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Abstract

The leading internet companies display a dominance in world markets unparalleled in many
industries. Despite this, China remains a hurdle no major internet company has been able to
overcome. The role of government, culture and strategic decisions are all posited as potential
explanatory factors. This paper concentrates on the significance of guanxi as an explanatory
factor, linking its utilisation to the firm specific characteristics of strategic orientation, size,
technological capability and managerial capability. A working definition is established and
applied to primary data obtained from interviews and case studies created with secondary
data. The research found that while the significance of guanxi as an explanatory factor varies
with firm characteristics, it regularly appears as an important consideration for foreign
entities operating in China. Furthermore, it both resembles and distinguishes itself from

networking in a western sense.

Keywords: Guanxi, China, Internet companies, Networking, EBay, Google, Microsoft,

Relationships
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1 Introduction

In a short space of time, a number of internet companies and technology firms have emerged
as some of the largest corporations in the world. They have successfully expanded their
operations across international boundaries to become leaders in their respective sectors.
Despite the monopolistic power some of these firms hold across markets, China continues
pose a seemingly insurmountable challenge. There remains to be a large, foreign internet
company that has established a significant and sustainable market share in China.
Government intervention is often put forward by business commentators and spectators as the
key difference between China and other markets, but even companies enjoying relatively
little government intervention struggle to establish a meaningful presence in China. Literature
is largely divided between sector and firm specific factors and or a range of cultural factors.
Prominently raised as an explanatory factory is guanxi. This paper seeks to explain if indeed

it is a factor and if so, how it can be utilised to lead a sustainable operation in China.

To address this dilemma, the following research questions were devised:
* [s guanxi a relevant factor for foreign internet companies operating in China?
* In what ways can it be used to assist foreign internet companies operating in China?

*  What other factors have played a role in the failure of foreign internet companies in

China?

Departing from literature and business commentary, the following hypotheses emerged:
1. Foreign internet companies have not sufficiently developed guanxi

2. Guanxi in China is distinctive from other relational networks globally

In the second chapter of this paper, literature is reviewed to cover the key themes, foreign
business in China, guanxi and knowledge acquisition and management. The latter serves as a
conceptual tool linking guanxi to tangible outcomes. In the third chapter, a theoretical
framework is provided to establish a working definition of guanxi. Four additional
hypotheses are introduced to help analyse the relation between firm characteristics and
guanxi utilisation. The fourth chapter provides details regarding the research design and data
collection methods as well as the ethical considerations and limitations that were

encountered. In chapter 5, the data is presented, with the first section covering the interviews



and key themes that were derived. The second section of chapter 2 introduces and analyses
three case studies of foreign internet companies operating in China. In the following chapter,
the results are discussed, linking together data obtained from the interviews and case studies
with the theoretical framework. The second part of this chapter puts forward some of the
implications for foreign internet companies operating in China. The final chapter relates these
findings back to the research question and hypotheses, providing closing remarks to address

the research problem.

The research highlights the varied, but prominent role guanxi plays across firms with
different characteristics. It identifies ways in which guanxi is distinguishable from
networking in a western sense as well as areas of similarity. The interviews and case studies
also raise a number of other significant factors that can both assist and hinder a foreign entity
in China Overall, the research aims to provide foreign internet companies operating in China

an idea of where guanxi is applicable, and when strategic focus should lay elsewhere.



2 Literature Review

The literature review for this paper covers the main viewpoints concerning the concepts and
theories inherent in the research question. For this reason, it begins with literature on foreign
businesses operating in China and the challenges they face. In the second section, a review of
relevant literature on guanxi is conducted to provide an introduction to the concept. Further
clarification is outlined in the subsequent theoretical chapter. The final section of the
literature review details knowledge management theory, which is often linked to guanxi to

assess the tangible benefits guanxi may provide.

