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1 Introduction

The extant research on strategic management indicates that networks are critical
to enterprise growth and development. Relevant literature can be grouped into
two streams: One of them focuses on the inter-enterprise network (e.g., strategic
alliance, alliance keiretsu, and alliance groups) and the other highlights the
personal network, i.e., interpersonal connections among entrepreneurs or senior
managers.

guanxi (The interpersonal connection) based on informal contracts plays an
important role in enterprise performance and regional economic growth,
especially in East Asia. Among the eastern Asian countries, China’s guanxi
networks are centered on informal personal connections, exhibiting a unique
feature characterized by significant “embeddedness” in the traditional Chinese
culture such as “personal favor” (rengqing), “reciprocity,” “responsibility” and
“obligation.” Current research on strategic management mostly focuses on
describing the significance of entrepreneurs’ interpersonal connections, or the
correlation between the enterprise’s performance and the connections between
the entrepreneurs and senior managers. Based on data from Chinese enterprises,
some researchers have found that a significant positive correlation does exist
between enterprise performance and their entrepreneurs’ social networks, while
others denied the significant correlation. Research has been carried out to explain
such conflicting conclusions from the perspective of contingency theory.
However, we assume that such conflicting conclusions might be caused by
confusion over the nature of guanxi networks and the existence of different types.
In particular, different guanxi networks may have varying impacts on enterprise
performance at different development stages and in various scenarios. In other
words, the correlation between the guanxi network and the enterprise
performance is by its nature dynamic and complex. Without an explicit
separation of the different types and in-depth analysis on the factors involved, it
would be difficult to gain a proper understanding of the correlation relationship.
Therefore, this paper aims to explore the correlation in a comprehensive way.

In this research, we first divide entrepreneurs’ guanxi into “embedded guanxi”
and “market guanxi,” then conduct an empirical study on this correlation
between different guanxi networks, based on assumptions made in Chinese
business scenarios. The fundamental idea of this paper is segmenting these two
functions as the “embedded guanxi” and “market guanxi” in accordance with
their different functions in acquiring and integrating resources as well as the
difference in the function mechanisms of the two types of guanxi. By doing so,
we hope to help entrepreneurs or managers better distinguish and utilize the two
different types of “guanxi” as their enterprises move along different development
stages.
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The remaining parts of this paper are organized as follows: Section 2
introduces the theory of entrepreneurs’ relationship, and develops hypotheses.
Section 3 describes the research method for empirical study, and presents its
results. Section 4 concludes this paper.

2 Theory and Hypotheses

Recently, the entrepreneurial guanxi network in a transitional economy like
China has drawn considerable attention from researchers in the field of enterprise
strategy and entrepreneurship (Peng and Luo, 2000; Luo, 2003; Li and Zhang,
2007; Li, Poppo and Zhou, 2008). Peng et al. (1996, 2000, 2003) even coined a
term “network-based strategy” to embody the importance of entrepreneurial
guanxi network to enterprise strategy selection in a transitional economy.
Redding (1990) and Zucker (1986) pointed out that in the context of an unstable
legal and business environment, the informal, personal relationship between
managers and their key stakeholders such as alliance partners or government
officials are particularly important to enterprises. These informal and personal
“ouanxi” are thought to be one of the most important sources of competitive
advantage. Peng and Luo (2000) and Luo (2003) proved that the utilization of
entrepreneurial guanxi has a positive impact on enterprise performance, and the
impact varies with different ownership structures, business sectors, enterprise
sizes, industry growth rates, and previous strategies adopted. Li et al. (2008)
found that, compared to domestic enterprises, there is an “inverted U” shaped
relationship between the entrepreneur social networks of foreign-invested
enterprises and enterprise performance. They conducted a survey based on 280
foreign-invested enterprises, and results showed that when there is a high degree
of industrial competition and uncertainty, the impact ceases to be significant.
However, Li and Gima (2001) found no significant impact of entrepreneur social
network on enterprise performance after controlling environment factors. The
above conflicting conclusions indicate that when studying the relationship
between entrepreneur social network and enterprise performance, we need to
take into consideration both contingency factors and the uniqueness of guanxi
under the Chinese context.

