Review

International Busine

Sdo Paulo, v.10, n. 3, p. 44-57, sep./dec. 2015 |

e-ISSN: 1980-4865 | http://internext.espm.br

Overcoming liability of outsidership in China: The
experience of Brazilian companies in developing Guanxi

Janaina Mortari Schiavini® and Flavia Luciane Scherer®

A Universidade do Vale do Rio dos Sinos - Unisinos, Sdo Leopoldo, RS, Brazil.
B Universidade Federal de Santa Maria — UFSM, Santa Maria, RS, Brazil.

ARTICLE DETAILS ABSTRACT

In light of discussions on corporate internationalization, a theoretical approach
advocates that the main barriers to internationalization are related to the burden
of being outside international relationship networks, that is, so-called liability of
outsidership. Given China’s relevance to Brazil and the complexity of that
country’s business relations (guanxi), this study aims to investigate how Brazilian
companies operating in China develop guanxi as a means of overcoming liability
of outsidership, based on Chen and Chen’s theoretical framework (2004). A
descriptive and qualitative study was conducted analyzing multiple cases in four
Brazilian companies from the services sector with offices in China. Data were
collected through semi-structured interviews. Data were treated by content
analysis using NVivo 8.0 software. The results identified the motives behind
internationalization to China, the difficulties encountered due to the liability of
outsidership, the significant benefits of guanxi, and activities carried out in order
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1. Introduction

Research on corporate internationalization s
becoming increasingly relevant due to both
globalization and the growing movement of Brazilian
companies seeking competitive advantages through
insertion into the foreign market. Understanding
Brazil and its emergence on the global stage is a
relevant topic among many researchers, in addition
to foreign direct investments (FDI) in the country
(FLEURY; FLEURY, 2007).

According to Fleury and Fleury (2012), it was only
from the 20™ century onwards that the
internationalization of Brazilian companies began to
gain ground and consistency. Brazil’s political, social
and economic development from its colonization
until the late 1980s shaped the context in which
Brazilian multinationals emerged. Competition
between Brazilian companies and subsidiaries of
foreign firms in an environment characterized by

1 Corresponding author: Email: janaina.schiavini@gmail.com

uncertainty and discontinuity created conditions for
the development of abilities that boosted the
internationalization of Brazilian companies (FLEURY;
FLEURY, 2012).

Along with other BRIC nations (Brazil, Russia, India
and China), Brazil has become increasingly relevant in
terms of the global scenario and its power structure,
thus impacting global economic relations. In light of
this scenario, Brazil has strengthened its ties with
China, its main commercial partner in exports and
imports. However, in some cases, internationalization
to China can be highly complex, particularly in terms
of cultural differences.

According to Johanson and Vahlne (1977), culture
is @ major barrier in the internationalization process.
Nevertheless, the problems and opportunities
involved in internationalization are also related to
whether companies are part of networks or not
(JOHANSON; VAHLNE, 2009). In other words, the
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authors recognized that liability of outsidership,
which refers to the disadvantage of being outside
networks in both the domestic and international
market, also affects companies’ internationalization.

In this respect, there is an important cultural trait
in China whereby relationships are highly valued,
known as guanxi. According to Bell (2000), guanxi is a
system of relationships that begins in the family
environment and extends to other spheres
established throughout life. It is a special type of
relationship that unites partners through reciprocal
obligations to obtain resources via continuous
cooperation and exchanging favors (CHEN, 1995).
Modern Chinese society still operates within the
confines of these countless social and corporate
guanxi networks. Thus, it is vital for both local of
foreign businesses in China to understand and
correctly apply gaunxi in order to gain advantages
over competitors.

Given the relevance of the Asian market to Brazil,
the China-Brazil Business Council (CBBC) conducted a
study to map the experiences of Brazilian companies
that internationalize their business to China (CEBC,
2012). The results demonstrated that the physical
and cultural differences between the two countries,
the peculiarities of the Chinese corporate
environment and lack of knowledge on how to deal
with the different Chinese authorities were the main
obstacles faced by Brazilian companies. In order to
overcome these challenges, companies adopted the
following strategies: (1) establishing a guanxi network
and (2) associating with a Chinese company.

Based on the above, this study aims to investigate
how Brazilian companies that internationalize to
China have developed guanxi as a means of
overcoming the liability of outsidership. Moreover, it
seeks to understand the importance of guanxi to the
companies studied and the benefits this network
offers within the Asian market. The study was based
on Chen and Chen’s (2004) theoretical framework,
whereby the authors argue that that guanxi can be
developed in three stages, reflecting the objectives
and fundamental principles of each one.

