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Abstract

The significant role of new ventures in economic and social development has led
practitioners and researchers to search for the factors that affect new venture
performance. In the Chinese apparel industry context, relationship (“guanxi”) as a
central idea in Chinese society deeply influences all kinds of business. High quality
relationships with supply chain partners, as a key resource, would help new ventures
create competitive advantages and, hence, influence new venture performance. This
study was designed to investigate the link between firms’ network relationships and
new venture performance in the Chinese apparel industry. Using the resource-based
view (Journal of Management 17:99-120, 1991) and social network theory
(Administrative Science Quarterly 45:425-455, 2001), this study offers a mixed-
methods exploratory approach to understanding the importance of guanxi in
Chinese apparel new venture success. Results showed that three dimensions of new
venture network relationship quality have positive impacts on the new ventures’
performance. This finding is consistent with social network theory and revealed that
competitive advantage may be achieved through social network resources. In
particular, for Chinese apparel new ventures, guanxi is an important resource for
sustained competitive advantage among established businesses in China.

Keywords: New ventures, Guanxi, Success, Apparel industry

Background
The Chinese apparel industry has been in a growth phase since the late 1970s, when

the government launched an economic open-door policy. In recent years, the sector

has developed at an accelerating speed and is now a significant pillar in the apparel in-

dustry worldwide (Li, 2014). Numerous new ventures emerged during this period of

growth. Meng (2013) points out that new ventures play a key role in Chinese economic

development. They are a driving force for innovation and increased employment oppor-

tunities. Today, two-thirds of apparel output in the Chinese apparel industry is produced

by small- and medium-sized enterprises (SMEs). Most of these SMEs in the Chinese ap-

parel industry are new ventures, playing an important role in both promoting economic

development and maintaining social order by reducing unemployment (Li, 2014). How-

ever, it has been a huge challenge for apparel businesses to maintain a balance between

fast growth and long-term survival (Gu, 2002). New ventures often face numerous
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disadvantages, including the higher costs of learning new skills, the lower quality of new

products or services, the lack of a stable relationship with partners, and the lack of legit-

imacy in the marketplace (Hannan and Freeman, 1984). They have a low survival rate and

many fail in their early stages (Shirokova and Shatalov, 2010). According to China News,

over 80% of Chinese new ventures were reported to have failed in the first five years after

opening (He, 2015).

Despite the importance of apparel new ventures in China, research is limited on ana-

lyzing factors impacting apparel new venture performance during the initial stage of

business operations. In the new venture research field, it is found that firms’ external

networks, called “guanxi,” are critical for new venture success in China, as “knowing the

right people” is key (Zhuang, Xi and Tsang, 2010). Guanxi, as a central idea in Chinese so-

ciety, describes the basic dynamic of personalized influence on social networks. It has a

major influence on the management of businesses based in China (Zhuang, Xi, and Tsang,

2010). A positive link between guanxi and the reduction of transaction costs, overall firm

efficiency, and performance has been noted by many researchers (Luo and Chen, 1997;

Ngoma, 2016). Guanxi is often said to be the source of sustained competitive advantage

for most Chinese businesses, especially for new ventures (Zou, Chen, and Ghauri, 2010).

However, most guanxi research involving new ventures in China focuses on

technology-related industries and export ventures, whose operations and measures of per-

formance are fundamentally different from those of the apparel industry (Su, Du, Sohn,

and Xu, 2017; Li and Zhang, 2007). Past studies into the networks of relationships relied

upon by new ventures have investigated many factors that may not apply to Chinese ap-

parel new ventures. Given the unique characteristics of the Chinese apparel industry, (a)

there is little basis for this view for apparel new ventures, and (b) there is a limited under-

standing on how guanxi factors into the success of these apparel new ventures.

Based on this background, we followed Hunt’s (2002) procedure to explore how

guanxi impacts Chinese apparel new ventures—specifically, an exploratory, sequential,

mixed-methods approach (see Fig. 1 for the research flow of this study). With few past

studies focused on Chinese apparel new ventures, a mixed-method approach can ex-

pand the breadth, depth, and range of the research by incorporating different methods

and different avenues of inquiry, resulting in more comprehensive results (Creswell,

2013). By combining both qualitative and quantitative data, we were able to generate

deeper insights on how guanxi helps Chinese apparel new ventures achieve success.

This method allowed us to interpret the same phenomena from multiple aspects to

maximize the strengths and reduce the limitations of single methods. Under this

approach, the qualitative stage focused on developing relevant categories and themes as

the basis for a subsequent quantitative phase, which focused on evaluating the possibil-

ities of generalizing the qualitative results (Creswell and Clark, 2011; Teddlie and

Tashakkori, 2009). That is, qualitative data provides greater depth of understanding of the

Fig. 1 Research Flow of This Study: Adapted from Hunt (2002)
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role guanxi plays in the success of Chinese apparel new ventures and helps identify vari-

ables impacting their performance. Quantitative data generalizes exploratory findings and

provides a broader understanding to tell the complete picture. The next section offers a

discussion of relevant literature and is followed by sections on research methods, results,

and conclusions.