None of the extant studies distinguished different types of guanxi. In addition,
when measuring different social networks, they assumed that these networks are
homogeneous in nature. We believe such a “coarse” definition of entrepreneur
social network makes it difficult to distinguish the impacts of different
entrepreneur social networks on enterprise performance at various enterprise
development stages.

To further explore the problem and gain a deeper understanding of these
might-be-different impacts, we believe that a classification of different guanxi
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networks into social-tie-based guanxi (referred to as embedded guanxi network)
and market-transaction-based guanxi (referred to as market guanxi network)
might help us to identify different impacts different guanxi might have on
enterprise strategy and entrepreneurship.

2.1 Embedded Guanxi and Market Guanxi Networks

Social embeddedness is defined as the degree to which commercial transactions
take place through social relations and networks of relations that use exchange
protocols associated with social, noncommercial attachments to govern business
dealings (Uzzi, 1999). Embeddedness exists when the social relationship of a tie
influences the economic behaviors of an enterprise (Granovetter, 1985; Uzzi,
1996, 1997). In addition, the interaction among different “ties” is not exclusively
economically motivated (Granovetter, 1992; Portes and Sensenbrenner, 1993),
but grounded more amidst personal relationships, social capital, or the history of
dyadic interactions (Hite, 1999). In contrast, the market ties are primarily
motivated by expected economic benefits (Hirschman, 1982). The definition of
the two ties shows that they are not culture-specific and therefore can be used to
study the interpersonal relationship in Chinese society (He, 1996). Therefore, it is
appropriate to observe and study the personal relationship in the Chinese context
from the perspectives of embeddedness and market.

As a guanxi network could be based on social contracts, such as kinship, or
friendship among friends or classmates, it is therefore belongs to the type of
“social embedded network.” Guanxi network could also be based on market
transaction through the negotiation and contract endorsement and
implementation. This kind of guanxi networks are referred to as market guanxi in
this article. One should note that although part of market guanxi could be
converted into embedded guanxi under certain circumstances, the differences
between the two types of guanxi networks are obvious. In reality, the two types
of guanxi exert differentiated impact on enterprises’ strategy and resource
choices. For example, newly-established enterprises, embedded guanxi network
will help them gain access to more opportunities and resources, as these
enterprises are at a disadvantageous position in terms of market guanxi networks.

Entrepreneurial guanxi networks are based on an entrepreneur’s personnel
guanxi network consisting of family members, relatives, friends and
acquaintances (in the order of intimacy) (Yang, 1994). Compared with family or
relative guanxi network, guanxi with friends or acquaintances are called “shuren”
guanxi. Among these networks, the extant literature on entrepreneurial guanxi
network pays much attention to the family or blood relationship. When tracing
back to the final controller of enterprises, it has been found that most big
companies in the world are actually controlled by families (Shanker and
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Astrachan, 1996). Aldrich (1999) and Aldrich and Zimmer (1986) found that at
the early stage of their development, these companies were all closely connected
with other families or family guanxi networks. And these strong ties among
families (or family members) played important roles in acquiring needed
resources like finance, talents and market resources. Data shows the enterprises
set up by couples or family members/relatives account for more than a quarter of
new enterprises (Ruef et al., 2002). The particular blood relationship is positively
related to the entrepreneurial opportunity recognition (Barney, Clark & Alvarez,
2003). Typically, when a Chinese entrepreneur creates an enterprise, the first
question he/she has to consider is how to collect all the resources to ensure
enterprise survival and development. So he/she would call for help from other
family members, and invite them to be his/her partners (Hwang, 2006). The
family system is one of the Chinese particular guanxi systems and the basis of
other guanxi network. To a certain degree, other social relationships can be
regarded as pan-family guanxi. Hamilton (1991) proved that the non-relative
relationship plays important roles in Chinese business system. However, under
the context of undeveloped legal and regulatory environment, although expanded
business network help enterprises gain important access to information and
customers, executives tend to be reluctant to develop business relationships with
those they do not personally trust.