2. Theoretical Framework
2.1 Liability of Outsidership

The Uppsala Model (JOHANSON; VAHLNE, 1977)
explains the gradual internationalization of
companies based on the underlying principles of

uncertainty and bounded rationality (PENROSE,
1959; CYERT, MARCH, 1963; AHARONI 1966).
According to Johanson and Vahlne (1977), greater
psychic distance implies a higher degree of liability of
foreignness, that is, the cost or disadvantage of
operating in foreign markets. In short, companies
need a specific organizational advantage to offset the
challenges of being a foreign firm exploring new
markets outside its country of origin.

With the advent of social media, the focus then
shifts to the company situated within an environment
that is immersed in these networks (HOLM;
ERIKSSON; JOHANSON, 1996; ERIKSSON et. al, 1997,
JOHANSON; VAHLNE, 2003; 2009). The main
argument is based on the market as a network of
relationships in which companies are interconnected
through complex, varied and largely invisible
patterns. Thus, successful internationalization
requires being an insider that is, belonging to a
relevant network. Similarly, being an outsider is a
barrier to the process. In addition, relationships offer
the potential for learning and building trust and
commitment, both understood as prerequisites for
internationalization (JOHANSON; VAHLNE, 2009).

Johanson and Vahlne (2009) that if liability of
foreignness is a barrier to internationalization,
liability of outsidership can be an obstacle in both
domestic and international markets. Inasmuch as it is
important to be part of a business network and enjoy
relationships in the domestic market, it is vital to
become part of networks in foreign markets in order
to achieve successful internationalization
(JOHANSON; VAHLNE, 2009).

The Uppsala model centers on networks and
recognition of the role of entrepreneurs in forming
and maintaining these relationships (SCHWEIZER et
al, 2010). Entrepreneurship is an important variable
because entrepreneurs are understood to make
emotional and intellectual internationalization
decisions based on idiosyncratic characteristics, with
experiential learning an important factor in these
decisions.

In this respect, since psychic distance and liability
of foreignness were considered influential, the
guestion of where to internationalize can become
one of who to internationalize with, given that liability
of outsidership seems to be a new key point in the
internationalization process. Companies, particularly
in emerging countries, no longer follow the rule of
gradual progressions, both in terms of psychic
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distance and entry formats. Mathews (2006) argues
that the innovative characteristics that these
multinationals share, such as their accelerated
internationalization and strategic and organizational
innovation, fit particularly well with the features of
emerging economies in a complex interorganizational
connection.

Thus, Mathews (2006) studied Chinese companies
and found that they followed an internationalization
pattern known as LLL (Linkage, Leverage, Learning).

Linkage refers to the advantages a company can
acquire externally. In other words, global orientation
becomes an advantage more likely to be found in the
global market than the domestic setting” (MATHEWS,
2006, p. 18). As an example the author cites Chinese
companies that entered into joint ventures with
Taiwanese firms in order to obtain technology.
Leverage is related to partnerships that Chinese
companies establish with multinational enterprises
(MNEs) to improve the level and efficiency of the
resources acquired through linkage. The focus is on
own resources and their leverage potential. Learning
involves organizational learning by repeating
different linkage and leverage relationships.
Companies learn to develop new products and
services more quickly after acquiring knowledge in
relationships to obtain resources (Linkage) and
improving the level of these resources (Leverage).

Thus, business networks challenge discussions on
internationalization models, in addition to the fact
that business is done by people, meaning
interpersonal relationships are therefore involved
(KARIMIBABAK; SINCLAIR, 2011). Businesses can
move and internationalize quickly and, particularly,
adapt rapidly due to a direct link with business
networks in the new environment.

Holm, Eriksson and Johanson (1996) highlighted
international networks as important skills for
achieving positive results in internationalized
companies. The practice of establishing relationships
with foreign partners in detriment of direct
investment in the early stages of internationalization
has been adopted by a number of companies,
primarily those that opt for low commitment on the
international market.

2.2 Guanxi

Although guanxi cannot be literally translated as
‘network’, as the term is widely known in the West,

there are a series of characteristics that classify this
relationship as a network. The concept is
incorporated into Confucianism and is a central
concept in the formation and structure of Chinese
society (LUO, 2001).

To understand the intricate relationship process
of guanxi, it is important to understand how it was
formed over time. Despite its enormous economic
growth and industrialization in recent decades, most
of China’s population can still be found in rural areas,
with significant agricultural and related activities.
Given that the country’s geography does not favor
intensive land use, the Chinese population has always
faced the challenge of planting and harvesting large
guantities of food to tackle adverse conditions and
social calamities and ensure the survival of a growing
population, from the same piece of land (FAIRBANK;
GOLDMAN, 2007). For this reason, Chinese citizens
are never encouraged to think and act as individuals
or treated as isolated entities. While Western values
seem to be based on the premise that “everyone is
born equal”, the Chinese believe that “everyone is
born connected” (HAIHUA; BAKER, 2008).

