
UNIVERSITY OF CALGARY 

Selected Issues 

In 

Business and Contractual Relationships 

In 

Private Construction Projects in Canada/China Deals 

by 

Carlos P. Marques M.Sc., P.Eng. 

A THESIS SUBMITTED TO THE FACULTY OF GRADUATE STUDIES IN 

PARTIAL FULFILMENT OF THE REQUIREMENTS FOR THE DEGREE OF 

DOCTOR OF PHILOSOPHY 

DEPARTMENT OF CIVIL ENGINEERING 

PROJECT MANAGEMENT SPECIALIZATION 

Calgary, Alberta 

September, 2003 

© Carlos P. Marques 2003 



THE UNIVERSITY OF CALGARY 

FACULTY OF GRADUATE STUDIES 

The undersigned certify that they have read, and recommend to the faculty of Graduate 

Studies for acceptance, a thesis entitled "Selected Issues In Business And Contractual 

Relationships In Private Construction Projects In Canada/China Deals" submitted by 

Carlos P. Marques in partial fulfillment of the requirements for the degree of Doctor of 

Philosophy. 

471-rc 7-1—• cn_44-9 

Supervisor, Dr. George Jergeas, Department of Civil Engineering 

Dr. Francis Hàttman, Department of Civil Engineering 

1' 

Dr. Janaka r uwanpur 

Dr. Tang LFaculty of Environmental Design 

epartment of Civil Engineering 

Dr. AbdulmajeeMohamad, Deparment of Mechanical Engineering 

/  
Dr. Simaan AbouRizkç University of Alberta, External Examiner 

QL{- ci 2-003 

Date 
11 



ABSTRACT 

The thesis provides an exploratory investigation into business and contractual 

relationships within the construction industry in China. The scope of the thesis is limited 

to private construction and excludes large scale government contracts or contracts that 

involve financing by the World Bank. 

The research is qualitative in nature and has been based on interviews and surveys 

conducted with managers, engineers and contractors within the construction industry in 

selected provinces in China. The responses obtained provided a basis for understanding 

how business relationships can be initiated and maintained within the industry. The 

research also provides an understanding of the contractual framework including laws, 

governance, enforcement and dispute resolution. 

The findings of the research indicate that business relationships are vital for Canadian 

firms venturing into the Chinese construction market. The relationships are based on trust 

and have to be developed over time. A model for building and sustaining business 

relationships within the construction industry has been presented. In the contractual 

framework, different factors are important at different stages of the framework, but 

ultimately cost and the willingness to negotiate beyond the contract become dominant 

factors. Included in the thesis are suggested guidelines for Canadian corporations 

contemplating participation in the Chinese construction market. A model for this 

participation has also been presented. 
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Executive Summary 

This research is an exploratory investigation into business relationships and contractual 

framework within the private construction industry in China. 

The investigation included background literature search into China, the Chinese 

construction industry, the Chinese culture and its influence on business practices, and the 

economic environment since its open door policy and economic reforms that were 

initiated in 1978. 

Following the literature search, a research strategy was developed to enable the research 

objectives to be achieved. A qualitative type of methodology, based on modified 

grounded theory, was selected and both interviews and surveys were conducted in order 

to acquire the necessary data and formulate research conclusions. 

The investigation determined the factors that are important in developing a business 

relationship and examined the role and contribution of each factor in this development. 

The investigation included an examination of the contractual framework, from the pre-

bidding stage to the contract award stage. 

To participate in the Chinese construction market, the building of a business relationship 

is necessary. Trust, including both competence and integrity components of trust, is vital 

in a business relationship in China and as a result, considerable investment in time and 

resources will be required to develop a business relationship. 

Based on the results of the investigation, a model for relationship building has been 

presented. Guidelines were also provided for Canadian corporations contemplating 

participation into the Chinese construction market. A model for this participation has also 

been presented. 

xiv 
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CHAPTER 1 

INTRODUCTION 

CHAPTER OVERVIEW 

This chapter describes the international project environment as well as the Chinese 

project environment. It states the purposes of the thesis and its objectives, its importance 

and limitations, as well as the thesis overview. 

1.1 INTRODUCTION 

In the last several decades, corporations have experienced numerous changes in their 

business environment. Particularly in the last decade, these changes have been profound. 

Business has become global, contributed by factors such as technological and 

telecommunication changes, competition, diversification of resources, mobility and trade 

facilitation (Marquardt 1999). Globalization has forced many corporations to revise their 

approach to business. It has also forced them to re-evaluate their business outlook in light 

of the opportunities that have emerged and the changes that have occurred in the 

marketplace; this new vision may include participation in the global arena (Brake 1995). 

But in order to participate in the global arena, the project manager will have to deal not 

only with his/her project objectives but also with the complex issues involving 

management across cultural boundaries. If this is to occur, a new type of project manager 
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will be required - one that exhibits flexibility, understanding and tolerance of the 

challenges imposed by global market conditions. He or she will also have effective 

interpersonal skills, and will have developed an understanding, appreciation and ability to 

manage cross-cultural differences (LaRoche 1998). 

In international projects, a project manager will likely be a team member in a multi-

national team, consisting of personnel from different countries placed together 

specifically for a project (LaRoche 1998). In a similar manner, domestic projects in the 

future could include different cultural components, as contractors from abroad may 

choose to participate in our domestic market. Although still limited in extent in Canada at 

the present time, this type of international arrangement is already in existence in many 

parts of world, such as, for example, in the Middle East. The joint venture type of 

collaboration involving multi-national participation is also becoming increasingly evident 

throughout the Far East and in particular, China (Nian 1999). According to the Chinese 

Ministry of Construction (MOC 1997), Sino-foreign construction joint ventures has 

grown from 1200 in 1994 to 1600 in 1995 and over 2000 by the end of 1996. With this 

complex arrangement, where business objectives need to be met, an understanding of 

international relationships and the ability to manage cross-cultural differences will be 

invaluable to the project manager (LaRoche 1998). 

The events of the last two decades have resulted in substantial growth in the economy in 

China and this, in turn, has created unprecedented opportunities in the construction 

industry throughout the country. Development in China to date has been short of 
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spectacular, particularly along its coastal cities (Burstein 1999). With the award of the 

2008 Olympics and her admission to the World Trade Organization, the pace of 

development is expected to continue (CanadExport 2001, 2002). 

The Thesis will provide details on the various issues that will affect the project manager 

when dealing with construction projects in China. It will provide an evaluation of the 

various parameters that exist in business and contractual relationships within the private 

construction industry in China. 

1.1.1 INTERNATIONAL PROJECTS 

Companies seek to operate internationally for many reasons and these often include 

expansion of sales, acquisition of resources, diversification of sources of sales and 

minimization of competitive risk (Daniels 1998). When a company operates 

internationally, the operating conditions and environment will differ considerably to 

those at home. These differences will arise out of geographical, societal, political, 

technological and cultural factors (Daniels 1998). For the project manager, working in a 

different country under a different political and economic environment, adaptation and 

conformity are required and these are challenges in their own rights. With added complex 

contributors such as societal and cultural factors, the challenge can become substantial. 

To succeed in such an environment, the project manager must be equipped with 

knowledge, understanding, tolerance and flexibility (LaRoche 1998). Differences in 

approaches, values and expectations among clients, suppliers and team members with 
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different backgrounds have led to many project failures. By understanding cross-cultural 

differences, engineers and project managers can increase their probability of success in 

an international venture (LaRoche 1998). For personnel working abroad, it is estimated 

that the probability of failure to complete the assignment is over sixty percent (LaRoche 

1999). For technical personnel, research indicates that the cost associated with this failure 

is in the order of $200,000 per person. In the case of project managers, impact costs 

resulting from disruption to the project will be significantly higher. In some cases, this 

may lead to the failure of a project. 

In a joint venture setting, the lack of compatibility between partners is the most important 

factor that undermines the effectiveness of joint ventures (Geringer 1991). This lack of 

compatibility is caused by failure to understand how cultural assumptions influence the 

development of the joint venture. According to Swierczek (1994), by understanding the 

main dimensions of culture and recognizing that these will impact disputes, an 

appropriate perspective for managing conflicts in joint ventures can be acquired. Partner 

selection is a critical variable because it influences the overall mix of available skills and 

resources, the operating policies and procedures, and the short-term and long-term 

viability of the joint venture. Culture influences this choice, the compatibility and the 

working together of the partners. 

On the basis of the factors described, it is apparent that greater risks are inherent to 

international projects (Daniels 1998), (Diekmann 1999), (Swierczek 1994). The risks are 
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very significant as these may cause large disruptions in resource allocation, unnecessarily 

large expenditures and ultimately the failure of the project. Yet, in the past, the amount of 

training that was provided to project personnel by corporations involved in international 

projects was minimal (LaRoche 1999). This training was generally confined to 

'superficial' differences, focusing mainly on basic cultural differences and contrasting 

these with North America. However, in the past three decades there has been a noticeable 

increase in cross-cultural training facilities and service providers (Wederspahn 2000). 

The increase in the number of intercultural services, providers and purchasers has kept 

pace with the internationalization of business. Many corporations now recognize that 

diversification in their business activities requires the understanding of other cultures. 

For the project manager, the project environment is usually complex and dealing with 

another culture adds to this complexity. Therefore, it becomes necessary that he or she 

acquire an understanding of the cultural differences that will impact the project 

environment (LaRoche 1999), as the influence of culture is reflected in the attitudes and 

values of project personnel towards work, business and social activities. The objective of 

this thesis is to provide that understanding. It examines the factors that exist in business 

and contractual relationships in China. 

1. 1.2 PROJECTS IN CHINA 

Projects in China are unique in that distinct features characterize them. Cultural attributes 

will dominate the business environment (DeMente 1994), (Genzberger 1995), (Gannon 
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1994). Relationships and networking are vital for the success of a project. "Guanxi", 

which refers to extensive networking, is essential and vital when pursuing business 

ventures in China (Chining 1991). Cultural influences, which dominate attitudes towards 

contracts, can significantly affect the contractual framework (Genzberger 1995). Cultural 

influences also dominate many aspects of a business relationship. Attributes such as 'face 

saving' (Allison 1991, DeMente 1994) can have profound effects in the project 

environment. Unexpected violations of 'Feng Shui' may lead to disastrous consequences 

or equally disastrous expenses to counter-act it. "Feng Shui" refers to Chinese geomacy 

(DeMente 1994), an ancient study that seeks to establish harmony in the environment. 

Most of these attributes originate from cultural influences that are deeply rooted in such 

society, the influences of which are still evident in present-day China, especially in Hong 

Kong. These cultural influences, which are not always obvious, can be powerful and 

sufficient to affect the outcome of a project. 

In the project environment, the project manager will face major challenges resulting from 

differences in management systems, technological practices and cultural background 

(Chan 1999). To successfully navigate in such an environment, he or she must understand 

and manage these differences accordingly. 

1.1.3 REASONS FOR THE RESEARCH 

China has been selected as the theme for this research for the following reasons: 

1. The researcher is interested in the recent developments that have occurred in China. 
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2. Economic development in China is surpassing its neighbouring countries and China is 

becoming a major player in the region (Lee 2000). 

3. Opportunities for participation in major projects in China have been increasing 

rapidly in the last decade. China has become a major manufacturing base for the 

western market as well as other markets throughout the world (Burstein 1999). This 

has resulted in a rapid expansion in its economy in the last two decades. The 

economic growth associated with this expansion has been of unprecedented 

magnitude and economic indicators, as forecast by major economic observers, 

indicate that this trend will continue into the next few decades (Naisbitt 1997, 

Burstein 1999). 

4. Economic expansion and supporting infrastructure requirements are expected to 

increase steadily in the next several decades (Nian 1999). 

S. The demand for foreign know-how and expertise is rapidly increasing as the country 

seeks modernization and parity with the western world (Naisbitt 1997). 

6. Canada can play a significant role in China's growth. "Canadian involvement can 

take the form of joint ventures, technological cooperation and/or build-operate-

transfer rights" (CanadExport 2002). 

7. Future growth in Canadian construction and engineering firms may include expansion 

into construction markets abroad. 

8. There is a lack of awareness and good understanding of the Chinese construction 

market, the business environment and the cultural issues by Canadian companies. 
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1. 1.4 NEED FOR THE STUDY 

In the last two decades there has been a shift of manufacturing into China (Burstein 

1999). Numerous North American, European and Japanese companies recognize the 

benefits and advantages of deploying a manufacturing base in China. This trend, which 

started two decades ago, has accelerated in the last decade, and this is expected to 

continue in the foreseeable future. As a result of this activity, China has experienced 

unprecedented growth in its economy. Opportunities are being created in virtually every 

sector of its economy including the construction industry, and opportunities for foreign 

participation in this growth will increase. Therefore, a need exists to bridge the gap in 

understanding between Canadians and Chinese. This understanding will facilitate the 

cultivation of business relationships with the Chinese, with the objectives of promoting 

better relationships and appreciation of the contractual framework in business. This study 

focuses on the construction industry, as this is the area of interest to both the researcher 

and his supervisor, who are practitioners in this field. 

Most of the projects in China were conceived as a result of growth and demand along its 

coastal cities (Burstein 1999). As the population increases and the economic environment 

expand, it is anticipated that similar projects will be contemplated in other regions in 

China. These will range from housing to infrastructure projects and opportunities will 

exist in the private construction sector, as the Government in China is encouraging 

foreign participation in these projects (Shen 1996). 
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1.2 AIMS OF RESEARCH 

The aims of the research are as follows: 

• To identify and examine the factors that will be important to Canadian companies in 

establishing business relationships within the construction industry in China. 

• To develop a model for relationship building between Canadians and Chinese within 

the private construction industry in China. 

• To examine the factors that influence the contractual framework, ranging from the 

initial contact and relationship building, through the bidding process to the contract 

award stage. 

• To examine the contractual process and identify procedures that will help sustain the 

business relationship and enhance possibilities for repeat business. 

• To provide practical guidelines to project managers and engineers with the purpose of 

equipping them with a better understanding and appreciation of the differences that 

exist when dealing with projects in China. This would improve their chances for 

successful bidding or successful completion of the project. 

• To provide recommendations for various contractual alternatives 

1.3 RESEARCH SUMMARY 

The research is an exploratory investigation into business and contractual relationships 

within the private construction industry in China. It is based on a qualitative methodology 
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using both interviews and surveys to collect the necessary data. Based on the data 

evaluation, business relationships and contractual framework are examined. 

1.4 GUIDE TO THE THESIS 

The thesis is divided into ten chapters covering the following: 

Chapter 1 This chapter provides an introduction to the research, identifying the need 

for the research and the objectives of the research. 

Chapter 2 This chapter provides background information on globalization, 

identifying the driving forces behind international projects and the 

challenges associated with these projects. The chapter also provides 

detailed discussions on cultural influences that dominate China and how 

these influences affect business and contractual relationships. 

Chapter 3 In this chapter, the Chinese culture is examined. The chapter begins with a 

brief historical review of China and discusses the recent developments in 

the country. It introduces the Chinese culture and examines its influences 

on current business practices in China. It provides an evaluation on the 

significance of business relationships, values, trust and commitment in the 

Chinese society. 
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Chapter 4 This chapter describes the research methodology. It discusses the 

approaches that were available to and ultimately adopted by the 

researcher. The reasons for the adaptation of the selected methodology are 

provided in this chapter. 

Chapter 5 This chapter discusses how the data for the research was acquired. It also 

elaborates on the challenges that were encountered during data collection 

and the strategies that were adopted to handle the challenges. 

Chapter 6 This chapter describes the compiling and the evaluation of the research 

data. 

Chapter 7 This chapter presents the research findings. It discusses the research data 

and its interpretation. 

Chapter 8 This chapter presents a model for relationship building within the 

construction industry in China, based on the findings from the research. 

Chapter 9 This chapter presents the conclusions of the research as well as 

recommendations for further research. 

Chapter 10 This chapter provides guidelines for Canadian corporations currently 

contemplating participation in the Chinese construction market. 
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CHAPTER 2 

INTERNATIONAL PROJECTS 

CHAPTER OVERVIEW 

This section of the literature survey provides an overview of international projects and 

discusses the differences in the business environment between the domestic market and 

the market in China. It examines the role that culture exerts in a foreign business 

environment and explores some of the cultural differences that may exist when venturing 

into the Chinese market. 

2.1 AN INTRODUCTION TO INTERNATIONAL PROJECTS 

When dealing with international projects, many different issues have to be taken into 

consideration. Among the issues that are likely to have significant impact on the outcome 

of the projects are political, economical, geographical and cultural issues (Daniels 1998). 

Political and economical attributes provide numerous constraints in business operations. 

However, managing these constraints is necessary, if business objectives are to be 

achieved. Geographical differences will exist the moment we exit from our familiar 

territory. In addition, there will be differences resulting from trade barriers and trade 

protectionism, which may often result from cultural differences (Daniels 1998); these 

differences contribute to the constraints in pursuing business objectives. These 
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constraints will be augmented further by the distance factor when the project is in a 

different country or in a different continent, and when difficulties exist in 

communication. Despite these barriers, numerous international projects remain attractive 

for a large number of reasons, which include resource allocation, technological 

advantage, diversification, competitiveness and profit (Daniels 1998), (Marquardt 1999). 

2.2 INTERNATIONAL PROJECTS 

The number of international construction projects in the Far East region and the 

magnitude of these projects have in the last two decades been the subject of numerous 

media reports. The projects have been of unprecedented magnitudes, particularly in 

regions of exceptionally high growth, such as in China - for example, the construction of 

the new airport in Hong Kong with capital expenditures ranging from 14 to 20 billion 

U.S. dollars (Marston 1996), development of numerous cities with supporting 

infrastructure in the Guangdong region of China, and the development in other regions 

particularly along its coastal cities (Burstein 1999). The emergence of China in the 

development scene in the last decade has created an unprecedented number of 

engineering projects in that country and, as a result, opportunities for foreign corporations 

to participate. The successful bidding for the 2008 Olympic Games and the entry into the 

World Trade Organization will further create opportunities for doing business in China. 

According to the Canadian Department of Foreign Affairs (CanadExport 2002), "it is 

estimated that the games related infrastructure projects associated with the Olympics will 

be worth 14 billion U.S. dollars, and that global bids will be directed to the design, 



15 

construction and management of most of the Olympic venues and the Olympic village. 

Canadian involvement can take the form of joint ventures, technological cooperation 

and/or build-operate-transfer rights. China is committed to a transparent bidding process 

that places foreign and domestic firms on equal footing." 

Another area of growth that is anticipated is in the tourism industry - successful 

discussions have been finalized between Walt Disney Co. and Chinese authorities to 

proceed with the building of a new theme park in Lantau Island, Hong Kong, where the 

new international airport was recently completed. As per James Zoltak (Zoltak 1999), 

editor of Amusement Business, discussions on the theme park began following Mr. 

Michael Eisner's (the CEO of Walt Disney Corporation) visit to China in December 

1998. Zoltak commented that Disney is "looking at South East Asia because it has a lot 

of potential - the time to get in is before it booms". This type of project will not only 

impact construction resources in the region, other projects will be generated as a result of 

the increase in air and highway traffic. As well, additional tourist facilities, such as new 

hotels and supporting infrastructures, will be required to accommodate the new volume 

of tourism that is anticipated. 

Many of these projects will be constructed utilizing project managers, engineers and 

contractors from different countries - in many instances, joint effort among consultants 

and contractors from different countries will be necessary for successful completion of 

the project (Chan 1999). Previously, various combinations of specific skills and resources 
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were formulated in order to meet overall project objectives and it is evident that many 

potential projects could be made available for Canadian corporations. However, 

competition will be significant and the challenge for the Canadian firm will be to 

successfully outbid other experienced international construction firms. As previously 

indicated, China has undergone rapid expansion in the past two decades. It has become a 

manufacturing base for numerous corporations (Burstein 1999). Its favourable labour 

costs (compared to industrialized western countries), available resources and reliability 

have contributed to the rapid expansion. As the demand for its products increase, not only 

for export purposes but also for local consumption, a steady improvement in standard of 

living will continue in China and this will result in new demands for housing, 

infrastructure and other developments (Burstein 1999). 

2.2.1 IMPORTANCE OF GLOBALIZATION 

Collins English Dictionary and Thesaurus (2002) defines "globalization" as follows: 

1. "the process enabling financial and investment markets to operate 

internationally, largely as a result of deregulation and improved 

communications". 

2. "the process by which a company expands to operate internationally". 

Advancement in communication technology, particularly in recent years, has enabled us 

to be aware of events across the world almost immediately as they occur (Daniels 1998). 
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Advancement in computer technology has not only made us aware of events, but has 

enabled us to exchange communications and ideas instantaneously. This has resulted in 

considerable "shrinking" of the world, as corporations perceive to be in more control and 

direct participation with its subsidiaries or personnel abroad (Marquardt 1999). 

The participation in overseas projects have always been associated with high risks 

(Diekmann 1999, Daniels 1998), resulting from lack of control and poor communication 

- advancement in communication technology, such as teleconferencing, has succeeded in 

minimizing some of these risks (Daniels 1998). 

As project managers, we have to complete our assignments wherever the project may be; 

in the past, engineers have gone to countries where demand for engineering has 

increased. For example, numerous projects in the Middle East emerged soon after the oil 

embargo in 1974 - this region of the world experienced new revenues and as a result 

created avast demand for new projects. 

In a similar manner, considerable investments have been made in China. Billions of 

dollars have been invested in China in the last two decades (Burstein 1999). This massive 

influx of capital has created an unprecedented growth in its economy which in turn has 

translated into numerous infrastructures, industrial, commercial and residential projects. 

Most of this capital was originally directed in the region of Guangdong (Rohwer 1996), 

due to its roximity to Hong Kong and as a result of a shift in manufacturing from Hong 

Kong into China due to lower labour costs (Naisbitt 1997). As a result of the capital 



18 

influx into the region, the developments have been vast by any standards, including the 

building of entire cities across the province - this 'building boom' continued and spread 

onto neighbouring provinces. Concurrent with the development in the south-eastern 

region of China, development occurred in Beijing, Shanghai and other major cities across 

the country. The types of projects built included residential, commercial, industrial, 

airports, tunnels, container terminals and highways. 

To a project manager, the opportunity to participate in large construction projects in 

China will likely continue for the next several decades. As voiced by former Prime 

Minister Lee Kuan Yew (Burstein 1999) of Singapore "It is not possible to pretend that 

China is just another big player. This is the biggest player in the history of man." 

Development in China is expected to accelerate with its entry into the World Trade 

Organization. 

For corporations located in North America the option to participate in projects in China is 

becoming a reality, as future profitability may depend on this type of diversification. For 

many corporations, the fact that their competitors are contemplating a move in this 

direction would be sufficient to trigger serious considerations about participating in this 

market. Without participation in this sector of the global market, lost opportunities will 

result, and this may impact the profitability and survivability of many corporations. 
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2.2.2 THE DRIVING FORCES 

Market transformations in the past decade have created conditions that are favourable 

toward doing business internationally. Technological changes, flow of capital, and trade 

facilitation are among the major factors that have contributed to these transformations 

(Daniels 1998). Opportunities have been created as a result and with increased 

competition on the domestic front, expansion abroad has become an attractive option for 

many firms. Corporate visions today include a 'global picture' (Marquardt 1999) and 

China has certainly been an important sector in that picture. Consistent exposure by the 

media on this potentially large market has attracted much attention in recent years. 

Although the risks of participating in this market would be high for many corporations 

(Shen 2001), the potential for significant profits exist and, therefore, China has been 

taken into consideration in the future plans of medium and large construction 

organizations. Even for the smaller organizations, participation through joint ventures 

could be feasible. Risk evaluation for any organization contemplating projects in China 

should be carried out based on specific project risks and the ability of the organization to 

handle these risks. Recent research at the University of Colorado (Diekmann 1999) has 

included the development of computer software to evaluate and analyze risks involved in 

the participation in construction projects abroad. These risks include political risk, 

economic risk, cultural and legal risks, technical and construction risks and other special 

risks such as, for example, lack of experience and import/export regulations. This 
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approach to risk evaluation and analysis could be used for corporations contemplating 

participation in the Chinese construction market. 

2.3 PROJECT ENVIRONMENT 

In international projects, the laws, business practices and cultural influences of a specific 

country will dominate its project environment. In China, Chinese laws, Chinese business 

practices and mind-set will dominate the environment. 

2.3.1 THE CHALLENGES, RISKS AND REWARDS 

When a company embarks in international projects, such as in China, it will be subjected 

to conditions that are different to those normally encountered at home. These different 

conditions are essentially external influences as determined by physical and societal 

factors (Daniels 1998). These factors include political policies and legal practices, values, 

attitudes and beliefs, economic forces and geographical influences. 

Good project management skills are required to ensure success in a domestic project. In 

China, not only must these skills be transferred to Chinese projects, these must be 

modified in order to suit local requirements such as local labour conditions, practices, 

bylaws, productivity, as well as differences in management (Chan 1999). Additional 

knowledge will be needed and this must include an appreciation of the political, 

geographical, economic and cultural issues (Daniels 1998). The more he or she is 
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prepared to learn and understand about the new environment, the better are his or her 

chances of success. The project environment in China will present different challenges 

that may include resources allocation, geographical constraints, bureaucracy (including 

payments to 'facilitators') and legal issues (Genzberger 1995) - these challenges can be 

handled through well placed strategies. However, the challenges that are often ignored 

are the softer issues of attitudes, values and beliefs. These softer issues represent the 

culture and its influence will be exerted in a project early on, as early as the pre-bidding 

stage and will continue throughout the life cycle of a project. The cultural influence, 

which is often underestimated, taken for granted or regarded as unimportant, will have 

significant impact on the project outcome. Costly disruptions to projects have resulted 

from the neglect of culture and its influence (Swierczek 1994) and numerous joint 

ventures have failed as a result of this intangible, yet powerful, attribute. 

Due to the existence of the differing cultural, political, economic and other factors, 

international projects are considered to be riskier than domestic projects (Diekmann 

1999). A project manager that recognizes the need to 'manage' the additional factors will 

have taken the necessary steps to minimize these risks and steps towards ensuring the 

success of his or her project (LaRoche 1998). 

In China, projects present numerous challenges in addition to managing cultural 

differences. As in elsewhere, there are usually problems in construction projects and in 

China some of the problems are delays, different practices and cultural factors (Chan 

1999). As the country is slowly emerging from its isolationist policies of the early 1970's, 
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it is discovering that the standards that are in place in technical and business areas are 

outdated and in need of revision (Nian 1999), (Mayo 1995). Recognizing the need to 

update these standards, China has, in the last decade, made considerable effort in 

streamlining many of these issues; business laws have undergone numerous revisions 

with the overall objective to facilitate trade, new trade laws are being drafted and revised 

technical standards are being established (MOC 1998). In seeking parity with the western 

business world, its entry into the World Trade Organization (WTO) and its commitment 

to become a significant player in the world economy, China will continue to improve its 

business environment (CanadExport 2001). According to the Canadian Department of 

Foreign Affairs and International Trade (CanadExport 2002), the implications of China's 

WTO membership will be very significant. - "China has begun to make sweeping 

reductions in barrier to trade in goods and services. It has also started a long-term process 

to make changes to its trade laws and regulations to ensure that they are consistent with 

the agreed practices of other WTO members". 

