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Dissecting Guanxi: It’s Impact on Knowledge Sharing
and the Innovation Capability in Chinese Firms
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Abstract—Based on the theory of social capital the present
study aimed to assess the impact of certain knowledge sharing
dynamics at the team level on the innovation capability of
Chinese firms. The dimensions considered were: Type of
knowledge shared and received, quantity and quality. Also, this
paper was set to discover the effect of specific knowledge
sharing dynamics on the perceptions of trustworthiness
towards outsiders to Guanxi networks, as well as on certain
management practices aimed it improve the organizational
environment.
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l. INTRODUCTION

Identify an excel in those organizational practices that
lead to sustained and superior innovation capabilities
becomes a critical issue for countries trying to achieve the
status of “innovation power house” such as China. One of
the most visible signs of China’s commitment to upgrade its
innovation capabilities is the Medium and Long-term
National Plan for Science and Technology Development
(2006-20) [1], which included a policy aimed to spur
indigenous innovations as a key component for economic
development, in the same way, China’s 13th Five-Year Plan
(2016-2020) [2], which encloses the countries’ gold’s and
priorities for that period, has given a paramount role to
indigenous innovation. The importance of sound knowledge
sharing practices to spur innovation at the organizational
level has been the focus of previous research, for instance
[3], that paper addressed whether the knowledge sharing
process of firms was determined by a set of specific
individual, organizational and technological factors, and the
overall effects of this dynamics in the innovation capability
of firms. In line with the efforts for identifying and
managing all the factors that influence the innovation
capability of Chinese organizations, the present work aims
to analyze the extent to which knowledge sharing dynamics
based on Guanxi, affect the innovation capability of Chinese
firms.

Guanxi derives from the Confucianism, which has been
the cornerstone of the Chinese social system for over 2.500
years. [4] presented a summary of definitions ascribed to
Guanxi, among those are: “Friendship with implications of a
continual exchange of favors” [5]. “The concept of drawing
on connections in order to secure favors in personal relatives”
[6], [7] defined Guanxi as “the social interaction within a
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networked group where repeated favor exchanges ensure a
measure of trust among the participants of this network”. [8]
portrayed Guanxi as a network of personally defined
reciprocal bonds. The pervasive role of Guanxi in the
Chinese society has been the focused of previous studies
such as [9], in that paper the authors emphasized how
Chinese people tent to classify individuals according the
proximity of those to them, the authors also elaborated on
the philosophical bases of those behaviors, identifying
Confucianism as the core one. Also, [10] presented the three
categories of personal interaction in the Chinese society:
Chia-jen (family members), shou-jen (composed by distant
relatives, classmates, people from the same village and
colleagues) and lastly sheng-jen  (strangers and
acquaintances). The author stated that the social and
psychological meaning of the individuals in each of those
categories involve different treatment and rules. The
classification of individuals based on their closeness to a
subject might not seem as an exceptional feature present
only in the Chinese society given that other countries have
their own indigenous socials norms that basically help
individuals in different aspects of their lives: Such is the
case of the Wa in Japan. The comparison between the
Chinese Guanxi and the Japanese Wa is particularly
interesting because both countries share their roots from
Confucianism, therefore we might not anticipate to find
fundamental variations between those two social norms.
Notwithstanding, [11] explained that in Wa, the idea of
harmony throughout the whole group is paramount, this
social norm aims to cultivate a collectivistic society where
the interest of the organization or community as a whole are
more important than those of individuals. While according
to previous literature for instance [12] and [13] Guanxi is in
essence a dyadic relationship, a social norm useful solely for
the parties involved in the relationship, not the community
or group as a unit.