This context, marked by the tireless struggle for
survival, was the cornerstone of guanxi, whereby
depending on family was often not enough and it was
necessary to move beyond family ties for support by
participating in the village, work group or kinship
group. This specific Chinese method of extending
family support beyond the domestic setting is known
as guanxi (BELL, 2000).

Guanxi is applied in a range of activities and also
has a profound influence on the culture of Chinese
people and their descendants, both in business as
well as personal and family relationships. In this
respect, the trust factor (xinyon) is essential in guanxi.
If business is conducted with trustworthy people,
there are no contracts or formal regulations. These
are only applied if the other party is not a family
member or part of a trusted network (KAO, 1991).
With this in mind, when dealing with the Chinese,
foreign companies should consider trust a top priority
in all business relations, because without it, formal
contracts are meaningless.

An important question to be clarified is: does
guanxi occur between individuals or organizations?
Standifird (2006) reports that guanxi is fundamentally
a relationship between individuals, but can be turned
into a competitive advantage for organizations.
Guanxi only becomes an organizational asset to the
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extent that individuals are willing to use it on behalf
of the organization (STANDIFIRD, 2006). The
existence of highly connected employees may have a
multiplying effect and organizations should explicitly
support the development of gaunxi among
individuals because its reputation will grow along
with the connection (both internal and external)
among its employees as these connections become
associated with important organizational results.

2.3 How to develop guanxi

The growing acceptance and popularity of guanxi in
the West has made understanding this phenomenon
even more important, motivating researchers to
study its impact on company performance and
relationships and propose models on how to develop
guanxi. The study by Chen and Chen (2004) on
building guanxi is one of the most important papers
on the subject.

The authors propose developing guanxi in three
stages: (1) initiating, (2) building and (3) using. Figure
1 shows the three sets of variables per stage, initially
presenting an integrated concept for developing
guanxi.

Functional
principles

Interactive
activities

Objective

4 N\ N\ [ N\
Creatingthe
itiati I Mutual
Initiating foundations Familiarization wtua
of guanxi self-disclosure
| J \\ J
e N\ N N\
. Expressive and .
Buildi Increased guanxi instrumental Dynamic
uilding quality interaction reciprocity
\ J L J \\ J/
( Obtaining Y ( NN )
Using beneflt.s, Exchanging Long-term equity
reassessing favors
\___guanxi ) \_ J \ J

Figure 1: Guanxi development process
Source: Adapted from Chen and Chen (2004, p. 310)

In the first stage individuals become acquainted with
one another through mutual self-disclosure. During
this process both parties seek to identify points in
common, creating the foundation of guanxi. Chen
and Chen (2004) advise that people from Asian
cultures, including the Chinese, do not easily “break
the ice” with strangers and are less socially developed
than Westerners, who quickly establish a rapport
with people they do not know. As such, as an

indicator of the desire to initiate a relationship, the
parties must show a mutual willingness for self-
disclosure, as if they were old friends (CHEN; CHEN,
2004). Given the desire to lay the foundations for
future  guanxi, reciprocity is an essential
complementary element in the self-disclosure
initiative; the greater the mutual self-disclosure, the
better the creation of bases for guanxi.

Successful initiation leads to the second stage —
building guanxi. According to Chen and Chen (2004),
the goal in this phase is to establish mutual trust and
affection by building quality guanxi. Activities in this
stage are based on expressive and instrumental
interaction. Expressive interaction involves social
activities such as parties, weddings, birthdays, etc.,
while instrumental interaction refers to pragmatic
work and business activities, including mutual
assistance in finding employment, job assignment,
exchanging information, workplace cooperation,
commercial transactions, etc. These two types of
interaction are aimed at approximation that is,
improving the quality of guanxi in terms of building
trust, affection and reciprocity.

After guanxi has been built, companies can then
benefit from its use. This stage is marked by the
exchange of favors regulated by the principle of long-
term equity. This principle advocates that individuals
in an exchange situation have the right to share their
results in accordance with their contribution to the
exchange process. One of the parties may
consistently request assistance from the other on a
number of occasions, but even among close friends
and relatives, efforts are made to consciously
remember and maintain long-term social balance
(YANG, 1994).

If a favor granted to B by A exceeds B’s
expectations, then A will feel a sense of equity and
the level of guanxi quality will be maintained or
improved. However, when a favor is not granted as
expected, there will be a sense of inequality and
guanxi quality may be compromised. When the
actual result falls below expectations there may be a
sense of betrayal and both sides may withdraw. In
order to protect quality guanxi, individuals who are
unable to grant the requested favor often try to prove
their desire for a continued relationship by offering
other types of favors or on future occasions.

