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Abstract:  

China has blossomed from going from one of the poorest economies to a financial leader. The private 

consumption in China has grown 8,3% annually the last two decades. The dining out expenditures have 

grown 10,2%, and is an exciting market for foreign entrepreneurs to establish themselves in.  

Previous research has suggested that foreign Micro, Small and Medium Enterprises should join forces 

with a Chinese counterpart in order to get access to market experience and network contacts, in order 

to succeed in the Chinese market (Wilson and Brennan, 2003). Deng (2001) claims that the most popular 

investment vehicle Wholly Foreign Owned Enterprise increases in popularity among all company sizes.  

 
This dissertation aims to investigate to which extent MSME foreign entrepreneurs use networking and 

guanxi, depending on ownership registration. A qualitative research method was used with an abductive 

approach and an interpretivist research philosophy to explore this phenomenon.  

The results of this thesis show that foreign entrepreneurs can start up successfully both as WFOEs 

and JVs. WFOEs and JVs share many of the same contacts, but networking activities and usage of 

guanxi has some influencing factors. The Registration Status of company influence strategic networking 

decisions, the perception and expectation of the nature and benefits of guanxi and perceived necessity 

of gift giving also affected the networking activities.  JV owners perceive guanxi contacts to be necessary 

to succeed in China and finds cultivation and utilization of it to be beneficial.  Entrepreneurs who 

establish Wholly Foreign Owned Enterprises both use and have a more “Western” approach to social 

networking, and almost exclusively don’t have guanxi contacts.  

The Investment Vehicle Network Scheme shows that JVs have more complex networks than WFOE, 

since they receive Chinese guanxi and networking contacts through their partners. The Guanxi Network 



 

 

Ownership Model shows the network intensity during the startup phases of the companies. The research 

also indicates that guanxi smoothens out the start-up process for the entrepreneurs who enter JVs.  
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1. Introduction 

1.1 Background 

 

Since 1978 China has gone from being one of the poorest economies in the world into becoming 

a financial and political leader with a booming and increasingly affluent middle class (Berger, 

Choi, & Herstein, 2013). Companies around the world were severely affected by the global recession, 

but the firms which served the ever-growing Chinese market and its middle class with increasing 

spending power, fared better (Conway and Monaghan, 2009). The businesses which have 

competed successfully and gained market share in China have reaped great rewards, as the growth 

of private consumption has been 8,3% for the last two decades, four to ten times faster growth than 

many more mature western markets (Table 1).  

 Table 1. Annual growth of private consumption year 2000-2018 

 

The last four years consumption has grown annually, and 60% of the GDP growth in China can be 

attributed to consumption in 11 out of 15 quarters since 2015. (Woetzl and Seong, 2019, Iskyan, 

2016).  

With the growth of China’s emerging economy, and the world recession in 2008, more and more 

foreigners hav e  come to live and work for enterprises in Shanghai (Wanzeck, 2009, Chinadaily, 

2016). After working in China for a while, many foreigners proceed to start up their own 

enterprises, and act on the opportunities in this dynamic market and serve the local market. An 

interesting market may be the restaurant industry, as the increased spending power of the Chinese 

middle class has led to an annual increase of 10,2% in dining out in comparison to the 7,2% growth 

for basic food items (Atsmon and Magni, 2012). The urban household food-away-from-home 

expenditures will grow for the next four decades, mainly due to increased incomes and 

urbanization (Liu, et al, 2015).  China’s population is redistributing itself both geographically and 

employment within industries (See table 2). 

Kommenterad [A1]: FLYTTA UPP TILLSAMMANS 
MED MENINGEN OVAN TABELLEN.  

 
TABELLER OC H DIAGRAM/FIGURER SKA 
NUMRERAS OCH HA EN RUBRIK, EX Diagram 1. 
Annual growth of private … (Source: xxx)  
FÖR TABELLER SKA DENNA TEXT ANGES OVANFÖR 
TABELLEN – FÖR FIGURER och DIAGRAM, UNDER 
FIGUREN. 
 

Tabell, diagram och figur ska också hänvisas till i löptexten.  

Kommenterad [A2R1]: Mening flyttad och tabeller fixade. 
Tack 
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Table 2. Employment within Chinese Industries 

Employment (%) 1978 1990 2000 2017 

Primary industry 70.5 60.1 50.0 27.0 

Secondary 

industry 

17.3 21.4 22.5 28.1 

Tertiary industry 12.2 18.5 27.5 44.9 

Source: China Statistical Yearbook (2018) 

 

 In table 3, one can see that in 1978 the urban population was 17,9%. It increased to 40% in 2009, 

and in 2017 58,5% of the population lived in cities. 65% of the Chinese inhabitant are projected to 

live in urban areas by 2030 (“Majority of Chinese”, 2012, World bank, 2017, China Statistical 

Yearbook, 2018). 

   Table 3. Composition of population in rural and rural areas 

Population Urban and 

Rural composition 

1978 1990 2000 2017 

Urban Areas 17.9 26.4 36.2 58.5 

Rural Areas 82.1 73.6 63.8 41.5 

Source: China Statistical Yearbook (2018) 

 

Foreign entrepreneurs who desire to start a company are therefore wise to look into the service 

sector and restaurant industry.  

For the non-Chinese entrepreneurs who start companies in China the choice of investment vehicle 

is an important strategic decision. The two most common investment vehicles are Wholly Foreign 

Owned Enterprises (WFOEs), a foreign-owned limited liability company, and Joint Ventures 

(JVs) where a foreign person or entity have joint ownership with a Chinese counterpart. The most 

popular investment vehicle to start up for foreigners is WFOEs (Deng, 2001). Despite this 

popularity, foreign owned companies with less than 50 employees, called Micro, Small and 

Medium Enterprise are advised to start up with a JV partner in China. This should be done to 

access information about the Chinese market and culture (Wilson and Brennan, 2003). The non-

Chinese entrepreneurs, who start WFOEs, must network for themselves to develop contacts with 

suppliers, customers, politicians and financial investors (Ewing, 2000).  The ones who join forces 

with a Chinese, may share the Chinese partners network, information and resources.  Depending 

on the ability to rely on one's own network and funds in the start-up process, the company can 
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choose the appropriate investment vehicle to launch the firm into the Chinese business 

environment.  

Fock and Woo (1998) claim that to be successful in China one needs to comprehend the cultural 

phenomenon and rules of guanxi. It is esteemed as the Chinese moral code, as well as an 

association between two people. This association includes the other person in each other’s guanxi 

network, named guanxiwang. In China having this guanxi relationship has been considered to be 

a predecessor to business transactions (Wong, 2007), in contrast to Western networking where the 

networking happens during the business transaction (Gao, et al, 2010). This can create problems 

when the Chinese and Westerners do business. 

This thesis aims to investigate and add to the existing research on how foreign entrepreneurs 

maneuver the Chinese business culture, in the establishment phase, through their networking 

activities depending on which investment vehicle they register.   

1.2 Problematization 

The allure, for foreign entrepreneurs, of starting up a business in China is understandable. In order 

for them to gain access to this market, with its’ vast purchasing power, the entrepreneurs must 

make some strategic choices about which investment vehicle to start. 

Internationalization theories such as the Uppsala model argue that gradually intensifying 

commitment of resources stands in correspondence with increase in knowledge about entering 

foreign markets (Johanson and Vahlne, 1977). Root (1994) suggests that one of the most 

important strategic decisions for companies’ future operations is which ownership vehicle is 

chosen, that is JVs or WFOEs. The choice of investment vehicle changes the trajectory of the 

business, as the ownership form plays a distinct role in strategic choices, resource acquisitions, 

and subsequently business model (Zhang et. al, 2019).  The two most popular investment vehicles 

are Wholly Foreign Owned Enterprises and JVs.  

Behind the strategic choice of ownership form lies different motivations depending on the 

character of the entrepreneurs and by extension business entities networks. No matter which kinds 

of networks the owner-managers develop, these relationships can over-bridge the size 

disadvantage Micro, Small and Medium-sized Enterprises have, and reduce the business risk 

(Madhok, 1997, Arribas, et al, 2013). The networks are important for the companies’ survival. 

Child, Faulkner and Tallman (2005) suggest that networks emerge for: (1) uncertainty reduction, 

(2) sharing market information and (3) gaining resources and expertise within the network outside 

the company. Additionally, they also add (4) flexibility, (5) capacity and (6) speed to the actors 

and their activities.  

Kommenterad [A3]: Foreign? 

Kommenterad [KM4R3]: Right, thanks 
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Network theory explains how business relations come about, which generally is because a 

business interaction has been initiated. The relationship and trust in the partner develop during 

the business transaction itself (Yang, 2004).  Research indicates that during the embryonic stage, 

when businesses only have a small customer base, it’s important to expand the network for 

survival (Wynarczyk, Watson, Storey, Short, & Keasey, 1993, Arribas, et al, 2013). Entering a 

network may bring legitimacy to the entity, and doors to resources beyond one’s own capabilities 

might open up through the network (Aldrich and Fiol, 1994, Zeitz and Zimmerman, 2002). 

The foreign entrepreneur who start companies in China, needs to learn how to navigate a country 

and business culture which is different from their native country. While the western hemisphere 

uses networking, China has another standard for doing business and networking, namely guanxi.  

One of the primary reasons for entering a JV with a Chinese partner is to get access to guanxi, 

an Eastern form of networking, which is recognized as one of the most important indigenous 

constructs in China (Yang & Wang, 2011). It developed as a response to opaque legal framework, 

and uncertainty in society. The guanxi relationship is a moral and social duty, which is built on a 

foundation of reciprocity of favors, these then bind two people together. Wong (2007) suggests 

that guanxi is considered to be one of the most essential key success factors in doing business in 

China, because China is a low-trust society and the Chinese dislike formal contracts.  The building 

of the relationship and trust precede the business transactions, because for the Chinese the validity 

and insurance of fulfilling of the contract lies within the personal relationship (Standifird and 

Marshall, 2000, Yeung & Tung, 1996, Ambramson & Ai, 1999).  To be a part of a guanxiwang, 

the Chinese equivalent to a network, brings advantages. Through having a close relation, one may 

obtain information on business opportunities, market trends, and government policies (Davies et 

al, 1995). Some research has found that guanxi lowers transaction costs and works as a lubricant 

in every aspect of business whether it be with suppliers, quality assurance, certification or partners 

(Standifird and Marshall, 2000).  

Adapting to a new business culture can be overwhelming. In case the entrepreneur lack resources, 

knowledge and adequate contacts, it might be necessary for foreigners to enter a JV to obtain the 

appropriate channels and contacts to work in China.  

Much research about guanxi has been done on larger multinationals. This thesis focuses on Micro, 

Small and Medium sized Enterprises (MSMEs), since these company sizes constitutes more than 

97,9% of all market entities, employs up to 82% of China’s work force, is responsible for 60% of 

GDP and 50% of all tax revenue (”SMEs account for over”, 2018, Hoffman, 2017).  

Kommenterad [A5]: ? 

Kommenterad [KM6R5]: Omorganiserade för att det 
skulle ”make sense”.  
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Drawing upon the previous research, the choice of investment vehicle appears to be important, and 

in order to succeed in China SMEs should establish JVs. 

 This thesis aims to explore and help bridge the research gap about how non-Chinese 

entrepreneurs’ attitudes and experiences in using networking and/or guanxi in the establishment 

process or their firms depending on the ownership registration of start-ups for MSMEs. Therefore, 

special attention will be put on the differences between JVs and Wholly Foreign Owned 

Enterprises pertaining to the networking activities in a Chinese context. 

One industry which is characterized by MSMEs is the restaurant industry, thus the entrepreneurs 

participating in this study will belong to this industry. 

1.3 Research Question 

 

In response to the gap in the research, the research question this paper sets out to explore is:  

How do foreign entrepreneurs experience and use guanxi and networking within their networks 

during the establishment process depending on the investment vehicle of the start-up? 

The research is narrowed down to the service sector, more precisely with a special focus on 

currently operating restaurants established in Shanghai. The reason why restaurants are of interest 

is partly that, according to the China Statistical Yearbook (2018), the number of “Hotel and 

Catering Services” increased by 372% from year 2005 to 2017.  Further, the tertiary industry, 

which the “Hotel and Catering services” are a part of, has doubled since 1978, and now stands for 

more than half of China’s GDP (see table 4).  

 Table 4. Chinese Industries’ contribution to total GDP 

GDP (%) 1978 1990 2000 2017 

Primary industry 27.7 26.6 14.7 7.9 

Secondary 

industry 

47.7 41.0 45.5 40.5 

Tertiary industry 24.6 32.4 39.8 51.6 

Source: China Statistical Yearbook (2018) 
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Additionally, a reason for choosing to research restaurants for this research is because of their 

shorter supply chains and simpler networks. The simplicity of the network will enable more 

accurate mapping of these networks’ character and size.  

1.4 Purpose 

The purpose of this thesis is to contribute with an understanding about foreign entrepreneurs’ 

experience and attitudes pertaining to the nature of business networking and guanxi within the 

context of starting up and establishing MSMEs in China. A further goal is to add to the theories 

how the entrepreneurs’ perception of networking and business environment in China relates to the 

choice of ownership registration.   

The research focus will be to map the entrepreneur’s network relationships, in order to see 

which essential relationships they form and utilize, and whether they are considered, by the 

entrepreneurs, to be a part of their networking contacts or are guanxi relationships. The focus 

on the network and guanxi ties of non-Chinese entrepreneurs is done with an intention to create a 

model to investigate if there is a difference in the network practices in relation to the choice of 

investment vehicle during the establishment phase. 

 

 1.5 Limitations 

The research is qualitative and exploratory through interviews with foreign managers and 

entrepreneurs with Micro and Small enterprises (MSMEs), where the interviews will delve in and 

focus upon which contacts, they have in their network. Further the conversation will explore the 

perception and attitude the entrepreneurs have towards their networks. It will unfold if the 

character of networking activities is contingent upon the investment vehicle of the company. which 

perception and attitude the entrepreneurs in this study towards use networking and guanxi 

contingent on investment vehicle of the companies. 

Because of the sensitive nature of financial data, no fiscal numbers are included to compare the cost 

or benefit of guanxi contacts in one’s network. Due to the limited time of the research, it will not 

include the frequency contacts are used, whether the network ties are tight or what resources they 

share. Further, the study will be geographically restricted Shanghai for the feasibility of conducting 

face-to-face interviews, and also due to time and resource restrictions, As a method choice the thesis 

is limited solely to firms within the service sector, more specifically restaurants.  

  

Kommenterad [A7]: Typsnitt? 

Kommenterad [KM8R7]: Fixat 

Kommenterad [A9]: Ska det inte vara MSME?  

Kommenterad [KM10R9]: Absolut. Tack 😊 
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2. Literature review 
The following chapter gives an outline of theories about investment vehicles, networking and 

guanxi. In conclusion, concepts and factors which are applicable in a MSME-context will be 

gathered into a conceptual model.  

2.1 Investment Vehicles 

When a firm decides to enter a foreign market, the choice of ownership registration is considered 

to be one of the most crucial decisions the company has to make, whether the business enters a 

new market or starts up in China (Root, 1994). In 1978, the only way a foreigner could start a 

business in China was through JVs, until industries after industry have been deregulated and allow 

foreign-owned companies to enter (Gomes-Casseres, 1989). There are many factors as to which 

company setup is the most suitable, such as market and legal stability; transparency, technical or 

managerial skills and the company’s tangible and intangible resources (Johansson and Vahlne, 

1977). Zhang et. al (2019)’s research suggests that the company’s ownership determines the 

business model, strategic choices and resource acquisition.  

 The most common ownership form are three types of foreign-invested enterprises, namely Equity 

JV (EJV), Contractual JV (CJV)1 and Wholly Foreign-Owned Enterprise (WFOE). Since the turn 

of the 1980s WFOEs and EJVs make up for about 80% of foreign direct investment in China. 

Jointly formed and owned by other companies, the EJV is a firm that can either be a majority-, 

balanced- or a minority JV depending on the percentage of ownership. Forming a JV has the 

potential advantage of providing the foreigner with the necessary network and contacts needed to 

create a legitimate position within the industry and society. The local partner c an also help by 

giving access to and cultivating trust with government officials (Sun, 1999). In a relationship-

based society like China where guanxi continues to play an important role, it’s especially 

important to create a relationship of trust with government officials. The more relations companies 

establish within their networks, the greater the chance for survival. The JV partner knows the 

market, the challenges and necessary lines to access information and guanxi and uses it to facilitate 

daily operations in China (ibid). When foreigners and Chinese enter this kind of partnership, 

tension frequently arises, because they often have different goals. For example, the foreigners 

might have a long-term interest in establishment on the market, while the Chinese partner might 

 

1 CJV was disregarded due to its’ nature where it both can act as a limited liability company or as a non-legal entity. The risks, profits 

and control negotiated at contract agreement, and are not divided to partners according the proportion to their equity interests.  

 

Kommenterad [A11]: Varför inte kursivt? 

Kommenterad [A12R11]: Fick till mig att det ska vara 
motsatt den dominerande texten, men har ändrat till kursiv nu 

Kommenterad [A14R13]: Flyttade kommat och space 
 

Kommenterad [A13]: ? 

Kommenterad [A15]: En fotnot där du nämner att du inte 
kommer att fokusera denna form samt förklara varför. 
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have an interest in short-term monetary gains (Deng, 2001). Xue et. Al, (2018) found that guanxi 

and professional knowhow increases trust and prevents partner opportunism within business.   

