of blood or interrelated

with guanxi, which is reliable and trustworthy.

Reciprocal

In the guanxi chuen, there is common knowledge on

reciprocity, either through material, monetary or

return of favors. Most of all, it is the qin (affection)

that matters. The reciprocity is like a balance sheet

that never balances. One should always pay back

more than one received.

Adjustable

Although guanxi is specifically defined in a certain

guanxi chuen, it is adjustable in terms of strength and

distance from the core a four dimensions in accor-

dance with different situations as required.

Solidarity

Members of a guanxi chuen are united as one and

cohesive to the core. No-one is apart, seeking

individual benefit. Instead opportunities come from

the chuen, and continue to do as long as one sustains

their position correctly and plays their role well.

Transferable

The sixth lune is based on rules extended from the

wulune and is followed by unrelated people, such as

TABLE I

Guanxi skill set

Guanxi chuen Guanxi link

1. Invisible a. Key man

2. Reliable b. Capable

3. Reciprocal c. Influential

4. Adjustable d. Bearable

5. Solidarity e. Respectable

6. Transferable f. Flexible

7. Altercasting g. Reconciler

8. Permanent
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businessmen. For example, A and B both belong to

the same guanxi chuen, while C and B also belong to

another chuen. When C needs a favor from A, he

would ask B to link him up with A for a favor. Thus

the guanxi between A and B can be passed to A and C.

Altercasting

As time goes by, some guanxi weaken, especially

those that were built based upon benefit. People do

not keep in close touch when the mission is over.

Nevertheless guanxi can be altercasted when the

‘‘key man’’ appears, one who is able to link up

guanxi chuens as needed. And when the old guanxi

recalls the new cooperative, the guanxi is further

reinforced.

Permanent

Guanxi in between is either forever lasting or

terminated once for all. People within a guanxi are

zijiaren (insiders), and become strangers when the

guanxi terminates.

A guanxi chuen link should possess the following

features (Table I).

Key man

The link to a guanxi chuen is the key man, who holds

the key to the entrance of the chuen; he is able to

unlock the chuen and bring in outsiders or connect

to other chuens.

Sensitive

Links have to be sensitive not just to people but also

to situations, such as information, or atmosphere, so

as to link up certain people at the right time.

Capable

One way of gaining respect is to be capable, through

which one can be helpful to others.

Influential

The link to a chuen is usually the most influential

person, since he is the most popular or capable one.

He usually earns his respect by being helpful to

others. Thus it is easier to have the favor back

(reciprocity) when he asks for it. It is indirectly

proved that one who is warm-hearted and enthusi-

astic can be influential.

Flexible

Since the one who links up the chuen needs to be

popular, he certainly has to be flexible enough and

easy going, so that conflicts or negotiations can be

settled smoothly through him.

Bearable

Links that are sensitive and flexible certainly are

bearable with sympathy, particularly for arbitration

and dealing with complaints, since they are usually

also mediators and reconcilers.

Reconciler

Links with lots of guanxi usually take their roles as

the reconciler of disputes and usually receive respect

and reach common consensus from both sides, since

most likely they both owe him favors from the past.

According to this discussion, the definition of

guanxi is deconstructed into skill sets and applied to

the management of people by leadership in Chinese

firms. We thus propose that the guanxi mechanism in

the guanxi network has an impact on management of

leadership as:

P.1 Guanxi network and its mechanism have

positive effect on financing.

P.2 Guanxi network and its mechanism have

positive effect on reconciling conflict.

P.3 Guanxi network and its mechanism have

positive effect on lowering employee turn-

over rate.

P.4 Guanxi network and its mechanism have

positive effect on performance.
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Empirical study

A survey was administered with individuals employed

in a Taiwanese outside direct investment (ODI) in

mainland China (Table II). This Taiwanese firm was

established with capital of five million NT $5,000,000

in 1992. Their Chinese factory in Dongguang,

Kuangtong was established in 1997 with capital

of US $1,000,000 dollars and experienced annual

growth of 20% over the last 10 years. A questionnaire

containing 20 questions in four parts (Appendix A):

financing, local government, among colleagues, and

superior/subordinates, concerning the internal and

external effects of guanxi mechanism, was designed in

accordance with interviews with the chief executive

officer (CEO) and then completed by a total of 664

employees, using a five-point Likert scale, varying

from ‘‘strongly disagree’’ (1) to ‘‘strongly agree’’ (5).

