Proceedings of the Academy of International Business

November, 2003

CHINESE MINDS IN U.S. BODIES: TEN FACTORS

DRIVING CHANGE IN CHINESE BUSINESS

PRACTICES?
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We examined the contents of semi-structured interviews with executives of 24
diverse organizations to understand the relationships between organizational
culture, national differences and processes and procedures within foreign
organizations operating in the transitioning Chinese environments. A constant
theme within the narratives was the cumulative effect of separate and distinct
phenomena that allow the Chinese persona (with a foundation in the vastness
and complexity of Chinese national culture) operate within a U.S. body (the
structure and systems of Western business organizations). We identify these
factors that are currently driving what appears to be a growing global
homogeneity of business processes and behaviors.

Introduction®

What happens when the irresistible force
of globalization meets the immovable object
of 5,000 years of Chinese history, civilization,
and culture? Western companies entering this
environment rush headlong into a web of
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complex foreign institutional arrangements
and inter-organization relationships
(government laws and regulations, labor,
education, religion), inadequate infrastructure
(communications, transportation, distribution,
financing), and convoluted  ownership
patterns. A neophyte’'s confusion is frequently
greeted with “This is Chind’; mounting
frustration is often answered with “It is
difficult”; and in their fina overwhelmed
state, harried newcomers hear “I am too busy.”
These seem to be the catchall explanations of
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differences and it becomes too easy and
simple to excuse collective behavior and
individual perceptions on the grounds of
national cultural complexities. In spite of the
enormity of inherent cultura differences there
are organizations that have implemented what
appear to be global best practices - consistent
standard operating procedures and uniform
evaluation systems (intuitively impossible
according to those who focus on the
divergence generated by national cultures).

The China Context.

Shenkar and von Glinow [1994] provide
several compelling reasons for using China as
atest case: the shear number of companies and
workers; the vast social, political, economic,
and cultural differences compared to Western
societies; the importance of China's
integration into the global economy. We
wondered if the rapid transition of the Chinese
economy would change the local business
culture. In particular, to what extent is change
atributable to the China's initiative of
accelerated industrial development? Or is the
driving force the new colonial invasion of
globalization? In either event, is management
style contingent on the culture it operates in?
We also wanted to know how successful
Chinese operations are and the explanations
for their respective performance. China has
aways assimilated its attackers. Who will
succumb this time? Certainly there are

numerous immovable objects, such as
institutional ~ arrangements  and  inter-
organization  relationships,  infrastructure,

ownership patterns, and such ingrained values
and attitudes as “guanxi”, “hou men”, and
corruption. Is this long-standing, embedded
matrix ~ of cultural  foundations and
manifestations substantial enough to withstand
theirresistible force of globalization?
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The Resear ch Project

We are curious as to the relationship
between globalization and organizational
learning. To what extent are organizations able
to transfer learning across the myriad of
geopolitical  boundaries  across  which
international firms operate? Are there “global
best practices’ or do the differences between
national cultures form insurmountable barriers
to creation and transfer of knowledge? What
of the durability of indigenous business
cultures against the influences of giant foreign
transnational s?

We examined both foreign-invested
enterprises and Chinese companies scattered
around the greater Shanghai area, a city long
considered as simultaneously being China's
window on the Western world as well as the
port of entry for Western influence. We began
meeting with managers in Shanghai during the
Summer 2000 representing a wide cross-
section of industries and across a range of
sizes. Interviewees consisted of chair of the
board; president and CEO; general manager;
managers for strategy, human resources, and
plant; and other members of the top
management tam of the local venture. We
aso met with general managers of a couple of
industrial parks, a professional trainer, and a
local business reporter. In addition to their in-
depth knowledge about their own organization
and its operations, these key informants are
also able to provide detailed insight into the
changing business environments in which they
operate. We were interested in their personal
opinions as much as their organizations
official positions and data. We recognize the
bias of self-reports and personal opinions, as
well as our own impressions. Nonetheless, we
believe this is the only way to begin a
systematic study of Chinds dynamic
economic transition.
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Sample

There were 8 U.S. organizations (all large
Fortune 500 firms) 5 other- than U.S. foreign-
based (Singapore, Japan, Germany, Turkey,
Anglo-Dutch) and 6 Chinese Organizations
(Investment Consultant, Securities,
Transportation, IT, Venture Capitalist,
Semiconductor) and 5 of what can best be
described as Chinese infrastructure/institutions
(Stock Market, Business Newspaper, Free
Trade Zone, High-Tech Park, Management
Training). Many of our informants requested
anonymity so we decided to disguise all
organizations and their data.