Foreigners can enter the market without a partner within certain industries as well, through 

starting Wholly Foreign Owned Enterprises.  WFOEs are deemed appropriate when firms want to 

maintain control early in the product life cycle with highly technological goods or when the firm’s 

know-how needs to be protected (Anderson and Gatignon, 1986). This ownership form has many 

advantages, Luo and Chen (1995) discovered that in comparison to EJV, WFOEs have a higher 

profit margin and fixed asset turnover, largely due to the fact that investors have “few reservations 

about extending their competitive and proprietary assets” into the enterprise. It also is quicker to 

establish and it’s not mandatory to have a board of directors (Deng, 2001). Other factors for 

preferring WFOEs over JVs are the fear of losing proprietary technology and know-how to 

Chinese partners, and subsequently competitive advantage through leaking. Deng (2001) points 

out that WFOEs have become the most popular entry and investment vehicle in China, and is 

deemed to proceed to, no matter the size of company, as government regulations change and 

create a more regulated and safe environment for foreign owned companies to operate within (ibid.). 

Wilson and Brennan (2003) argue that the primary trend towards WFOEs and against JVs will 

continue long term. 

Often investors, who establish JV in China, see the JV as a natural steppingstone with significant 

advantages in the early phases of the launch. The benefits of the Chinese partner’s assets, such as 

networks and knowledge of market, are benefitted from while getting to know the market better, 

but eventually they buy out the partner and then become a WFOE (Deng, 2001). Interesting is 

that despite the fact that WFOEs are becoming the most popular entry and investment vehicle, 

Wilson and Brennan (2003) suggest that entering a JV is more suitable for SMEs, due to the access 

of information pertaining to the market and culture that may be challenging to obtain for an 

entrepreneur (Deng, 2001). They maintain to be a relatively quick and low-cost way of gaining 

expertise in the Chinese market. On the other side, large firms are more likely to rely on their 

own resources and start a WFOE. Pertaining to this important decision, Yan and Warner (2001) 

propose that the more foreigners keep acquiring understanding and practice over time in China, 

the more plausible it is that enterprises will try their own wings. 

 

 2.2 Network Theory 

As the business climate becomes increasingly competitive, more emphasis has been made on 

making the right connections. Since “no business is an island” (Håkansson and Shnehota, 1989) 



Katarina Möllerström Bachelor’s thesis FE6160 

16 | P a g e 

 

 

in this information age who you know determines what you know. Varey (2002) argues that 

companies’ relationships are an essential asset which is crucial for business operations and 

existence. The process of establishing relationships between different entities is called networking. 

Dunning (1995) defines network as “a web of interdependent dyadic relationships”. Another 

definition from a social science perspective describes networks as “a set of nodes or actors (persons 

or organizations) linked together by social relationships or ties of a specified type” (Castilla, 

Hwang, Granovetter, & Granovetter, 2000). 

Donaldson and O’Toole (2002) organize networking into social networks, bureaucratic networks 

as well as proprietary networks. The purposes of these are different; the social network is an 

informal person-to-person (P-2-P) network. Through streams of information through word-of-

mouth, the firm’s competitiveness on the market increases. Formal bureaucratic networks are 

constituted of various official members with positions in society. The proprietary network pertains 

to the organization of set conditions of ownership between different parties in the firm (ibid).  

As previously mentioned in the introduction, networks arose to reduce the uncertainty among the 

parties, increase flexibility, capacity and speed between the actors and their activities. Information, 

resources and expertise outside the company are made accessible within the network (Child, et 

al.,2005). According to Mukherji (2001) the more complex the business ecosystem becomes; it 

increasingly becomes a source of competitive advantage. 

This dissertation will put an emphasis on social networks, because the study focuses on the foreign 

entrepreneurs’ usage of personal social networks, which in extension can be considered to be the 

same as the firms’ networks.   

2.2.1 Nature of Networks 

A network consists of many interdependent relationships and is typified based on what occurs 

within and between these relationships (Ford, et al, 2003). The shape of the network is dynamic 

and as actors change or form new relationships, the network’s configuration changes (Hollensen, 

2007). The nature and structure of a network can be described by how dense it is and the strength 

of bonds between firms within it. The reason for firms networking activities may vary depending 

on personal ethics, but in order to cultivate these strong bonds, the interacting companies must 

have similar or same norms and values, as it propels development of commitment and trust. 

(Dwyer, Schurr, and Oh, 1987) 

A tight network structure signifies that interdependence and ties between firms are strong. 

Irrespective of if the ties are weak or strong, the bigger amount of interconnectivity between them 

or through mutual contacts in the network, the stronger bonds they will share (Granovetter, 1973). 
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If a tie breaks between them due to the dynamics of the network, information can find an alternative 

way by going through other nodes in the network (Krebs and Holley, 2004, Johanson and Mattsson, 

1988). It may seem that strong ties are the most advantageous, but weak ties with no overlapping 

relationships may benefit the network with a lot of new information and ideas entering the network, 

which induces innovation. When the network is too dense and cohesive, it doesn’t have the same 

influx of information and new influences according to Burt (1992). 

A relationship between two entities is built on trust and commitment. This fosters social capital, 

which according to Nahapiet and Ghoshal (1998) is “the sum of the actual and potential resources 

embedded within, available through, and derived from the network of relationships possessed by 

an individual or social unit”. Wallace (2006) considers relational capital, also called social capital 

in social networks, to be most essential element in a business relationship, and defines it as “the 

value created by people in a business relationship”. Social capital is created in social interactions 

between different entities, available only within the network. It enables access to resources such 

as flow of information, reputation and legitimacy, a net of expertise and experience and funding. 

The Western networking follows rule of law, and operates on an inter-organizational level (Yang, 

1994). It is worth noticing that networks frequently follow firms  (Gabbay & Leenders. 1999) 

Ford, Gadde, Håkansson and Snehota (2003) emphasize that every relationship is unique and 

requires suitable nourishment in order to develop, whether it be in the form of interaction, time 

investment or the individual dynamics of the dyadic relationship. Smelser & Baltes (2001) and 

Kilduff (2003) propose that an entity in a network is mutually affected by network and individuals 

whether they are formal or informal contacts.  

Edwards, Edwards & Benzel (2007) propose five main network groups, which could add value, 

facilitate business activities and enable access to additional resources in a firm’s network. Firstly 

non industrial specific institutions like chambers of commerce for information, support and 

referrals, online networking groups provide an easy way to be linked together with new partners 

or build relationships with associates. Additionally, the professional associations induce 

networking among peers, community service clubs and lastly leads clubs, which specialize on 

referring and creating business opportunities though mediating leads. 

2.2.2 Small businesses and the importance of networking 

When referring to MSMEs and networking, it is primarily performed by the owner-managers, in 

their daily interactions (Gilmore, et al., 2001). The firms’ networks are tightly connected with the 

owner-managers and extend from them (O'Donnell et al., 2001; Ghetty and Eriksson, 2002). 



Katarina Möllerström Bachelor’s thesis FE6160 

18 | P a g e 

 

 

According to Burt (1992) the network contacts of these entrepreneurs might be everybody they 

have ever known. 

No matter which kinds of networks the owner-managers develop, these relationships can over-

bridge the size disadvantage MSMEs have, and reduce the business risk (Madhok, 1997, Arribas, 

et al, 2013). Briefly, a large network increases the chances of survival of the new venture.  

When an entity enters networks it may bring legitimacy, which may open the door to gaining 

resources beyond one’s own within the network (Aldrich and Fiol,1994, Zeitz and Zimmerman, 

2002), therefore the entrepreneur’s personality and social skills are important in establishing 

strategic business alliances successfully for their small business (Baron and Markman, 2000). The 

success of the networking, and subsequent expansion, of the small enterprise is very important for 

it to survive the initial, embryonic stage of business, when it only has a small customer base 

(Wynarczyk, Watson, Storey, Short, & Keasey, 1993). 

Networking shouldn’t be a part of main operations, but it benefits the company and its growth and 

establishment on the market greatly (Edwards et al., 2007). Especially in small enterprises, time 

and resources to enhance one’s business opportunities are limited. 

Therefore, it is important to evaluate which contacts are the most valuable and will open up doors 

to further resources to the company. It should be of focal interest to any business to develop 

relationships with key actors in the firm’s whereabouts. With the acquiring of the support from 

these, the firm becomes accepted in society (Ruef and Scott, 1998).  

 

2.3 Guanxi 

China’s equivalent to networking is guanxi, which can be described as the distinct relationship that 

individuals have to each other in which each can make unlimited demands on the other (Pye, 1992). 

Guanxi is a special kind of networking, which developed as a response to legal opacity to substitute 

weak institutions (Xin and Pearce, 1996).  Guanxi is a relationship based on mutual interests and 

benefits (Yang,1994).  

2.3.1 Etymology and the nature of guanxi 

Etymologically, guan translates to gate, and xi means special connections among people who 

passed through the guan (gate). It indicates if one is within or outside the door of the exclusive 

guanxi network, a significant image which has a great meaning for social belonging and business 

(Wang, 2007). The people who have passed through the gate are a part of the same guanxi network, 

also known as guanxiwang, and these people get involved with the whole network. Confucianism 
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proposes that every person is born into a location in a guanxiwang, which entails that everybody 

is a part of a network from birth.  In China, culture and guanxi reflect the values attributed to face 

(mianzi) and to social and economic positioning. Confucianism has developed patterns on how to 

respond to most situations, and if one acts according to the prescribed script one keeps face. Face 

is very important in the guanxi context, and loss of face happens when you don’t live up to 

expectations. Failing to maintain face can have devastating effects, for the person and also for his 

or her guanxiwang since guanxi is transferable (Luo,Y., 2000). A Chinese saying reads “When a 

man gets to the top, all his relatives will get there with him; when a man is found guilty, all his 

relatives will go to hell with him” reflects this.  

When the Chinese are asked for assistance from their friends it is a moral and social duty to respond 

and fulfill them. These reciprocal obligations bind the exchange partners to each other, and through 

these acts one obtains resources through continual cooperation and exchange of favors (Chen, 

1995). Guanxi is a reaction to unstable society, and developed with the purpose to reduce 

uncertainty. Historically, the was less mobility in China, so when guanxi relations was obligated 

to help, and one had a lifetime to repay the favor. 

Researchers are divided pertaining to the nature of guanxi. Some argue that it is a part of 

networking, some claim that is the Chinese equivalent to networking, or not even a solely Chinese 

phenomenon at all (Ledeneva, 1999).  

2.3.2 Business and Guanxi 

Before and during a start-up of phase of a company it is very important to acquire knowledge about 

the market you enter, and to gain knowledge about the fundamental differences in networking 

between Western and Chinese business cultures. Guanxi is an Eastern form of networking which 

is recognized as the most important indigenous constructs in China (Yang &Yang, 2011). Fock 

and Woo (1998) claim that in order to be successful in China one has to understand the highly 

cultural phenomenon and rules of guanxi as it is regarded as the Chinese moral code. Therefore 

guanxi further sets the standard of how to do business in China and is developed before business 

transactions (Wong, 2007). The traditional Chinese system of guanxi has its foundations in rule of 

man, which entails securing business transactions on an interpersonal level through its 

characteristic traits of favor and gift giving (Yang, 1994). Ambler (1994) explains that “[t]he 

Chinese believe that one [first] should build the […] personal relationship and, if successful, 

transactions will follow”. Westerners build transactions and, if they are successful, a relationship 

may follow (Gao, et al, 2010). This can create problems when Chinese and Westerners do business, 

as the Chinese dislike formal contracts, and consider that the true contract lies within the trust of 
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the relationship and not in the written word (Jacobs, et al., 1995, Standifird and Marshall, 2000). 

That is, the validity and insurance of fulfilling of the contract lies within the personal relationship, 

so business relationships and personal relationships cannot be separated from each other in the 

Chinese context (Luo, 1997; Yau & Powell, 2004; Gao, et al., 2010) In negotiating and business 

agreements, the Chinese put more emphasis on problem solving, but not by legal means. 

Cooperative conflict resolution through guanxi also indicates goodwill, which could strengthen 

the trusting relationships. (Tjosvold et al., 2006)  

Guanxi within commerce therefore works to ensure secure business transactions, in continually 

evolving circumstances, such as vague legal frameworks and the arbitrary implementation thereof 

(Xin & Pearce, J. 1996). Guanxi can therefore be regarded as a source of sustainable competitive 

advantage by some, but others argue that guanxi is a personal asset and therefore can’t be a 

competitive advantage for the firm ((Tsang, 1998; Fock & Woo, 1998, Fan, 2002). Research 

reveals that guanxi helps reduces the opportunism between parters (Xue, et al., 2018).  

Using guanxi doesn’t only affect oneself, but it brings disadvantages to those who lack guanxi 

(Fan, 2002). Guanxi in a Chinese business context is time consuming and expensive and adds up 

to about 5% of total costs of doing business in China (ICAC, 1993). Businessmen frequently 

neglect their firms because they spend so much time establishing and maintaining political 

connections (“The More the Merrier”, 2009). Despite vast research on guanxi in a Chinese 

business context, Trolio and Zhang’s (2012) research suggests that guanxi between the Chinese 

entrepreneurs and the Chinese Communist Party (CPC) is negatively correlated.  

 Regardless of severe calls for declaring guanxi unethical, researchers claim that guanxi is based 

on eastern principles, and can be as ethical as any western system (Lovett, Simmons and Kali, 

1999). When surveying Chinese and Hong Kong chief negotiators, to senior managers they 

pinpointed guanxi as the root of evil trends (Leung, Wong, 2001, “The More the Merrier“, 2009).  

As reported in the media, the crimes committed in connection to guanxi vary from fraud to 

corruption. 40% of all entrepreneurs are members of the communist party, and state-backed 

businesses receive a disproportionate share of capital (“The More the Merrier”, 2009). 

It’s still argued that well-developed guanxi helps to lower transaction costs and works as a 

lubricant in every aspect of business whether it is with suppliers, quality assurance, certification 

or partners (Standifird and Marshall, 2000). Li and Matlay (2006) consider guanxi to be essential 

to building and develop successful SMEs, where Chinese entrepreneurs use their social capital for 

the business to survive and prosper. 

 

Kommenterad [A16]: ? 

Kommenterad [A17R16]: Added merrier 
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2.3.3. Employees and guanxi 

 

Chinese employees used to be known to have a love for education, prompt, responsible and be 

very loyal and obedient to their employer (Weber, 1951).  Managers fostered loyalty and 

motivation amongst employees through treating them as family and involving themselves in their 

personal and work lives in order to cultivate strong guanxi (Sun 1993; Wall 1990).  

Now the trend has been high turnover among employees. Among blue collar professionals 17.7% 

changed jobs in 2016, in 2018 there was a 13.3% turnover. White collar professionals went from 

12.8% (2016) to 10.3% (2018) turnover. The job market is characterized by high turnovers, but 

with the decreasing turnover the average duration in the company has improved slightly. (Labor 

market...”, 2018). Guanxi is interpersonal and many employers pay the employees a commission 

when they pull favors in their guanxiwang (Tsang, 1998). 

2.3.4.  Distributors, Suppliers and Guanxi 

 

Pearce & Robins (2000) reiterate the old saying “[w]ho you know is more important than what 

you know”. New research establishes that unless one has the contacts and the right distribution 

channels it’s nearly impossible to break into the Chinese market (Fan, 2002). The same research 

indicates that the assessment of products was immaterial, but rather the value was in the 

relationship formed (Pearce and Robinson, 2000). Further research displays that prices of 

merchandise stood in relation to established and maintained guanxi with the local government 

(ibid). 

2.3.5 Government officials and Guanxi 

As a consequence of significant policy changes, the transition to a market economy, entering the 

World Trade Organization and the continual introduction of new laws and regulations, China is 

undergoing a continual evolution.  In this disorder the Chinese cling on to the utilization of guanxi. 

According to Murrell (2006)” there is still a much different atmosphere of interaction between 

government and individual economic agents in ex-socialist countries than in countries with a long 

tradition of free markets”. Cooperation between government and business take place as Chinese 

companies seek refuge in more dependable means of protection. This is done through forming 

tight-knit relationships with authoritative government officials, since they don’t place trust in the 

legal system. Some research even implies that guanxi has institutionalized with the law (Zhou, 

2000, Nee & Opper, 2007). Through having close relations, one may obtain information about 

business opportunities, market trends, and government policies. Research shows that guanxi is 
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especially important during the start-up phases of entering the Chinese market (Yeung and Tung, 

1996). 

2.3.6 Guanxi and bribery 

The Chinese cultural phenomenon of gift and favor giving within these guanxi networks is often 

related with corruption, and also with bribery (Luo, 2008, Tian 2008). Bribery involves a payment 

in money or in kind, with the requester expecting something in exchange that could require 

unethical behavior on the part of the recipient of the bribe (Rose-Ackerman 1999). In China, there 

are extensive procedures and practices on how to give gifts and favors to build a relationship of 

trust and ultimately guanxi (Li, 2011).   Bribery varies within the cultural context, alas the 

consequence of the custom of favors and gifts giving may lead to unfair competition on the market. 

Hellman and Kaufmann (2004) have found that bribery and extortion primarily is an issue for 

medium-sized companies. When the firms feel that they can’t influence the market and actors due 

to their size, it is likely for them to avoid using and supporting formal institutions such as paying 

taxes and using courts.  Large companies can avoid this problem, and benefit transactions, by 

close-knit relationships with politicians and government. These relationships create unfair 

competition and credibility from the state and institutions erode (Hellman & Kaufmann, 2004).  

