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In Control in China

This article, also published in ‘Tijdschrift voor Organisaties in Control’

expresses the findings of a study by Arjan Zweep, director of Adbeco

Ltd and Jaap Koelewijn, independent advisor and lector in Corporate

Governance. The outcome of the study aims to provide academic and

practical answers to questions which Western companies working with

or owning companies in China might have.

xercising control of Chi-
Enese businesses from the

West is a difficult task.
The foreign owner will have to
become well-acquainted with
the large cultural gulf between
the Netherlands and China,
adapt policy accordingly and
try to make the cultural differ-
ences work in the parent com-
pany’s favour. A clear differ-
ence exists between Western
companies which are largely
involved in importing goods to
Western markets and compa-
nies which are involved in ex-
porting to China. For the latter
in particular, creating a good
control environment is ex-
tremely important, as these
companies are more dependent
on local management to be suc-
cessful in China. This article
elaborates on several sugges-
tions, based on theoretical con-
cepts, which can serve to create
an appropriate environment.

What is different in China?

Conducting business abroad
inevitably means having to rec-
oncile differences in economic
and legal systems. It goes with-
out saying that such differences
exist in China. Formally, China
continues to be a state-con-
trolled economy in which the
government — particularly the
communist party — has consid-
erable influence. Various
sources show that there are
also major cultural differences.
Differences so substantial that
doing business in China can be

very difficult if one is not
acutely aware of them. This
section will consider these dif-
ferences from a number of per-
spectives.

What are the differences?

In principle the control exer-
cised by the European parent
company is directed at both in-
ternal and external administra-
tive measures intended to en-
sure that the Chinese sub-
sidiary’s objectives are realised
in a way that is consistent with
the standards and limiting con-
ditions set by the European
parent company. The parent
company’s principle mecha-
nism of control over a foreign
subsidiary is, of course, its ma-
jority ownership of the shares.
On a more practical level, con-
trol can be carried out in a
number of ways, namely
through power, authority, rules
and procedures, culture and in-
formal mechanisms.

The way an overseas subsidiary
is controlled from abroad de-
pends on several factors, such as
the parent company’s strategy,
the setting in which the sub-
sidiary operates and the sub-
sidiary’s own competencies.
When a subsidiary is in the de-
velopment phase, is active in a
dynamic market and has the
competencies it requires for re-
search and development, the
control exercised by the parent
company will be less strict than if
a subsidiary is operating in a ma-
ture market in a static setting,

with the intention of keeping the
costs as low as possible.

Research has shown that Chi-
nese managers employ system-
atic and formal planning far
less than Western managers.
Instead, they work more with
extrapolations based on expe-
rience and intuition. Chinese
managers tend to examine
causal relationships non-lin-
early and on the basis of a
number of cause and effect re-
lationships. Management in-
formation systems in Chinese
companies are not equipped to
generate timely and accurate
relevant information. There
also seems to be little segrega-
tion of duties at the executive
level of businesses. Chinese
businessmen prefer to keep
their information to themselves
or within a select group of
trusted employees instead of
disclosing this information for
use elsewhere in the organisa-
tion.® This approach has great
consequences for the control of
a Chinese subsidiary. Western
enterprises are nearly forced to
adjust their system of control
to suit the local circumstances
and working methods. In Eu-
rope and the USA, control is
mainly exercised by means of
finance and  accounting
processes, in which the various
measures described by Admin-
istrative Organisation and In-
ternal Control (AO-IC) theory
are applied. This entails gener-
ating operational control infor-
mation and information re-
quired for the creation of an-
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nual reports from the adminis-
tration.

The question is whether the
control measures prescribed by
AO-IC theory, (namely internal
organisation, analytical review,
relational control, external
documents and internal report-
ing, prescriptive data, compre-
hensive auditing and intelli-
gence related to the auditee),
can be applied in Chinese sub-
sidiaries. As pointed out above,
there is little segregation of du-
ties at the executive level, little
formal planning and limited
recording of information. In
Chinese companies, coordina-
tion and control is carried out
on an informal, implicit and re-
lational basis. The scholarly lit-
erature offers explanations for
these differences.

How can these observed

differences be explained?
The American E.H. Schein
and Dutchman G. Hofstede are
the leading theorists on organi-
sational culture. In his research
into culture, Schein distin-
guishes three levels: basic as-
sumptions, values and arte-
facts. These will be illuminated
below in the Chinese context.

Basic assumptions are uncon-
scious, deeply rooted percep-
tions, thoughts and feelings. A
group shares a collective pref-
erence for a particular way of
doing things. For 5000 years,
the Chinese people have been
united by a number of key cul-
tural characteristics {such as a
shared script and moral princi-
ples) based upon the writings
of Confucius.

