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Abstract.  Since 1979, the People’s Republic of China (PRC) has continued to progress economically both domestically and internationally, creating a vast new market for foreign business entities wishing to enter the PRC.  Although this success is evident, foreign organizations face significant hurdles based on cultural habits of the Chinese that challenge western concepts and strategies for business development.  Investigation and evaluation of 12 academic peer-reviewed sources considered the subject of what role ethics play in foreign managers developing business in the (PRC).  In this study, examination by cross-cultural, Guanxi and socialist groupings helps identify some current views of the impact of ethics as they relate to business managers impediments in developing business in the PRC.  The results of this review suggest the assessment that most literature to date is western scholarship based and that significant additional dual directional academic based research is necessary in order to develop strategies for dealing with ethical issues when opening and expanding the China market. 

1   Introduction
The goal of this paper is to evaluate selected peer-reviewed sources that reflect upon Chinese business manager’s ethical behavior when dealing with foreign managers.  As China develops economically, since Mao’s death (1976) a transition has taken place, from Marx’s communist economic system of production based on need, to a market driven form of socialism.  The State has allowed and encouraged Confucian teachings to reappear.  “The main principle of Confucianism is ren ("humaneness" or "benevolence"), signifying excellent character in accord with li (ritual norms)” (ReligionFacts.  n.d.).  


 Expanded relationships in business between differing cultures, adds strain to the loyalties and requirements of the Chinese individual and organization.  This conversion multiplies and increases the import of foreign interaction in domestic and international business during this economic reform movement.  The question of how Chinese and foreign managers deal with the changes in economic systems is complex and rather unique based on China’s very long history of cultural and economic isolation, with slight exception throughout history, controlled and managed by dynastic rule.  China’s borders although somewhat unlocked at times to trade and commerce, have only moderately opened since Mao’s death and Deng’s takeover.  China was the world’s largest economy for over 300 years through the early nineteenth century profusely concentrated on domestic growth.  As China has flourished to become the second largest economy, a significant portion of the growth is global.  (Barboza, 2010)

As China abridges the state controlled and/or owned enterprises and transitions to a private control market based funding mechanism, revolutions to horizontal, vertical, individual, and organizational relationships in business including structure, and management techniques will optimistically result in better-quality crucial interactions. 

The problem endures, as China continues to benefit from this extensive economic progression, the need for research and concept elaboration concerning ethics in business is expanding; however most source articles materialize based on scholarly surveys, interviews, case studies, national cultural indexing, and historic literature.  The resultant summaries present a shortfall in academic research by not utilizing credible actualities of China business strategies and concepts in use now and supportive statistical data. 

A mixed method approach reflects quantitative theoretical research included in the reviews, counting cultural indexing, surveys and questionnaire and qualitative research demonstrated popular category concepts.  Ethics have practical and social consequence in business and current evaluations neglect specific strategic development hypotheses to improve the success rate of foreign enterprises in the PRC. 

2   Literature Review 
The conceptual framework for this source review incorporates analysis within three business categories, social market economics, cross-cultural habits, and Guanxi relationships.  A review of historical perspective and appraisals combined provide a focus on behavior, tradition, and economic factors.  

Social Market – Defined as a “an economic system in which industry and commerce are run by private enterprise within limits set by the government to ensure equality of opportunity and social and environmental responsibility”  (Collins English Dictionary.com, n.d.).  
The capitalist market creates wealth, utilizing surplus in opposition to strict socialist theory of production based on need.  This points to the need to evaluate the field of “business ethics”, as it relates to the allocation and use of capital, as it attaches to production and use of resources in China’s socialist economy.  “Capital, as defined by Marx, is not a sum of values or money, but a specific mode of production – the capitalistic mode of production.  This mode is not the same as the market system” (Lu, 2010, p. 96).  

The capital component of profit is an extension beyond what socialist market theory encompasses.  The result of motivational tools, in particular, share options based on responsibility for adding value, create added opportunity for corruption, embezzlement and other violations of ethical behavior.  China’s socialistic market historically does not match up well with the corporate ethics and social responsibility models demonstrated by western corporations participating in business for the benefit investors, employees, customers and all other stakeholders in the organization. 