Rose-Ackerman (2000) claims that corruption can be a temporary method of keeping the system 

intact and avert violent breakdowns of society in states with very frail institutions. Alas, when it 

spirals down into bribery it can impede the development of legitimate formal institutions 

(McCarthy et al, 2012).  

2.3.7. The future of Guanxi within business 

Since China opened up its’ market to the rest of the world, Western influences have started to put 

their mark on business in China. Yau and Powell (2004) observed that Western methods of using 

legal contracts have started to become more common in the special economic zones; Beijing, 

Guangzhou, and Shanghai. Ever since the nation was founded 70 years ago, guanxi ethics have 

been weakening, according to Hui and Green (1997). 

In order to see implications of future development within the attitude towards guanxi, interviews 

were performed on young managers from mainland China and Hong Kong. Although agreeing that 

guanxi is currently essential in business, nobody liked “playing the guanxi game”. The younger 

generation believes that guanxi will have a diminishing role over time as structures and legislation 

improve in mainland China and the business environment becomes more exposed to western 

business practices. China will improve its regulations to allow for more fair and equal competition 

(Anderson et al., 2008). The importance of guanxi within business is predicted to diminish in the 
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future. It will rather work in combination in the markets and regulations instead of as a replacement 

(Alistair & Lee, 2008).  

 

2.4 Summary 

 
The content of the research question was broken down into parts, to determine which themes and 

theories should be included in the literature review.  

“How do (1) foreign entrepreneurs use (2) guanxi and (3) networking within their networks during 

the (4) establishment process depending on (5) the investment vehicle of the start-up?” 

In the literature review investment vehicles, networking and guanxi were presented and explored. 

Here, central concepts of each of these themes, which can be applied to the MSME-context, and 

how these theoretically work together, will be presented.  

The main object, both in Western networking and guanxi, is to gain legitimacy, access beyond 

one’s own information, market expertise, professional know-how and resources (Child, et 

al.,2005). The more complex the business ecosystem, the greater source of competitive advantage 

(Mukherji ,2001). 

In WFOEs, the entrepreneurs have full control of their enterprises, proprietary technology, know-

how and also the main responsibility for the networking of the business. In the literature review 

Deng’s (2001) pointed out that large companies are more likely to rely on their own resources and 

established WFOEs. Also, the more foreigners continue acquiring knowledge, understanding and 

practice over time in China, the more likely it is that the investment vehicle at the startup will be 

a WFOE (Yan&Warner, 2001). Like Gilmore, Carson and Grant (2001) suggest, in the context of 

SMEs, owner-managers' networks are built around contacts in the normal business activities, and 

entrepreneurs’ networks might consist of all their acquaintances throughout their lives (Burt, 

1992).  Therefore, it is more likely that foreigners, who start WFOEs in China, have more, if not 

solely network contacts in their networks than JVs (JVs).  Despite establishment of WFOEs is 

more popular across all company sizes, Wilson and Brennan (2003) advices SMEs to team up with 

a JV partner to overcome the size issue. Small companies usually have less resources, and 

establishing a JV accesses market and culture knowhow in a relatively low-cost fashion.  

By condensing the literature review, the themes have been boiled down into four categories, within 

factors have been organized. This in order to present a conceptual model of what matters to the 
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entrepreneurs pertaining networking and guanxi conditional on investment vehicle in the MSME-

context.  

The four categories are Time, Experience, Expectation and Industry. 

Time 

Time in China, seems to be an important factor, since entrepreneurs gather social capital over time, 

which is an important process for business success a new firm (Hansen, 2001, Arribas, et al, 2013). 

Therefore, it is suggested that the longer time the entrepreneurs are within the country, the more 

they adjust themselves to the Chinese business climate. Thereby they make the essential network 

contacts necessary to start up, which leads to the disposition and confidence to establish a WFOE 

by oneself. 

Another important factor for the theory is the time of establishment of the company. As China has 

moved from a highly regulated planned economy towards a market economy, there has also been 

a gradual change in what the state allows the different investment vehicles to do and which 

industries they may enter. The ownership reforms have evolved during the last thirty years. 

Initially, the only way a foreigner could establish any ventures was through JVs, especially in 

certain industries until it was deregulated (Gomes-Casseres, 1989).  Therefore, it is expected that 

the longer the companies has been established in China, the entrepreneurs were more likely to have 

established JVs and have used guanxi, either their own or through their JV-partner.  

Experiences 

How entrepreneurs use their network or guanxi contacts during the establishment of a new venture, 

also depends on the entrepreneurs, and also their networks’ experience.  

According to Polanyi (1983), some of the knowledge needed to create a business relates to tacit 

knowledge. Parker (2013) presents that serial entrepreneurs do benefit from the learning 

experience from previous ventures, but these are only temporary benefits, which depreciate over 

time. Several researchers propose that entrepreneurs who re-venture and start up new businesses 

regardless of the success of the first venture, will perform better thanks to the learning effect from 

the previous venture (Cope, 2011, Minniti and Bygrave, 2001).  

Therefore, it is suggested that if the entrepreneurs are serial entrepreneurs, parallel entrepreneurs 

(which means running several businesses simultaneously), or have taken over and run enterprises 

in China, they are more inclined to start a Wholly Foreign Owned Enterprise. They already have 

developed a fundamental network in previous start-ups in China and are less likely to get a Chinese 

JV partner to compensate for lack of information and contacts since they already established it in 



Katarina Möllerström Bachelor’s thesis FE6160 

25 | P a g e 

 

 

previous ventures. When taking over an establishment, the entrepreneur might take over parts of 

the previous owner’s network since networks often follow the firm (Gabbay & Leenders. 1999).   

Expecation 

Additionally the expectation, which includes the attitude about what guanxi truly is may  affect 

the choice of investment vehicle. If one expects guanxi to be the root of all evil, one avoids it. On 

the contrary, if one deems it necessary for establishing a business successfully, or sees the benefits 

of it, one might be more inclined to cultivate it. 

One cannot mention guanxi without talking about bribery. With two networking systems currently 

co-existing in China, a terrain MSMEs need to learn how to navigate and operate in, brings special 

dynamics to the Chinese business climate. Alongside the Western form of networking, which is 

based on the rule of law and operates on an inter-organizational level, guanxi is founded on rule 

of man. The procedure of reciprocal gift and favor giving, to secure the virtue of the business 

partner and subsequently the transaction, is often connected with dishonesty, bribery and providing 

unjust advantages for one’s own company through favors and material compensations. In China, 

there are extensive procedures and practices for how to bribe in order to build a relationship of 

trust and ultimately guanxi (Li, 2011). An indication of bribery is to the extent that networking and 

guanxi are performed with the purpose of gift and favor giving. That is, finances are earmarked 

with the specific purpose of building relationships might be an indication of bribery. Using this 

factor is not solely straightforward, firstly since all funds, which are allotted to building business 

relationships, are not necessarily bribery. Secondly, it is a sensitive subject to firms, which needs 

to be handled with discretion within the firm, and there might be a reluctance to share this sensitive 

information with a third party. Thirdly and lastly, this theory expects that when one does business 

in a vastly different market it may be expected that even WFOEs to some extent adapt the tradition 

of gift giving. Alas, it is expected that JVs, to a much larger extent, use monetary funds and 

subsequently bribery to a much larger extent to build relationships and secure advantageous 

information and material returns. These mentioned rewards are very attractive and through having 

a Chinese partner, and cultivating this close relationship, one may have increased access to guanxi 

and one’s ordinary network, whether business, bureaucratic or private networks. Therefore, 

entrepreneurs who enter JVs possibly will use guanxi substantially more than WFOEs through their 

JV partners, although both use western networking as well.  

Industry 

Another important factor to consider is the industry. WFOEs are the most popular investment 

vehicle in China according to Deng (2001), and suitable when firms desire to exercise more control 
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early in the product life cycle with highly technological goods or when the company’s know-how 

needs to be protected (Anderson and Gatignon, 1986). Depending what industry the 

entrepreneurial venture takes place in, it can be restricted or allowed by the government, thus in 

certain industries when it is required from the government the entrepreneur is obliged to enter a 

JV. It is reasonable that in such a low-tech business as the restaurant industry, would not have the 

same reservations about having a JV partner as high-tech companies. The networking may be very 

straightforward without the need for guanxi, information and know-how in the restaurant industry.  

The following factors were considered but disregarded due to the nature of the dissertation and 

sample of interviewees. Nationality was not included as a factor, since the cultural differences of 

the entrepreneurs do not constitute a significant part of networking to take it into consideration 

(Greve and Salaff’s, 2003).  

Also interesting would be the location, where in China the businesses were established, within 

Special Economic Zones, or non-developed areas. Drawing upon Hui and Green (1997), who 

suggest that the importance of guanxi has been reduced in society, especially in SEZ, has led to a 

more international environment and an increased use of contracts. It would hence be interesting 

to see the difference in entrepreneurs’ ways of using networking and guanxi depending on the 

financial development of the region, but the sample is restricted to Shanghai.  

 

Conceptual Summary 

It is expected that JVs will rely more on guanxi because guanxi helps to reduce uncertainty and to 

accumulate tacit knowledge and business culture in China. This phenomenon has been particularly 

prevailing during the early open-up phase. However, when the market force becomes stronger, 

firms tend to register as WFOEs because business climate with easier legal procedure, and more 

formal laws is better, and thus WFOEs rely more on western networking style, and less on 

cultivating guanxi, compared with JVs. The longer the foreigners have been in China before start-

up, the more inclined they are to start a WFOE since they have established the contacts necessary 

for start-up. Also, if they are serial or parallel entrepreneurs, they are less likely to join a Chinese 

partner because they already have the previous experience and network, and do not lack the 

Chinese know-how. The older the companies are the more likely it is for them to be in a JV, and 

these entrepreneurs have more guanxi contacts through their partners. The expectation pertaining 

to Chinese business, and the challenges the entrepreneurs face in their start-up and operation of 

business influences the distancing from, or the cultivating of, guanxi for the entrepreneurs.  If they 

established WFOEs they are estimated to primarily cleave unto networking, and JV would use 
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networking and leave guanxi handling to their Chinese partners. Therefore, the underlying 

mechanism of divergent patterns is the trend of marketization in countries with incompletely 

functioning institutions. 

Table 5 illustrates the main factors for the foreign entrepreneurs’ networking activities and how 

they are related to Wholly Foreign Owned Enterprises and JVs. 

 Table 5. Impact on Networking activities depending on investment Vehicle 

Factors   

WFOE  JV 

Registration status Uses network contacts, and have little if 
no guanxi contacts, as the owners are 

exclusively foreign. 

Has access to Chinese business 
partner’s guanxiwang. Hence has more 

guanxi relationships, but also own 

business network contacts 

Time (in China) The time in China more understanding 
the entrepreneur has, the longer the 

entrepreneur has lived in China, the 

bigger one’s social network in China has 
grown, and that in combination with 

mainland work experience are predictors 

of starting a WFOE.   

The less time in China and the less time 
in the culture and experience of the 

market, and is more likely need of 

guanxi to bridge the knowledge-, 

resource- and contact gap.  

Time of establishment 

(of enterprise). 

 Recently established companies, since 
government regulations has increasingly 

created a safer environment to make 

establishment of WFOEs becomes easier. 

The older the company the opaquer the 
legal framework was, and necessity to 

enter JVs.  

Experience With rich experience, themselves or 

within the network from the industry or 

having started up multiple companies the 

entrepreneur tends to start up WFOEs. 

With either little business experience, 

when new to the market, or with little 

practical and tacit know-how of the 

industry entrepreneurs tend to join 

Ventures. 

Expectation With the attitude that Chinese and the 

practice of guanxi is corrupt, or not 

necessary the entrepreneurs tend to start 

WFOEs. 

When the entrepreneur deems guanxi 

necessary for business and beneficial 

for start-ups, they tend to join JVs. 

Industry When it is allowed to start a WOFE 

within the industry, and the entrepreneur 
has a fear of losing proprietary 

technology and know-how the 

entrepreneurs are more likely to join 

WFOEs.   

Entrepreneurs join JVs when it is 

required from government, or the 
industry is more complex i.e. or little 

risk of losing intellectual property and 

know-how.  

Bribery Since networking happens in the 

initiation of business interaction, and 

don’t spend that much resources in 
courting firms and people they do 

business with. Entrepreneurs who create 

WFOEs are less likely to bribe than those 

who have more guanxi contacts.   

Entrepreneurs who enter JVs has a 

greater emphasis on cultivating their 

guanxi relationships and subsequently 
use more funds towards it. In the 

process of using guanxi, if not adhering 

to the traditions of reciprocal guanxi’s 

gift giving are more likely to bribe.  
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The following factors were considered but decided to exclude from the theoretical concept.  

Excluded concepts Reasons for exclusion of influencing factors.  

Nationality Was not taken into consideration, since cultural differences of the entrepreneurs do 

not constitute a significant part of networking.  

Location The study was restricted to Shanghai; hence all the entrepreneurs’ businesses were 

located here.  

 

In the following chapter one can find the methodology and research process of the thesis, which 

lay as a foundation in exploring the foreign entrepreneurs’ networking activities and strategic 

choices pertaining to investment vehicles.  
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3. Methodology 
The choice of methodology for the research will be accounted for. In the latter part of the chapter 

the structuring of the interview guide and questions, selection set, and interview methods 

presented. Validation and trustworthiness and discussed in correspondence to the research 

methods and the literature. To round off the chapter, the analytical methods for this dissertation 

are laid out.   

3.1 Research Purpose, Philosophy and Approach 

Studies of theoretical concepts can be made with several purposes, which in turn affect the choice 

of method used for the research. Lundahl & Skärvad (2009) point out that “[research] should be 

characterized by a scientific approach and a critical attitude” to be accounted as a scientific 

document.  

The three main research purpose categories are descriptive, explaining and exploring purposes 

(Lundahl & Skärvad, 2009). Descriptive research has the purpose to “produce an accurate 

representation of persons, events or situations” (Saunders et al, 2007). Explaining research 

expounds on the correlation between variables within their context. When you are uncertain about 

the nature of the topic, and the goal is to increase your insight and awareness about it, then 

exploratory research is suitable.  

Denzin and Lincoln (2003) suggest that qualitative research involves an interpretative, naturalistic 

approach to the world. This means that qualitative researchers explore things in their natural 

settings, attempting to make sense of, or to interpret, phenomena in terms of the meanings people 

bring to them”. The aim of this thesis is to explore how foreign entrepreneurs use and view network 

and guanxi depending on investment vehicle of the startup MSME in Shanghai during the 

establishment phasse. The object is to probe into the foreign entrepreneurs’ knowledge, experience 

of, and meaning they bring to this phenomenon. Ample previous research has been made about 

guanxi and networks but exploring it in the context how foreign entrepreneur in Shanghai choose 

to use these in correlation with ownership registration is scarce. The interviewees have experience, 

knowledge and insights about their business networks and Chinese business climate. Qualitative 

research uses interviews to reach a ”deeper and more complete idea about the aspects of our  

interviewees lives, which we have the greatest interest to understand” (Miller and Glassner, 1997). 

Considering the nature of the research question and the goal therewith, the research has an 

exploratory purpose and a qualitative approach. 

Kommenterad [A18]: Synka dina syftesformuleringar 
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The research philosophy, when one sets out to investigate a special phenomenon, is chosen mainly 

according to one’s “particular view of the relationship between knowledge and the process by 

which it is developed, and practical considerations are normally secondary” (ibid.) There are many 

types of research philosophies, but Saunders, Lewis and Thornhill (2007) emphasize two main 

schools, namely positivism and interpretivism.  

According to Bryman and Bell (2015), positivism considers that only what is observable and real 

is considered to be an object for science. It has three central theses (1) there is an objective world 

outside of ourselves (2) the objective reality can be studied in an objective way (3) one can 

reprocess cumulative knowledge about the objective world (Jacobsen, 2002). More appropriate 

for this research is interpretivism, which is an understanding-based philosophy. With the stance 

that business situations are complex and unique, with persons meeting at a specific time, the 

interpretivist philosophy is very appropriate (Saunders et. al, 2009). The aim of the thesis is to 

explore and present thought processes about, and usage of networking by entrepreneurs in a 

Chinese context, which further confirms that interpretivism is the right epistemology for this 

research (Bryman & Bell, 2015).    

Deciding upon a research approach, either deductive, inductive or abductive, is the next part of the 

research strategy (Saunders et al, 2009). With the inductive approach a less known phenomenon 

is approached unprejudiced, without any finished hypothesises, and with a vague research 

question. This is done in order to get as complete of an overall understanding of all aspects of the 

phenomenon (Eneroth, 1984). The deductive approach use existing theories and one makes a 

derivation from the general to the concrete, and one may confirm or develop other theories 

depending on the findings (Johannessen, & Tufte, 2003, Lundahl & Skärvad, 2009) . 

Millner and Glassner (1997) suggest that "research cannot provide the mirror reflection of the 

social world that positivists strive for, but it may provide access to the meanings people attribute 

to their experiences in the social world". This requires openness and flexibility of the researcher, 

in order to change paths as novel data arises. Although previous research might give some 

implications about the MSME-context it is important to keep an open mind and be prepared to 

develop new theories if necessary. To describe the real circumstances around the perception and 

usage of networking depending on investment vehicle among foreign entrepreneurs in a Chinese 

context, empirical data was gathered through interviews. Together empirics and the theoretical 

framework are the foundation for the analysis of this thesis. Therefore, this thesis has an abductive 

approach to generate a deeper understanding about the investigated phenomenon. The researchers 

of this dissertation will alternate between previous theories and the new information gathered in 

the empirics, according to the abductive approach.  
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China has received much international interest, with a great amount of research has been conducted 

on larger enterprises pertaining to networking and guanxi. Since the research on the MSME 

entrepreneurs’ usage of guanxi and networks is rather sparse the approach of the research is 

abductive. 