Chen and Chen’s model (2004) can be considered
a significant advance in guanxi research since it
portrays the concept as a dynamic process that can

Internext | Sdo Paulo, v.10, n. 3, p. 44-57, sep./dec. 2015



48 J. M. Schiavini and F. L. Scherer

be developed, even by Westerners. Differentiating
between the attributes of guanxi not only facilitates
its construction, but also contributes to examining its
effects on the relationship between individuals and
organizations.

2.4 Analytical framework

Given the objective of this study, a behavioral
perspective that considers business networks in the
internationalization process (JOHANSON; VAHLNE,
1977; 2009) seems more appropriate since it
addresses two important aspects that are barriers to
internationalization: psychic distance and the liability
of outsidership. Given that networks can provide
information that makes it easier to identify business
opportunities, reducing the risks and uncertainties of
the business environment, they can be considered a
means of overcoming these barriers.

Since the object of this study is Brazilian
companies that internationalize to China, the psychic
distance is therefore even greater. According to a
study by Silva, Rocha and Figueiredo (2007), China’s
psychic distance in relation to Brazil is second only to
that of Japan.

Internationalization to China

Brazilian companies that internationalized to China

Main barriers

7N\

Psychic distance
Large psychic distance
between Brazil and China

Liability of outsidership
Companies still outsiders
in Asian market networks

Means of overcoming

NS

Guanxi
Central basis of social relations in China Special type of
relationship that unites partners through mutual obligations.

Research Question

l

How have Brazilian companies that operate in China

developed guanxi to overcome the liability of outsidership?

Figure 2: Analytical framework
Source: Compiled by the authors

Similarly, liability of outsidership becomes a major
deterrent for foreign companies that are still
outsiders in Asian market networks (guanxi). In
addition, how they enter these networks differs
considerably how this process occurs in Western
countries, for example. In China, relationships
essentially occur between individuals as opposed to
companies, with a very fine line separating personal
and professional lives. Thus, guanxi is a challenge for
foreign companies in China, but also one of the keys
to successful internationalization in the country.

As such, understanding how businesses that
operate in China have developed guanxi to overcome
the liability of outsidership became the focus of this
study. Considering the literature analyzed, we
outlined the theoretical framework (Figure 2) and
possible relationships between the constructs: (1)
internationalization, (2) psychic distance, (3) liability
of outsidership and (4) guanxi.

3. Research method

This is a qualitative and descriptive study that aims to
understand the phenomena investigated based on
the views of those involved at a given time, that is,
the internationalization of the companies studied to
China.

The qualitative approach was also motivated by
academics from the field of International Business
management, which encourages researchers to use
gualitative methods more often. According to
Oesterle and Wolf (2011), qualitative research is
important in this field of study due to the many
peculiarities that may not be adequately captured by
guantitative data, particularly with regard to
differences in countries’ cultural and institutional
environments.

With respect to the research strategy, we studied
multiple cases. According to Gil (2009), case studies
favor the accumulation of evidence on phenomena in
that these are studied in different contexts.

Four Brazilian companies from the services sector
were studied, namely two law firms and two trading
companies. The CEBC (2012) reports that of the 57
Brazilian companies mapped in China, 50.9% are
service providers (law firms, trading companies,
business consultancies and banks), mostly trading
companies (15.8%). The choice to study these four
companies followed two basic criteria: (1) being a
service provider that acts as an intermediary between
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Table 1
Profile of the companies studied
Company Al Company A2 Company T1 Company T2
Year founded 1958 1978 1973 2004
Area of expertise Law firm Trading company
Main services National and international legal assistance Import and export operations
Annual gross revenue Over 300 million Over 300 million Over 300 million From 90 to 300 million
Head office S3o Paulo (SP) S3o Paulo (SP) S3o Paulo (SP) Shangai (China)
Brasilia (DF), Rio de
Janeiro (RJ), Curitiba Americana (SP), Itajai
Presence in Brazil Brasilia (DF) (PR), Recife (PE), Belo (SC), Recife (PE) and Sdo Paulo (SP)
Horizonte (MG) and Vitéria (ES)

Campo Grande (MS)
Buenos Aires
(Argentina), Miami
(USA), London, (United

Lisbon (Portugal),
Miami (USA), Luanda

(Africa), Munich Kingdom), Lisbon Warsaw (Polan.d), Shanghai (China),
Global presence (Germany), Buenos (Portugal), Moscow (Russia), Luanda (Angola)
yh Johannesburg (South Shanghai (China) g

Aires (Argentina), and

Beijing (China) Africa), New Delhi

(India), Shanghai and
Beijing (China).
Year entered China 2003 2001 1980 2004

Source: Compiled by the authors

Chinese and Brazilian companies and (2) having an  obtained through semi-structured interviews,
office in China. thoroughly analyzed by professionals with experience
conducting business in China (Table 2). Four
interviews were conducted in July 2012, with an
average length of 1 hour and 30 minutes.