Therefore, we are facing problems coming from two aspects in making use of capital to produce, which is also a challenge to the socialist market economy from two ways: the ﬁrst is how to restrict and supervise capital’s inborn nature of putting proﬁt ﬁrst, the second is how to resolve the problem of making sure that the management of public corporations is loyal to corporate interests and exercise their managerial authority within the boundary that keeps safe the interests of investors, employees, and society. (Lu, 2010, p.108)


Prior to the change in China’s economic system (from a planned economy to a market driven economy) instigated by Deng Xiaoping in 1978, Karl Marx viewed capitalism as leading to overproduction, greed, and unethical behavior.  In the view of William H. Shaw (2009) “Marxism and business ethics - are not that far apart” (p. 565).  As Milton Friedman considered the only role of business is to create a profit, it is understandable that as China expands in a market driven economy, the subject of ethics can get confusing and create impediments to the mutual success of foreign managers in their relationship with both Chinese business managers and consumers. 


“Cultural differences in ethical decision-making are most often discussed within the frame of Hofstede’s (1991-2001) typology, which includes (1) individualism/collectivism, (2) uncertainty avoidance, (3) power distance, (4) masculinity/femininity, (5) Confucian dynamism” (Shafer, 2007, p. 265).  The issue of long-term and short-term outlooks as values represents differences between western and Chinese cultures, explained by what is termed Confucian dynamism, as per (Hofstede & Bond, 1988) includes persistence, reliability, thrift, respect for tradition and protecting face. 


The change from a planned communist controlled market economy to a market driven economy incorporates changes in all areas of business, from social, political, and economic to individual personality characteristics that influence ethical differences and beliefs.  As evaluated by Hulpke, J., and Lau, C. (2008) “Steps can be taken to improve Chinese business ethics at the societal level, at the individual level, and, importantly for this paper, at the organizational level (p. 58).

The market changes include increased variances between poverty and wealth, corruption and various other social benefits.  As both Chinese and foreign managers progress through the demands of ethics and social responsibility, the role of government will change, from management to oversight, comprising legal and regulatory responsibility in addition to adherence and improvement by the state in light of acceptance into the World Trade Organization.  Ethical and socially responsible market driven economics will include both compulsory and alacritous strategic progress.

Cross-cultural business relationships create an imbalance as “Societies create their own cultures and organizational systems compatible with that culture,” offered by Ralston et al. 1993a, b, (as cited in Chinta, 2007).  Cultural characteristics include; values, beliefs, respect, morality, tradition, ideology, religion, art, history just to name a few.  The sum of cultural habits in China defined by Confucianism reflects a long-term outlook and collectivism. 

Elucidated in Dong (2010) “Future cross-culture management practices in China should follow several basic principles: be applicable, that is, build unique organizational culture that is embedded in the host country; be practical, since there is no well-developed multinational culture in China” (p. 223).  Foreign managers need to understand, appreciate, and accommodate cultural qualities of the Chinese in order to treat ethics and social behavior in a positive and successful manner.  

Pan, Y., Song, X., Goldschmidt, A., & French, W. (2010) report “resolving an ethical dilemma, the American subjects apply egalitarianism as their most frequent expressed value, reflecting their horizontal perspective.  The Chinese subjects, in contrast, rely strongly on a traditional vertical value system to resolve the ethical dilemma” (p. 283). 

“Li' (profits) is found to have received more attention than 'Yi' (ethics) in the contemporary development of business ethics in China.  At this stage, we cannot conclude that 'Yi' or ethics is a means or an end to conducting business in China.  Possibly it is both a means and an end!”  (Szeto, 2010, p.173) 

Additionally, ethical behavioral and modus operandi by Chinese business managers are a result of culture habits based in history manifested through such works as Sun Tzu’s, the Art of War, Miyamoto Musashi’s, The Book of Five Rings, The Three Kingdoms and The Thirty-Six Stratagems.  The following draw from these workings:

The 12 Principles guiding the East Asian approach to business:

1.  The importance of strategy
2.  Transforming an adversary’s strength into weakness
3.  Engaging in deception to gain a strategic advantage
4.  Understanding contradictions
5.  Compromise
6.  Striving for total victory
7.  Taking advantage of misfortunes of an adversary/competitor
8.  Flexibility
9.  Gathering Intelligence and information
10. Grasping the interdependent relationship among matters/situations
11. Patience
12. Avoiding strong emotions
(Warner & Joynt, 2002, Chapter 11)


Economists will argue the merits of adaptation and standardization in global marketing and product/services strategies, however, on open mind is mandatory for global partnerships as it relates to diversity in culture and ethics.  “Globalization that inter-cultures to inter-deepen requires Chinese thinking to be Chinese, not Western, and thereby lets Western philosophy be Western, not Chinese.  Chinese thinking must be Chinese, as any cultural thinking has been that culture for millennia, Chinese or Western” (Kuang-ming, p. 193).  Western culture requires the rule of law and that society follow those laws.  Chinese society puts a premium on relationship loyalty in place of laws.  As both societies grow to understand each other better and work in chorus, the distances between them culturally will diminish.

In summary, the cross-cultural relationships between western and Chinese business managers require convergence in communications and understanding of each other’s needs, goals, and strategies.  The role of history, law, media, individual and organizational ethical behavior can be evaluated and improve understanding based on empirical experience and experimentation.

Guanxi – “describes an intricate and pervasive personal relational network that the Chinese cultivate energetically, subtly, and imaginatively” (Hwang, D. B., Golemon, P. L., Chen, Y., Wang, T., & Hung, W., p. 235). 

As part of the strategic plan to address cultural issues and ethics, the foreign business manager should be duty-bound to investigate Guanxi dynamics including the perceptions Chinese managers employ and how these relationship features affects negotiations and traditions.  There are both advantages and disadvantages of the ritual of Guanxi.  Advantages consist of local and regional networking, cost reductions, and ease of obtaining legal and regulatory approvals.  Disadvantages can incorporate corruption and unethical practices.  “Managers and employees must exercise their judgment carefully to manage situations when their Chinese colleagues and business partners are practicing Guanxi” (Hwang, et al. 2009).

In the view of Su, C., Mitchell, R. K., & Sirgy, M. J. (2007), “not all Guanxi relationships are necessary, and among the necessary Guanxi participants, not all are equally important” (p. 301).  This statement points to having both internal and external relationships, each requiring review as to the stakeholder approach to relationships.  Many forms of a Guanxi relationship come into play and each necessitates careful assessment as to value and the method of implementation.  Additional review of the properties of these relationships occur partially based on the size of the players, that is, large companies have a greater ability to absorb costs, even losses, thereby avoiding Guanxi.  Smaller companies are typically not in a position to escape the cost and process of networking relationships.

The issue of Guanxi has ramifications regarding supervisors and subordinates, which include influences operations, human and financial resources.  These developments can be positive or negative.  The social exchanges that result from relationship building in China influence the quality of the bond.  According to the research results of Han, Y., & Altman, Y. (2009) “Guanxi tends to be non-job specific and informal relationship driven, the job related support, protection, care and recognition for each other from both supervisors and subordinates” (p. 99).  


Guanxi affects both individual and organizational levels dynamics.  In the United States, one theory exists suggesting that a company is a reflection of the CEO’s style and personality.  Individual business managers in China treat interpersonal relationships differently than organizational level interactions, although, transferring these qualities to the organizational level can be an added asset.  “Guanxi not only has important social and cultural implications but also distinct organizational and economic implications” (Zhang, Y., & Zhang, Z., p. 389). 

In summary, the overriding motives in the networking labeled Guanxi are comfort and trust.  In affairs between foreign and domestic managers, the ability to display concern, support, respect, understanding, and patience outside the work place, transcends normal western approaches to these same disciplines.  In China, the prominence and implements of Guanxi is required before developing business, in the west; the emphasis is while doing business.

3   Research Problem 
While existing research is growing exponentially, to date, the concepts and theories offered to overcome the issues of unethical business practices in China are not sufficiently beneficial.  Existing research abounds in historic and scholarly labors emphasizing cross-cultural, economic and relationship synopses lacking consensus on either cause or effect.  Hofstede’s cultural index utilized in a number of sources is not enough; it tends toward all-purpose whereas national cultural characteristics do not allow for the extensive and complex regional and provincial differences embracing numerous languages, history, and behavior in China incorporating over 50 ethnic groups.  Overall, the research problem in developing data derives from a long social history, a short international market relationship past while experiencing exponential growth, hence attracting serious-minded and significant interest and opportunity for business development managers. 