Literature review

Resource-based view of the firm and social network theory

To gain a deeper understanding of the relevant factors involved, Barney’s (1991)

resource-based view of the firm was used as a theoretical framework. According to this

view, a firm is configured by various sets of unique, costly-to-copy, and rare resources

that the firm possesses. These resources would help the firm gain a competitive advan-

tage and, in turn, superior performance. This theory explains what the sources of a

firm’s competitive advantage are and why certain firms produce different levels of per-

formance from others. From the resource-based theory, firms’ external networks, espe-

cially for new ventures, are important resources for firms’ success, as has been

confirmed by many scholars (Dong, 2000; Coviello and Munro, 1995; Zhao and Aram,

1995; Hansen, 1995). When organizations face the uncertainty of resource exchange

and an external competitive environment, they tend to establish various connections

with key resource providers in the external network in order to stabilize their input and

output (Salancik and Pfeffer, 1978). Especially in the information and Internet age, or

the era of the knowledge economy, firms obtain more external resources and achieve

higher levels of performance under lower levels of risk through the effective use of vari-

ous strategic network relationships, and this has become more and more important for

the development of a modern business strategy.

Successful firms take advantage of sharing their network resources and utilizing com-

bined skills and tacit knowledge, creating “knowledge spillovers” (Ahuja, 2000). In

addition, networks may be viewed as a gateway for exploring external opportunities or

as an interface between firm-specific constraints and outside alternatives that may help

relieve the constraints (Yu, 2012). That is, a firm’s external network is considered a

unique, rare, and costly-to-copy resource by which the firm is configured. This network

helps new ventures reduce business uncertainties and improve their decision-making

processes.

Specifically focusing on the firms’ external relationships as a key resource, the social

network theory addresses a dynamic process by which a firm obtains, reaches, shares,

or creates a bundle of valuable resources through its outside networks (Ahuja, 2000).

In this theory, relationships are viewed in terms of nodes and ties; the nodes refer to

the individuals within a network, and ties refer to the relationships between the individ-

uals (Granovetter, 2005). Such social networks in the form of collaborations are used

by businesses to gain access to up-to-date technology and market information

(Wonglimpiyarat, 2007); they are also useful in knowledge transfer (Obstfeld, 2005;

Reagans and McEvily, 2003).

In this light, new ventures can seek to enlarge their networks to get crucial informa-

tion and other resources from knowledgeable others. They can also position themselves

within a social network to shorten the path to knowledgeable others to get what they need
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(Blau, 1977; Burt, 1992). In addition, social network theory (Churchill, Carsrud,

Gaglio, and Olm, 1987) provides a rationale for the important role of the founder’s

personal network for new venture performance. According to Churchill, Carsrud,

Gaglio, and Olm (1987), the basic assumption of social network theory is that the founder

is embedded in a complex set of social networks that either facilitate or inhibit venture

development by facilitating or inhibiting effective linkages between the founder and the

required resources and available economic opportunities. Therefore, a firm’s network is

“expanded to include not only a firm’s but also the founder’s set of relationships, both

horizontal and vertical, with other organizations—be they suppliers, customers, competi-

tors, or other entities” (Gulati, Nohria, and Zaheer, 2000: p. 203).

However, much of the research surrounding the social network theory was conducted

within Western society, which views relationships as more surface-level, offering an im-

personal role in shaping larger business relationships (Yum, 1988). In China, guanxi

plays a much more central and personal role in shaping social business relations.

Cross-cultural differences have impacted the values and behaviors expressed in Chinese

business relations (Yang, 2011).

Firms’ networks (Guanxi) in China

Deeply embedded from the collectivist cultural background, guanxi, or “knowing the

right people,” is one of the keys for success in China (Zhuang, Xi, and Tsang, 2010).

Guanxi, as a central idea in Chinese society, describes the basic dynamic of personal-

ized influence on social networks. It has a major influence on the management of busi-

nesses based in China (Zhuang, Xi, and Tsang, 2010). Guanxi relationships support

high levels of personal trust and are associated with higher levels of firm performance

in China. New-venture investors often rely on guanxi to reduce the many uncertainties

they face in this business environment and to improve their business decisions (Zhuang,

Xi, and Tsang, 2010). With guanxi, individuals’ social resources are used to develop and

maintain social connections, sustaining the relationship established between individuals in

business transactions (Carlisle and Flynn, 2005). Therefore, from a resource-based view of

the firm, guanxi acts as a source of competitive advantage for firms in China (Zou and

Gao, 2007).

In China’s modern business settings, social network resources are considered ex-

tremely useful for better information sharing, better access to complementary resources

and capabilities, increased sales of products and services, and so on (Zhuang, Xi, and

Tsang, 2010). Moreover, social network resources are a critical factor to Chinese apparel

new ventures. According to Ahlstrom and Bruton (2006), guanxi network connections

among new ventures may play a significant role in helping them navigate and respond to

the external uncertainties and changes in emerging economies. Through guanxi, new ven-

tures could partially substitute for relatively weak formal institutions, such as the market

for corporate control and the rule of law (Butler, Brown, and Chamornmarn, 2003), and

by offering some protection from government interference (Peng, 2003).

