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ABsTRACT We trace the social networks around Chinese entrepreneurs back to their firm’s
founding to learn about the role early events play in the later success of a business. We use
name generator questions paired with career history questions to identify ‘event contacts’
missed by the usual focus on current business. We draw four conclusions from interviews
with a large, stratified random sample of entrepreneurs: (1) Relations with event contacts
stand out for guanxi qualities of high trust relatively independent of the surrounding
network structure, and are critical to distinguishing more successful entrepreneurs from
the less successful. (2) The substance of a significant event matters less than the fact that
the entrepreneur deems it significant. (3) When family is turned to for support it is most
likely at founding, but family is not the usual source of support at founding. Rather,
entrepreneurs turn to people they have known for many years, typically people beyond the
entrepreneur’s family. (4) The transition from founding to first significant event stands out
as distinctly consequential for later success. Entrepreneurs who turn for help on their first
significant event to a person separate from, but especially close to, the founding contact
are more successful in their business development. That early move is not visible in the
later network around the entrepreneur.

KEYWoRDs Chinese management, entrepreneurship, guanxi, network events, social
networks

INTRODUCTION

Social science research and personal anecdotes offer many answers to the question
of who entrepreneurs turn to during significant events in the history of their
business: There are professional stories: turn to the most recognized or most
experienced experts. There are social stories: turn to the best people available
at a good price, such as family professionals or trusted friends who owe a favor.
There are contingency stories: turn to people most appropriate to the specific
opportunity or issue now presenting. Take the question to China around the
turn of the century, and the answers become more complex as rapidly changing

Corresponding author: Ronald S. Burt (ron.burt@chicagobooth.edu)

© 2017 The International Association for Chinese Management Research

https://doi.org/10.1017/mor.2017.30 Published online by Cambridge University Press


https://doi.org/10.1017/mor.2017.30
mailto:(ron.burt@chicagobooth.edu)
https://doi.org/10.1017/mor.2017.30

498 R. S. Burt and S. Opper

organizational needs during the life-cycle of a firm coincide with dynamic change
in the firm’s surroundings and institutional environment.

What constitutes a ‘significant’ event in the eyes of the entrepreneurs who built
their businesses during China’s ongoing market reforms can therefore vary over
time. After all, private companies have only recently attained full legal rights and
constitutional equality with public ownership firms, and continue to experience
limited access to scarce resources such as credit, land use rights, and skilled human
capital (Nee & Opper, 2012). Similarly, the pool of accessible experts to whom
entrepreneurs can turn for help and support could have changed considerably over
time. Who was even willing to help entrepreneurs starting up new organizations in
the absence of fully developed institutional support for private enterprise? Are fam-
ily relations offering the most reliable source of support for entrepreneurial success
in China (Huang, 1990)? Should one involve prominent people such as party or
government officials to gain regulatory protection and access to state-controlled re-
sources (Li, Meng, Wang, & Zhou, 2008; Nee & Opper, 2010; Peng & Luo, 2000)?
Or should one rather abstain from their involvement? Equally important: Should
one turn to the same trusted individuals again and again, or turn to a broader set of
people? And if contact variation matters, should new contacts be embedded in the
emergent network or does the inclusion of distant ties isolated from the emergent
cluster of trusted contacts offer advantages for building the business?

To date, there have not been network data from which authoritative answers
could be derived on the role of early business events, contacts involved, and
their influence on future business success. This is in spite of the apparent
influence of early events and related event contacts on the further development
of business networks. What is needed to explore the underlying dynamics is a fine-
grained account documenting not only current contacts, but also incorporating
the entrepreneur’s history of contacts, that have been crucial in the company
development over time and may or may not continue to be an active source of
support. Such approach would also be helpful to test the more general assumption
that acting on network advantage cumulates over time as individuals learn to
identify rewarding opportunities and how to bring them to fruition (Burt, 1992).

To explore how early network experience shapes the evolving process of network
emergence and advantage, this study employs novel data — combining both
current contacts with historic event data — describing the social networks around
700 Chinese entrepreneurs whose businesses are a stratified random sample of
private enterprises in three provinces surrounding the Yangtze River Delta: China’s
financial center, Shanghai, with Nanjing the capital of Jiangsu Province to the
north, and Hangzhou the capital of Zhejiang Province to the south. The sample
entrepreneurs founded their businesses around the turn of the century (specifically,
year 2000.2 on average), and the 2012 survey sample is a continuation of samples
surveyed in 2006 and 2009 by Nee and Opper (2012). All of the sample firms are
entrepreneurial ventures, but 79% of them are in 2012 mature ventures in the sense
that they had survived more than eight years. The three provinces account in 2013
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for 20.2% of China’s gross domestic product, and 31.9% of China’s imports and
exports. We begin with a quick introduction to our data on networks.

NETWORK DATA

Figure 1 is an example of the kind of network data we have on each entrepreneur.
The respondent (large square in the center of the figure) founded his business 13
years ago in Zhejiang province, and grew it to 467 employees by the time of the
survey. He named nine contacts, largely interconnected by close relations (thin line)
with a few especially close relations (bold lines). Two contacts are close together in
the figure to the extent that the relation between them is strong, and their relations
with others are similar (spring embedding, Borgatti, 2002).