Based on the above rationale, family guanxi and shuren Guanxi are highly
correlated in the Chinese informal social networks, constituting the embedded
guanxi networks, and the stranger guanxi network belongs to, apparently, market
guanxi. Considering the aim of this study, we define the embedded guanxi as the
guanxi characterized by the responsibility, favor, reciprocity, and mianzi
(face-saving), and market guanxi as an interest-based trading or cooperative
relationship. We hence propose:

H1 In an entrepreneurial guanxi network, family guanxi and shuren guanxi
constitute the main part of embedded guanxi network, and stranger guanxi
constitutes the main part of market guanxi network.

2.2 Evolution of Embedded Guanxi and Market Guanxi Networks

The dynamic process of developing favorable relationships with important
people is an important aspect in Chinese people’s daily life (Huang, 1988; Yeung
and Tung, 1996). Thus, stranger guanxi could be converted into shuren guanxi.
The evolution of guanxi networks is a dynamic process. Many Western
researchers have found that changes in social network structure are always
embodied in a market guanxi network being converted into an embedded guanxi
network (e.g., Hite, 1999; Larson and Starr, 1993). In a broader sense, the
evolution process of entrepreneurial informal guanxi networks can be examined
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from the perspectives of embedded guanxi and market guanxi networks.

As above, at the early growth stage, a firm’s development depends mostly on
embedded guanxi networks, which are deeply rooted in existing social, familial
or historically-accumulated relationships (Aldrich, 1999; Coleman, 1990; Larson
and Starr, 1993; Walker et al., 1997). Under this circumstance, the financial
resources are mostly acquired from the family members or friends, for the banks
or VCs are reluctant to offer funds to new enterprises. Furthermore, because of
the lack of capability in searching for specific resources, entrepreneurs are
constrained in using market guanxi networks. Then, the embedded guanxi
networks play a critical role in assisting enterprises to acquire needed resources
in its early development period.

However, both embedded guanxi and market guanxi networks are import
approaches for new enterprises to seize opportunities and obtain corresponding
resources. These two strategic choices are complementary to each other, rather
than substitutable. Considering the costs and gains, entrepreneurs usually put
more weight on using one or the other. Embedded guanxi networks based on trust
have advantages in long-term and low-cost transactions; but when taking the
“human relationship” and “obligation” into consideration, enterprises may suffer
much higher cost in maintaining embedded guanxi networks (Boist and Child,
1996), while market guanxi networks have no such burdens. As enterprises move
to next stages of their development, they would try to exploit more market
guanxi networks for necessary resources which can not otherwise obtained. In
addition, a market guanxi network is more efficient than an embedded guanxi
network in terms of capability development and resources.

H2a Enterprises tend to rely more on embedded guanxi networks at their
early development stage and more on market guanxi networks at later
development stages.

In addition to development stage, another important factor influencing
enterprise behaviors and decisions is enterprise size (Nadler and Tushman, 1998).
Previous studies on Chinese economy have concluded that entrepreneurial
networks are vital to small and new enterprises’ survival (Redding et al., 1990),
and guanxi networks offset the shortage of necessary organizational capabilities
needed to compete with large enterprises. However, small new enterprises have
strategic and operational flexibility, and they pay more attention to cultivate
guanxi networks to offset institutional and competitive disadvantages. On the
other hand, the guanxi orientation in market environment forces the renging
(favor), mianzi (face-saving), and obligation to become latent regularities in
China, within which people turn to members of their inner circle of friends and
relatives to facilitate dealings (Punnert and Yu, 1990). Many private enterprises
in China are built around this closely connected small circle consisting of family
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members or friends (Chen, 1994). Small enterprises can maintain flexibility and
achieve higher effectiveness by “weaving and harvesting the guanxi network”
(Pollock, 1991). As enterprise size increases, however, it becomes more difficult
to have an entrepreneurial style of management because of the more complicated
bureaucratic structures. In their seminal empirical works, Shan and Hamilton
(1991) found that small enterprises are more likely to adopt a cooperative
strategy than large enterprises. They also found that small enterprises utilize
more resources in embedded guanxi networks, while large enterprises gain more
access to capital and other needed resources and acquire more organization
legitimacy from market guanxi networks. Furthermore, larger enterprises have
accumulated more capability to cope with challenges in task environment, and
easily manage exchanges in market guanxi networks.