2.4 ETHICS 

Ethics is a major issue confronting businesses in virtually every country in the world. 

Ethics reflects our core values. In today's business world, where changes are occurring 

rapidly, many of us are expected to make decisions at a much faster pace than in the past. 

Technological advances have created expectations that decisions can be made faster, but 

our decisions today may have far greater impact and therefore consequences than in the 

past. Cited examples of where ethics had been compromised and which resulted in 



23 

catastrophic consequences are the Exxon Valdez and the Chernobyl reactor No.4. (Kidder 

1996). Unless a strong sense of value exists within us or clear ethical guidelines are 

instilled within ourselves and our corporate cultures, it would be relatively easy to cross 

that fine boundary between ethical and unethical behavior. This section of the thesis 

lightly reviews some of the fundamental concepts on ethics and then evaluates how ethics 

and ethical behavior may be promoted, when doing business in China. 

In North America, numerous cases of ethical violations have been brought to the 

forefront recently. The increase pressures of business, expectations and the drive for 

profits and/or personal compensations have contributed to numerous recent examples of 

unethical behaviour within our business community. Therefore, there is a need for us to 

be introspective in order to determine what are our core values and ethical standards. 

Only with clear sense of ethics and a strong personal mandate for ethical behavior, can 

we be in a position to evaluate or judge specific situations, and hence make decisions that 

may be construed as ethical or unethical. Only with awareness of our own ethical 

standards can we be ethically "fit", as described by Kidder (1996) of the Institute for 

Global Ethics. In describing ethical fitness, Kidder argues that you have to "think about 

it, reason it through, get the mind in gear and grapple with the tough issues. In other 

words, you must be mentally engaged". We can only deal with tough ethical issues if we 

are clear about our own ethical standards and if we are committed to placing these 

standards to practice. 
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The question of ethics and ethical behavior is complex, even when dealing within our 

own society. In international business, a further dimension is introduced into the ethical 

equation. Business practices that are deeply rooted in other cultures can sometimes be in 

direct conflict with our domestic perceptions of ethics. 

Many organizations have laid out minimum levels of business ethics that must be 

followed, regardless of the legal requirements or ethical norms prevalent at the location in 

which they operate (Donaldson 1992). But, even with such guidelines, we often position 

ourselves in situations that create confusion, because our ethical standards at home may 

differ to those abroad due to business and/or other influences. For example, higher 

income countries banned the use of the pesticide DDT in order to protect the 

environment. Companies from those countries, subsequently, have been criticized for 

selling DDT to lower income countries, whose leaders say that without the pesticide they 

could not sustain their agricultural programs. (Getz 1990). 

In today's business world, decisions can be complex as a network of intricate events may 

surround our business environment. Our ability to "make the best decision" relies not 

only on our competence as businessman, but will also depend on our ethical standards. 

With well-defined ethical standards which encompass our integrity, morality and values, 

most of our decisions are guided by this strong sense of right or wrong. But as indicated 

by Kidder (1996), ethical dilemma often occurs when our choice has to be made not 

between "right versus wrong", but between "right versus right". It is within this area that 

the "gray zone" exists and the potential for unethical decisions and behaviour resides. In 
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business, it is not uncommon to be confronted with a conflict between what is ethical and 

what is our responsibility towards our employer, for what may be ethical may conflict 

with our business objectives. 

Western ethical theories originate from philosophical, legal and religious roots and 

throughout history, ethical ideas were continually refined. Many great thinkers have 

turned their attention to ethics and morals and have tried to provide insights into these 

issues through their writings (Fleddermann 1999). During the past three centuries, three 

ethical theories have been especially influential; utilitarianism, rights ethics and duty 

ethics (Schinzinger 2000). Utilitarianism holds that we ought to maximize the overall 

good, taking into account all those affected by our actions. Right ethics says we ought to 

respect human rights and Duty ethics says we have duties to respect person's autonomy. 

Although no one of these theories have won a consensus, each theory captures important 

insights that make them worthy of attention. It is through the writings of philosophers 

such as John Stuart Mill, Immanuel Kant and John Locke that many of our present day 

concepts on ethics in the western societies were formulated. Some philosophers have 

recently moved away from rule oriented approach of utilitarianism, right ethics and duty 

ethics towards an ethics of virtue and character. Other philosophers downplay all ethical 

theories while stressing pragmatic reflection within specific situations. 

Although the ethical theories are fundamental to the understanding of our present day 

concepts of ethics, ethics does not imply blind impartiality, doing right or wrong 

according to some ancient and immutable law. It is a warm and supremely human activity 
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that cares enough for others to want right to prevail. Kidder (1996) argues that some 

ethics training these days leaves ethics in the realms of analysis - no conclusions or 

resolutions. 

What is required in the business world is a practical application of ethical concepts, 

reflected through our ethical behavior. It begins with the examination of our core values. 

These values are indicative of our beliefs and represent our perceptions of what is right 

and what is wrong. In addition to personal ethics, there are professional codes of ethics 

which provide us with shared reference points; they give us small beacons of certainty in 

a troubled world, allowing us to dismiss out of hand issues that might, in other 

circumstances, grow into agonizing dilemmas. Finally, there are corporate ethics, which 

provides us with guidelines as to how we should behave, in carrying out daily business 

activities as representatives of our firms. 

With all these guidelines for ethical behavior, many of us remain uncertain as to how we 

should behave when doing business in different cultural environment. Schinzinger and 

Martin (Schinzenger 2000) discuss three possible approaches that we can adopt, when 

doing business internationally. These are ethical relativism, ethical absolutism and ethical 

relationalism. Some of the arguments presented by Schinzinger are as follows: 

"When in Rome do as the Romans do" - this view is a version of ethical relativism, that 

claim that actions are morally right within a particular society (and only because) they are 

approved by law, custom or other conventions of that society. 
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Ethical relativism, however, is false because it implies moral absurdities. For example, it 

would justify horrendously low safety standards, if that were all a country required. Laws 

and conventions are not morally self-certifying. 

An opposite view would have corporations and engineers retain precisely the same 

practices endorsed at home, never making any adjustments to a new culture. This view is 

a version of ethical absolutism, that claim that moral principles have no justified 

exceptions and that what is morally true in one situation is true everywhere else. 

Absolutism is false, because it fails to take into account of how moral principles can 

come into conflict, forcing some justified exceptions. Absolutism also fails to take 

account of the many variable facts. 

Taking these extreme approaches, Schinzinger (2000) endorses ethical relationalism, in 

that moral judgements are and should be made in relation to the facts that vary from 

situation to situation, usually making it impossible to formulate rules that are both simple 

and absolute. Moral judgements are contextual in that they are made in relation to a wide 

variety of factors - including the customs of other cultures. Note that relationalism only 

says that foreign customs are morally relevant. It does not say that they are automatically 

decisive or self-authoritative in determining what should be done. This crucial difference 

sets it apart from ethical relativism. Relationalism is also consistent with ethical 

pluralism, the view that there is more than one justifiable perspective. There may be a 

number of ways in applying this principle and not everyone must see all specific moral 

issues the same way. The argument that Schinzinger presents and his subsequent 
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endorsement of relationalism appears to the researcher to be the most reasonable 

approach, when doing business across another culture such as, Canadians working in 

China. 

The subject of ethics is complex in China. Confucianism emphasizes a strong sense of 

ethics and moral standards among it people; it is a strong social code of behavior that has 

guided the Chinese for thousands of years. In this code it stresses morality, respect, 

loyalty and honesty among the desired virtues. However, not all Chinese have embraced 

Confucianism without questioning its virtues. Opposing views about Confucianism exist 

among the Chinese. Since 1919, many of the negative aspects of Confucianism have 

surfaced among the intellectuals in China (May 4t11 movement) and the Chinese have 

become eclectic about the virtues of Confucianism. They have embraced the good aspects 

of Confucianism but have recognized its drawbacks. Critics of Confucianism have 

focused on its negative aspects, arguing that Confucianism has hampered progress in 

society; they have also considered it to be hypocritical and applicable to a different time 

under different circumstances. Under the communist regime, the significance of 

Confucianism was again downplayed, as it was in the interest of the state to encourage 

loyalty towards the state primarily as opposed to loyalty towards the family unit; again 

this effort was only met only with moderate success, as the influence of Confucianism 

prevailed. 

Confucianism has remained in China to present day, although it has been somewhat 

modified and blended with influences of the state and modernization. The positive virtues 
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of Confucianism have remained with the Chinese. Although the Chinese are brought up 

in a Confucian environment, this does not necessarily mean that business people will 

always adhere to Confucian principles; where opportunities exist to gain advantage, 

business decisions may well direct them to take actions that contradict their Confucian 

background. Therefore, it is apparent that they face similar ethical dilemmas that 

westerners do, when balancing business issues with ethical principles. 

Chinese business ethics is a topic that is often misunderstood and misinterpreted by 

foreign corporations involved in business in China. Without a good understanding of the 

culture, it is easy for a western businessman to perceive business practices in China to be 

questionable, corrupt and unethical. Historical events have also helped shape this attitude, 

as much of this perception originated from the first major contact between the West and 

China during the beginning of the twentieth century (Preston 2002). Through this 

difficult era in history, when Sino-Western relationship deteriorated to an all time low, 

negative media reports both in Europe and North America have contributed to the 

tarnishing of the Chinese society as immoral and corrupt. During the events leading to the 

opium war, opium was forced upon the Chinese and when they resisted through the 

Boxer rebellion, war was declared upon them (Preston 2000). This resulted in 

catastrophic consequences for the Chinese, many of whom question to this day whether 

this is where one learns about ethics from foreigners. Therefore a conflicting and dual 

sided interpretation of events exists between Chinese and westerners and this has 

contributed to the misconceptions about each other's ethical standards. 
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The poverty that existed in China at that time and even in today's China, coupled with the 

massive over population that dominated and continues to dominate the country, the 

Chinese have learned to become survivors in an extremely competitive environment. This 

need for survivability has made the Chinese aggressive in their business endeavors. To 

many, bribery and corruption is viewed as a business opportunity or cost of doing 

business, as opposed to unethical behaviour. This does not imply that Chinese businesses 

are corrupt and unethical. On the contrary, most Chinese corporations are up front and 

open about their business procedures, placing value in honesty, reputation, trust and 

commitment. However, some of their business practices, such as for example the use of 

facilitators (a facilitator is someone who will, for a fee, expedite and make events 

possible by using his or her connections), which has been on-going in the Chinese society 

for centuries and viewed upon as a cost of doing business, has not been well received by 

westerners. In the west this is viewed upon as corruption or bribery. Perhaps it is the lack 

of sophistication on the part of the Chinese facilitator that contributes to the negative 

connotation. The demand for a fee is not substantiated with adequate invoicing for 

services rendered. In the west, the Western facilitator would have supported his or her 

demands with an invoice for services rendered, such as for example a referral fee, making 

it both legitimate and acceptable. Generally Chinese businesses are ethical and value the 

same constructs as their western counterparts. They appreciate honesty, commitment and 

trust as much as western firms. But in a country as vast as China and with its large 

population, it is inevitable that a small percentage of its people will be involved in illicit 

business practices. As a result of an imperfect market mechanism in a period of transition 

where chaos exists, it is inevitable that a small segment of the population will be guided 
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by distorted values in their pursuit for wealth. Aside from this small segment, Chinese 

businesses are serious, honourable and eager to conduct business. However, it should be 

remembered that Maslow' s Theory of Hierarchical Needs (Maslow 1973) is applicable in 

any country where the basic needs of the people are yet to be satisfied. Western 

businesses doing business in China should recognize this and take appropriate steps to 

minimize the opportunities for corruption. 

Corruption has always existed in China, as in anywhere else. Recent economic growth in 

the last two decades have contributed to the creation of numerous corporations and 

expanded business activity. Concurrent with this growth, is a noticeable increase in 

corruption. Aware of this increase in corruption, the Chinese Government has taken 

positive steps to discourage such practices both within the Government circle and in 

society as a whole. But the biggest contributor to the reduction in corruption will result 

from the younger Chinese generation, many of whom are being, or have been, educated 

abroad. Through better education and adaptation of western business practices, the young 

Chinese executives will exert significant influence on China's business environment in 

the future and will help shape business practices that will be more aligned with western 

practices. However, the perception of the Chinese society as a corrupt society can be 

partially attributed to the different approaches and customs that exist in the Chinese 

business environment. These customs have contributed to the misconception, held by 

some in North America, that ethical standards in China are low. The Chinese understand 

the nature of business well and recognize the strong competitive forces they often face. 

Their business practices, however, often lead to misinterpretations and misconceptions - 
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traditional customs such as gift giving is viewed upon by many western businesses as 

unethical and corrupt. Confucian values view this practice as a gesture of politeness and 

friendliness. The request for a fee for introductions or referrals often viewed by the 

Chinese as 'tea money' is again viewed by many as corrupt, whereas to the Chinese it is 

normal and interpreted as a gesture of appreciation and equated to the cost of doing 

business. In reality, this is not different to the western concept of a referral fee. Social 

gatherings, which are viewed by the Chinese as a normal and natural way of doing 

business, are intended to improve and consolidate relationships among partners. In the 

West, this is considered to be unusual, as business is usually done in an office setting. 

These misconceptions and misinterpretations are further compounded by the lack of 

understanding that westerners have about the Chinese culture and its customs and 

traditions; many westerners expect business practices to be same as the west and 

deviations from their norm implies unusual and/or unethical practices. Instead of 

condemning Chinese business practices, it is important to evaluate each practice in its 

own merit, taking into account the cultural content. Furthermore, the intent behind every 

action must be evaluated to determine if ethics are being violated. This is where 

Schinzinger's (Schinzinger 2000) argument for ethical relationalism can be suitably 

applied. The researcher concurs with such argument, as it appears to be a reasonable 

approach to take and a more realistic one, when doing business across cultures. If the 

intent is to influence the outcome of an important decision, then it could and should be 

interpreted as unethical. However, if there is not such intent, then it should not be 

interpreted as corruption. The difficulty, of course, lies in the clarity of the situation, 

which may not always be evident. 



33 

Present day China has a corruption problem, as in many other countries. Recent events in 

North America have reinforced the fact that corruption is a universal problem as the 

pursuit of wealth has shadowed many of the fundamental ethical values. In China, 

corruption exists at all levels, including governmental agencies and officials. The Chinese 

government recognizes this and is taking steps to discourage such practices with the 

imposition of severe penalties. Concurrent with these measures, the government is re-

emphasizing Confucianism in an attempt to reinforce ethical behaviour and in the hopes 

of minimizing corruption. Much of this source of corruption can be attributed to the 

immaturity of the market as the economy in the country is still experimenting with the 

virtues of a capitalist economy. Under the influence of communism, state owned 

enterprises have always been the responsibility of the state, but now as changes are 

occurring rapidly, private establishments have become responsible for much of the 

country's growth. This bifurcation in its economy is creating two segments in the 

economy; those with authority and those with the wealth and entrepreneurial aspirations. 

As the disparity in monetary compensation increases, it is not surprising that indirect 

methods are used to ensure personal gains, by those in positions of authority. 

What needs to be established is that Confucianism emphasizes ethical behaviour and 

stresses mutual respect and a solid code of behavior among its citizens. Confucianism has 

dominated the Chinese society; therefore, a strong social code does exist within the 

business community. But, as in anywhere in th6 world, there are exceptions to the rule 

and therefore for western corporations doing business in China, it would be imperative to 
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have a strong sense of ethics and ethical behavior that is incorporated in its business 

culture. 

As indicated by Dr. Al Cahoon of the University of Calgary (Cahoon 2002), (Houston 

presentation to Kvaerner - project management training programs for senior 

management) the following points need to be considered: 

• A company should establish and communicate clear standards of conduct. 

• A system must be in place to investigate alleged violations and to ensure compliance. 

• Such clear vision on ethics and ethical conduct must have commitment and full 

support of top executives who must practice and adhere to the standards. 

Ultimately, foreign corporations contemplating participation in the Chinese market must 

decide if the generally accepted local practices are within the standards of their 

corporation. They must also define where the line must be drawn between what is 

perceived to be a local business practice and what is perceived to be corruption. In other 

words, advocating the use of relationalism may well be appropriate for many. Deciding 

what constitutes an acceptable business protocol, taking into account the big picture' and 

evaluating the intent and/or purpose of every action may well formulate a proper 

approach for doing business in China. Where conflict exists and cannot be reconciled, 

then such organizations should aim their efforts elsewhere. 

The customary Chinese business practices have been on-going for centuries and will not 

likely alter in the foreseeable future. Such practices embrace strong cultural factors and 
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according to Allison (199 1) western logic, ethics and philosophy may not always provide 

us with an understanding of the Chinese mind but rather an understanding of the diverse 

ways in which we can go about understanding the Chinese mind. 

Corporations that do not wish to participate in local business practices should make it 

clear at the outset their ethical code and their standing on such. It would be quite 

acceptable to communicate these standards prior to embarking in a joint venture setting 

with the Chinese. The key lies in setting clear guidelines for doing business and then 

communicating these guidelines to their counterpart on a joint business venture. This sets 

the stage for doing business and will help minimize the potential for unethical dilemmas. 

Without communicating the standards it would be unfair, as the Chinese joint venture 

partner would be at a disadvantage and would continue to resort to business practices 

which may be incompatible with that of the western counterpart. 

With China's entry into the World Trade Organization, Chinese corporations will develop 

a better understanding of western business practices and will be positively influenced by 

these through increased exposure, and in time, better alignment, compatibility and 

understanding of each other's business practices will result. 

2.5 PROJECTS IN CHINA - TYPES OF PARTICIPATION 

Several types of participation are available for Canadian corporations contemplating 

entry into the Chinese construction market. Among the many choices are the traditional 
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design and consultancy, either as a prime consultant or as a sub-consultant, design and 

build, turnkey, build-operate-transfer, construction management, contractor or sub-

contractor, project management, joint ventures etc. Numerous reasons exist for selecting 

the type and level of involvement and that selection should be based on the capabilities 

and resources of the organization. 

2.6 CULTURAL ISSUES 

Culture reflects the values, beliefs and attitudes shared by a group of people. Hofstede 

(1980) defines culture as the "collective programming of the mind which distinguishes 

one human group from another". Numerous other definitions of culture are in existence, 

conveying essentially the same meaning. Kluckhohn and Strodtbeck (1961) define 

culture as "value orientations exhibited by a group of people" and Geertz (1973) defines 

it as "the fabric of meaning in terms of which human beings interpret their experience 

and guide their actions". Other perspectives on culture exist as different authors may 

define culture to include a broader construct such as morals, law, artifacts, habits and 

tradition. As indicated by Ferraro (1990), there is no agreement among social 

anthropologists on a single definition of the term 'culture'. 

Culture consists of specific learned norms based on attitudes, values and beliefs, all of 

which exist in every society. Visitors returning from abroad remark on differences; 

experts write about them; people managing affairs across countries find that they affect 

operating results (Jamieson 1980). 
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Acknowledging that differences exist, the project manager must then realize that as a 

result of the culture, attitudes and beliefs will impact business and contractual 

relationships in China. The project manager must take into account how cultural 

differences will impact his operations, from the early conceptual stages of the project to a 

"long term" on going relationship that must exist, if repeat business is to occur. Repeat 

business is, after all, a reflection of a successful business relationship. 

In business, the influence of culture will be reflected in the attitudes, the driving forces 

for doing business, the propensity towards risk and teamwork. How a culture conducts its 

business activities is usually a refection of the values and beliefs that are held by that 

culture. In fact, it could be argued that the economic environment that is observed in 

many nations mirrors the cultural attitudes towards growth and economic improvement. 

Trompenaar (Trompenaar 1993) investigated the seven major cultures of capitalism in 

relation to wealth creation and argue that "a deep structure of beliefs is the invisible hand 

that regulates economic activity". In essence, they argue that wealth creation is directly 

linked to mind-set and culture. 

In order to understand the differences that exist between relationships within the 

construction industry in China and Canada, it is necessary to understand the two cultures 

and then to evaluate how the cultural differences impact business relationships. 

Hofstede (1980) defines the Chinese culture as a culture dominated by Confucian values. 

As the values are old and well entrained in their society, certain attitudes and beliefs will 
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be reflected in business or in the project environment. The cultural differences represent 

social behaviours, etiquette and mannerism; these can be learned, observed and even 

practiced by project managers. Beyond these superficial cultural attributes, a deeper and 

perhaps more significant sector exist in the Confucian society, which is reflected in its 

values and orientations and in turn in its mind-set. This mind-set affects attitudes and 

values towards business and business relationships. To a foreign project manager it 

becomes evident, early on in the project, that the cultural influences will impact business 

relationships and contractual framework and will be present throughout the life-cycle of a 

project and will impact the outcome of the project. 

An extract from Brake, Walker and Walker (Brake 1995) provides a summary of how 

culture shapes our values and orientation: 

"Culture guides our actions, our decisions, our methodologies, our feelings and our 

thoughts, and shapes our experience of ourselves, others, our institutions, and the world 

around us. It defines our fundamental beliefs in how the world works and gives form and 

substance to our ways of dealing with such fundamental aspects of being alive as 

relationships, time, space, and communication. These powerful underlying elements are 

relatively static patterns of value that we learn as we grow and develop in our social 

groups. Even though we may dress similarly to the other person, and perhaps speak the 

same language, we may notice that the other person never shows up to meetings on time, 

that when meetings do begin they seem to be chaotic with people coming in and out and 

interrupting the flow of the session, and that people in meetings seem to be reluctant to 

identify sources of conflict and deal with them directly. Every society has a distinctive set 
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of value orientations. These orientations define what it means to be American or 

Chinese". 

Most of us perceive a different culture to mean a group of people from another country, 

with behavioural patterns, manners, habits and attitudes that are quite different to ours. 

Much of this observation is made during one's travel abroad. When asked to describe a 

different culture, our tendency is to focus on what is visually different, although many of 

us recognize that differences also exist in social protocol. Numerous publications exist, 

warning travelers of cultural taboos and what 'not to do' in certain countries; this type of 

literature focus generally on a small portion of the cultural scene. As indicated by Brake, 

Walker and Walker (Brake et al 1995), culture could be viewed in two components; the 

explicit component (evident during a visit to a different country) and a far deeper implicit 

component reflecting attitudes, values and beliefs. The authors draw the analogy to an 

iceberg whereby the top portion reflects the explicit part. The explicit part is what is 

evident such as, for example, the way we dress, the food we eat, our manners, and our 

rituals. The implicit portion is represented by the bottom 9/1 0th of the iceberg. Within the 

implicit portion reside our orientations towards time, action, communication, structure, 

thinking and competitiveness. It is the implicit portion that affects the project manager 

and, therefore, the portion that will significantly impact the construction project - it is 

this portion that will determine the success of his or her project. 

In describing a culture, Hofstede (1980) looked primarily into four cultural dimensions - 

namely, dimensions such as "power/distance", "uncertainty avoidance", "individualism" 
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and "masculinity". These dimensions have been useful in describing many of the 

attributes present in different cultures. 

Literature survey by the researcher has identified a more recent research by Trompenaar 

(1998), which includes a more extensive and up-to-date set of cultural dimensions. Table 

2.1 illustrates the fundamentals of the cultural dimensions as defined by the Trompenaar 

research. 

Although both Hofstede's work and Trompenaar research are useful in describing 

cultural differences, the researcher prefers the latter, as the dimensions are more 

extensive and will enable the researcher to provide better contrasts between the Chinese 

and Canadian cultures. 

For Confucian societies, the cultural dimensions by Trompenaar (1978) are considered by 

the researcher to be sufficiently extensive to describe most of the observations made 

within that culture. Research into other cultures may employ somewhat different or 

additional dimensions. As an example, a similar research in the Middle East may include 

religion as an added dimension, as would be appropriate in a theocratic society. 

2.6.1 CULTURAL DIFFERENCES IN THE CONSTRUCTION ENVIRONMENT 

In China, a business relationship is important and it is believed that time should be taken 

to build a solid relationship before doing business. Less reliance is placed on the written 
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contract. Chinese executives view the written contract as a formality, when compared to 

the personal commitments between associates; they consider a contract to be a loose 

commitment to do business, not a document outlining every aspect of a business 

relationship (Genzberger 1995). 

Other cultural influences that exist within the construction environment include the 

concept of face, guanxi, business protocol and approach to negotiations. These are 

presented in section 3.6 of the thesis. 
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Table 2.1 

TrompenaarfHampden-Turner 

Cultural Dimensions 

Cultural Dimension North America 

(U.S and Canada) 

Elsewhere 

Relationships & Rules Universalists Particularlists 

Group & Individual Individualistic Collectivist 

Feelings & Relationships Neutral Affective 

How far we get involved Specific Diffuse 

Status Achieved Ascribed 

Time Sequential Synchronic 

Relate to nature Internal External 

Universalist 

Particularlist 

Individualistic 

Collectivist 

Neutral 

Affective 

Specifc 

Diffuse 

Achieved 

Ascribed 

Sequential 

Synchronic 

Internal 

External 

A person who believes that rules should be applied to everyone 

A person who believes that exceptions to the rule should be made, due to circumstances 

A person who regards himself or herself primarily as an individual 

A person who regards himself or herself as part of a group 

A person who remains objective without expressing emotions 

A person who expresses emotions 

A business relationship that exists solely for a defined purpose 

A business relationship that extends far beyond the defined purpose 

Recognition based on recent accomplishments 

Recognition based on attributions such as birth, gender, age 

Viewing time as passing in a straight line, a sequence of disparate events 

Viewing time as a moving in a circle, taking into account past, present and future 

A person who believes that his or her actions can influence the environment 

A person who takes the environment into consideration prior to taking action 

Note: The table has been prepared for the purposes of comparing different cultural attributes. It reflects an 

overall pattern of behaviour exhibited by different cultures but does not necessarily imply that everyone 

within that culture will behave as such. 
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CHAPTER 3 

TOWARDS A MODERN CHINA 

CHAPTER OVERVIEW 

This second part of the literature study focuses specifically on China. It examines its 

history, the recent developments in China, the construction environment and the legal 

system. It also provides an examination of the Chinese culture and its influences in 

business and business relationships. 

3.1 TOWARDS A MODERN CHINA 

The modernization of China is an occurrence that can be considered as recent and still in 

its infancy. Until the economic reforms in the late 1970's, the country was virtually in 

complete isolation, secluded both politically and economically from the rest of the world. 

Under Chairman Mao, there was not a need to look beyond the frontiers of the nation in 

order to create a new utopian society in China. Since the inception of communism in 

1949 in China, the nation and its ruler were capable of realizing many of their visions and 

dreams without external aid or influence. To the Chinese, this independence was 

important and a source of much pride. 
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3.1.1 A BRIEF HISTORICAL REVIEW 

China has been a country that has always mystified observers around the world. Its long 

history is rich and filled with great accomplishments and grandiose achievements as well 

as turmoil, famine, natural disasters and wars. Throughout its history and until relatively 

recently, China was considered to be the centre of the world by its inhabitants. The name 

China translates into "Middle Kingdom" and is a reflection of how its people viewed this 

geographic land mass in relation to other countries in Asia. A brief review of its history 

has been presented by Genzberger (1995) and is summarized as follows: 

The Chinese date their beginnings to the legendary Xia dynasty, circa 2200 b.c. The 

nation was unified for the first time during the Q'ing dynasty in 221 b.c. The resulting 

"Middle Kingdom" was occupied by the relatively homogenous Han Chinese ethnic 

group. China experienced periods during which it was unified and during which it 

fragmented into autonomous regional units, but from early on its culture was distinctly 

Chinese. 