Our network data were obtained with name generator and name interpreter
items. Such items are routine in network survey research (Marsden, 2011), in
network surveys of management populations in particular (Burt, 2010: 281ff.), and
have precedent in China (Batjargal, Hitt, Tsui, Arregle, Webb, & Miller, 2013; Bian
& Li, 2012; Ruan, 1998; Xiao & Tsui, 2007). The survey instrument and materials
are available in the original English (see NOTES below).

Name generators are survey questions that elicit the names of individuals with
whom the respondent has specified kinds of relationships. We used the six name
generators listed to the left in Table 1. For example, each respondent was asked
to name the ‘three or four people who have been most valuable to your business
activities this year’. To stretch the network data back into a respondent’s history,
we asked about contacts associated with significant events back to the firm’s
founding. We do not provide an objective definition of what makes an event
‘significant’. We want to capture what the respondent deems significant, not what
we deem significant. However, we do limit significance to events important in
the overall ‘history of the company development’. An example timeline in the
questionnaire further clarifies that we are looking for milestone events in the
company’s development. The idea is to create a time line of concrete events, and
then ask for the names of contacts who were most valued during each event.
In response to the first two name generators in Table 1, all respondents named
a contact most valuable when the business was founded, then most named five
subsequent events, and a person most valued for help during the event. People
named in association with significant events we reference as ‘event contacts’. We
refer to people named on any of the other four name generators in Table 1 as
‘current contacts’, which are the usual focus of business network research. A contact
can be cited on more than one name generator, so it is often the case that a current
contact is also an event contact (contacts 5 and 6 in Figure 1).

Significant events cited during the interview with the Iigure 1 entrepreneur are
listed on a time line to the upper-left in the figure. Contact 1 was cited as the
most valued person in founding the business. Securing the first overseas customer
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Figure 1. Example network observation

Line thickness indicates closeness. High-trust relation indicated by ‘trust’. No line is ‘distant’ relationship. Respondent is the square.
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Table 1. Survey network items

Name Generator Items Name Interpreter Items
Founding Who was the one person who was Contact Gender (male, female)
most valuable to you in founding the firm?
(700 contacts cited) Emotional Closeness to Contact (especially

close, close, less close, distant)
Three to Five Other Events Now please do
the same thing for each of the significant Duration of Connection with Contact (years
events you listed. The first significant event known)
you listed was (say first event) in (say year).
Who was the person most valuable to you
during that event? (2,701 contacts cited)

Frequency of Contact (daily, weekly, monthly,
less often)

Trust in Contact (1 to 5, low to high trust)
“Think about your trust level towards
him/her. Please circle the closest option
(1 least trust; 5 highest trust)’. AH—AH A%}

Core Current Shifting now to business this
year, and thinking about people inside or
outside your firm, who are the three or four

people who have been most valuable to your b G g2 L o AN g
business activities this year? (2,357 contacts {m/mm{'ﬁfiﬁg; lﬁi"{i@/wﬁﬂ%ﬁﬂﬁ]ﬁ 4l
cited) b (HRAMEE-5RIEE)

Contact Role (circle all that apply: family,
extended family, neighbor, party, childhood,
classmate, colleague, military, business

Difficult In contrast to people who help and
are valued in your business activities, there
are usually some people who make life

. . .. s association
difficult. Without mentioning the person’s )
name, who was the most difficult person to Matrix of Connections between Contacts
deal with in your business activities this year? (especially close, distant, or something in
Just jot a name or initials in the box below. between)

Only you are going to know who this person
is. (700 contacts cited)

Employee Shifting to happier thoughts, who
do you think was your most valuable senior
employee this year? (700 contacts cited)

N.E.C. Now that you have a list of contacts on
the roster worksheet, please look it over
quickly. Is there anyone particularly
significant for your business who has
not been mentioned? If yes, please enter
their name at the bottom of the list. There
are many people you could mention. These
would just be people particularly significant
for your business. (16 contacts cited)

Notes: Name generators, listed in order asked in interview, identify respondent contacts (number of cited contacts
in parentheses). In total, 4,464 different contacts are cited. Name interpreters flesh out relationships with each
cited contact, and define connections among the contacts. The name generators are asked first in the interview,
followed by the name interpreters.

was a significant event in the second year of the business, and person 2 was cited
as most valued through that event. Significant events continue across the time
line, each event eliciting the name of a person most valued during the event.
Some respondents cite the same people again and again (especially family), but the
respondent in Figure 1 named a different person for each event.[!l As most valued
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current contacts, most valued employee, and most difficult person, the respondent
cited the five people indicated by dark dots in Figure 1.