H2b Small enterprises tend to utilize embedded guanxi networks more than
medium and large enterprises, while medium and large enterprises tend to utilize
market guanxi networks more than small enterprises.

2.3 Embedded/Market Guanxi Networks and Entrepreneurial Growth

Existing empirical studies have indicated that interpersonal connections based on
trust and favor exert positive effects on enterprise performance in the context of
China’s transitional economy (Xin and Pearce, 1996; Peng and Luo, 2000; Luo,
2003; Li and Zhang, 2007). However, Guthrie (1998) argued that the impact of
embedded guanxi on performance has weakened with the deepening of
institutional transition and completing of legal regulatory system. In emerging
economies, the importance of guanxi networks as a driver of enterprise
performance is gradually substituted by the importance of competitive
capabilities, which is independent of relationships and connections (Peng, 2002).
Peng (2002) also found that, at their early development stage, enterprises are
more likely to take network-based strategies due to immature institutional
constraints, and shift to market-based strategies in later development phases. The
limitation of such findings is that the different impact of various types of guanxi
on enterprise performance has not been probed into, and the heterogeneous
effects of Chinese culture on enterprise development still need to be further
clarified.

At different stages of enterprise growth, embedded and market guanxi
networks may present different patterns of impact on enterprise performance.
Because of “liability of newness,” entrepreneurs in the new enterprises have
disadvantages in seizing opportunities, obtaining resources and cultivating
capabilities for indentifying opportunities, improving product quality and
organizing operations (Block & MacMillan, 1985). To overcome such constraints,
entrepreneurs sometimes utilize “asset parsimony” method to acquire resources,
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in order to promote enterprise growth at minimum cost (Starr et al., 1990). As the
embedded guanxi networks are characterized by renging, reciprocal, and
obligation, entrepreneurs can seek key resources for enterprise growth through
embedded guanxi network at a low cost (Cohen and Bradford, 1990). Therefore,
entrepreneurs are more likely to rely on embedded guanxi networks at the early
growth stage of their enterprises.

With the growth in enterprise age and size, the “liability of newness” of new
enterprises diminishes, and the identity, legitimacy, and reputation gradually
spread. The market guanxi networks become more important for enterprises
(Starr et al., 1990). Meanwhile, embedded guanxi networks have their limitations
due to the limited number of family members and friends in the network.
Therefore, entrepreneurs would gradually turn to market guanxi networks (Peng,
2003). Thus, compared to embedded guanxi networks, market guanxi networks
are more important for mature enterprises.

H3a As enterprise age increases, the importance of embedded guanxi
networks to enterprise performance tends to decrease, while market guanxi
networks tend to be more important.

H3b As enterprise size grows, the importance of embedded guanxi networks
to enterprise performance tends to decrease, while market guanxi networks tend
to be important.

3 Research Method

3.1 Measurement

An entrepreneur is the most important resource allocator in an enterprise, and his
guanxi network is one of the most valuable assets for his/her enterprise,
particularly at the early stage of enterprise development (Hite, 1999; Larson and
Starr, 1993). At this stage, an entrepreneur’s social network is, to a large degree,
equal to his/her enterprise’s social network (Bhide, 1999; Zaheer, McEvily, and
Perrone, 1998). However, as an enterprise grows, it will gradually formalize and
routinize its interpersonal networks (Bhide, 1999; Galaskiewicz and Zaheer,
1999; Larson and Starr, 1993; Zaheer et al., 1998). Under the Chinese context,
entrepreneurs’ interpersonal guanxi networks are always vital to the success of
their enterprises, even if their enterprises’ guanxi networks are formalized or
routinized. In addition, entrepreneurial network contains most of their
enterprises’ inter-organizational network. Thus, it is appropriate to study
enterprise behaviors from the perspective of entrepreneurial guanxi network.
Most entrepreneurs regard their guanxi network as confidential business secret
and are therefore unwilling to report relevant information to researchers. We
therefore adopted the measurement widely used in strategic studies and divided
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social networks into business and political networks (Peng and Luo, 2000; Luo,
2003; Moses, 2007; Li et al., 2008). The business networks are defined as
entrepreneurial contacts with managers in other organizations, including
suppliers, clients, and competitors; the political networks are specified as
entrepreneurial contacts with officials in government department, guild, bank,
industrial and commercial bureau, and tax bureau, etc. Considering the
uniqueness of Chinese culture, this study divides entrepreneurial networks into
family, shuren, and stranger guanxi networks. In measuring the strength of these
networks, a simple 3-point Likert-type scale was used, with “1” standing for
weak network ties (least frequently used) and “3” standing for strong network
ties.