China developed in relative isolation from the rest of the world. It did carry on external 

trade over the silk road which it linked with Middle East and Europe during the Tang 

dynasty (AD 618-907). China was also invaded by outsiders such as Mongols and 

Manchus, who conquered the country. However, these conquerors were ultimately 

absorbed by the Chinese. 
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This pattern continued until the 1840's when the opium war (1839-1842) forcibly opened 

up the country to foreign trade. Western nations and later Japan forced China to grant 

territorial and other concessions. The humiliated Chinese were overwhelmed by the 

modern military and industrial technology and the new commercial and social concepts 

that these nations brought with them and the Chinese spent the next seventy years trying 

to maintain their old isolationist ways against strong external pressures. The last Chinese 

dynasty, the bankrupt Q ' ing dynasty, was overthrown in 1911. 

Sun Yatsen, whose aim was to modernize China, established the Chinese Republic and 

the Kuomintang Party in 1912. Sun was unable to unify the country and for much of the 

first half of the twentieth century, a fragmented China was ruled over by competing 

warlords. It was in this unsettled context that the Chinese Communist party was founded 

in 1921. Eventually, the struggles that had fragmented the country were reduced to a 

conflict between the Communists and the Kuomintang. 

The Japanese who seized Manchuria in 1931, started the Sino-Japanese war in 1937, 

which led to a three-way fight in which the Kuomintang, the Communists and the 

Japanese all battled for control, without any of the parties being able to gain the upper 

hand, although the Kuomintang and the Communists did join in an uneasy alliance 

against the Japanese. 

After Japan's defeat in 1945, which was due to outside events rather than the 

effectiveness of the Chinese resistance, the Communists and the Kumintang returned to 
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their open civil war. This ended in 1949, when two million Kuomintang supporters fled 

to Taiwan from the mainland and established a government in exile there. In October 

1949 Chairman Mao , the head of the People's Liberation Army and the leader of the 

Chinese Communist Party, proclaimed the Communist People's Republic of China 

(PRC). The immediate priority for the Chinese then was to counteract the ravaging 

effects of economic mismanagement and armed conflict, which had devastated the 

nation. By 1952, they had restored industrial production to pre-war levels, placing 

inflation under control, and instituted land and political reforms. 

In 1953, the Chinese inaugurated the first of their series of five-year plans. Following the 

Soviet model of central planning, the regime focused on the development of basic heavy 

industry and the collectivization of agricultural production. By the end of the decade, the 

Chinese began to back off from their earlier commitment to heavy industry and began 

concentrating on the agricultural sector. In 1960, the ties with the Soviet Union ended and 

resulted in hostility between the two countries for a long period of time, until recently. 

In 1966, Chairman Mao instituted the Cultural Revolution, a violent back-to-basics 

movement that set China's society and economy back, until Mao's death brought it to a 

close in 1976. 

In 1971, China was recognized by the United Nations and it began to open relationships 

with non-communist countries, most importantly, the United States. China was ready to 

come out of its isolation and was ready to depart from its ideology and ready to adjust to 
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the new economic realities. Concurrent to this development, the United States and then 

President Richard Nixon, had taken steps towards resuming diplomatic and political ties 

with China. These events contributed to numerous exchanges between these two 

countries and resulted in significant improvement in the relationship between the United 

States and China. 

The fundamental and necessary ingredients for change to occur in China were now in 

place. But it was not until Premier Deng (the successor to Chairman Mao), who 

introduced economic reforms, that changes would occur. He initiated the Open Door 

Policy in 1979 and began looking to the outside for help in developing its economy. 

Following his tour of the United States in 1979, which accompanied formal 

normalization of U.S.-China relations, Deng developed an understanding and 

appreciation of the achievements of American capitalism. He saw an opportunity to use 

America's achievements to his advantage; he would jump-start the Chinese economic 

reform by using the United States as an example to offer his own people an image of 

what a modern country looked like. By showing them how far behind they were, he 

would help wake up the Chinese to the fact that the country was in desperate need to 

modernize. 

In 1980, several experimental Special Economic Zones (SEZ's) were established. A total 

of five, the special economic zones were designated areas where economic reforms could 

take place and were established to attract foreign investments from abroad, including 

investments from overseas Chinese. The first five Special Economic Zones (Genzberger 
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1995) included Shenhen (bordering Hong Kong), Zhuhai (bordering Macao), Shantou in 

Guangdong province, the entire island province of Hainan, and in Xiamen in the Fujian 

Province. In 1984, additional cities were opened to foreign investment including Beijing, 

and a number of cities along China's coast. Soon after the establishment of the first five 

special economic zones, manufacturing began shifting from Hong Kong as investments 

began pouring in from overseas Chinese as well as from foreign corporations abroad 

(Burstein 1999). The success experienced in the original experimental zones encouraged 

investors to extend their investments into other newly established economic zones, and 

this soon propagated throughout the coastal cities in China. 

3.1.2 RECENT DEVELOPMENTS 

Since the economic reform in 1979, investments began flowing into China (Burstein 

1999). Initially and throughout the middle of 1980's, the investments were moderate as 

investors exercised a great deal of caution in this experimental environment. But as 

further relaxation occurred in terms of business constraints and additional reforms, the 

investors began to perceive China to be a 'land of opportunity', where labour was cheap, 

plentiful and reliable (Burstein 1999). Foreign investors and manufacturers realized that 

by shifting their investments or manufacturing into China, they could increase their profit 

margin and maintain competitiveness (Naisbitt 1997). With this realization, the growth in 

China began to accelerate and this continued throughout the latter part of the 1980's until 

the present. Unprecedented growth, averaging between 13% tol5% (Rohwer 1996), was 

achieved in the previous two decades. However, this has been substantially reduced in the 
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last two years due to a slow down in economic activity throughout Asia (Henderson 

1998), as a whole. Current growth in China is at 8.7%, which is considered to be a 

respectable figure by western standards. 

3.2 CONSTRUCTION IN CHINA 

As a result of influx of capital into China, development began in the manufacturing sector 

and new factories began to surface along its coastal cities (Burstein 1999). Concurrent 

with this development, both service and tourism industry began to expand. In order to 

sustain the growth, new infrastructure projects were implemented (Naisbitt 1997); new 

highways, container terminals, tunnels and airports were constructed to improve the poor 

distribution network that was in existence in China. This fast industrialization along the 

southern part of China led to rapid migration of its population to the coastal cities, as 

opportunities for employment were far better and far more rewarding than elsewhere in 

the country (Naisbitt 1997). This, in turn, created severe stress on the existing urban 

areas; new housing projects had to be constructed in order to deal with the shift that was 

occurring within the country. Numerous entire new cities and regions were developed - 

examples of this are cities such as Shenzhen and Zhuhai - until 1980, these areas were 

agricultural regions and today it is the home for several million people (Burstein 1999). 

In a similar manner, numerous re-construction and new construction projects were being 

carried out in existing cities such as Guanzhou and Shanghai. As a result of these 

developments, China went through an unprecedented construction boom that had never 

been experienced previously. 
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3.3 LEGAL SYSTEM IN CHINA - A BRIEF OVERVIEW 

China is primarily a civil code country and therefore its legal system is based on codified 

laws (Genzberger 1995). However, the courts recognize principles based on custom in 

specific instances, provided such principles do not conflict with the written statutes. Case 

precedents are generally not recognized, although interpretation by the highest 

government level is considered binding on lower courts and sub-ordinate government 

entities. All laws in effect before October 1, 1949 were abrogated when the People's 

Republic of China was established. Since then the political system has been revised and 

reformed as part of a continuing effort to modernize the country. Legal reforms have 

accompanied social and political changes. 

China's constitution proclaims that the Chinese Communist ideology controls, even 

today, in all matters. The National People's Congress is the highest government body 

with legislative powers. The Congress appoints a State Council, which is the highest 

government body with administrative powers. China's highest judicial body is the 

Supreme People's Court, which is held responsible to Congress. An independent body, 

the Supreme People's Court is authorized to enforce the constitution and laws. As the 

country's supreme law, the constitution controls over any conflicting domestic law, 

regulations and decrees. In 1979, the Standing Committee of Fifth National People's 

Congress reaffirmed all laws passed and not repealed since October 1, 1949. Since 1979, 

substantial legislation has also been adopted. Numerous regulations and administrative 

rules affecting foreign trade have been promulgated since 1989 in an effort to regulate the 
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domestic economy. Business contracts are subject to various statutes and regulations, 

including foreign economic contract law, joint venture law and local regulations for 

particular economic zones. The country is divided into provinces, autonomous regions 

and cities controlled directly by the central government. This main division is further 

subdivided into districts and administrative areas and the local People's Congress present 

in these subdivisions have significant self-governing powers. 

3.4 AN INTRODUCTION TO THE CHINESE CULTURE 

The Chinese culture is unique and has evolved throughout its lengthy history based on 

fundamental philosophical principles of Confucianism. For more than 6,000 years, the 

Chinese have been significantly influenced by the powerful and mystical philosophy of 

the 1-Ching (book of changes) and subsequently by the teachings of Confucianism, 

Taoism and Buddhism about 2,500 years ago. These influences have produced a culture 

of humanism, which makes the Chinese way of life very practical and at the same time 

philosophical. The Chinese way of life extends into virtually every interaction of its 

people, from social settings to business and managerial settings. 

The Chinese possess many characteristics that may be difficult for westerners to 

comprehend (Allison 1991). Very different experiences and cultural traditions have 

shaped their view of the world. In order to develop an appreciation of the Chinese 

mentality, it is important to develop an understanding of the moral values and traditional 

concepts that help shape that mentality. 
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Confucianism is essentially a social code for conduct and people in China unconsciously 

function in a Confucian manner (Genzberger 1995). Although it would be natural to 

question how Communism may have influenced and perhaps even altered the Chinese 

proclivity towards Confucianism, Fukuyama (1999) argues that "the essence of the 

traditional Chinese Confucianism was never political Confucianism at all, but rather an 

intense familism that took precedence over all other social relations, including relations 

with political authorities. In essence, the concept of the family is far more important than 

all other relations, including the state. The basic tenets of Confucianism are obedience 

and respect to superiors and parents, duty to family, loyalty to friends, humility, sincerity 

and courtesy". According to Fukuyama (1999), "Confucianism builds a well-ordered 

society from the ground up rather than top down, stressing moral obligations of family 

life as the basic building block of society. The bonds within the family take precedence 

over higher sorts of ties, including obligations to the political authorities". 

Age and rank are respected in China. In the workplace, respect and status increase with 

age. The family is the preeminent institution in China and family members acknowledge 

that the duty towards the family as a fundamental and of utmost importance (Fukuyama 

1999). The hierarchical order of things is to be respected; for example, the son must be 

respectful and obedient to the father, but the father must also be worthy of that respect 

and obedience. Therefore, both the conducts of father and son must be conducive to an 

environment of mutual respect. 
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Confucianism honours humility and courtesy. Chinese are seldom boastful of their 

accomplishments and when being polite, they can be self-depreciating. Such humility is 

in stark contrast to westerners. 

Confucianism, together with Taoism and Buddhism, has exerted profound influences on 

the Chinese culture for the last two millennia. Despite modernization and technological 

advances, Confucianism is expected to remain deeply entrained in the Chinese society. 

Although Confucianism, as it exists in China today, has been blended by the influences of 

modernization and Communism, John Naisbitt, author of Megatrends Asia (Naisbitt 

1997) argues that the tendency to adhere to the old cultural values will remain. He refers 

to his concept of a "global paradox in which the more universal we become, the more 

tribal we act - the more we become the same in things economic, the more we become 

different in those things that represent our unique identities, including our language and 

cultural history." 

3.5 CULTURAL INFLUENCES ON MANAGEMENT IN CHINA 

The link between the Chinese Culture and way of life to present day managerial practices 

has been made by Sheh (1998). In his argument, he explores a new angle that binds 

together Chinese cultural beliefs, based fundamentally on observation of nature, to 

present day management practices. These profound cultural influences exist in business 

practices both at the individual and corporate level, although it may not be universally 

applied throughout China. With the importation of management skills, particularly from 
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North America, the younger Chinese business executives are beginning to deviate from 

the old paradigm of Chinese business wisdom; nevertheless, a major portion of this 

wisdom will invariably remain in Chinese business settings. 

According to Sheh Seow Wah (1998), the cultural influences exerted on business 

practices are based on five principles, which constitute the characteristics of nature. This 

philosophy originates from the works of Lao Zi and other ancient Chinese philosophers. 

These are the Principle of Unity, the Principle of Opposites, the Principle of Cycle, the 

Principle of Balance and the Principle of Change. Each of these principles exerts an 

influence on the Chinese way of life and Sheh's (1998) link to Chinese management is 

summarized as follows: 

Principle of Unity  

The principle of unity emphasizes the holistic way of thinking and stresses the 

importance of the collective mind, inter-personal relationship and human relationships. 

The principle of unity is one of the most important axioms that exist in the Chinese 

culture. This principle teaches the Chinese to adopt a holistic view of their society and 

emphasizes the importance of relationships within the family, among individuals and 

within a society. It emphasizes inter-relationships and the importance of unity. It also 

teaches the virtues of maintaining harmony and the importance of adopting a more 

general perspective when examining specific challenges - in other words, examining the 

problem from different angles. The principle was first put forward by Lao Zi and then 

strongly espoused by Confucius. The relationship of an individual begins first with the 
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relationship with himself, which then evolves into an ever expanding network of 

relationships with others. Translated into a business setting, this principle teaches the 

virtues of "Guanxi" and "Face" in relationships and unity and harmony in organizations. 

Principle of Opposites  

This principle conceptualizes the Yin and Yang forces and emphasizes the importance of 

maintaining harmony between the opposing forces. It teaches the importance of accepting 

things, as they are, the good with the bad, the right with the wrong, strengths and 

weaknesses. In a business setting and in management, it emphasizes the importance of 

establishing clear goals and objectives and encourages the nurturing of the work 

environment so that it is conducive to achieving the goals and objectives. An effective 

leader in the west emphasizes hard issues such as courage, charisma and discipline. 

Chinese leaders emphasize softer issues, qualities like wisdom, patience and tolerance. In 

reality, all the attributes are required for effective leadership. 

Principle of Cycle  

The principle of cycle teaches the Chinese to appreciate the cyclical nature of events. It 

emphasizes the importance of cultivating 'cyclical thinking' - to look for cycles in 

situations, but warns against being trapped by one's own created cycle or system. 

Business opportunities are believed to be cyclical in nature. During recessions, business 

are encouraged not only to consolidate their activities but also to view the slow period as 

opportunity to further extend their network and hence prepare for the new opportunities 

that may come as the new cycle begins. 
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Principle of Balance 

The Chinese believe that balance is one of the characteristics of nature. The balancing of 

Yin and Yang forces, the strong and the weak, man and woman, and so on, is of 

paramount importance in achieving universal harmony. In a business setting, it 

encourages balance between short-term perspectives with long term directions, present 

opportunities with future opportunities. This principle recognizes that opposites exist in 

any given situation and that by acknowledging its existence with a holistic viewpoint, 

harmony can be maintained by balancing opposing forces or actions. Examples of such 

are the balance of rigidity with flexibility, responsibility with authority and in 

communication, words with silence. In production, it seeks a balance between quality and 

quantity. In seeking a permanent solution, it encourages a balance between short-term 

impacts with long-term consequences. 

Principle of Change  

This principle emphasizes that everything is constantly changing and that change is a 

natural event. To deal with changes, creativity is encouraged, even though mistakes will 

be made. This is an acceptable approach in Chinese management, provided the mistakes 

are not repeated; otherwise, nothing has been learnt. Although the principle of change 

acknowledges that everything is constantly changing and therefore change 

implementation is a necessary process is today's management, Chinese cultural traits 

such as "loss of face" is often a source of resistance to any change. The concept of face is 

very important in the Chinese society (DeMente 1994), (Bond 1991) and in the light of 

this cultural trait, balance is always necessary, if objectives are to be achieved and 
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harmony maintained. The principle teaches that changes and crisis* are the main sources 

of opportunities. According to the Chinese, "it is the environment that creates a truly 

great leader and not the other way round". 

3.6 UNDERSTANDING CHINESE BUSINESS PRACTICES 

The foregoing insights into the Chinese way of thinking provide a glimpse of what is 

entrained in the culture. These elements which are perceived to be "wisdom" has been 

practiced for numerous generations and to this date continue to be cited in family, 

academic and business settings. Several attempts have been made to rid the influence of 

Confucianism in the Chinese society, the latest being the May 1990 decree by the 

Chinese government. However, these attempts have been, at best, only partially 

successful. Of all the attempts, Chairman Mao came closest to replacing Confucianism; 

he tried to modify the standards and imposed his own on the Chinese, with mixed results 

- predictably, because he, himself, was raised in a Confucian culture. He elevated 

women's status above that typical of most Confucian societies, downgraded the level of 

personal service, and even stepped on the concept of face (during cultural revolution) by 

indulging in harsh public criticism. Despite the many attempts to reduce its influence, 

Confucianism runs deep within the Chinese society; its basic values still dominate 

Chinese behaviour. 

* John F. Kennedy once remarked that the word crisis, when written in Chinese, is comprised of two 
characters; the first meaning danger and the second, opportunity 
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In examining how the Chinese compare to the cultural dimensions as described by 

Trompenaar (1998) in Table 2.1 (Chapter 2), the following comparisons can be made: 

• Relationships & Rules 

The Chinese are particularlists (Trompenaar 1998), (DeMente 1994). Historically, 

exception to rules has always been made in China. Even in today's modern China, many 

of the Chinese laws are subject to the interpretation of the local jurisdiction and are 

applied or exempted according to the situation in hand and in some instances depending 

on the individual involved. Business laws in China are vague and often conflicting; 

therefore many laws are subject to the interpretation at some government level. It is not 

uncommon for provincial jurisdictions to interpret some laws in a totally opposing 

manner to the central government. For western businesses, this is often a source of 

confusion and frustration. The Chinese government recognizes this and is attempting to 

rewrite many of its laws in order to streamline and facilitate business. Since its entry into 

the WTO, the Chinese recognize the need for consistency in its business laws. 

• Group & Individual 

The Chinese are collectivists. They function as a group in many business settings, 

particularly in negotiations (Genzberger 1995). Confucianism regards individualistic 

efforts as selfish and emphasizes the importance of modesty and community effort. 

Therefore, the Chinese function collectively and is perceived as such by western 

businesses. However, it should be recognized that despite appearing as a collective group 

in negotiations, Chinese decision making is hierarchical, often with the ultimate decision 
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resting solely on one individual. This is consistent with the structure of their 

organizations which are mostly family oriented (Fukuyama 1996), regardless of the size 

of the organization. Even in state owned enterprises, the hierarchy dictates that the 

decision making is eventually funneled to an individual. The challenge for western 

organizations is to correctly identify where the ultimate decision rests. 

• Feelings & Relationships 

The Chinese are generally neutral and will not readily show their emotions in a business 

setting (Trompenaar 1998). Unlike cultures that are affective, emotions can be put aside 

or internalized. Confucianism has taught them the value of protocol and therefore 

demonstration of emotional outburst is considered unacceptable. This does not mean that 

the Chinese are unemotional about certain issues; to an experienced cultural observer, 

many of the internalized emotions are reflected in their verbal communication and body 

language. 

• How far we get involved 

Relationships in the Chinese culture are diffuse (Trompenaar 1998). The Chinese do not 

readily distinguish between a business relationship and a personal relationship. They tend 

to view a relationship with the specific individual, regardless of whether it is in a business 

context or in a social setting. This overlap in a relationship can be confusing, particularly 

to the North American businessperson who is accustomed to specific relationships. To 

the Chinese, social functions serve to consolidate a relationship with the individual; 
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emphasis is placed on the relationship with the individual first. His or her affiliation or 

allegiance to a corporation may be secondary. 

• Status 

In China, status is ascribed (Genzberger 1995). Status is attributed to age, seniority, 

profession or family lineage. Unlike North America where status is usually achieved, the 

Chinese place emphasis on the individual, regardless of previous accomplishments or 

achievements. Formal ways of addressing someone will include the person's status such 

as, for example, Mr. Director, Mr. Engineer. To the Chinese, status is associated with 

respect and the respect is to be maintained regardless of the individual's achievements. 

• Time 

The Chinese attitude towards time differs considerably from North Americans. In North 

America, time is a valued commodity. Even though time is also a valued commodity to 

the Chinese, there is always time available for many important issues and it is the 

responsibility of the individual to make time for these issues. Being synchronic is 

important, as it enables an individual to deal with numerous issues at the same time. They 

recognize the importance of time, but also appreciate the cyclical nature of time. If an 

opportunity is missed at this time, then preparation should be made for a similar 

opportunity in the future (Sheh 1998). 



61 

• Relate to nature 

The Chinese are external to nature (Trompenaar 1998). The works of Lao Zi and 

Confucius have taught them the concept of harmony and as a result a more holistic 

approach is usually taken in their resolve of many issues. Problems are examined from 

numerous angles and the logical solution is not always the best solution. Confucianism 

has taught them to balance the impact of their decisions; they often weigh short-term 

solutions against long-term benefits. A small sacrifice in the short term may lead to long 

term benefits that far outweigh the sacrifice (Sheh 1998). 

Modern management methods continue to be revered in China as the country desperately 

seeks modernization. According to Naisbitt (1997), 'modernization' should not be 

confused with 'westernization'. Although the importation of modern managerial 

techniques is having profound influences in the business circles in China, it should be 

realized that the impact has been somewhat limited. Business executives in China are 

actually adopting a blend of modern business practices and traditional practices, and in 

the future, this will lead to updated managerial practices that will be distinctly and 

uniquely Chinese (Naisbitt 1997). 

Examples of how Chinese societies can successfully blend modern management 

techniques with traditional values can be seen both in Singapore and Hong Kong (Lee 

2000). Singapore provides an opportunity to examine how a Chinese society may evolve 

under a capitalist economy and limited governmental intervention. Hong Kong on the 

other hand and until recently under the influence of the British, provides an example of 
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evolution of a Chinese society in a capitalist setting, with virtually no government 

intervention. In both societies, despite the modernity of the cities, traditional values have 

remained strong. 

Some of the distinct cultural features that exist in the Chinese society are presented in the 

following sections. 

3.6.1 INFLUENCE OF CULTURE IN BUSINESS 

In China, the culture is distinct and its influence is exerted in everyday life as well in the 

business environment. It is the result of this cultural influence that a unique Chinese 

mind-set exists, and the Chinese possess many characteristics that are difficult for 

Westerners to understand. To operate successfully in China, foreigners must grasp the 

cultural values and traditional concepts that shape the Chinese mind-set. 

3.6.2 THE CONCEPT OF FACE 

In order to develop a proper understanding of the Chinese mind-set, it is essential to grasp 

the concept of face (Bond 1991). 

As previously indicated, 'face' plays a significant role in both business and social settings 

(DeMente 1994) and the Chinese are acutely sensitive to the concept. Face is a prized 

commodity. It is not uncommon for business decisions among associates to be made 
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based on 'face'. The easiest way to cause someone to loose face is to reprimand someone 

in front of his or her peers. By contrast, face can also be given by praising someone for 

his or her effort. Giving face earns respect and loyalty. Saving face can occur in helping 

someone in an embarrassing situation. 

In dealing with the Chinese, it is imperative to recognize the importance of this factor. 

Not only is the concept of face important in social settings, it is equally important in 

business, negotiations as well as in political situations. 

3.6.3 GUANXI 

Guanxi is the Chinese word that describes personal connections and is the key element 

for doing business in China (Genzberger 1995), (DeMente 1984). To succeed in China, 

developing a network of business relationships is vital; these relationships are based on 

close personal ties with business associates, in which respect and trust have been 

established. The successful businessman will have an ever-expanding circle of associates, 

as it is widely recognized that in order to get things done, you need to know people. Little 

distinction is made between business and personal relationships and this loose network 

may include personal friends, friends of friends, former classmates, relatives and 

associates with shared interests. 

The importance of 'guanxi' has its roots in the traditional concept of family. For the 

Chinese, individuals are part of the collective family and the family is the source of 
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identity, protection and strength. In times of hardship or chaos, the family was a bastion 

against a brutal outside world, in which no one could be trusted. As a result, trust and 

cooperation were reserved for family members and close friends. Historically, China was 

a land ruled by decree rather than by law and it was not uncommon for a high official to 

act with impunity and having powerful friends was viewed as a means of protection 

against such ruling (Fukuyama 1996). By maintaining close connections with friends or 

friends of friends with higher ranking, the Chinese could survive and even prosper in 

such setting. 

Although the social situation in China today is more stable, the tradition of personal 

connection continues and is as strong as ever. In essence, the Chinese possess a clan 

mentality under which those inside the clan work cooperatively and those outside are 

seen as inconsequential or as potential threats. It is through "guanxi" that introductions to 

business associates are made, and to be accepted into a network of personal or business 

relationships is an honour for both Chinese and foreigners. This acceptance entails 

responsibility and commitment to its members and while the purpose of such contacts is 

often for mutual profit, the criteria are the same for personal networks, namely 

trustworthiness and loyalty. 

3.6.4 BUSINESS PROTOCOL 

Business protocol is important in China. Iii a Chinese business setting, formality plays a 

significant part as it demonstrates respect towards one another. Letters of introduction 
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from prominent business leaders or from former government officials who have had 

previous dealings in China is an excellent approach, as it shows that you are a person of 

high standing and that you mean business. Trips to China such as those made by the 

Canadian delegation (CanadExport 2000) and led by Prime Minister Jean Chretien are 

definite and positive reinforcements for Canadian businesses. Chinese are always 

concerned about social standing and therefore anything that can be done to enhance that 

image will be positive. The initial contact is in the form of a handshake invariably 

followed by the exchange of business cards. Business cards should be given and received 

with both hands and the recipient of a card should take a few moments to study it as this 

demonstrates respect. When the Chinese greet someone, they do not look a person 

straight in the eye, but lower their eyes slightly; this is a sign of deference and respect. 

Prolonged eye contact or looking intensely can make a Chinese person feel 

uncomfortable. 

The reader is encouraged to read further about the social protocol in China, prior to 

visiting the country. Numerous references such as "The Asian Mind Game" (Chining 

1991), "Chinese Etiquette and Ethics in Business" (DeMente 1994), and "International 

Business Etiquette" (Sabath 1999) will provide the reader with the fundamentals of the 

social protocol, which exist in both business and social settings in China. 
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3.6.5 COMMUNICATION 

Cultural, political and linguistic differences can contribute to the difficulties in 

communication between Chinese and westerners. In North America, we are accustomed 

to separating our private lives from our business affairs; this distinction may not 

necessarily exist in a Chinese social or business setting and may be a source of 

discomfort for the foreign businessperson. Chinese communication style pays attention to 

both verbal and non-verbal form of communication. In order to develop an understanding 

and interpret communications correctly, the reader is encouraged to refer to the 

previously mentioned publications. 

