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CHINESE SUPPLY NETWORKS — AN INTERACTIVE GUANXI APP ROACH FOR
PRODUCT DEVELOPMENT

Abstract

The research paper discusses the concept of 'netapitalism’ (Boisot and Child 1996; 1999) in lingth the
'network enterprise’ concept developed by Castdll®96) to provide a background of the socio-
cultural/institutional environment that charactesshe Chinese context. Network capitalism diffesen market
capitalism or bureaucracies in terms of its adaptivode to complex environments. In China the madde o
complexity absorption is most often favoured over tomplexity reduction mode used by Westernerss{Bo
and Child 1999). The complexity absorption modedés creating options and hedging strategies njéily]
often through alliances’ (ibid. p.237) and inforigathrough guanxi-based trust and close relatiqgmshihe
latter has important implications for analysinggwot development within networks in China, as itekated to
soft knowledge transfer mechanisms and knowledgeutation rather than codification. This paperwse
guanxi as a process; not something static. Guangeen as a dynamic resource created through dtitera
relationship processes. The concept of guanxnlketl to the IMP concept of interaction, which ievant to
the study of supply management and product devedapmithin the supply or production networks in @i

Three case studies are conducted in Southern @Bing qualitative techniques of open-ended intevsiaith
the aim of enhancing understanding of supply odpetion network formation, development and mainteea
in a product development context. The main unitanlysis is supplier relationships among the Clenes
however, multiple relationship levels are analysembrporating a network approach that takes intcoant
relationship ties, activity links, and resourcesidiependences among buyers, suppliers and sukiesspflhe
three cases can be distinguished initially in teahswnership structure, but similarities are disond at the
operational level that is most relevant for suctggsroduct development. The case studies involaate-
owned company, a family-owned company group arateign-owned company.

Keywords: Supplier Relationships, Inter-firm Networks, ProdDevelopment, Guanxi, Interaction, China

Introduction

Co-development within supply networks can be amalythrough an ’interdependency’ and 'interactivaxid
(IMP). Co-development usually involves close relaships, allowing companies to rely on each other’s
resources. Close relationships involve learningteadhing and the transfer of tacit knowledge,dugiccessful
transfer is not easy to manage, because it maepgntds on social interaction, which is describe&asterby-

Smith et al. (2008), among others, as a complexigmnenon. The research paper discusses the muiéithce
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nature of the boundaries, knowledge, cultures andgsses involved when analysing social interastiithin
production and supply networks in China. Initiaitycan be claimed that a comprehension of thegecis will
significantly enhance understanding of network ngamaent in China, and will provide insights aboug th
factors influencing the effectiveness and efficiernd knowledge transfers within Chinese supply rweks,
which in turn can indicate possible ways of mangdinth higher and lower order relationships andvogks,

involving western buyers and Chinese suppliersvécelversa.

In a recent paper, it has been argued that Chisegpliers are important resource and network pessid
(Bassayannis & Cronin 2008). The paper examine¢hbss-to-business (B2B) relationships between Ghine
suppliers and western buyers in a product develapoantext. While the findings support some of litexature
discussed, further investigation within Chinesepbypetworks is required, by looking at the B2Bat@nships
among business actors operating in China. Althabghfirst phase of the research, which was to geeatata
from western buyers with regard to the relationshifith Chinese suppliers in a product developmentext
has been completed, the second phase of the resedrich is discussed in this paper, specificathalgses
specific relationship patterns within supply anddarction networks in China. Initially, it can beaithed that
apart from sources of cost advantages, Chineseonletvean be considered as the main sources of atioog
and this research in contrast to existing liteetshows that Chinese business networks can be diewe
enablers of product and technology developmentesscdNevertheless, it is clearly noted that sudogssoduct
development is attributed to the whole networkedtionships, and neither to the supply nor theatehside
alone. The study tries to enhance understandirigeoprocesses of interaction within supply netwank€hina
which in turn will provide insights and valuable dmedge — such as the view of guanxi as a procéss o
interaction — that is relevant to Chinese and washeisiness actors, who nowadays increasingly depen

Chinese supply networks to improve their produtgraigs.