Name interpreters are questions that ask the respondent to describe relations
with and among the cited contacts. We used the seven name interpreters listed
to the right in Table 1. We asked respondents how long they had known each
contact, how often they met with each contact, and so on. Trust was measured by
asking the respondent to rate his or her trust in each contact./?l To scale relations,
we asked respondents whether their relation with each contact was ‘especially
close’, ‘close’, ‘less close’, or ‘distant’, and asked them to describe whether
the connection between each named contact was ‘especially close’, ‘distant’, or
something in between (‘neither distant nor especially close’). With each connection
in a respondent’s network scaled from 0 to 1, we computed network metrics often
used in studies of trust and achievement (e.g., Burt, Kilduff, & Tasselli, 2013,
for quick review). The nine contacts in Figure 1 form a network slightly larger
and less dense than the sample average (respective z-scores of 1.77 and —0.72).
Size adjusted for density shows the effective size of the network is broader than
average (5.86 nonredundant contacts, 1.53 z-score) and the network constrains
the respondent less than is average in the sample (.371 network constraint, —1.38
z-score).

EVENT CONTACTS

The entrepreneurs cite a total of 4,464 contacts. Figure 2 shows that current
contacts exclude many people valued in significant events. About half of current
contacts are people cited as most valued during significant events in the history
of the business (1,564 of 3,123). The current network excludes, for the average
entrepreneur, about two contacts who were only valued during significant events
in the history of the business. Those two excluded contacts are a 43% extension on
current contacts (1,341 divided by 3,123).

The balance of event and current contacts in Figure 2 is confounded by question
order. The Chinese entrepreneurs were presented with event name generators
before being asked about current contacts, so they were primed to think about
the history of the business when naming contacts significant in this year’s business
activities.’] Therefore, the ratio of event-only contacts to current contacts is
probably higher than displayed in Figure 2.

Event contacts are cited in association with the history of the business, so it
could seem reasonable to discuss them as contacts from an entrepreneur’s past,
but more than half of them are currently met daily. We measured the strength of
relations with event and current contacts in terms of emotional closeness, duration,
frequency, and trust (Table 1). Table 2 shows that the entrepreneurs have trust in
event contacts higher than they have in contacts only in their current network,
are more likely to cite event contacts as ‘especially close’, and have known event
contacts for more than a dozen years on average, versus the five and half for which
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Table 2. Strength of tie with cited contacts

Percent Mean

X Contact Frequency
Mean  Especially — Years
Kind of Contact Trust  Close Known  Daily  Weekly ~ Monthly — Less Ofien  “Total
Event Only 429  34% 13.10 572 410 229 130 1,341
(43%)  (30%) (17%) (10%) (100%)
Event & Current  4.46  45% 13.33 1,056 397 99 12 1,564
(68%) (25%)  (6%) (1%) (100%)
Current Only 3.07 5% 5.50 709 471 135 244 1,559
(45%)  (30%)  (9%) (16%) (100%)
Total 3.92  28% 10.53 2,337 1,278 463 386 4,464
(52%)  (29%)  (10%) (9%) (100%)

Notes: Trust is measured on a five-point scale (test statistic with fixed respondent effects for no difference between
rows: Fo.3769) = 1170.81, P < .001). Especially close contacts are distinguished from close, less close, and distant
(test statistic with fixed respondent effects for no difference between the rows: 207.18 chi-square, 2 d.f., P < .001).
Years known are significantly different across the rows (test statistic with fixed respondent effects for no difference:
F(2,3762) = 829.96, P < .001). Contact frequency is significantly different across the rows (244.06 chi-square, 2
d.f., P < .001, for an ordinal logit predicting frequency categories from the rows). Percentage of row contacts at
each level of frequency is given in parentheses.
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Figure 2. Sources of cited contacts

they have known contacts only in their current network. Regardless, event contacts
continue to be a feature in current networks. About half of event-only contacts
are met daily (43.65%), which is about the same as current-only contacts (45.48%).
Rather than saying event contacts are stronger ties than current contacts, it is more
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accurate to say that people cited as both event and current contacts are stronger
ties than people cited for either one alone.

Kinds of Events by Content

Respondents gave a brief description of each event they cited. A Mainland Chinese
graduate student coded the descriptions on two characteristics (with the coding
reviewed by the coauthor fluent in Chinese): What is the broad substantive content
of the event, and is the event about a loss to the business, or an opportunity for gain?

We began with 14 content categories of events. Some were combined because
of low frequency. Some were combined to remove unreliable distinctions. The
final nine are listed in Table 3 with example respondent descriptions. The first
kind of event is founding, about which each respondent was asked directly (name
generator is given in the first row of Table 3). Event categories are listed in Table 3
in the order of when they occurred on average. There is one founding event per
respondent, which defines year one. The next significant event tends to be one of
three kinds, clustered around the fifth year of business: There is a problem with
a supplier. The business gets its first big customer contract, domestic or overseas.
There is a financial problem.

The next significant events, a couple years later, tend to be inside and outside
the business. Outside the business, there is an award or affiliation with a business
association, or a significant exchange with the government (e.g., preferential
treatment regarding tax or land, certification for broader class of business,
sometimes imposition of a fine or restriction). The more often-cited kinds of
events are inside the business. Most concern management issues, but a substantial
minority concern technology adopted to improve efficiency or sell new products,
so technology events are broken out as a separate kind of event. The business is
up and running by year eight, when general market conditions are the last cited
events.