In general, the companies selected for this study have
several characteristics in common, as summarized in
Table 1. They are all from the services sector and
cater primarily to companies. In addition, they all Data from the interviews were examined using
have offices in China and act as intermediaries content analysis (BARDIN, 2010) and NVivo 8.0
between Chinese and Brazilian companies by software to identify categories, encrypt, filter, search
providing legal and internal business services. and question the data in order to answer the research
guestions. The a posterior categorization established
for content analysis is shown in Table 3, which
summarizes the type of information examined in
each category and its respective subcategories.
Analysis categories were defined according to the

Secondary data were used to characterize the
companies and their internationalization process,
obtained from the company websites, publicity
material, internal newsletters, and academic articles
that describe this process. Primary data were

Table 2
Profile of interviewees

Company Interviewee’s Position Experience in China

Company A1  Attorney and partner Worked at the company’s China office for 5 years (from 2007 to 2011) and still works
with Chinese clients in Brazil.

Company A2  Director of the China Chinese attorney, came to Brazil 5 years ago to work as an attorney, primarily with
department Chinese clients.
Company T1  Sales Manager Worked at the company’s China office for 2 years (from 2010 to 2011) and still works

with Chinese clients in Brazil.

Company T2 Founding partner (CEO) Has worked in the foreign trade sector with China for 9 years and has lived in the
country since the company was founded (2004).

Source: Compiled by the authors
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Table 3
Analysis categories and subcategories

Categories

Subcategories

Reasons to internationalize to China

| Interests in China

Il Meaning, importance and impact of guanxi

Il Developing guanxi

Characteristics of the services provided and clients in the country

Meaning and importance
Benefits and difficulties (liability of outsidership)

Stage I: Initiating; Stage II: Building; Stage IlI: Using

Source: Compiled by the authors

analytical framework and Chen and Chen’s model
(2004).

4. Presentation and Analysis of Results

The first analysis category regarding the interests of
the companies studied in China contains the main
reasons for companies to internationalize to China
(Table 4).

In the case of Companies Al and A2,
internationalization to China aimed to make it easier
to cater to existing Chinese clients and partners and
seek new opportunities in the Asian market. Both
cases involve resource seeking, which aims to access
resources in more favorable conditions (DUNNING,

1988). In this case, partnerships with local
organizations are the main form of entry into the
Chinese market.

Companies T1 and T2 exhibit different
characteristics from the law firms. Motivations for
trading companies are associated with China’s
favorable location. Both firms sought to optimize
product exports and reduce the costs of red tape on
operations. According to Dunning (1988), location
advantages are related to the search for benefits such
as: natural resources, labor, infrastructure, market
size and characteristics. Additionally, proximity to
Chinese suppliers added value to the services
provided by the trading companies by allowing more
efficient quality control and operational monitoring.

Table 4
Profile of the companies studied
Category 1 Company Al Company A2 Company T1 Company T2
" ) Represent the Facilitate the export of .
Facilitate and improve . ) Facilitate the export of
Reason for commercial interests surplus textile raw

internationalization

service for Chinese
clients

of the Chinese in South
America

materials from Brazil to
China.

Chinese products to
Brazil.

Main services provided

in the country

Form Chinese
companies in Brazil,
mergers and
acquisitions, compiling
import, export and
distribution contracts
etc.

Translating minutes
and records of
contracts into

Portuguese, English

and Mandarin Chinese,
obtaining visas,
investment records,
brand licenses, etc.

Importing Chinese
products into Brazil.
Sourcing activities,
quality control and
monitoring operations.

Exporting Chinese
products to Brazil.
Purchase control,
sourcing suppliers,
shipping merchandise.

Main Chinese clients

30 Chinese clients,
largely government-
owned companies

More than 1000
Chinese clients.

No Chinese clients,
only suppliers.

No Chinese clients,
only suppliers.

Interests of Chinese

clients

Steel segments, heavy
construction,
agriculture and the
automobile industry.

Energy and agriculture
sectors, with foreign
trade and joint venture
operations.

Main Brazilian clients in

China

20 to 30 companies

45 Brazilian clients
from different sectors

Interests of Brazilian

clients in China

Infrastructure in China,
ensuring successful
importation.

Purchasing less
expensive products for
resale in Brazil.