3.6.6 LANGUAGE 

Language differences can be a big obstacle to communication between Chinese and 

foreign business person. Although English is understood by many Chinese, there remains 

a large sector of the population that does not speak English at all or do not possess 

sufficient command of the language for business purposes. In China, it is an immense 

asset to know Mandarin, which is the country's official language. 

Although there are numerous dialects across the country, the written language is common 

and therefore regardless of location, the Chinese can easily communicate with one 

another in writing. For example, a person who speaks Cantonese and one who speaks 



67 

Fujianese communicate fluently in writing, but in a conversation they are most likely to 

communicate in Mandarin. 

In communicating with the Chinese, Canadians should adhere to simplicity and 

demonstrate precision in their use of English. Colloquialism should be avoided even 

when a translator is present, as certain phrases do not translate readily into Chinese. 

Where ambiguity exists, clarification will be required. The Chinese tend to be exact in 

their interpretation of English and therefore the possibility for misinterpretation will be 

high if precision is not exercised; this is particularly important when negotiating with the 

Chinese. 

3.6.7 SOCIAL ACTIVITIES 

Social activities are an integral part of establishing and maintaining a business 

relationship in China. To the Chinese, banqueting are opportunities to get to know one 

another or to consolidate existing business relationships. It is through this social activity 

that many business issues are discussed and business deals conducted. Although the 

setting is normally informal, important issues are often discussed and agreed in principle 

and only to be finalized at a later time. 

Unlike western business practices where business is usually conducted in a formal office 

environment, the Chinese prefer a less formal environment. However, western executives 
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are cautioned against initiating business discussions until the general conversation blends 

itself into the business issues at hand. 

Doing business in China will include numerous social activities and these should not be 

ignored but viewed as opportunities to expand the network of relationships and to 

conduct business. 

3.6.8 NEGOTIATION 

The subject of negotiation is in itself vast and complex. In China, the complexity of a 

negotiation increases, as cultural factors will exert numerous influences throughout the 

negotiation process. According to Faure (1993), culture may influence the way 

negotiators envisage how a settlement on an issue should be reached. Some cultures 

prefer a deductive approach; the first step is to agree on principles and later these 

principles can be applied to particular issues. In other cultures, induction is a more natural 

strategy; first, one deals pragmatically with the concrete problem at hand, and the 

principles are crystallized along the way. Culture may affect negotiation in many ways. 

In order to specify the impact of culture, it is useful to distinguish between the basic 

elements of negotiation: behaviour, structure, strategy, process and outcome. Cultural 

factors relate somewhat differently to each, as follows: 
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Behaviour 

Cultural background conditions how an individual or individuals perceive issues. 

Representatives of some cultures tend to regard negotiation as a power confrontation, 

whereas others view it as a cooperative venture. 

Negotiators from some cultures are strongly result oriented; they focus on the outcome. 

In other cultures, the negotiation process represents significant values that must be 

defended. In any case, the way negotiators interact with a counterpart, from the most 

elementary to the most sophisticated rhetoric, will largely depend on their cultural 

background. It is important, however, that persons of equal ranking are represented at the 

negotiations. 

Ethics and trust (Shell 2000) are also important components that may affect negotiation. 

Thus negotiators from different cultures may vary in their proclivity to view the 

opposition at the other side of the table as enemies and thus resort to tactics or deception. 

Cultural influences the selection of delegation, hierarchical order and culture-conditioned 

concepts of how the distribution of work should be organized. 

Structure  

The structural dimensions refer to the enduring external constraints within which 

negotiation unfolds. Typical structural factors include the number of parties involved, the 

number of issues at stake and how they relate to one another, the distribution of power 
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between negotiating parties, the organizational setting and the degree of transparency of 

the negotiations. 

Strategy 

Strategy is the result of deliberate calculations that consider the cost-effectiveness of 

different possible means. Strategic choices, however, are steered by values, some of 

which are conditioned by culture. 

Process  

Negotiation depends on the communication between the parties involved. The 

effectiveness of communication may be affected considerably by cross-cultural 

dissimilarities. To begin with, differences in the style of communication may be 

important. In some cultures, it is natural to try to get substance of the message across to 

the other party as fast as possible. In other cultures, the appropriate form of the message 

is an important constraint. 

The way to approach sensitive issues varies drastically from one culture to another. In 

some cultures the problem is met head on and in others people may go around in an 

elusive manner. An agenda outlining the items to be discussed and circulated prior to the 

meeting may help assist in managing some of the differences. 

Cross-cultural differences in the understanding of time may disturb the process of 

negotiation. In the west, time is treasured as it is viewed as a commodity in limited 
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supply. In other cultures, time is not a phenomenon characterized by scarcity. As a result, 

disparate conceptions of time may complicate the important task of respecting the general 

time frame or deadlines established for a particular negotiation. 

Outcome 

Outcome is the function of all other dimensions of negotiation; people, structure, strategy 

and process. Impact of culture in these elements will influence the outcome. Other 

influences such as national, ethnic and professional culture will affect the outcome. 

Culture may influence how different negotiators interpret and value the outcome of the 

negotiation. Some negotiators may view the agreement reached as a constraint against 

future action. Others may regard the agreement as a deal between negotiating partners 

that each party has an obligation to respect and implement as far as possible. 

Fairness is the key concept for any negotiator trying to assess the result of the process. 

But behind such a concept, resides the different principles of justice connected with 

social values. 

The Chinese are shrewd business people and tough negotiators. Negotiating is second 

nature to the Chinese and culturally accepted as a way of life in China. Professional 

negotiators are trained and employ numerous tactics to achieve their objectives 

(Genzberger 1995). Among the tactics employed are: 

• Controlling the schedule and location 

• Threatening to do business elsewhere 
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• Using time to their advantage 

• Wearing out the opponent 

• Using competitors against one another 

It is important to recognize the existence of such tactics and to develop an ability to 

interpret what is being observed, in order to avoid some of the common pitfalls. As in 

anywhere else, the Chinese negotiate to gain advantage and it should be recognized that it 

is as much in their interest to reach an agreement as it is with their counterpart. 

In order to conduct business in China, acquiring negotiation skills will be of paramount 

importance. To the Chinese, negotiation is always possible, even after a contract has been 

signed. While negotiating a detailed contract is important, the Chinese often view their 

deal with foreigners as only one component of an ongoing relationship. The immediate 

issue that is being negotiated is seen as a 'building block' that allows them to measure 

and strengthen reliability and cooperation. This is a practical philosophy that should be 

appreciated and expected by foreigners, if business is to be conducted in China over the 

long term. 

3.7 THE CHINESE CONSTRUCTION ENVIRONMENT 

The construction environment in China is not unique. Like construction elsewhere, 

problems do exist and numerous challenges will arise during the life cycle of a project. 

China is undergoing a transitional period of economic reform and numerous changes are 

taking place within the construction industry. According to Chan (Chan, Wong and Scott 
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1999), many foreign firms have had bad experiences in managing construction projects in 

China, the general impression being that the projects are delayed and the budgets over-

run. Other contributing factors include government intervention, bureaucracy, 

misunderstandings, different practices and cultural factors. 

This section of the thesis provides a brief overview of the industry and examines some of 

the changes that are occurring within the industry. 

Prior to 1979, the construction practice adopted by the construction industry in China 

originated from the former Soviet Union. It incorporated a planned economy system and 

a high degree of centralization. Most construction projects were financed by the 

government, which was in turn responsible for allocation of design and construction 

works to designers and contractors. As the funding was supported by the central 

government and the contract by state owned enterprises, the financial deficit in a project 

would be recoverable from the state and therefore project teams were not interested in 

reducing the cost of a project (Li 1995). 

The open door policy in 1979 has transformed China into an increasingly market oriented 

economy and with the increase in foreign investment in the country in the last two 

decades, numerous changes have occurred in virtually every industry, including the 

construction industry. As both the World Bank and the Asia Development Bank required 

that their funded projects follow international practice, this initiated some changes in the 
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construction industry in China (Chan 1999), (Mayo 1995). The combined effect is 

reflected in both private construction and government controlled construction. 

In an attempt to cope with the changes and to bring it in line with international practice, 

the Chinese government introduced a number of legislative regulations during the 1990's 

in order to enhance the industry (Mayo 1995). These included the Government Standard 

Form of Contract in 1991, the Client Responsibility Ordinance in 1992, the Construction 

Supervision Ordinance in 1995 and the Tendering and Bidding Administration 

Ordinance, also in 1995. Although these legislative regulations are applicable to all 

government projects, some of the regulations are also applicable to private projects. For 

example, a supervisory unit for a construction project is mandatory and appointed by the 

government and only recently have modifications been made to allow the supervisory 

unit to be selected by the client. 

The concept of mandatory construction supervision was introduced into China in 1980's 

as a requirement by the World Bank and the Asia Development Bank funded projects 

(Nian 1999). After gaining some successful experience in these projects, the government 

acknowledged the advantages of the construction supervision system. Since then, the 

Chinese government has tried to set up a construction supervision system by 

implementing the Provisional Construction Supervision Ordinance. The ordinance was 

enforced in some selected areas including Shanghai, Guangzhou and Shenzhen in 1998 

(MOC 1998). The purpose of this ordinance was to set up a system that is similar to the 

consultancy system in western societies. 
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Despite attempts to streamline and improve the environment for construction, the 

traditional practice persists in many areas and a high degree of government intervention 

still exists. According to Chan (1999), most of the ordinances issues by the national 

government are only a legal framework. This is to allow for the local government and 

officials to interpret the ordinances. However, as the industry has been developed under a 

communist society, the concept of "Build for the Nation" is still assumed, even if a 

project is foreign funded. Chan (1999) argues that this conflicting attitude may exist in 

which the aim of a local partner in a joint venture may be the acquisition of technology 

and funding from the joint venture entity for betterment of the nation. In contrast, the 

foreign partner's ultimate objective is to gain a financial profit from the joint venture. 

Although Chan's argument has validity, the researcher's viewpoint is that the motivator 

for the Chinese partner in the current economic climate may also be profit. 

For a project to be approved in China, it has to be scrutinized through a three stage 

approval process, including project approval, design approval and construction approval 

(Chan 1999). Upon receipt of project approval, the design details are required to be 

submitted to different government authorities such as the Construction Administration 

Bureau, Fire Service Bureau, Environmental Protection Bureau, Power Supply Bureau, 

and Water Supply Bureau for registration and approval. As the approval process is 

sequential, lengthy and bureaucratic, this limits the flexibility of construction projects in 

China. As an example, fast-track construction methods could not be considered in such a 

system. 
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With its entry into the WTO, it is anticipated that further streamlining will occur in the 

construction industry in an attempt to bring practices within the industry to be more in 

line with international practices. But until then, western firms should develop an 

appreciation of the differences in the environment and incorporate these differences into 

their overall strategy for participating in a construction project in China. There are ways 

to manage these differences and one such approach is to develop an association with a 

local partner who is familiar with the local requirements and who can assist in 

conforming to these requirements. 

3.8 LITERATURE GAP 

The literature survey carried out as part of this study involved literature search into 

globalization, historical and current events in China, culture and cultural influences, 

international business, construction practices and joint ventures within the construction 

industry in China. Although the available literature in each of these individual subjects is 

extensive, very little is available that links Chinese business practices to its culture. In 

addition, there are no current works that focus on the Chinese mindset and its influence 

within the construction industry, as it relates to business and contractual relationships. 

The findings of this research will fill the gap that presently exists. 
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CHAPTER 4 

RESEARCH METHODOLOGY 

CHAPTER OVERVIEW 

This chapter presents the details on the research methodology. It examines the type of 

methodologies that were available to the researcher, the choice methodology and the 

reasons for selecting such methodology. 

4.1 INTRODUCTION 

The research methodology outlines the approach taken to achieve the objectives of the 

research. Several methods were available to the researcher and these methods vary in 

philosophy and procedure. The selection of the research methodology should be 

consistent with the research objectives. This chapter describes the details regarding the 

chosen methodology, the approaches taken and the reason for the choice methodology. 

4.2 THE RESEARCH QUESTION 

The following is the research question: 

"What are the factors involved in business relationships within the construction industry 

in China and what factors are there in the contractual framework". 
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In order to answer the research question, two components of the question are to be 

studied. Firstly, the business relationship is to be examined in order to determine and 

identify the factors that must be present in a successful business relationship. Secondly, 

examine the contractual framework in conjunction with the identified factors, in order to 

determine the role and significance of the factors within the framework. 

The research question is limited to private construction industry in China. In attempting 

to answer the research question, selected practitioners within this industry will be asked 

to provide insights into their perspective of a successful business relationship and into the 

contractual framework. Although some of the factors identified in this research may be 

applicable to other industries, specific investigations should be conducted for each 

industry. 

4.3 QUALITATIVE VS QUANTITATIVE METHODS 

There are two broad approaches to research, namely qualitative and the quantitative 

approaches (Creswell 1994). Both of these approaches deal with data collection and 

interpretation and will enable the researcher to achieve the objectives of the research. 

The qualitative method is an exploratory form of investigative approach. The method is 

suitable when only a very few issues are to be investigated. A close relationship is often 

developed between the researcher and the participants. The method is interactive and 

involves an understanding of the participant's real world or perspective. It therefore relies 
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on interpretation of results, as opposed to quantification of data. One of the advantages of 

qualitative research is that it is more open to adjustment and refinement of ideas as the 

inquiry proceeds. The intent of a qualitative research is not to quantify data but to 

understand the underlying question of reality. There are several basic approaches to 

qualitative research and these include biography, phenomenology, ethnography, case 

study, historical research, action research and grounded theory. Depending upon the 

research question, the appropriate approach to a qualitative research can be selected. A 

description of these approaches follows (Streubert and Carpenter, 1999; Bogdan and 

Bilken, 1992): 

Biography: Exploring the life of an individual 

Phenomenology: Understanding the essence of experience about a phenomenon 

Ethnography: Describing and interpreting a cultural and social group 

Case Study: Developing an in-depth analysis of a single case or multiple cases 

Historical Research: A study to provide a historical understanding of a phenomenon 

Action Research: Taking action to improve practice and systematically studying the 

effects of the action taken 

Grounded Theory.' Developing a theory grounded in data from the field. 

Quantitative methods, on the other hand, rely on statistical methods to evaluate the data 

collected and to verify hypothesis. It is generally concerned with acquiring small amounts 

of data from a large number of subjects and is structured so as to provide a linear 

progression from a problem to solution. It establishes relationships and causation, based 

on statistical analysis and evidence. The methodology is objective and uses "hard 
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evidence" to establish generalizations. In this type of research, the researcher is separate 

from the issues being investigated. 

The fundamental differences between the two approaches are summarized in Table 4.1 

(Foley 2000). The comparison has been prepared based on Burns and Grove (1993) and 

Streubert and Carpenter (1995). The decision of whether to choose a quantitative or a 

qualitative design is a philosophical one. While some of the entries tabulated appear to be 

opposites, these are two different philosophies, which are not necessarily polar opposites. 

Mixed method studies using elements of both designs can also be incorporated in a 

research study. The choice of methodology for a particular research is therefore closely 

related to the research question, the objectives and nature of the research. 

4.4 CHOICE OF METHODOLOGY 

THE RESEARCHER'S APPROACH TO THE METHODS 

An examination of the research question and the research objectives indicate that the 

nature of the topic is subjective. The research attempts to document the participant's 

"feelings" about business relationships and contractual framework. The objectives of the 

research are to establish the factors that are considered important in creating business and 

contractual relationships. No measurable quantities are associated with specific factors. It 

reflects the participant's perception of his/her world as each participant will have a 

unique viewpoint of the question being asked. This is the case, as illustrated in Table 4. 1, 

"which beans are worth counting" as opposed to "counting the beans" (Foley 2000). 
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TABLE 4.1 

Quantitative vs Qualitative Research 

Quantitative Qualitative 

Objective Subjective 

"Hard" science "Soft" science 

Literature review must be done early in study Literature review may be done as study progresses 

or afterward 

Tests theory Develops theory 

One reality: focus is concise and narrow Multiple theories: focus is complex and broad 

Reduction, control, precision Discovery, description, understanding, shared 

interpretation 

Measurable Interpretive 

Mechanistic: parts equal the whole Organismic: whole is greater than the parts 

Report statistical analysis Report rich narrative, individual interpretation 

Basic element of analysis is numbers Basic element of analysis is words/ideas 

Researcher is separate Researcher is part of the process 

Subjects Participants 

Context free Context dependent 

Hypotheses Research questions 

Reasoning is logistic and deductive Reasoning is dialectic and inductive 

Establishes relationships, causation Describes meaning, discovery 

Uses instrument Uses communication and observation 

Strives for generalization Strives for uniqueness 

Designs: descriptive, correlational, 

experimental, experimental 

quasi- phenomenological, grounded theory, ethnographic, 

historical, philosophical, case study 

Sample size: 30 to 500 Sample size not a concern; seeks "information rich" 

samples 

"Count the beans" Provides information as to 'which beans are worth 

counting" 
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The questions are designed to draw out rich narrative description reflecting an 

individual's interpretation of the subject matter. Also, the question of how to quantify 

"feelings" of what the participants regard as important to relationship building would be 

problematic. The researcher had concerns about quantification of subjective principles 

such as perspectives on relationship building and contractual framework. The researcher 

is concerned with making valid sense of the "world and people's behaviour". According 

to Oulton (1995) and in choosing between quantitative and qualitative approach, one 

should be concerned with the question the research is trying to answer. 

The selection of methodology for this exploratory research was therefore based on the 

following reasons: 

• The nature of the research question. What and how were being asked, not why. 

• Cultural issues and business viewpoints are being considered and therefore the 

information gathered could not be easily quantified. 

• No hypothesis is being proven and instead, areas of interest are being explored. 

For these reasons a qualitative approach was selected as the appropriate research 

methodology. 

Although a grounded theory was initially envisaged as the appropriate mechanism for the 

research, the researcher recognized that modifications to a pure grounded theory 

approach had to be made. Two major modifications had to be considered: literature 

survey had to be conducted to develop a feel for the topic and a research question had to 

be established in order to focus on the objectives of the research. For these reasons, a 
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modified grounded theory approach to the qualitative research was selected. The research 

question attempts to discover the participant's perspective of the factors involved in 

establishing a business relationship and in the contractual framework. It is from the 

participant's responses that a theory is developed. Only limited quantitative techniques 

were used in order to rate the relative importance of the factors involved. 

4.5 CHARACTERISTICS OF QUALITATIVE RESEARCH 

Qualitative research can be defined as "multi-method in focus, involving interpretive, 

naturalistic approach to its subject matter" (Denzin and Lincoln 1994). Qualitative 

researchers attempt to understand meanings that people give to their deeds or social 

phenomena. In other words, researchers see people from the inside. 

According to Oka (Oka and Shaw 2000), analytic induction is a major logic of qualitative 

research. Four philosophical paradigms have been identified, namely, positivism, post-

positivism, critical theory and constructivism (Lincoln and Guba 1989). A brief summary 

of the four paradigms is presented below: 

In positivism, the objective world exists independently of any perspectives of the 

researchers. Therefore, researchers must disclose the "objective" facts. In post-

positivism, it admits that human beings cannot perfectly understand reality, whereas with 

rigorous data collection and analysis, researchers can approach the truth. Critical theory 

include the basic paradigms of any qualitative research, directed at generating 

empowering and emancipatory social change directly through research. (Harvey 1990). 
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Constructivism, as with post-positivism, includes a wide span of positions 

indistinguishable from post-positivists approaches to relativists positions. It adopts the 

view that realities cannot be studied in pieces but only holistically and in context. 

As the research is subjective, dealing with people's perspectives and feelings, a 

positivists approach is considered to be appropriate to enable the participant's views to 

come forward. 

In qualitative research, doing data analysis while collecting data is viewed as an 

important component of this methodology, as it encourages interaction in the process 

(Erlandson et al 1993). Reflexivity is another important component of a qualitative 

research (McCraken 1988). "In qualitative research, the investigator serves as a kind of 

'instrument' in the collection of data. 

Although "validity" and "reliability" is discussed by many researchers (Cook and 

Campbell 1979, Kirk and Miller 1986), the most often quoted concept of establishing 

validity is probably the notion of trustworthiness that was developed by Lincoln and 

Guba (1985). The notion of trustworthiness has four elements: credibility, transferability, 

dependability and confirmability. These are analogous to "internal validity", "external 

validity", "reliability" and "objectivity" in the conventional criteria. 

Credibility is analogous to internal validity in conventional criteria. It relates to how the 

reconstruction of the researcher fits the realities and views the participants express in the 
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process of the inquiry. One way of achieving credibility is by 'peer debriefing', by 

allowing a peer, who is a professional outside the context and who has some general 

understanding of the study, to analyze materials and emerging designs and listen to the 

researcher's ideas and concerns (Erlandson et a! 1993). 

Transferability is analogous to external validity. It refers to the possibility that what was 

found in one context by a qualitative research is applicable to another context. The 

responsibility of the original researcher ends in providing sufficient descriptive data to 

make similarity judgments possible. 

Dependability is the qualitative researcher's equivalent to the conventional term 

"reliability", which is equal to replicability. In quantitative research, reliability means that 

the same tests should produce the same results. In qualitative research, replicability is 

impossible to realize because the research design is so flexible and the research findings 

are produced by constantly changing interactions between the researcher and the 

participants. However, as stated by Lincoln and Guba (1989), "far from being threats to 

dependability, such changes and shifts are hallmarks of maturing and successful inquiry. 

But such changes need to be both tracked and trackable". 

Confirmability is parallel to objectivity and is concerned with establishing the fact that 

data and interpretation of an inquiry were not merely figments of the inquirer's 

imagination. 
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It could be argued that biases would be introduced if literature survey is conducted a 

priori. Indeed, this is a valid argument, but from the researcher's perspective, biases 

might have existed the moment the research topic was conceptualized. Dr. Barb Marcolin 

of the Faculty of Management at the University of Calgary has commented on previous 

occasions that "a bias exists the moment you think of a topic". Knowledge about the area 

of research, the researcher's previous encounter with the Chinese culture during extensive 

travels in the past may have introduced elements of biases. To counteract these biases, the 

researcher had to maintain objectivity, an open mind, and impartiality. Steps were taken 

to ensure that the research instruments were independently reviewed to minimize 

potential biases. 

4.6 RESEARCH STRATEGY 

The flow chart in Figure 4.1 illustrates the overall research strategy. The research strategy 

started with the selection of the area to be researched, followed by establishing the 

objectives of the research. Literature review was then carried out to discover background 

material about the subject matter. This included review of available literature about 

China, the Chinese culture, history of the country, past and recent historical events, 

economic events, business environment including past and more recent developments, its 

construction industry and recent events within this industry. With this background in 

place, the researcher then focused on the research question. This was followed by a 

review of the available methodologies, in order to select a suitable methodology that 

would be consistent with the research question. 
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The researcher recognized that the nature of the research and the research question was 

fundamentally subjective, dealing with participant's feelings and perspectives and, as a 

result, a qualitative approach was adopted. A modified grounded theory methodology 

was selected to allow a theory to emerge and it was on this basis that the research design 

was constructed. An on-going review of the literature continued throughout the research 

process, enabling constant update and improvisation to the research. 

Among the methods of data collection available to the researcher were case studies, the 

delphi technique, interviews and surveys. In reviewing these options, the researcher 

considered the following: 

• Case Studies: The researcher had concerns about this approach to data collection 

as the number of cases of collaboration between Canadian and Chinese firms are 

limited and support documentation may be difficult to obtain. Also, the objective 

of the research was to obtain as broad a perspective as possible across China and a 

limited number of case studies would limit that perspective. 

• Delphi technique: With this method of gathering information, the researcher had 

concerns about the level of input that would be required of the participants, as 

they would have to undergo several cycles of participation, as required by this 

process. The researcher was initially uncertain as to how the research would be 

received and therefore was concerned with participants dropping out of the 

program once initiated. 

• Interviews and surveys: Interviews would allow the researcher to take part in the 

data gathering process and the personal interaction between the interviewer and 
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interviewees would allow viewpoints to emerge and to be discussed freely. 

Surveys would provide the researcher with the opportunity to obtain further 

insights into the subject matter. Therefore, a combination of interviews and 

surveys was the preferred method for gathering data. 

4.7 RESEARCH CONSIDERATIONS 

Two issues confronted the researcher and these were the implementation of the research 

process and collection of data. The researcher felt that if the data was to be 

representative, then in-situ interviews in China had to be part of the data collection 

process. For this reason, an extended visit to China was planned as part of the research 

process. A limited number of local interviews were also conducted in order to 

complement the subject matter and to obtain possible contrasting insights. However, the 

number of local interviews was restricted to a minimum, as the research focus was on the 

Chinese perspective. 

Upon completion of the interviews and design of the survey as the main research 

instrument, the challenge to the researcher was to implement a strategy for the main data 

collection. A major concern to the researcher was the uncertainty regarding participant's 

response, as the concept of survey in China remains relatively new. Some of the 

strategies adopted are discussed in the following section. 
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4.8 RESEARCH DESIGN 

The flow chart in Figure 4.2 illustrates the procedure adopted in the research design. The 

literature review provided the researcher with sufficient background information to 

evaluate the research question and then select a suitable methodology for the research. 

The research involved a two step procedure. The first step was to conduct interviews in 

China and build around the subject, and the second step, to design the survey. The 

responses from the interviews would be evaluated and then used in the design of the 

survey, as the main research instrument. A preliminary survey was designed and this was 

followed by a pilot survey, conducted for the purposes of testing the survey. Upon 

completion of the pilot survey, modifications to preliminary survey were carried out to 

arrive at the final survey. The surveys were then sent the respondents. The completed 

surveys were then reviewed, analyzed and evaluated. The data collection was followed by 

data evaluation and validation. Review of the literature continued throughout the research 

design process. 

4.8.1 INTERVIEWS 

A total of twenty interviews were conducted in China. Initially, the target number for 

interviews was thirty, following the comments by Strauss and Corbin (1990) in which 

they suggest that a sample size of 20 to 30 individuals will probably be sufficient to reach 

saturation, with a limit of 40 participants. Using this suggestion as a guideline, the 
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objective therefore was to carry out thirty interviews or until saturation was achieved. 

Saturation became evident after fifteen interviews; it became clear to the researcher at 

this point that the information conveyed by the participants were showing clear 

consistencies and that nothing new was being said. Five more were conducted to confirm 

that saturation had been achieved. Due to time and budget constraints, it was decided at 

that point that sufficient background information on the subject matter had been obtained 

to enable the survey instrument to be designed. 

The interviews were structured and semi-structured and designed to encourage the 

participants to discuss their views on business relationships as they relate to the 

construction industry and to comment on the contractual framework within the same 

industry. The duration of a typical interview was one hour. 

Interviews were conducted in China either in English or Chinese depending upon the 

participant's preference at the beginning of the interview. These interviews were carried 

out with senior executives within the construction industry. The interviewees included 

project managers, engineers and contractors. The targeted participants involved personnel 

with a minimum of ten years in the construction industry. Also, it involved participants 

who have had experience or exposure to foreign corporations in a joint venture or similar 

setting. 