Social network resources can also influence the performance of Chinese apparel new

ventures. For example, suppliers can provide high-quality and low-cost fabric. A con-

sulting company can help train sales assistants. The Ministry of Commerce can give

political support, such as temporary tax immunity during the initial years after start up.
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The shopping mall can provide a better store location with more traffic flow. It is

necessary to pay attention to the relationships of networks in order to better achieve

information sharing, access to complementary resources and capabilities, product sales

goals and so on. Establishing the contract, communicating with each other, trust, and

coordination with external bodies are very important for Chinese apparel new venture

development (Forza and Vinelli, 1997). Therefore, firms’ network relationships, which also

refer to guanxi in Chinese, are an important factor for Chinese apparel new venture

performance. Yet, how such guanxi helps apparel new ventures’ initial success in China is

yet to be examined. To fill this gap, the study developed a mixed-method research plan to

discover and test key factors that could be helpful for apparel new ventures’ success

in China.

Qualitative phase

Method

In light of the lack of previous research focusing on Chinese apparel new ventures,

a qualitative research method using semi-structured, in-depth interviews with open-ended

questions was employed, as in-depth interviews are recommended for uncovering valu-

able insights, experiences, and perspectives that are difficult to obtain through other re-

search techniques (Creswell and Clark, 2011). After approval from the university’s

Institutional Review Board, the researchers interviewed representatives from 16 Chinese

apparel companies through the purposive sampling technique. All participants were

founders or senior managers who were qualified to offer information concerning their

company’s experiences in the first five years of business establishment. Interviews were

conducted between December 2013 and February 2014. Each interview took approxi-

mately 60 min and was conducted at the offices of the participants or by Skype, an online

video-conference tool. The entire interviews were conducted in Chinese. The interview

transcripts were transcribed in Chinese initially. Then the research team translated the

transcriptions into English. The English version was then back-translated into Chinese to

ensure the quality of Chinese-to-English translation. The English-transcribed data were

then used for further data analysis. Table 1 shows the demographic characteristics

of the participants.

Findings

The interview data were coded by emergent themes using constant comparative

analysis, which allowed similarities and differences to develop among the cases,

and then the results were interpreted (Creswell and Clark, 2011). The qualitative analysis

of the data allows for the establishment of three themes and their respective hypotheses.

Participants described three major characteristics of guanxi: (a) founders’ personal net-

works transformed to firms’ networks [12 out of 16]; (b) information sharing and commu-

nication with business partners [10 out of 16]; and (c) long-term relationships with

business partners [8 out of 16].

Guangxi: Founders’ personal networks into firms’ networks

A majority of the participants (12 out of 16) stated that, with “founders’ family

members’ and friends’ relationships” [P8], new ventures get “preferential taxing policy”
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[P12], “monetary support” [P2], and other benefits. In Participant 5’s case, the

founder “keeps a good relationship with a member of the Chinese People’s Political

Consultative Conference (CPPCC), and therefore, the company operates quite well

in Beijing.” That is, founders, acting in the role of resource coordinators and

agents for a new venture (Bhide, 2000; Kirzner, 1973) often bring their personal so-

cial networks to the firm as their most valuable asset to provide resources necessary for

successful emergence (Aldrich, Rosen, and Woodward, 1987; Hite, 1999; Larson and Starr,

1993). The results were consistent with Nohria (1992) who argued that, to establish a

firm, founders look for relationships on the basis of common interest or experience in

building and running a business and obtaining resources such as information, property,

capital, or credit. In addition, the result supports the argument that it is the responsibility

of top managers to develop their firm’s capacity to build and maintain a guanxi network,

which works at both the business level and the personal level to help the firm capitalize

on opportunities and control risks (Xia, Qiu, and Zafar, 2007).

Table 1 Demographic Characteristics of Participants

No. Position
Level

Product
Category

Year
Established

Target Market Ownership Employment
Size

Location
(Province)

P1 Human
Resource
Manager

Men’s Clothing 1994 Mass Market Private 1000 to
1499

Beijing

P2 General
Manager

Women’s
Clothing

2012 Designer Brand Private 20 to 99 Beijing

P3 Founder Women’s
Clothing

2010 Mass Market, E-
commerce

Private 1000 to
1499

Beijing

P4 Co-founder Women’s
Clothing

2000 Mass Market Partnership 20 to 99 Guangdong

P5 CEO
assistant

Women’s
Clothing

1997 Mass Market Private 1000 to
1499

Beijing

P6 Founder Women’s
Clothing

2009 High End Private 20 to 99 Beijing

P7 CEO
assistant

Clothing
& Shoes

2008 High End Private 500 to 999 Beijing

P8 Founder Women’s
Clothing

1996 Mass Market Private 1000 to
1499

Guangdong

P9 Founder Women’s
Clothing

1997 Mass Market Private 100 to 499 Shanghai

P10 Marketing
Manager

Men’s
Clothing

1990 Mass Market Public 5000 or
more

Fujian

P11 Marketing
Manager

Men’s
Clothing

1976 Mass Market Public 5000 or
more

Jiangsu

P12 General
Manager

Women’s
Clothing

2003 Mass Market Private 1000 to
1499

Zhejiang

P13 Founder Women’s
Clothing

2001 Mass Market Partnership 1000 to
1499

Shanghai

P14 Founder Women’s
& Men’s Clothing

1995 Mass Market Public 5000 or
more

Zhejiang

P15 Product
Manager

Sports
Clothing

1990 Mass Market Public 5000 or
more

Beijing

P16 Founder Women’s
clothing

2009 High End Sole trader 20 to 99 Shanghai
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Guanxi: Unique benefits from information sharing