Two important values in Chi-
nese society are the concept of
guanxi and the importance of
family ties. Guanxi literally
means relationships, and refers
to all types of relationships. In
the Chinese business world, it
mainly applies to the network
of relationships between vari-
ous parties who cooperate to-
gether and support each other.

The essence of guanxi is there-
fore to do business by using
valuable contacts.® In a cen-
tralised, bureaucratic state, the
only way to achieve goals is by
making use of personal con-
tacts. Guanxi is thus the ana-
logue of a commercial legal
system, and considering the lat-
ter is less fully developed in
China, using guanxi is all the
more necessary.

The importance of family is a
second essential value in Chi-
nese society. The family in Chi-
nese culture is a natural exten-
sion of the individual. ® To un-
derstand the Chinese family
business, one must accept that
in China, the family forms the
basis of all organisations. Chen
(2001) describes a number of
fundamental differences be-
tween traditional Chinese busi-
nesses and Western businesses
which are a result of the differ-
ing importance of family ties
within the two cultures:

The objective of a Chinese
company is to serve the fam-
ily’s long-term interests and en-
hance its prestige. A Western
company’s objective is to max-
imise shareholder value, with
the focus on the short-term.
Most often, this concerns
profit maximisation in the
short-term and the company’s
market value.

Chinese companies keep their
financial data as confidential as
possible. In Western compa-
nies, control and publication of
annual accounts are obligatory.
Chinese companies cannot be
purchased due to the obliga-
tions to the family. Western
companies can change owner-
ship through mergers and/or
takeovers.

In a Chinese company, man-
agers are recruited from the
family. In a Western company,
managers are recruited from

outside and selected on the

basis of their knowledge and
skills.

The third level identified by
Schein as the most perceptible
is that of artefacts. Artefacts
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are the visible organisational
structures and procedures.
These are all the phenomena
encountered upon entering an
organisation. The most com-
mon organisation form in Chi-
nese society is what Mintzberg
identifies as the ‘simple struc-
ture.” The coordination princi-
ple that applies to this struc-
ture is personal supervision by
a superior. The most impor-
tant part of the organisation
in this form is the strategic top
level. The culturally deter-
mined significance of the fam-
ily business is evident here.
Compared to other cultures,
the following picture devel-
ops:

The Dutch researcher Geert
Hofstede distinguishes four di-
mensions which can charac-
terise a culture. These are:

Collectivism versus individual-
ism: Thinking in China is very
collective; individual interests are
of secondary importance to the
interests of the group. People are
expected to look after their fel-
low man, consider their wishes,
treat them respectfully and pro-
tect them from losing face.

Power distance: Chinese soci-
ety exhibits a high power dis-
tance. The whole system is au-
tocratic in principle, based on
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hierarchical principles and sta-
tus differences. This way of
working is considered the ideal
way to shape relationships.

Uncertainty avoidance: This is
the extent to which members of
culture feel threatened by un-
certain or unknown situations.
This feeling is expressed in
nervous tension and in a desire
for predictability: a desire for
formal and informal rules.
Hofstede’s research established
a low level of uncertainty
avoidance in Hong Kong and
Singapore, which suggests that
the Chinese do not need that
many rules in order to func-
tion. The fact that information
is so highly context-based sup-
ports this suggestion. However,
the Chinese fear of direct inter-
action with foreigners conflicts
with a low level of uncertainty
avoidance.

Masculinity versus femininity:
This dimension refers to the ex-
tent to which gender roles
overlap each other. A society is
masculine if social gender roles
are clearly distinct. Men are ex-
pected to be assertive, tough
and focused on material suc-
cess, whereas women are sup-
posed to be modest and fo-
cused on the quality of life.



Confucian Dynamism:
Canadian researcher Michael
Bond, affiliated with a univer-
sity in Hong Kong, distin-
guished a fifth dimension, based
on a values research study set
up by Chinese researchers. Of
the four above-mentioned di-
mensions, only the dimension of
uncertainty avoidance was con-
sidered irrelevant to this study.
Instead, another dimension
based on the teachings of Con-
fucius was considered to be
highly important, that of long-
term orientation as opposed to
short-term  orientation. It
should come as no surprise that
the study characterised China,
Hong Kong and Taiwan as the
most long-term oriented soci-
eties in the world. Long-term
orientation is characterised by
values such as persistence,
awareness of status (ordering
relationships based on status
and respecting this order), thrift
and a sense of shame.