2.1 Foreign Businesses in China

It is striking how many examples there are of large multi-national enterprises that fail in
China. Despite their significant resources and track record of operating successful ventures in
countries around the world, China presents and insurmountable challenge for many.
International Business literature presents a variety of explanations, but the nuances of doing
business in China make the primacy of any one explanation or theory impractical. In his book
One Billion Customers: Lessons from the Frontline of Doing Business in China, McGregor
(2005) steps through case studies of firms in different industries to demonstrate those that
have been successful and those whose China forays can largely be deemed a failure. Many of
the lessons remain relevant, but a closer look at internet related ventures is necessary, given
the rapid developments that have taken place in this sector since 2005, when McGregor

published his book.

Internet companies make for a very interesting case study, in part due to the apparent
contradiction between conventional logic and reality. An initial analysis might conclude that
internet firms have significant advantages doing business in China relative to firms with a
more traditional business model. For example, a company that provides its good or service
via the internet is generally able to access a vast number of consumers with greatly reduced
transactional costs (Zeng and Glaister, 2015: 2). China is already the largest internet market
by users in the world and foreign internet companies are instantly able to access the 721.4
million digitally connected consumers (Internet Live Stats, 2016). Despite this, multinationals
with vast financial and technological resources such as Amazon, eBay, Google and Groupon

have not been able to develop a substantial user base in the country.



Zeng and Glaister (2015) paper uses interviews with employees of four leading multinational
internet portal companies (IPCs), and contrasts the findings with employee interviews at their
locally based competitors. The two lines of reasoning they employ stem from international
business theory, a capabilities-based theory and the institutional view. Capabilities-based
theory involves a firm’s ability to apply the competitive advantages within the local, often
fast changing context. Institutional view concerns the external factors that challenge a firm
operating in China. These include formal rules and regulations as well as tacit understandings
imbued in cultural norms. This paper focuses on the institutional element, using a similar
interview based approach alongside case studies to determine how relevant guanxi is in an
internet company’s success or failure. Given the importance of relationships guanxi and its

impact on knowledge transfer and management becomes a focal point.

2.2 Guanxi ((£R)

Guanxi 1s a term used to describe the relationships between people and how they influence
the dynamics of organisations and the behaviour of individuals. Whilst many of the
characteristics of guanxi are evident around the world, the term signifies how engrained these
relationships are in China and the more prominent role they play within Chinese society. Park
and Luo (2001: 455) describe guanxi as “a cultural characteristic that has strong implications
for interpersonal and inter-organisational dynamics in Chinese society. It refers to the concept
of drawing on a web of connections to secure favours in personal and organisational
relations.” In defining guanxi, (Wang et al., 2012) also note the reciprocal element with the
“specific expectations and duties” as well as the “exchange of personal resources and
valuable information” that makes guanxi a vital tool for business. Davison and Ou (2008:
282) go further and include “utilitarian obligation” in their definition, but also point out the
Chinese people are far more likely to conduct business with people for whom they already

have established guanxi.

In understanding why guanxi has become so ingrained within society, Hsiung (2013: 20)
looks at Confucianism’s historical role. He looks at five cardinal values and hypothesises that
these are complimentary to many of the concepts within guanxi. Despite focusing on the
personal, rather than business implications of guanxi, his own definition is still relevant.
Hsiung identifies three elements. First, that it refers to social connections outside the family;

secondly, that emotions such as trust are a core component; lastly, that it can be both a tool



for utilitarian and emotional purposes. Park and Luo (2001) also reference historical roots in
Confucianism to explain guanxi. They draw attention to mianzi (“face”) and renging
(“obligations™) as philosophical foundations that influence the dynamics of guanxi. When
guanxi is bound by ganging (strong affection), the sentiment is even stronger. While not a
core aspect of this paper, it is important to understand these historical linkages to appreciate

how guanxi still plays a role in a rapidly developing economy.

Interestingly, (McGregor, 2005: 120) doesn’t explicitly mention guanxi as an important
factor in his analysis of business in China. He uses the term only once and describes it as
“overrated, temporary, non-transferable” and as residing only “in the hands of the individual
who has it.” This is undermined by many of the statements and observations that characterise
his book however, where he adamantly stresses the need to build relationships and
understanding with government and major stakeholders. Furthermore, his assertion that
guanxi 1s non-transferrable contradicts other research, which describes the transferability of
guanxi as one of its unique traits (Park and Luo, 2001: 474). Ramasamy et al. (2006: 132)
support the notion that guanxi is important in a market like China where centralised decision
making and low structuring of activities make “guanxi...an enabler of transactions.” To
complicate matters further, the survey data of Fock and Woo (1998: 37) suggests that “guanxi
performs different roles and has different effects” depending on the business executive. Thus
this research alludes that the characteristics and use of guanxi differ between industries,

companies and the individuals themselves.