Source: Compiled by the authors
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Table 5
Meaning of guanxi for the companies studied
Category 2 Company Al Company A2 Company T1 Company T2
Interpersonal
excrsiaa:?:sﬁcz/sc;rs The same as “public Personal relationships
Meaning 8Ing ’ b with commercial Contact network.

contact network,
corruption, owing and
granting favors.

relations” in the West.

partners.

Differences between
guanxi and Western

The difference is in

The difference is in

The difference is in

Favors business dealings with

relationships intensity intensity intensity the Chinese.
High
Basic condition f High High
asic condition for a ig ig oderste

Importance

professional working

relationship to ensure

company success in
China.

guanxi generates
trust, which is vital for
lawyers.

It is company strategy
to visit suppliers to
strengthen guanxi

Not only guanxi is considered
when seeking results.

Investment in guanxi

At least 3 visits to
China a year.

Participation in
dinners, lunches and
events, as well as
donating gifts.

3 to 6 visits to China a
year.

Not much investment (return
is not always as expected).

Benefits

Access to information
on the Chinese
market, strengthening
contact networks,
increased profitability,
“cutting corners’.

Company
recommendation,
improved reputation,
improved image,
increased trust.

Supplier commitment,
meeting deadlines and
better price
negotiations.

Supplier commitment.

Difficulties

Loss of timing in
service operations.
Cost and time to
speed up legal
proceedings are
higher without guanxi.

Loss of timing in
service operations.
Service and company
quality are more
important than
guanxi.

Lack of commitment
to product quality
delays in shipping

merchandise.

Vulnerability to adverse
market conditions.

Source: Compiled by the authors

In regard to the second analysis category, the
perceptions of interviewees were analyzed in terms
of the meaning, importance and benefits of guanxi,
as well as the difficulties resulting from the liability of
outsidership (Table 5).

According to the literature reviewed, the concept
of guanxi involves words like “relationships”,
“relations”, and “exchanging favors” (YANG, 1994,
CHEN, 1995; BELL, 2000). In the four cases studied,
these terms were mentioned when individuals were
questioned about the meaning of guanxi, with the
word “relationship” or “relations” present in all the
statements. This reveals an alignment between the
literature and how the companies studied here
understand guanxi.

Guanxi means interpersonal relationships, exchanging
favors, contact network, corruption, owing and granting
favors. Guanxi is not only personal, it’s family and extends
beyond the family. Guanxi and face (mianzi) go hand in
hand. The difference between relationships (networking)
and guanxi is in the intensity; it is much, much more

intense. It goes as far as a Chinese person asking for a
bank loan to pay for dinner in return for a favor received.
(INTERVIEWEE A1)

However, the meaning of guanxi is broader than
networking. With the exception of Company T2,
everyone believed that the main difference between
guanxi and networking is in the intensity, that is, the
value placed on relationships is perceived as far
greater in the Asian market when compared to
Western networks. In the words of Interviewee T1,
“We also have relationships of trust and knowing the
other party, but | think the intensity is far greater in
China”.

In terms of the degree of importance given to
guanxi and companies’ investment in their
development, Company T2 once again different in
relation to the others. All the firms analyzed
considered guanxi to be highly important to
successful internationalization and investment in
building relationships, largely by visiting clients and
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suppliers.  However, Company T2 viewed it as
moderately important, since it did not always
achieved the expected results by investing in guanxi
“We don’t only consider guanxi when seeking results.”

This discrepancy may be related to the profile
differences shown in Table 1. Company T2 is the
youngest firm (9 years) while the others have been in
operation for an average of 50 years. T2 is a medium-
sized company, while the others are large. Moreover,
T2 has a unique quality in the choice of location for
its facilities. In contrast to the other companies that
began in Brazil and internationalized to China, T2 was
founded in China and then opened an office in Brazil.
The fact that interviewee T2 lives in China may also
explain the different perceptions regarding the
importance of guanxi.

In regard to the benefits of guanxi, similarities are
apparent in terms of areas of expertise. Law firms
benefit from the client recommendations, improved
image and “shortcuts” that guanxi can bring. Chen
(2001) argues that guanxi should be considered as an

alternative to facilitate business within legal
boundaries, which positively affected companies Al
and A2.

Using guanxi means cutting corners and benefitting from
it. For a Chinese employee to be promoted, for example,
he must have good guanxi and not necessarily do a good
job. You only move up in life if you have guanxi.
(INTERVIEWEE A1)

For the trading companies, guanxi influenced the
commitment of Chinese suppliers, who began to
meet the established deadlines and ensure that the
products purchased complied with the quality
standards required by customers. According to Holm
et al (1996), establishing relationships with foreign
partners in the initial stages of internationalization is
important for companies that opt for low
commitment in the international market.

