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An Australian merchant who has been
doing business in China for many vyears
summarized his experience as follows:
“It's not important what you know, but
who you know.” “Who you know" refers
to the guanxi (personal relationships or
connections) that you have. Guanxi is
extremely important for doing business
and handling affairs in China.
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When making business
cooperation with Chinese, the general
principle is inseparable from the two
characters “guanxi”. Broadly speaking,
“guanxi” refers to interpersonal
relationships, a kind of psychological
connection formed among individuals
who interact and communicate with
each other. In China, “guanxi” is a
very common social phenomenon
penetrating into all domains such
as politics, economy, culture, and
life, etc. Ranging from birth, senility,
illness, death, wedding and funeral
to clothing, food, accommodation,
transportation, culture and
entertainment, Chinese people are
invariably living in a huge network
of “guanxi”.

Why is guanxi so important
in China? This is because the
interpersonal relationship among
Chinese centers on ethics, and human
feelings are the bonds maintaining
interpersonal relationships. In ancient
times, the major economic activity
holding Chinese society together was
agricultural production, therefore a
family was the most basic unit of
society. Individuals, together with
their family members, were engaged
in the production process on a
piece of fixed land. They were born
there, lived there, grew up there,
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worked there, aged and died there.
Apart from their family members,
the people with whom they had
frequent contact were their relatives
or neighbors who lived nearby.
In such a social context, Chinese
people, based on the Confucian
theory, developed a code of conduct
centering on “feelings”: individuals
have to show “family affection”
towards their own family members,
and speak of “mutual favors” to
close friends apart from their family
members. They can, however, ignore
all these things when dealing with
unrelated strangers. Therefore, for
Chinese people, if an individual is
the core of concentric circles, the
immediate layer surrounding the core
involves family members, the layer

outside family members includes
people who are attached to the

acquaintances

strangers
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individual and the further distant
circle pertains to unrelated strangers.
To interact with people from all these
different circles, a person should adopt
different methods of interaction.

This is also true in business
activities where Chinese people are
generally accustomed to trade with
their insiders such as families and
acquaintances. This kind of business
is established on the basis of
personal relations among people who
are familiar with each other, who
care for each other and who value
mutual returns as forms of reciprocal
favors. In addition, Chinese people
often do business with people who
are introduced to them by family
members or acquaintances, which is
another way for Chinese to reduce
risk. When dealing with people who
are related to them, Chinese people
opt for a “law of human relations”
which binds people by personal
connections and trust instead of by
contracts, for “guanxi” means trust
and loyalty. However, it's necessary
to exercise caution when carrying
out cooperation with people who
are outside one’s guanxi circle,
namely unrelated strangers. When
dealing with unrelated strangers who
have no guanxi with them, Chinese
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people adopt a “law of fairness”,
which does not value much about
personal relations but binds the two
parties through contracts. In terms
of specific methods for cooperation
and distribution of benefits, they
act strictly in accordance with the
contracts.

In China, a prominent feature
of business relations is their obvious
long-term orientation. Chinese people
will not regret over the considerable
amount of time and energy spent in
building guanxi; they even talk about
topics irrelevant to business or arrange
activities unrelated to business. These
are all manifestations of their hope
to establish guanxi with you. In order
to keep long-term cooperation, they
may even continue to spend time
and energy in maintaining the guanxi
between the two parties after a single
trade is over. It can be said that once
guanxi is established, Chinese people
will show great loyalty and dedication.
Therefore, they think it is worthwhile
to spend as much time and effort as
possible to build and maintain guanxi.

So we can see, to do business in
China, one has to build good guanxi.
Only after this one can succeed in
doing business.
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CASE STUDY 3\

Nicolas is working in the human resource department of a
Chinese company. Once, the leader of the company hoped to make
an overall improvement to the arrangement of posts in the company
and specifically sent Nicolas to negotiate with a well-known Spanish
consulting firm. The Spanish consulting firm proposed pertinent
suggestions, but asked for a large sum of money. To help the
company save a sum of money, Nicolas inquired here and there and
finally found another consulting firm willing to improve the follow-up
program at one third the price of the Spanish consulting firm. Nicolas
immediately told the good news to the company leader. Upon
hearing the news, the leader told Nicolas in sincere and meaningful
words “we have been doing business for 20 years with the Spanish
consulting firm. We believe in this company and will never change
our cooperators for the sake of a small sum of money”. Nicolas
didn’t understand why his leader who had always advocated the
saving of production and operation costs would rather spend more
money this time in order to choose the expensive Spanish company.

B Comments: Whereas Nicolas values the immediate benefits, Chinese people
emphasize more human relations and long-term benefits. Once guanxi has
been established, Chinese people will show great loyalty and dedication.
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In China, if you want to work more smoothly, you may wish
to make good use of your established guanxi between colleagues,
customers, friends, etc. They will usually be very glad to help you.

If you want to make use of the guanxi of a third party
in order to facilitate cooperation, you have to know the actual
condition of guanxi between your cooperator and the third party.
If your cooperator has a good guanxi with the third party, you will
achieve the expected results. Otherwise, it will bring you more losses
than gains.