3.2 Case study 

Brickmann and Kvale (2015) propose that case study is a research design that entails the detailed 

and intensive analysis of a single case. Further, they state that one can include multiple cases for 

comparative purposes. Ghauri & Grønhaug (2005) explain that case studies are used when the 

collected data is difficult to quantify. 

The data for this research was collected through qualitative interviews. Each of the eight foreign 

entrepreneurs is considered to be a case. Just like Brinkmann and Kvale (2015) suggest, these can 

be compared to each other in order to identify possible patterns in the data on the basis of which a 

common behavior or, like in this case, thought pattern, can be identified”. Case studies are 

characterized by that the investigation only comprises one or a few cases, which albeit are studied 

more in detail and in several dimensions. (Lundahl & Skärvad, 2009). The cases used in this 

research were chosen with the aim to be typical “cases which can be regarded to have high 

representativity” within the population in order to get as truthful an image of the picture of the 

phenomenon as possible (Rosengren & Arvidsson, 2002). Saunders, Lewis and Thornhill (2007) 

agree that case studies should be used where “the boundaries between the phenomenon being 

studied and the context within which it is being studied are not clearly evident”.   

After extensive research about qualitative research methods, the researcher chose to depart from 

the strict application definition of case study, since the research doesn’t fulfil all the criteria to case 

studies. It was deemed to be the best choice for this thesis, to treat each foreign entrepreneur as 

one case study.  The research question is probing and in order achieve the purpose of the research, 

to handle the data in a manner enable comparison of patterns of the investigated phenomenon. A 

multiple case study about this phenomenon improves theory building, which will increase the 

researcher’s chances to create the circumstances in which a theory will or will not have bearing 

(Eisenhardt, 1989). Moreover, the comparison may itself suggest concepts that are relevant to an 

emerging theory (Brickmann & Kvale, 2015). 

Even though the case studies only have one source of data, namely in-depth, personal interviews 

with the entrepreneurs, it is fitting to use case studies for this research. Since case studies have the 

advantage of in-depth study about rare phenomena, it is a suitable method to explore the 

entrepreneurs’ thoughts about and handling of their networks. 
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3.3 Choice of industry 

A part of the method is to limit the research to one industry. The restaurant industry is interesting 

for several reasons. 

Since the open-door policy, dramatical changes in globalization, urbanization transformation, 

infrastructure, economic and income growth of the Chinese population have occurred. This 

increase in welfare has led to changes in the Chinese population’s lifestyle and diet. Increased 

variation in consumption of international foods and culture is a sign of internationalization. One 

can see the changes in how and which foods are purchased in China i.e. the presence of fast-food 

chains, super-markets and food outlets, has increased in an unprecedented fashion (Pingali, 2007, 

agriculture.gov.au, 2012). For the last two decades consumption growth has been 8,3% annually 

for the last two decades, 400%-1000% faster growth than many more mature western markets such 

as Germany (0,9%)  and the US (2,2%) (IHS Markit, 2019).  

 A hunger for dining out is increasing (10,2%) with the growth of the Chinese middle-class, in 

comparison to the 7,2% on basic food merchandise (Atsmon and Magni, 2012).  

The restaurant industry is characterized by MSMEs, and is also an entrepreneurial industry, where 

foreigners may fill gaps in customer demand by starting up food outlets. Additionally, it is part of 

the tertiary sector, the service sector, within which one can see the most substantial growth in 

inwards FDI the last couple of years (gov.cn, 2017). The tertiary industries are responsible for  

51,6% of the GDP anno 2017, in comparison to  only 39,8% year 2000 (China Statistical yearbook, 

2018). 

Further the industry was chosen due to the proposed simplicity of the distribution and supply 

chains, which potentially aids in the creation of an explanatory model of the attitudes towards and 

the actual act of networking of entrepreneurs within the industry.  

Briefly, the increased affluency of the Chinese, the MSME dense service industry, and the simple 

supply chains makes the restaurant industry very interesting to explore. The restaurants, which 

were interviewed for the research were based in Shanghai. 

3.4 Selection, interviews and lacking data 

This section discusses interviewee selection, how the interviews were conducted and how the 

interview questions are connected to the theory and the research questions.  

To make the research feasible the research was limited a geographical area, Shanghai, where 

multiple in-depth interviews were conducted. An interview, as Kahn and Cannell (1957) describe 

is “purposeful discussion between two or more people”. Kvale (1983) suggests that an interview’s 

Kommenterad [A19]: Typsnitt? 
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“purpose is to gather descriptions of the life-world of interviewee with respect to interpretation of 

the meaning of the described phenomena”. 

The interviewees were found through the snowball sampling method, which is widely used within 

social sciences. Since guanxi-related topics can be quite sensitive, snowball sampling can help to 

overcome the trust barriers between interviewer and interviewees through a reliable referral, thus 

increasing the credibility of truth-telling during the interview process. By using non-probability 

sampling, one can choose cases that are more representative of the phenomenon of investigation. 

A drawback to this method is that the result of the sample can’t be generalized to the population 

(Christensen et al, 2001). Because of the explorative purpose of the research this is not an issue.   

The first four interviewees were referred by a contact, when the interviews were conducted 

additional referrals were asked for and that is how contact was made with eight companies in 

Shanghai. Snowballing was a very effective technique since it accessed other managers and 

restaurant owners in Shanghai, within interviewees’ business networks.  

The foreign restaurant entrepreneurs in Shanghai agreed to face to face interviews, which was very 

beneficial as the conversations were synchronous in time and place. Then this style becomes 

especially advantageous, since through meeting up one can see the counterpart’s facial expression, 

and understand social cues such as voice, intonation, body language (Opdenakker, 2006). 

Additional dimensions to the interview include the possibility of creating a good meeting ambience 

and going to their establishment strengthens the co-operation and commitment to the project at the 

same time as it gives the interviewer an insight into the business (ibid). 

The interviews were supplemented with e-mail correspondence where the information needed 

clarification. Hence the data used for this study is exclusively primary data. 

Interviews are commonly categorized in three styles: structured, semi-structured and unstructured 

(Saunders et al, 2009). The structured interview is quantitative in nature, since a standard interview 

template with set and limited alternatives of answers, from which one doesn’t deviate. It’s 

normally a brief interview with answers which are easy to measure (Alvesson, 2011, Saunders et 

al, 2009). Unstructured interviews, also known as in-depth interviews, are very useful in unveiling 

new insights and is a great tool to get rich stories (Robson, 1993). When wanting to perform a 

comparative analysis between interviewees, the unstructured interview may not unveil the same 

availability of data as interviews where the questions are uniform. The semi-structured interview 

was therefore employed in the interviews, as it enables the interviewer to cover questions and 

themes, but also grands the interviewee the freedom to answer in his or her own words (Patel & 

Davidson, 2003). It enables one to delve deeper to explore possible occurrences which arise on the 
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way.  As a phenomenon is explored in the research, the semi-structured in-depth interview was 

perceived as the optimal format for this case study. 

The development of the interview guide and choice of interview questions stemmed in the research 

question. Brinkmann and Kvale (2015) suggest that it could be useful to create two interview 

guides, which take both the dynamic and thematic dimensions into account. One interview guide 

is developed with the thesis’ research question, which often is formulated in a theoretical language. 

The research question is translated into thematic interview questions, with everyday language.  

The development of the questions for the thesis’ interview guide came about in a similar manner. 

The content of the research question was broken down into themes, which have been studied and 

can be found in the literature review.  

“How do foreign entrepreneurs use guanxi and networking in their networking activities during 

the establishment process depending on the investment vehicle of the start-up?” 

The interview questions can be divided into four main parts. 

Information about the entrepreneurs, where the information about their professional backgrounds, 

experience within the restaurant industry, cultural knowledge and acquisition of knowledge for 

start-up.  

Establishment process, and the circumstances and contacts around it and finances. 

The form of ownership the companies have, and the reasoning behind those choices. The active 

business-partners, financial- and joint-venture partners roll in the network of the entrepreneur. 

Networking and Guanxi. The interview questions dove into the nature of the association between 

the entrepreneurs and the different actors in their networks and what kind of relationship do they 

themselves consider to have with them, networking or guanxi. Questions about definition of 

guanxi, and how the interviewees use it was included.   

 

Interview questions were clustered together in subtopics for each theme. Briefly, these interview 

questions are probing in nature and are designed to explore the entrepreneurs’ views and 

experiences pertaining to the companies’ start-up processes, familiarity and understanding of 

guanxi and networking. The interview guide can be found in Appendix A.  

Brinkmann and Kvale (2015) recommend that the “what” and the “why” questions should be 

answered before the “how” questions, the latter are suggested to be postponed towards the end of 

the interview. These interview questions mainly followed this pattern, and the questions correlated 
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with the thematic research questions, further, they vet the theoretical framework and they probe 

into entrepreneurs’ experiences of these themes.  

The interviews were done, like Kvale (1983) says, to explore the viewpoint of the entrepreneurs. 

Because the interviews are semi- structured, they reveal current information, past experiences 

come to live, and an understanding for the development into the current state of the business is 

created.  

According to good ethical practice, the interviewees were asked for permission to tape the 

conversation, with the assurance of anonymity prior to the interviews (Brinkmann & Kvale, 

2015, Saunders et. Al, 2009). Noteworthy is that one of the interviewees pointed out during the 

interview, certain pieces of information was sensitive and weren’t allowed to share unless that part 

of the interview was confidential. The eight interviews, conducted in May 2010, ranged between 

20 to 80 minutes in length. The interviews were approximately an hour long, except for the first 

interview, which was with C and was 80 minutes long. The interview with interviewee A ended 

after 20 minutes. The interviews were performed with the restaurant owners, or the managers 

which are presented in table 6.     

Table 6: Interviewees position in the firm 

Interviewee Position 

Ownership 

registration 

A Owner WFOE 

B Owner WFOE 

C Owner WFOE 

D Manager WFOE 

E Owner WFOE 

F Owner JV 

G Owner JV 

H Manager JV 

 

During the interview notes were made to check that all questions were answered, have back up 

notes in case of technology malfunction. After the first interview the interview guide was modified 

as the dialogue provided additional information, which turned out be valuable additions through 



Katarina Möllerström Bachelor’s thesis FE6160 

36 | P a g e 

 

 

the rest of the interviews. The probing questions were a tool for exploring significant information, 

and for clarification of responses. Probing was also used for greater understanding between the 

interviewer and interviewees, through rephrasing both questions and answers, as frequently the 

interviewees were non-native English speakers, the language of the interviews. For the question 

to mean the same to different people, they must be changed to fit the understanding, vocabulary 

and educational background of each interviewee (Brinkmann & Kvale, 2015). The occasional 

closed question was to confirm opinions and facts. 

After conclusion of the interviews, contact was kept for revision and for clarification purposes. 

The interviews were transcribed, coded into different categories to investigate different aspects of 

the theoretical framework and how they reflect the current state of the topic and question 

researched. 

After the eight case in-depth interviews were performed and falling out analysis was completed. 

After deliberation Interviewee E was included in the presentation of the results, despite being 

Taiwanese, because she lived large parts of her life in North America. One should use caution 

putting too much weight on her interview. However, her responses added an interesting angle, 

regardless of her origin from close to mainland China. 

After the interviews were gathered the data is ready to be processed. Strauss (1987) suggests that 

through fracturing data and rearranging it into categories enables the comparison categories, 

development of theoretical concepts and analysis.  

 

3.5 Analytical method 

Ahrne and Svensson (2011) state that already during the data gathering process, the interviewer 

should try to ensure some overview of the material. The interviews’ thick qualitative data was 

transcribed entirely in the written language, but not only what they said, but also gestures and 

intonation were noted.  

Robson (2002) declared that the opportunity with qualitative data is its’ richness and fullness to 

enable one to “explore the subject in as real a manner as possible” (Saunders, et al, 2007). For 

increased manageability of the data, it was sorted during the gathering process to ensure an 

overview of the variation and content of the data. The data analysis takes place both during and 

after the data collection (Saunders, et al, 2007). The interviewer shared this experience.  

Based on the theoretical framework, themes and patterns were recognized, as these were the 

foundation for the interview guide and interviews. For an increased overview and manageability, 
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the data was summarized, categorized and structured. From the condensed interviews, new 

categories were derived and used to describe the phenomenon to make a clear and focused 

representation of the material. 

An additional way to structure the data from the interviews visibly, is to map the individual 

business’ networks. Mapping and making a Social Network Analysis, in the thesis called Network 

Schemes, as an analytical method makes it easier to compare the firms’, and in extension the 

entrepreneurs’ networks (Wasserman and Faust, 1994). It gives an overview which actors they 

include, the complexity of the networks and how the actors within the networks are connected. By 

combining the Network Schemes and using the interviewees descriptions of the relationships, one 

gets the benefit of understanding the nature of the relationships in the networks pertaining to 

guanxi and networking. Through compiling the Network Schemes visually into “Investment 

Vehicle Network Schemes”, one can clearly see if there might exist patterns particular to 

ownership.  

3.6 Trustworthiness and Validity 

Rosengren and Arvidson (2002) point out that, during exploratory research the problem may be a 

lack of a set theoretical concept, or keys to validate the empirics against. Lund (1996) claims that 

validity “is not regarded as something absolute, as to if data is valid or not, but it’s a quality 

standard which should be approximately fulfilled” (Johannesen & Tufte, 1996). Brickmann and 

Kvale (2015) reconceptualized the quantitative terms, which in a qualitative context means 

consistency and trustworthiness of findings. This pertains to the ability to reproduce of the finding, 

if attempted by other researchers at another time. The work procedure is distinctly described in the 

methodology chapter to enable a replication of the findings. The methodology is clear enough so, 

like Wolcott (2012) who quoted Taylor and Bogdan (1984) suggested about addressing the concern 

of trustworthiness about one’s research: “You should give readers enough information about how 

the research was conducted to enable them to discount your findings”. Therefore, trustworthiness 

and reliability should permeate all the steps of the research, whether in choosing research approach, 

interviewing, transcribing or analysing (Brickmann & Kvale, 2015).  

 Patel and Davidson (2003) categorize data as primary- and secondary data, where primary data 

is collected through eyewitness descriptions and interviews, whereas secondary data consists of 

all remaining sources. The research method choice to find entrepreneurs to interview within the 

same industry within the same region, was taken with the principle in mind that it is easier to 

compare apples to apples, and this would increase feasibility of data interpretation. Also, limiting 

the research to a geographical area would enable face to face interviews despite the limited time 

Kommenterad [A26]: Någon källa?  
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and financial resources. This research only has primary data in the shape of qualitative in-

depth interviews which are presented as case studies.  

Direct observation and participant observation would have added another dimension to this thesis 

and could’ve increased the validity and trustworthiness of the research. Further, Acker, Barry and 

Esseveld (1991) suggest other techniques such as better contact and investigate the consistency of 

the answers of the interviewees, would give the interviewer the opportunity to reflect on what had 

said before (Alvesson, 2011). The interviews are in-depth on the business site created a good 

contact with the interviewees and promoted an intimate and trusting environment. After the 

interviews were transcribed, where the data was muddle it was clarified and verified through 

contact with interviewees. Albeit, another source would be would have added to the thesis, 

unfortunately the assignment had a 10-week limitation. Therefore, the data collection was limited 

to interviews, which for this qualitative study in-depth interviews was found to be the most 

effective choice for essential data gathering. 

Interviewer reliability increases when one is especially aware of avoiding leading questions, which 

could shape the answers (Brickmann & Kvale, 2015). This research’s interviewer tried to remain 

mindful of not using leading questions, but instead short open-ended questions when the research 

phenomenon was described. This to avoid the skewing influence it can have on the rest of the 

empirics and results. In relation to the interviewee the interviewer was to be independent, and 

like mentioned there to guide the interviewees into answering the same questions, without regard 

the wording, or native language. To ensure that the data’s validity is as high as possible, the 

interviewees were asked the same questions and were also allowed to expound on the questions. 

When noticing that the interview person misunderstood the question whether it was due to 

language barriers or phrasing, the questions were reworded. Also, when new angles of and 

connections to the phenomenon were unveiled, questions to enlighten the area more were added 

in the further interviews, and also reconnected and inquired about the new findings with already 

interviewed entrepreneurs. This was done so the data would be as complete as possible, and 

subsequent coding, analysis and conclusions could be taken. 

It’s important that the interview guide aligns and explores what it sets out to explore, in section 

3.8 an account of how this was structured with the aim to align with the research purpose and 

enable intersubjective coding.  Transcriptions, the empirics, are the foundation of the research. 

Intersubjective reliability happens when the same transcript is typed with the same empirics 

as result (Brickmann & Kvale, 2015). To ensure transcript replication, the entire interviews 

were transcribed in written language, for the statements be understood in a context. Doing 

that consistently created the foundation of the analysis of both JVs and WFOEs.  