Besides the philosophical comparisons about those two
figures that we can find in literature, there had been
empirical studies that have shown the extent to which
Guanxi shapes the behavior of Chinese people in situations
where individuals from different ethnicity or nationality
behaves in a rather opposite way. [14] conducted an
experiment which proved that family constitutes the most
important aspect of self-identity for a Chinese person.
Results indicated that the American participants had a
stronger independent view of self, this is the physical self.
While Chinese participants displayed an interdependent
view of self, which include themselves as well as their close
relatives. This findings confirm how intrinsic the Confucian
ideals about humans as interdependent beings are for
Chinese people, and why Guanxi is a major force ever-
present in the Chinese society.
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Literature on organizational behavior includes references
regarding the impact of Guanxi at the organizational level,
specifically on knowledge sharing practices, such as [15], in
that work the author addressed how relational risk affects
the inclination to share knowledge with certain individuals
and to what extent this association is affected by both the
tangible relational value (relational benefits) and intangible
relational value (Guanxi). [16] explored the role of Guanxi
as a mediator between knowledge sharing and innovative
service behavior at the intrateam level. Thus, building on
previous studies which argued philosophically and
empirically that the precept of Guanxi shapes the behavior
of Chinese individuals, we propose a theoretical model that
evaluates the impact of certain knowledge sharing dynamics
on the innovation capability of Chinese firms. The
dimensions of knowledge observe are: Type of knowledge
shared and received, quantity and quality.

There are two opposite currents of though regarding the
nature of Guanxi. One portraits it as a negative force that
foster discrimination between insiders and outsiders to an
individual’s Guanxi network, that the values it encloses
might even harm knowledge sharing practices among
colleagues, and that the perceptions of trustworthiness
towards outsiders are likely to be different as compare to
insiders [17], [18]. In the other hand, previous studies have
showed that the usage of Guanxi in organizations might
bring positive outcomes such as facilitating the innovative
service behavior among employees [16], generating superior
economical and operational performance [19] and
improving inter-organizational relationships [15]. Therefore,
the present study is set to address also the impact of the
knowledge sharing dynamics mentioned previously on the
perceptions of trustworthiness towards colleagues outside
Guanxi networks and the effect of those forces in the
innovation capability of firms. The reason to extent the
focus of the present study to evaluate the perceptions of
trustworthiness towards outsiders radicates in the fact that
“trust” has been identified as a dimensions of Guanxi, and
implicit element of it. [13], moreover, it is also regarded as a
key element that enables and foster the innovation capacity
in organizations [20], [21]. Hence, by addressing this
relevant matter, we could contribute to refine our
understanding about the nature Guanxi by presenting
empirical findings that not only contribute to the field of
organizational behavior, but also might have a practical
value for managers. To the best of our knowledge, this
particular approach hasn’t been taken in previous research.

Finally, the present paper also is aimed to assess the
impact of the knowledge sharing dynamics exposed earlier
on the effectiveness of a series of management practices
intended to improve the organizational environment and
performance of staff members, as well as the impact of those
forces in the innovation capability of Chinese firms. Based
on [22], whom argued that the correct treatment of social
dilemmas shapes organizational performance, the set of
managerial practices considered for this study included
structural and motivational solutions to social dilemmas [23]
and [17], [24], in the same way, we evaluate the impact of
the knowledge sharing dynamics previously mentioned on
the effectiveness of technical forums or communities of
practice set by organizations as a platform to enable and
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enhance the expertise of their teams in technical areas of
interest. [25] explained that communities of practice are
ideal tools for building teams, especially those focused on
new product development.[26] pointed that, in order for
CoPs to be successful, the participation of the majority of its
members when not all of them is required. Therefore,
acknowledging the distinction between insiders and
outsiders implicit in Guanxi networks, it would be
interesting to assess how open are individuals in Chinese
organizations to participate and share their expertise in
technical forums, were colleagues that are not regarded as
insiders to their Guanxi networks, also participate.

Notwithstanding the managerial practices included in the
present study were developed and tested in U.S., previous
literature argued that those are the more sound managerial
tools to enhance organizational environment as well as to
mitigate the negative effects of social dilemmas and Guanxi
[17]. Moreover, in that article, the authors explained that
most of Chinese managers are more driven to adopt Western
organizational practices than management frameworks from
other devolved countries such as Japan and Korea. In the
light of this, those managerial practices were chosen for the
present study.