Most of the cited events concern growth — big contracts, expanded production,
secure revenue or supplies. The two exceptions are finance, which is often
an explanation for the business losing money (46% concern loss) and market
forces (92% concern loss). The frequent concern for loss associated with market
development events is likely a result of the survey timing, which coincided with the
global economic crisis.

Kinds of Events by Timing

The average year in which a kind of event occurs varies between businesses, and of
course varies with the age of a business. A business founded four years ago cannot
yet have an event in year eight. Table 4 shows how events differ by the order in
which they are reported (columns) and the year in which they occur (rows). The
totals in the bottom row of Table 4 show one founding event for each respondent
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Table 3. Kinds of Significant Events

Kinds of Events (N) % Loss  Year Examples

1. Founding (700) 0% 1.00  ‘Who was the one person who was most valuable to you
in founding the firm’?

‘replaced the main supplier’
2. Supplier (255) 9% 5.16  ‘major suppliers signed a cooperation contract’
‘suppliers had problems providing raw materials;
resulted in serious losses’

‘company signed a big contract, which helped working
capital’
3. Customer (833) 4% 5.25  ‘company signed first export contract’,
‘contract signed for custom product with large
state-owned enterprise’

‘successfully raised money for the purchase of
equipment’
4. Financial (184) 46% 5.44  ‘obtained loans to small and medium-size private
enterprises’
‘corporate cash flow difficulty; faced production
difficulties’

‘got preferential taxation policies’
5. Government (102) 4% 6.75  ‘enjoyed preferential land policies of the government’
‘obtained international agreements certification’

‘mismanagement; serious business losses; almost closed

down’
6. Business 10% 7.13  ‘security control group concerned with product quality
Management (1,006) was established’

‘established classification of job responsibilities’
‘established cooperative relations with the domestic
textile industry’
7. Collaborations and 2% 7.53  ‘joined the association of private entreprencurs’
Associations (215) ‘received excellent quality award of Zhejiang Province’
‘introduction of new technology and equipment’
8. Business Technology 2% 8.18  ‘adopted new technologies; developed new products’
(519) ‘updated production technology; improved efficiency’
‘price of raw materials increased, so the cost of
production increased’

9. Market Generally 92% 9.36  ‘financial crisis in Southeast Asia; we lost some
(349) customers’
‘industry competition more fierce; had development
difficulties’

Notes: Number of events cited is in parentheses, followed by percent of events that are about loss (versus growth),
then year on average in which the row category of events occur. A total of 4,163 events are cited, which is more
than the 2,905 contacts in Figure 2 cited for events because some people are cited for more than one event.
Categories six and eight are events inside the business.

(700 events), one first significant event per respondent (700 events), and so on, down
to the 675 respondents who cited a fifth significant event. The ‘Founding’ column
shows all 700 founding events in year one. The first significant event tends to occur
in the first or second year of a business (276 plus 255 constitute 76% of the 700
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Table 4. Event order and event year

Event Year Founding Event 1 Event 2 Event 3 Event 4 Event 5 Total

1 700 276 9 4 0 0 989
2 0 255 73 8 4 1 341
3 0 89 173 33 6 1 302
4 0 26 147 90 15 3 281
5 0 25 125 129 40 14 333
6 0 15 68 104 75 18 280
7 0 3 43 93 106 37 282
8 0 4 23 68 100 95 290
9 0 1 13 47 74 85 220
10+ 0 6 26 124 268 421 845
Total 700 700 700 700 688 675 4,163

first significant events), but timing varies: Six respondents said their first significant
event occurred after they had been in business for a decade or more.

There is no objective standard defining an event significant. We focus on the
order of events because respondents are free to define what constitutes a significant
event, and they typically selected events across the life of their business. The longer
the business has been in operation, the more spread out the events.l"! The pattern
is only slightly different with business age held constant.”!

Figure 3 is a guide to more and less strong connections associated with events.
Event timing is measured on the horizontal axes: the order in which an event is
cited, the year in which the event occurs, then the point in the history of a business
in which the event occurs (event year divided by firm age, to control for newer
versus older businesses). We combine events occurring more than 10 years after
founding because strength of tie measures does not change much after the first
decade. To simplify the third graph, portions of business history are rounded to the
closest lower decimal. For example, percentages over the ‘0.0’ score are averages
across all events that happened between founding and before the business reached
10% of its current age.

The vertical axes measure in four ways the strength of the respondent’s relation
with the person cited as most valued during an event — average number of years
known as of the survey in 2012 (left axis), then percent cited for the highest level of
trust, percent ‘especially close’ to the respondent, and percent who are members
of the respondent’s family (right axis). Years known, and family can be assumed to
predate the event for which a person is cited as helpful, but trust and emotional
closeness are recorded for 2012, during the survey interview, so they are likely to
have been affected by the contact’s help during the cited event, rather than vice
versa.