It is striking that the fifth di-
mension was only included at a
later stage based on research
questions formulated by Chi-
nese researchers. Without the
cultural insight of these local
researchers, this dimension
would not have been distin-
guished. This emphasises the
fact that Chinese culture is fun-
damentally different to Western
cultures and has a very strong
character of its own. Ambiguity
is ubiquitous in Chinese society.
“Yes® does not always mean yes
and ‘No’ does not always mean
no. This is a complicating fac-
tor for Western companies. On
the other hand, the Chinese are
flexible and keep several op-
tions open. How can Western
companies make use of these
insights in controlling their
Chinese operations?

Applying insights to stay
in control of a Chinese
operation

There is a clear difference be-
tween how a Chinese company
operates when — from a Dutch
perspective — it has an importing
position as opposed to an ex-
porting position. Just as in Euro-
pean companies, culture and
segregation of duties remain the
groundwork for control.
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Import-oriented companies are
better able to employ tradi-
tional Western control meth-
ods, as they are less dependent
on Chinese management. In-
formation is less context-based
in these businesses. An appro-
priate contro! environment (as
it is called in the COSO model)
must be created for export-ori-
ented companies in particular.
The subsidiary must be able to
operate independently in this
environment, so that it can op-
erate effectively in the Chinese
market.

Selection of executive manage-
ment that mutually under-
stands and values the culture.
With regard to critical
processes (namely sales for ex-
port-oriented businesses), it is
highly advisable to find some-
one local who is in the busi-
ness that you can trust and
with whom you are already ac-
quainted. Preferably someone
who was educated in the West,
so that he understands West-
ern culture. Although Chinese
people who have lived abroad
can also run up against cul-
tural differences, they will face
fewer problems than a western
manager. For export-oriented
businesses, it is important that
this person be able to present
himself to the outside world as
someone with enough status to
be taken seriously by the local
environment. Having personal
trust in the managing director
decreases the need for various
kinds of formal documenta-
tion, such as contractual obli-
gations, account management
et cetera. In such cases, control
can be executed to a greater
extent by means of what
Simon describes as belief sys-
tems.

Agreement on long-term objec-
tives: The European parent
company and those in charge
of the subsidiary in the Far
East must have congruent long-
term objectives. Giving the lat-
ter shares in the company is
one way of ensuring this. It is
also important to articulate a
common vision for the long-
term, certainly when operating
with Chinese management.
Make sure to take advantage of
the Confucian way of thinking

and use the strength of the Chi-
nese culture. There is no such
thing as instant success in
China.

Control through talking to cus-
tomers: The most effective
method of control for export-
oriented SMEs is for the Euro-
pean parent company to be
personally represented in the
market. The personal network
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in China will need to be ex-
panded and maintained. In the
West, contacts are established
through transactions that take
place over time. In the Chinese
market, a relationship must
first be made before business
transactions can take place. A
relationship of trust has to de-
velop with the Chinese cus-
tomer. Most end customers in
the Far East will appreciate
someone from the European
parent company taking an in-
terest. Through good commu-
nication with customers you
can actually control the sub-
sidiary. Be wary if the Chinese
managing director seems reluc-
tant to take you along on visits
to end customers or other con-
tacts. This could be a sign of a
guanxi relationship that may
not be to the advantage of the
company.

Use Dutch culture to your ad-
vantage: One advantage for the
Dutch parent company is that
Dutch culture is characterised by
low avoidance of uncertainty.
Dutch managers are more adept
at dealing with different culrures
than the majority of Western
countries. Dutch managers find

it easier to handle the implicit,
informal and context-based situ-
ations than their German col-
leagues for example.

Set-up of the organisation: The
management of the subsidiary
and the European parent com-
pany have to communicate fre-
quently and openly. This is
particularly true for export-
oriented companies. The sub-

sidiary’s management should
have a certain level of partici-
pation in the European parent
company’s decision making
process. This is also desirable
if a large percentage of the
company’s profit is earned in
the Far East. The personnel in
a Chinese company expect an
autocratic style of leadership.
Delegation and participation
will be uncommon within the
subsidiary. In Chinese compa-
nies, not much is formally de-
fined; all information is con-
text-based, and little use is
made of information systems,
while the potential advantages
of such systems are great. The
main coordination mechanism
is personal supervision by ex-
ecutive management. One of
the potential dangers of such a
set-up is that executive man-
agement can become overbur-
dened. Another problem is
that clear segregation of duties
must be introduced into execu-
tive management. This goes
against Chinese corporate cul-
ture, but is essential in order to
keep the organisation under
control.