The paper begins with a brief description of ihitesearch findings by linking these to the emetgerearch
issues that the current study is drawn upon. Thisllowed by a detailed analysis of the reseamtkground,
which connects various parts of literary eventsvant to the research problem. Then, a brief secliscusses
the philosophical assumptions that back up thisaseh and indicate the theoretical development nasdeell
as the methodological tools that are considered mogropriate to be used in this research. Furthdrief
analysis of three case studies that took plackénGuangdong Province, South China, during the liia#f of

2009 is presented. Finally, research contributanmgimplications for further research are discussed

Research Background

Previous research suggests that guanxi practicgharese relationships should be reflected into rétézal

developments, such as the development of the &etet of the AAR model of interaction (Hakansson &

Snehota 1995) which can then be used to analyssfispelationship patterns under a product deveiept

context in China (Bassayannis & Cronin 2008). Thdseelopments of the AAR model are considered
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necessary as Kriz and Fang (2003:8) note that ‘®vests applying current IMP descriptions to Chioald be
excused for taking the AAR model and applying itl dailing’. Bassayannis and Cronin (2008) develofesl
actor level of the AAR model of interaction by cdempenting to the relationship properties that ttrlevel
of the model is based on, the guanxi concept angraperties. The authors suggest that guanxi-bseking
and acting provides a complementary solution towast-based thinking, and that guanxi should be
incorporated into the interaction model when coasidy business networking that embraces China.glia@xi
concept, together with its associated conceptsadenas the validity of the interaction model, innierof
geographical diversity, and deepens its theoreteale (ibid.). In practice, empirical research shdlat in
Chinese networks, which compose the world’s largestal system, guanxi is a central constituenihtensive
relationships and is often related with increasedvkedge transfers, especially tacit, and accessthers

resources, or simply put, efficiency and succegsdauct development.

The current study seeks to further explore anddagdi initial findings that clarify the importanceéguanxi as a
process, in product co-development, both at thimadednd practical levels. Having established thke between
guanxi and network concepts previously, the curstndy tries to link guanxi and interaction pro@ssin
theoretical terms, and to provide insights of theia processes taking place within business nddsvior China.
The aim is to understand the guanxi dynamics wi@lnese supply networks, which are seen as outcahe
these processes. In this way the research triekedgpher possible ways that could foster and prencot
development of products and/or technologies in &hiResearch outcomes have important managerial
implications for Western companies with regardsn@naging the B2B relationships with the Chinese iand

general the supply or production networks in China.

The study provides a response to theoretical aadtipal concerns raised by previous research infidhe,
filling literature gaps. Extant literature lacks tfeories and explanations of phenomena, such edugr
development within Chinese supply networks. Thesaesh purpose is not to come up with a universal
approach, with regard to product development witbioss-boundary supply networks, involving Chinese
business actors, as this would be a reductiontoagh, not complying with the philosophical asstions of
network, interaction and IMP-based thinking. Ratleemore flexible approach is necessary, focusimghe
process of interaction and change, and recognigiag the terms networks, culture, and knowledge and
associated concepts are contested labels; thepaarendependent realities, but are language cortgins;
narratives. For instance, for an associated cortoepetworks, that of network dynamics, one mayigeahat
paradoxical interpretations emerge out of the samel (e.g. Morais 2008). Hence, it is maintainedt tthe
theoretical concepts used in this research, sucjuasxi, network and interaction, are better urtdecs as
complex, multilayered, and multifaceted discourdigs. also maintained throughout the paper thpeeislly for

the case of China a processual focus is more apatep

The research views supply networks as knowledgearks, especially when the unit of analysis isriévork
of relationship patterns involved in co-developmerdjects. Different approaches for managing kndgéeand

the supply side can be more or less effective, mdipg on the context and dynamics of each partiquéat of
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the process. This implies that structure and pestéithe supply base of a company should vary @aglde and
Hakansson 2006), implying a network enterprise.r&ioee, research for network management shouldsepi
important new approaches to the problems of innowaand network operation, especially when exanginin
Chinese supply networks. The discussion that faloepresents a polyvalent new approach to netwodk a

supply management for product development in China.