Particularly, self-reported return on assets (ROA) relative to competitors was
used as a proxy for enterprises performance. Respondents were asked to estimate
their enterprises’ ROA compared with competitors on 5-point Likert scale
ranging from “much less than our key competitors” to “much more than our key
competitors.” Since enterprise’s size and age may exert different influences on
organizational characteristics and performance (Wiklund and Shepherd, 2005),
these items were include as control variables. The enterprise size was measured
by the number of full-time employees, and age was calculated from the founding
year reported by respondents.

3.2 Sample and Data Collection

The survey was conducted by the Research Center for Chinese Family Enterprise
in Sun Yat-sen University. The center made a large scale survey on private
enterprises in Guangdong province in 2007. During the investigation, a trial
questionnaire was used for a pilot test in August, 2007, in which 45 valid
questionnaires were returned. From September to December in 2007, the
modified questionnaires were delivered to private enterprises in Shantou and
Dongguan city, which have most developed private economies in China. Of the
570 distributed questionnaires, 447 were returned. 270 valid samples were
selected according to the following criteria: (1) The respondent has worked in the
current enterprises for no less than one year; (2) the respondent is either an
entrepreneur or a senior manager; and (3) without invalid extreme answers. The
detailed information about the research sample is show in Table 1 below:

3.3 Data Analysis and Results
3.3.1 Common Methods Variance

It should be noted that responses of the questionnaire survey were all obtained
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Table 1 Profile of the Sample

Item Information Percentage (%)/frequency
. Sole proprietorship 29.9%
Ownership . .
L. Partnership enterprise 6.4%
characteristics . o
Limited liability company 63.7%
<5 million 51.4%
Total assets (yuan) .
>5 million 48.6%
<50 28.5%
No. of employee 50-249 43.8%
=250 27.7%
. Shantou 128
Location
Dongguan 142

from a single source, and data on networks and other variables are therefore of
the nature of self-reporting. Therefore, the common method variance problem
should be dealt with. Following the suggestions of Podsakoff and Organ (1986),
a single-factor test was undertaken as a reasonably post hoc remedial approach.
Specifically, a principal components factor analysis was conducted on all of the
19 questionnaire measurement items. The unrotated factor solution output
showed twelve factors with eigenvalues greater than one account for 69.99% of
the total variance. In addition, the first factor only accounts for 31.74% of the
total variance. In other words, there is no one “general” factor accounting for the
majority of variance. Therefore, the problem of common method variance could
be considered as not severe in this research.

3.3.2 Comfirmatory Factor Analysis (CFA)

In order to examine the liability and convergent validity of the network
measurement models, CFA was performed by using the AMOS 5.0 software. The
properties of this construct are showed in Table 2. The Cronbach’s a of all kinds
of network constructs are all above 0.50, the critical value suggested by Hair et al.
(1987). The fit indexes, including comparative fit index (CFI) and normed fit
index (NFI), are all above the cutoff level of 0.90 (Bagozzi and Yi, 1988). The
CFA results show that the measurement models have sound reliability and
goodness of fit between the collected data and the theoretical factor structure.