Research will necessitate the exploration of distinctive categorization of cultural elements including individual and organizational maturity based on edifying goals, with emphasis on China’s managers and consumers’ expectations and needs.  Supplementary research should include western habits and standards, expectation and needs in order to find ways to incorporate the allies.  Inquiry should include face-to-face interviews, surveys, focus groups, corporate and governmental data acquisition efforts.  The goal is to find useful information, both qualitative and quantitative that builds evidence in all historic and cultural aspects of personal and organizational behavior in order to advance understanding and therefore tools and strategies for dealing with two-way ethical and unethical models

4   Methodology

The approach to source collection utilized database sources from peer-reviewed articles.  Future research will include books and other scholarly sources along with statistical research to support the argument that most foreign businesses fail upon entering the China market.  The reviewed articles and additional research provide some empirical surveys, experiments, and interviews, including focus groups, however, hard data on business success and failure rates, including the reasons are difficult to find.  China is still a communist governed country with carefully controlled release of private and corporate data, limiting timely availability for research projects. 

In order to develop actionable models in speaking to the role of ethics when participating in doing business in China, research methodologies will include the following:

•
Additional qualitative research is vital on individual and organizational behavior with a focus on the explanations and causes of this behavior. 

•
Supplementary quantitative research is required, concentrating on China’s economic and political landscape to include historic and projected data based on regionalism, business type and consumer demographic indexing based on provincial and cultural parameters. 

•
Specialized empirical research is requisite bringing together personal and direct observation through field investigation, interview, surveys, and focus groups both individual and organizational in China.  

•
Development of a method to update research results into the future thereby modernizing data and concepts based on the dynamic changes that are natural to economics, politics, and human behavior. 

•
Research will necessitate a continued systematic review of available literature with the goal of synthesizing all research into a complete proposition. 

•
Specific research should reflect the degree of Confucian modern teachings and interpretation, and to the extent of actual application in current practices.  

5   Conclusion 
 The implications of the evidential materials support the view that ethics in business are crucial as it determines the degree of success of companies and affects all stakeholders.  To develop a prosperous company, managers face ethical considerations in individual relationships, corporate level partnerships, consumer trust, socially responsible corporate activities, employee loyalty and legal and state regulated activities.  As the principled struggle in China continues between “Li” (profits) and “Yi” (ethics), an ongoing analysis and adjustment to ethical behavior will be required to advance throughout this endless learning curve route. 



The source articles confirm cross-cultures, socialist market economics, and Guanxi by means of each contributing to relationships between Chinese and foreign business managers.  The articles researched, provide various supportive empirical investigation with sound fundamental principles.  Additional future studies will need to focus on Chinese managers doing business with foreigners both inside and outside of China, to develop both domestic and foreign markets.  The articles appraisal of prevailing attributes of supervisors and subordinates needs to include additional horizontal and vertical relationships, internal and external,  necessitating greater understanding of the “why’s” these attributes exist and are practiced in order to develop strategic collaboration between the parties.  Additional research should emphasis categories of organizations, considering that interpretations of the data allow for divergences relating size, type, location, composition and product and services categories in order to be truly helpful for manager’s future application.  Developing human resources management models is paramount in establishing manners that recognize these dissimilarities.  


While Guanxi adapts to internationalization, westerners will also need to adapt to Guanxi.  Productive potential research needs to address not only the role of ethics by Chinese managers, the reasons and proposed solutions to how western managers impart and apply western practices in an amalgamation for everyone’s success.  Future study will need to allow for the transition by all, along the way, in order to be timely and useful. 

In order to achieve higher rates of success in ethical business relationships in China, the goal of future studies should focus on additional scholarly study, while concentrating on specific investigation into the reasons uneasy cultural business ethics exist and strategies and applications offering tangible recommendations for specific categories of individual and organizational behavior.
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