American Journal of Industrial and Business Management, 2014, 4, 100-104
Published Online February 2014 (http://www.scirp.org/journal/ajibm)
http://dx.doi.org/10.4236/ajibm.2014.42016

3% Scientific
J
4 Research

The Allocation of Family Guanxi-Oriented Control Rights

—Evidence from Family Listed Companies of Zhejiang China

Lingyan Gu

School of Accounting, Zhejiang Gongshang University, Hangzhou, China.
Email: gulingyan@mail.zjgsu.edu.cn

Received August 201", 2013; revised September 20", 2013; accepted September 27", 2013

Copyright © 2014 Lingyan Gu. This is an open access article distributed under the Creative Commons Attribution License, which
permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. In accordance of
the Creative Commons Attribution License all Copyrights © 2014 are reserved for SCIRP and the owner of the intellectual property
Lingyan Gu. All Copyright © 2014 are guarded by law and by SCIRP as a guardian.

ABSTRACT

Different from the market-oriented control mechanism in British and American, the guanxi-oriented control
mechanism is a significant feature in Chinese family business. This paper proposes the concept of family guanxi-
oriented control rights allocation for the first time. Based on the analysis about the influencing factors of the
family guanxi-oriented control rights allocation, we use the sample companies coming from Zhejiang province of
China to do further discussion. We find that 1) the actual controllers of Zhejiang family listed companies mainly
have blood relationship; 2) parts of companies allocate the control rights between the family members who have
more than three kinds of guanxi; 3) the controlling families prefer to control the board of the listed companies; 4)

the intergenerational succession of control rights in Zhejiang family listed companies has been highlighted.
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1. Introduction

Family-owned and managed firms play a vital role in the
world economies. Family firms typically depict a com-
plex, long-standing stakeholder structure that involves
family members, top management, and a board of direc-
tors [1]. The owner-family’s members usually play mul-
tiple roles in managing and governing the firm [2]. Fam-
ily members as managers often make the most important
business decisions [3]. Therefore, family holds the final
control rights.

However, family firms are often plagued by conflict.
Relationship conflict, an interpersonal conflict that is
laden with negative emotions like resentment and ani-
mosity, harms family firm performance [4].

In our daily life, the events about husband and wife
feeling estranged, father and son into revenge, brother
partition, occur frequently in family firms in recent years.
The scramble for control rights between family members
raises the worry and thinking about the effective control
to the family firms. Furthermore, it also influences the
allocation of family control rights.
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In the current China, the corporate control market and
the manager market are far from mature. Guanxi based
on informal contracts plays an important role in the allo-
cation of the control rights. The guanxi-oriented control
mechanism operates universally in the allocation of fam-
ily control rights. How to allocate the family control
rights effectively is an issue worthy of further research
by the field of theory and practice.

2. The Definition of the Guanxi-Oriented
Control Rights Allocation

An outstanding feature of family listed companies is that
the controlling family control the board and management
through family members meanwhile control the share-
holding of the listed companies. Lins did an empirical
research about the companies’ ownership structure in the
22 emerging markets. The result is that companies in the
22 emerging markets, whose ownership is concentrated,
are mostly controlled by family and the managerial posi-
tions are always occupied by the family members [5].
Chen & Nowland examined the family controlling com-
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panies’ monitoring mechanism of the board in Hong
Kong, Taiwan, Singapore and Malaysia [6]. Hiller &
McColgan tested the relationship between the CEO al-
ternations with the company value in family controlled
companies [7].

In the current China, the corporate control market and
the manager market are far from mature. Different from
the market-oriented control mechanism in British and
American, the guanxi-oriented control mechanism is a
significant feature in Chinese family business. When
allocating the equity, arranging the board members and
selecting the managers, the controlling family always
prefers to choose people who have blood relationship,
marriage relationship and quasi-family member relation-
ship with them. The allocation of family control rights
based on kinship is called family guanxi-oriented control
rights allocation.

3. The Influencing Factors of the
Guanxi-Oriented Control Rights
Allocation in Family Business

The formation of guanxi-oriented control rights alloca-
tion in family business may be based on the factors as
follows.

3.1. The Influence of Chinese Family Culture

The influence of family culture to Chinese people is in-
comparable of any other nationalities. The Chinese tradi-
tional culture started from the blood relationship, and
family is the first and most important social organization
to Chinese people [8].

Kinship is the core content of family culture. In tradi-
tional agricultural society, the family kinship is tied by
blood, kept up by the order of the distinction between
sexes, difference of humble and noble, and hierarchy of
the old and young, connected by the marriage. As a result,
a differential interpersonal relationship structure formed
as the center of family. People pay attention to the kin-
ship far more than any other social relationship. The
concept of home and family deeply marked in Chinese
people’s mind. The Chinese family culture not only sup-
ports a set of ethics rules for the family, but also genera-
lizes to every aspect of social politics and economic life.
Any group and organization, including enterprise and
country, all can be regarded as the expansion of home.