To discern the different types of networks, the discriminant validity was tested
by comparing the average variance extracted (AVE) of each construct to the
square of correlations between this construct and others. Results are presented in
Table 3. The comparison of AVE and corresponding squared correlations shows
that the discriminant validity for each network construct is acceptable.
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Table 2 CFA of Networks Constructs

Construct Cronbach’s & Item Factor_
loadln%*
Family guanxi in business L%nkage W%th client§ 0'74**
networks 0.610 Linkage with suppliers 0.74**
Linkage with competitors 0.57
Linkage with officials in government 076"

departments at different levels

Family guanxiin political - 55 i oe with officials in guild 0.50"

networks . . L
Linkage with officials in bank, tax, -
. . . 0.85
industrial and commercial bureaus
Sh ' in business Linkage with clients 0.69"
nZ:\i]’éiuanm u 0.566 Linkage with suppliers 0.79™
Linkage with competitors 0.64"
Linkage with officials in government 073"

departments at different levels

Shuren guanxi in political = 719 i with officials in guild 0.54"

network ) ) o
Linkage with officials in bank, tax, o
. . . 0.77
industrial and commercial bureaus
Straneer euani in Linkage with clients 0.56"
2er 8 0.727 Linkage with suppliers 0.60"
business network . . . -
Linkage with competitors 0.65
Linkage with officials in government 091"

departments at different levels
0.897 Linkage with officials in guild 0.82"
Linkage with officials in bank, tax, -
. . . 0.83
industrial and commercial bureaus

Stranger guanxi in
political network

Note: N=270, " indicates significant at 0.01 level.
Model 1 fit indices: y*/df = 231/116 = 1.99, CFI = 0.91, IFI = 0.91, NNFI = 0.86, RMSEA =
0.06.

Table 3 Discriminant Validity Test

Construct FRBN FRPN ARBN ARPN SRBN SRPN
FRBN (0.546)
FRPN 0.297 (0.502)
ARBN 0.151 0.140 (0.566)
ARPN 0.078 0.268 0.272 (0.500)
SRBN 0.220 0.176 0.223 0.116 (0.501)
SRPN 0.071 0.129 0.188 0.077 0.462 (0.500)

Note: AVEs are on the diagonal; Squared correlations are off-diagonal.
FRBN = Family guanxi in a business network, FRPN = Family guanxi in a political network,
ARBN = shuren guanxi in a business network, ARPN = shuren guanxi in a political network
enterprise performance, SRBN = Stranger guanxi in a business network, SRPN = Stranger

guanxi in a political network.
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3.3.3 Hypotheses Testing and Analysis

Extant empirical studies on entrepreneurial networks have drawn contrasting
conclusions on the impact of business and political networks on enterprise
development (Peng and Luo, 2000; Li et al., 2008). This study adopts the
hierarchical cluster analysis approach to test the above relationship and
categorizes 18 measuring items (3 types of relationships x 6 linkages). Based on
the observed data’s similarities and differences, cluster analysis provides a
logical solution to validate the differences among these network constructs
(Carter et al., 1994). The results presented in Table 4 show that all the linkages in
stranger guanxi networks cluster as one class, while the linkages in familial and
shuren guanxi cluster as another. There is no clear distinction between the
familial and shuren guanxi. Therefore, it is reasonable to redefine the stranger
guanxi as “market-guanxi networks”, and combine the familial and shuren
guanxi as “embedded-guanxi networks”. Thus H1 is supported.

Table 4 Mean Differences between Market Guanxi and Embedded Guanxi Network (N =
270)

Dependent variable

Type of enterprises
Business network Political network The whole network

Mean differences -0.078" -0.153" —0.116
New enterprises  Standard error 0.059 0.066 0.056
Sig. 0.055 0.023 0.025

Mean differences 0.149" 0.121" 0.135"
“Old” enterprises  Standard error 0.063 0.070 0.060
Sig. 0.019 0.083 0.024

Mean differences -0.071" -0.003" -0.037"
Small enterprises  Standard error 0.093 0.079 0.089
Sig. 0.048 0.098 0.070

Large and Mean differences 0.219” 0.230™ 0.225"
medium-sized Standard error 0.075 0.082 0.071
enterprises Sig. 0.004 0.005 0.002

Note: * indicates significant at 0.01 level, ~ indicates significant at 0.05 level, " indicates significant
at 0.1 level.