A limited number of local interviews were also carried out in Canada with local project 

managers and engineers who have been involved in projects in China; the purpose of the 
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local interviews was to obtain a local perspective on the overall subject matter, 

particularly the interviewee's experiences in business dealings with the Chinese. The 

intention of the local interviews was to obtain additional insights onto the subject matter 

and, although not the focus of this research which is primarily on the Chinese perspective 

on business relationships and the construction industry in China, it was felt that these 

would provide valuable information and would complement the findings obtained from 

the interviews in China. A total often local interviews were conducted. 

4.8.2 SURVEY QUESTIONNAIRE 

On the basis of the responses obtained from the interviews, the survey instrument was 

designed. As the researcher has had limited experience designing survey instruments, the 

survey was submitted to Accord Research at the University of Calgary for their assistance 

in terms of input and review. With the assistance of Ms Christine Pickup of Accord 

Research, the survey was further refined. This included revisions to the format, 

minimization of potential biases, modifications to the questions and inclusion of 

additional questions in order to arrive at a more detailed and comprehensive instrument. 

As the survey involves the understanding of the participant's perspectives on business 

relationships and contractual framework in the construction industry and considering that 

the survey is being carried out across culture, the researcher concluded that it would be 

prudent to translate the survey into Chinese. The questions would then be asked both in 

English and Chinese; this dual approach would minimize potential misunderstanding, 
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particularly where uncommon terminology was involved. For this purpose, the survey 

was professionally translated. In order to ensure the accuracy of the translation, the 

translated copies of the survey were submitted to three engineers for their review and 

input. 

In order to verify the effectiveness of the survey, a pilot survey involving ten participants, 

was conducted. This provided the researcher with an opportunity to refine the survey 

questions and alter these accordingly, prior to conducting the main survey. The pilot 

surveys were sent to respondents in China and they were asked to comment on the clarity 

of the survey and to identify areas where difficulties had been encountered during their 

completion of the survey. From their responses, selected questions were reconstructed 

and a glossary was added to the survey to help clarify some of the terminology used in 

the survey. The modified survey was then sent to ten other respondents for re-test 

purposes and they expressed no difficulties in completing the survey. A copy of the 

survey instrument is included in Appendix "B". 

4.8.3 SELECTION OF PARTICIPANTS 

As the research objective was to gather data about business relationships and contractual 

framework within the construction industry, targeted participants included project 

managers, engineers and contractors who are currently involved or who have had 

previous experience in construction in China, involving foreign entities. 
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The selection of participants was made through e-mail solicitation. The participants were 

invited to take part in the study through a letter of invitation (and consent form) which 

provided a brief description of the study and its objectives. 

During the interviews in China, the researcher was provided with names of potential 

contacts for both interviews and surveys. Through this process, further solicitations 

through e-mail were made. If the potential participant expressed interest in the study, they 

were provided with copies of the survey, provided they met the criteria for the study. 

Potential contacts were also provided by Chinese engineers in Canada who had been 

involved previously in construction projects in China. In a similar manner, these potential 

participants were invited to participate in the study. 

Table 4.2 below summarizes the demographics associated with the selection of 

participants: 

Table 4.2 

Sample Demographics 

Province No. of participants 

Guangdong 30 

Hebei 30 

Zhejiang 20 

Shaanxi 20 

Total 100 
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4.8.4 SAMPLE SIZE 

The researcher's initial target for surveys was a minimum of 100. This number was 

arbitrarily chosen for the following reasons: 

• The response rate was unknown. 

The response rate for local surveys conducted for other Project Management researches 

at the University of Calgary was typically 30%. Assuming that a similar response rate 

would be obtained, this would give a response of at least 30 which is considered to be the 

minimum for any meaningful interpretation. 

• Saturation 

A major concern of the researcher was to obtain saturation in the responses and with the 

target of one hundred, at a response of rate of 30%, saturation would be anticipated. The 

guideline for this rationale was that saturation was achieved during the field interviews, 

after 15 interviews were conducted. 

The actual response rate obtained from both the interviews and surveys was considerably 

better than expected. For the interviews, a response rate of 80% was achieved and for the 

surveys, a rate of 74% was achieved. Surprisingly, even to the researcher, the Chinese 

indicated that they were interested in participating in such a survey, as the majority of 

respondents recognized the potential in bridging the gap between Sino-foreign cultures 

and its significance and importance in the future. 
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4.8.5 CONFIDENTIALITY 

Confidentiality was maintained during the data collection process. During interviews, the 

participants were provided with a consent form prior to the interviews that explained 

explicitly the policy regarding data collection and confidentiality. The participants were 

assured that there would be no possible way of linking their responses to their identities 

as this linkage would only be known to the researcher. In a similar manner, assurance of 

confidentiality was provided to the survey respondents. 

Initially, the intent of the researcher was to record all interviews with a micro-cassette 

recorder and then have the information transcribed. However, it became evident during 

the first few interviews that the Chinese are not comfortable with the concept of 

electronically recorded interviews and when given the choice prior to the interview, most 

participants demonstrated a preference against recording. Consequently, the request for 

micro-cassette recording of the interviews was discarded and all responses were manually 

recorded. The researcher attributes the preference against electronic recordings to two 

main reasons: political climate and language barrier. 

4.8.6 LIMITATIONS 

• The study is limited to professionals involved in the private construction industry 

in China. 

• The study is limited to participants with a minimum of ten years experience in the 

construction industry. 



98 

• The study excludes government contracts or large international contracts, where 

external financing by outside agencies such as the World Bank may be involved. 

• Interviews were conducted in the Guangdong Province in China. 

• Surveys were conducted in provinces of Guangdong, Zhejiang, Hebei and 

Shaanxi to enable a general view across the nation to be obtained. 

• Electronic recording of interviews was not carried out as originally planned; this 

was to respect the general preference against electronic recording as demonstrated 

by the participants. 

4.9 VALIDITY AND RELIABILITY 

The validity of the research was considered in two components; internal and external 

validity which in qualitative research, according to Lincoln and Guba (1985), would be 

analogous to credibility and transferability. 

Both credibility and transferability were checked throughout the research process by 

continuous peer (other engineers, project managers) support, discussions and review. 

Credibility was further checked during the analysis of the collected data by triangulating 

the responses obtained from the interviews, surveys as well as the literature survey. 

Reliability, according to Lincoln and Guba (1989), is analogous to replicability; a post 

data collection process would be used for verification purposes. Upon completion of data 

evaluation, a limited number of informal meetings were conducted locally with Chinese 
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expatriates, who would understand both cultures, to review and discuss the responses 

obtained; the purpose of these meetings was to review the responses obtained and to 

observe if these were in alignment with their responses and views on the subject matter. 

4.10 ETHICAL CONSIDERATIONS 

The research instrument was submitted to the Conjoint Faculties Research Ethics Board 

at the University of Calgary for review and approval, prior to conducting the research. 

Both the research proposal and the consent form were submitted for review. The 

approved consent form and the certificate of ethics approval are presented in Appendix 

"A". The consent form was provided to all participants prior to conducting interviews or 

surveys. All the participants were informed of the option to withdraw from participation 

in the research at any time, if they so desired. 

All participants were provided with assurance of confidentiality. This included 

anonymity that would prevent linking their identity to their responses; only the researcher 

would have access to this information and the collected information would be destroyed 

two years after completion of the research. In view of the sensitivity of the participants 

with respect to the electronic recording of the interviews, all participants were asked to 

state their preference regarding this issue prior to the interviews. 
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CHAPTER 5 

RESEARCH DATA 

CHAPTER OVERVIEW 

This chapter describes the details of data acquisition, the data collection procedures and 

the challenges associated with data collection. It also discusses the challenges 

encountered during data acquisition and the strategies adopted to mitigate these 

challenges. 

5.1 DATA ACQUISITION 

Both interviews and surveys were used to acquire research data. These interviews and 

surveys complemented each other, as the interviews were conducted to 'build' around the 

subject and formulated the basis for the survey design. 

Twenty interviews were conducted within the province of Guangdong. One hundred 

participants were selected for the surveys from four provinces in China and a total of 74 

responses were obtained. 
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The sampling for both the interviews and surveys involved participants within the private 

construction industry in China. Table 5.1 presents a summary of the responses obtained 

during the data acquisition process. 

Table 5.1 

Data Acquisition Summary 

Province Interviews Surveys 

Guangdong 20 24 

Hebei 
- 22 

Zhejiang 
- 15 

Shaanxi 
- 13 

Total =20 Total = 74 

5.2 DATA COLLECTION PROCEDURE 

This section describes the steps taken by the researcher to contact the participants, obtain 

their cooperation and administer the instruments. 

5.2.1 STUDY LOGISTICS 

The study targeted participants from private construction industry. The selected 

participants were project managers, project engineers as well as contractors. Project 
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managers were those in charge of the management side of construction projects and acted 

as representatives for the owners of projects. Project engineers were those in charge of 

both technical and management aspects of the projects and were representatives of 

construction firms that provided both design and construction management services. 

Contractors were those that were involved with specific contracting services and supplies. 

The interviews began with the initial selection of targeted participants known for their 

involvements in the construction industry. These participants were invited to take part in 

the research through initial e-mail solicitation. A description of the nature of the study 

and its objectives were provided to each participant and an approximate time period was 

described from which individual participants selected a tentative date for their interview. 

All participants responded to the e-mail request for an interview and confirmed their 

willingness to participate, indicating a suitable tentative date, subject to availability, 

confirmation or re-scheduling. 

The interviews were conducted for the purposes of 'building around the subject' and the 

interview responses formulated the basis of the survey questionnaire. The survey 

questionnaire was designed with the purpose of obtaining additional insights into the 

subject and the specifics related to the subject. The survey was divided into two sections, 

the first pertaining to business relationships and the second to the contractual framework. 

The survey design was formatted in a way that would enable the respondents to choose 

among several possible responses and then to rate their responses on a Likert scale 

(Cooper 1995). 
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In order to obtain a general representation into the private construction industry, the 

respondents were selected from four different provinces in China; the provinces of 

Guangdong, Hebei, Shaanxi and Zhejiang. The selection of these provinces was based on 

the fact that construction activities in these regions have been considerable in recent 

years. 

5.2.2 CONDUCTING THE INTERVIEWS AND SURVEYS 

The interviewees were given the choice of location for the interviews to be conducted. 

This could be either in a formal setting or an informal setting and the interviews were 

conducted in accordance with their choice of locations. 

Although all the interviews were structured and in accordance to a pre-designed set of 

questions, the interviewees were encouraged to talk openly about their opinions on a 

specific subject matter. The interviews were designed to be one hour in duration but this 

was flexible and adjusted to suit both the needs of the interviewees and/or the researcher. 

Most interviews conducted exceeded one hour in duration with some taking 

approximately one and a half hours. Upon completion of the interviews, the interviewees 

were acknowledged for their participation and contribution to the research; a brief note of 

appreciation reaffirming the importance of their participation followed the interviews. 

Most of the interviewees expressed their interest in the research and a few requested a 

brief summary of the highlights of the study upon completion. Each interview was 
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followed by a period of reflection in which the participant's comments regarding the 

topic were evaluated. 

The surveys were conducted in a similar manner, initiating with an e-mail request to 

determine if potential participants would be interested in taking part in the study. Only 

those that responded positively to the initial request were selected as participants, 

provided they met the criteria stipulated in the study requirements in terms of 

involvement in the construction industry and a minimum of ten years of experience 

within the industry. Initially the majority of the surveys were to be carried out using the 

Internet but this proved to be problematic and ultimately hard copies of the survey 

questionnaire had to be forwarded to most participants. The Internet survey proved only 

to be partially successful. The challenges encountered with this process are further 

discussed in section 5.3, together with the strategies adopted to meet these challenges. 

5.2.3 DATA SOURCES, MANAGEMENT AND ANALYSIS 

All data obtained were codified according to the type of respondents to differentiate 

among the various categories such as project managers, project engineers and contractors. 

The data obtained was reviewed prior to entry into the database. Upon completion of the 

data entry, the surveys were numbered and a list containing the names of the respondents 

corresponding to the numbers was prepared and kept in 'confidence by the researcher to 

ensure confidentiality and to prevent linking the respondents to specific responses. The 
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data entry was carried out using a spreadsheet format and from this database 

interpretations, evaluations as well as graphical representations of the data were prepared. 

The evaluation and graphical representation of the results was based on the number of 

respondents and their corresponding rating on the Likert scale. For other questions where 

a scale was not used, the responses in each category were noted, computed and expressed 

as a percentage based on the total number of answers provided for that specific question. 

For questions that were of a subjective nature, the answers were noted and coded to 

enable overlap in responses to be documented for further examination and reflection. As 

the research is qualitative, the analysis of data consisted of two steps: first, the 

interpretation of the respondent's view on a specific issue and second, the rating of the 

various factors considered important both in a business relationship and in the contractual 

framework. The rating enabled a visual representation of the responses to be made on a 

specific subject matter. 

Despite the presentation of the results in a graphical format, it must be emphasized that 

the research remains qualitative in nature. The use of the graphs is for presentation 

purposes only and to enable visual interpretations of the results to be made. 

5.3 CHALLENGES ASSOCIATED WITH DATA COLLECTION 

Several major challenges occurred during the data collection process. These challenges 

were managed by implementation of strategies and contingency plans to facilitate the 

collection of data and are discussed in the following sections. 
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5.3.1 INTERVIEWS 

Although most of the interviews had been pre-arranged by e-mail prior to the researcher's 

visit to China, numerous revisions to the scheduling of these interviews had to be made. 

It became evident to the researcher that flexibility in terms of time and locations for the 

interviews would be essential, if the objectives were to be achieved. 

Except for one interview which was conducted in an office setting, the remaining 19 

interviews were conducted through an informal setting, a preference exhibited by the 

participants. The participants felt more comfortable outside their work environment, 

where they could discuss the issues more openly. Also, the participants felt that by being 

away from their work environment, they would not be subject to interruptions that would 

normally occur in an office environment. The choice locations for the interviews, as 

selected by the interviewees, were restaurants and coffee shops. 

5.3.2 SURVEYS 

The original intention was to conduct most of the surveys through the Internet. However, 

both mail-in and Internet versions of the survey were prepared. Due to the variations in 

format or incompatibility of the computer software used for writing Chinese characters, 

some of the respondents were not able to respond successfully to the survey and, in a few 

instances the participants could not access their surveys. This challenge became evident 

during the early stages of conducting the surveys. 
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Many different types of computer software are available both to translate from English 

into Chinese and to write in Chinese. However, the many different versions of software 

are generally incompatible with one another and unless the survey respondent has the 

identical software, difficulties will be experienced. As a backup strategy, hard copies of 

the survey were prepared and these were mailed to any respondent that had experienced 

difficulties with the Internet survey. 

Another strategy employed to ensure that the surveys were returned was to facilitate the 

return process by requesting the respondents to mail the completed surveys to a central 

location within China. From this central location, the surveys were collected and then 

returned to the researcher by courier. This strategy was adopted for two reasons; firstly to 

expedite collection of data and secondly, to minimize the cost for postage as the local 

mailing costs within China are reasonable and only a fraction of the cost for international 

mail. 
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CHAPTER 6 

ANALYSIS OF DATA 

CHAPTER OVERVIEW 

This chapter describes how data was compiled and evaluated. It describes the 

methodology used for data interpretation to enable conclusions to be derived from the 

data. 

6.1 COMPILING DATA 

The surveys were coded in accordance with location in China and further sub-coded into 

categories representing project managers, engineers and contractors. The intention of the 

researcher was to isolate the entities, to enable comparison of responses. All respondents 

were selected from private enterprises. 

6.2 CATEGORIZING THE DATA 

The data collected were categorized into three different groups. The first group deals with 

business relationships, the second group with the contractual framework and the third, 

general comments regarding the construction industry. 



109 

In the first group, which deals with relationship building, the respondents provided 

insights into business relationships, such as the important factors in a business 

relationship, the relative importance of these factors, the length of time required to build a 

relationship, as well as their perception of what contributes to a positive business 

relationship. 

The second group, which deals with the contractual framework, the respondents provided 

insights into the various stages of the framework, the role and importance of various 

factors within the framework. This group was divided into two sub-groups, one 

representing the pre-bidding stage and the other, the contract award stage. The purpose of 

the subdivision was to enable comparison of the factors that are important at each stage 

of the contractual framework and to enable evaluation of shifts that may occur between 

the early stages and the final stages of contract award. 

The third group involved the general comments by the respondents. The questions in this 

group were general questions about the construction industry; the purpose of these 

questions was to provide the researcher with narrative accounts of some of the 

experiences that the respondents have had in their dealings with foreign firms. The 

respondents were asked to describe their experiences and frustrations they have had when 

dealing with foreign firms, as well as to describe that factors that contributed to the 

success of their projects. 
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6.3 EVALUATION OF DATA 

In the survey instrument, three different types of questions were provided. These included 

questions that were descriptive in nature, multiple choices, and measured responses using 

a scale or percentages. The descriptive questions were intended to draw out the 

participant's perceptions and viewpoints on the subject matter. These answers were 

subjective and were summarized in groupings representing the various responses and 

then sorted according to the most popular response, the second most popular response 

and so forth. The multiple choice questions were provided to enable the participants to 

select, among several choices, the response or responses they considered appropriate and 

to allow them the opportunity to elaborate on their selected responses. The third type of 

questions involved measured responses and the participants were asked to rate their 

responses, for the various factors indicated, using a Likert scale of 1 to 5. The participants 

were also asked to provide an indication of contribution of each factor, in terms of 

percentages. The intention of this type of question was not to quantify the survey but to 

enable the researcher to develop a feel for the responses. 

6.4 PRESENTING THE DATA 

The descriptive and multiple choice types of questions allowed the participants to express 

their viewpoints, perspectives and interpretations of the construction industry. Their 

responses reflect their experiences and viewpoints on business relationships, how these 

can be developed, what are the factors that contribute to a positive relationship, and the 
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role of the relationships within the industry. Their insights into the contractual framework 

were also provided, describing their perspectives and what they would be looking for at 

different stages of the framework. The questions involving measured responses allowed 

the participants to rate the various factors so that they could provide a sense of priority to 

their responses, based on their viewpoints and experiences. The purpose of this type of 

responses was not intended to provide quantification to the research, but simply to allow 

the researcher to visualize how the factors compare to one another, in terms of their 

relative standing and importance, as perceived by the participants. 

6.4.1 MATRIX FOR VISUAL INTERPRETATION 

From the responses obtained, the resulting matrix provided an effective way of presenting 

the data, as illustrated in Figure 6.1. 

Data Interpretation Matrix 

Most respondents 

Least ranking 

Most respondents 

Highest ranking 

Least respondents 

Least ranking 

Least respondents 

Highest ranking 

Figure 6.1 
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Presenting the findings in this format enables, at a glance, to see the respondent's rate of 

each factor as it pertains to the specific question. This visual representation also allows 

for the immediate interpretation as to which factor is the most significant, as points 

approaching the top right corner would be indicative of factors that are most important 

and those approaching the lower left corner to be the least important. 

6.4.2 BAR CHART FOR VISUAL INTERPRETATION 

Based on the respondent's rate on the Likert scale, the score was calculated and the result 

summarized in a bar chart format for visual presentation. 

To illustrate how the score was generated, consider for example the factor 'trust' in the 

matrix and bar chart presented in Figure 7.2, in Chapter 7 - Fifty one respondents selected 

a rate of 5 on the Likert scale, 18 selected a rate of 4, 5 selected a rate of 3 and none of 

the respondents selected a rate of 2 or 1 - the score = (51x5) + (18x4) + (5x3) + (0x2) + 

(Oxi) = 342. The score of 342 was then plotted on the bar chart. Similarly, other factors 

were computed and plotted in the same chart. 

The bar chart would allow a feel for the responses to be developed and a visual 

assessment of how the factors compare to one another. 

It should be emphasized that despite the use of a matrix to present some of the results and 

bar chart to illustrate the relative standing of the factors, the research remains qualitative 

in nature. The researcher opted for this method of presentation in order to facilitate the 
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interpretation of results. The use of a scale was to primarily develop a feel for the 

responses and not intended to provide quantification to the research data. These charts are 

intended for interpretative purposes without quantification of factors using statistical 

techniques. Future research could include quantification of such data but would 

necessitate a far greater sample population than provided by this research. This research 

is exploratory in nature and limited to a qualitative investigation only of the factors 

involved. 
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CHAPTER 7 

RESEARCH FINDINGS 

CHAPTER OVERVIEW 

This section of the thesis presents the findings of the research. It examines the research 

data and presents the interpretations and conclusions. 

7.1 BUSINESS RELATIONSHIPS 

One of the main objectives of the research was to acquire a better understanding of how 

business relationships are formed within the construction industry in China. This 

understanding would allow for the subsequent development of a model for relationship 

building. 

7.1.1 ESTABLISHING A BUSINESS RELATIONSHIP 

When the respondents were asked to identify the factors that they would consider 

important in establishing a business relationship, honesty, dependability, efficiency and 

trustworthiness were among the major factors identified. Professionalism, friendliness, 

communication skills, technical know-how, transparency and openness were considered 

to be less important at this stage and selected by fewer respondents. 
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Based on a sample population of seventy four, 49 respondents (66%) considered it 

important to have a good relationship both with individual and the firm. However, 

between the individual and the firm, 60 respondents (81%) indicated that it is more 

important to have a good relationship with the individual than the firm. 

When asked about the contributors to a positive business relationship, 66 respondents 

(89%) indicated that trust, frequent and open communication (56 respondents or 75%), 

respect (47 respondents or 64%) and reliability (37 respondents or 50%) were the most 

significant factors. Good humor, such as sense of humor, was not considered to be an 

important contributor to a business relationship. 

To decide whether or not trust is present in a relationship, 45 respondents (61%) felt that 

there is a need to demonstrate dependability. During the interviews, the majority of 

respondents indicated that their measure of trustworthiness is that "you must demonstrate 

that you will consistently do what you say." In other words, competence is the component 

that is being sought after and competence trust must be in place for a business 

relationship to develop. The majority of respondents (56 respondents or 75%) also 

indicated that honesty is a vital component when establishing a business relationship. 

This means that your actions must be consistent with what is being said and is verifiable 

over time. This demonstrates integrity and therefore ethical trust is also necessary for a 

successful relationship. 
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Mutual respect for each other and developing sensitivity to each other's needs were 

important contributors to trust building. 

Regarding the time required to establish a business relationship, 30 respondents (41%) 

felt that six months is the minimum time necessary. Also, 24 respondents (32%) indicated 

that it would depend on the frequency of contact between the parties, but concurred that 

six months would be a realistic time frame. Fourteen respondents (19%) felt that three 

months may be sufficient if the scope of work is small or the level of involvement is 

small; in contrast, a complex project may require a year. Only six respondents (8%) 

indicated that a minimum of twelve months would be necessary to establish a business 

relationship. These responses are summarized in Table 7.1. 

TABLE 7.1 

TIME REQUIRED FOR 

ESTABLISHING BUSINESS RELATIONSHIPS 

Time No. of respondents Remark 

3 months 14 If scope of work is small 

6 months 54 Realistic time frame but requires 

frequent contact between parties 

12 months 6 
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Thirty six respondents (49%) expressed that a long term relationship is five years, 

although a majority (59%) have indicated that two years can be considered long term, if 

you have worked together. Having worked together on two or more consecutive 

construction projects is also considered to be long term. 

When the respondents were asked about the advantages of a prior relationship, many 

expressed the opinion that there are definite advantages in that you become familiar with 

the capabilities of the potential partner, familiar with his/her previous work, as well as 

his/her financial status. The disadvantages of having a prior relationship are that 

assumptions about the potential partner are made and that a level of comfort is 

established in which case one may not seek the qualities that may be required for the 

specific project. Familiarity with one another may lead to the bypass of procedures 

normally taken to select the right partner for the project. Therefore, a prior relationship 

may be both advantageous and disadvantageous, although the majority of respondents felt 

that there are no disadvantages in knowing as much as possible about a potential partner. 

Some of the responses regarding a prior relationship are summarized in Table 7.2. 

When asked at what point they would consider entering into a contract with a potential 

partner, the respondents (44%) indicated that only when trust has been established with 

the individual and his/her firm. Some respondents (33%) indicated that this can be based 

on how they 'feel' about the potential partner, but the majority (54%) would need to test 

this through consistent demonstration that the individual and his/her firm is worthy of 



118 

their trust. Consequently, considerable time is required to enable this framework to be 

established. 

Table 7.2 

Prior Relationships 

Advantages Disadvantages 

Develop mutual understanding Assume things 

Earn friendship and trust Biased view 

Good exchange of information Comfort level is established 

Know what to expect Neglect checking mechanisms 

Know if he/she is honest and reliable None 

Learn from one another Take things for granted 

Understand one another's expectations Reluctant to find new contractor 

7.1.2 IMPORTANT FACTORS IN A BUSINESS RELATIONSHIP 

Figure 7.1 presents some of the factors that contribute to the establishment of a positive 

business relationship. These are factors that are desirable in an 'ideal business 

relationship'. However, when the respondents were asked about the qualities that they 

would seek in a business relationship, trust and honesty were the two major factors that 

were selected, as indicated in Figure 7.2. 
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Reputation (89%), existence of a long-term relationship (78%), and technical know-how 

(79%) were considered by the respondents to be important factors as well. 

Communication skills, a prior relationship and knowledge of the local language were 

considered to be less important factors. It should be noted that although language was 

considered to be a less important by most, it should be recognized that within the 

construction industry the majority of participants have either an engineering or 

managerial background and are familiar with the English Language. However in another 

industry, this may be different. 

The existence of a prior relationship was considered by the respondents to be less 

important when establishing a business relationship, but a long-term on going 

relationship was considered to be advantageous. The latter can be explained by the fact 

that trust may already in place when a long term relationship exists. 

Although a long-term relationship may not have involved previous business dealings, 

knowing an individual over a long period of time indicates familiarity with the 

personality and a perception of integrity surrounding that person may already exist. 

Therefore, to extend that relationship into a business relationship may be easier and may 

occur at a faster pace than a new business relationship. 
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Establishing a Business Relationship 

Refer to section 6.4 for chart interpretation 

Figure 7.1 
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These factors indicate that the respondents place emphasis on trust and honesty. In other 

words, these attributes must be in place if a business relationship is to develop. However, 

this cannot be achieved by simply conveying such message; it must be demonstrated 

through consistent behaviour over a period of time and only then, can a business 

relationship develop to the next level where business discussions and consideration for 

business ventures become possible. 

Comparing their responses to the colour trust model by Hartman (1999), it is evident that 

both ethical and competence trust are being sought at the initial stages of a business 

relationship. According to the colour trust model (Hartman 1999), three components of 

trust exist and these are ethical, competence and emotional trust. It attributes the colour 

gold to ethical trust, blue to competence trust and red to emotional trust. Hartman (1999) 

also indicated that to do business, a balance of competence and ethics is required. But if 

we like the person we are dealing with then the possibility of doing business together will 

be greatly enhanced. Therefore, a balance of all three trust components will likely be 

necessary if a successful business relationship is to exist. 