Overall, literature on guanxi seems to be divided on whether or not it is an important
consideration for foreign firms doing business in China. Some of the literature contradicts
itself, highlighting the abundance of relationships in business and the need to interact with
government while remaining sceptical that foreign businesses need to develop relationships
of their own. A closer look at internet firms becomes relevant to identify particular instances
where guanxi may or may not be relevant. In the theoretical chapter, a definition of guanxi

will be introduced, utilising aspects of the literature that has been outlined in this section.

2.3 Knowledge Acquisition & Management
While the previous section introduced the concept of guanxi, the following section outlines

theories on the tangible influence it has on knowledge management and acquisition.



Knowledge management is a relevant part of the research as it concerns the ways
organisations share information both internally and externally. As such it demonstrates some
of the tangible and intangible ways guanxi influences firms operating in China. In a society
where businesses are quite reluctant to share information, guanxi helps facilitate knowledge
transfer between individuals and organisations (Ramasamy et al., 2006: 132). Building on
from Inkpen (2000) who proposed that there are three main sources of knowledge available
to the firm (internalisation, market contracts and relational contracts), Ramasamy et al.
(2006) examine the link between guanxi and this third source of knowledge for the firm.
Relational contracts includes inter-firm networks such Zhongguancun technology hub (China
Pictorial, 2002) as well as strategic alliances like the agreement between Renault and Nissan
(Renault-Nissan, 2016). Their results found that foreign firms seeking to learn from Chinese
firms should build trust and communication with local firms to enable knowledge transfer.
They suggested that clustering organisations through industrial parks and incubators
improves this process, however they raise the risk of a communication breakdown when trust
is too high was. Such a risk would occur when the knowledge receiving firm (KRF) assumes
that the knowledge source firm (KSF) is providing accurate information, making less of an
effort to maintain communication. This could be perceived as potential risk of guanxi,
whereby the KRF offloads some of the responsibility of knowledge acquisition to the KSF,
failing to develop the capabilities internally. Nevertheless, they assert that the knowledge
acquisition benefits through guanxi and relational contracts outweigh the aforementioned

risks.

In their survey of managers in China, Davies et al. (1995: 210-211) identify some of the more
tangible knowledge acquisition outcomes that guanxi facilitates. Transactional benefits were
favoured above all else, followed by information and access to resources. Transactional
benefits include the ability to collect payments more easily. Information includes details on
government policies such as import regulations and restrictions. The third aspect is access to
resources. In the more centrally-planned aspects of the economy such as the oil and steel
industries, the State Bureau of Materials has significant sway over the production and
allocation of resources. Knowing individuals who are familiar with these complexities can
smooth the process of a business operating in this environment. Although the survey was
conducted in 1995, before the internet became as pervasive as it is today, the results are still
significant. Of the 150 respondents, 98% rated personal connections with local Chinese

organisations as a major factor in their business life.



Contrasting the period in which this survey was conducted to today, many industries are now
subject to market forces and internet companies in particular are less reliant upon the
resources mentioned above. Thus a similar study, conducted today and focused on this sector

1S necessary.

As the above literature review shows, general texts concerning China market entry, guanxi
and knowledge management are prevalent. Texts that look at how these aspects intersect with
one another have also helped to improve the understanding of guanxi as a factor for both
domestic and international businesses operating in China. Given the relatively young history
of the internet sector however, there is little research that assesses how these issues affect this
particular industry. The research in this area that does exist tends to focus on the e-commerce
industry, as guanxi is easier to conceptualise when a network of suppliers is being involved.
Thus the objective of this paper is to see whether the theories asserted in the literature are
evident not just in e-commerce, but in other foreign internet firms that are trying to establish
a foothold in China. Through a combination of interviews and case study analysis, this paper
will test the hypothesis that guanxi remains an important consideration for foreign internet
firms seeking to be successful in the domestic Chinese market. The following theoretical
section serves to establish a working definition of guanxi and a means with which to assess

its significance across varying firm types.



