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Preface

This dissertation tries applying the Guanxi theory and sociological
way to study the interior governance in domestic family businesses.
The so-called Guanxi governance is opposite to contract governance.
In its operation procedure, what it applies for is not a formal system,
nor an explicit contract relation of agency by agreement, but a social
Guanxi, very popular with Chinese communities. This governance
pattern has been constructed on the basis of obligation, special trust
and win-win principles, taking different measures in resource
allocation and authorization. This thesis is devoted to the study of
how family business makes effective use of Guanxi to manage its
enterprise and how to exploit the external Guanxi net to acquire social
capital to improve is not included. So in this article, the study does
not discuss the net relationship between family business and other
companies, and how to obtain the government capital does not
belong to this category, either.

Family businesses have generally deduced from ordinary family part-
time businesses, small family factories or industries, and have

gradually evoluted into partnership, limited companies, stock
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companies etc. Duting the original period, the characteristics of
patasitism and dependence determine that family businesses could not
be organized completely in accordance with the organizing system of
modern enterprises, ( hierarchical system and formal rules and
regulations) . Instead, they were managed by means of informal rules
formed among family members. The case of Yi Xing Company has
already well illustrated this phenomenon, even if it has been
expanded into a large scale. Even though in order to meet the
demands of the registration law of industrial and commertcial
enterprises and keep external relationship, the company has employed
different names in terms of its different phases, which, however,
makes no essential effect on its internal governance mechanism. This
manifests that, in the actual process, family businesses mostly rely on
informal rules in governance, without really adopting the modern
company contract system.

At the beginning, family businesses have been established through
utilizing kinship membets to collect theirs material capital, human
resources and relation capital. And also, kinship members will
continue use their initial organization system to manage their business
that can economize the trade and organization cost, which is the
consequence of the kinship dependence. Obviously, there exist
distinctions in theit governance mechanism due to their differences in
family system with different cultural background.

This dissertation is mainly divided into seven chapters, the contents
are as follows:

Chapter One: Introduction

The paragraph first gives the relative background and the original

impetus of this thesis, makes an initial introspection to contemporary
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family business from several perspectives and points out the feasibility
and advantage of research of family business from the economic
sociology. Besides, it also describes its construction, purpose,
meaning and method of this research. At the end, a brief
introduction about the chosen case is given.

Chapter Two: Tracing back to the documents and theoretical support

This part goes back to domestic and foreign scholars who devoted
their efforts to studying family business, confirms their contribution
and also figures out their deficiency. Later, the cote conceptions
concerned in this article are elabotated. Finally the chapter arrives at
the Guanxi theory, the dominant factor in the thesis.

Chapter Three: Embedded relation and its impact on other aspects

Family business is a combination of financial system and blood-
relation community, so Guanxi governance will start from the
embedded relation that is essentially integrated, not socially
structured. This means Guanxi will exert substantial influence, which
is specifically exemplified by several important parts, such as resource
allocation, authority arrangement, decision-making process and
transfer. They will bring about crucial impact on the internal
governance of the family business.

Chapter Four: How Guanxi operates

There is a basic hypothesis: Chinese family business will take
Guanxi relation ot Guanxi strategy as its priority, when guarding
against economic risks and expanding into new areas. Why do they
rely on and how do they manipulate Guanxi relation? As a private
field, there are many similarities and differences compared with those
public companies. How does the family business handle its internal

engagement through principles of human authority, compulsory
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regulations, special trust and mutual benefit? Besides, how does the
family business emploit and reproduce its Guanxi relation? What is the
parameter of validity principle? This chapter introduces the theory of
Guanxi, and makes a further analysis into the case of Yi Xing Group.
Chaptetr Five: Rationalization of Guanxi and its reproduction
Enterprise system and blood-relationship system evidently fall into
different categoties, for instance, value target, motive mechanism,
life cycle, petrsonal connection etc. However, at the earlier stage of
its birth, family business might take the advantage of blood-
relationship system in capital and organization. However, with its
development, enterprise system will cultivate difference from kinship
system in aiming to realize its economic targets. Consequently, the
unembedded telation is coming up. That is, to satisfy the needs of
the enterprise system, including the human resources and economic
benefits, Guanxi relation has greatly changed in evolution by
reshaping and reproduction. For example, for one thing, blood-
relationship iteself is loosening in a slight way. for the other, non-
blood relationship members are transferred into internal ones. Yi Xing
Company has showed that Guanxi relation is trending to rationization
and reproduction incessantly.
Chapter Six: Avoidance of Guanxi and its systemic rectification
Guanxi governance does not always bring a positive function. There
is an unavoidable restriction. When accidental events caused by
Guanxi obviously threaten the efficiency of the company and its
internal governance or when the president of the company has realized
the disadvantages, they will rectify their defects by institutiona-
lization. To probe into the case of Yi Xing company, we will clarify

the principles and strategies of market, internal regualtion, vertual
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division and help of board system employed in the governance of the
whole company. The validity of tectification depends on the head role
of the family business, and hence manifests the so-called rectification
is only practised under the restriction of Guanxi system.

Chapter Seven: Conclusion and further discussion

Guanxi governance seeks for satisfaction and adaptability, even
though it does not reject ‘economic ration. It does not conform to
maxism of benefits, either. From the case of Yi Xing Group, the
conclusion of the evolution of family business is made: The first is
about conferment of rights for operation and governance. With the
perfection of manager market and credit system, the transfer of the
rights for operation and governance will be possible. The second is
about the transfer of the rights for controlling the family business. As
is indicated by Yi Xing Case, the transfer of controlling rights is
determined not only by the soundness of credit system, but also more
by the value otientation of the family company. Whether it is family-
oriented or society-oriented determines the transfer from Guanxi
governance to contract governance. But in actuality, Guanxi
governance mostly evolutes into a mode characterized by authotitative
family member or kinship managing mode. Owing to the deep-rooted
Guanxi restriction in Chinese culture, Guanxi governance can hardly
develop into western contract governance mode, even though family
businesses, with help from social regulation, accept some contract

governance practices.
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