We performed Pearson test on the data collected from

our sample (Tables IV, V).

Results and discussion

A total of 554 effective questionnaires (of a total of

664 distributed) were collected. All the respondents

were employees with at least 1 year of working

experience; some of them have been working with

the present company for over 10 years (Table III).

Applying Pearson test (SPSS) with 5% significant

level, we analyzed the collected data. All of our

propositions are supported, which means that both

guanxi network and its mechanism have significant

influence on the management of leadership. Results

also show: (1) respondents who are senior, with

more pay, or with less education have stronger belief

in guanxi and its effect, (2) effect of guanxi is posi-

tively correlated with higher positioned employees

with more decision power; in other words, the more

power one has, the more guanxi one leverages

(Tables IV, V).

In addition, the information learned from our

interviews with the CEO is fascinating: First,

expenses on maintaining public relationships takes

up to 2–3% of total expenses each year. Second,

regardless of the same nationality of Taiwan and

China, Taiwan is relatively more democratic than

China, which makes the information more trans-

parent. Thus for business, real capability is empha-

sized in Taiwan whereas the implicit rule of guanxi is

well acknowledged and complied with more in

China. Third, although corporate culture has its

TABLE II

Basic information of the respondents

Sex Working experience

Male 337 Less than 1 years 402

Female 217 Between 1 and 3 years 53

Age Between 3 and 5 years 67

Below 20 years old 57 Others 32

Between 21 and 25 years old 249 Current position

Between 26 and 30 years old 160 Operators 545

Between 31 and 35 years old 40 Middle managers 8

Between 36 and 40 years old 25 CEO 1

Between 41 and 50 years old 16 Current department

Above 51 years old 7 Production 529

Education R&D 6

Elementary school 28 Management 8

Junior high school 83 Others 11

High school 331 Current salary level

Community college 16 Below RMB ¥500 34

Technological college 11 Between RMB ¥500 and 1,000 281

University 77 Between RMB ¥1,000 and 1,500 166

Masters and above 8 Between RMB ¥1,500 and 2,000 45

Above RMB ¥2,000 28
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impact on cultivating employees’ vision and guiding

their working attitude, in China everything is basi-

cally viewed in terms of money since mainland

Chinese are eager to reduce poverty. So guanxi is

used for personal benefit instead of being leveraged

to reach mutual benefit as well as reinforcing mutual

affection. The employment turnover rate is mostly

on the operating line, where professional skill is not

strictly required and employees never stay long

enough to build subtle and stable guanxi with others.

Head men or middle managers, who are assumed to

form stronger guanxi in their network, usually have a

lower turnover rate.

In China, there are no reliable performance

measures (Peng and Luo, 2000). Therefore sub-

jective ratings are heavily relied upon, such as

TABLE III

Sample characteristics

Treatment Source Sum of squares Degrees of freedom Mean square Mean SD F

Age SSB 20,879.755 553 37.757 26.57 6.145 13.658

SSW 0.000 0

SST 20,879.755 553

Working experience SSB 904.599 553 1.636 1.69 1.279 28.789

SSW 0.000 0

SST 904.599 553

Current salary SSB 89,525,383.574 553 161,890.386 1031.14 402.3356 729.739

SSW 0.000 0

SST 89,525,383.574 553

TABLE IV

Response data collected

Responses Strongly agree Agree Yes and no Disagree Strongly disagree

Questions

Q1 44% (243) 47% (261) 0% (0) 8% (44) 1% (6)

Q2 47% (261) 39% (216) 1% (6) 12% (65) 1% (6)

Q3 64% (355) 32% (177) 0% (0) 4% (22) 0% (0)

Q4 57% (316) 35% (194) 0% (0) 8% (44) 0% (0)

Q5 46% (254) 47% (261) 0% (0) 7% (39) 0% (0)

Q6 41% (228) 48% (265) 0% (0) 9% (50) 2% (11)

Q7 51% (282) 39% (216) 1% (6) 8% (44) 1% (6)

Q8 56% (310) 37% (205) 1% (6) 6% (33) 0% (0)

Q9 56% (310) 37% (205) 0% (0) 7% (39) 0% (0)

Q10 51% (283) 42% (232) 0% (0) 6% (33) 1% (6)