Recruitment Script

Prospective participants were identified
and contacted through former MBA students
at the University at Albany and Fudan
University in Shanghai. They were requested
to participate in an interview regarding their
organization's strategy, operations, and
performance, and were notified that the
information would be used only for scholarly
purposes. To guarantee organizational
confidentiality and personal anonymity, we
used fictitious names for the organizations and
participants. We did not want this study to
divulge trade secrets, strategic information, or
any other information deemed proprietary or
which the participant simply does not want
revealed. Finaly, this study is not intended for
political purposes, and does not seek to
jeopardize the participants in any way. Each
participant was asked if they have
authorization from their organization to
discuss this, and each was asked to sign a
document attesting to this fact.

TheSemi -Structured Interview Protocol

We developed a set of open-ended
guestions and general topics to discuss with
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each manager. Our conversations ventured
from their organization and environment
contexts to  operating policies and
performance. They offered both officia
positions and personal opinions. We wanted to
dicit the richness of the managers
experiences and their interpretations of events.

Traditional quantitative research designs
experiments to test hypotheses. Such a
positivist goproach is not always practical,
however, especially when studying strategic
and public policy issues. High risk
environments of scarce resources make it
difficult to gain access to key managers and
decision makers in these situations and
virtually impossible to manipulate
organization variables. Moreover, turbulent
environments and complex organizations
make most research designs unrealistic. Many
strategies emerge through an evolutionary
process of discovery and adaptation. These
complications make it difficult to assess
causality and generalizability. Asan
alternative, grounded theory emerges from
observations and yield richer explanations of
phenomena. The underlying logic of a
comparative case study method is that each
successive iteration is a quasi- experiment
which confirms, disconfirms, adds to, or
modifies the emerging interpretations
[Eisenhardt 1989: 542]. Successive iterations
enable the data to be reduced to a
parsimonious set summarized as themes that
are sufficient for explaining the phenomena.
We were not interested in testing hypotheses
or quantifying our observations. Instead, our
intended results from this project were: (1)
develop amodel from this grounded research
approach; and (2) develop a survey instrument
which can be later administered to verify the
model. We want to establish abasis for
propositions for future research and theory -
building.

Each interview was conducted by an
author working with a bilingual Chinese
graduate student. For all managers, we used
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repeated semi-structured interviews about
their organization, operations, policies, and
performance. Most were conducted on-site but
several were held esewhere. Most interviews
lasted over two hours, although some took
only one hour and one went as long as four
hours including lunch and a plant tour. Most
were conducted with a single organizational
informant but severa had two managers
present. We aso held several follow-up
meetings, especially when we ran out of time.
While many of the interviews occurred over
lunch or dinner, the on-site interviews offered
opportunities for field impression analysis
about the physica, working, and socid
environments. Immediately following our
interview we discussed our impressions,
recorded our notes, and revised the protocol
by adding new insights and updating our
conceptual model. We repeated this process of
collecting data, collating and storing the data,
temporary coding and recoding, and
interpretation and explanation for every
interview. The interviewing author transcribed
the meeting notes, and then the graduate
assistant would verify the accuracy of the
findings and add his or her own notes. This
went back and forth until both agreed on the
findings, at which point the key informant
received the transcription and was provided an
opportunity to verify and add to the notes. We
aso collected whatever archival information
and additional documents were available and
incorporated these into the transcripts as much
as possible, then content -analyzed the data for
overarching themes as well as details which
were |ater sorted

Agreeing with DeVault [1990], that
interviews are “by their very nature a form of
social interaction grounded in talk” we
approached the data as “productive sites’
where informants would “establish subjective
meanings’ [Holstein and Gubrium, 1995] and
began an anaysis of the content of this
collection of open-ended interview data. An
open coding process [Straus 1987] was
applied to the data to enable a grounded theory
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approach [Glaser and Straus 1987, [Straus &
Corbin 1990] to be utilized in the analysis of
the responses to the interview protocol
questions. The goa was to identify and
analyze any divergent and convergent themes
that became apparent within or between
organizations (or organizationa types) with
regard to processes and operating procedures..
An inductive theory building process was
employed alowing us to construct a
theoretical framework that ould explain the
identified patterns present across the differing
organizations and programs and provide a
conceptual  explanation for the stories
recounted by the informants.