3 Theoretical Framework

To be able to identify whether guanxi is an observable phenomenon and indeed a relevant
one for an internet company, a working definition is needed. The concept itself is nebulous
with shifting definitions in the literature. For this reason, a focus will be given to the unique
aspects of guanxi, the aspects that are more clearly distinguishable from networking in the
western sense. With the definition established, the four relevant hypotheses from Park and

Luo (2001: 460-466) are taken and applied in the data analysis section.

3.1 Defining Guanxi

The definition of guanxi provided by Park and Luo (2001: 455) serves as the basis of the
definition established in this paper. Guanxi is approached as a cultural characteristic that
influences interpersonal and inter-organisational dynamics. It refers to the way individuals
may utilise connections they have with other individuals to secure favours for personal and
professional purposes. Favours include the exchange of personal resources and or
information, with “specific expectations and duties” arising for favours granted (Wang et al.,
2012: 4049).

Three characteristics from literature on guanxi have been adapted, to establish a consistent
framework to identify instances of guanxi in the interviews and case studies. The first
characteristic is trust which serves as a risk mitigation tool when conducting transactions. By
operating with people you are more comfortable with and have a degree of trust with, you are
minimising the likelihood of the business relationship not working out. Trust can develop
from feelings of kinship, ethnicity and or shared experiences (Hsiung, 2013: 20-27).

The second characteristic is the expectation of reciprocity, which was introduced in the
literature review as renging (obligations). The linkage between renging and mianzi (face),
encourages stakeholders to fulfil the favours requested of them by their guanxi network.

The third and final characteristic that is used to identify guanxi its utilitarian nature. Rather
than being subject to emotional ties, the network is sustained by an exchange of favours (Park
and Luo, 2001: 457). Emotion may be involved in the formation of trust and friendships, but

the aim of utility in the exchange further distinguishes the concept.

The utilitarian aspect of guanxi is what leads to debate over whether guanxi is distinctive
from networking. In a western sense, one uses the connections they have developed both in

professional and personal spheres to help them achieve their objectives. Two elements,



identified by (Luo, 2007: 50-52), are used to help distinguish the concept from what may

more generally be described as networking in a western sense.

3.1.1 How Guanxi Differs from Networking

The first of these is that a Chinese firm will generally establish guanxi first, with a successful
relationship leading to a transaction. The majority of Western businesses on the other hand
begin with the transaction. A successful transaction or a series of transactions over time may
then lead to the formation of a deeper relationship. This difference highlights the personal
nature of guanxi, where one is assessed by their personal commitment to a long term
partnership. As Luo (2007: 50) describes “guanxi is an investment in a relationship”. This
contrasts to the transaction focused relationship in the West where one is assessed relative to

their commitment to the organisation and its objectives.

The second difference is what Luo describes a goal congruity. This refers to the analysis
Western firms conduct when forming networks. With this approach networking takes place
when firms identify a “strategic and organisational fit”. For Chinese firms, goal congruity
helps the viability of a relationship, but is not seen as a necessity. Consequently, firms with
very different realities may find areas of synergy despite operating in completely disparate
industries. It must be noted that guanxi may extend beyond these boundaries, but the more
lenient the definition, the harder it is to validate the existence of guanxi with certainty.

It must be noted however, that even in the absence of these two elements, guanxi may contain

many of the characteristics associated with western networking.

3.2 Testing Hypotheses

To place guanxi in an organisational context and to assess its prevalence in the interviews and
case studies, four hypotheses from Park and Luo (2001: 460-466) are tested. Their study
proposes eight hypotheses, grouped into four areas: institutional factors, strategic orientation,
organisational factors and firm performance. A summary of these hypotheses can be found in
Appendix 1. Institutional factors concerning government ownership and economic regions
are not considered, as the study focused on foreign firms operating primarily in Beijing and
Shanghai. One hypothesis from organisational factors was also excluded from the research as
it concerns the time a company has been operating, which was relatively similar for the

companies in this study. Lastly, the hypothesis regarding guanxi and firm performance was



not included as access to reliable, China specific data on revenue and profitability for the

companies involved was not available.