When the research data is examined, a preliminary conclusion would be that emotional 

trust does not appear to be a primary factor. Friendliness, which may be a component of 

emotional trust, does not appear to be an important contributing factor in the development 

of a business relationship. This suggests that the respondents are quite focused in their 

business relationships and may not allow emotions to influence their business objectives. 

However, this is conclusion is only partially correct. Since the start of this research, the 
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Hartman trust model has been refined and the emotional component of trust has been 

studied further and is now a sub-component of a much broader spectrum called intuitive 

trust. The intuitive trust is believed to consist of two sub-components: firstly, the rapid 

processing of information (gutfeeling) and secondly, emotional trust. These two sub-

components are intricately related and complex and remain the subject of current research 

into trust. The research will draw upon studies in other disciplines such as psychology 

and social sciences. 

Although the study of intuitive trust is outside the scope of this research and has been 

omitted during the design of the research instruments (therefore a limitation of this 

research), its importance should be recognized as it is inevitable that this trust component 

will be significant when establishing a business relationship. It is the initial rapid 

processing of information that determines if business between individuals will occur. 

Only recently has the role of intuitive trust become the subject of research and although 

many of us recognize its existence, only a few are willing to admit that our decision 

process could be influenced by such an intangible construct. According to Professor 

Hartman, intuitive trust exists at every level of decision making, including those by CEO 

of large corporations. Unless specifically asked about the role of intuitive trust, survey 

respondents may not recognize or even admit to the influence that intuitive trust exerts in 

their decisions, as most of us prefer to think of ourselves as logical or businesslike 

decision makers, relying mainly on facts or data as basis for our decision. Yet, when 

Chinese businesspersons are asked why they do business with certain individuals, the 
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answers will include comments such as "we can get along", "we are compatible" or "we 

can talk". In contrast, when asked why they feel they cannot do business with a certain 

individual, comments will include "we cannot understand each other", "can't talk to him" 

or "he's weird". These comments are a reflection of the highly complex intuitive 

mechanism that exists within us. Intuitive trust, therefore, exists in inter-personal 

relationships and readers of this research should be cognizant of its existence. 

7.2 CONTRACTUAL FRAMEWORK 

7.2.1 PRE-BIDDING STAGE 

Once a business relationship has been established and business discussions with the new 

partner are on the way with a potential project or projects in mind, the pre-bidding stage 

starts. 

At this stage, the respondents are seeking different attributes. Trustworthiness has already 

been determined during the relationship building stage and the possibility of doing 

business with the foreign firm becomes a reality. The focus then changes to what and 

how the foreign firm can contribute to a project in order to ensure its success. 

When the respondents were asked to rate the factors that were considered important when 

selecting a contractor, three factors were dominant: available resources, pre-qualification 

of bidders, and experience in technology. These factors are presented in Figure 7.3. When 
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the respondents were asked about the factors they would consider important at the pre-

bidding stage, capability, technology and trust were the dominant factors as indicated in 

Figure 7.4. 

Both long term relationship and prior relationship were considered less important at this 

stage of the contractual framework. Trust, which was a primary factor at the relationship 

building stage, has now become a secondary factor probably because it has already been 

established prior to reaching this stage. Knowledge of the local language was considered 

to be less important. 

When selecting a contractor, the available resources necessary to successfully complete 

the project were of primary concern to the respondents. Not only were they seeking 

assurances that the foreign firm had the capability to handle the project in terms of 

manpower and financial backing, their interest extended beyond capability and available 

resources to include knowledge of successful projects completed by the foreign firm, its 

financial status, including its financial stability. Some respondents have indicated that 

they would also be seeking favourable financial terms that could be provided by the 

potential bidder. 

The pre-qualification of bidders was considered important. The respondents were in the 

opinion that by pre-qualifying the bidders, they would become familiar with their 

capabilities and history of previous performances and this process would help minimize 

surprises during the bidding stage. 
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When the respondents were asked whether they would consider foreign firms bidding in 

their projects, the majority (76%) indicated that they would. When asked under what 

circumstances they would consider a foreign firm, many of the respondents indicated 

foreign firms would be considered when local know-how or technology was not 

available. Some of the responses are indicated below: 

• know-how not locally available 

• right technology and experience 

• advanced technology even if price is higher 

• suitable financial arrangements 

• quality 

The majority of respondents (63%) did not view language as a barrier in dealing with a 

foreign firm and the use of a translator would be acceptable. 

When the respondents were asked to rate the business factors that were critical at the pre-

bidding stage, the majority responded that risk handling, dispute resolution and costs 

were among the major factors. Incentives and business opportunity were considered to be 

less important factors. This indicates that at the pre-bidding stage the respondents are 

looking for the ability of the contractor to carry out and complete the project, the 

willingness to negotiate throughout the duration of the contract, and cost as the dominant 

factors. Whether there are sufficient incentives for the contractor and whether the 

business relationship leads to new business opportunities are less important to the 

respondents at this stage of the contractual framework. 
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Cost, which is always significant, is less significant than the ability to carry out the 

project to completion. The pre-qualification of bidders will provide the respondents with 

assurances that the potential contractor has the resources and capabilities to complete the 

project. The respondents indicated that risks are normally transferred to the contractor, 

but if the focus is placed on the resources and capability of the contractor at this stage, 

they are effectively reducing their exposure to risk. This procedure is more for the 

protection of the owner, as it is viewed that if the contractor does not complete the 

project, all of the risk including possibly additional risks, will need to be absorbed by the 

owner. In such an event, a new contractor will be needed to complete the project and this 

may result in a premium cost plus any impact costs resulting from the delay. The choice, 

therefore, is for a foreign firm with a strong track record of successful projects and solid 

financial backing. 

The desire for a dispute resolution mechanism to be in place implies that the respondents 

anticipate negotiations and are therefore interested in knowing that this will be possible 

with their potential partner. 

When asked about incentives in a project, the majority indicated that incentives are used 

on occasions but this is usually linked to the performance by the contractor. Reward for 

early completion was the most popular approach. A bonus for early completion was the 

most common form of incentive. The bonus is not necessarily pre-determined and, more 

often, it is at the discretion of the owner. 
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The majority of respondents (51%) indicated that profit sharing is never used in their 

projects. Although profit sharing could be agreed upon and stipulated in the contract, 

many respondents view profit sharing as problematic and believe that it could result in 

serious disputes. They argue that each party would be computing profits in their own 

manner and expectations would differ considerably. Therefore, preference is given to 

other forms of profit sharing such as a bonus award for early completion; this is usually at 

the discretion of the owner and may not necessarily be related to profit. Although 

transparency and auditing could be used to monitor costs and profits in a project that has 

an agreed upon profit sharing structure in place, this is not a choice mechanism for the 

respondents. 

In dispute resolution, negotiation followed by mediation was the choice mechanism and 

83% of respondents selected these two mechanisms as options to resolve disputes. This is 

followed by arbitration (20%) and only in rare circumstances would litigation be 

considered. Only 7% of the respondents considered litigation a viable option for 

resolving disputes. Among the reasons for not choosing litigation include a cultural 

distance towards the courts in general, absence of an effective judicial system which until 

recently was virtually non-existent, and the time required to resolve differences. For these 

reasons, the respondents place far greater reliance on the ability to negotiate, in order to 

arrive at an acceptable compromise or resolution. 

The summary of the critical business factors that the respondents would be seeking at the 

pre-bidding stage are therefore presented in Figure 7.5. 
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For comparison purposes, a hypothetical question was included at the end of the pre-

bidding section as follows: 

Given the choice of a contractor A that submits a lower cost and contractor B who is 

perceived to be more trustworthy, the majority of respondents would select contractor B. 

Given the choice of a contractor A with an unknown reputation and who submits a lower 

cost and contractor B who has a good established reputation but submits a higher cost, the 

respondents would select contractor B. This indicates trust and reputation remain very 

much in the background throughout the pre-bidding stage, despite becoming secondary 

factors to capability and resource. 

7.2.2 CONTRACT AWARD STAGE 

Once the pre-qualification of bidders has been completed and it has been determined that 

the potential contractor(s) has the capability, resources and technical know-how to 

complete the project, the contract award stage is initiated. 

In entering the contract award stage, the respondents indicated that capability and 

technology remain dominant factors, with trust still remaining in the background as 

illustrated in Figure 7.6. However, other business factors become significant at this stage 

of the contractual framework. The respondents have indicated that three factors are of 

major concern: risk handling, cost and dispute resolution. These factors are illustrated in 

Figure 7.7. The main concerns at this stage are as follows: 
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• Is the contractor capable of completing the project? Does the contractor have 

sufficient resources including financial backing to handle all the risks? 

• Are the costs within acceptable limits? Are more economical alternatives 

available? 

• Is a dispute resolution process in place? Is this contractor willing to negotiate and 

is he or she reasonable in the negotiations? 

The respondents indicated that risk handling is a primary concern, indicating that there is 

sensitivity on the part of the owner towards the ability of the contractor to complete the 

project. 

Second to risk is cost. Again, the respondents indicated that cost is a sensitive factor that 

existed since the pre-bidding stage, but its importance has progressively escalated 

towards the later stages of the contractual framework. This indicates that the further the 

progress is made towards awarding the contract, the more significant the cost factor 

becomes. Initially at the pre-bidding stage, the respondents indicated that a higher cost 

may be justified if technological advantages are gained or if there is an advantage in 

using proprietary technology. However, at this stage when the technological advantages 

have been defined, the emphasis then is to obtain this technology at the best possible cost. 

The importance attached to dispute resolution has a unique significance. Upon signing a 

contract with a selected contractor, the respondents are looking beyond the contract itself 

they enter a contract expecting negotiations to occur throughout the life cycle of the 
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project and therefore the selection of the right contractor who has the right dispute 

resolution mechanism in place becomes an important factor. In other words, preference is 

given to the contractor who is prepared to negotiate beyond the formalities of a contract. 

This negotiation process may result from changes that occur during the normal execution 

of a construction project or may result from major revisions to the original scope for the 

project. Flexibility on the part of the contractor and reasonableness in negotiations are 

important factors for the owner of the project. 

When it comes to making the final decision in awarding a contract, cost becomes the 

most significant factor, with dispute resolution mechanism (willingness to negotiate) in 

second place as indicated in Figure 7.8. At this stage, the ability to handle risk has been 

established; the contractor's profit or incentives are not considered by the owners to be of 

primary importance. Beyond cost and willingness to negotiate is business opportunity; 

the ability to do future projects together. The opportunity for doing additional projects 

remains the long term objectives of the owners. However, this is subject to the 

relationship being successful throughout the life cycle of a project, as the relationship is 

put to a test or "allowed to consolidate". 

Throughout numerous negotiations, both parties will determine if compatibility with one 

another is in place and whether they perceive each other to be helpful and reasonable in 

achieving individual as well as mutual objectives. If this compatibility is successfully 



137 

established, then it becomes a dominant reason for both parties to carry out additional 

projects together and repeat business becomes a reality. 

A summary of the contractual framework is presented below: 

The contractual framework begins with the relationship building where integrity and 

competence trust must be perceived and established over a period of time. Only when the 

potential partner has earned trust and is perceived to be trustworthy by the respondents 

can business discussions for a potential project or projects be considered. At this point, 

the respondents would be seeking assurances that the new partner will have the right 

resources, capabilities and technology to carry out a project to its completion within 

reasonable cost constraints. Once these factors have been established and determined to 

be in place, the focus then shifts to cost and willingness to negotiate as primary factors. 

The opportunity to do additional projects together is also a primary factor, provided of 

course, the business relationship is compatible. 

It is evident from the responses that there is a focus shift at every stage of the contractual 

framework. Firstly, to ensure that the contractor has the right capability and resources to 

complete the project and secondly, that the best possible cost is obtained for the project. 

Beyond cost, the respondents are seeking a contractor who is prepared to negotiate 

beyond the signing of the contract and someone who is reasonable in the negotiations. It 

is this process of negotiation beyond the contract that will provide the real test for the 
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business relationship; either consolidating the relationship into a stronger long term 

relationship or ending the relationship at the completion of the project. 

Repeat business is possible if the business relationship endures the numerous tests that 

will exist during the execution of the project. 

For a foreign firm that understands the need for constant negotiations and is willing to 

participate in the process, numerous opportunities will exist not only to monitor the 

relationship but to facilitate the relationship throughout the life cycle of the project. If the 

relationship is based on trust, fairness, open and frequent communication, then the 

possibility for consolidating the relationship becomes real. Project risks can be identified 

and then brought into the relationship so that it can be allocated, shared, and managed 

accordingly. 
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CHAPTERS 

THE BUSINESS RELATIONSHIP MODEL 

CHAPTER OVERVIEW 

The chapter presents the Business Relationship Model. The model is based on the 

findings of the research and has been developed to guide and facilitate Canadian firms 

contemplating construction projects in China. 

8.1 INTRODUCTION 

Literature survey has repeatedly indicated that relationships are important in the Chinese 

business world. Results of this research, through both interviews and surveys, have 

reinforced this view and have provided further insights into business relationships within 

the construction industry in China. 

During the interviews, all participants (20) indicated that the presence of a relationship is 

vital in order for business to be conducted. In the surveys, the respondents were asked to 

provide an indication of the duration required to develop a business relationship. 

Fifty four out of 74 survey respondents (73%) indicated that six months was a realistic 

time frame in order to develop a business relationship. Twenty four out of these 54 
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respondents indicated that, within this six month period, there would be a need for 

frequent contact and communication between the parties. Fourteen participants (19%) 

commented that three months would probably be sufficient if the level of involvement or 

the scope of work was small. For example, an equipment supplier may be able to 

establish a business relationship in a shorter time frame because of the limited level of 

involvement in the project. Only six participants (8%) indicated that a minimum of one 

year should be considered. Other comments regarding relationship building were as 

follows: 

• The is a need to demonstrate honesty and competence during relationship building 

• Business is rarely discussed until the relationship has been established 

• Once a relationship is in place, the respondents would want to know the details 

about the potential partner's capability, know-how, financial and other resources 

as well as their contributions to a project 

• The respondents then check for shared visions and objectives to see if these are 

aligned 

• If the visions and objectives are aligned and the business factors such as cost or 

technology are also compatible, then the respondents would consider entering into 

a contract. At this point they look beyond the contract to see if the potential 

partner is someone they can negotiate with and whether the person will reasonable 

in negotiations 
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8.2 THE BUSINESS RELATIONSHIP MODEL 

Based on the comments provided by the respondents, a model for the building of a 

business relationship within the construction industry in China has been prepared. The 

Business Relationship Model is presented in Figure 8.1. 

At the initial stages of establishing a business relationship, emphasis is placed on honesty 

and trust. As previously discussed, the Chinese are seeking both ethical and competence 

components of trust. 

The first step in the model, Stage 1, is to establish a presence in China. The first step 

involves establishing initial contacts with the Chinese business community and 

individuals and it is during this initial contact that a vital trust component exists; this trust 

is intuitive trust. It is subjective, drawing upon our personal database, including our 

background and experiences, and will ultimately influence our decision as to whether or 

not we will conduct business with another individual. As described by Hayashi (2001), 

our decisions are eventually reduced to whether "it feels right or not". He describes the 

intuitive process as "gut instinct". In this process, our emotions help filter various options 

quickly, even if we are not consciously aware of the screening. The role of intuitive trust 

is therefore real and significant and remains the subject of current research into trust. 

Readers interested in developing an appreciation for the topic are encouraged to refer to 

the recent literature in this subject. 
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Business discussions can initiate only after trust has been established (including intuitive 

trust at the early stages, followed by ethical and competence trust). The research indicates 

that both ethical and competence trust need to be demonstrated over a period of time. 

Stage 1 to stage 2 represents the period is which trust is being built as the business 

relationship evolves. 

From the responses, it can be surmised that six months is a minimum period of time to 

consider, if a foreign corporation wishes to enter into the Chinese market and during this 

time period, a full time presence by the firm's representatives will be necessary. This 

presence would include frequent contacts and open communications with the potential 

partner, allowing the business relationship to flourish. This would continue until such 

time is reached when both parties feel comfortable in entering into a business venture. As 

a result of this process, considerable investment of both time and money will be required 

by the Canadian firm. This investment is essential during stage 1 and stage 2 indicated in 

the model. 

When the relationship has been developed and has reached stage 3 of the model, trust and 

integrity have already been established. In stage 3, the Chinese partner will initiate 

business discussions and his/her interest will focus on capability, resources and technical 

know-how that can be provided by the foreign corporation. This is the time when the 

Canadian representative must re-emphasize the capabilities of his/her firm, the resources 

as well as the technical know-how. By demonstrating how these attributes will be 

advantageous to a specific project, the Canadian corporation and its representative will 
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essentially create a vision whereby the project objectives can be attained with its 

participation in the project. This vision must be consistent with realistic capabilities of the 

firm otherwise the previous trust building effort will be eroded. 

Concurrent with the business discussions, business negotiations begin if only in general 

terms. The Chinese partner views negotiations as an on-going process that will be 

required throughout the life cycle of the project. At this point, it is important for the 

Canadian firm to demonstrate both openness and fairness, but without giving in into 

major concessions for the sake of securing the project. The Chinese partner understands 

business and understands that all parties should make profit. During the researcher's 

interviews in China, a number of interviewees commented that in their dealings with 

foreign corporations they have repeatedly been told by the foreign firm that the previous 

venture was not profitable. Some interviewees expressed their concern over such 

comments, but also noted that the same firms are repeatedly attempting to secure projects 

on an ongoing basis. The Chinese are sensitive to such comments and appreciate more 

openness in communication. One possible approach that could be taken by a foreign firm 

is to identify areas where profitability had been eroded, communicate their concerns with 

their partners, thereby making provisions against re-occurrence in future projects. 

Stage 4 is reached when the business discussions are completed and mutual visions of a 

successful project is attained. To the foreign firm this indicates an important milestone, 

often referred to as the 'closing of a contract'. At this stage costs have been agreed upon, 

project specifications are in place, the contract is to be signed and the work is to be 
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executed in accordance with the requirements of the project and its specifications. 

However, the survey indicates that two major factors become important at this stage; 

first, the cost must be acceptable and secondly, dispute resolution is in place. To the 

respondents, these two major factors dominate this important stage of the process; the 

cost must be within reason and there is willingness on the part of the contractor to 

negotiate beyond the contract. The previously regarded important factors such as trust, 

honesty and dependability remain vital to sustain the business relationship, but now these 

factors take a background role at the final contract award stage. The respondents expect 

negotiations to take place throughout the life cycle of the project. Foreign firms also 

expect some negotiations to occur but probably not to the extent that the respondents 

anticipate. The respondents expect numerous changes that may be the result of changes in 

scope of the project or in extreme cases changes in the project concept altogether. 

Flexibility on the part of the contractor and the willingness to accommodate these 

changes and negotiate for a mutually agreeable term for compensation becomes 

invaluable assets. 

This difference in expectation is vital for successful business in China and cannot be 

over-emphasized. The respondents expect negotiations to occur well beyond the contract 

stage and to be able to renegotiate virtually anything in the contract. The foreign firm 

expects changes to occur but to carry out these changes according to the conditions of the 

contract. Therefore it is imperative for the foreign firm to anticipate where changes may 

occur and to stipulate in the contract a detailed cost breakdown for carrying out these 

changes. The more detailed the cost breakdown is stipulated in a contract, the better is the 
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platform from which to begin negotiations. The willingness to negotiate beyond the 

contract and throughout the life cycle of a project must be incorporated in the business 

strategies of foreign firms wishing to participate in the Chinese construction market. 

During the execution of the project, numerous negotiations may become necessary. It is 

at this stage when the relationship is consolidated. The respondents view fairness and 

openness in negotiations as positive contributing factors in the relationship. It is at this 

stage when the relationship is put to a test; enduring numerous negotiations and 

demonstrating a consistent and reasonable approach to the negotiations are vital 

characteristics that contributes to a successful relationship. 

During Stage 5, opportunities will exist for the foreign firm to demonstrate its project 

management skills; this can be achieved by providing facilitation to the overall project. 

Some of the project facilitation steps such as those suggested by Jergeas (2003) could be 

successfully incorporated in a Chinese project. Facilitation could be provided in team 

building, in managing cross-cultural issues and in emphasizing common project 

objectives. The facilitation should also emphasize the development of a dispute resolution 

mechanism that focuses on timely resolution at the lowest possible managerial level. This 

type of collaborative effort, contrary to the traditional confrontational relationships that 

are common in the North American contractual framework, must be based upon trust and 

equity, dedication to common goals, and understanding of each other's expectations and 

values. The benefits arising from this relationship include improved communication, 
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efficiency, cost effectiveness, quality, increased opportunity for innovation and ultimately 

a greater opportunity for success. 

Concurrent with facilitation, the business relationship could be monitored. By constantly 

seeking feedback throughout the execution phase of the project, a positive channel of 

communication is established and this demonstrates not only a keen interest in the project 

itself but also a similar interest in the business relationship. For the purposes of sustaining 

the business relationship, emphasis should also be given to the monitoring process of the 

team relationship during the life cycle of the project (Jergeas 2003). 

At the end of the project, both parties will have developed an appreciation of the existing 

business relationship and if positive, discussions on a new business venture may become 

viable. If the possibility of repeat business is being discussed as an existing project 

concludes, then this is indicative that the relationship has been successful. Monitoring the 

business relationship through the life cycle of the project will provide a suitable yardstick 

by which to measure success in the relationship and may allow for corrective measures to 

be taken if serious deviations do occur. Without the monitoring and at the end of the 

project, both parties may realize that damage beyond repair may have occurred. 

A model for success monitoring of a relationship has been developed by Jergeas (2003) 

for a recent local project in Calgary. The adaptation of such a model, possibly enhanced 

with cultural components, may serve as a guideline for monitoring of business 

relationships in China. 
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In a successful relationship and in the case of repeat business, the path for an ongoing 

relationship is considerably shorter. No longer will there be a need to establish trust and 

to demonstrate capability, know-how and resources. The foreign firm will enter the repeat 

business through stage 3 of the model and can readily enter into business discussions for 

the new venture. However, maintaining the relationship requires effort and caution to 

ensure that the established trust is not undermined. 

The model demonstrates how a business relationship can be built in China. Concurrent 

with the building of a specific business relationship, foreign firms can maximize their 

investment by simultaneously developing additional relationships. Through "Guanxi", a 

network of business relationships is possible, thereby optimizing the initial upfront 

investment in venturing into China. As with many investments, risks do exist and typical 

risks include a partial presence only in China to minimize costs, reluctance to place 

senior personnel in China with decision making capabilities, and lack of commitment by 

senior management. 

Venturing into the Chinese construction market is a major step that requires commitment 

and considerable investment of time and money. It's a step that should be taken with long 

term objectives in perspective and may not be a suitable choice for many Canadian 

Corporations. However, for those who choose to participate in the Chinese market, the 

model will provide a map from which the initial stages of participation can be planned. 
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8.3 MODEL VERIFICATION 

The model was presented to 10 engineers and project managers who have been 

previously involved in construction projects in China. They acknowledged that time was 

necessary to build a business relationship. Six people expressed their opinion that six 

months was probably a realistic time frame, but all indicated that the process was 

definitely slow. Only two respondents realized that trust was the component that has to be 

established in a relationship building in China. 

The model was also presented to 10 people who are in the local construction industry but 

have never been involved in construction projects outside Canada. They were surprised 

by the length of time required to establish a business relationship and the need to 

establish a solid relationship prior to conducting business. Comments by the respondents 

in this category were mainly directed to cost considerations, as most viewed this 

approach to be inefficient and different from their norm. Investment of time and 

resources were viewed by some as a risk in itself, as there were no assurances that this 

venture would result in a successful contract. 

The model was subsequently reviewed by ten Chinese engineers with previous work 

experience in China; they expressed their agreement with the model. They agreed that 

trust was a vital component in a business relationship and that the six months required 

was probably a realistic time frame. They reviewed the various stages of the model and 
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expressed their viewpoint that the monitoring and facilitation of relationships, if carried 

out, should improve considerably the chances of succeeding in China. 
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CHAPTER 9 

CONCLUSIONS AND RECOMMENDATIONS 

CHAPTER OVERVIEW 

This chapter presents the conclusions and recommendations of the research. It discusses 

the conclusions drawn from this research and compares some of these findings with 

current practices within Canada. The chapter also identifies the contributions made by 

this study and provides recommendations in areas where further research could be 

conducted. 

9.1 LINKING IT TOGETHER - A MODEL FOR CONDUCTING BUSINESS 

WITHIN THE CONSTRUCTION INDUSTRY IN CHINA 

In the previous chapters an examination of the Chinese culture was presented together 

with the evaluation of the role of trust in business relationships and the importance of 

ethics within the business environment. These three issues are the fundamental 

contributors to a successful business relationship. 

In a successful business relationship, the parties rely on each other to achieve mutual 

objectives through open communication, understanding, sharing of work and 

responsibilities, trust and ethical behavior. However, it is through times when differences 
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between parties arise that the relationship is put to a test. This test determines if the 

relationship survives or ends. 

In North America, the traditional approach to contracts is to rely on the terms of the 

contract to ensure the success of a project and the presence of a strong business 

relationship is not a pre-requisite for conducting business. Disputes are resolved through 

negotiations and when these fail, litigation is a choice mechanism to resolve the 

differences. This approach relies on an effective judicial system that can respond to the 

needs of the parties in dispute. But in the absence of an effective judicial system to 

resolve disputes, reliance must therefore be placed on a sustainable and positive business 

relationship and the components that contribute to that relationship. From a cultural 

viewpoint, lawsuits are not the mechanism of choice for resolving disputes in China and 

even if this environment is to change in the future and lawsuits do become similar in 

popularity to North America, it remains questionable whether it would ever become an 

effective mechanism for resolving disputes. In such a hypothetical setting and in contrast 

to North America, the sheer volume of lawsuits as a result of its vast population would 

render any judicial system virtually ineffective. Foreign companies doing business in 

China should therefore place more reliance on a sustainable solid business relationship 

and less reliance on western legal arrangements. This does not mean dismissing or 

ignoring contracts; on the contrary, insist on a detailed contract, as this remains the 

yardstick by which performance, quality and compensation can be measured. 
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It is through the nurturing of the relationship to ensure that it remains sustainable and 

positive (so that mutual as well as individual goals and objectives can be achieved), that 

success will be possible. Recent research in Canada is indicating that considerable 

savings can be realized if contracts are based on trust relationships as opposed to the 

more traditional contractual approaches (Zaghioul 2002). In China, business relationships 

within the construction industry are based on trust. This trust should therefore be the 

guiding force in a project environment. 

A model for conducting business within the construction industry in China is presented in 

Figure 9.1. Through this model and focusing on the importance of the many factors that 

influence the contractual framework, as well as mutual objectives and shared visions for a 

project, that the chances of succeeding in China will be greatly improved. The model 

suggests the following: 

• Bring into the relationship the components that are vital to its success, namely 

trust, ethics and culture. 

• Define the ethical standards by which business will be conducted in China and 

clearly convey these standards to the potential partner. 

• Develop understanding of the cultural components in the business environment. 

• Develop trust through open honest communication and consistent behaviour. 

• Balance these components in a relationship to ensure that the relationship remains 

solid and sustainable. 