There are two patterns in Figure 3. First, founding is a special event unto
itself. Founding is when family is most likely to be cited for help, and founding
is associated with the highest levels of trust and emotional closeness with people
the entrepreneur has known for many years. Second, the first significant event
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is more like founding than are any of the subsequent events. Strength of tie
to the person cited for help during the first significant event after founding is
discernibly weaker than the tie to the person cited in association with founding,
but the first-event tie is also discernably stronger than ties with people cited in
association with later events. The results in Figure 3 are well aligned with research
on trust. Beneficiaries of pro-social or cooperative behavior are typically more
inclined to trust the other than those who have not experienced such a critical test
(Kollock, 1994). Experience of fair, and potentially advantageous, behavior can
solidify trust towards the other (Hardin, 1991). Such effects can be pronounced
when help is in short supply and therefore most valuable. The early stages of firm
development, typically characterized by weak organizational legitimacy (Suchman,
1995), standard problems of the liability of newness (Stinchcombe, 1965) and — in
the case of China — weak institutional support providing necessary access to key
resources (Nee & Opper, 2012; Peng & Luo, 2000; Xin & Pierce, 1996), could
therefore present key stages of network formation.

Kinds of Events in Broader Context

We broaden the frame of reference in Figure 4, which is a classical
multidimensional scaling of relationship characteristics. Two characteristics are
close together in Figure 4 to the extent that they often occur in the same
relationships.[ Included are the kind of event cited, the year it was cited, the
kind of person cited, and categories of relationship strength in terms of frequency,
years known, trust, and emotional closeness. The figure would be cluttered if verbal
descriptions were included for each of the 48 characteristics, but we display a few
to make it easier to make sense of the space.

The entrepreneurs most differentiate their relations from positive to negative,
which is the horizontal axis in Figure 4. Four broad categories of relationships
are distinguished by the vertical axis cutting across the horizontal, with more
personal relations at the top of Figure 4, and less personal at the bottom. The
two dimensions, positive-negative versus personal-work, have also been reported
in American and French management populations (Burt, 2005: 52; 2010: 287).

Relations in the upper-right of Figure 4 define the entrepreneur’s core network,
his or her ‘guanxi circle’ (Luo, Cheng, & Zhang, 2016). Guanxi ties are distinguished
by three simultaneous qualities: (1) familiarity, intimacy, (2) trust, and (3) mutual
obligation (Bian, 1997; see Bian, Forthcoming, for analytical review of the
literature; see Luo, Huang, & Wang, 2011, for meta-analysis; and Chen, Chen,
& Huang, 2013, for broader review). In the upper-right quadrant of Figure 4, are
contacts from the respondent’s family (item 28), people ‘especially close’ to the
respondent (item 40), people in whom respondents have the highest trust (item
36), and importantly, the people cited as most valued during the business founding
and the first significant event in the history of the business. Burt and Burzynska
(2017: Table 6) show that relations with the people cited as most valued during the
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KINDS OF EVENTS 14 market event CURRENT CONTACTS 27 classmate 34 trustlevel 3 41 meet daily
7 supplier event 15 growth event 22 valued current contact 28 family 35 trustlevel 4 42 meet weekly
8 customer event 16 loss event 23 most difficult contact 28 female 36 trustlevel 5 (max) 43 meet monthly
9 finance event 17 eventin year one 24 most valuable employee 30 military 44 meet less often
10 governmentevent 18 eventin year two 25 valued contact, n.e.c. 31 neighbor 37 distant 45 known < 6 years
11 managementevent 19 eventin year three 32 party 38 less close 46 known 6 - 10 years
12 collaboration event 20 eventin year four NAME INTERPRETERS 39 close 47 known 11 - 20 years
13 technology event 21 event after year four 26 knew from childhood 33 low trust 40 especially close 48 known > 20 years

Figure 4. Kinds of events in broader context
Notes: Classical multidimensional scaling of Jaccard coefficients measuring co-occurrence of characteristics (N = 4,464). Axes are proportional in length to the
eigenvalues defining them. Axes cross at their zero point. The two displayed dimensions describe 79% of variance in the 48 items. Solid circles are the name generators
in Table 1 (1-6 are the event name generators). Hollow circles are the Table 2 coded kinds of events on which event contacts were named. Squares are responses to the

name interpreters in Table 1.
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business founding can be treated as guanx: ties. None of the event categories listed
in Table 3 is close to the founding and first event in Figure 4, which means that the
businesses have diverse beginnings — no one kind of event is characteristically the
first significant event.

The lower-right quadrant of Iigure 4 contains positive work ties. Kinds of events
are clustered around the second, third, fourth, and fifth significant events in the
history of the business. We shaded an area surrounding the cluster. Kinds of
events in the cluster are management events (item 11), technology events (item 13,
production improvements and new products), and customer events (item 8, largely
achievements by the sales department). Also near is the entrepreneur’s most valued
employee (item 24), indicating that the valued employee is often cited on Events
2, 3, 4, and 5. Further down in the lower-right quadrant are people valued in this
year’s business activities (item 22), people met daily (item 41), people with whom
the respondent is emotionally close, but not especially close (item 39), and people
in whom the respondent has high trust, but not the highest level (item 35).