A. The Theory of Social Capital and Guanxi

Ref. [27], produced the first comprehensive study on
social capital, he defined it as “the aggregate of the actual or
potential resources which are linked to possession of a
durable network of more or less institutionalized
relationships of mutual acquaintance or recognition”, here
the author explained the benefits that social capital can bring
to individuals whom integrate themselves to specific social
networks. [28] presented his definition of social capital “a
variety of entities with two elements in common: They all
consist of some aspect of social structures, and they
facilitate certain action of actors—whether persons or
corporate actors—within the structure”, in that study the
author also recognized some of the key mechanisms to
foster social capital, such as: privilege access to information
between parties and reciprocity. [29] introduced a rather
clearer conceptualization of social capital since he specified
the potential individuals involved in social capital “friends
and colleagues...” and the tangible benefits that accrue from
this close relationships “...financial and human capital...”
the complete concept he presented was: “friends, colleagues,
and more general contacts through whom you receive
opportunities to use your financial and human capital”. [30]
summarized and explained some negative consequences of
social capital, among which is segregation of outsiders.
Portes stated “the same strong ties that bring benefits to
members of a group commonly enable it to bar others from
access”. And he elaborated further on this point by referring
to [31], whom describes cases such as the control of certain
white ethnics—descendants: Italian, Irish and Polish over
the construction trades and some unions in the city of New
York, and the strong influence of Cubans over various
sectors of the Miami economy. Also in this line of research
[32] separated private from public social capital, with the
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former been an intangible asset owned exclusively by
certain individuals [33], and the latter own by an entire
group [28].

Acknowledging the above mentioned, it becomes easier
to analyze and better understand the complexities embedded
in Guanxi. This ancient Chinese concept presents close
similarities with the relatively new theory of social capital,
both regarding the benefits that can bring to individuals
whom cultivate them, for instance access to privilege
information [34], as well as the negative consequences or
externalities it can cause, such as segregation of outsiders
[17]. Therefore, this paper takes the theory of social capital
as a lent to study and draw hypothesis about the impact of
Guanxi in knowledge sharing behaviors among colleagues
and the innovation capability of Chinese firms.

Based on the literature review conducted for the present
study as well as the approach taken for it, the following
hypothesis are presented:

Hypothesis 1la: Knowledge shared in Guanxi networks is
positively related to the perceptions of trust towards
outsiders.

Hypothesis 1b: Knowledge shared in Guanxi networks is
positively related to the management practices.

Hypothesis 2a: Knowledge received in Guanxi networks
is positively related to the perceptions of trust towards
outsiders.

Hypothesis 2b: Knowledge received in Guanxi networks
is positively related to the management practices.

Hypothesis 3a: Knowledge quality in Guanxi networks is
positively related to the perceptions of trust towards
outsiders.

Hypothesis 3b: Knowledge quality in Guanxi networks is
positively related to the management practices.

Hypothesis 4a: Knowledge quantity in Guanxi networks
is positively related to the perceptions of trust towards
outsiders.

Hypothesis 4b: Knowledge quantity in Guanxi networks
is positively related to the management practices.

Hypothesis 5: Trust towards outsiders is positively related
to innovation capability

Hypothesis 6: Management practices is positively related
to innovation capability.

HYPOTHESIS

IV. METHODOLOGY

The sample for this research derived from questionnaires
sent by email to 14 different Chinese firms highly engaged
in innovation and technology, which distributed those
among the employees assigned to their R&D departments
respectively, in total 406 employees responded the
questionnaires. After dismissing 37 questionnaires because
of incomplete responses we got a total of 369 usable
questionnaires. In order to determine the representativeness
of the sample collected a multivariate analysis of variance
was conducted, finding no significant differences between
respondent and non-respondents. The items used to
operationalize the constructs to be examined in this study,
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were adapted from previous literature concerning Guanxi
relationships or networks, knowledge sharing practices and
innovation capability. For each of those constructs a seven
point Likert scale was implanted (ranging from 1= strongly
disagree to 7= strongly agree). The questionnaires were
directed to colleagues with the same level within the
organization, since it can be assumed that the implicit
factors between subordinates and managers, such as power
distance would cause different behavioral dynamics as
compare to those between staff members whom perceived to
each other as equals [35]. For the constructs focused on the
impact of Guanxi in the type of knowledge shared and
received, five items were considered, four of those aimed to
size the sharing of tacit knowledge and one explicit
knowledge, those were adapted from: [36]. For the
constructs on quantity of knowledge shared, five items
adapted from [37] were applied. The items for the construct
on quality of knowledge shared where addressed based on
the work of [38]. The construct regarding the perception of
trustworthiness towards those individuals outside the
Guanxi networks were addressed using four items, adapted
from on [39]. The five constructs that focused on exploring
the role of certain management practices were based on [17].
Finally, to measure the innovation capability of firms this
study will include a construct of five items adapted from [3].
The reliability analysis was conducted employing the
software IBM SPSS statistics 23, this was used to verify
consistency of the items. For testing the structural model
here proposed and its hypotheses we used the linear partial
square method on SmartPls 3.0.
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Type of Knowledge ™\
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Guanxi Networks