Participants also expressed that obtaining information and effective communication are

key success factors for new ventures. Sharing information and communications with

partners assists participants in developing knowledge of “industry situations through

first-hand information sources” [P13] or “turns of events and exclusive new trends”

[P2]. In Participant 8’s words: “Sometimes the government puts forward some policy

guidance; your relationship with the government may make you win or lose some op-

portunities for company development. In terms of start-up funding, in fact, that has a

close relationship with the government. You know that sometimes there are things that

we cannot get through the normal way, but it will be relatively easy to get with the help

of others. That is guanxi.”

That is, social network resources in China are extremely useful for better information

sharing, better access to complementary resources and capabilities, increased sales of

products and services, and so on. More specifically, establishing both formal and infor-

mal contracts, communicating with each other within the supply chain, building trust,

and coordinating with external bodies are among the key examples of today’s social net-

work resources in China (Zhuang, Xi, and Tsang, 2010).

Guanxi: Long-term satisfying relationships

Finally, 8 of the 16 participants mentioned long-term relationships with business partners

as one of the key factors for their success. Sometimes, companies’ “old and long-term

partners” [P11] could help by “extending payback period” [P14], “getting discounts” [P14],

“acquiring administrative approvals” [P1], and “gaining preferential treatment for a good

location” [P16] for new store openings. Such benefits, however, require a long period of

relationship facilitation. Participant 3 said “we certainly cannot say that guanxi didn’t help

us. One of my suppliers has been working with me for almost 10 years. He helped me

extend payback period last year. Without this long-term relationship, it would have been

impossible to survive through the hard times. Of course, if he is in trouble, I will definitely

help him without hesitation.” Long-term relationships that indicate the potential for co-

operation, goal sharing and risk sharing with supply-chain members could offer important

sustainable competitive advantages to firms (Ganesan, 1994). All parties will tend to ex-

pect that their own performance is dependent on the performance of the relationship, and

thus, in addition to benefiting their own results, the relationship will result in joint bene-

fits. Relationships based on a long-term orientation allow new ventures to sacrifice

short-term gains in favor of long-run profitability and maintenance of the relationship,

long-term goals and long-run concessions (Ganesan, 1994).

Quantitative phase

With the three key themes that emerged from the previous phase, we then developed

study hypotheses that could be tested empirically and generalized for a broader under-

standing of Chinese apparel new ventures success.

Hypothesis development

Even though guanxi is a well-researched construct, the means by which it has been

most commonly measured did not offer to capture the major themes that emerged in
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the qualitative phase of this study. For example, one study posits and examines a meas-

urement scale for guanxi based on three Chinese relational constructs—ganqing,

renqing and xinren (Yen, Barnes, and Wang, 2011). Another study suggested seven di-

mensions of guanxi including favors, mutual benefits, reciprocity, personal interaction,

harmony, face, and differentiation (Lee and Dawes, 2005). However, neither of these

scales captured the construct of relationships among firms that was emphasized by the

participants. The gist of the three themes that emerged from the previous phase were

reviewed with the existing guanxi literature, and the concept of firm network relation-

ship quality was identified as a measurable, and therefore testable, construct. Firm net-

work relationship quality has been discussed as a critical concept when understanding

guanxi building and management in the guanxi literature (Chen and Chen, 2004). Rela-

tionship quality refers to the common cognitive appraisal given by relationship subjects

in the startup process (Yu, 2007). It also refers to the intangible benefits of enhancing

trust and commitment, and maintaining long-term relationships (Liu and Yao, 2005).

The quality of relationship reflects the intensity of information sharing, communication

quality, long-term orientation, and satisfaction with the relationship between new ven-

tures and their supply-chain partners, which is consistent with interview themes. In this

light, four dimensions of the quality of relationship can be used to measure the impact

of guanxi on Chinese apparel new venture performance appropriately in the quantita-

tive phase.

In research by Dwyer, Schurr, and Oh (1987) about the evolution of relationships

in supply-chain partners, it was pointed out that mutual commitment, satisfaction,

and minimal opportunistic tendencies impact the establishment, functioning, and sustain-

able development of the relationship. However, only analyzing how these single factors in-

fluence the quality of relationships was not sufficient. Therefore, researchers proposed

that relationship quality is a high order factor, including multi-dimensional variables

(Crosby, Evans, and Cowles, 1990; Naudé and Buttle, 2000; Walter, Muller, Helfert, and

Ritter, 2003). In fact, four dimensions from Lages, Lages, and Lages’s (2005) research were

found to be relative to our study and were selected to measure the firm network relation-

ship quality: (a) amount of information sharing in the relationship, (b) communication

quality of the relationship, (c) long-term relationship orientation, and (d) satisfaction with

the relationship.