Network Capitalism & the Network Enterprise

As Boisot and Child (1996:623) argue ‘the rootefworking as an institutionalised practice areiemcand
extensively developed in China’. In accordance wfith topic of the 25 IMP Conference, the paper initially
discusses ‘network capitalism’, a distinctive ingtonal form, identified by Boisot and Child (1996&vhich is
based on the limited extent of codification of imf@tion in China, in terms of ownership and tratisge and
the significance of close relationships and actords, simply guanxi. China’s distinctive politicaistitutional
and cultural characteristics give rise to differemdes of economic organisation, not consonant misnket
capitalism and hierarchical (bureaucratic) moddgn€&€se networks, are based on personal power, comemi
and trust, and the two authors refer to this teogexs ‘the iron law of fiefs’ (1996:604). Howevéney argue
that modernisation in China is ‘reinforcing theteys by removing some of the constraints on theusliéin of
personalised transacting previously imposed by lewels of codification...[facilitating] the extensioof
economic fiefs into clan-type networks that achiavaeeasure of market coverage through relativetydified,
personal means’ (ibid. p.613). The authors concltit a ‘relatively uncodified’ system of networked
transactions ‘does not fit with western analyses,is there reason to suppose that the Chinesemsystmerely
in transition to a western model; quite the contrébid.). Here, it could be claimed that suchanclusion has
been strengthened nowadays with the demise of dstewn market capitalist system, which togetheh g

decoupling effects has caused the whole economliegio enter into a deep recessionary phase.

According to Boisot and Child (1999), clan-type wetks exhibit higher levels of cognitive and redatal
complexity than market or hierarchical transacstmictures. The authors argue that ‘clans are highentropy
production than the ordered regime of bureaucramigbhe complex regimes of markets or fiefs — thathey
consume more time and social resources in orderaiatain themselves in a state of dynamic equilitori- but
in compensation they offer a greater potentialafdaptation and renewal’ (1999:244). Further, theypa that
relational complexity can be reduced ‘by keeping ttumbers down to what can be managed in facecto-fa
situations’ (ibid.). However, the above suggestiomeduce relational complexity seems even morfcdif in
China’s socioeconomic system today, which is ingiregly comprised by multiple business systems dstat
owned, collective and private — with varying gowaroe structures) and many regions with differertiuces
and negotiation styles. Further, the high levetagnitive complexity and uncertainty in China popegential
difficulties not only for foreign companies managitheir supply bases in China, but also for lochin€se
themselves. Thus, as Boisot and Child (1999:246) fiustorically, the Chinese have sought to adapghese
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contingencies by forming relational networks witdwer numbers but denser interpersonal links thaseth
typical of Western countries’. Trust within the iaasingly extensive clanlike networks is based twatwhe
Chinese know as guanxi; however the paper discugs®si in the next section. Here, it refers to rleéwvork
enterprise concept developed by Manuel Castell96)19n order to enrich the understanding of Chenes

networks.

Initially, an alignment of Castells’ (1996) and Bot and Child’s (1996; 1999) views should be ndtedause it
signifies the movement from structures such assfieharkets, or even hierarchies towards the clpa-ty
networks. As Castells (1996:172-3) notes, Hong KorglK) export success was based for a long period
(1950s-1980s) on the region’s small business né&sya@nd ‘over 85 percent of HK’'s manufacturing expaip

to the 1980s originated from Chinese family-basedd...These small family-based networks exportedugh
the HK’s trading companies, which in turn was asuall, also Chinese, and also family-based’. Acicwydo
Castells, as HK prospered, many of the SMEs merggfthanced, and grew bigger, linking up with large
western buyers to become their surrogate produ¥etshy then medium-large businesses in HK, subiacted
much of their own production, transferring knowledand resources to firms across the Chinese baaddr,
specifically in Guangdong Province, where by the-A®90s, ‘somewhere between 6 and 10 million warker
were involved in these subcontracting productiotwoeks’ (Castells 1996:173). Thus, besides thesitas
examples of Silicon Valley and the Italian industrdistricts, a good case in point is presentethis paper

examining the Southern Chinese production and gupgiivorks.

Castells based his analysis of the network ensFgoncept on the ‘movement from the rigid masslystion
system to the flexible production system; the sredithe large corporation — structured on prirespdf vertical
integration and hierarchical management; and tisdigece of SMEs as agents of innovation’ (1996)168
According to Castells (1996:175), ‘in the new globeonomy the large corporation is no longer sefitained
and self-sufficient’. Overall, the structure of ustries in the world is a complex web of alliances]uding
formal and informal agreements in which large aMES are interlinked. This kind of network model t-tlze
production level — is 'an intermediate form of agament between vertical disintegration through the
subcontracting arrangements of a large firm anchthrezontal networks of small businesses...It lso&zontal
network, but based on a set of core-peripheryiogiships, both on the supply and the demand sidheof
process’ (Castells 1996: 174). Relevant to the €@ncontext and in line with Castells this papepleasises
two forms of organisational flexibility, characteed by inter-firm linkages: the multidirection nek model
enacted by SMEs and the decentralised decisionagakihich makes possible the transformation of the

corporation to a network.