Results

To comply with the methodological
intent of inductive qualitative analysis, content
and patterns were abstracted from the
interview data rather than imposed prior to
data collection [Janesick 1994]. As the
analysis developed, focus was first turned to
western  methodologies, processes, and
behaviors that were reported by informants
within the Chinese operations of transnational
firms. At first we wondered whether these
western methodologies were manifestations of
global best practices whose inherent advantage
alows corporate processes and procedures to
trump nationa culture as mandates from
parent firms are instituted throughout
subsidiaries. These trends of westernization
however aso appeared across the Chinese
organizations of our sample. Our informants
failed to report the organizational
manifestations of cultural divergence that has
characterized the large body of research that
addresses  the  inability of  Western
management practices to be equally effective
across geopolitical and cultural borders [e.g..
Newman & Nollen 1996, Hofstede 1994,
Bigoness & Blakely 1996, Earley & Erez
1997, Neelankavil, Mathur & Zhang 1000]. In
the case of China, authors addressed the
incompatibility of business practices as
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stemming from the differences in Western
market versus Chinese relationship orientation
[Lovett, Simmons & Kal 1999], Western
confrontation versus Chinese accommodation
[Morris et a 1998] Western individualism
versus Chinese Collectivism [Early 1994]
Western short-term versus Chinese long-term
orientation [Li & Karakowsky 2000].
Conclusions that business processes need to
customized to meet unique cultural systems
has been traced to differences in decision
making and communication [Child &
Markoczy 1993], conflict resolution [Doucet
& Jehn 1997, Lin & Germain 1998], power
distance [Harrison, et a 2000]and the
importance  of context in  framing
communications and interactions [Hall 1976].

Our informants reported a convergence of
business practices and activities across
cultures. This homogeneity agrees with a
collection of research that fails to find
manifestations of cultural differences in
business practices and activities in spite of
cultural  differences and the intuitive
assumptions they produce. DeFilippo [1997]
reported how  Chinese  organizations
incorporated management practices that were
in conflict with traditional cultural attributes.
In direct conflict  with common
individualism/collectivism assumptions,
Cheng [1996] found Chinese employees
preferred an unequal distribution of both
financial and socioemotional rewards while
American employees preferred rewards that
did not differentiate among workers. Studies
have failed to find differences in sources of
work-family conflict [Yang, et a 2000], the
effects of influence tactics [Tjosvold & Sun
2001], employee involvement [Pun 2001],
Performance evaluation and Feedback [Bailey,
Chen & Dou 1997] or negotiating style [Tse,
Francis & Walls 1994].

While some argue that the convergence
of business practices is the result of cultural
imperialism, we instead see the situation as
closer to what Ralston, et al [1999] proposed:
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that there exists a new generation of Chinese
managers capable of “crossverging” between
eastern and western norms. The managers are
able to act individudisticaly while
maintaining their Confucian values. While we
agree with the concept of crossverging and do
not see it as a temporary stage in a process of
development but rather feel the concept may
represent a long term construct that addresses
the ability of people to decouple work
behaviors from internal social values.