The lower-left quadrant contains suspect ties, relations with people of whom the
respondent is wary. Here is the person cited for creating the most difficulty for the
respondent this year (item 23), people in whom the respondent has the lowest level
of trust (item 33), people from whom the respondent feels emotionally ‘distant’
(item 37), people met less than monthly (item 37), and people the respondent has
known for the shortest period of time (item 43).

The upper-left quadrant of Figure 4 contains less-close personal ties. These are
positive relations, but they are less intimate than the guanxi ties to the further right.
Here are people known since childhood (item 26), neighbors (item 31), members of
the Communist Party (item 32), and so on. Here too are events related to supplier
issues (item 7), financial issues (item 9), collaboration with other businesses (item
12), dealing with the government (item 10), and general market issues (item 14).
We shaded the area around the events to highlight the cluster, which combines
events concerning the world outside the business and sets the type of contacts (less
close personal ties) clearly apart from the contacts involved in internal affairs (work
ties) and those crucial at the founding stage (guanx ties).

Family Versus Long-Standing Relationships

Given numerous texts emphasizing the central role of family in Chinese life, and
the family-like qualities ascribed to guanxi ties in particular (see above references on
the meaning of guanxi ties), it is tempting to expect a network process in which
entrepreneurs rely on family to get the business going, then turn to less-close
friends and acquaintances, for help with subsequent events (e.g.,, Guo & Miller,
2010). Consistent with that image, Figure 3 and 4 show that family often helped
in founding the businesses. Thirty-one percent of entrepreneurs in Figure 3 cite a
family member as the most valued contact in founding the business, and family is
most likely to be cited as a valued contact during the first couple years of a business.
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Table 5. The Most Valued Contacts at Founding Are Most Distinguished by Years Known

Predict Founding Contact Means
Test Founding  Other
Coefficient  S.E. Statistic Contacts  Contacts
Rarely-Met Contacts (days between —.015 005  —3.21* 5.651 14.866
meetings, 1-90)
Contacts Known for Many Years (1-60) .393 .023 16.87**  20.270 8.716
Structurally Embedded Contacts (number —.635 239 —2.66™ 3.104 3.043
third parties, 0-6)
Childhood Friend (0-1) —1.562 923 —1.62 .041 .005
Classmate in School (0-1) 430 .694 0.62 164 .020
Co-Member in Business Association (0-1) —.292 .836 —.35 .013 .032
Family Members (0-1) .643 .694 0.93 314 .040
Contact from the Military (0-1) —.408  1.085 —.38 014 .003
Neighbor (0-1) 1.509 .801 1.88 .054 .012
Contact from the Party (0-1) .946 913 1.04 .019 .009
None of the Above (0-1) — 479 710 — .67 444 .886

Notes: This is a logit regression with respondent fixed effects predicting which of a respondent’s contacts is cited for
help in founding the business (N = 4,464 relationships, chi-square = 1609.32, 11 d.f., P << 0.001). Categories of
contact frequency are entered in days (1 for ‘daily’, 7 for ‘weekly’, 30 for ‘monthly’, and 90 for ‘less often’). Number
of third parties (structural embedding) is increased by one and logged to capture the nonlinear association to be
displayed in Figure 5 (but means here are counts of third parties). Contacts could be cited for multiple roles (e.g,
contact could be a ‘neighbor’ and a ‘classmate’). ‘None of the Above’ is 1 if contact is none of the seven kinds of
contacts listed. ** P < 0.01 *** P < 0.001

Family, founding contact, and contact most valued in the first significant event are
together in the upper-right guanx: quadrant of Figure 4.

While it is correct to say that when family is cited as a valued contact, it is cited
early in the history of a business, it is not correct to say that the entrepreneurs
typically turned to family when founding their business. Thirty-one percent of
entrepreneurs citing family as founding contacts means that a large majority, 69%,
of entrepreneurs cite non-family members as their most valued contact in founding
the business. As much as family members are a resource on whom the entrepreneur
can legitimately make a claim, they are also people to whom the entrepreneur has a
social responsibility. Entrepreneurship is by definition a risky venture, all the more
so in China at the turn of the century under a legal system inexperienced with
private enterprise and protecting property rights. Many of the respondents are
cautious not to tie up all family resources in the same venture in order to hedge
their risks in an uncertain environment. The network structure confirms this view.
The majority of entrepreneurs found help outside the family, indeed outside the
usually-suspected sources of social support in China, such as childhood friends,
classmates, neighbors, or connections to other institutions such as the military or
the Communist Party.