Further, MANOVA was adopted to analyze the differences between
embedded-guanxi and market-guanxi networks. The sample was divided into
groups according to enterprise age and size.
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In addition, hierarchical regression analysis was conducted to estimate the
influence of the two networks on enterprise performance. In order to minimize
collinearity, we used the mean-centered variables to create the interaction terms
following the method proposed by Aiken and West (1991). The tolerances of
independent variables are all above 0.6 (except the minimum value of 0.395).
Thus, the problem of collinearity does not exist. The regression results are
presented in Table 5. It shows that, among the different types of networks, only
the shuren guanxi network exerts significant and positive impact on ROA,
implying that the connections with officials in different government departments
through the shuren guanxi network can improve enterprise performance, for the
network helps enterprises gain more access to critical resources. In addition, the
introduction of the interaction terms in Models 3 and 4 shows that only the
“stranger guanxi network x age ” interaction exerts positive influence on ROA: It
supports, to some extent, the later part of the statements in H3a, i.e., the
market-embedded guanxi networks become more critical as enterprise age
increases. Table 6 shows the results of the testing hypotheses.

Table 5 Results of Hierarchical Regression Analysis (N = 270)

ROA
Model 1 Model 2 Model 3 Model 4

Variable

Control variable

Age 0.145 0.145 0.07 0.07
Size 0.128 0.128 0.081 0.081
Independent variable
Family guanxi network —0.091 —0.091 —0.040 —0.040
Shuren guanxi network 0.235" 0.235" 0.305" 0.305™
Stranger guanxi network 0.089 0.089 0.003 0.003
Interaction term
Family guanxi network X size 0.094 0.058
Shuren guanxi network x size 0.125 0.075
Stranger guanxi network x size 0.143 0.075
Family guanxi network x age —-0.032 —-0.032
Shuren guanxi network x age 0.011 0.011
Stranger guanxi network x age 0.195 0.195"
Model fit index
R 0.046 0.046 0.07 0.07
Model F 5.906" 5.906" 4.8457 4845”7
P(ARY) 0.017 0.017 0.01 0.01

Note: ** indicates significant at 0.01 level, * indicates significant at 0.05 level, { indicates

significant at 0.1 level.



354 Xinchun Li, Li Liu

Table 6 Results of the Testing Hypotheses

Hypothesis Content Method Result

H1 In an entrepreneurial guanxi network, Cluster analysis Supported
family guanxi and shuren guanxi
constitute the main part of embedded
guanxi network, and stranger guanxi
constitutes the main part of market
guanxi network
H2a Enterprises tend to rely more on MANOVA Supported
embedded guanxi networks at their early
development stage and more on market
guanxi network at later development
stages
H2b Small enterprises tend to utilize embedded MANOVA Supported
guanxi networks more than medium and
large enterprises, while medium and
large enterprises tend to utilize market
guanxi networks more than small

enterprises
H3a As enterprise age increases, the Hierarchical Partially
importance of embedded guanxi regression supported

networks to enterprise performance
tends to decrease, while market guanxi
networks tend to be more important
H3b As enterprise size grows, the importance Hierarchical Not supported
of embedded guanxi networks to regression
enterprise performance tends to
decrease, while market guanxi networks
tend to be important

4 Discussion and Conclusion

4.1 Conclusion and Implication

This study draws the following conclusions: (1) Family guanxi and shuren
guanxi constitute the main part of the embedded guanxi network, and stranger
guanxi constitutes the main part of market guanxi network, which indicate that
the discussion of guanxi type and nature is both important and meaningful. (2)
New or small enterprises tend to utilize embedded guanxi networks more than
mature or large or middle sized enterprises, while the mature or large or middle
sized enterprises tend to utilize market guanxi network more than the new or
small enterprises, which indicate that as an enterprise grows in size and age, its
reliance on embedded guanxi network decreases while its reliance on market
guanxi network grows. (3) As an enterprise’s age increases, the importance
embedded guanxi networks to its performance does not decrease accordingly,
while the importance of market guanxi network to its performance tend to grow,
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which indicate that the importance of the two types of guanxi networks to the
enterprise performance varies according to the different development phases and
enterprises shall balance them to maximize these networks’ positive impact on
enterprise performance.