• Bring the positive relationship into the project environment and create an 

environment that is conducive to achieving mutual goals and objectives. 
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• Monitor and facilitate the relationship throughout the life cycle of the project. 

• Rely on negotiations to resolve differences and, in extreme circumstances, 

arbitration through a pre-agreed upon and pre-appointed board of arbitrators. 

It is with this framework of collaboration that the chances of success will be greatly 

improved. With this framework, the focus will then be on shared and mutual objectives as 

both parties will be able to focus on what needs to be implemented in order to ensure the 

success of a project. The framework does not imply that contracts are no longer required 

- it simply means that the emphasis is on the framework for collaboration as opposed to a 

legal framework. The model needs to be tested in the future by selecting a corporation 

that is contemplating participation in the Chinese construction market. Future research 

could include a case study (or studies) of involvement based on this model and 

contrasting this with the more traditional approach of reliance on the terms of contract. 

Such a study will necessitate monitoring from the initial stages of establishing a presence 

in China until the successful completion of a construction project and will likely be of 

long term duration. 
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9.2 RESEARCH CONCLUSIONS 

The major conclusions drawn from this thesis are as follows: 

• Business relationships in China must be built over a period of time. 

• A realistic time frame for building a business relationship is six months. 

• A business relationship must be created and sustained and should be monitored 

throughout the life cycle of a project and beyond, if repeat business is to occur. 

• For a successful and positive business relationship, trust must be established. This 

requires both ethical and competence components of trust. Although these two 

trust components have been identified by the research, a third component of trust, 

namely intuitive trust will be significant, when establishing a presence in China. 

The intuitive trust consists of emotional trust and the initial rapid processing of 

information that occurs when establishing a new contact and which ultimately 

determines if business will be conducted between individuals. The study of 

intuitive trust is outside the scope of this research; however, readers should be 

cognizant of its existence and are encouraged to read further of the subject. 

• A balance of social, business and technical components is required in a project. 

Within this balance, impact of decisions on an already established positive 

relationship should remain a priority. 

• Negotiations are expected beyond the contract and throughout the life cycle of a 

project. 
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• New technology or proprietary technology either in processes or services such as 

technical know-how is a valuable asset for Canadian firms. 

• Cost becomes the dominant factor and the decisive factor at the contract award 

stage. 

• A detailed and clear reference framework for participation in China must be 

established prior to entering into a contract. This framework must be consistent 

with the capabilities and resources of a firm and the level of involvement in a 

project must be clearly defined. 

• Risks are inherent in all projects. A commitment to develop a sound 

understanding of the economic climate in China, its culture, the business 

environment, the construction industry and local practices, will help manage these 

risks. 

• Manage risks within the project by identifying where risks may occur and then 

bring these into the trust based relationship so that they may be allocated, shared 

and managed accordingly. 

For a Canadian firm, the contractual framework in China is different and this implies that 

the Canadian firm venturing into China must be prepared to make significant adaptation 

not only to its approach to contracts but also to its views of the overall contractual 

framework. The differences begin the moment a commitment is made to participate in the 

Chinese market. It begins with the initial presence in China and will continue throughout 

the life cycle of a project. Many of these differences are the result of cultural differences. 

The low trust society, as in China, requires trust to be established during the relationship 
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building stage. Trust building in China requires time and is a major component in a 

relationship building. In contrast, Canadian firms are accustomed to North American 

practices, whereby less reliance is placed on trust and the focus is on contractual terms to 

ensure that the business objectives are achieved. For a Canadian firm that does not place 

much importance on the process of relationship building, as required in China, this 

process could be viewed as a futile investment of time and money. However, by 

recognizing the importance of this vital step, such investment of time and money could 

be incorporated into its overall strategy of venturing into the Chinese construction 

industry. 

This thesis raises this awareness and suggests that the processes for creating successful 

business relationships be considered the mainstay of the overall project risk. In discussing 

risks in international projects, Sennara (2002) identifies six sources of cultural risks 

including organizational risks and other risks in areas of networking, business culture, 

negotiations, project leader and local agents. Establishing a successful relationship may 

well reside within the area of networking as identified by Sennara, but in China this is a 

major component, without which, business and contracts will be virtually impossible. 

Both the PBMOK and IPMA suggest the role of traditional project management as 

agreed by numerous practitioners, although some researchers and practitioners feel that 

there are additional dimensions to be dealt with such as, for example, in areas of 

leadership and team building. In China, the building of a successful business relationship 

is certainly a vital added dimension that needs to be considered. Hartman (1999) suggests 
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that in order to be a successful project manager, there is a need to continuously balance 

social, technical and business factors throughout the life cycle of a project and this is 

indeed necessary in China. In China, it begins with social skills that are necessary in 

order to build a successful relationship, followed by the development of business visions 

and technical discussions. This balance needs to be maintained at all times throughout the 

life cycle of a project. Adapting only the PMBOK suggestions without adding a 

component that reflects the Chinese culture will not be sufficient to successfully carry out 

a project in China. Adaptation of Hartman's suggestions reflects a more holistic approach 

and therefore one that is more conducive to doing business in China and one that can be 

linked closer to the Chinese way of doing business. 

The importance attached to the need for negotiations beyond the contract may also be 

perceived as problematic to many Canadian firms. In Canada, we are accustomed to 

relying on the terms of the contract to address changes that may arise throughout the 

project cycle. Further negotiations should not be required in the normal course of a 

project. In China, negotiation is a major cultural component and exists in everyday life as 

it does in a contract for a construction project and a foreign company unaware of this 

component will be placed in a position of increased risk and misunderstanding. In China, 

the absence of negotiation may be viewed as 'unnatural', whereas for the Canadian firm 

the need to negotiate beyond the contract may be viewed upon in a similar manner. 

Recognizing that differences do exist will help modify our overall approach to doing 

business in China. Such modifications are never without resistance and must be viewed 
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along with the long terms objectives for participating in such a different market. For 

many, whose objectives are short term, such modifications may not be warranted as 

participation in China may not be part of the overall corporate vision. However, for those 

that are committed to participate in China, these modifications are essential steps in 

achieving its long term objectives. As China modernizes and becomes accustomed to 

doing business with the western world, the Chinese views and attitudes toward contracts 

are being altered. In a similar manner, western views towards business are altering as we 

are realizing how 'the softer' issues and 'people' or cultural influences matter. Some of 

the fundamental differences throughout the different stages of business development are 

presented in Table 9.1. The ability to carry out business successfully across cultures in 

the future will depend not only on the appreciation of the different mindsets that exist but 

on the commitment to learn where the differences are and on the required skills that need 

to be developed to manage these differences. As technology advances and the process of 

globalization accelerate, it will not be sufficient for future project managers to be 

competent in project management skills alone. They must develop versatility and acquire 

the necessary skills to transpose their technical abilities across continents and across 

cultures. If that is to occur, the appropriate mind-set needs to be developed and, in China, 

it begins with the understanding of how the Chinese think and do business. 
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Table 9.1 

DIFFERENCES BETWEEN CHINA AND NORTH AMERICA 

Business 

Relationship 

CHINA NORTH AMERICA 

Time 

Time is required in order 

to build a relationship 

Relationship not always 

necessary 

Trust 

Must be demonstrated 

throughout relationship 

building stage 

Not always necessary 

Business Issues 

Build relationship then 

discuss business 

Business discussions do 

not require relationship 

Contract 

Stage 

Contract 

Rely less on contract 

conditions and more on 

negotiations 

Rely more on contract and 

less on negotiations 

Dispute 

Negotiation, mediation 

and arbitration. Litigation 

in extreme cases 

Negotiate and if differences 

cannot be resolved, then 

litigate 

Repeat Business 

Rely on a successfully 

established relationship 

Successful relationship not 

required 

9.3 STUDY CONTRIBUTIONS 

This research contributes to the project management body of knowledge both 

theoretically and practically. 

The theoretical contributions include the introduction of a 'Business Relationship Model' 

that explains the processes and practices that Canadian companies can use to develop 
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business relationships within the construction industry in China. This model contributes 

to the theory building within the international and cultural perspective, as it creates a 

preliminary road map for those companies considering participation in China. It provides 

directions as to how these companies may build business relationships in China and how 

they may monitor and sustain these relationships throughout a project and enhance their 

prospects for future projects. 

Another theoretical contribution is the introduction of 'A Schematic Model For 

Conducting Business In Private Construction Industry In China'. In this model, the major 

components that contribute to positive business relationships have been identified. These 

components should be addressed within business relationships and then brought into the 

project environment so that compatibility in mindsets will dominate that environment. 

Other contributions include a review of the Chinese culture and the influences it exerts in 

the business environment, a review of its history and events that have led to the present 

modernization of China. 

The practical contributions include a comprehensive description of the Chinese 

contractual framework. This comprehensive description provides an understanding of the 

framework and focuses on assessment tools, awareness raising, the Project Management 

Body of Knowledge Guide (PMBOK 2000), and competitive advantage. The assessment 

tools will enable companies to review their practices and to graph their positions before 

venturing into the Chinese construction market. It will serve as an internal benchmark 
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that enable companies to identify areas of strengths where they will have a competitive 

advantage, as well as areas where improvements are needed prior to embarking into this 

new market. 

This study heightens awareness that Canadian companies need to focus on business 

relationships and that an upfront investment of resources, involving time and presence in 

China, will be required to develop the business relationships. 

Another contribution of the study is that is expands on the perspectives beyond the 

PMBOK guide, by recognizing the significance of inter-personal relationships in business 

and business ventures. 

Competitive advantage contributions include the preparation of guidelines to indicate the 

various types of approaches to construction projects. These guidelines have been 

prepared to enable Canadian companies to evaluate their involvement and to formulate 

suitable strategies accordingly. These guidelines are not intended to guarantee success 

within the construction industry but simply to evaluate a realistic approach to the many 

options available for participation in construction. Individual corporations must assess 

their own strengths and weaknesses and must ultimately chart their own course for 

participation in China. It would be impossible to device generic guidelines which would 

guarantee the success of any participation in China as the variables are numerous and 

project specific; any implications that such guidelines could exist would have to remain 
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fictitious. However, guidelines have been prepared to help identify compatibility with the 

various options for participation and to reduce risk. 

9.4 LIMITATIONS OF THE RESEARCH 

This research is an exploratory research into business relationships and contractual 

framework within the construction industry in China. It is based on a limited 

investigation and restricted to a four selected provinces in China, representing 

approximately 15% of its population. The conclusions of this research are therefore 

applicable only to the specific areas where the investigation was conducted. The research 

is also applicable only to private construction and excludes government contracts or 

involvement of external financing such as by the World Bank or foreign governments 

where different conditions apply. 

The research results in a preliminary 'map' outlining what may be expected when 

entering the private Chinese construction market. It is exploratory in nature and identifies 

the factors that are important in business and contractual relationships. It is based on a 

small sample population, limited to 20 interviews and 74 surveys and has been carried 

out with the purpose of identifying some of the issues that exist within the construction 

environment and to examine the role of the various factors within that environment. No 

quantification of these factors was conducted, as this would require a far greater sample 

population, which is outside the scope of this research. 
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The research is also applicable to the construction industry only. Although a business 

relationship model has been produced by this research, this is applicable only to this 

industry. Even though similarities may exist in other industries, the model should not be 

used without further research in the specific industry. Similarly, the schematic model for 

conducting business within the construction industry in China needs to be verified and 

confirmed by future research. 

The research is also restricted to Canada/China deals and does not take into consideration 

how other culturally influenced organizations will participate in China. The comparisons 

made in this research reflect contrasting viewpoints in the construction industry in 

Canada and China only. 

9.5 RECOMMENDATIONS FOR FURTHER RESEARCH 

Further research and more extensive research is recommended to provide further insights 

into the construction industry across all the provinces where growth and development is 

anticipated in the future. 

As events in China are changing rapidly and modifications to its business laws and 

contracts undergo changes, Canadian firms are advised to carry out their own research in 

order to obtain updated information prior to committing to the Chinese market at a 

specific location of their choosing. 
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Venturing into the Chinese business world will require a comprehensive understanding of 

a market that is vast and very different to that in North America; inevitably, this 

understanding must include an expanded field of knowledge in order to develop an 

appreciation of the many attributes that defines the social and business environment. 

Further research will need to be conducted in different fields of knowledge, if this 

comprehensive understanding is to be acquired. Within the field of project management, 

additional research will need to be conducted in the following disciplines: 

• Cultural studies, including cultural influences in the project environment. 

• Trust and its components, including intuitive trust which will have significant 

influences on business relationships and leadership. 

• Ethics, including business practices within the construction environment. 

• Business laws and its on going revisions that constantly affects the project 

environment. 

• Project management and strategy including modifications to the PMBOK body of 

knowledge in order to cater specifically to the Chinese market. 

• Organizational structure and leadership to develop a better understanding of the 

management practices. 

• Leadership role including team leadership. 

• Corporate cultures 

• Marketing methodology in a rapidly changing and sometimes volatile market. 

• Construction practices specific to individual provinces or special economic zones. 
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Furthermore, future research into these disciplines could include the linking of the 

various disciplines in order to develop a better comprehension of the various attributes 

that help shape the Chinese mindset and its approach to business. 

Many current studies into China are being conducted all over the world, as its importance 

as an emerging market is being widely recognized. Within the project management area, 

there is a need to widen the spectrum of knowledge beyond the traditional project 

management specialization; this wider spectrum must include many of the softer issues 

which are traditionally taken for granted or bypassed, but which may be vital within the 

Chinese market. 

Venturing into the Chinese market may well be a profitable path for many Canadian 

corporations, but it is a path that will be filled with numerous challenges and risks. When 

embarking on such a path, every available tool will be required to overcome the 

challenges, to manage the risks, and to ensure profitability. This tool is knowledge! 
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CHAPTER 10 

GUIDELINES FOR CANADIAN CORPORATIONS 

CHAPTER OVERVIEW 

This chapter presents some of the practical guidelines that could be considered by 

Canadian firms venturing into China. These guidelines are intended for initial entering 

into China and may not be suitable for corporations that already have a strong 

representation in the Chinese market. 

10.1 INTRODUCTION 

In view of the many different possible approaches to a construction project and the scope 

of involvement in terms of services or capital investment and the potential risks 

associated with venturing into China, Canadian corporations should evaluate every 

project on an individual basis. There are no guidelines that could cover all aspects of a 

construction project as each project is unique and entails its own scope of work, presents 

its own challenges, profit potential as well as risks. 

Venturing into China is risky. However, the many benefits, potential for profit and 

participation in this vast market are reasons for consideration. The growth in its economy 

is expected to continue for several decades and associated with this growth will be 
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numerous opportunities in the construction sector. As indicated by Prime Minster Lee 

Kuan Yew (Lee 2000) of Singapore, "China is not just another big player, but the biggest 

player in the history of man". 

To do business in China, project managers must be astute. Not only must they excel in 

their project management skills, they must develop skills to deal with inter-personal 

relationships, manage cultural differences, exhibit flexibility and versatility and 

ultimately adopt a mind-set that is conducive to business in such a different market. 

10.2 CONTRACTUAL ARRANGEMENTS 

The possible contractual arrangements for doing business within the construction industry 

in China are illustrated in Figures 10.1 to 10.9. These figures illustrate where Canadian 

corporations may fit in each of the several contractual schemes considered. It also 

suggests an approach that is considered by the researcher to be less risky (as suggested by 

the green lines) and one that should be taken, at least at the initial stages of involvement 

in China. With experience and after successfully completing a number of projects in 

China, the Canadian corporation will likely contemplate a more extensive level of 

involvement, where the risks are inherently higher. 
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10.2.1 Traditional Design and Consulting 

Traditional design and consulting is in high demand in China, particularly where 

technological know-how or proprietary technology is involved. In their attempt to 

modernize the country, the Chinese recognize the need for new technology and the west 

is viewed as the best source for much of this technology (Naisbitt 1997). The vision held 

by the Chinese includes high technology as well as medium technology which is readily 

available and taken for granted in the west, but scarcely available in China. What may be 

termed 'new' technology may not be new for the western world. In view of the rapid 

growth that the country is experiencing, it appears logical to import much of the know-

how as oppdsed to developing its own. This gives the Chinese an added advantage, that 

in doing so, they are in a position to select the best among the proven technologies and 

hence shorten the gap towards modernization. Examples of technologies that are in 

demand could include specialized construction methods, specialized construction designs 

ranging from complex structural designs to the design of gas distribution stations, 

container terminals and airports. The Chinese are familiar and very competent in 

traditional design and construction, but are inexperienced in construction that requires 

specialized know-how. As a result, a market exists for the Canadian consulting engineer, 

particularly one with considerable expertise in an area that is considered new and in 

demand in China. 

Provision of design and consulting services could be categorized into full services or 

partial services. Full services would encompass a level of service similar to a complete 
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project in Canada and would include design, the preparation of ëonstruction documents, 

and review of shop drawings and site review services. Partial services could involve 

working to the end of the design development and then submitting the completed work to 

a locally sub-contracted design or construction firm. Partial services could involve 

specialized services such as review, development consultancy, value engineering and risk 

assessment. 

In pursuing projects in China, the Canadian consulting organization must balance several 

factors. Included in these factors are the amount of resources that can be allocated, 

knowledge of the local market, practicality of the level of service to be provided, cost, 

familiarity with local codes and other legal requirements, liability and enforcement of 

project specifications. Therefore, a clear vision of the type and extent of service to be 

provided must be in place prior to undertaking the assignment. Unless the arrangement is 

a joint-venture type of agreement where the tasks could be shared with a local partner, the 

Canadian consulting organization would be well advised to limit its scope of service to a 

realistic level that is consistent with its capabilities and resources. 

Bergman (2002) of Yolles weighs the advantages and disadvantages of full services 

against partial services, based on the experiences of his organization in international 

projects, including several major projects in China. His argument against full services is 

as follows: 

• There is an established design community in every market. Unless one brings 

expertise that is locally unavailable, one will always be perceived as a threat, taking 

work from the local community. 
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• Customs and practices vary in every community. Ignorance of local practices leads to 

misunderstanding and will create complications. 

• Communication skills become critical during the later stages of a project, particularly 

during construction. Cooperation among different parties is best achieved by those 

who have long-standing working relationships. 

• Local staff will inevitably be required, but employing quality staff on a short-term 

basis is difficult. 

• Company standards are not universally accepted, even if one believes they are 

superior to local standards. 

• Fees associated with detailed work and site activities are rarely sufficient. Exposure 

to overruns is common. 

Partial service, on the other hand, is a more feasible approach for the following reasons: 

• The experience of the Canadian firm can be used for the most critical stages of a 

project, namely the concept and design development phases, where most of the 

consultant's expertise is valued. 

• Local consultants involved can gain expertise and receive local recognition, while 

remaining in control of the detailed design and construction phases 

• The liability is significantly reduced. 

• Profitability of this front-end work is usually higher and more easily controlled. 

• Large numbers of local or transplanted staff are not required. 

• The client receives the expertise he requires, at a competitive, blended fee and 

with the involvement of the local community. 
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• The client may still hire the Canadian consultant to provide additional services, 

but for the consultant the risks of full services are still reduced. 

Once the level of service is defined, the Canadian consulting firm should focus on the 

terms and delivery of service. Events in China can change rapidly and, therefore, the 

terms of agreement should reflect this pace - projects become in vogue rapidly, but can 

loose popularity equally fast. Market volatility will also be a contributing factor. The 

prudent consultant would carry out a work breakdown structure and ensure that payments 

are scheduled according to the completed work for each stage. 

Figure 10.1 illustrates the recommended path for consultants. This suggested approach is 

recommended for initial venturing into China. Some of the issues that should be 

addressed with the recommended approach are as follows: 

• Clearly establish the scope of work and level of involvement. 

• Establish how changes will be handled. 

• Determine a schedule for compensation, based on an agreed upon work breakdown 

structure. 

10.2.2 Design Build Services 

Many foreign corporations doing business in China have successfully utilized the design 

and build approach. This approach involves a foreign design and build corporation 

working as a general contractor, but utilizes a local associate contractor for the major 
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portion of the work. Essentially the foreign corporation designs the project and takes the 

role of project manager for the project. The impractical aspects of carrying out the work 

as a sole general contractor and the complexities associated with such a role in China 

have made the teaming up with a local associate contractor or sub-contractor popular. 

The role of a general contractor or sub-contractor is that of a construction manager and 

involves the recruitment of local labour and local trades and, in China, this task can 

become complicated. The lack of certification of trades and poor understanding and 

adherence to technical standards will make it difficult for a Canadian organization to 

recruit competent personnel. Other problems include a shortage of competent supervisors 

and routine enforcement of safety standards such as those that exist in Canada, under the 

Occupational Health and Safety Act. 

In a construction project, typical requirements will include electricians, plumbers, 

carpenters and welders. In the absence of certification such as those in existence in 

Canada, standards will vary drastically and only a local contractor will be familiar with 

the capabilities of the local trades. Language barrier, access to local resources, familiarity 

with local regulations and regulatory agencies are major reasons for teaming up with a 

local contractor. It should be emphasized that most Chinese contractors are trade 

contractors and the technical competence is high, as they are generally highly educated 

and possess sound technical knowledge (Chan 1999). However, most of the people at 

worker level are unskilled and many are not permanent construction workers. As a result, 

the quality of works may be inconsistent. Furthermore, many contracting companies are 

large and complex organizations where people at different levels are allowed to issue 
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instructions on a project. This hinders the work, when instructions being given 

continuously contradict one another (Yiao 1995). 

Unless the work is in a joint venture set up with a local partner, the Canadian design and 

build organization should consider its role as that of a project manager and join force 

with a local contractor or sub-contractor. However, the selection of a local contractor or 

sub-contractor may be the weak link in this setup. Unless compatibility exists between 

the two organizations and a shared vision to accomplish project objectives is in place, 

problems will occur. With this arrangement, the focus must, therefore, be primarily on 

the selection of the 'right' contractor. The local contractor must be trustworthy, reputable 

(with a history of successfully completed projects) and with the right motivation to 

successfully complete the project. A common mistake for foreign corporations in this 

type of arrangement is to rush into the selection of a local contractor, often without 

sufficient knowledge about its partner. Canadian organizations contemplating such a 

work arrangement should concentrate on establishing a solid on-going relationship with 

several local contractors. Only when rapports have been established and when trust is in 

place with each individual contractor, should a decision be made on which local 

contractor to use. If this is to occur, up-front investment of time must be made to develop 

relationships; the benefits of such an approach will far outweigh the initial investment 

required. 

Figure 10.2 illustrates the recommended path for design-build involvement. The path 

suggested minimizes the overall risk and is recommended for initial involvement in 
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China. Once the firm has successfully completed several projects in China, then the 

traditional design and build approach, as normally practiced in Canada, may become a 

viable proposition. Some of the issues that should be addressed with this approach are as 

follows: 

• Select a local contractor for the construction portion only after a relationship has been 

established. 

• Select local contractors based on their successes and completion of similar projects. 

• Maintain a good relationship with the local contractor. 

• Ensure that shared visions for successful completion of the project are in place. 

10.2.3 Turnkey Construction 

Turnkey construction is similar to design build except that the contractor arranges the 

finance for the project (Fisk 2000). The finance includes the costs incurred for design, 

construction, as well as project or construction management. Upon completion, the 

project is transferred to the owner who then assumes responsibility for entire project, 

including its financial commitments. This type of contractual arrangement may be 

advantageous for the Chinese who are seeking favourable financial terms for their 

projects, especially when deferred payments are involved that will enable postponement 

of large initial outlay of capital. Assuming ownership of a development that is completed 

and operational and when revenue is being generated will enable the developer to meet 

the financial obligations with less strain and demand on his or her financial resources. 

Traditionally, local banks such as the Bank of China, for example, have financed many of 
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the developments in China; however, as the proportion of private development increases, 

many of the financial arrangements are being obtained from other sources, including 

financing from abroad. Therefore, the foreign company that can arrange an attractive 

financial package for a project will be well positioned and will have a definite advantage. 

The need for being highly competitive may be shadowed by the attractive financial 

package. 

Typically the disadvantage of a turnkey contractual arrangement for the owner is that the 

need for the contractor to be competitive is reduced (Fisk 2000). The advantages, 

however, include a possibly better financial term and a lesser degree of involvement, 

until the project is completed and transferred. 

For a Canadian corporation, this type of contractual arrangement positions the company 

well, particularly if attractive financial terms can be obtained. However, the arrangement 

is more complex than design-build and the level of risk may be higher, requiring a 

comprehensive safety mechanism to insure against default by the owner. Involvement of 

local banks will therefore be an invaluable asset, as their experiences and familiarity with 

the local market will be beneficial to the Canadian corporation involved in this type of 

contractual arrangement. The Bank of China, for example, can act as a focal point for 

foreign businesses conducted in China (Genzberger 1995). In addition to providing 

investors with assistance in the form of feasibility studies, loans and credit guarantees, it 

offers other services that may include consulting on financial matters related to joint 

ventures and other type of businesses. 
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Figure 10.3 illustrates the path for turnkey construction. Some of the important elements 

associated with this type of contractual arrangement are as follows: 

• Design services may be carried out in house, but construction may require the use of a 

local contractor or sub-contractor. 

• Less focus required on competitive criteria, but more focus necessary on the financial 

arrangements. 

• Involvement of local banks in China or regional banks familiar with doing business in 

China is recommended. 

• Legal guidance recommended to set up the financial packaging and to ensure that 

proper safeguards are in place. 

10.2.4 Build Operate Transfer 

Few foreign corporations have been involved in Build-Operate-Transfer (BUT) type of 

projects in China. This could be attributed to the fact that the market for development is 

relatively recent and that foreign participation in projects in China is also recent, and the 

concept of BUT itself is relatively recent. However, it is conceivable that BUT type of 

projects may increase in popularity in the future for numerous reasons and, among them, 

is the fact that the Chinese government is encouraging foreign participation in 

infrastructure projects (Shen 1996). BUT projects that have been carried out in China 

have involved large infrastructures, normally involving agreements with the Chinese 

government, but, in the future, it is possible that the concept of BUT may extend to the 
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private level without government involvement and could include smaller projects such as 

the development of large housing or shopping mall projects and large tourist facilities. 

In China, Gordon Wu (Naisbitt 1997) pioneered the BOT project concept through his 

Hong Kong based Hopewell Holdings Ltd. Basically the concept is as follows: A private 

firm agrees to build a highway or power plant. The company then collects a toll (for a 

highway project) or operates the plant for a fixed period of time, at a previously agreed 

upon price. A minimum and maximum return on investment is normally stipulated in the 

agreement for this type of project. When the private firm earns back its investment, plus a 

profit, the project is turned over to the government at no cost. The government gets a 

public utility at little or no cost, the private firm makes a good return on its investment (a 

very good return if the project is completed early) and the people get a public utility 

managed like a private enterprise. Examples of successful BOT projects are Hopewell 

Holding's two 350-megawatt coal-fired power plants in Shenzhen, and its billion dollar 

highway from Hong Kong to Guangzhou. Wu's superhighway connects Hong Kong with 

Shenzhen, Guanzhou and Zhuhai. The project was conceived when the region was 

essentially a rice paddy and now the project is in the heart of China's fastest growing 

area. 