In fact, the best predictor of who an entrepreneur cites as most helpful in
founding the business is not a social category or an institution; it is how long the
entrepreneur and contact have known each other. Table 5 contains a logit equation
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predicting which of an entrepreneur’s contacts is cited for help in founding the
business. The equation is estimated with respondent fixed effects, so respondent
differences such as network size and business age are held constant to focus on
the identity of contacts cited for help in founding the business. Founding contacts
tend to be people still met often at the time of the survey (-3.21 test statistic for
days between meetings), and people beyond the interconnected current contacts
(—2.66 test statistic for structural embedding). None of the seven kinds of contacts
distinguished have any association with a contact being helpful at founding
Particularly noteworthy are the irrelevance of characteristics often discussed as
guanxt — childhood friends, classmates, and family (test statistics of —1.62, 0.62,
and 0.93 respectively). The dominant predictor of who gets cited as a founding
contact is duration — the number of years for which the respondent and contact
have known each other (16.87 test statistic).

The image of family is so central to the concept of guanxi relations that it is easy to
focus on the zero-order evidence of family importance in Figures 3 and 4, ignoring
the Table 5 evidence of family and other familiar institutions being irrelevant to
founding when network structure is held constant. In Figure 5, we focus on three
key variables in Table 5 to clearly integrate the two bits of evidence.

There is a strong zero-order tendency to turn to family for help in founding the
business. The solid bars in Figure 5 show the number of people cited as founding
contacts and the white bars show the number cited for other reasons. Across the
solid bars, family is 31.4% of founding contacts (220 divided by 700), as reported in
Table 5, and people beyond the seven roles distinguished in Table 5 are 44.4% of
founding contacts (311 ‘no role’ contacts). The logit regression predicting who gets
cited for help in founding the business shows a strong tendency to turn to family
(5.4 test statistic), and a tendency to avoid no-role contacts (—16.2 test statistic).
No-role contacts are more often cited than family as founding contacts, but the
entrepreneurs so often turn to no-role contacts for other reasons that no-role
contacts have a negative association with founding (no-role solid bars in Figure 5
are dwarfed by no-role white bars).

The association between founding and family is complicated by the fact that
family contacts tend to be people known for many years, and years known is
the stronger predictor of who an entreprencur turns to for help in founding
the business. Within each entrepreneur’s network, we distinguish ‘long-standing
connections’ as people the entrepreneur has known for longer than the average
for his or her cited contacts. Contacts known for fewer years are treated as ‘new
connections’. Most of the family contacts cited for founding are long-standing
connections. Only 26 family contacts are new connections, and most of them are
not cited as founding contacts. Assuming some amount of age homophily in each
network, family contacts who are new connections are likely to be children, nieces,
and nephews, who are not typically cited as most valued in founding the business.
The same pattern is true for people who are one of the other six role categories in
Table 5, and for contacts beyond the seven roles in Table 5 — the people cited as
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Notes: These are the 4,464 cited relationships sorted into three role categories: family or classmate, one or more of the five other roles in Table 5, or none of the seven
roles in Table 5. ‘Long-Standing Connections’ are contacts who the entrepreneur has known for more years than the average for which he or she has known his or
her cited contacts. The two equations are logit regression models predicting who is cited as a founding contact (1/(1 + ¢7f). Coefficients are estimated with respondent

fixed effects. Test statistics are given in parentheses.
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founding contacts tend to be people known for a long time. Corresponding to the
logistic equation in Table 5, the logistic equation in Figure 5 predicting who gets
cited for help in founding the business shows no tendency to turn to family once
years known are held constant (1.2 test statistic), and a strong tendency to turn to
people known for many years (17.7 test statistic). There is still in Figure 5 a ten-
dency to avoid no-role people, but the tendency disappears when we hold constant
the other network predictors in Table 5 (—3.1 test statistic in Figure 5 drops to —0.7
in Table 5). We get the same results when we run the logistic equations in Figure 5
to predict who gets cited as most valued in any of the significant events: family is
often cited when years known are not held constant (6.5 test statistic), but is negligi-
ble when years known are held constant (1.2 test statistic). In short, entrepreneurs
often turned to family for help in founding their business, but more precisely, they
turned to all kinds of people with whom they had long-standing relationships.”]

TRUST AND EVENT CONTACTS

Closed networks facilitate trust by creating a credible reputation cost for bad
behavior, so trust is more likely in relationships embedded in a closed network
(Burt, 2005: Chps. 34, for review), and the trust association with network closure
around the Chinese entrepreneurs is similar to the association reported in research
on manager networks in the West (Burt & Burzynska, 2017: Figure 4). The key
difference in the Chinese networks is that a large proportion of relations have
developed to a level that provides trust independent of surrounding network
structure. Trust between an entrepreneur and certain colleagues does not depend
on the threat of reputation cost, at least not reputation cost measured by mutual
friends before whom bad behavior would be humiliating. Rather, the entrepreneur
and colleague know one another so well that they trust independent of the
surrounding network structure.