A shift from vertical bureaucracies to horizontatworks emphasises network strategies such asisagan
around process, flat decentralised decision ma&imdy teamworking. According to Castells, althoughwmoek
strategies add flexibility to the system, deceigeal horizontal networks is the only way to intdisethe
benefits of network flexibility, which leads to theenefits of adaptation. Decentralised networksukhose
adaptability on top of flexibility (i.e. Castell926:178; Boisot and Child 1999). Strategic objexdivf these
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decentralised networks are issues such as efficienbancement from location economies, and codparat
through partnerships, which in turn provides actesscarce resources. 'Cooperation and networkifey the
only possibility of sharing costs, and risks, adlwae keeping up with constantly renewed informadti¢yet
networks also act as gate-keepers...Inside netword® possibilities are relentlessly created..idatghe
networks, survival is increasingly difficult...Undéhe conditions of fast technological change, eks, not

firms, have become the actual operating unit’ (Els1996: 187). For Castells, the network entsgois:

'a type of organisation in which goals, and the e of goals, shape and endlessly reshape thetsteuof means...The
components of the network are both autonomous apdritlent vis-a-vis the network, and may be a gasther networks,
and therefore of other systems of means aimedhar @oals...The performance of a given network délpend on two
fundamental attributes of the network: its conndogss, that is, its structural ability to faciliahoise-free communication
between its components; and its consistency, shiliei extent to which there is a sharing of interégtween the network’s

goals and the goals of its componer{Sastells 1996: 187).

These works (Castells 1996; Boisot and Child 19989) provide an understanding of China’s netwggtem,
and imply that ‘the nature of the social processesgaining networking in China is quite differerdrh those in
western countries’ (Boisot and Child 1999:624). §ithe purpose of this paper is to examine thera@atithese
social processes and knowledge based resourcadtiers within Chinese supply and production nekson
contexts of new product development. In line witiist@lls (1996:177) it is maintained that ‘the attgserating
unit becomes the business project enacted by eoretvather than individual companies or formalugpimg of
companies’. However, what is crucial to be discdgsehat ‘forms of economic organisation do notelep in

a social vacuum: they are rooted in cultures amglitirtions; each society tends to generate its own
organisational arrangements’ (ibid. 188). Furtfarthe case of China the author argues that ‘tbeera society

is historically distinct, the more it evolves imlation from other societies, and the more its piggional forms
are specific’ (ibid.). Lastly, although agreeingtiwiCastells (ibid.) that ‘we need to consider thstdnical
specificity of cultures [and] the historical trafjedes of institutions’, this research has moredtm with the
operational specificity of Chinese network formsténms of co-development of product and technokgi®
conclude, Castells gives us an understanding ofstimilarities of Taiwanese and Hong Kongnese bsine
networks back in the 1990s and how they expandeid ietwork horizons into the Southern regions bing,
where the three case studies took place to exahimethese network enterprises operate and manage th

relationships with manufacturers in the region ndayes.

Guanxi Interaction & Product Development Processes

Since knowledge-based resources are ‘rooted itipea@ction and social relationships’ (Swan et28002:8),
understanding knowledge creation within networksradationships should focus on the social procesges
actors’ interactions, through which knowledge ismtowiously re-created and re-constituted (Swanlet a
2002:107). This view is in line with Mason and L2R08) who note that inter-firm knowledge transfhould

focus more on knowledge articulation rather thadifazation. Knowledge articulation is 'concernedtiivhow

7



Abstract preview

individuals and groups figure out what does andtwdwes not work’ (ibid. 778). The two authors nthat
management cannot control and codify the co-creationew knowledge (ibid. p.792). Rather, the foofis
managers should be on the creation of learningespacich as inter-organisational communities aftjpe, that

allow soft knowledge transfer mechanism to emerge.