Kommenterad [A28]: Typsnitt? 
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Validity in a social science means that the method investigates what it claims to investigate. Pervin 

(1984) defines qualitative validity as the extent to which our observations indeed reflect the 

phenomenon or variables that interest us (Brickmann & Kvale, 2015).  This research attempts to 

be consistent and explore what it intends to explore from thematization to the analysis and the 

conclusion. Through having a quality control throughout the stages of knowledge production 

validation can be achieved. The results of this case study cannot be generalized to the population 

based on the sample selection process and small sample size, Alas, the finding of this study fulfills 

the research purpose, and explore what it sets out to explore, namely to contribute with an 

understanding about business networking and guanxi within the context of foreign entrepreneurs 

starting up and establishing MSMEs in Shanghai. Further, performing explorative research is very 

important to fill the gap of existing literature around the phenomenon, which this study does. 

3.7 Summary 

The study has an exploratory outset, since the research question is of probing nature. The research 

aims to study a complex and unique phenomenon, therefore interpretivism is an appropriate choice 

of philosophy. The study has an abductive approach, which has a set-out point in a theoretical 

framework, but during the abductive process the area of use for the empirics is developed 

continuously and the theories are corrected and defined. The qualitative research method for this 

research is case study, and data is gathered through face-to-face interviews with restaurant owners 

and managers in Shanghai. The selection of these foreign entrepreneurs was made by using 

snowball sampling. The data is summarized, categorized and structured, “Investment Vehicle 

Network Schemes” are created to visualize the data. The analysis of the empirics will lead to new 

categories and conclusion.  
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4. Empirics and Analysis 
The empirics from the foreign entrepreneurs’ interviews will be presented here. The owners and 

managers are introduced, and the conceptual model is revisited together with empiric findings. 

The factors influencing the networking decisions are presented, along with the Investment Vehicle 

Network Schemes and the Guanxi Network Ownership Model.  

4.1 Empirical presentation 

The aim of this chapter is to present the categorized case study empirics interwoven with a data 

analysis. The foundation of the structure for the analysis is the theoretical framework, and the 

theories and factors important in an MSME context (see. 2.7).   

The analysis is divided into separate parts which together answer the research question: 

 “How do foreign entrepreneurs experience and use guanxi and networking within their networks 

during the establishment process depending on investment vehicle of the start-up?”  

 

The eight foreign entrepreneurs, who partook in the interviews are introduced. Information about 

the interviewees’ professional journey, job titles and strategic decisions leading to starting a 

business in China are presented. Further, information is shared about their China-experience, such 

as time of arrival and cultural experience, and choice of investment vehicle.  

The interviewees perceptions, attitudes and strategies the entrepreneurs have pertaining to 

networking activities and guanxi are structured into tables with an analysis. For further 

understanding about how relevant professional, cultural experience and longevity in the business 

and country affected networking activities, the data was compiled into tables to detect patterns. 

The “Maturity – Understanding- Knowledge Matrix” to explore which factors are important 

behind the choice of investment vehicle.   

The Network Schemes of the individual companies are structured into Network Schemes 

according to Investment Vehicle. Investment Vehicle Network Scheme are made to visually 

present WFOEs and JVs usage of networks and guanxi, and whom they include in their business 

networks during the start-up process, according to Investment Vehicle. 

Appendix B contains a thick description of the relationships between the interviewees guanxi and 

network contacts. In Appendix C, each form’s relational networks map is included.  
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4.2 Introduction of the participants 

A brief introduction of the interviewees is followed in table 7. It presents the entrepreneurs’ time 

of relocation to China, the age of their business, the reasons they started up their companies, choice 

of company registration, a brief review their professional backgrounds, and nationality.  

A brief introduction of the interviewees. 

A: An Israeli stay-at-home mom felt that she wanted to work. She chose to open a restaurant 

because she had done catering and serving for small parties before. Has now opened three 

restaurants in Shanghai.  

B: A Filipino woman who is an educated pharmacist moved to Shanghai with husband, who 

worked in the automotive industry. As pensioners they decided to take over a Filipino coffee shop 

together, and turned it into a full-service Filipino restaurant, bar and café.  None of them had 

previous restaurant experience. 

C: A Frenchman, who is an educated chef, has worked within the restaurant industry for more than 

25 years. He came to China to look and liked all the opportunities to innovate and develop new 

concepts. He opened his own bistro in Shanghai to fill his own need of eating good food every 

day.  

D: A Danish businessman was brought to China though his own logistics company.  The first time 

he started a restaurant, it was to fill his own need. Has now opened 18 restaurants.  

E: A Taiwanese woman who worked as certified accountant for a club in Canada.  There she fell 

in love with baking pastries. She discovered a gap in the Shanghai’s market, started to research 

and made pastries for weddings, and anniversaries as a side business. As the demand grew baking 

became a full-time job and opened a shop.  

F: An English businessman, who’s a Taiwanese resident, came to China for business. His friends 

joked that they drank too much, so they opened own pub in Taipei. The Englishman bored with 

Taipei, so he started up pub/restaurant in Shanghai. Now owns two restaurants in Shanghai, and a 

bar in Taiwan. His Joint-Venture partner is the state.  

G: A Frenchman who has worked within the wine and restaurant industry all over China. He 

desired to go to China since he was 18, but when he returned to Shanghai, he wanted to be his own 

boss. He started up when he found a JV partner, and a gap to fill in the market. Opened a restaurant 

combined with charcuterie.  
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H: A French gourmet restaurant manager was interested in Asia and moved here when he was 

offered to work for a prestigious high-end restaurant. The restaurant he works for has a French 

gourmet chef, who started up restaurant with JV partner. 

Table 7. An overview of the interviewees 
Interviewee Gender Nationality In China 

since Year 

Previous 

Occupation 

Age of 

Business 

Reason for start-up Investment 

Vehicle 

A. Female Israeli 1999 Catering 7/6/2 years Wanted to occupy 

herself, instead of being 

a stay-at-home wife. 

WFOE 

B. Female Filipino 2004 Stay-at-home 

mom/husband in 

automotive 

industry 

9 months By chance was offered to 

take over a Filipino 

coffee shop. 

WFOE 

C. Male French 2004 Food and 

beverage 

3 years Didn’t find a place to 

eat, filled own need. 

WFOE 

D. Male Danish / 

French 

2008 Owner of a 

logistics company 

with Import and 

export. Passion 

for food. 

1 month Saw and opportunity in 

the market. 

WFOE 

E. Female Taiwanese 2008 Certified 

accountant 

1 month Fell in love with baking 

pastries. 

WFOE 

F. Male English N/A Businessman in 

Taipei 

16/7 years Got bored of Taipei, and 

wanted to open 

something up in 

Shanghai. 

JV 

G. Male French 2004 Within wine 

industry 

3 months Desire to go to China 

and be own boss. 

JV 

H. Male French 2007 Gourmet 

restaurant 

manager 

14 months Found chef P.O., and 

wanted to start an 

amazing concept with 

him. 

JV 
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4.3 Empirics and investigation of conceptual factors 

The conceptual model (See table 5) could be divided into four themes of factors which were 

probable influencers of how foreign entrepreneurs would network, deal with guanxi, depending on 

the companies’ Investment Vehicle (See table 8).  

Table 8. Conceptual model – factors determining entrepreneur’s networking activities 

 Conceptual model 

Themes Factors 

Time / Longevity Time in China 

 Time of establishment  

Age of business 

Experience Cultural experience (Time minus establishment) 

Professional experience 

1) Professional Know-how 

2) Serial Entrepreneur 

  

Expectation What attitude does the entrepreneur have towards guanxi? 

 Bribery: Does the entrepreneur allot resources towards building guanxi?  

Industry Within which industry is the company  

 

In this section, the empirics from the interviews are presented, together with a short discussion and 

observation of the entrepreneurs’ experience of networking and guanxi in the Chinese market as a 

MSME. Included are the interviewees definitions of and attitudes about guanxi, which are sorted 

by JVs and WFOEs. The data about the factors guanxi and bribery are divided into tables, 

presenting the interviewee’s reasons behind choice of Investment Vehicle, attitudes towards 

guanxi, whether they include guanxi as a part of their business strategy. As time, establishment, 

cultural, know-how, serial entrepreneur and industry are more quantitative and binary in nature 

they are included in a matrix for a greater overview of the results. One can find a more 

comprehensive empirics collected into these factors in Appendix B.  
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4.3.1 Investment Vehicles and conceptual factor registration status 

When venturing to start a company, the entrepreneurs had to face a pivotal choice when they 

registered entry vehicle, what kind of ownership to register (Root, 1994). The reasons for choosing 

to enter a JV or establishing a WFOE varied with every entrepreneur, especially for the owners of 

WFOEs.  

The foreigners were frequently solicited to establish businesses by Chinese natives, since as Ewing 

(2000) proposes, the entrepreneurs have developed professional networks and have acquired 

experience of the Chinese market. The primary difference in choice of starting their businesses with 

a Chinese partner or refraining from it, was due to the attitude the foreigners had towards guanxi and 

the perceived benefits of gaining access to their partners guanxiwang. WFOEs leaders generally 

ventured without a Chinese partner when they either spoke Chinese themselves, or had a contact, 

which was proficient and experienced in the language and the market. It increased the likelihood of 

starting up a WFOE. Interviewee A, whose son spoke Chinese fluently, firmly pointed out that “if 

you start with Chinese, after a while it’s not yours anymore, so it was never an option. If you follow 

the rules, it’s easy enough”. WFOEs are now the most popular Investment Vehicle registration and 

ownership among foreigners in China, due to the increased control and low success rate of JVs (Deng, 

2001).   

The interviewees who entered a Sino-foreign JVs considered it to be advantageous to be allied with 

a Chinese. The owners’ JV partners came from one’s business network, and would utilize the 

partner and their guanxi network, as well as continuing to build on their own. They believed guanxi 

to be very important, since it makes the business process of starting up faster.  These firms 

purposefully joined forces with a Chinese counterpart to obtain guanxi (Baek, et al., 2009). As 

interviewee G (JV) summarizes: 

If you are a foreigner, a foreign invested company, it’s going to be more complicated: longer time, 

bigger fees and take a lot of your time.[…][Being] a Chinese company,  makes it simple and easier 

to get a hold of all your licenses.” 

In summary, the perception of how to do business in China, the confidence in the feasibility of 

establishing a business by relying on Chinese institutions, the trust and distrust in the Chinese, and 

the belief in ability to access guanxi in largely influence the choice of ownership registration. The 

factor ownership registration seems to influence the networking choices.  
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Table 9. Reason for choice of Investment Vehicle  

A WFOE Advised against JV to maintain control. Serial entrepreneur. 

B WFOE Registered same ownership vehicle as the previous owner. 

C WFOE Didn’t have a local contact, so had to start WFOE. 

D WFOE Serial entrepreneur with own contacts, with market know how. 

E WFOE Decided to be sole owner, with “quiet” non-Chinese financial partners.  

F JV Legally restricted to start up with a JV.  

G JV Formed JV with serial entrepreneur partner for the experience and for guanxi. 

H JV Created JV with experienced, food-loving businessman w/ guanxi and finances.  

 

4.3.2 Guanxi and the conceptual factors expectation and bribery 

 When the interviewees were to define guanxi, there were as many definitions as responses.  

WFOEs had a narrower definition of guanxi, in general, and considered that it pertains to building 

relationship with the government. Additionally, they said that it’s a contact which is valuable, but 

one has to repay for using their services. Sometimes guanxi is reduced, particularly by D (WFOE), 

to being nothing more than networking. Taiwanese E (WFOE) had in common with the JV 

interviewees that she characterized it as a relationship, where the wellbeing of the contact is cared 

for. None of the WFOEs included guanxi as a part of their business plans, although E (WFOE) 

considered if and for what she needed guanxi before she started up. In general, WFOE owners 

considered that having Chinese contacts in the form of employees or a third party suffices. The 

majority of WFOEs wouldn’t use guanxi as a part of handling network contacts, but Taiwanese E 

(WFOE) had her landlord pull guanxi. 

The WFOEs used the same business style as they would at home, while the JVs dealt with their 

network with more Chinese behavior and attempted to foster guanxi as they realized that inside 

the exclusive guanxiwang are social belonging, resources and business (Wang, 2007). To a certain 

extent, similar resources can be accessed by WFOEs by paying for the service, which is could be 

better in the long run as guanxi maintenance can be costly over time (Yang, 2004). If one does not 

understand the phenomenon guanxi and subsequently doesn’t adapt guanxi, establishing a JV 

would have been unsatisfactory for both the Chinese and the foreign party, with culture clashes 

and incompatible styles of firm management (Deng, 2001). Professional know-how and 

cultivating guanxi with the JV Partner on the other hand prevents opportunism (Xue, et. Al, 2018) 
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Table 10. Interviewee’s attitude towards guanxi 

A  WFOE Doesn’t trust the Chinese, and also thinks that she doesn’t need guanxi. 

B WFOE Nervous to start up, because they didn’t know people in high places. Didn’t 
experience their contacts, which they turned to with business questions as guanxi 

contacts.  

C WFOE Doesn’t need it.  

D WFOE He experiences building relationships are “done the same in every country”. 

Bribery is going away, especially “for a foreigner it’s almost impossible.  

E WFOE Business and guanxi networks are the same. 

F JV ” Didn’t sign any formal contracts that would hold up in court, because the 

contract is in the guanxi relationship.    

G JV Partners use guanxi “quickly get everything”. Is not afraid to use guanxi in 

supplier relationships, to quickly solve things himself. Uses girlfriend’s guanxi.   

H JV Considers it to be quite impossible to do anything without guanxi. “Guanxi speeds 

up the process”. Uses it himself and thinks guanxi is about win-win situations.  

 

Doing business on Chinese terms and being inside of that social network and acceptance has a 

price. Only G (JV) and F (JV) purposefully included guanxi as a part of their strategy and relied 

heavily on their Chinese partners to cultivate these. Only G (JV) put money aside for it, in his 

business plan. F (JV) smartened up for his second establishment, and did not just put money aside, 

but had found that cultivating guanxi has such a prime importance that he employed one full-time 

employee for this sole purpose. The JVs found it to be important to adjust to guanxi.  The 

important and most common way of taking advantage of guanxi was through the landlords. Only 

H (JV) emphasizes the importance political contacts within the municipality has played in their 

operations.   

Quite interesting is that JVs planned for who would be strategic to have as guanxi contacts, and 

how to pull favors from them since if one has guanxi one can make unlimited demands on the other 

(Pye, 1992). Realizing this, G purposefully found his suppliers through a well-respected English 

company, which the suppliers want to keep a good, harmonious relationship with. They would 

easily do the English firm a favor, since when the Chinese are asked for assistance from their 

friends and their guanxiwang it is a moral and social duty to do so (Fock & Woo, 1998). G ‘s (JV) 

intention with this set-up was that if he ever had problems with this supplier, utilizing this 

arrangement would keep the harmony in his relationship to his supplier, and for the supplier, the 

face in the relationship. This is an important point since the trusting relationship is strengthened, 

as one shows goodwill and accommodate conflict resolution through guanxi (Tjosvold, et al., 

2006). He calculated that the reciprocal exchange of favors bind of those actors together in 
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continual cooperation and gives him access to resources and their exchange of favors (Chen, 1995). 

One JV (G) would even, according to him, pull guanxi from other actors than Chinese. 

 

  Table 11:  Guanxi as a part of business strategy 

A WFOE Doesn’t trust the Chinese. Didn’t experience “guanxi [as] important”. Paid 

accountant, who possibly had guanxi 

B WFOE “we had a [Chinese] staff who knows the way, how to get the permits and licenses, 

[…] these necessary papers, you know, [So] we don’t have to give and take favors. 

C WFOE  Didn’t incorporate guanxi in the business plan, because he didn’t develop contact 

with local government authority. 

D WFOE Says that one doesn’t need guanxi in this industry, but if one needed it, it would be 

because of the location. Didn’t include it in the business plan.  

E WFOE Contacted government when she was looking for location, but decided that “the 

guanxi, the networking thing is not so complicated in the [bakery]”.  

F JV Has hired a person in charge of guanxi relationships. Has small amounts for the fire 

department and other partners for cultural festivities like Chinese New Year and the 

Moon festival. In the beginning more money for bribery.  

G JV  Included guanxi business plan in terms of a bit of money [for] entertaining people. 

If you don’t do it, time frame of starting up goes from 2 to 8 months. Has an 

upperhand to one of their suppliers because of guanxi contacts.   

H JV Didn’t include funds for guanxi development, “but it is here fore sure. If you don’t 
have guanxi, it’s quite impossible”. 

 

It is very clear when one looks at the interviewees answers that there is a clear line, where the ones 

who started WFOEs either think that they didn’t needed guanxi and/or didn’t understand the 

difference between Western networking and guanxi. Interviewee A even expressed her blatant 

distrust for the Chinese people. As a consequence, that WFOEs didn’t think that they could use 

guanxi, they didn’t include it as a part of their business strategy. On the contrary, some of the JVs 

allotted funds towards building of guanxi, and Interviewee F even hired someone to take care of 

all relations both in the business and guanxi networks.  Interviewee H knew of guanxi activities in 

the company, but it didn’t have money earmarked for it. The money allotted for building guanxi-

contacts is a factor bribery. 

 
The interviewees in the JVs had the understanding that they themselves could cultivate guanxi and 

all of them did so and pulled favors though their guanxiwang. They were positive towards guanxi 

and claim that it speeds up the process. The JVs emphasize the importance of wining and dining 

and getting to know each other, as the Chinese want to ensure the virtue of and relationship with 

their potential future business partner. If the personal relationship is successful, then transaction 

will follow. Westerners, on the other hand, build transactions and, if they are successful, a 
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relationship might follow (Ambler, 1994, Gao, et al, 2010). Worth mentioning is that when 

Interviewees G and H allied with their JV partners at least partially for attainment of the partner’s 

guanxi network and using guanxi. Interviewee H, who represents a JV, stressed the importance of 

Sino-foreign alliances, because” if you do business in China, it’s always better for you to be 

associated with a Chinese. If you don’t have guanxi it’s quite impossible to do something within 

the night business”. 