Throughout the interviews, informants
referenced ten distinct phenomena that have
acted as catalysts, provided frameworks,
enabled or encouraged change or otherwise
alowed Chinese managers to gain experience
in existing within western structures and
processes. The factors function as “cultural
conduits” allowing transmission of behavioral
models and examples of interactions between
roles. These ten phenomena are:

®  FreeTrade Zones

®  Proliferation of International
Cooperative Structures

®  TheWorld Trade Organization

®  |SO and other International
Standards

®  Returning Chinese Students
®  Thelnternet

®  TheChinese Stock Market,
Financial Reporting and
Accounting

®  English asthe Universal Business
Language

®  Western Business Etiquette

®  Training and Consulting
Organizations
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Free Trade Zones. The Chinese
government decided late 1984 to establish
economic and technologica development
zones (ETDZ) in fourteen coastal cities,
including Shanghai. The focus of ETDZs has
been on new and high technology industries.
Some have established scientific and technical
“incubators’, “Scientific and Technological

Pioneering Centres’, and risk funds for
scientific ~ research. Production-oriented
enterprises  with ~ foreign  investment

established in the ETDZs are granted tax
breaks, especially for those with avanced
technology. There are also tax breaks for
foreign investors with no establishments or
operations in China but deriving dividends,
interests, rentals, franchise fees, and other
income from sources in the ETDZs. In
addition, the Centra Government has
preferential loans, credit, and other financial
polices. The zones have become the fastest-
growing areas in China with a large
investments from both home and overseas.
The forty-eight ETDZs now account for about
ten percent of the China's total direct foreign
investment.

Over two-hundred of the world's global
corporate giants have investments and/or
subsidiaries in  the ETDZs, including
Motorola, P&G, Xerox, Johnson & Johnson,
and Coca Cola from the United States;
Mitsubishi, National, Toshiba, Canon, and
Sanyo from Japan; Unilever from the United
Kingdom; Bayer, Herst and SEW from
Germany; ELF Atochem co., Ltd. from
France; ABB and Nestle from Switzerland;
North Telecom Ltd. from Canada; Daewoo,
Samsung, and Hyundai from South Koresg;
Phillips and Akasu from the Netherlands; and
Chia Tai from Thailand. This influx of global
organizations has provided Chinese workers
and managers valuable exposure to western
business practices.

Proliferation of International
Structures. Traditionally, the large State
Owned Enterprise (SOE) dominated activity
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in the Chinese economy. Moving towards a
market economy has required a move away
from central state control and generated a
plethora of cooperative structural types (along
with their corresponding eyechart quality
acronyms) Joint Ventures (JV), Foreign
Invested Enterprises (FIE), Wholly-Owned
Foreign Enterprises (WOFE) and Mergers and
Acquisitions (M&A), have all provided arenas
where business activities are enacted within
western systems and structures. Government
statistics show that while joint venture
companies represent only 12% of the total

number of companies in 1996, they
contributed more than one-third of the overall
industrial output in Shanghai

The World Trade Organization. China
officialy became a member of the World
Trade Organization (WTO) on December 11,
2001. After a nearly 15-year negotiation
process, the Chinese government agreed to
revise existing legislation and regulations to
fully comply with the WTO agreement (WTO
2001]. The relationships between trading
nations is a the center of the WTO's
multilateral trading system and will require the
non-discrimination between Chinese and non-
Chinese enterprises with respect to trade,
tariffs and pricing (WTO 2001]. Transactions
within this system are aradical departure from
the age-old Chinese system’s importance on
know-who rather than know-how: connections
(“guanxi™), contacts (“lianxi”), and using the
back door (“hou men”).

ISO 9000 and other Standards. The
political agreements reached within the
framework of WTO require products, services
be produced as defined by technica
requirements. While many are aware of the
quality management requirements of SO
9000, it may well be the environmental
management focus of SO 14000 that has the
broader impact on organizational behavior.
China is an active partner in the developing
global requirements concerning the effects of
products, processes, activities and
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organizational activities on the natura

environment.

While 1SO requirements generally affect
business-to-business and business-to-society
activities, other sources of standardization,
such as Underwriter’s Laboratories (UL) and
Institute of Electrical and Electronics
Engineers (IEEE) certifications carry other
requirements for detailed operational activities
and product characteristics for component and
end-product manufacturer's of consumer
goods.