Fig. 1. Diagram of the theoretical framework proposed in this study.

V. RESULTS

Building on [40] we proceed to conduct a confirmatory
factor analysis to assess the measurement model and
evaluate the structural relationships among the variables. In
order to validate the research model, we proceed to verify
content validity, convergent validity and discriminant
validity. Content validity could be full filled if the
measurement items were consonant with the related
literature. By analyzing composite reliability and average
variance extracted (AVE) from the measures we could
address convergent validity, this according to [40], as
depicted in Table I, composite reliability ranges from 0.925
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to 0.965 which is superior to the minimum value of 0.7 [41].
The average variance extracted (AVE) varieties from 0.711
to 0.847, this is also above the minimum of 0.50
recommended by [42]. Lastly, also following [42], we
verified discriminant validity by examining the square root
of the average variance extracted. The results obtained and
shown in Table Il confirm the discriminant validity: the
square root of the average variance extracted for each
individual construct was greater than the correlations with
all other constructs.

TABLE |: RESULTS OF THE CONFIRMATORY FACTOR ANALYSIS

Cronbach's Composite (AVE)
Alpha Reliability
Innovation 0.898 0.925 0.711
Capability (IC)
Knowledge Quality 0.940 0.954 0.807
(KQL)
Knowledge 0.955 0.965 0.847
Quantity(KQT)
Knowledge 0.910 0.933 0.735
Received (KR)
Knowledge Shared 0.916 0.937 0.749
(KS)
Management 0.909 0.936 0.738
Practices(MP)
Trust (TRU) 0.924 0.946 0.815
TABLE Il: CORRELATION BETWEEN CONSTRUCTS
1C KQL KQT KR KS MP TRU
IC 0.843
KQL 0.298 0.898
KQT 0.480 0.321 0.920
KR 0.178 0.438 0.352 0.857
KS 0.281 0.572 | 0.465 0.475 0.866
MP 0.374 0.315 0.405 0.301 0.367 0.859
TRU 0.348 0.350 | 0.262 0.442 0.380 0.205 0.903

After assessing the measurement model, we proceed to
test the hypothesis proposed using SmartPls 3.0. The R2
value of 0.34 indicates that the theoretical model explained
an important amount of the variance in innovation capability,
which is above the 0.10 threshold indicated by [43].
Knowledge shared in Guanxi networks showed a significant
positive effect on trust towards outsiders (5= 0.146, P <
0.05), and also on management practices (= 0.132 P < 0.05)
therefore both Hla and H1lb are supported, Knowledge
received in Guanxi networks presented a significantly
positive relationship with trust towards outsiders (5= 0.304
P < 0.05) hence, H2a is supported, Knowledge quality has a
positive significant effect management practices (§ = 0.111,
P < 0.05) thus H3b is supported, knowledge quantity in
Guanxi networks showed a strong positive relationship with
management practices (= 0.275 P < 0.5) therefore H4b are
supported, we also observed a positive significant effect
from trust and management practices on innovation
capability accounting for (8 = 0.256 P < 0.05) and (8 =
0.199, P < 0.05) respectively, hence, both hypothesis 5 and
6 is supported. There were not significant relationships
verified regarding hypothesis H2b, H3a and H4a, therefore
those are not supported. We also verified the role of trust
and management practices as mediators in our model, this
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based on [44], the effects were the following: For
knowledge received data shows full mediation from -0.049 t
(0.916) to -0.152 t (2.559), while knowledge quality showed
partial mediation from 0.180 t (2.993) to 0.129 t (2.276),
finally, Knowledge quantity also presented partial mediation
from 0.442 t (7.061) to 0.375 t (5.676), all those at a 0.05
significance level. While knowledge shared didn’t show a
significant correlation with innovation capability.