In summary, both expectation of guanxi and networking in China, and the factor bribery seem 

to influence foreign entrepreneurs networking activities.  

  

  4.3.3 Conceptual factors time, time of establishment, industry and experience 

In the conceptual model, the themes time, experience, attitude and industry were included. So far 

attitude has been presented in tables, but since the factors time in China, time of establishment, 

cultural experience, professional know-how and experience have a more binary and quantitative 

character they are presented a Knowledge-Understanding-Maturity Matrix for a better overview.  

The just mentioned potential factors which may affect the foreign entrepreneurs’ networking 

activities are the amount of time the foreign entrepreneur has lived in China, time of 

establishment of enterprise (year). The cultural experience and immersion in China before 

establishing a business. Those who had previous experience in running business will be less 

likely to value guanxi and more likely to establish WFOEs. The reason for this is that the 

entrepreneur already has developed social capital within one’s environment and industry (Wallace, 

2006). However, for those who had less previous experience in running business, who did not 

accumulate too much tacit know-how and Chinese business culture will be more likely to seek 

the information, resources, legitimacy which guanxi and a JV-partner could provide them with 

(Johansson and Vahle, 1977, Wilson and Brennan, 2003).   
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Table 12. Knowledge-Understanding-Maturity Matrix categorized in themes and factors. 

  Time / Longevity Experience Industry 

Interviewee Investment 

Vehicle 

Time Age of company Cultural Know-how Serial 

entrepreneur 

JV- partner Industry 

A WFOE 11 y 2/6/7 y 4 y ✓ A (3xWFOE) - ✓ 

B WFOE 6 y 9 m 5 y 3 m - - - ✓ 

C WFOE 6 y 3 y 3 y ✓ - - ✓ 

D WFOE 2 y 1 m 23 m ✓ D (18xWFOE) - ✓ 

E WFOE 6 y 1 m 5 y 11 m ✓ - - ✓ 

F JV N/A (Resides 

in Taipei) 

7/16 y N/A, but lives 

in Taipei. 
✓ F (2xJV) ✓  

(state) 

✓ 

G JV 6 y 3 m 5 y 9 m - - ✓ ✓ 

H JV 3 y 14 m 1 y 10 m ✓ H (2xJV) ✓ ✓ 

 y = year m=month 

 

When looking at the data in the matrix, one can deduce that it seems like the time the entrepreneur 

moved to China didn’t appear to have a significance to whether they chose to start WFOEs or JVs, 

or guanxi.  The age of the company didn’t seem to have any clear patterns either, except on F’s 

venture, as he needed to have JV-partner to enter the market at that time. Nor did the cultural 

experience factor– how long they had been before they started their business did seem to have an 

impact on networking activities and choice of Investment Vehicle. 

Professional experience - the effect of industrial know-how is not clear as it doesn’t have a clear 

pattern, because most of the interviewees had previous experience from the industry. It cannot be 

excluded either, because it can influence their choice of starting up a company within this industry, 

and with whom they network whether Western contacts or guanxi-relationships. The factor of 

serial entrepreneur, which also includes parallel entrepreneur, gives the indication that the 

entrepreneurs continue to establish the same investment vehicle they established their first 

enterprise as. For example, Interviewee F chose to start a JV for his second restaurant in China, 

despite not having the same legal restrictions his choice of investment vehicle. Entrepreneur D 

started up eighteen companies with the same Investment Vehicle.    

 Industry didn’t seem to have an influence on networking activities, as the entrepreneurs could 

choose whether to join a Chinese counterpart. The JVs joined the Chinese because of the 

perceived benefits of guanxi, not the due to the industry itself.  
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4.4. Network Schemes and Investment Vehicle Network Schemes 

In order to see if the networks differ at all between WFOEs and JVs, the entities contacts were 

traced, and organized into network schemes (found in Appendix C). The network schemes display 

the difference in the WFOEs and JVs networking patterns. This was done in order to compare the 

structure and complexity of the entrepreneurs’ networks. As seen in figure 1, it is evident that JVs 

networks are more complex where the actors in the network are more linked to each other. In 

contrast, in figure 2, the links within the network radiate out from WFOEs with much less 

interconnectivity between the actors in their networks.  

Figure 1: Compilation of JVs’ business networks 

Figure 2: Compilation of WFOEs’ business networks 
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4.5 Guanxi Network Ownership Model (GNOM) 

The compilation of the business networks were used to develop the Guanxi Network Ownership 

Model, which shows the network activities intensity over time.    

In order to display the differences in usage of networking and guanxi activities based on the 

ownership registration the Guanxi Network Ownership Model (GNOM) was constructed. The x-

axis displays the lapse of time and on the y-axis shows the amount of contacts. It shows how the 

networking efforts changes over time depending on phase of the start-up. The foundation for this 

model is the interviews conducted about the intensity and longevity of the business relationships 

of the entrepreneurs. The individual mappings of the companies’ network-contacts were compiled 

into schemes according to ownership registration to clarify networking trends.  

The JVs and WFOEs to a large extent share the same kinds of contacts in the starting up and 

establishment phase but use them differently. It shows a discrepancy in networking between JVs 

and WFOEs, regarding which actors’ relations were especially important to the firms. WFOEs 

have an array of contacts that they use as network contacts and go about their business in a very 

official and legal way. They described their establishment process as “western”, initiating the 

building of trust when the business relationship has begun. The use of licensed parties, like real 

estate agents, lawyers, and license application companies was more frequent than the foreign JVs. 
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Figure 3: The Guanxi Network Ownership Model (GNOM) 

The JV entrepreneurs put more emphasis on informal connections made with local authorities and 

other actors. JV owners, due to their western heritage, use networking to a significantly larger 

extent than WFOEs use guanxi. The model indicates that JVs and WFOEs both take advantage of 

network contacts and guanxi contacts, but the difference is that some WFOEs consciously paid 

professionals who they thought would use the right business- and guanxi contacts, in order to, like 

interview E said,  “not get one’s hands dirty” without using guanxi themselves. The striped area in 

figure 3 represents the hiring of professionals with the purpose of them using their guanxi-contacts.  

The contact base is broader in the pre-establishment phase, because some contacts are solely used 

under establishment. The contacts are not consciously maintained and subsequently they fade 

away, more for WFOEs than JVs, where the latter are more relationship oriented and try to keep 

relationships alive. Also, after the establishment, when the business is up and running, the amount 

of contacts grows according to the interviewees. For the JVs the growth is steeper than for WFOEs. As 

GNOM displays, WFOEs and JVs have largely the same contact base, but have JVs have additional 

contacts, with which they use guanxi. As the foreign entrepreneur joins forces with a Chinese JV 

partner, they also gets access to their partner’s guanxiwang (guanxi network), since guanxi is 

transferable (Luo,Y., 2000) The JVs seem to tap into both worlds, and use networking and guanxi, 

in opposite to WFOEs, which solely use  networking with an exception from the Taiwanese WFOE. 

They ensure having a good relationship with the property owner, in order to be able pull guanxi 

and have also done so. In this case study, there was even a foreign JV owner who, intentionally 

organized to use his intermediary’s guanxi, since it was a larger, older and well-established foreign 

firm, which are all characteristics of a company the Chinese respect. JVs successes seem to be due 

to the willingness to understand Chinese behaviors and culture, and, in general, to adapt to them. 

This seems to pay off, like Arribas et.al (2013) emphasize that no matter which kinds of networks 

the owner-managers develop, these relationships can over-bridge the size disadvantage MSMEs 

have, and reduce the business risk (Madhok, 1997, Arribas, et al, 2013). 
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5. Conclusions 
In this chapter, the empirical findings from the interviews are discussed, and factors that matter 

pertaining to the networking phenomenon are presented. It will be discussed how the Investment 

Vehicle Network Schemes, the Guanxi Network Ownership Model (GNOM) and how the findings 

correlate with and contributes to current research. Research limitations, suggestions for future 

research and research ethics close the chapter. 

5.1 Conceptual model and empirical results 

The purpose of this research was to add to the knowledge about foreign entrepreneurs’ views and 

experiences of networking, in the context of starting up and establishing a MSME in China. 

Furthermore, an additional goal was to add to the existing theories about the foreign 

entrepreneurs’ attitude and perceptions of networking and guanxi in China relates to the 

companies’ type of investment vehicles. 

After a literature review about networking, guanxi, and investment vehicles, a conceptual model 

was made for an MSME-framework (see table 5). The following factors were deemed to have an 

impact on foreign entrepreneurs of networking activities: time the entrepreneur has spent in China, 

firm’s time of establishment, entrepreneur’s expectation about business culture and networking 

in China, professional know-how, serial entrepreneur, industry, bribery and location of enterprise.  

Eight in-depth interviews with owners and managers of three JVs and five WFOEs were 

conducted. Through data categorization and processing the empirics, the factors, which were found 

to affect the interviewees networking experience during the enterprises’ start-up processes were 

investigated. 

The factor registration status seems to influence the foreign entrepreneurs’ networking choices, 

which is in line with Zhang, Liu and Kokko (2019), that company ownership determines the 

business model, strategic choices and resource acquisition.  The WFOEs were more prone to use 

networking and avoid using guanxi in business. It was clear that they, in general, lacked 

understanding for the cultivation, usage and purpose of the cultural phenomenon. Some showed 

clear aversion, and even fear towards it. JVs would have more complex networks and rely on their 

JV-partners. They had a clearer understanding of the phenomenon than the WFOEs and attempted 

to adapt to the Chinese culture, and “play by the guanxi rules”. They were more accepting and 

some even very positive towards it.  

Kommenterad [A76]: Det verkar som du inte har hunnit 
korrekturläsa detta avsnitt. Gå igenom texten och se så att allt 
blir rätt, både innehållsmässigt (att det överensstämmer med 

kapitel 4) och språkligt.  
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Kommenterad [KM83R82]: Helt rätt 
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Another factor with distinct effect on networking activities is expectation and attitudes towards 

guanxi where WFOEs didn’t know what to expect from Chinese networking. They were neutral 

or negatively inclined towards it. They mentioned that media, and actors in their personal networks 

helped providing them with these expectations. The JVs that were established more recently had 

very positive expectations what a JV-partnership could mean to their business and personal 

networks. The entrepreneur who was required to join a Chinese counterpart 16 years ago was more 

neutral but established another JV when he started up a second business in Shanghai. The factor 

bribery showed that JVs actively think about guanxi and networking, and allot resources towards 

guanxi. WFOEs don’t include guanxi in their business strategy neither monetarily nor through 

effort.   Ford, Gadde, Håkansson and Snehota (2003) emphasize that every relationship in the 

network is unique and requires suitable nourishment, like interaction, time or resources in order to 

develop.  

 

The Knowledge-Understanding-Maturity matrix was created to investigate the themes time, 

experience and industry.  When analyzing the data, neither patterns on how the time of arrival to 

China, the time of establishment, cultural immersion and experience before start-up, nor the Age 

of the business were to be deciphered neither for JVs nor WFOEs. The factor industry didn’t seem 

to matter to networking activities, but it also cannot be disregarded as the networking behavior 

might be the influenced by the nature of other industries. 

No indication that professional know-how influenced networking activities, but serial 

entrepreneurs choose the same investment vehicle in new start-ups as previous ones.    

Alas, the factors which seem to influence networking activities are the registration status, 

expectation of guanxi and its’ importance in the Chinese market, bribery and professional 

experience in the that serial entrepreneurs tend to start the same investment vehicle as previous 

ventures.  

The companies network contacts were mapped, and the composite “Investment Vehicle Network 

Schemes” showed a clear difference between WFOEs and JVs Network Schemes. The primary 

difference was the complexity of the networks. JVs had many network contacts which were 

interlinked, while WFOEs contacts largely lacked the interlinkage. The companies’ Network Schemes 

lay as a foundation for the Guanxi Network Ownership Model (GNOM) which is constructed to 

visibly show how the usage of the network contacts differs depending on ownership registration. Like 

Mukherji (2001) proposed, it seems like the more complex the business ecosystem becomes, the 

more it becomes a source of competitive advantage. The JVs in the research had a shorter start-up 

phase, which the JVs attributes to guanxi and their JV-partners.  

Kommenterad [A86]: Stryk, unique kommer ett par ord 
senare.  
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At the start of the establishment process, before opening for business it appears as if JVs and 

WFOEs largely share the same network contacts but tend to use them differently. WFOEs 

describe their networking style as “Western”, doing the business in lawful way “by the books”, 

where the building of a business relation and trust initiates simultaneous with the transaction 

(Yang, 1994). The use of licensed parties, like real estate agents, lawyers, and license application 

companies was more frequent than by the JVs. It shows a discrepancy in networking activities 

between JVs and WFOEs regarding to which network contacts were especially important to 

them. JVs has more actors in their networks, which tapers a little at until the opening for both 

WFOEs and JVs. WFOEs seem to have a bigger propensity to let go of contacts than JVs, but both JVs and 

WFOEs grow their contacts again after opening. The amount of network contacts has a steeper growth for JVs, 

since JVs have more contacts through joining forces with a Chinese JV partner and accessing his 

guanxiwang, since guanxi is a transferable asset (Luo,Y., 2000) In this study, some JV owners 

intentionally schemed how to pull guanxi. JVs successes seem to be due to the willingness to 

understand Chinese behaviors and culture, and to adapt to them. 

The JV entrepreneurs put more emphasis on informal connections made with local authorities 

and other actors. JV owners, due to their western heritage, use networking to a significantly 

larger extent than WFOEs use guanxi. The model indicates that JVs and WFOEs take advantage 

of both network contacts and guanxi contacts, but WFOEs may pay the network contacts who 

they think are likely to use guanxi on their behalf.   

  

5.2 Research contribution 

The Investment Vehicle Network Scheme in combination with the Guanxi Network Ownership 

Model (GNOM) contributes to existing research about MSMEs networking, and visually adds to 

the understanding about foreign entrepreneurs guanxi and networking activities depending on 

Investment Vehicle of the startup.  

According to Deng (2001), it is quicker to establish WFOEs, which was not true for the MSMEs 

in this research. It appears like the complexity of the JV networks and guanxi increased the speed of 

startup. Wilson and Brennan (2003) proposed that it is more appropriate to enter JVs for MSMEs 

due to the liability of size and lack of resources. In allying oneself with a Chinese partner in a 

venture, information pertaining to the market and culture is more accessible guanxi was deemed 

to be necessary for success in the Chinese market (Fock&Woo, 1998). The indications of this 

research contribute to existing research, that it seems like the legal institutions are stable enough 
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Kommenterad [A92]: Det passer inte att ha med figuren 
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for MSME WFOEs to succeed in the Chinese market, and in contrast to Wilson & Brennan 

(2003) research.  

Many researchers claim that guanxi is the most important success factor in doing business and 

having a close relation to government will enhance your business opportunities (Yeung & Tung, 

1996; Ambramson & Ai, 1999, Davies et al, 1995). Root (1994) suggests that which investment 

vehicle a company chooses is one of the most important strategic decisions (Zhang et. al, 2019). 

Now it appears as if small international entrepreneurs have a choice, for the results of this research 

indicate that for this industry there seems to be a dual way of doing business in China for foreign 

entrepreneurs in an MSME-context. It appears that the business climate is changing in China, that 

one doesn’t enter a JV just because it is mandatory, but by choice.  

5.3 Limitations and suggestions for future research 

 
The researched industries are limited to the tertiary industry, namely the service industry, which 

stands for more than 50% of China’s GDP. Foreign entrepreneurs’ experience may differ in the 

primary and secondary industries, where networks may entail longer supply chains and dependence 

on distributors to access Chinese market.  

Restaurants are low-tech startups, and the startup process might substantially differ from high-tech 

companies. Comparative research can be performed spanning over several industries, to compare 

foreign MSME entrepreneurs networking and guanxi experiences across industries.  

Location is limited to Shanghai, but in future research one can explore the applicability of the 

Guanxi Network Ownership Mode model, and if it spans across industries and geography. 

Especially interesting would be additional research about the duality of networking, in an MSME 

context, outside of a SEZ. This could be an indication about the maturity of the legal institutions 

in different parts of China.  

The interviews were conducted in May 2010, so the data has years on its’ back. China’s policy 

towards foreigners, the Chinese business climate has developed, and the country has another legal 

opacity. The data is, despite its’ age, used in the thesis, because it contributes to the gap in the 

researched field.   

Another limitation to this thesis is that the interviewees are “successful” entrepreneurs with active 

businesses. It would be interesting to have a comparative study of foreign entrepreneurs with both 

successful and unsuccessful ventures in China.  

The research would be enhanced one may use multiple research tools. A combination of 

interviews and participant observation would have added to the research as multiple sources of 

data increases consistency and trustworthiness. 

Kommenterad [A98]: Ta varje limitation I ett eget stycke. 
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5.2 Ethics within research. 

Brickmann and Kvale (2015) reconceptualized validity in quantitative terms, to means consistency 

and trustworthiness of findings. Saunders, et. al (2007) emphasize that there are ethical issues in 

analysis and reporting data. When it came to including interviewees in the case studies, the 

researcher chose to include interview E although it’s a bit of an outlier, because it’s important to 

maintain objectivity and not misrepresent data for it to better fit into research aims (Zikmund, 

2000, via Saunders et. al, 2007).  