The first hypotheses selected is hypothesis 3, which comes under strategic orientation. It
asserts that firms with a market oriented strategy are more likely than efficiency orientated
firms to utilise guanxi (Park and Luo, 2001: 462). These strategies are relevant considerations
in the interview stage as they highlight two distinctive ways in which foreign firms conduct
their operations in China. Although firms can possess characteristics that would place them in
both categories, market-orientated firms are those that are continually identifying new
product and market opportunities. Efficiency-orientated firms place more emphasis on
improving their existing operations through cost reductions and technological innovation.
The next three hypotheses they propose relate to the organisational characteristics of a firm.
Firstly, they propose that small firms are more likely than larger firms to utilise guanxi, with
larger firms encumbered by bureaucracy and structures that limit personal connections. Their
own research proved this hypothesis inconclusive.

Additionally, they propose that firms with poor technological skills are more likely to utilise
guanxi. They assert that firms who have a technological edge are able to leverage this
advantage by developing new products and bargaining with the government. Technologically
weak firms on the other hand resort to guanxi to minimise their disadvantage.

Lastly, they posit that firms with poor managerial capabilities will similarly compensate by
developing their guanxi networks. Firms with strong managerial capabilities are able to focus

on other areas of the business such as R&D, product offerings, pricing and marketing.

In the data analysis chapter, the definition of guanxi established here will be used to identify
instances where guanxi is apparent. The hypotheses are then tested relative to the interview
responses and the case studies to ascertain the degree to which it serves as a strategic tool for

foreign internet companies.

10



4 Methodology

This section will outline the process of conducting the research from conceptualisation

through to the analysis of data.

4.1 Research Design

Data for this paper was obtained through semi structured interviews and and case studies
which were established using secondary sources. This can be described as a cross-sectional
approach as the data collection and analysis involved multiple cases at a single point in time
(Bryman, 2012: 59). While cross-sectional research more frequently involves a quantitative
approach, a qualitative research design can also apply cross-sectional design principles
(Bryman, 2012: 62). A cross-sectional research design was selected as it facilitates the
identification of patterns of association between variables at a given point in time. The
interviews and secondary data used to form the case studies were analysed to identify
whether there is a consistency across cases supporting a link between internet companies and

guanxi.

4.2 Data Collection

4.2.1 Sourcing the Interviews

A total of 11 interviews were conducted, 4 of which were formal, semi-structured interviews,
the remainder being conversational and unstructured. To ensure a thorough analysis, only the
semi-structured interviews have been utilised in this paper. Three of the four interviewees
were engaged at networking events. The other interviewee was contacted via email, with a
mutual friend serving as a means of introduction. Networking events were chosen due to the
central role they play within startup communities, bringing people together from different
fields (Atagana, 2013). Being able to talk to a large number of people in a short space of time
1s a more efficient way to identify interviewees relevant to the research. They also served as a
source of general information on the startup community in China, internet companies and
general trends.

Networking events were discovered on Meetup.com, a network of groups covering various
topics where anyone can organise events (Meetup.com, 2016). Using this platform allowed

9% ¢¢

networking events to be narrowed down to the topics of “technology”, “computer
programming”, “web development”, “cloud computing” and “internet startups”. The first
meetup attended is a bi-monthly event called Lean Startup Beijing, that encourages both

current and aspiring entrepreneurs to discuss their businesses. Three of the interviewees were

11



approached at this meetup. Other networking events that were attended included two hosted
by the Australian Chamber of Commerce, Beijing Tech Hive, Beijing Pitch Practice and
Shanghai Wired Tech Craft. The informal interviews were conducted at these events, with the
challenges facing foreign tech companies operating in China and guanxi utilisation the main
focus points. Of the semi-structured interviews, three were conducted in Beijing, with one

being conducted in Shanghai with an interviewee met in in Beijing.