VI.

The present study was set to discover the impact of
specific dynamics of knowledge sharing on the innovation
capability of Chinese firms, the dimensions of knowledge
addressed were: Type of knowledge shared and received,
quantity and quality.

Also, this research aimed to assess the impact of those
knowledge sharing dynamics on the perceptions of
trustworthiness towards outsiders to Guanxi networks as
well as on certain management practices and the overall
effect of those dynamics in the innovation capability of
Chinese firms. The results obtained shade light on various
issues: First and most important it presents empirical
evidence on the positive impact of Guanxi networks in
organizations, this by improving the innovation capability of
Chinese firms. Second, it shows the impact of certain
knowledge sharing dynamics on the perceptions of
trustworthiness towards outsiders, our results are more
aligned with [45] than with earlier studies that emphasized
the discriminatory treatment toward outsiders [32], [28].
This particular finding is novel and interesting because
shows that the categorization and different treatment of
individuals based on the Confucian ideas are somehow
flexible or relaxed in the organizational context, this might
be due to the evolution of Guanxi itself, as proposed by [46]
and [47]. We also consider that further studies could be
directed to discover institutional and personal traits that
cause this phenomena. Third: The present study also
contributed to discover the extent to which sociocultural
figures such as Guanxi networks affects the effectiveness of
certain management practices directed to improve the
organizational environment, finding that three out of the
four knowledge sharing dynamics considered had positive
effects on those managerial frameworks. [48] argued that in
the organizational context, collectivistic and individualistic
cultures might show different dynamics in various aspects,
therefore, the managerial frameworks to be employed must
take into account the socio-cultural context that involves the
organization in order to achieve the intended results. Forth:
The results obtained also demonstrated a significantly
positive effect over the innovation capability of Chinese
firms from both, the perceptions of trustworthiness towards
outsiders and management practices, which is aligned with
previous research as pointed by [17] and [13]. Finally, this
paper also contributes to the area of organizational behavior,
by empirically demonstrating the that separate measurement
between the two dimensions of knowledge sharing, which
are knowledge shared and received can generate different or
opposite results, to the best of our knowledge this particular
approach has been quite scarce in related literature.

DIscuUsSION
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VII. CONCLUSION

The results obtained in the present study provide
empirical bases to study Guanxi in a more a cautious way,
acknowledging it might bring benefits for organizations.
Based on the empirical analysis conducted it can be argued
that the complexities implicit in Guanxi relationships are not
necessarily negative, on the contrary, the principles implicit
in Guanxi such as reciprocity might bring benefits for
Chinese organizations by improving the perceptions of trust
among co-workers and the efficacy of management practices
directed to improve the organizational environment, along
with the innovation capability of firms. This is consistent
with our hypothesis, which were based in the theory of
social capital, and more specifically, on the positive
outcomes it might bring to those individuals that pertain to a
social network [34]. Also, this work empirically shows that
separate measurement of the two dimensions of knowledge
sharing, this is: shared and received might present diverse
results, this particular approach hasn’t been explored deeply
in previous literature. Therefore, the ideas of authors that
envisioned the evolution of Guanxi [47] might be correct.
Even though the socio-political environment that make
Guanxi relationships pervasive in China might not apply
anymore due to countries’ modernization [49], Guanxi is
still a major force that also permeates organizations,
affecting critical aspects for those, such a knowledge sharing
practices and innovation capability. An interesting direction
for future research might be, to focus on discover the
organizational and personal traits that somewhat separate
current Guanxi practices in organizations, which seem to be
more inclusive, from the core Confucian precepts were
different treatment between insiders and outsiders is
anticipated.
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