Amount of information sharing

As revealed from the second theme, information sharing is considered a key factor for the

success of Chinese apparel new ventures. Shin, Ishman, and Sanders (2007) investigated

the influence of cultural factors on information sharing in China and found guanxi had a

significant impact on information sharing. Cannon and Homburg (2001) stated that the

amount or frequency of information sharing, which refers to how long and how often the

partners openly enter into contact with each other, is very important in the global supply

chain (Farace, Monge, and Russell, 1977). Therefore, for apparel new ventures that must

work with complex and multiple supply-chain members, sharing confidential information,

discussing strategic issues, or conducting frequent conversations with supply-chain mem-

bers can strengthen relationships. By receiving information, supply-chain partners may

more easily predict a new venture’s future plans and adapt its own strategy to incur lower
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costs. It could help to reduce the risk of uncertainties and to make use of the information

more effectively (Cannon and Homburg, 2001). Therefore, it was hypothesized that:

H1. Amount of information sharing positively affects Chinese apparel new ventures’

competitive advantages.

Communication quality of the relationship

A major problem among relationship parties is communication difficulties (Mohr and

Nevin, 1990). Communication is not only a process for people to exchange information,

but for them to decipher each other’s codes. The two-way process in communication

helps people to achieve shared understanding (Duncan and Moriarty, 1998). Interview

participants pointed out the importance of communication. In China, effective commu-

nication is challenging since communication features vary in different provinces or

areas. If the wrong channel was picked or codes were misunderstood in communica-

tion, the quality of the relationship would be negatively impacted (Yu, 2007).

Communication can be considered the most important element in successful

inter-firm exchange, as “the most carefully designed relationship will crumble without

good, frequent communication” (Bleeke and Ernst, 1993, p. 14). It was found that

highly interactive firms usually invested both managerial and financial resources to

maintain and develop communication networks with their supply-chain partners. In

order to have strong relationships and better performance, firms might want to con-

sider these communication networks as key and beneficial resources (Calantone and

Schatzel, 2000). Conversely, ineffective communication may lead to conflict due to mis-

interpretation and reciprocal dissatisfaction (Calantone and Schatzel, 2000). Therefore,

it was hypothesized that:

H2. Communication quality of the relationship positively affects Chinese apparel new

ventures’ competitive advantages.

Long-term relationship orientation

The third theme revealed the significant role of long-term relationship orientation.

Long-term relationships that indicate the potential for cooperation, goal sharing and

risk sharing with supply-chain members could offer important sustainable competitive

advantages to firms (Ganesan, 1994). All parties will tend to expect that their own

performance is dependent on the performance of the relationship, and thus, in addition

to benefiting their own results, the relationship will result in joint benefits. Hence,

Ganesan (1994) defined long-term relationship orientation as the perception of mutual

dependence that joint relationship outcomes are related to future rewards. Relation-

ships based on a long-term orientation allow new ventures to sacrifice short-term gains

in favor of long-run profitability and maintenance of the relationship, long-term goals

and long-run concessions. In its opposite pole, a short-term-oriented relationship, firms

are more interested in current-period opportunities and outcomes rather than future

goals and outcomes (Ganesan, 1994). Lee and Dawes (2005) posited long-term orienta-

tion as an important aspect of guanxi that results in trust between parties in the supply

chain. Therefore, it was hypothesized that:
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H3. Long-term relationship orientation positively affects Chinese apparel new ventures’

competitive advantages.

Satisfaction with the relationship

Satisfaction with the relationship is defined as the “cognitive and affective evaluation

based on personal experience across all [...] episodes within the relationship” during

past interactions with the firm (Roberts, Varki, and Brodie, 2003, p. 175). Satisfaction

with the relationship is considered a key dimension of relationship quality because it

has been confirmed that more satisfied buyers have higher quality relationships with

suppliers. For example, the manufacturer’s role performance has a positive impact on

dealer satisfaction with the manufacturer (Frazier, 1983). If a channel member contrib-

utes largely to the other member’s goals, the second member will consequently be more

satisfied with the overall relationship with the first (Kumar, Stern, and Achrol, 1992).

Chinese apparel new ventures were expected to have similar perceptions regarding sup-

ply chain partners—that they tend to be more knowledgeable about the roles of new

ventures and more perceptive about the quality of the relationship. Therefore, it was

hypothesized that:

H4. Satisfaction with the relationship positively affects Chinese apparel new ventures’

competitive advantages.

Competitive advantages and new venture performance

Additionally, according to the resource-based view of the firm, a firm has a competitive

advantage when it has unique resources and capabilities that are rare, that are not able

to be implemented by other competitors, and that allow the firm to provide a competi-

tive offer to the market (Barney, 1991). In the context of Chinese apparel new ventures,

the quality of firm network relationships can be considered a critical resource to help

achieve competitive advantages and, in turn, achieve better performance. Therefore, it

was hypothesized that:

H5. Chinese apparel new ventures’ competitive advantages positively affect their

venture performance (Fig. 2).

Method
To test these hypotheses, an online survey was conducted in order to provide empirical

evidence for this research. Online surveys are useful for targeting specific populations

at a time and place of the participants’ convenience (Creswell and Clark, 2011). Due to

the difficult-to-reach population of study subjects, the purposive sampling technique was

used. Data were collected from February 2015 to March 2015 by So Jump, a professional

survey company in China. As a result, 210 usable responses were collected for further

data analysis.