What really matters is that knowledge cannot beeliged in isolation from the social context andiune
(Tsoukas 1996). Culture, is seen as ’'the sharecratahdings through which [it] is actively creat@e.
negotiated) by means of social interaction’ (Fa0§5£6:73). An interactive view of culture is sigodntly
important for studies on product development, aswkadge creation mainly involves tacit knowledge or
knowing, which in turn is developed through culturderactions over time. An interactive culturaaetenines
the identity of the relationship, which in turn elehines possible meaning actors give to explaiirstand
interactions at specific moments of time. Furtherline with Fang (2005/6), a dialectical view dilwire is
emphasised, in order to explain the guanxi dynamittin Chinese supply networks. A dialectical viemhich
is in accordance with synthetic thinking, drawsitell/ on ancient Chinese philosophy — yin and yaargl can
be used to explain paradoxical and contradictoeyvsi of culture, identity, and meaning (Fang 2005f6ny

single relationship pattern within the network.

Taking into consideration the multitude of Chinesdtures, a paradoxical and dialectical view of mgaa
network dynamics, will enrich the understandinghofv guanxi is created and maintained in specifitiexts.
As this research maintains business actors in Ghew guanxi as an interactive process, througtchviciose
ties can be created and a shared mental systerbecastablished among actors. Each individual antdine
network should take into account the existenceigiér, or lower, and of wider, or narrower guangivmork
levels. Networks exist within networks, and altégegtthey compose what Boisot and Child (1996) desdras
network capitalism. Thus, the research incorporatesnteractive network approach to analyse guaimtki a
focus on social processes, instead of the convaaidtapproach of guanxi, which considers it as sbhingtstatic,
based on hierarchical structures. Guanxi as sta@ig imply access to resources, but does not mean th
resources can be jointly created. Also, guanxi dasehierarchical structures or structures of fraésy limit the
network horizon, which in turn reduces the charioefint product and technology creation and atgnimises
chances of cross-border network formation, valudibfeproduct development. Co-development of reseairc
could become a possibility only when xinren (trusipngside with nengli (capabilities), and renging

(reciprocity), among other guanxi properties argetlgped and established through a guanxi-intenagtiocess.

Hence, this paper maintains that in China, soaigraction or guanxi interaction is a continuouscpss, which
may or may not lead to high-involvement relatiopshand the establishment of guanxi properties. ueakhxi-
interaction processes are considered to be th@met as well as prerequisites of adaptations andlkadge
exchanges, which ‘are the key mechanisms in whebnsidered systematic combining of resources deroto
enhance productivity and innovation’ (Gadde and atiakon 2006; in Gadde and Jonsson 2007:12). The
negotiated allocation of resources, and furthexgrdtion, both depend on the closeness of tieaeatwd bonds,

or simply guanxi, in China. Guanxi will promote owation and call for management within networks.
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However, it should be noted in line with Kriz andrig (2003:7) that ‘the notion of guanxi incorpangti
connections and/or relationships allows for a jpg&tion of strong and weak ties and thick and thin
bonds...therefore guanxi and xinren (trust) appeansidmental to success in Chinese markets’, antiss t
paper argues, guanxi properties and processeseaessary for co-creation and cannot be separatesthér
words, Kriz and Fang (2003) argue that guanxi bglitdoes not necessarily imply close ties. Howeragher
than separating between strong and weak ties ars¢athe Chinese terminology, between xinren arathxju
this research maintains that guanxi is a processugin which deeper actor bonds (meaning interpaison
trust/xinren, or gao guanxi) may or may not be ldithed. This is because the establishement of iguslso
dependent on the capabilities and resources opdhmers as well as on their networking capacity.récent
research confirms this last point, ‘the extent fuichi a given relationship is highly embedded irs tie third
parties increases cognition-based trust for Chinesenot for westerners [Americans] (Chua et24109:490).

In general, reviewing previous work, Watkins-MathiZ001:74) notes that ‘all authors agree that gu@nx
focused on personal relationships, which are harltlong-term trust, involving reciprocity by thogse the
relationship...By emphasising these traits, guanxnaies a continuous dynamic and flexible process of

interaction between individuals within a network’.

