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Abstract

Since reform and opening up, China’s private enterprises has changed greatly.
On the one hand, the organizational form gradually transformed from family workshop
dominated individual proprietorship and partnership to limited liability company and
joint stock limited company; on the other hand, the internal governance structure of
private enterprises began to transit into shareholders, board of supervisors and other
standardized operations. In this process of transition, more and more private enterpri-
ses set about corporatization. However, at the same time, the control power of the
company remains firmly in the hands of family members, and there is no large scale
phenomena of what Bailey and Means called “equity becomes more decentralized and
diversified” and “the deviation of proprietary rights and management rights” , nor a
widespread emergence of what Chandler called “management revolution” .

Why does the rapid growth of China’s economy merely causes private enterprises
to choose corporatization and governance structure on the surface, but virtually oper-
ate like a family business? So far, few studies have involved in this topic, and even
few have explored the source of this deviation. Based on Bailey and Means’ (1932)
corporation revolution theory, Chandler’s (1977 ) management revolution theory,
view of legalization from the new institutions economy, and other related theories,
this book explains the reasons and motivations of China’s private enterprises evolution
to modern companies, and explains their motivations to choose family systems in daily
operations from the angle of China’s specific relations culture and trust structure.

This book used the construct of relations operation to bridge private enterprises
corporatization on the surface and familization virtually, thereby to establish a theoret-
ic framework of private enterprises relations operation and their organization change.
We argued that the seemingly corporatization of private enterprises is to gain legaliza-
tion, and the virtually familization is to speed up operations efficiency. Against the
backdrop of Chinese culture, the need for legalization and efficiency can both be real-

ized through entrepreneurs’ relations operation. Concretely speaking, through politi-
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cal participation, they build up social networks with government and thus gain legali-
zation identity, eliminate political discrimination, break through trade barrier, access
scarce resources etc. Meanwhile, through internal relations opérations they reduce
the transaction cost and inspire agents to act according to the will of entrepreneurs at
the furthest.

This book inspects the organizational change of private enterprises. With support
from national private enterprises sampling survey, data from statistical yearbook, and
data from questionnaires, we arrived at the following conclusions:

First, entrepreneurs’ social networks have an important impact on enterprise de-
velopment. In the transformation period, a large number of scarce resources are con-
trolled by government departments. As the private sector is restricted by unfair factors
with political nature, they develop rent — seeking behavior, and pay more attentions
on corporate social capital. Research shows that China’s private entrepreneurs’ politi-
cal relations formation is affected by their experience in the government, regional gov-
ernment intervention and the industrial trade barriers. Private entrepreneurs’ political
relations is conducive to corporate financial performance, and the higher their politi-
cal level, the better their financial performance. Entrepreneurs’ social networks have
an important impact on business growth, especially in a market economy with imper-
fect institutional environment.

Second, entrepreneurs’ political relations have an important impact on organiza-
tional change. In the process of structural transformation, China’s private sector con-
fronts with dual pressures from institutional and market barriers, and the development
of political relations is conducive to breaking the two barriers. In this particular con-
text, the Chinese private entrepreneurs will actively deal with government officials
and to actively participate in politics. In this process, in order to obtain government
recognition, the private sector will generally be more inclined to adopt a socially ac-
cepted “modern” corporation system, that is corporatization, thereby giving their
companies the form of “legalization”.

Third, the relations operation between private enterprises is closely related with
their organizational change. In order to avoid mergers from strong companies, small
and medium sized private enterprises expand their trade and influence through kin-
ship, geographical relationships and friendships, or they keep separate business sta-

tus at the same time to form an alliance to enter the market against outside competi-
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tion. Thus, the form of joint stock company emerges as a company maintains its sepa-
rate legal status and at the same time induce new shareholder. '

Fourth, the internal relations operation of private enterprises is closely related
with their organizational change. It is found that within the private sector the
manager’s job and responsibilities is planned in accordance with relationship closeness
and loyalty. Through extensive kinship networks to offset the problem of mutual dis-
trust, private entrepreneurs relations operation shows a clear characteristic of central-
ized share ownership and family-oriented management.

Fifth, the “deviation” of corporatization from familization is an objective reality.
This book found that most Chinese private enterprises organizational form have a-
chieved corporatization, and standardized governance structure. However, the cen-
tralized equity, centralized decision-making, family-oriented management positions
have not fundamentally changed, private sector is still a family-oriented business
model. Through the introduction of “deviation” , the book measured the distance be-
tween corporatization and familization, took enterprise samples from the small and
medium sized enterprise board for statistical analysis, and found that organizational

forms and organizational management exhibit significant statistical deviation.
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