Each of the interviewees in the semi-structured interviews was asked if they would be willing
to take part in an interview at a later date. This was then followed up with an invitation to
meet. Three of the interviews took place at the office of the interviewee and one at a café.
Two of the interviewees work directly for an internet company, one in ecommerce and the
other for a SaaS accounting solution. The remaining two interviewees work directly with
internet companies through their roles as an IT solution provider for foreign companies
operating in China and as a relationship manager for Australian businesses operating in

China.

4.2.2 Structuring and Presenting the Interviews

An interview guide was created prior to the first interview. Initially eight general questions
were developed, with these being posed to interviewee 2. They can be found in Appendix 2.
Whilst these questions elicited detailed responses from the interviewee, the focus shifted too
much to areas unrelated to the research. For this reason, the interview guide was revised, with
10 questions developed under the categories of general, relationships and trust (see Appendix
3). A balance was made to ensure a degree of consistency with the previous interview guide

whilst maintaining focused and relevant responses.

English was the second language for three of the four interviewees and as such some
questions had to be repeated or rephrased. The interviews for which there was an audio
recording were analysed and key themes and anecdotes were derived. Notes from the
remaining interview were used alongside the audio recordings. Text that appears in quotes
from interviewees has not been reworded and represent the expressions of interviewees
exactly. In other circumstances, every effort has been made to represent the interviewees’

answers as accurately as possible.

12



4.2.3 Case Studies

Case studies were selected to compliment interview data and to provide a context to better
understand the significance of guanxi and whether the hypotheses hold. The cases may be
classified as representative, or as (Bryman, 2008: 55-56) prefers, exemplifying cases. By this,
it is meant that they more broadly exemplify the challenges foreign internet companies face
when entering China. Each of the cases is not meant to appear as an outlier or as an

exception, but as a typical example.

4.3 Ethical Considerations

Every effort has been made to ensure research was carried out in an ethical manner in
accordance with faculty guidelines and those provided by the Swedish Research Council
(Swedish Research Council, 2016). At networking events, in digital communications and
preceding all interviews, an outline of the research was introduced, as was the role of the
researcher and the purpose of the research as a Master’s thesis. Interviewees were always
asked if they were willing to participate in the research process and they were informed that
their responses may be used in the final research paper. Permission was requested for both
note taking and the audio recordings that took place. Additionally, interviewees were assured

they would remain anonymous and that paper would appear publicly.

4.4 Limitations

Despite best efforts to ensure the reliability and validity of the research, there are a number of
limitations inherent with the research.

Firstly, as it has been identified, guanxi is a nebulous concept with competing definitions put
forward by researchers. The definition outlined in the theoretical section will differ to others
that have been made, but represents the intention to distinguish guanxi from networking and
other utilitarian social linkages.

Secondly, four semi-structured interviews were conducted with individuals from different
backgrounds. The varied backgrounds of the interviewees served to give insights into internet
companies, but a larger number of interviews may allow for greater comparability.
Additionally, the interview questions were changed after the first interview was conducted.
Although this makes comparison more difficult, the aim was to ensure that interview
questions were more aligned with the theoretical framework. Lastly, it would be difficult for

a researcher attempting to replicate this study to find interviewees with similar profiles and

13



elicit responses in the same manner. This in part due to the loose criteria for selection in
addition to the line of questioning that required varying levels of flexibility. Tailoring
questions to interviewees to elicit more meaningful responses was seen as a worthwhile

approach, despite issues of replicability.

In regards to the case studies, the main issue that arises is whether these cases are
representative of foreign internet companies or simply the individual companies involved.
While links are drawn between them, there are many case specific circumstances that may or
may not have relevance to other firms. For this reason, the paper is careful not make
generalisations, but does allude that the cases may contain explanatory factors for other
foreign internet companies that have failed in China.

Furthermore, all data pertaining to the case studies is obtained from secondary sources and as
such the accuracy of certain events cannot be confirmed. Many different sources were used to

corroborate accounts of events where possible.
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5 Data Analysis

The data analysis chapter is comprised of two main parts, a presentation of the data itself
followed by a discussion of the implications. The presentation of the data begins with a
thematic analysis of the interviews, with the identification of similarities and differences
between interviews and perceptions of guanxi and internet companies in China. Relevant
cases and examples are included alongside the interview responses.