Further, knowledge co-creation cannot be separfated guanxi-interaction and network processes. With
co-development context, a redefinition of relatlips is necessary through dialogue, experiencenshar
simply thick interaction. Guanxi, like interactiois, likely to develop many aspects of jointnessnvestment,
commitment and intentions (Waluszewski 2005). Hegesnxi is not given, based on hierarchical forngs,
can guanxi be acquired through arm’s length ratatiips, based on market forms. Rather, guanxeted (i.e.
negotiated) through social interaction in clan-typetworks, and this interaction is a process ofniam.
Through language and communication, actors brintt f@ world, which they communicate (Capra 1997dnf
a network point of view, guanxi is a self-makin@@ess that keeps the network alive, by giving W fierms
and patterns. In China, networking is sustainedutjn trust-based relationships (Boisot and Child6)9and
trust-networks ‘overcome the uncertainty and ditthat plague economic transactions’ (Luo 2007183 a
result, guanxi properties, such as long-term oaigoti, commitment and trust, are considered asmbi
enablers of knowledge dissemination and co-creatiad as this study argues in a Chinese contesetban

only be developed through a guanxi-interaction @ssc

However, it is claimed that for product developmenit more substantial value would be an analysis of
interactive cultures, identities and meanings, Whate considered as re-negotiated outcomes ofactiiee
processes. In order to understand at least pgrtfadl dynamic outcomes of interaction processesyakearch
should examine how business actors construct tieanings (e.g. North 1998). In line with the above
discussion, the study follows Morais (2008), whopmses a dialectic process approach, which ‘regardsge

as a struggle for dominance between contradictorges — thesis and antithesis’ to explain guanivoik
dynamics and paradoxical aspects of relationsiipddakansson and Johansson (1992; in Morais 20@8it5)

it, ‘the IMP group appears to subscribe to the mdiaectic theoretical assumptions, given the st

assumptions of interdependence and change basaslyommetric — stable yet dynamic — distribution ofvpr
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and knowledge among network actors’. Concludingledtic reasoning adheres to synthetic reasonihdg;hw
‘can become the basis for an appreciation of cedtmot informed by Euro-American analytic reasdhérleau-
Ponty; in Gier 1981). In a few words, dialectic aythetic reasoning searches for an in-depth gtrabsation

of the actual phenomena.

Research Philosophy & Methodology

Network or systems thinking is contextual and sgtiththinking. Capra (1997:28), based on Needham, a
leading historian of Chinese science, relates Bystthinking to an organismic worldview, which fetbasis of
Chinese thought. The research, perceives realitg astwork of relationships, and any descriptiohghis
reality should also form ‘an interconnected netwoflkconcepts and models in which there are no fatiods’
(Capra 1997:39). This implies a shift from objeetio epistemic science. From the researcher’s pdiniew,
Heisenberg (in Capra 1997:40) explains epistemisciousness by arguing that ‘what we observe isattre
itself, but nature exposed to our method of quast. Also, Lowe et al. (2007:237) influenced bwjta,
suggest that ‘anything goes as long as it involvepistemic consciousness; namely [an] encouragetoent
employ bricolage in the context of local moralitieslationships and actionable outcomes’. A brigelar
polyvalent approach ‘accepts that there is no fimalerstanding, model or knowledge form that cquess to

a totalising truth’ (Lowe et al. 2007:244). Reséars ‘obtain approximate knowledge about an irdimveb of
interconnected patterns’ (Capra 1997:41), by logkimside social relationships, in order to ‘discoveeir
symbolic and emotional meaning for those involved # investigate the way meanings are construatel]
expressed’ (Newton and Smith 2002:viii). Concluditite research suggests that interactive and nletiker
approaches are appropriate for capturing the coatigle of culture and society (i.e. Capra 1997;aCh999;
Lowe et al. 2007).

The above philosophical assumptions that back uthaedelogical choices imply that case study research
employing qualitative techniques is considered tes ost appropriate method. However, methodological
triangulation is possible using qualitative techugg supplemented by quantitative, such as survegodcial
Network Analysis (SNA), in order to identify infoation flows in supply chains and current relatiopshbut
statistical technigues cannot readily analysecdalittvents of the past, and do not assume systdraimge, two
things that can explain product development withétworks. Hence, in line with the metaphysics cdraje
(Chia 1999 and IMP scholargi.e. Anderson et al. 1994; Henneberg et al. 20@6i)s study identifies and
analyses evolving relationship patterns, subjeatigsvork perceptions and notions of key businessrae- by
using qualitative field research, such as in-dapterviews — in order to understand interaction ahdnge;

always under a systemic network approach.