3.2. The Influence of Chinese Guanxi Culture

In Chinese cultural contexts and real life, a distinctive
character is guanxi [9]. Family blood relationship, kin-
ship are the potential interpersonal rules in Chinese so-
ciety. In the same family, family members have the same
or close blood relationship, the same values and interest
pursuits.
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Compared with the west society, Chinese society is
neither the society orientation nor the individual orienta-
tion, but guanxi orientation. In the interpersonal commu-
nication of Chinese people, the first thing to do is judging
the type of guanxi. Guanxi which is influenced by the
family culture becomes the key of complex social net-
works. In China, all the trust and commercial relations
are established on the kinship or kin-based pure personal
relationship [10].

3.3. The Influence of Trust Culture

Culture can be divided into low trust culture and high
trust culture according to the level of trust between
people [11]. The low trust culture exists in the society
which pays more attention to the blood relations, such as
China and France. The high trust culture is beyond the
blood relations, such as America and Germany.

Compared with the western developed market econo-
my, Chinese society lacks of trust. But the private trust is
developed. The private trust is a differential structure.
Different from the western common trust which is based
on the confidence, Chinese family trust is based on
loyalty [12].

3.4. The Influence of Kinship Altruism
Psychological

Inclusive fitness, which is the fitness of alleles that have
the same gene as themselves, is used to explain the al-
truistic behavior [13]. The behavior or the characteristics
of the organisms are reserved because of their improve-
ment of inclusive fitness. This process is called kin selec-
tion.

People prefer to help the kin than non-kin when they
are in the situation of life and death, distribution of the
property, or the corporative games.

The altruistic behavior facilitated by gene is sustained
by the corresponding psychological foundation. For ex-
ample, people feel subjectively that kin are more familiar.
The purpose to help the kin is not for the happiness, but
for the kin sincere consideration.

4. The Analysis about the Guanxi-Oriented
Control Rights Allocation in Zhejiang
Family Listed Companies

4.1. Sample and Date Collection

This paper selects family listed companies of Zhejiang
China which are listing in Shanghai and Shenzhen stock
exchanges before December 31, 2010 as samples. We
screen and determine 142 samples by collecting the Zhe-
jiang family listed companies’ annual or half annual re-
port 2010, searching the guanxi between family members
who are the final controlling shareholders of the family
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listed company by Baidu, Flush software and so on. We
eliminate some family listed companies whose guanxi
between the final controlling shareholders can’t be con-
firmed. Among the 142 samples, there are 35 family
companies listing in main board of Shanghai stock ex-
change, 4 family companies listing in main board of
Shenzhen stock exchange, 88 family companies listing in
small and medium-sized enterprises board of Shenzhen
stock exchange, and 15 listing in growth enterprises
board of Shenzhen stock exchange.

4.2. Data Analysis and Results

4.2.1. The Analysis about the Guanxi between Family
Actual Controllers
We analyze the guanxi between the family actual con-
trollers through the annual or half annual reports, various
announcements of the sample companies. The guanxi
between family actual controllers are mainly including
single nature person, couple, parents and children, broth-
ers and sisters, cousins, father-in-law and son-in-law,
husbands of sisters, nephew and uncle, nephew and aunty,
sisters-in-law, brothers-in-law, classmates, friends and so
on. The result of the guanxi between family actual con-
trollers shows in Table 1.

In Table 1, about 24.64% of sample companies choose
single family member as the actual controller of the fam-
ily listed company who can be regarded as the “parent”
of the whole family. Among the companies which are
controlled by family members together, 46.48% of them
allocate the actual control rights between the family
members who have only one kind of guanxi, 12.68% of
them allocate the actual control rights between the family
members who have two kinds of guanxi and 16.2% of
them allocate the actual control rights between the family
members who have more than three kinds of guanxi.

In the sample companies whose actual controllers only
have one guanxi, the top three guanxi between the family
actual controllers are couples(16.90%), father and son
(6.34%), father and daughter (5.63%), brothers (5.63%,

Table 1. Results of the guanxi between family actual con-
trollers.

The kinds of guanxi between Proportion
Number -
family actual controllers of sample
1 Zero (a single natural person) guanxi 24.64%
One kind of guanxi (couples, 16.90%; 0
2 father and son, 6.34%; father and 46.48%
daughter, 5.63%; brothers, 5.63%)
3 Two kinds of guanxi 12.68%

4 T_hree and more than three 16.2%
kinds of guanxi

Total 100%

equal to the proportion of father and daughter).