The quality of firm network relationships was measured through the relationship

quality scale developed by Lages et al. (2005), including: (a) amount of information

sharing, (b) communication quality of the relationship, (c) long-term relationship orien-

tation, and (d) satisfaction with the relationship. The scale for amount of information
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sharing is adapted from Cannon and Homburg (2001) and includes three items. An ex-

ample is “My company’s partners frequently discuss strategic issues with us.” The scale

for communication quality of the relationship is adapted from Menon, Bharadwaj, Adi-

dam, and Edison (1999), and Menon, Bharadwaj, and Howell (1996). It includes four

items. A sample item is “The objectives and goals of business strategies are clearly com-

municated to all of my company’s partners.” The scale for long-term relationship orienta-

tion is adapted from Ganesan (1994) and includes four items. A sample item is “I believe

that over the long run, the relationship with my company’s partners will be profitable.”

The scale for satisfaction with the relationship is adapted from Kumar, Stern, and Achrol

(1992) and includes three items. One example is “Overall, the results of our relationship

with my company’s partners are far short of expectations.” Additionally, since this scale is

adopted for the first time in the apparel context, in order to be suitable in precisely the

way the study demands, some items were modified by following De Vellis and Dancer’s

(1991) principle. For example, “This importer frequently discussed strategic issues with

us” was modified to “My company’s partners frequently discuss strategic issues with us.”

Measurements were made on a five-point Likert scale ranging from 1 (strongly disagree)

to 5 (strongly agree). The items were scored so that a higher score indicated higher quality

of firm network relationships.

New venture performance in this study was assessed using self-reported measures

of performance from four determinants that have proved reliable in past research

on entrepreneurship (Brush and Vanderwerf, 1992). Respondents were asked to honestly

answer a set of questions that compared the performance of their venture to an industry

average in the previous calendar year on a five-point, Likert-type scale ranging from 1 =

“Clearly below average” to 5 = “Clearly above average” for the following indicators: profit-

ability, sales volume, market share, and productivity. All the scales and questions were

translated to Chinese first, and then translated back from Chinese to English by a profes-

sional translator who was not given any reference about the original English version in

order to verify the quality of the translation.

Fig. 2 Study hypothesis model
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Data analysis and findings

Of the sample of 210 respondents, 80 were male (38.1%) and 130 were female (61.9%).

Business sectors represented in the sample were 68 retail (32.5%), 81 wholesale (38.4%),

and 133 manufacturing (63.3%). The breakdown of educational backgrounds of the par-

ticipants was: 1 less than high school (0.5%), 6 high school diploma (2.9%), 189 college

degree or bachelor’s degree (90%), and 14 graduate degree (6.7%). Descriptive means

and standard deviations were analyzed for the continuous demographic characteristic

variables. Age of participants ranged from 24 to 46, with the mean age between 33 and

34 years old. The length in years since company establishment was between 1 and 5,

with a mean of 3.87 years. The number of employees ranged from 2 to 2000, with a

mean number of 184 to 185. Years of work experience of the participants ranged from

1 to 21, with a mean of 9.81 years. Specifically, years of experience in the Chinese ap-

parel industry ranged from 1 to 21, with a mean of 7.96 years (Table 2).

For hypothesis testing, AMOS 24 with maximum-likelihood estimation was used to

conduct a path analysis of the hypothesized relations with mean values of each variable.

Path analysis is a special case of structural equation modeling, which is a flexible and

powerful statistical methodology used to examine the relationships between the vari-

ables, especially when the researchers have sample size limitations (Garson, 2008;

Wright, 1934). Criteria for acceptable model fit have ranged from comparative fit index

(CFI) above 0.90 and root mean square error of approximation (RMSEA) under 0.10.

Table 2 Demographic Characteristics of Participants (n = 210)

Variable n Percent

Gender

Male 80 38.1%

Female 130 61.9%

Total 210 100%

The sector of business1

Retail 68/210 32.5%

Wholesale 81/210 38.4%

Manufacturing 133/210 63.3%

Educational Background

Less than high school 1 .5%

High school diploma 6 2.9%

College degree or bachelor’s degree 189 90%

Graduate degree 14 6.6%

Total 210 100%

Variable M SD

Participants

Age 33.60 4.75

Years of work experience 9.81 4.02

Years of experience in the Chinese apparel industry 7.96 4.20

Companies

Years since company establishment 3.87 1.06

Number of employees 184 226.71

Note: Participants were asked to choose more than one option if appropriate
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Despite the flexibility that the path analysis offers, we also wanted to compare relative

importance of the study predictors on the dependent variable. We performed domin-

ance analysis to compare the relative importance of predictors. Based on an examin-

ation of the R2 values for all possible subset models, the relative weights of each

dimension of the quality of relationships were examined (Azen and Budescu, 2003).

According to Field (2009) and Hooper, Coughlan, and Mullen (2008), the data met

guidelines for univariate normality and multivariate normality, and there were no

multivariate outliers. Additionally, no multicollinearity or construct redundancy was

indicated. The data did not deviate from linearity and homoscedasticity (indicated by

standardized residuals plotted against standardized predicted values). Table 3 reports

the means, standard deviations, zero-order correlations, and Cronbach’s alpha of the

study variables.