Finally, the difficulties encountered due to the lack
of guanxi are basically the opposite of the benefits,
that is, the cost and time required to speed up legal
proceedings is greater without guanxi (Companies Al

Table 6
The development of guanxi by the companies studied
Category 3 Company Al Company A2 Company T1 Company T2
Contact initiated Contact initiated Contact initiated .
) . ) ) through ; Contact initiated by
Creating the foundation | with clients already ) with the help of ) )
. recommendations , phone with Chinese
of guanxi secured by the R the company’s .
) ) by the company’s suppliers.
company in China. Korean agents.
other partners.
Participation in Participation in Meetings followed
1) Initiatin Familiarization (type of | events and visits to | events and meals by meals (lunch, Dinners with plenty of
€ activities performed) companies for (dinners and dinner and baijiu.
introductions lunches) breakfast)
D d h
) -e‘pen > on how Depends on how
) initial contact was L Depends on how much
Mutual self-disclosure ) much the client is . ) S )
) ) established ) ) Mutual reciprocity. | the suppliers interested in
(reciprocity) ) interested in .
(recommendation o . the business.
vesting in Brazil.
or not)
A Meals,
) Branding and . ‘eas. )
Increased quality (how R participation in . .
. . participation in Regular visits. Regular visits.
guanxi was built) events, and
events. ) )
exchanging gifts.
1) Buildi E i d
) Building . xpressn{e an ) Both Instrumental Both Instrumental
instrumental interaction
Depends on how much
Dynamic reciprocity Mutual reciprocity | Mutual reciprocity | Mutual reciprocity | the suppliers interested in
the business.
. . ) The supplier invites
- ) The Chinese client The client ) )
Obtaining benefits, . ) ; clients to The supplier faces market
; ’ begins using their recommends the ) ) )
reassessing guanxi . ) ) expressive crises alongside the
; o : guanxi to benefit firm to other o
1) Using (insidership) the compan companies activities (such as company.
pany. P ) Chinese New Year)
Exchanging favors Yes No No Yes
Long-term equity Yes - - Yes

Source: Compiled by the authors
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and A2), with less commitment from Chinese
suppliers (Companies T1 and T2). Additionally, the
companies have no access to the market’s limited
opportunities, a prerequisite for successful
internationalization (JOHANSON; VAHLNE, 2009).

In the third and final category, the development of
guanxi was analyzed using Chen and Chen’s model
(2004), describing the activities carried out to build it
(Table 6).

In the first stage, when individuals become
acquainted with each other through mutual self-
disclosure, Company T2 once again differs from the
other firms. Whereas the other companies use some
type of intermediary to initiative relationships,
Company T2 initiated contact by phone, in a more
impersonal manner. This attitude may be related to
the notion that guanxi is not as essential to the
company’s success in China. Nevertheless, this
position is not conducive to building trust, as
demonstrated in the literature on the subject.

In general, the activities carried out in the initial
stage were similar and consisted primarily of
participating in events, lunches and dinners. The
result of initial familiarization is proportional to the
degree of self-disclosure, that is, how reciprocal the
motivation was to establish the relationship base. In
the case of Company T2, the motivation of Chinese
stakeholders was related to their degree of interest
in the product or service offered. For Company Al,
reciprocity depended on how initial contact was
made, that is, whether it was initiated by a stranger
or someone recommended by a trusted person.

According to Chen and Chen (2004), reciprocity is
a vital component in self-disclosure and heavily
influences the creation of guanxi foundations. In this
respect, the only company that achieved initial
mutual reciprocity was T1, which received assistance
from the company’s Korean agents in its initial
contact with the Chinese.

In the second stage the goal is to establish mutual
trust and affection by building quality guanxi (CHEN;
CHEN, 2004). In the law firms, guanxi was built
through participation in events and dinners, while
trading companies invested in regular visits to
suppliers to establish trust and affection in the
relationship.

All the companies studied performed
instrumental activities, but only A1 and T1 invested in
expressive activities. These are more likely to

establish trust and affection because they are more
personal than professional. It is important to
underscore that these activities were carried out in
companies that believe in the importance of guanxi
and used intermediaries for initial contact. This may
have contributed to the occurrence of expressive
activities.

All the companies, except T2, believe that
reciprocity in this stage was mutual, that is, both sides
were open to establishing guanxi. The minimal
importance given to guanxi by Company T2 and its
lack of investment in the concept may be the cause
of the lack of reciprocity it experienced.

The third and final stage of development is using
guanxi, involving exchanging favors based the
principle of long-term equity (CHEN; CHEN, 2004).
However, first it is important to know whether the
company is part of the guanxim of its Chinese client
or supplier. This moment is known as insidership,
when the benefits of networks can be enjoyed. In this
regard each company had a different experience,
with no standard behavioral pattern. The exchange of
favors only occurred in companies Al and T2, with
both believing it to be the driving force behind
maintaining and strengthening guanxi. An example of
exchanging favors was cited by one of the
interviewees.