Important for ethics for this particular thesis is communicate the date of the interview data clearly.  

The interviews were performed without leading questions, to avoid skewing the data. This allowed 

the interviewees to share their experience and knowledge about the phenomenon (Brickmann & 

Kvale, 2015).  
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7. Appendices 

Appendix A: Interview guide 

 

The questions pertain to the topics; interviewees background, guanxi, networking, investment 

vehicles/ownership.  

 

- What profession did you occupy before entering the ‖expat‖ (foreign) food  market? How 

many years did you live in china before starting your own business? What was the initial 

reason for entering the retail food (restaurant business) market? 

 

- Which ownership registration did you use, and what was the reasoning behind the 

choice? 

- If using a partner: How did you get in touch with your partner? 

 

- How did you acquire the knowledge and skills before startup? 

 

- Before starting your business, where did you get your information from? 

 

- After deciding to start up your food entity (restaurant), did you create a business/strategy 

plan? Did you include guanxi as a part of it? 

 

- If there is an official rulebook on all permits, financing, rules and regulations, was this 

followed? 

 

BUSINESS NETWORKS: 

- Did you use your own business network to start up your business? 

 

- Did you use a third party‘s network contacts to start up your own business? (Who did 

they belong to? ) 

 

- How do work with media? (PR) Do you have any special contacts within the industry? 

Are these ordinary network contacts or guanxi? How have they helped you? 

 

 

- Who have you developed guanxi with which helped during the startup and how did it 

help? Have you had any negative experiences with guanxi? 



Katarina Möllerström Bachelor’s thesis FE6160 

65 | P a g e 

 

 

 

- Do you feel you have a better relationship with those people you have a business network 

compared to those used guanxi? 

 

- How were you able to acquire all regulated necessary permits, and requirements? 

 

- As I understand it there are certain big elements in the establishment phase. Did it work 

smoothly or did you need help when it pertains to (if yes: from whom and how.): 

 

o Right location which passes the requirements for restaurant business. 

 

o Contract signing 

 

o Finding a supplier with the right and high-quality food 

 

o Import foods 

 

o Staff : Did you use your partners (if JV)? Are your workers organized in a union? 

 

FINANCING: 

- When setting up your business, did you seek any help from your own country (institution) 

or any other foreign help? 

 

- Before starting your business did you have enough information to start or did you need 

extra information from third party? (lawyers, accountants, trade organizations) 

 

- Based on the help you got in the beginning do you feel that you have a long lasting 

relationship with important entities/persons? 
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GUANXI: 

- What does guanxi mean for you? Where did you use guanxi? 

 

- Did you specifically use guanxi/contacts to help in your start up? suppliers, Government, 

Local authorities, Partners) 

 

- Are you aware of any of your contacts using guanxi to acquire certain favors that you 

were able to start up your business? 

 

- Did guanxi help in getting permits and licenses quicker than if you had not used guanxi?  

 

- Did you understand that guanxi would be important for you to be successful? 

 

- Do you experience it increasingly important to have guanxi and development of guanxi to 

maintain your position within the industry? 

 

- Did you need to make connections with government/local authorities? How did you get 

the connection? Did that facilitate the start-up? 
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Appendix B: Empirics 

Includes an uncondensed version of responses from interviewees pertaining to Guanxi, 

Networking, Licensing, Financing,  Contracts and the interviewees observation about changes in 

China. For a clear overview, the interviewees answers are separated into WFOEs and JVs. 

7.2.1. Ownership Registration 

 

Wholly Foreign Owned Enterprises 

 

In contrast to the previous respondent, interviewee C found his only opportunity was to start a 

Wholly Foreign Owned Enterprises. He explains, “I did a WFOE. Why?  I didn’t have any other 

option; I didn’t know any local to do the project with.” For others it was a very conscious choice. 

Respondent A firmly points out that “if you start with Chinese, after a while it’s not yours anymore, 

so it was never an option. If follow rules and say it’s easy enough. My son speaks and writes fluent 

Chinese so he has contacts.”  In addition to speaking Chinese fluently like A’s son, since 

interviewee E is Taiwanese, her “partners are Chinese, foreign Chinese. So the company is actually 

foreign, it’s called foreign-invested (Waizi), because we all hold a non-China passport”. 

Respondent B started up her restaurant with the same ownership registration as the previous foreign 

food outlet she took over. 

 

JVs 

Interviewee H, who represents a JV, stressed the importance of Sino-foreign alliances, because ”if 

you do business in China, it’s always better for you to be associated with a Chinese. If you don’t 

have guanxi it’s quite impossible to do something within the night business”.  G further described 

the predicament of being foreign in China. He perceives that “if you are a foreigner, a foreign 

invested company, it’s going to be more complicated: longer time, bigger fees and take a lot of 

your time.[…][Being] a Chinese company,  makes it simple and easier to get a hold of all your 

licenses.” 

The formation of the companies with the owners’ JV partners came from one’s business network. 

Respondent G found his JV partner in a co-worker who he had collaborated with for two years, 

who had “4-5 other businesses, so he already knew about all the small mechanisms and things”. 

The third JV expat (H), then a manager, went to his future partner, who is “[the] first manufacturer 
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of shoes in the world”, and presented the concept and there a start-up followed. F explains how he 

was introduced to his current JV partner in Shanghai 16 years ago: 

 

“It was mandatory to enter JV in those days. [...] A business man in Taiwan had  a contact over 

here, and we met up with [him] and he introduced us to the department of civil defense, […] and 

some money changed hands. They didn’t do anything for us whatsoever 

16 years ago; well, they probably provided the building”. 

 

 

Respondent G, whose JV has been up running for three months, motivates his choice of ownership 

form: 

I opened with someone who I had a long-term relationship in business, we knew each other and 

we exactly knew what we wanted. […] It was the best solution to be efficient in the business 

quickly, be up running to get customers and money. 

Interviewee G experienced it to be a frequent occurrence that somebody solicited him to initiate a 

start-up; “The last five years, I’ve met one big guy (Chinese) every two months who was interested 

in building something with me”. 

 

 

7.2.2. Guanxi  

7.2.2.1. Definitions of guanxi 

When asked how guanxi has affected the respondents' businesses, and what definition the 

individual interviewees had of the phenomenon the definitions varied, but had several common 

components. 

Wholly Foreign Owned Enterprises 

When asking A (WFOE) about the definition of guanxi, and if it was important to her, she was 

silent. She finally said that she didn’t experience “guanxi [as] important, we did it the western 

way”. Respondent C (WFOE) understood it as making contact and developing a relationship with 

local government authorities. WFOE owner B has a little broader definition of guanxi, which “is 

that you gain the trust of Chinese people that would be able to help you with the business that you 

are trying to open”. D (WFOE) specifies this even further that “guanxi is a contact, a person that 
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is can help [with the situation] that you’re going to have to pay back. […] It’s also someone that 

you know. […] You have that relationship first, and then maybe that guy can help me, then he will 

because he’s friends with you. […] Money doesn’t necessarily have to be involved. It could be a 

free meal at the restaurant; it could be one night opening a bottle of champagne…” The Taiwanese 

respondent E (WFOE) explains that “My definition is just ordinary relationship.” 

 

JVs 

H (owner of a JV) agrees with E that it’s a relationship: 

For me guanxi is the relationship with people, it’s kind of between friend and business partner.  

The guanxi is not like a database where you send everyone the same email. Guanxi is a very 

personalized way to be with your partner, your very close business partner. […] You 

will always think to yourself: what can I do for him. It’s not that you wait for him to ask you 

something, it’s doing it for him before he asks you something, because you know that one day you 

maybe will need to ask him for something. 

JV veteran F simply defines guanxi as friends. He expounds on what to do to develop this guanxi: 

Get to know [them and] what they like. It’s important to give gifts, small things. Wining and dining 

is difficult, because their wining and dining is not our wining and dining. For them it’s going to a 

cheap restaurant and drink chicken blood, and a lot of alcohol I can promise you that. 

G (JV) says that “guanxi is to quickly get everything” and relates “Chinese guanxi with the 

“who was introduced to who [and] “Who should you know? This is a complicated culture in terms 

of relationships, hierarchy, who is who, who you should be with”. It takes time.” He further 

emphasizes his belief that it’s easier with a Chinese partner, who builds the relationship “because 

they know who to bring to KTV, or restaurant”. 

 

7.2.2.2. Guanxi as part of strategy 

 

Wholly Foreign Owned Enterprises 

When asking the owners of WFOEs if they include guanxi as a part of their business plans to help 

them in the start-up, they unanimously responded that they didn’t. C said that he didn’t incorporate 

guanxi in the business plan, because he didn’t need to “develop contact with local government 

authority”. B found no use for it, because: 
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In our case we were lucky enough to retain people who were employed there [from the former 

coffee shop], and they are Chinese […] Because we had a staff who knows the way, how to get 

the permits and licenses, how to apply. You know all these necessary papers, you know, in a way 

that we don’t have to give and take favors. 

While these four WFOEs didn’t consider cultivating guanxi, E created a business plan before she 

opened her store and looked into if she needed to build guanxi to get her desired location. She got 

in contact with the “government people”, but after deeming the location inappropriate due to only 

being allowed as a residential accommodation, she decided against it. Additionally she emphasizes 

lacking the need for it when she said “the guanxi, the networking thing is not so complicated in 

the [bakery]”. 

 

JVs 

In H’s (JV) case the Taiwanese side of the company dealt with “all guanxi things”, but hadn’t 

included guanxi as part of the business plan. He reaffirms “but it is here for sure. If you don’t have 

guanxi, it’s quite impossible to do something here in China and especially in the night business”.  

Another JV owner answer testified about a different attitude. F admits 

that: [I]didn’t think about making guanxi a part of business plan when we opened [the first 

restaurant], but by the time we opened [number two] we knew our way around. We made good 

friends with the landlord, took him out drinking and got to know him. We had good relationships. 

G, a newly opened JV included guanxi in the business plan in terms of a bit of money, he 

clarified that “mostly it’s about dinner, a night of drinking together, to give them face”. 

Guanxi as part of strategy 

7.2.2.3. Chinese behavior 

 

Wholly Foreign Owned Enterprises 

The Taiwanese WFOE owner E thinks “a lot is how you talk to them, for the tougher you act the 

tougher they are going to be. You let them keep face, and downplay it”. 

 

JVs 
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The respondents reported that they had adapted and attuned themselves to the culture and the 

business climate. WFOEs in general had very limited experience of adaption to this life style. 

Respondent H (JV) emphasizes that guanxi is all about win-win situations. G (JV) describes it 

very well how to encounter it: 

I try to be polite, try not to be colonialist, try to understand their culture, the way they work, the 

way they do business together, just keeping a very smooth relationship, with no conflict. […] I 

learned how to be patient. In France we go into a fight and afterwards we can forget very quickly. 

But here if you get into a fight the guanxi, they will never forget. […] So you always have to be… 

very soft, but you always know exactly what you want and you don’t lose focus on what you want. 

F agrees, and mentions that in dealing with authorities “that you have to be humble. When they 

come around and try to give you a hard time, you just thank them very much. You know you gotta 

grovel a little bit, that’s not difficult. You gotta give them face, Chinese mianzi, they are powerful. 

 

7.2.2.4. Guanxi usage 

 

The range of usage of guanxi by expatriates varies very much, and the degree to which they use it 

deliberately. Here we can see how the entities used it in various settings with different actors. 

Wholly Foreign Owned Enterprises 

WFOE owners A, B, and C had a very western business approach during the entire set-up, and 

didn’t purposefully build or pull any guanxi. When D (WFOE) needed help he would contact 

friends or valuable people, instead of turning to official institutions like trade organizations. 

He mentions how he would “call the consul and invite him and his wife for dinner and you use 

your guanxi or relationship. I think it’s done the same in every country”. 

E (WFOE) tells of how she has guanxi through the landlord. She once had a problem with the 
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gas company, which claimed that they couldn’t service the lines until in two months. She told the 

landlord, who through pulling guanxi got the company over the same day, who fixed the problem. 

She further uses her contacts to hand carry items from the States, instead of using an importer. 

 

JVs 

The importance of guanxi through the establishment phase of the company continues for JV 

owners, hence respondent F (JV) has employed one person with the task exclusively to take care 

of and build the relations to governmental institutions such like the hygiene bureau and the fire 

department. 

G (JV) strategized and got information on his suppliers from the department of agriculture in 

England. He explains: ”I did this on purpose, this Chinese supplier was introduced to me by 

European people, who these suppliers have huge respect for [...] If and when I will have one day 

problems with supplier, I will use the European guanxi that I have, that introduced me to the Chinese 

supplier. He moreover expressed his surprise that it works even in an Australian company with 

Chinese employees.” 

To create leverage and publicity for the launching of his new project, H (JV) decided to compile a 

database through pulling guanxi from the most prominent food journalists in the world. He further 

mentions the importance of his contacts, within municipality and government, in acquiring a 

location which isn’t a place where one normally situates restaurants. 

 

 

 7.2.3. Networking 

Wholly Foreign Owned Enterprises 

Respondent A (WFOE) found that the key players were only of true importance in the start. The 

rest of the respondents felt like the network still made a difference. Respondent C (WFOE) 

illustrated how the network still is important, and not a “one shot deal”. When he has questions, and 

needs guidance he turns to that “team of experts that can answer the questions you have”, because 

“it’s just a part of your team”. 
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JVs 

All JVs found their initial start-up network to be important, it is essential “to take care of the 

network and guanxi relationships to maintain one’s position within the industry” says F (JV). 

7.2.4 Suppliers 

 

In order to find safe and fresh produce for the business, there were several channels to do so, but 

the most heavily used method was going through suppliers. These relationships were 

predominately established during the entry phase of the firms. Both types of respondents attitudes 

towards entering relationships with the suppliers resonates with the JV manager’s H statement 

“when one establishes a relationship […], with suppliers they become a part of your network, but 

it is not a guanxi relationship.” 

Wholly Foreign Owned Enterprises 

Respondent A (WFOE) found food and good suppliers to work with on the internet, in the market, 

and at grocery showings. Just like A, respondent C (WFOE) would ask the supplier, 

who had good products, because they most likely knew somebody else with complimentary quality 

goods. His experience with suppliers has been positive, they “are really nice, they come often and 

always try to develop business with you”. He got in contact with the right suppliers “firstly through 

the contact with all the people in the industry. […]I was in an association of chefs here in Shanghai 

and we used to meet up every month”. Interviewee D (WFOE) contacted the suppliers who worked 

with international hotels, and E (WFOE) tells about how she works mainly with big suppliers, 

because of their reliability. When products were not available through trade companies, family and 

friends would hand-carry it to China. When respondent B (WFOE) needed Filipino specialties 

she’d use importers. Respondent E recounts an unfortunate elimination experience about a supplier 

who sold her products, which he promised would be equivalent to the goods she usually imported. 

Despite receiving the wrong merchandise a month too late she was coerced into paying, as the 

supplier argued that he had to use guanxi to get it. Instead of getting charged according to the 

previously provided pricelist, he requested the double insisting that prices fluctuate. It ended up 

that E (WFOE) was forced to pay 25% more than agreed upon. 

JVs 
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Respondent H (JV) emphasized that quality for the best price was the most important; therefore 

there was no business agreement, nor any exclusivity contracts with the suppliers. One can find 

good suppliers through the process of elimination, according to F (JV). G (JV), like previously 

mentioned, got his Chinese suppliers through the department of agriculture in England. 

7.2.5. Service suppliers 

A part of the restaurants’ networks were lawyers, landlords, real estate agencies, licensing agents, 

decorators and constructors. 

7.2.6. Lawyers 

 

Wholly Foreign Owned Enterprises 

B (WFOE) experienced that they needn’t a lawyer when establishing their restaurant the same way 

the previous coffee shop was set-up. The permits were secured by A’s (WFOE) son, together with 

a lawyer. 

Respondent E decided not to have a lawyer, because it costs money. WFOE owner C insists, that 

it turned out to be one of his best investments to include a lawyer for the leasing contract, when he 

decided to acquire a location. The landlord broke the deal, and kept the deposit. He attributed the 

reason for the success of getting the money back to that the lawyer and his firm 

were very serious and professional. “If I had done it alone with somebody to translate the lease 

and to read it, I would probably have had NOTHING.” 

 

JVs 

To have a lawyer was more a pressing matter for the WFOEs than the JVs. F (JV) didn’t use one. 

G (JV) just has a lawyer “in case of…” Respondent H (JV) pointed out that they don’t need a 

lawyer, just “in case of a very important contract”. 

7.2.7. Real estate agency 

 

Wholly Foreign Owned Enterprises 

To find a good place for the business is important, but it was common for several of the respondents 

that it was a struggle to find an appropriate place. “Then it was very hard to find good places, then 

we connected with an agency and that was good”, said A, a WFOE owner. The experience was 
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described by them as very western, which E (WFOE) confirms as she “went through a realtor, and 

signing the contract was just the same as signing abroad for example in America. It goes back to 

finding a trustworthy landlord who gives me fa piao (receipts)”. 

B didn’t (WFOE) use a real estate agent, but addressed the landlord personally. 

 

JVs 

G, a JV owner had a similar experience, where the real estate agent quickly “understood what we 

were looking for. It’s nothing about guanxi in this case”. The location for F’s establishment was 

provided through his JV partner. The location of H’s restaurant belonged to somebody else, but 

the owner decided to break the contract and asked the creator of the concept to build something 

new for the place. 