Results
The hypothesized model fit the data well: x2 (6, N = 210) = 27.920, p < .000; CFI = 0.996;

RMSEA = .042, AIC = 39.455; BIC = 96.356. The results supported hypotheses 2, 3, 4

and 5 (β = 0.329, p < 0.05; β = 0.305, p < 0.05; β = 0.173, p < 0.05). It was found that com-

munication quality of the relationship, long-term relationship orientation, and satisfac-

tion with the relationship all have a significantly positive impact on perceived Chinese

apparel new venture competitive advantages. Surprisingly, amount of information

sharing did not demonstrate statistical significance on Chinese apparel new ventures’

competitive advantages when other relationship-quality dimensions are included in the

model. One possible reason might be that other variables in the model have accom-

plished the predictive work for this non-significant variable (Meyers, Gamst, and

Guarino, 2006). Future research would be needed to investigate the unique contribu-

tion of amount of information sharing on the perceived quality of firms’ network rela-

tionships. Finally, Chinese apparel new ventures’ competitive advantages positively

affected Chinese apparel new venture performance (β = 0.617, p < 0.001), which was

expected and aligned with Barney’s (1991) resource-based theory. Table 4 shows param-

eter estimates, t-values, and significance levels.

Dominance analysis was conducted to compare the relative weights of each dimension

of the quality of relationships (Azen and Budescu, 2003). The general measure represents

the average difference in fit between all subset models (of equal size). X2 (communication

quality of the relationship) generally dominated all predictors and had the largest impact

on perceived competitive advantages of Chinese apparel new ventures. X3 (long-term rela-

tionship orientation) was found to dominate X1 (amount of information sharing) and X4

Table 3 Descriptive statistics, correlations, and Cronbach’s alpha

Variable Mean s.d. 1 2 3 4 5 Cronbach’s alpha

1. Amount of information sharing 3.819 0.636 .717

2. Communication quality of the
relationship

4.191 0.532 .479** .686

3. Long-term relationship orientation 4.193 0.495 .412** .545** .678

4. Satisfaction with the relationship 3.737 0.729 .406** .382** .409** .669

5. Competitive Advantages 3.986 0.514 .355** .562** .555** .424** .819

6. New Venture Performance 3.670 0.544 .298** .364** .413** .346** .617** .799

Note: **is significant at p < .05
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(satisfaction with the relationship). X4 (satisfaction with the relationship) dominated X1

(amount of information sharing). That is, communication quality of the relationship is the

strongest predictor, followed by long-term relationship orientation and satisfaction with

the relationship (Table 5).

Discussion
Overall, both the qualitative and quantitative research showed that guanxi could pro-

duce a sustained competitive advantage for Chinese apparel new ventures. The qualita-

tive study results suggested the hypotheses of this study apply to the study population.

This study provides several important contributions to the new venture study field, par-

ticularly with regard to Chinese apparel new ventures. Indeed, new ventures that show

better communication with partners could more easily predict others’ plans, adapt ap-

propriate strategies to incur lower costs, and increase business efficiency, in turn result-

ing in higher level performance. Both long-term relationships and satisfied partners

could benefit new venture performance. This result is consistent with social network

theory and shows that competitive advantage may be achieved by firms’ social network

resources. In particular, for Chinese apparel new ventures, guanxi, which creates net-

work relationships of good quality, is an important resource of sustained competitive

advantage for established businesses in China.

Data showed that the resource-based theory of the firm is a useful theoretical frame-

work to analyze why guanxi can offer a sustained competitive advantage and be a

critical resource for Chinese apparel new ventures. Social network theory was found to

be an important complementary theory for the resource-based theory of the firm in

Chinese apparel new venture research. From the perspective of Chinese society, social

network theory from Western culture was revisited as a Chinese version of guanxi,

which extends social networks to both the firm’s and the founder’s set of relationships.

Additionally, the study findings showed three critical dimensions of the quality of firm

networks for Chinese apparel ventures. Communication quality, maintaining a long-term

relationship, and satisfaction with the relationship were found to be key dimensions of the

study participants’ firm network, while the amount of information sharing through the

network was found statistically insignificant in the study model. Despite the fact that, in

the information and Internet age, information sharing may be useful to partner relation-

ships, this dimension was not shown to contribute to the model in this study. One reason

Table 4 Parameter Estimates, t-Values, and Significance Levels (n = 210)

Paths in the Model Standardized Parameter
Estimates

t-
value

p-
value

Amount of information sharing →
Chinese apparel new ventures’ competitive advantages

.002 .036 .971

Communication quality of the relationship →
Chinese apparel new ventures’ competitive advantages

.329 4.929 .001

Long-term relationship orientation →
Chinese apparel new ventures’ competitive advantages

.305 4.665 .001

Satisfaction with the relationship →
Chinese apparel new ventures’ competitive advantages

.173 2.864 .004

Chinese apparel new ventures’ competitive advantages → Perceived
Chinese apparel new venture performance

.617 11.347 .001

Goodness-of-Fit Indices
x2 = 27.920, CFI = .996, RMSEA = .042, AIC = 39.455; BIC = 96.356
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might be that amount of information sharing is not necessarily equal to key information

sharing. Some confidential information, such as tax incentives or fire safety inspections

without notice, is critical for Chinese apparel new ventures. However, this type of infor-

mation cannot be shared very frequently. In addition, some aspects of information sharing

might be covered by other predictors in the model. Further investigation is required to

discover the role of information sharing for Chinese apparel new venture success.