Returning Chinese Students. The
Cultural Revolution was a period of
intellectual self-destruction within China. By
the time the dust settled (coincidental to
Nixon's reproachment in 1979) the education
system had re-stabilized and opportunities for
travel appeared as China opened allowing
student s to study and work overseas. These
pioneers, exposed to foreign cultures, returned
and eventually assumed the highest positions
in business, government, and education while
maintaining their global network. Some
ambitious Chinese chased money,
responsibility, and power received Western
MBAs but wound up trapped beneath glass
cellings at foreign companies. As experience
with international educational opportunities
expanded, China's economic system evolved
to the point where many entrepreneurial
Chinese began repatriating back to mainland
China with their western management
training. With Management continuing to be
the most popular major, the number of
Chinese students in the US continues to grow
beyond the 63,000 that were studying in the
US in 2001 [Institute of International
Education 2002].

The Internet. According to the China
Internet Network Information Center (CINIC)
internet usage in the People's Republic has
grown from 2.1 million in 1999 to 59.1
million in 2003 (see Table 1).

101

While the growth in the number of users is
impressive, the potential for continued growth
isalmost staggering (sixty million usersisless
than 5 percent of China's population). As
Chinese organizations move from “bricks’ to
“clicks’ the transitions are guided by the
western conventions delineating content and
architecture.

Asof January ...... Internet Users

in China:
(millions)

1999 21

2000 8.9.

2001 225

2002 337

2003 59.1

Table 1. Internet Usage in China

The Chinese Stock Market, Financial
Reporting and Accounting. The equity
market in China has rapidly expanded since
the opening of the securities markets in
Shanghai and Shenuzhen in the early 1990s. In
addition to providing the mechanics for equity
financing, the Chinese stock Market has also
enabled more people to share the wedlth of
China's growing economy. The equity
structure has aso lead to firms providing
shares and options as incentives to employees.
However, of perhaps even greater importance
has been the adoption of western financia
reporting and accounting standards.

Imported from the old Soviet Union,
accounting systems in  China prior to
economic reforms were primarily designed to
generate the information required for
macroeconomic planning. The systems were
primarily fund-based and characterized by
rigidity and uniformity [Xiang 1998]. Equity
investors however, demand a financia
reporting that provides greater transparency
into organizations [Leung 1999].
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At the same time that its equity markets
were opened China's first accounting standard
that subjected different ownership structuresin
China to a single accounting framework: “The
Accounting Standards  for Business
Enterprises’ (ASBE), was issued by the
Ministry of Finance. The action marked the
beginning of a move by the Ministry to bring
conformity between Chinds accounting
standards and the International Accounting
Standards Board (IASB). The activities
within the financial faction continue at
become even more western as The Ministry of
Finance continues to pursue a harmonization
of accounting standards [Y uanyuan 2003].

English as the Universal Business
Language. Although Mandarin is thought by
many to be the world language with the
greatest number of speskers, English remains
the de facto universal language of business
and international communication. China was
quick to recognize the importance of English
language study and by 1997 there were 450
million Chinese studying English. The
dominance of western language in commerce
influences internal and external reporting.

Western Business Etiquette The arrival
time at meetings, decision-making processes,
appropriate business dress, suitable business
salutations and greetings, proper relationships
between superiors and subordinates, accepted
usage of power and influence are all moving
towards western norms. The “Nine-to-five”
(the traditional operating hours of American
businesses are open from 9:00 am. until 5:00
p.m.- giving this expression the meaning of
work day or on the job) mindset is re-defining
how Chinese relate to their organizations.
Dedication to their jobs and organizations is a
traditional characteristic to the Chinese.
However, in the past this dedication and
loyalty was founded in a deep integrated
system of self, family, firm and state. Today,
however, there is growing separation between
work life and the persond life alowing the
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Chinese mind to step into a western body for
the enactment of work activities.

Training and Consulting
Organizations Business publications from
both East and West [Fortune 2001; Asia Week
2001] have reported the aggressive
implementation of the information gained
from western business consultant s by Chinese
organizations that seem to be far ahead in the
transitioning economy.

Future Resear ch Issues

Our research has been limited to the
Shanghai area and would need to be expanded
to other regions to determine if the ten factors
identified by our informants are having the
same effect on other area of China. On alarger
scale, are these factors (or an equivalent set) at
work in other large emerging markets? Larger
issues center on questions concerning the
extent that business activities are deteched
from national culture. Are Chinese nationals
actually embracing western cultural values or
are their nine-to-five actions merely scripted
organizational dramaturgy decoupled from the
underlying cultural values of the actor?
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