This research fails to prove that the importance of embedded guanxi network
to the enterprise performance tends to decrease as the enterprise age increases.
The positive impact of embedded guanxi network on the enterprise performance
remains significant throughout an enterprise’s development. Possible reasons
might include: (1) Although the economic transition has achieved tremendous
progress in China in recent years, some of the social attitude, faith and value (for
example, the family oriented approach and guanxi oriented approach to business),
which are most important to Chinese culture, have remain to a large degree
unchanged, and different types of “guanxi” still play important roles in Chinese
people’s daily life and business circle. (2) Chinese entrepreneurs highlight the
importance of guanxi networks. Many entrepreneurs agreed in our survey that the
market guanxi, which is of strategic significance to their enterprises, can be
turned into shuren guanxi by guanxi operation to help their enterprises achieve
stable and sustainable development. Our results demonstrate, to a certain degree,
this dynamic change of guanxi network in theory. We also find no evidence
showing that enterprise size has a moderating effect on the positive correlation
between embedded-market guanxi network and enterprise performance.

4.2 Contribution

The contributions of this research are as follows: (1) It helps us to gain a deeper
understanding of entrepreneurial/managerial networks. Previous researchers
usually considered entrepreneurial/managerial networks homogeneous and
treated them as a whole. However, this research points out the pattern of
difference sequence of the entrepreneurial/managerial interpersonal relationships
in the Chinese context and takes it as the basis of relationship classification.
Moreover, this research employs the universal concepts of embeddability and
marketability existing in the sociology and economics to separate the
entrepreneurial/managerial interpersonal relationships into the embedded guanxi
network and market guanxi network. This classification can be applied to other
cultures as well as to Chinese culture. Therefore, this research renders a new
prospective from which the studies on entrepreneurial/managerial networks can
be conducted. (2) It has a significant implication to the guanxi research. As
guanxi is an important phenomenon in Chinese society, a great amount of
academic attention has been paid to guanxi. However, in most of relevant studies,
guanxi is treated as a Chinese-style “special interpersonal connection.” The
current study argues that guanxi is not culture specific. Therefore, guanxi
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research shall not only concern about the cultural uniqueness, but also focus on
constructing a culture-free guanxi theoretic system. In doing so, we need to
combine viewpoints from sociology, economics, and management, or other
relevant disciplines, as did in the current study.

4.3 Discussion

This research has a great practical meaning to enterprise strategic operation. Both
guanxi itself and its cultural attribute are important to Chinese enterprises’
operation and development. Our results show that both family guanxi based on
blood relationship and shuren guanxi on the extension of family relationship play
a key role in enterprise growth and development. In other words, the embedded
guanxi network is vital to enterprise growth in China. However, as enterprises
grow bigger and enter more new markets, they need to develop vigorously their
market guanxi networks. This research reveals that, as an enterprise grows in age
and size, both the frequency of utilization and strength of embedded guanxi
networks tend to decline, while the importance of embedded guanxi networks to
enterprise performance does not decrease accordingly: The positive correlation
between the embedded guanxi network and enterprise performance remains
positive all the time, regardless of enterprise age and size. By contrast, the
frequency of utilization and strength of market guanxi networks increase as an
enterprise grows in age, so does its impact on enterprise performance. It shows
that under the Chinese context, if an enterprise wants to grow and develop, it
must pay more attention to cultivation and development of market guanxi
networks, and at the same time, bears the importance of embedded guanxi
networks in mind. An enterprise needs to balance the two guanxi networks on the
basis of its resource capacity.

However, in exploring the relationship between entrepreneurial/managerial
networks and enterprise growth, this research does not take into consideration an
enterprise’s individualized attributes, such as resource capacity, ownership nature,
industrial and market structure (e.g., competition intensity, public policy,
structural change and degree of resources scarcity); secondly, this research fails
to verify the intervening mechanism by which entrepreneurial/managerial
networks influencing enterprise growth, such as opportunity identification,
resource acquisition, resource development and integration and resource release.
In addition, we did not adopt a longitudinal research design to collect empirical
evidence on the change and evolution of entrepreneurial network. Therefore,
further studies are needed to overcome these limitations and promote further our
understanding of entrepreneurial network.
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