Once, a (Chinese) man ran over a woman when he was
going to fetch me at the train station, and he paid her to
keep quiet and not tell his boss. There are no rules about
who starts offering favors. They can be returned in
different ways (gifts, money, invitations to special events).
The expectation is that the favor will be returned at least
on the same or a better level. (INTERVIEWEE A1)

With respect to alignment between companies’
experiences developing guanxi and Chen and Chen’s
model (2004), it was observed that activities
performed by companies Al and T1 are more keeping
with the model than those carried out by A2 and T2.
Both firms (Al and T1) initiated contact through
intermediaries, carried out instrumental and
expressive activities and achieved mutual reciprocity
in establishing the relationship. Company Al also
engaged in exchanging favors to strengthen guanxi.
Alignment was slightly lower in firms A2 and T2.

The results indicate that the model developed by
Chen and Chen (2004) shows a cause and effect
relationship between the activities carried out in
initiating, building and using guanxi. Activities
performed at the outset influence use.
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It is important to note that both interviewees
comment on how highly valued guanxi is by
foreigners and their caution when it comes to
deepening these relationships. This is evident in the
performance of instrumental activities alone and low
mutual reciprocity.

5. Final Considerations

Analysis of the cases and theoretical framework
enabled us to draw conclusions. The difference
between guanxi and networking is in the intensity,
with  very  similar  applied to  develop
interorganizational relationships and guanxi. The
issues of trust and reciprocity, for example, are
present in both approaches. The main difference is in
their intensity and the value placed on them by the
Chinese, explained by the history and culture of Asian
countries. The degree of dependence between an
individual’s life and relationship network s
considerably higher than in Western individualist
cultures, as opposed to the more collective Asian
traditions. Nevertheless, trust, which is the basis of
any relationship, is present both in guanxi and
networks.

Similar perceptions on guanxi were also noted in
accordance with companies’ area of expertise (law
firms and trading companies). Similar situations are
faced as a result of the liability of outsidership, as are
the benefits generated by guanxi and the importance
given to it. However, few similarities were observed
in terms of building guanxi. How it is developed is
associated more with the level of importance it is
given than the company’s area of expertise.

Despite being aware that exchanging favors drives
the development of guanxi, Brazilian companies are
still wary of this practice. There is also a cultural
barrier on the part of Brazilians in terms of
exchanging favors with the Chinese. It is generally
company policy not to promote this practice, and at
times not even the exchanging of gifts is permitted.
This is an important issue to be addressed when it
comes to strengthening business relations with
China.

Much like guanxi, face (mianzi) was cited by the
interviewees as highly important in China. It is
fruitless to spend years developing and strengthening
guanxi if face is disregarded. This relationship of
status and moral reputation is a form of approved
self-image and social status (HWANG, 1987).

Foreigners with no knowledge of China’s etiquette
and relationship standards can easily lose mianzi and
thus compromise the building of guanxi, or even lose
it entirely.

In relation to the theoretical contributions of this
study, it has improved empirical knowledge on the
liability of outsidership and guanxi in the reality of
Brazilian companies, as well as testing Chen and
Chen’s theoretical model (2004). In addition to the
scientific relevance of this study, we believe that
knowledge about the experience of Brazilian
companies in developing guanxi can help define the
internationalization strategies of other companies,
particularly those seeking to establish themselves in
China.

It is suggested that future studies prioritize this
topic, primarily in descriptive approaches, since there
are a number of theoretical models in the
international literature. Moreover, it is important to
understand the development of guanxi in other
sectors and areas of expertise in order to compare
the perceptions of different companies and better
distinguish between the benefits of using networks
and guanxi.
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A luz das discussdes sobre internacionalizacdo de empresas, uma abordagem
tedrica defende que as principais barreiras no processo de internacionalizagdo
estdo relacionadas ao 6nus de estar fora das redes de relacionamento
internacionais, ou seja, enfrentam a chamada liability of outsidership.
Considerando a relevancia da China para o Brasil e a complexidade das
relagOes de negdcios no pais (guanxi), este estudo se prop0s a investigar como
empresas brasileiras que operam na China desenvolvem guanxi como meio de
superar a liability of outsidership, com base no modelo tedrico de Chen e Chen
(2004). Foi desenvolvida uma pesquisa descritiva e qualitativa, sendo realizado
um estudo de casos multiplos em quatro empresas brasileiras do setor de
servigos que possuem filial na China. A coleta de dados ocorreu por meio de
entrevistas semi-estruturadas. Para o tratamento dos dados, optou-se pela
analise de conteldo, com o auxilio do software NVivo 8.0. Os resultados
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