This is followed by a review of case studies, examining foreign internet companies who have
had varying degrees of success in the Chinese market.

The findings are then discussed in chapter 6 along with the implications for foreign internet

companies.

5.1 Semi-structured Interviews

The semi-structured interviews ranged from roughly from 30-60 minutes in length. While the
questions were largely consistent for three of the interviews (see Appendix 2 & 3 for a list of
questions), the answers varied considerably from interviewee to interviewee, often reflecting
the unique professional background each one of them had. This is interesting given that
books such as Social Connections in China by Gold et al. (2002) open with the preface that
guanxi is “the most important, talked about and studied phenomena in China
today...important in almost every realm of life, from politics to business.”

For this reason, a thematic analysis was conducted, to see whether similar opinions are shared
by individuals who live and work in China and deal with internet companies on a daily basis.
A thematic analysis is a suitable method to identify common linkages in their interpretations
of guanxi whilst retaining the essence of the personal experiences they have had. The results
indicate perceptions of guanxi and its significance in their business and personal lives. These
perceptions influence the way each of these individual’s approach guanxi, and whether it is a

concept they consider relevant in their day to day lives.

When reviewing the interviews, six categories were created for the thematic analysis. Whilst
some of these stem from topics that the research questions addressed, others were added as a
consequence of the answers provided by interviewees. The categories are as follows:
Government relations — This category concerns the perception of government relations for

companies and its level of importance in operational factors. While sector specific, the aim is
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to get an underlying sense of how government relations are approached in China and whether
the cultivation of guanxi with government is something the interviewees have perceived.
Firm size — Each of the interviewees was asked whether they feel larger firms are more
dependent on relationship building than smaller firms and vice versa.

Competitive advantage — Questions regarding the competitive advantages of Chinese
companies were an indirect way of assessing the significance of guanxi in the dominance of
Chinese internet companies. If local relations and connections with government were
regularly cited as being a major advantage for Chinese internet companies, then a clearer link
to guanxi could be drawn.

Institutions & Regulation — In assessing how guanxi provides practical benefits, its ability to
help avoid or better understand regulation was regularly mentioned. Additionally, the role
institutions play in regulating the internet sector was examined.

Personal networks — This theme was established to see if there is a distinction between the
way in which one uses their networks for professional purposes and the way they use it to
achieve their own personal objectives.

Uniqueness — This was an issue raised many times in discussions and pertains to the question
of whether guanxi is indeed a Chinese phenomenon. Perceptions of uniqueness varied, from
guanxi embodying unique Chinese traits to being almost identical to other utility based

networks around the world.

The interviewees will be referred to as interviewees 1-4, with table 1 outlining their

respective backgrounds.

Table I

Interviewee 1 General Counsel of a large Chinese e-
commerce company

Interviewee 2 CEO of an Chinese based SaaS accounting
solution

Interviewee 3 Senior Relationship Manager at the
Australian Chamber of Commerce

Interviewee 4 Senior Associate at an IT advisory firm
assisting foreign companies with their IT
needs and market entry into China
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5.1.1 Government Relations

When guanxi is discussed, it is often images of banquets attended by government officials
and senior company managers that comes to mind. Indeed, much of the literature on
conducting business in China stresses the central role the government plays across all facets
of business. As the case studies later in this section will illustrate, there have been some high
profile examples of government intervention curtailing the aspirations of internet companies
operating in China. It was thus a surprise that the interviewees presented a rather subdued
picture, with government intervention and relationship building more common for larger

companies.