Cross-Sectoral Case Study Research
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A multiple cross-sectoral case study research waducted in Southern China. The research exammeals
interactions under specific product developmenjguate within Chinese supply and/or production neksoThe
unit of analysis is the relationship. Product depetent is taken as a context issue (e.g. JohnseRad 2002).
Primary data are generated through qualitativenigcies. Open-ended interviews help us to move fiioen
rhetoric of networks to practice and provide ushwit-depth insights of the particular network comtéor
specific product and/or technology developments. éach case study a snowball or convenience sagnplin
technique was used to identify key informants, yirg that the extact number of participants waskmatwn in
advance of the study. However, it is important ébenthat a researchers’ guanxi network is vitaldecuring
access into Chinese supply networks. Informantshited mainly operations managers, product developme
managers as well as sales managers. Most of thdratHaast a decade of working experience in Chirthat
least 5 years within their company. Regarding dgaeration and analysis it should be noted thatviloeare
highly intertwined. Interviews emphasised subjext@ctors’ accounts of relationships, perceptiortk rastions
with regard to the networked relationships for dje@roduct and/or technology development projedise
open-ended approach to interview generated exjbausadf actors with regards to guanxi network dyitam

and network and relationship evolution in termspécific product development projects.

The three cases can be distinguished initiallerms of ownership structure. Also some similariies found at
the operational level which is mainly relevant fooduct co-creation, however it should be noted évery
case is different and operates in different indestras such generalisation of findings has non la&mpted.
The case studies span three sectors: tobacco notumirig, mobile communications (hardware), and Higgth
parts and components for electronic appliancescédhpany names remain anonymous. Here, followsed br

introduction of the three case studies:

STI: A division of the state-owned monopolised twia manufacturing of China, with its headquarters i
Beijing the group has been decentralised in terfgravinces. One of the decentralised units withatwn
supplier and customer networks is examined undproauct development project, which involved a core

innovation from a foreign supplier and more tharC3nese suppliers.

CN: A horizontal network with its Headquarters ilKHThe networked organisation has more than 10000
employees and over 100 suppliers in China, ancuigsomers include Nokia, Samsung, Apple etc. Teark
group is family-owned. The group is composed byad20 decentralised and interdependent factoraslyn

in South China, and just a few JV in China. Aldm® group has established a few sales supporesféibroad.
The researcher has visited two of its core (higintefactory sites, one that develops surface treatrby
Physical Vapour Deposition (PVD) and another th@dsdmetal/powder injection molding (MIM) for preois
products. Interviews discussed issues with regardseir B2B relationship with Nokia and Samsungvedl as

with key suppliers involved in two outstanding NBDjects.

STX: A foreign-owned high-tech manufacturing openmatin China (with HQ in the UK), however, someitsf

key Directors have been recently moved to ChinatdiidThe group has established many close reldtipss
11
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with factories in the region and through the last years has moved 80 percent of its manufactéimimg EU to
China. Most of the strategic suppliers (first ardand tier) are local as well as many of the kestamers both
first (sometimes OEMs) and second tier custometse Tesearcher examined the evolution of various

relationship levels under a few product developnpeogects.

Discussion

Although all three networked companies operatdénrainland China for many years, and are decesgichat
the operational level, which is the focus of thisdy, the strategic decision-making, such as alkaror setting
up factories and expanding manufacturing operatiangolves structural (political) guanxi with local
authorities, but this is out of the scope of thigogr. Nevertheless, it is recognised that politaraktrategic
guanxi does indirectly affect operations and prodievelopment. At the operational level, guanxééen as a
process, both individually and organisationallyttkeaolves through time. When the relationship isnsas
important strong ties and bonds are establishewvdsst actors, which are then amplified at the inter-
organisational and intra-organisational levels.gkneral research findings support the literatuseidision

presented in this paper.

All case findings note the decentralised charactethe companies examined, in their relationshipih whe
headquarters. It should be noted that the stateedwompany is decentralised to a lesser degreesvmontheir
product offerings are innovative in relation toethiecentralised units of the parent firm. Most em@ntly, the
decentralised unit has localised most of its sepfiase. However, the new innovative patent wasdoted to
the central Beijing office by a foreign governmeffficial who represented the western supplier aodta the
local tobacco manufacturer directly. Further, thigacco leaves that are supplied from abroad cormegh the
parent company’s headquarters. Thus, one may ihfar the degree of decentralisation, because of the
ownership structure but also due to the low-tecmufecturing is quite low. Due to the above reasahs,
product development processes are simplified coetptr the other cases and as a result relationshifise
operational level do not involve very thick inteians, compared to the other two case studies. What
interesting is the guanxi interaction process betwthe central actor of the foreign supplier arel @hinese
actor who had local guanxi and assisted the supplieenter into negotiations and then into contrakt

arrangements with the Chinese tobacco manufactadngpany.