Q11 51% (283) 43% (238) 0% (0) 6% (33) 0% (0)

Q12 48% (265) 46% (254) 0% (0) 5% (29) 1% (6)

Q13 39% (216) 43% (239) 0% (0) 15% (83) 3% (16)

Q14 49% (270) 41% (228) 0% (0) 9% (50) 1% (6)

Q15 47% (261) 39% (217) 0% (0) 11% (60) 3% (16)

Q16 44% (243) 47% (261) 1% (6) 8% (44) 0% (0)

Q17 45% (250) 48% (265) 0% (0) 7% (39) 0% (0)

Q18 48% (265) 45% (250) 0% (0) 7% (39) 0% (0)

Q19 52% (289) 44% (243) 0% (0) 4% (22) 0% (0)

Q20 33% (183) 42% (233) 15% (83) 6% (33) 4% (22)
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profitability, sales growth, asset growth, employee

morale, and competitive status (Wang et al., 2003).

According to our interview, since its establishment

of 1997, the firm has a growth rate in profit of 20%

yearly, increased sales of 50% yearly, and decreasing

turnover rate, especially after 2001 when the local

guanxi network was well constructed. Obviously

guanxi has positive effect in five areas: turnover rate

decrease, ROE increase, financing/liquidity, per-

formance efficiency, and productivity.

As our propositions were verified by interviews

and empirical data, we thus conclude that, in China,

the role-context society, where obligation is attached

to specific roles assigned upon the wulune system based

on the teaching of Confucianism, i.e., guanxi, thus

plays a role not just as an internal factor in constructing

interpersonal relationships and reinforcing teamwork,

in turn increasing performance efficiency: externally

it also links with other networks to enlarge the guanxi

chuen in lowering external uncertainty and ensuring

interbusiness cooperation. Therefore, for business

in China, guanxi ought to be considered as one of

the essential elements in not just linking up people

physically, but also has a significant impact on

management.

Directions for future research

Although the purpose of this paper is to examine the

effect of guanxi on management efficacy of leader-

ship, we realize that there are likely to be other

associations not specifically examined in this paper

that warrant future attention. There are a few sug-

gestions for future research: First, wulune, which in

effect defines the social roles and classifies their

hierarchical system on the basis of Confucianism, is

in fact the cornerstone of the guanxi construct. The

effect of the teaching of Confucianism is dynamic,

and may vary with the possibility of generation gap.

How the guanxi mechanism works between gener-

ations of Chinese in recognizing and manipulating

their guanxi networks deserves more attention and

studies. Second, in our survey, we notice that,

regardless of how guanxi matters to all Chinese, most

of the first-line operators take orders as given and

deal with them in their own way. This phenomenon

shows that a reward system may compensate for

guanxi leakage, which deserves further research.
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Third, we acknowledge that, as guanxi networks knit

across and are widespread in every corner of Chinese

society, their essential influence in multiple dimen-

sions requires further attention.

Appendix A: Questionnaire

1. Guanxi well with banks helps build the

firm’s creditability.

2. Guanxi well with banks helps increase

financed amount.

3. Guanxi well with banks helps extend due

date of the loan.

4. Guanxi well with banks receives more pref-

erential financing.

5. Guanxi well with local government helps

solve labor dispute.

6. Guanxi well with local government helps the

firm’s development.

7. Guanxi well with local government helps

mediate inter corporations’ dispute.

8. Guanxi well with local government helps

gain contract.

9. Guanxi well with local government helps

build corporate image.

10. Guanxi well with colleagues helps decrease

the turnover rate.

11. Guanxi well with colleagues helps increase

mutual willingness assisting each other.

12. Guanxi well with colleagues helps increase

performing efficiency.

13. Guanxi well with colleagues encourages

improvement.

14. Guanxi well with colleagues helps increase

employees’ morale.

15. Guanxi well with colleagues helps the firm’s

solidarity.

16. Guanxi well between superior and his sub-

ordinates helps execute the firm’s policy.

17. Guanxi well between superior and his sub-

ordinates helps increase efficiency.

18. Guanxi well between superior and his sub-

ordinates helps the top-down orders run

smooth.

19. Guanxi well between superior and his sub-

ordinates strengthens mutual trust.

20. Guanxi well between superior and his sub-

ordinates helps foster team spirit.
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