7.2.8. Landlords 

 

In connection with the acquisition of the location, the relationship with the landlord plays a great 

difference in the long-term success of the company.  

Wholly Foreign Owned Enterprises 

Respondents A (WFOE) and B (WFOE) found that their landlords were good and co- operative. 

Interviewee C (WFOE) had an unpleasant surprise when the landlord had changed the lock, and C 

couldn’t get into the premises. E (WFOE) finds a lot of comfort that her 

landlord is legitimate, and hopes that “if I can maintain a good relationship with my landlord then 

I can ask him to help me on a lot of occasions […] He has pull in the street; it’s all restaurants.” 

Interviewee E (WFOE) tells about her friend who had a successful business at Taikan road, a 

popular area in Shanghai. The native Shanghainese landlords requested ridiculous amount of rent. 

The friend closed down because it was too difficult to maintain guanxi with his neighbors and they 

always tried to get more benefits from him. 

 

JVs 

Respondent G (JV) suggests that “you can have a very successful business, but if you have very 

bad relationship with your landlord, if you get into fights. You’ll get into problems with the local 

government because you’re rude”. To keep on the landlord’s good side is important to G (JV), 
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since the he’s powerful. And “will do anything to help if we have a good relationship […] The 

landlord of course also helps you to deal with municipality and 

government”. To build a relationship of trust with the landlord, respondent F (JV) experienced that 

he was happy as long as they paid rent. According to F (JV) and G (JV), their landlord arranged 

all the certification and licenses, because they belong to the building. 

7.2.9. Contractors and decorators 

 

Wholly Foreign Owned Enterprises 

The relationships between the WFOEs and their decorators and contractors were good. A has used 

the same decorator with satisfaction for 8 years, and B shows the same like for their contractor. A 

good relationship was certainly necessary for respondent C during the set-up, when they didn’t 

have access to the money on the account in Hong Kong. Due to deals made with the construction 

companies, the renovations were able to continue. 

 

JVs 

Candidate F described his decorators and contractors as “brick walls” in getting the locations for 

his restaurants. The contractors wanted under the table money, and the decorators wouldn’t 

continue to work without more money. When the quality faltered, F wanted to 

change companies. “The law is that you can’t throw them off of the property but you can stop them 

from coming in. We got security to stop them from coming in until they were gone”. 

7. 2.10.Competitors 

 

Wholly Foreign Owned Enterprises 

The focal firm and the competitors are often a part of the same professional associations. 

Interviewee C found that it has been very helpful in finding quality suppliers and staff, through 

receiving references from associates. 

“Being a chef, I was in association of chef in Shanghai and met up once a month, where we 

exchanged emails when we found amazing suppliers.” 
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Respondent D (WFOE) found that due to the Expo it was increasingly difficult to find new 

employees, so he turned to his own network of managers and inquired if they know somebody who 

is good. 

7.2.11. Government 

 

Wholly Foreign Owned Enterprises 

The Wholly Foreign Owned enterprises didn’t, in general, see the importance of cultivating 

relationships with Shanghai’s government nor municipality. 

E, who is of Asian descent, found it important to maintain a relationship with local authorities, 

who have power to execute orders, issue certificates and licenses. She prefers these contacts 

to cultivating relationships with high-ranking officials or politicians. 

 

JVs 

All JVs interviewed found it imperative to foster good relations with local authorities and went 

about doing that mainly through their Asian partners. They also found connections through their 

landlords, who they describe as “powerful”, and helps them deal with the municipality and the 

government. Especially H found it important for the company to develop guanxi to enable the 

opening of another part of the restaurant in an unconventional location. 

 

7.2.12. Cultural bureaus 

 

Wholly Foreign Owned Enterprises 

In order for the food and beverage entities to start-up and remain in operation, it is important to 

follow the guidelines of certain departments. During start-up E (WFOE) was advised by an owner 

of a neighboring restaurant to do her part to give gifts to show that it’s Chinese New Year and that 

helps not do get so much hassle. 
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7.2.13 Health department 

 

Wholly Foreign Owned Enterprises 

D (WFOE) claims that as a “single owner restaurant when you opened, you’re going to get checked 

out. Not because they want to bite you, but rules are the rules and hygiene in Asia and especially 

Shanghai is very important. You don’t play with it”. Since D (WFOE) has opened several 

restaurants he asserts that since the department knows that they respect the rules, they basically 

“give the papers to you with eyes closed”.  For respondent A (WFOE), the health department was 

the “most important authority” in her network.  To acquire the approval B (WFOE) had to be “on 

top of things”, but even now when the restaurant is up and running, they can come any day without 

notice. The fear E (WFOE) had when the food 

inspectors would come was explainable, so was surprised when they came and didn’t even go 

through the kitchen, but only looked at her photo album and left. 

 

JVs 

JV owner F explains that “the hygiene department can make your life very difficult. If they tell 

you to do something then you do it”. 

7.2.13. Fire and environmental departments 

 

Wholly Foreign Owned Enterprises 

The relationship with the fire department was an uncomplicated one according to A (WFOE), since 

“they just come and tell you what to do, and if you do what they ask there will be no problems. 

I’ve never have been offered, nor have to give bribes, everything has been very western”. 

E(WFOE) recounts a similar experience about the environmental department. Upon being required 

to buy an oil drainage container they gave her a business card and urged her to buy it from a person 

for a much more expensive price than if she had bought it from somebody else. This is as she calls 

it “the China part of business”. 

 

JVs 

One shouldn’t try to bribe the fire department officials, advises F (JV), but in return one has to pay 

“an extortion of an amount for their services”. He wants to be on their good side though, because 
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“the fire department is the worst; they can shut you down like that; you have to be very nice to 

them”. As the restaurant is in the luxury area of Shanghai, there is no problem 

and the building takes care of its own fire and safety, says H (JV). Participant G (JV) didn’t 

experience any difficulties either, since his JV partner dealt with the Chinese 
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authorities and departments. 

 

 

 

7.2.14 Employees 

 

7.2.14.1 Managing human resources 

 

The eastern and westerns corporate culture is vastly different, and so are management-styles of 

staff. Despite operating their businesses in China, the expatriates found it imperative that a 

professional relationship built on respect and humanity should prevail instead of the Chinese one, 

which is founded upon hierarchy. 

Wholly Foreign Owned Enterprises 

 

According to A (WFOE) there is a high turn-over among the staff, because “you can’t keep them 

loyal”. B (WFOE) sees to that although they and their staff have a professional relationship, they 

are treated like family. E (WFOE) explains how she cultivates the relationship between her and 

her employees. She rents a place for her employees to live, and takes care of them. Their mother 

entrusts her with them, to learn from her. She points out that “they respect me a lot because I work 

a lot“. 

JVs 

 

G (JV) has found that he builds loyalty through respect. He states that a lot of Chinese are 

 

tired of Chinese management, since they are “authoritative and oppressing”. Being a foreigner he 

says that he try to adjust to the Chinese way of doing business, but ”I adapt on every point except 

this!” 
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H (JV) shares that despite not having a union for the workers, they are well protected. If one of 

their staff gets pregnant, she can stop work after 1 month’s pregnancy with full pay until three 

months after the baby is born. This is rare in many occidental countries. 

 

7.2.14.2 Hiring staff 

 

Whether a JV or a WFOE, finding staff is done “according to the book”,  i.e. through posts in the 

window, announcing through websites, referral by own staff or found personally by managers 

especially when one is short staffed. 

 

 

Wholly Foreign Owned Enterprises 

 

To find good staff D (WFOE) had went “through [his] network of managers, and inquire if they 

know somebody who is good, who is free”. He also had an alternative method of going to 

restaurants and, when finding good staff, he asked “how much they earn there and tell them what 

you will give them now. I hate to do it, but some people do it to me so I do it to them”. 
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JVs 

 

H (JV) shares how the HR of the JV partners company to find staff, and handle matters as 

salaries, recruitment, while these matters are “referred to the mother company”. 

 

 

 

7.2.15 Support organizations 

 

Notably, no non-profit organizations were used by these restaurant owners, whether trade 

organizations, chambers of commerce or embassies. D (WFOE) explains that it’s more effective 

to “call friends or valuable people instead, and invite him to dinner with his wife”. G (JV) 

refuses expert help from his home country since he thinks that they are bad at promoting the 

country’s culture. The information needed was obtained through the firm’s staff, accountant, 

and HR. 

 

7.2.16.  Financing 

 Wholly Foreign Owned Enterprises 

C, a WFOE owner explained: “The System is not easy, cause basically you have to finish your 

restaurant, then you have the final check from authority who then give you the license, and 

when you have the license then apply for an account.” 

“If you follow rules and say it’s easy enough. My son speaks and writes fluent Chinese so he 

has contacts.” Interviewee A said about acquiring licenses and certifications. Additionally, the 

son used a lawyer to get the permits. D (WFOE) also went the ”regular” way to acquire licenses, 
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but without a third party. He experienced it as easy since he is a serial restaurant establisher and 

sees the same people regularly. 

B (WFOE) considered herself lucky that her staff knew how to fill out the necessary documents, 

and apply for permits and licenses, so that she didn’t have to give or take favors. The waiting 

period was, despite having help from Chinese speaking staff, as B (WFOE) described it, “like 

pulling teeth every time”. They didn’t get the business license until the 7th month of operation, 

and even at the time of the interview, two months later, they were still waiting for a Chinese 

account and the right to print receipts. 

C similarly experienced obstacles during start-up, especially in regards to financing and the 

licences and accounts. He used a person for the basic processes of opening a WFOE company, 

and applying for the licenses. 

Despite being aware that one can get the business license oneself for a few hundred RMB 

 

here and speaking the language fluently, E (WFOE) hired somebody to acquire it: 

 

A big chunk of the amount that I give them goes to paying the necessary people, so I don’t have 

to do it. But they can do it better because they already have that existing relationship. And they 

already know the social norm, and proper way of doing that type of stuff.  I don’t. In a way it’s 

better too, because I don’t want to get my hands dirty either. And they wouldn’t necessarily 

accept it from you anyway, because they don’t know who you are! 

 

 

JVs 

 

G (JV) insisted that when one is a Chinese company, which one is when one has entered a JV, 

it is easier to get all one’s licenses. It was his experience that “from our agreement to opening 

it was 5 months. I think it was possible because our partner is Chinese”. The swiftness of the 

start-up phase he tributes to his Chinese partner and the landlord, who 

both were involved in the application process. 
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H (JV) suggests that one can get the certification by complying like in any other country. He 

added a twist “You need to talk to the good people at the right time, you need to use your guanxi 

[…], who make your application on the top of the list. Through guanxi you can speed up the 

process”.  The certification was obtained with the help from the landlord, which was a school, 

which “relationship with authority could smooth things over” if needed F (JV) mentions. 

7.2.16.1 Financing from Hong Kong 

Wholly Foreign Owned Enterprises 

 

Respondent C, a WFOE owner, started a holding company in Hong Kong with a few of his 

friends as financiers, but some of the problems encountered during the set-up were: 

When you have a license you open a local account, so you cannot transfer the money from 

outside to China. You can make a temporary account, but you can’t pay everything with this. 

We had to loan money here from some people, and give them cash later. 

D (WFOE) had been successful within other industries, and therefore had a lot of money and 

didn't have the same problems with the financing during start-up. A (WFOE) also invested 

everything herself, since “the company is a family business, and is 100% family funded.” 

Interviewee E (WFOE) recounts how “[the shop has] investors [who] are silent partners” and 

“had to provide document that the money is foreign”.  During the establishment process she 

recounts: 

 

We had some problems with investors. One of the women, who was going to invest, went to 

fortuneteller, and the fortuneteller told her not to invest. She said that ‘it’s not good for you to 

invest this year. Your Chinese zodiac is […]’ and then she said that she couldn’t. 

When opening up their restaurant B (WFOE) found that they “had to think twice about doing 

this. We felt we had enough money to start with, but one never knows with China. [We started 

up] with personal financing. It’s a risky business; you have to expect that you have to sustain 

business for the first six months. We broke even from the beginning.” Paying everything in cash 

was a challenge that they feared. 
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JVs 

 

The JV owner G explained that the firm is “Hong-Kong based with a subsidiary in China. We 

financed it all through putting our personal savings into the business. So it’s funded by a 

100% personal investment.” Respondent F (JV) went to his business network for the financing: 

“You ask if they would like to invest in this business. You give them a business plan, tell them 

what it will costs and collect the money. [...] We raised the money, from myself and my business 

partners”. F (JV) further points out, that a restaurant start-up ”wouldn’t get loan a loan from 

bank in business, unless you have very good collateral. “  A different 

situation prevailed when H (JV) explained how the JV partner financed it all, as 

 

”[they] didn’t get any loans. The owner, who is very rich, finances and covered all expenses. 

The goal is balance.” 

 

 

7.2.17.  Bribery 

Wholly Foreign Owned Enterprises 

 

Bribery is often perceived to be in correlation with guanxi. Respondent D claims that, “it’s in 

any country, where bribery and traffic and such is involved, guanxi will be also. And the reason 

there is a name for it, is that some people use it a lot but in the States and Europe we don’t give 

a name for it”. 

Most WFOEs and JV G, share A’s experience: “I’ve never have been offered, nor have to give 

bribes, everything has been very western”. 

D suggested through his own experience that bribery is decreasing, both in personal life and in 

the corporate world. Before, if he got caught running a red light, he could just put 300 RMB 

on his leg and drive off. 
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China’s regulations and policies change quickly. As the owner of a newly competed restaurant 

experienced a change in the policies he called his friend within the health inspection, who over 

a dinner chose to forget the violation of policy. D said “for a foreigner this is almost impossible. 

I’ve never needed to bribe anybody… It doesn’t work anymore, it is changing”. 

E wanted to open her bakery in a small residential lane house: her business would be able to 

operate there illegally. She thought about it, because the rent was a lot cheaper there. But she 

was discouraged. She stated ”it’s like it’s said with guanxi and deal with government people, 

these people will come in and try to get money from you, because you’re not really legitimate.” 

Once the fire department came, and “I offered some [cakes], […] I can play dumb, because I’m 

a girl and they are all men. It would be odd if I would slip them something into their pockets. 

You have to do it very smartly, but I don’t know the customs of doing that. […] If you want 

something from me you have to say it, because I don’t know how to do it”. 

 

 

JVs 

 

When F (JV) established his business, there were many workers and construction people who 

wanted money under the table, not the landlords. They worked around through paying them 

money, when they wanted it. But he sees how times have changed and says that “I wouldn’t 

bribe them, I wouldn’t touch that. Actually I wouldn’t bribe any of the government 

organizations. There is no need, and doesn’t work”. Although F would never bribe any 

government organizations, for example, the hygiene department expects the firms to give them 

money during the Chinese festivals, which he does because “they can shut you down like that”. 

H (JV) has the attitude of delivering the best culinary experience to his customers, so even if 

some suppliers might proposes some under the table money to be exclusive suppliers, he 

doesn’t want to do this. They want to be the best. 

 

7.2.18 Contracts 

Wholly Foreign Owned Enterprises 
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A (WFOE) recounts that the permits were acquired by the son in the company of a lawyer. In 

addition to the lawyer, B (WFOE) included their HR and accountant in the contract signing 

process, which despite not having any problems, couldn’t be called smooth.  “There is always 

back and forward, […] a lot of details that went into it. It was very formal and official, and we 

have a very good relationship with them […], but he hasn’t done us any other favors yet.” 

To fully understand the legal obligation that he entered C (WFOE) had two lawyers, where 

one was French and spoke French as mother tongue. This paid off when he almost got cheated 

on his 200.000 RMB deposit when he found a location through an agency. The respondent is 

convinced that if he had done it himself he would have lost it all.  

The establishment was western, but didn’t use any lawyers, since D (WFOE) had opened 

several restaurants in the same district before. 

E (WFOE) found it too expensive to use a lawyer; therefore, she changed the wording in the 

draft of the same shareholder’s agreement which was used three years ago when her boyfriend 

started a club. Through a realtor she found a trustworthy landlord “who gives me 

fapiao(receipts)”. It was the “same as signing abroad”.  When she wanted to put her door of her 

restaurant out a bit further, the landlord said “You can’t put it in the contract, but I’ll put a blind 

eye to it”. 

 

 

JVs 

 

When foreigners make business here in China they always think that Chinese people will screw 

them. Why? Because there is no relation. Chinese people are full of relation, the always want to 

make win-win situations […] with friends it’s not about the cheaper price, but it’s a matter of 

service and trust. - H (JV) 

The contract between company and the creator of the concept is not a written contract, and can 

be considered as a consulting contract, said H (JV). He further mentions that they don’t have 

exclusivity contracts, and only sign contracts for wine, but not raw products. He insists that “we 

don’t need a lawyer. We could need a lawyer in case of a very important contract, to check the 
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fact that the English and Chinese contracts are done exactly the same and well done and conform 

to the Chinese law, voila”. 

 

Starting up 16 years ago, F (JV) recalls how they “were a bit nervous and went through way 

too much paperwork with contracts and lawyers and you don’t need that! You really don’t 

need that in China; it’s not worth anything. It only makes them nervous.” When expanding the 

restaurant he and his business partners applied their previous experience and sat down with 

the next landlord and negotiated during a day and they came back the next day and talked some 

more. “Then we shook hands on it, that’s the way it’s done in China. [I recommend that 

you don’t] do too many contracts, don’t do too much paper work, [because] it will scare 

everybody.” 
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Appendix C: The Networks  

Below are the networks of each individual entrepreneur, with both guanxi and network contacts. 
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JV networks 
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