Regarding the second case the parent companysatbrand name and an umbrella company of thedraeikz
company network. Each company in the network i®dgalised, having their own suppliers and custgiraut
is also interdependent to each other in terms afiistp the suppliers or introducing new customersach other
according to the project under development. Immprt® note here is the formation of the networked
corporation, which is family-owned. With years adtbry, the group has established very extensigsscborder
networks, both internationally and within the Clsagrovincial borders. Of substantial value isdbeperation
between the group of companies (horizontal netwaskjvell as the establishment of sales officesaahrdose
12
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to the customers, in order to support new prodegebpment through close interaction and estabksttrof
trust; a kind of cross-border horizontal networkisigategy. In line with the literature findings, ntmuous
product development and cooperation comes fronbkstidng guanxi properties between actors (indigidand
organisational). Based on interview data, guanx idynamic resource, in a way that is created lxbyba

boundaries of the firm, through inter-organisatidarewledge-based resource interaction.

Findings from the third case also support literatfindings in terms of the supply base. That igshearoject
involves a different network of suppliers. Accessatsupplier or a supplier's network can be gaithedugh
another company within the network enterprise. @Vethe network approach to analyse each product
development case proved useful whether it involtes supply side or the customer side. A product
development project examined within this case stsyport Chua’s et al. (2009) findings, with regand
increasing trust due to relationships with thirdties. Additionally, findings from the third caseidy show that
through a guanxi-interaction process strong ties established, which in turn increase the frequeoicy
knowledge transfers and interaction quality. Imtgiof product development, guanxi increases th@riess’ of
the content of interaction and knowledge transtereading to successful business outcomes. Onexayple,
was that face-to-face communication is preferredotyy distance communication, even for less impurta
issues. Also, there is a lot of socialisation, sastiootball matches, where one interviewee saitl’tometimes
we let them win so they do not lose face’; an intgatr factor that can boost the guanxi processgbdrilevels,
and was not noted in the current literature. Bnatiost importantly for all case studies in alltees, in Chinese
networks, guanxi-based exchanges may prove ‘superierms of resource quality, prices, paymemntgrand
access to information’ (Langenberg (2007:134). Mueg, as the cases show, through guanxi networssac
may be gained to resources in other networks. Heweas Chinese civilisation is 'a matrix-civilisati of

paradoxical cultural development’ (Faure and F&d@82 206), guanxi interaction process is trivial.

Research Contribution & Implications for Future Research

Further research could contribute more signifigand IMP research group with a new guanxi-intei@cti
approach that can be applied in the Chinese cqonidydre guanxi is seen as a process more than@wst,
nevertheless the two are intertwined. Also, asd heen noted in the empirical level further caisdysresearch
will contribute to various disciplines, such as glypmanagement, new product development, and Chines
management research, among others. The case stlisiessed provide some valuable findings, whitthirfi
gaps in the literature that has not focused orbksiténg supply management practices for innova@enese
supply and/or production networks. The managena policy implications of the cross-sectoral cakelyg
research discussed in this paper as well as résednich is on the way will offer an analysis of tas which
enable and distort co-creation between westernrbwed Chinese indigenous supplier firms, and @y tan

be managed in the context of complex supply netsork
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An emergent issue regards the level of technolaygptexity, and its association with extensive neksoln
contrast to Boisot and Child’'s (1999: 246) noté tietational complexity within Chinese businessaaks can
be reduced by keeping the actors numbers lower ithavestern business networks, is not confirmedhsy
findings. For example, in case two and three whieeelevel of technology is high the network of brsyand
suppliers and the business actors involved is high. However, the above findings do not imply thiz
highest the level of technology and the largestritigvork then the relationship ties will be weadther key
relationship patterns at the operational level @dease. It emerges here that more case studiesriousa

industries and regions of China are required tal shere light on this.

Another emergent issue which is under current itiyaon is the comparison between the Hong Kongnes
Southern Chinese and Eastern or central Chinesensggupply or production networks. All respondeim
South China perceived that the South Chinese sumgilyorks are superior to the mainland Chinese elew
they note that the future is promising as knowledggansfered to other regions and the South sat®mes
more technologically oriented and thus more cosilye future for Chinese supply and production nekwo
looks promising. More empirical research should#éed for examining the directions this will talkethe near
future.
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