According to the different culture and specific type of the industry, the necessity and

importance of firms’ networks could vary. Yum (1988) noted that Western societies

emphasize short-term, symmetrical reciprocation in exchange relationships, while people

in China consider long-term relationships and social networks into the unpredictable fu-

ture. At the same time, Yu (2007) stated that those industries needed too much outside

collaboration, and with simple distribution channels are less dependent on their external

networks. On the other hand, some industries have complex distribution channels and

need highly collaborative networks, such as the apparel industry or advertising agencies.

New ventures in these industries are more likely to be influenced by the quality of firm

network relationships (Yu, 2007).

Conclusions
This study provides empirical support for Chinese apparel new ventures to recognize the

importance of the quality of firms’ external network relationships. In particular, Chinese

Table 5 Dominance Analysis

Subset model
(X)

rho2Y.X Additional contribution of:

X1 X2 X3 X4

k = 0 & Null 0 0.126 0.316 0.308 0.180

X1 0.126 – 0.199 0.202 0.094

X2 0.316 0.009 – 0.088 0.051

X3 0.308 0.020 0.096 – 0.047

X4 0.180 0.040 0.187 0.175 –

k = 1 0.023 0.161 0.155 0.064

X1X2 0.325 – – 0.080 0.043

X1X3 0.328 – 0.077 – 0.033

X1X4 0.220 – 0.148 0.141 –

X2X3 0.404 0.001 – – 0.024

X2X4 0.367 0.001 – 0.061 –

X3X4 0.355 0.006 0.073 – –

k = 2 0.003 0.099 0.094 0.033

X1X2X3 0.405 – – – 0.023

X1X2X4 0.368 – – 0.060 –

X1X3X4 0.361 – 0.067 – –

X2X3X4 0.428 0.000 – – –

k = 3 0.000 0.067 0.060 0.023

X1X2X3X4 0.428 – – – –

Overall Average 0.038 0.161 0.154 0.075

Percentage 9% 38% 36% 18%

Note: X1 = Amount of information sharing, X2 = Communication quality of the relationship, X3 = Long-term relationship
orientation, X4 = Satisfaction with the relationship, Y = Perceived competitive advantage
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apparel new ventures may want to pay more attention to maintaining long-term relation-

ships, increasing communication quality within the network, and achieving satisfaction

with the relationship. For example, by providing higher quality products, showing mutual

respect, building trust, or showing fairness and honesty, Chinese apparel new ventures

could develop good relationships with partners. Both Chinese and Western supply-chain

partners could have a better understanding from this research of the importance of firm

network relationships of Chinese apparel new ventures. When coping with the critical

business challenges of globalization and cross-cultural collaboration, the findings of this

study are very useful for partners formulating and implementing appropriate strategies for

working with Chinese apparel new ventures. Perhaps, when forming new firm network re-

lationships with Chinese apparel new ventures, supply-chain partners may want to focus

on the quality of communication and maintaining long-term firm relationships. Under-

standing the economic values of guanxi, Chinese apparel new ventures may want to im-

prove network relationships to achieve greater competitive advantages.

In addition, this study showed firms’ networks are an extremely important aspect of

Chinese apparel new venture success. It is suggested that educators need to incorporate

related content into their curricula. Since guanxi is very important for business success

in China, it will be helpful to give students more chances to build their own network or

at least have some practice with it. By using group study and role-play games, their

communication and collaboration capability would be improved and they could gain a

better understanding of guanxi and how guanxi and firm network relationships influ-

ence new venture success.

Limitations and future research

This study has several limitations that show the need for more investigations in future re-

search. First, in analyzing data through path analysis, it was found that not all dimensions

were captured. Although this study used Lages et al.’s (2005) scale that had previously

tested as highly reliable, the “amount of information sharing” factor was not shown to

contribute to the model. Further research could examine the Lages et al. (2005) scale and

potentially revise the “amount of information sharing” items in the Chinese apparel new

venture context. Second, this study shows one of the few cases where the relation-

ship quality scale has been translated into Chinese and used in the context of

Chinese apparel new ventures. Test results with new populations cross-culturally may

show different factor structures. Further research is suggested to examine this scale

and potentially revise the items for other contexts. Third, this research only col-

lected data from founders in the Chinese apparel industry. How supply-chain part-

ners view guanxi when they do business with Chinese apparel new ventures is

unknown. Further research opportunities could compare the use and understand-

ing of firms’ external networks between new ventures and their supply-chain

partners, especially how Western apparel companies make use of guanxi to bene-

fit their business in China due to different cultural backgrounds. In addition, cer-

tain limitations existed due to the research design. The study’s sample relied on

purposive sampling, which may not be representative of the Chinese new venture

founders population. Future research could aim to gather a larger number of par-

ticipants, in addition to utilizing a randomized sampling technique.
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