Burt and Burzynska (2017) propose that such relations correspond to what is
often discussed in Chinese society as guanxi. Figure 6 displays their analytical frame-
work to distinguish guanx: ties. The trust expected in a relationship (T, the vertical
axis), is predicted by the extent to which the relationship is embedded in a closed
network, measured by the number of third parties connecting the two people in
the relationship (TP, horizontal axis). Such embedding can be measured in various
ways by strength of connection through third parties, but we get the same results
with more sophisticated measures, so we discuss closure simply in terms of the num-
ber of mutual contacts connecting two people within the respondent’s network.

The dashed line in Figure 6 describes the level of trust a respondent has in the
current contacts not cited in association with a significant event in the history of
the business. Here, trust is associated with closure around relations with nonevent
contacts. The contact most valued in founding the business, in contrast, enjoys high
trust independent of the surrounding network, as illustrated with the solid line. The
equation and computed parameters show that relationships with founding contacts
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Figure 6. Guanxi graph for closure-trust association

Notes: Dots are average scores on vertical axis at each level of horizontal. Vertical axis is mean
respondent trust in a contact, measured on a five-point scale (T). Horizontal axis is closure measured
by the number of other people in the respondent’s network connected with the contact evaluated for
trust (count of third parties, TP). G is a dummy variable equal to 1 for a guanxi tie, here operationalized
by a citation as the most valued contact in founding the business. Parameters are computed by OLS
for 2,259 relations, 700 relations with founding contacts, and 1,559 relations with contacts not cited
in association with a significant event in the history of the business.

are a kind of guanx: tie. Trust within relations with founding contacts is higher on
average than is trust within relations with nonevent contacts (y = 2.874). The
strong trust association with closure for nonevent contacts (8 = 1.170) is sharply
decreased, indeed virtually eliminated, for relations with founding contacts (A =
—1.011, making the slope of the bold line 1.170 — 1.011, or 0.159). In short, trust
within relations with founding contacts is high and relatively independent of the
surrounding network structure, making them guanx ties.

The parameters in the Figure 6 equation should be estimated with controls
for context and respondent differences. When we add controls for frequency,
duration, and respondent fixed effects, the estimates are smaller, but still statistically
significant (0.761 for slope B [14.85 t-test], 2.294 for level adjustment y [16.04 t-
test], and —0.727 for slope adjustment A [-7.58 t-test]). When we run the estimation
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with G equal to 1 if a contact is family, we get similar results showing — not
surprisingly — that family is a guanx: tie (1.593 for slope B [29.60 t-test], 2.651 for
level adjustment y [8.32 t-test], and —0.892 for slope adjustment A [-3.80 t-test]).[®!

By the argument illustrated in Figure 6, we conclude that the entrepreneurs
see all of their relations with event contacts as guanxi ties. The general pattern is
illustrated in Figure 7. Trust in relations with founding contacts is the bold line
at the top of the graph. Trust in relations with nonevent contacts is the heavy
dashed line at the bottom of the graph. Between the top and bottom lines, trust
in event contacts is indicated by thin lines distinguished by the order of the event
with which they are associated. The thicket of interwoven thin lines show that trust
in all event contacts is higher than trust within relations with nonevent contacts,
and — similar to the founding contact — is relatively independent of closure in
the surrounding network structure. Regression coefficients in supplement Table
S1 show that trust with all event contacts is higher, and less associated with
closure (see acknowledgment for supplements). Event contacts could be named on
multiple events, and Figure 3 shows higher trust in relations with contacts named
In association with earlier events, so we tried in Table S2 ordering by the first
event on which a contact is named. Founding contact includes all contacts cited
in association with founding, as in Table S1. The dummy variable distinguishing
contacts named on the first significant event, however, excludes contacts already
named in association with founding, and so on. The results in Table S2 show trust
with all event contacts is higher, and less associated with closure.

Figure 8 shows a similar pattern for the kind of event with which a contact
1s associated. Kinds of events are numbered as in Table 3. As in Figure 7, there
is a thicket of interwoven lines for kinds of events in Figure 8. Statistical tests
in supplement Table S3 show that trust in event contacts is usually higher, and
less associated with closure for each kind of event. The more kinds of events
distinguished, the less reliable the distinctions, so, just to be sure about our results
with nine kinds of events, we aggregate to three kinds in Table S4: founding, ‘inside’
events (shaded cluster to the lower-right in Figure 4), and ‘outside’ events (Figure 4
shaded cluster to the left). The test statistics in Table S4 show the same pattern
of trust significantly higher with all event contacts, and significantly less associated
with closure around the relationship. !

We conclude that the trust attributed to guanx: ties is behavioral in that trust
is high and relatively independent of closure for all contacts who have proven
themselves by helping the respondent through a significant event. We find no trust
differences between kinds of events — with one exception: Founding stands above
the other eight kinds of events in Table 3. Trust is least associated with closure, and
reaches its highest average levels in relationships with the contacts who helped
an entrepreneur found his or her business. Again, these findings resonate well
with trust research showing higher levels of trust, once trustor and trustee have
experienced a ‘critical test’ in exchanging and receiving a unilateral favor (Kollock,
1994).[10
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Figure 7. Event contacts are guanxi regardless of citation order

Notes: Dots are average Y scores at each level of X. Ver