Based on the analysis above, we can see that about
71.12% of the Zhejiang family listed companies allocate
the actual control rights to one or two family members.
Only 28.88% of them allocate the actual control rights to
more than three family members. As we all known, the
more the actual controller are, the guanxi between them
will be more complex.

Then, we do further statistics about the guanxi be-
tween the family actual controllers of sample companies.
In Addition to the sample companies which are con-
trolled by a single natural person, there are 36.62% of the
sample companies allocate the actual control rights be-
tween couples, 32.39% of them allocate the actual con-
trol rights between parents and children, and 30.99% of
them allocate the actual control rights between brothers
and sisters. Therefore, most family listed companies in
Zhejiang prefer to allocate the control rights between the
family members who have blood and marriage relation-
ship.

4.2.2. The Descriptive Statistic Results of the Number
of Actual Controllers and Guanxi

We use Eviews5.0 to analyze the number of the family

actual controllers and the number of the guanxi between

them. The results show in Table 2.

The sample companies choose more than two family
members to control the family listed companies. Only
one company chooses 13 family members to control the
listed company together. Between the family actual con-
trollers, there must be more than one kind of guanxi. The
maximum one is allocating the control rights between the
family members who have nine kinds of guanxi.

4.2.3. The Analysis about the Positions of the Actual
Controllers in Family Listed Companies

In most family listed companies, family members always
control the key positions, especially the chair man of the
board or the general manager. The result about the sam-
ple companies shows in Table 3.

According to Table 3, 81.69% of the sample compa-
nies allow the family member to act as the chair man of

Table 2. Descriptive statistic results of the number of family
actual controllers and guanxi.

Number of guanxi

Statistical Number of family -
o between family
indicators actual controllers
actual controllers
Mean 249 1.48
Median 2 1
Maximum 13 9
Minimum 1 0
Standard Deviation 1.73 1.61
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Table 3. The positions of family actual controllers.

Chair man of the board/

YES Proportion NO Proportion
General managers

Does the family member

act as the chair man of 116 81.69% 26 18.31%
the board?

Do any other family

members take positions 123 86.62% 19 13.38%
in the board?

Does the family member 65 4577% 77 54.93%

act as the general manager?

the board, 86.62% of the controlling family prefers
sending family members to work in the board. By con-
trast, the proportion of the sample where the family
member acts as the general manager is 45.77%. In other
words, 54.23% of controlling families prefer to select
professional manager to act as the general manager of the
listed companies. It is thus clear that Zhejiang family
companies prefer to control the board than the managers.

In the further statistics, we find that there are 10 sam-
ple companies in which the family actual controllers
don’t take any position in the board or managers. These
10 companies account for 7.04% of the whole sample.
Meanwhile, they are all controlled by a single natural
person.

5. Conclusions

Based the data analysis above, we find some interesting
conclusions.

1) The actual controllers of Zhejiang family listed
companies mainly have relationship by blood

In Zhejiang family listed companies, the family con-
trol rights are always allocated to the family members
who have relationship by blood. The family listed com-
panies are almost controlled by parents and their children
or brothers and sisters together. Besides the companies
which are controlled by a single natural person, 84.11%
of the rest companies are controlled by parents and their
children or brothers and sisters

2) Parts of the Zhejiang family listed companies allo-
cate the control rights between the family members who
have several kinds of guanxi

The proportion of the sample companies which allo-
cate the control rights between more than 3 family
members is 28.87%. It is far lower than the proportion of
the companies which allocate the control rights between
1 or 2 family members. However, the more the family
actual controllers are, the more possibility of the conflicts
break out. In these sample companies, there are more
than 3 kinds of guanxi between the actual family con-
trollers. So, the family conflicts may occur more likely in
these companies.

3) The controlling families prefer to control the board
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of the family listed companies

Based on the analysis about the positions which are
taken by the family actual controllers in the listed com-
panies, we find that most controlling families control the
board of the listed companies. The proportion is 86.62%.
By contrast, the proportion of the family members par-
ticipating in the operating management of the listed
companies is 45.77%. It shows that Zhejiang family
listed companies like to choose professional managers to
act as general manager rather than the family members.

4) The intergenerational succession of control rights
in Zhejiang family companies has highlighted

In China, there is a tradition that fathers want their
sons to follow their steps. Forty six of Zhejiang family
listed companies are controlled by parents and their
children together. Among the forty-six companies, there
is no family member participating in the management in
six sample companies; there are the parents participating
in the management only in fourteen sample companies;
there are the children participating in the management
only in nine sample companies; there are the parents and
their children both participating in the management in the
rest seventeen companies. Although the number of the
sample companies controlled by parents and their child-
ren is not so many, the proportion has reached 32.39%. It
is more than one third of the sample companies. So, with
the first founders quitting the management, the interge-
nerational succession of control rights will be more hig-
hlighted.
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