5.1.2  Firm Size and Government

The most frequent assertion made by interviewees 1, 2 and 4 was that larger companies are
more likely to pursue relations with government. When asked if government connections are
necessary when doing business in China, interviewee 2 went further, stating “with growth,
it’s 90% inevitable.” Alibaba and Tencent were cited as examples of Chinese companies that
faced closer government scrutiny as they become more successful and influential.
Interviewees 1 and 2 have both worked for large companies and as such are speaking from
direct experience. Interviewee one in particular mentioned that her company had a
government relations department, but stated “Actually I think most medium sized and big
companies have this department. You know I worked for [foreign company] before and even
[foreign company] has this department.” Here interviewee 1 is indicating that it is not only
Chinese companies that actively maintain government relations, but large foreign
multinationals as well. In reference to these large multinationals, interviewee 4 stated ““at that
level, at these big companies providing these services for a lot of clients, at that level it is
really related to the government.” This perspective was said to be drawn from industry events
where leading IT multinationals discussed government legislation and how it affects their
sector. At the other end of the spectrum, discussing small and medium sized enterprises or
smaller China branches of large multinationals, interviewee 1 mentioned that “we don’t really
see it on a daily basis.” Thus when it comes to the industries interviewee 1 has most
experience in, the government did not seem as pervasive as often assumed. The experiences
of interviewee 3 on the other hand were more closely connected with government. As a
representative of a chamber of commerce, he links Chinese entities with both Australian

businesses and government. Consequently, he operates across industries with varying degrees
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of government oversight. The role also entails advocacy on behalf of Australian companies to
both the Chinese and Australian governments. When asked the importance of government
relations in his day to day work, interviewee 3 responded “hugely important. First of all,
because of our registration with the Chinese government and secondly because we are a
platform for members.” He went on to describe the difficulty in recent years that mining
companies in particular have had obtaining direct access to government ministries such as the
Ministry of Commerce. Consequently, the companies look to the chamber as a means of
accessing Chinese ministries “to raise their opinion or lobby” using the chamber “as a
channel or a mechanism to lobby more holistically on behalf of the Australian business
community.” He described government departments as “siloed off”, often operating
independently with one another, hampering communication flow. The implication here is that
forming a relationship with government officials prior to transacting with them is more likely

to result in a favourable outcome.

5.1.3 Regulation

The efforts of foreign companies to “raise their opinion or lobby” government through less
overt means such as a chamber of commerce may be a direct consequence of their being
foreign. Continuing her reference to the foreign company she formerly worked for,
interviewee 1 went on to state “But of course as a US company we need to follow FCPA.
Maybe that is the major difference between China and US companies.” By this she is
pointing to the abidance of the Foreign Corrupt Practices Act (FCPA) as a key difference
between Chinese and US companies. The FCPA is legislation that prohibits the bribery of
foreign officials to obtain business. In addition to this stipulation, publicly traded companies
are also required to maintain accurate books and records. Failure to comply with this
legislation can result in sanctions and prosecutions for the individuals involved, regardless of
the jurisdiction in which the crimes were committed (U.S. Securities and Exchange
Commission, 2014). This inferences of interviewee 1 may be that many common practices of
Chinese organisations would be deemed in breach of FCPA legislation, leading to differing
operational procedures for Chinese and US companies. The implications are likely extend to
foreign companies more broadly as legislation similar to the FCPA exists throughout OECD
member nations, (Organisation for Economic Co-operation and Development, 2016).

Despite this suggestion, she did not explicitly reveal anything of her own experiences, either

in companies she has worked for, or companies she has worked with. Another key aspect of
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regulation affecting companies operating in China is the Internet Content Provider (ICP)
number. This is mandatory for all websites that are operating within in China, and companies
without one can be shut down at any time by the Internet Service Provider (ISP). Once a
company registers and obtains an ICP number from the Ministry of Industry and Information
Technology (MIIT), it can be used for any of the websites they operate (Microsoft, 2015).
There are two categorisations for organisations applying for a number. The first is for
“commercial ICPs” and includes ICPs that advertise online, sell goods and services, server
leasing, website production and any other revenue generating activities. The second category
1s “non-commercial ICPs” and is designated for ICPs that are providing information to the
public. This includes government departments, newspaper archives and periodicals, websites
that contain product information and websites that provide a public benefit (Baker &
McKenzie, 2001).

Although she did not go into too much detail on the matter, interviewee 1 mentioned that
“actually we need government help to do some things like, we need to apply for a license or
permit like the ICP license.” This was in reference to the role of her company’s government
relations team. It was not clear if their relations with government are focused on
understanding and dealing with bureaucratic considerations or if they are actively taking
steps to bypass and/or fast track regulatory procedures.

For interviewees 1 and 3 at least, government relations are an aspect of guanxi that they deal
with on a daily basis. F