Numerous other BOT projects are being considered, but these are not risk free or for 

short-term investors. The potential for profits can be high, but the risks can also be 

considerable. Major shortfall in BOT projects occurs at the feasibility stage, where the 

return on investment is over estimated or local demand for the project is miscalculated. 
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BOT projects may not be the appropriate type of project for Canadian corporations, 

unless the corporation is considering long-term investment and commitment in the 

Chinese market. 

BOT projects are complex in nature as these encompass a spectrum that extends well 

beyond traditional engineering. Market studies, market surveys, and the feasibility of the 

project must be considered and projected over a long period of time. Presently, this type 

of project will require the endorsement, approval and support of the Chinese government. 

It also requires intimate understanding of investments in China and the Chinese market. 

For established large corporations with considerable resources and a strong foothold in 

the Chinese market, this type of project may be considered. 

Figure 10.4 illustrates the suggested path for BOT projects. Some of the issues that 

should be addressed with BOT projects are as follows: 

• Ensure that the project is endorsed, approved and with full support of the Chinese 

Government. 

• Ensure that market studies are realistic and that the projected rate of return for the 

investment can be realized. 

• Ensure that mechanisms for handling risks including those resulting from policy 

changes. 

• Insure investment against delays and changes in policies. 
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10.2.5 Project Management Services 

Project management services can be successfully marketed in China. Canadian firms 

contemplating provision of such services in China must have a clear vision of the level of 

service that is to be provided and a clear definition of the responsibilities associated with 

the service provided. 

In the past, projects where foreign firms have been commissioned for project 

management services have been large and somewhat out of the ordinary streamline 

construction where Chinese firms are accustomed to doing. 

Most of the foreign firms working as project managers work in conjunction with a local 

general contractor and a network of sub-contractors. The foreign firm assumes overall 

responsibility for the project and act as representatives for the owner(s). 

Establishing a solid relationship with the owner(s) and general contractor would be vital 

to the success of the project. As with most projects, negotiations will be a vital 

component throughout the project, and therefore the relationships that are in place must 

include both compatibility and trust. In this type of arrangement, the owner often places 

trust in the project manager and his firm, such that the owner's involvement may be 

minimal. The owner relies on the project manager to negotiate the best possible terms on 

his or her behalf and also relies on the project manager's advice when major decisions 

have to be made. 
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Canadian firms involved in this type of arrangement must have a clear term of agreement 

for their service and this must include a clear definition of the tasks to be performed; if 

unclear, then there is a danger of higher involvement than anticipated, which may 

ultimately cause undue strains on the relationship with the owner. 

The risks associated with project management services are low, but changes could be a 

source of conflict if a change management procedure is not in place. It is not uncommon 

for owners of a project to alter the scope and details during its implementation. 

The suggested path for this type of project is illustrated in Figure 10.5. Some suggestions 

for Project Management Services are as follows: 

• Maintain a good relationship and open communication with the owner. 

• Maintain good relationships and open communication with local contractors. 

• Ensure proper on site representation during construction. 

• Establish effective change management mechanisms to handle changes throughout 

duration of the project. 

10.2.6 Construction Management Services 

Construction management is best suited for local firms that have a firm grasp on the local 

market, local resources and local regulations. Foreign firms operating in China provide 

construction management services either through a partnership arrangement or in 

association with a local contractor. Their role is essentially that of a project manager, 
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with the overall responsibility for the project and allowing the local contractor to provide 

construction management. The foreign firm must therefore work together with the 

contractor, ensure that the project costs, schedules and specifications are met, but leave 

the day to day activities of the construction site to the local contractor. It is normally 

difficult for a foreign firm to take on construction management assignments, unless these 

organizations employ local technical and non-technical personnel who are familiar with 

the local market. The approval process for most construction projects is generally 

complex and lengthy and unless the foreign firm is familiar with the local, regional and 

central regulations, it would be prudent to employ the services of local personnel. Again a 

solid relationship with the local contractor and local staff will be vital to the success of 

the project, as reliance is placed heavily on the local input and their performance. 

Without a solid relationship, the risk in this type of arrangement will be high. 

Figure 10.6 illustrates the path for the provision of Construction Management Services. 

Some of the suggestions for this type of approach are as follows: 

• Ensure that an ongoing relationship exists with local contractors and subcontractors. 

• Recruit local competent technical and non-technical staff familiar with construction 

projects. 

• Familiarity with local regulatory agencies and local regulations is essential. 
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10.2.7 General Contracting 

General contracting is viable in China, if the foreign contractor takes on the role of 

project manager and associates with a local contractor or sub-contractor who will take the 

role of construction manager. If the foreign contractor is to act both as project manager 

and construction manager, then it should be prepared to hire local personnel familiar with 

the local construction market. To attempt to carry out a project strictly as a general 

contractor, involving the hiring of trades and labour, may prove to be difficult for the 

reason previously indicated. 

Large projects have been carried out in China by foreign firms from Britain, France and 

Japan acting as general contractors, but these projects usually involved association with 

large local general contractors. 

Canadian firms contemplating this type of involvement in a project should focus on 

selecting the right local contractor and should expect to perform as project managers in 

the project. Again, the existence of a solid relationship and compatibility with the local 

contractor will be vital to the success of the project. 

Contracts with Government of China normally follow international contract conditions 

(FIDIC). Private construction contracts between individual organizations will follow 

conditions of contract that are similar to the widely employed CCDC (Canadian 

Construction Documents Committee) in Canada, but with local adaptations and 
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modifications. In general terms, Chinese contracts are similar to contracts elsewhere and 

will address issues such as who can enter into a contract, offer and acceptance and 

consideration. Typical contract provisions will include duties and obligations, 

representations and warranties, termination clauses, remedy clauses, arbitration clauses 

and merger clauses. Prior to entering a contract, Canadian firms should review the 

conditions of contract and modify these, if necessary, so that the terms are mutually 

agreeable to the parties entering into a contract. 

The selection of a contractor should be based on a good relationship, compatibility and 

shared vision for achieving mutual objectives. 

The suggested path for general contracting is illustrated in Figure 10.7. Some suggestions 

for this type of approach are as follows: 

• Establish good ongoing relationships with a number of local contractors. 

• Select an associate contractor from among the known contractors. 

• Maintain open communication during the project. 

• Maintain proper representation during construction. 

10.2.8 Sub-Contracting 

Sub-contracting in China has been carried out successfully by many foreign firms. Many 

of the sub-contracting involved specialized services or proprietary technology. Numerous 

European firms have provided specialized services such as for example, piling or 

diaphragm walls, compressor stations and other specific service where the know-how is 
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not readily available locally. This type of arrangement is usually of short duration and 

association with a local firm may not be necessary. Normally, sub-contractors are hired 

during a specific phase of the project and for a specific task. 

Canadian firms, particularly those that specialize in a specific field, could successfully 

market their services if there is a demand for such service in a project. Competition will 

likely result from another foreign organization and the selection will likely be based on 

both cost and preference for the technology. 

This type of arrangement carries little risk, especially when the scope and terms of the 

contract are clearly defined. A typical risk in such an arrangement is in delays, where the 

sub-contractor would have to wait an unreasonable length of time, until the project is 

ready for his or her participation. Standby time may also adversely impact the 

profitability of the specialist subcontractor. It is not uncommon for projects in China to 

take considerably longer than anticipated for numerous reasons, including a slow 

approval process (Chan 1999). Therefore, the prudent sub-contractor will make 

provisions for unforeseen delays and budget accordingly. 

The path to sub-contracting is illustrated in Figure 10.8. Some suggestions for sub-

contracting are as follows: 

• Clearly establish a time frame for participation by the sub-contractor. 

• Anticipate delays and position in place a management procedure for dealing with 

delays such that the sub-contractor is compensated for any loss of time. 
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Clearly define the platform from which the sub-contracting work can begin. 

10.2.9 Joint Ventures 

Numerous joint ventures between the Chinese and foreign corporations have been carried 

out during the past decade. The trend for joint ventures in China is increasing, despite the 

fact that failure rates have been high. Sino-foreign construction joint ventures has grown 

from 1200 in 1994 to 1600 in 1995, and over 2000 by the end of 1996 (MOC 1997). This 

development is consistent with the reform programs of the Chinese construction industry, 

which aim at changing the project financing arrangement from traditional government 

allocation to commercial loan, and changing the project procurement system from 

governmental assignment to competitive tendering. 

Joint ventures will continue to grow and play important roles in the Chinese construction 

industry. In a recent development, the government has considered housing and 

infrastructure as the two main sectors in the Chinese economy in the coming years. A 

significant portion of the capital is expected from overseas investment, and the majority 

of these overseas investment works are expected to be implemented through joint 

ventures (Nian 1999). 

In the environment where the market mechanism for protecting joint ventures is still 

being established, joint ventures present themselves to many uncertainties, many of 

which involving significant risks. In a typical Sino-foreign joint venture, the foreign party 
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is usually responsible for providing the majority of financing, and the local partner 

provides facilities, land and labour (Shen 2001). Thus, the foreign partner is usually in a 

more risky position, as they cannot easily take with them the assets invested, if they do 

not wish to continue or want to withdraw from the cooperation. Aside from joint ventures 

with government involvement, joint ventures among private enterprises are also possible. 

Joint venturing is a viable approach to doing business in China, but how the 'packaging' 

is done will be vital to its success. Many foreign corporations are eager to enter into the 

Chinese market, not only in the construction industry, but in virtually every industry. 

Joint ventures provide both participation in the market and investment opportunities and 

utilize local knowledge and resources to achieve project objectives. This ideal 

combination is attractive to the foreign investor and is a viable vehicle for which to 

conduct business, provided the investor is familiar with the terrain and is aware of the 

pitfalls and challenges that this type of arrangement can present. The difference in 

management systems, technological practice, and cultural background among the partners 

within the joint ventures, bring difficulties to the function of joint ventures. As a result, a 

significant degree of risk is involved in joint venture investments. 

At the beginning of a joint venture, both parties are enthusiastic about the project and are 

normally eager to enter into an agreement to do business. As a result, the tendency is to 

rush through the formalities to reach an agreement, so that their enthusiasm and vision for 

the project can be realized. Without paying sufficient attention to areas of potential 

problems, they are in fact setting up the stage for future problems. Joint ventures fail 

mostly as a result of breakdown in communication between the parties, unclear definition 
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of risks, responsibilities and terms of the joint venture agreement, changes, different 

definition and vision of success, or simply, incompatibility between the partners. 

Experienced lawyers, who have put together numerous joint ventures in China, caution 

against being over zealous. One lawyer commented that "people are eager to enter into 

joint ventures with their Chinese partners, and in setting up the joint venture, they are 

keen to get on with the agenda but forget to make provisions on how to terminate the 

venture in the event that it becomes necessary. This failure to make such a provision will 

often lead to serious dispute, when things go wrong." 

He (1995) presented some examples of risks involved in foreign investment in China. 

The risks identified include financial risks, legal risks, management risks, market risks, 

policy and political risk, and technical risks. 

Research carried out Shen (Shen et al 200 1) evaluates the various risks in joint ventures 

by using a ranking system that evaluates the significance of the risk and the level of loss 

if the risk occurs. The research indicates that among the top risks in joint ventures in 

China are cost increase due to changes of government policies, improper project 

feasibility study, project delay, improper selection of project type, inadequate choice of 

project partner, and design changes. Joint ventures in China must therefore be carefully 

weighed against these factors. 

Changes in governmental policies have in the past contributed to cost increases in 

projects. Although negotiations with the authorities are usually possible, these require 
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established relationships with government officials. This type of risk remains high, when 

doing business in China. 

Evaluation of a project and its viability must be on realistic terms and decision to proceed 

in a joint venture must be made based on the merits of the project itself. This decision 

should not be influenced by the desire to participate in project in China, simply as a 

means of entry into the Chinese market. In addition, choosing the right partner will be 

vital to the success of the project. The selection of partner should be made based on an 

existing relationship where compatibility exists, trust has been established in the 

relationship, and common goals for the project are shared. 

Figure 10.9 illustrates one possible approach to a Joint Venture. With such an approach, 

where the funds for the joint venture are placed in trust at a third party location, a 

mechanism will be in place to share and contain the risks, and to enable withdrawal from 

the joint venture without incurring a total loss. 

Each joint venture will be unique and will require a custom made approach designed to 

suit the needs of the specific joint venture. The following guidelines highlight some of 

the important points and strategies for Canadian corporations participating in joint 

ventures in construction in China: 

• Establish a solid relationship with the potential partner. The right choice of partner is 

of paramount importance. Examine the partnership from a compatibility viewpoint 
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and nurture the relationship until transparency and open effective communication is 

achieved and trust has been established. 

• Establish clear terms for the joint venture with clear definition of responsibilities, 

clearly established level of commitment, and with clear vision of project objectives. 

• Anticipate areas of potential challenges and clearly define how these are to be met. 

• Anticipate changes and establish a procedure for change management. 

• Be prepared to negotiate throughout the life cycle of the project. 

• Determine the risks involved in the joint venture and manage the risks. 

• Establish a mechanism for dispute resolution and define how disputes are to be 

resolved. 

• Establish a mechanism for joint venture termination, in the event that this becomes 

necessary. 

• For joint ventures involving considerable investments, choose a third party location 

where funds could be placed in trust and used for joint venture purposes. With this 

approach, both parties would be protected, as the risks would be more evenly 

distributed. The choice location should be such that the terms of the contract are 

enforceable, in an effective judicial system. 

• Ensure adequate presence and representation in China. 

• Insure the joint venture against unforeseen circumstances. 
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10.3 GENERAL GUIDELINES 

The foregoing sections examined some of the typical contractual approaches normally 

adopted in the construction industry. Recommendations and suggestions were provided 

for Canadian firms contemplating venturing into the Chinese construction market. 

However some of the guidelines are universal, regardless of the type of contractual 

approach that is being considered. These fundamental guidelines are as follows: 

• Establish solid on-going relationships with local business community, particularly 

with local contractors, engineers and local authorities. Business relationships in 

China are diffuse and social settings will provide opportunities to consolidate many 

of the relationships. Be prepared to invest time in establishing relationships and a full 

time presence is required. 

• Slowly establish a network of relationships and continuously work at expanding the 

network. Relationships that may not be relevant at the present time may prove to be 

invaluable in the future. In China, "Guanxi" is the governing force for business and 

therefore expanding a network of relationships will be beneficial for long-term 

business. 

• Build trust in business relationships. Trust is a vital component in business 

relationships within the construction industry in China and must exist between 

partners. Both parties must feel that it is present in their relationship. 

• Manage the trust that has been established in a relationship to ensure that it remains in 

place. 
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• Develop a clear corporate vision of the type of work and the scope of work your 

corporation can provide. This should be consistent with the resources and capabilities 

of the corporation. 

• Be very clear on the terms of contract that you sign. Define scope, liability, change 

management, terms of payment. Define success. 

• Identify and manage risks. This is particularly important in joint ventures where you 

could be involved as an investor. Unless the joint venture is with the Government of 

China where International Contract Conditions apply, structure the package such that 

both you and your partner(s) will share the profits or losses accordingly. For private 

joint ventures where investment is involved, select a third party location (possibly 

outside China such as, for example, Singapore) where funds could be placed in trust 

and made readily available for joint venture investment. 

• Choose the right partner. Do not rush into signing a contract - do so only after the 

right partner has been selected and when compatibility, shared vision and trust has 

been established. 

• Examine the project in detail but also examine it from a wider perspective - 

determine how payments are to be made, an agreed upon currency, currency 

convertibility if paid in local currency, local restrictions regarding currency 

transactions. 

• Change management. Establish an agreed upon mechanism with project owner or 

partners as to how changes are to be handled. Changes are a major source of conflict 

within the construction industry and in China, communication difficulties and 

different mind-set further compound this issue. 
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• Dispute resolution mechanism. Make provisions for dispute resolution even though 

you may feel that you would not need it. Have an agreed upon mechanism for 

resolving disputes and if mediation or arbitration is to be used, pre-select mutually 

agreed upon personnel to handle disputes. 

• Watch for regulations. Often approvals are subject to local, regional and central 

government regulations. These are not necessarily aligned and in many cases they 

oppose one another. In some cases approval is required at one government level only, 

such as the local government, and in other instances approval may be required from 

all levels of government. The lack of clarity in the regulatory process and 

requirements present considerable risk to the investor and/or contractor as it could 

result in considerable delays in obtaining all the necessary approvals. Therefore, 

ensure that the local partners obtain all the necessary authorizations for the project 

prior to participation. 

• Canadian companies operating in China should seek legal advice from an attorney 

who is familiar with Chinese laws and international commercial transactions. 

• Pay attention to political and economic environment. Changes in China occur rapidly 

and the prudent investor or project manager that is in tune with the political and 

economic environment within China and the surrounding regions will be able to 

anticipate and predict changes. 

Venturing into the Chinese construction market requires adaptability and flexibility. 

Canadian corporations must be prepared to develop these attributes and to exhibit 

patience and tolerance as the construction environment is significantly different to that in 
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Canada. The potential for profit in construction projects and long term involvement in the 

Chinese market exist, but these are associated with challenges that are inherent to the 

market. 

Growth in China is expected to continue for decades and, as a result, opportunities in the 

construction industry will continue to expand. Canadian corporations contemplating 

participation in this expanding market must weigh the costs associated with the initial 

investment of time against the potential for profits, benefits and diversification. It is only 

with such perspective that a commitment can be made to enter into the Chinese 

construction market. 
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UNIVERSITY OF CALGARY 
PR OJECTIvIA NA GEMENT SPECL4LIZA TION 

SURVEY 

Enclosed is a survey on Business Relationships and Contractual framework. This 
survey is part of a research in Project Management. The intention of the study is identify 
the factors that are important in business relationships and contractual framework within 
the construction industry in China. 

R ll OArAtkrp 
I-T&, 

Your participation in this study is important, as it will contribute immensely to the 
advancement of knowledge in Project Management. 

H 

Your cooperation is greatly appreciated. The responses will be kept confidential. Access 
to the research data is only available to the researcher and no one will be able to link the 
specific responses to the specific respondents. 
1I*fl, 1f1Z. 41A1JP 

Once again, thank you for your participation. 

C. Marques 
C. L 

e-mail: cmarques@telusplanet.net 
ljIfiiik: cmarquestelusplanet.net 

Name: 

Organization: JI M  U U 

Job Title: ]1 *: 

Background: i J: Engineer fl Contractor E] Management L 

Gender: it 01 Male Ic U Female 9 U 

Years in construction industry: S I rT .'1k I : 

OPAGE 020 Survey 



SURVEY( IXJ ) 

The following survey has been divided into sections in order to separate the factors that 
influence a) business relationships and b) contractual framework. The first section deals 
with Business Relationships and the second with Contractual Framework. The questions 
in the contractual framework have been subdivided into the Pre-bidding Stage and the 
Contract Award stage. A final section, namely General Comments, has been included in 
order to obtain further insights into the construction industry as a whole. 
The questions in each section are intended to provide further insight into a specific item 
within the section. 

MtI*U 

}il ilJ . 

Business Relationship 1ff * *  

The following is a list of statements regarding factors you may consider important in 
Business Relationships. 
T1* 

1) a. During the early stages of establishing a business relationship, what are some of the 
qualities that you would be looking for? 

1) a. 
E Honesty friendliness Am ED dependability efficiency 

E trustworthiness r-1 professionalism 
11 

openness transparency 

El ability to communicate 

o Technical know-how 
1) b. What factors do you consider important in a business relationship? 
I) b. 

2) In the development stages of a business relationship: 
2) *llrli: 

a. It is important to establish a good relationship with: 

a. El the the firm 

o the individual representing the firm Pt,&ft 

0 
both V), HFMAOTJY• 

DPAGE 030 Survey 



b. The qualities you have described previously as important must be present in: 
b.  

El the firm IN 

:i the individual representing the firm 1t't-Mt 

both 
El 

3) In your opinion, what are the factors that contribute to a positive business 
relationship? 

3)  
El frequent contact El social events El friendship 

El good communication El reliable El good humor l4jh 

El trust IN 4± El respect VR 
El otherAt please specify 

4) What criteria do you use to decide if the business relationship is trustworthy? 
4) 4*1? 

5) At what point in a business relationship do you feel sufficiently comfortable to 
consider awarding a contract to an individual or firm? 

5) IjJ? 

El when trust has been established with an individual or firm 
-9 A-  T1 

El when you feel you can do business with that person or firm 

El when trust is in place 

El other W please comment MARA 

6) In your opinion, how long does it take to establish a business relationship? 
6) LRfJ? 

El 1 month —'I'yj El 3 months El'- El 6 months El 12 months - 
El depends 6'Ji'iJplease comment ViAOg  

OPAGE 040 Survey 



7) What do you consider to be a long-term relationship? 
7) f&Jil: 

U 3 months —::::-Al U 6 months** U 1 year - 1:1 2  years 1J1 U 5 years5 

U worked together on one previous project 
Vil M, 19 EIl— JJ I 

U worked together on two or more projects 
LA 1 111P 411WiJ J 

U depends please specify 

8) What are some of the advantages of having a prior relationship with a contractor? 
8) M—h? 

9) What are some of the disadvantages of having a prior relationship with a contractor? 
9) 1A ii — ? 

10) On a scale of 1 to 5 (where 1= not at all important and 5= very important), please rate 
the importance of each of the following factors in a business relationship. Circle the 
number that best represents how you rate each of the factors. 
10) IA I NJ uTllU. 

Not at all Very 
Important Important 

a) prior relationship 1 2 3 4 5 
a)/*f 
b) long term relationship 1 2 3 4 5 
b) 1J1JJ 
c)honesty 1 2 3 4 5 
c) A9Z 
d)trust 1 2 3 4 5 
d) 11 
e) Technical know-how 1 2 3 4 5 
e) nP'J 
f) reputation 1 2 3 4 5 

g)language 1 2 3 4 5 
g, 1'j:I 

h) ability to communicate 1 2 3 4 5 
h) fYI 

OPAGE 050 Survey 



Ii) We would like to know how much each of these factors contributes to the 
establishment of a good business relationship. Please give a score to each factor that you 
rated greater than 1 (not at all important) in question 10. Please note that your total score 
must add to 100. You can give the same score to more than one factor but the total must 
add to 100. 
11) 10 4, •Tft  I 

iflIi;r, *1I/ 100. 4—'JT, {'kg 100. 

a) prior relationship 

b) long term relationship 
b) *419 AA 
c) honesty 
c) 
d) trust 
d) 143 
e) knowledge 
e) 0 R7Jc 
f) reputation 

g) language 
g) 
ii) ability to communicate 
h) ZAI 00i 

100 

OPAGE 060 Survey 



Contractual framework - Pre-bidding Stage * IJ M YAJ - lift 9 -

1) The following is a list of statements regarding factors you may consider when selecting 

a contractor at the pre-bidding stage. Please indicate your level of agreement with each 

statement using a scale of strongly disagree, somewhat disagree, neither agree nor 

disagree, somewhat agree or strongly agree. Place a '7 in the appropriate box for each 

statement. 

I) TPRARA MVYLArl MMM 

Neither 
Strongly Somewhat Agree or Somewhat Strongly 
Disagree Disagree Disagree Agree Agree 

LiUt *it U1 1tJ 

a) A contractor who has the resources to carry out 
a project is vital when selecting a contractor. 
(resources may include financial or technical 
know-how, etc...) El i [:] 2 El 3 El El 

p 

b) Projects with special technological needs El El El El 
require contractors with experience in the 1 2 3 4 5 

technology. 
09 X1. p 

c) Pre-qualification of bidders is important in the 
selection process. El El 2 El3 ' El 

3&'. tTHtl. 
d) Trust is necessary when selecting a contractor. 

0 El 2 El 3 El 4 El 5 
e) A long term relationship is necessary when 

selecting a contractor. I 2 3 4 5 

Reputation is important when selecting a El El El 
contractor. 1 2 3 4 

g) The contractor's knowledge of local conditions 
is important. 1 2 3 4 5 

. 

h) It is important that the contractor has knowlede 
of your language. 1._1 1 1:1 2 El 3 4 El s 

i) A prior relationship is essential before enteringfl El El El El 
into a construction contract. 1 2 3 4 5 

2) How often is the pre-qualification of bidders used in the selection process? 

2) •trn? 

Eli Never i&*9: 

El2 Sometimes 

El3 Always tikff 

DPAGE 070 Survey 



3) What are the advantages of pre-qualifying bidders? 

4. a) Can unknown contractors bid on your projects? 1J11JJJI R 

El I Yes (Go to question 5) UIJ5. 

2 No (Go to question 5) lJ?uJJ[s. 

Eli3 Maybe/It depends (Go to question 4.b) iI.IIiJ. lf'iJ)4.b 

4. b) What does it depend on? For example, under what conditions could unknown 
contractors bid on your projects? 4-l- i1ti5.T, 

5. a) Would you consider foreign (non-local) firms wishing to bid on a project? 
M 1iitF1 ,? 

Ih Yes 
5 No ('Go to question 5b) T. 5b 

r-13 Maybe/It depends RIMMit Please comment 

5. b) Under what circumstances would you consider a foreign (non-local) firm bidding on 
a project? J4? 

6) Would you consider a contractor if a translator were required in order to communicate? 

H Yes 
E12 No 
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7) Please rate your level of agreenlent with each statement using a scale of strongly 
disagree, somewhat disagree, neither agree nor disagree, somewhat agree or strongly 
agree. Place a V in the appropriate box for each statement. 

Neither 
Strongly Somqwhat Agree or Somewhat Strongly 
Disagree Disagree Disagree Agree 

i&ti 

a) The cost of the project is important in a contract. 

b) t would select a contractor on the opportunity to 
do future projects together. 

c) The ability of the contractor to handle the risks 
associated with the project is important in a 
contract. 
:tE..IaJ rl, 

d) Incentives are an important part of the selection 
process. 

t1 :lll. 

e) A dispute resolution process is important in 
construction contracts. 

, 

0' 02 Th 04 L 

0 o 
2 3 

01 O 

0, 0 

03 

0 

5 

0 
4 5 

04 0 

2 03 04 

5 

0 5 

0 i 020304 Os 

8) Do you have a risk reward arrangement on your projects? 
8) ll '1, 

O Never 

02 Sometime øf If 2) or 3), please provide details   

O311ways ±fl 

9) How often are incentives used in construction projects? 

9) firp, WJ*MiJn? 
O,Never 

02 Sometime nf, If 2) or 3), please provide details  

fl3 Always Jll 2)3), 

10) How often are incentives based on the performance of the contractor? 
10) 

O' Never 

02 Sometime ilrvf If 2) or 3), please provide details   

O 3 Always 
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11. a) What types of incentives are normally included in the contracts? Please /all that 
apply. 
11. a) tp1Lj? 

Bonuses for early completion MM1 

LI2 Opportunities for doing additional projects 

Profit sharing if project is completed early nfr1, *'Jili 
Other 1 ifl (please specify) 

11. b) How often is profit-sharing used in projects? 
11. b) *n? 

, Never 

2 Sometime ;i0t If 2) or 3), please provide details  

LI3 Always 

11. c) What is the usual profit-sharing structure that is employed? 
11. c) t'iItt? 

12) In the event of a dispute, what is the most common process used to resolve it? Place 
a /in the box of the most common process used Only one answer, please. 
12) 

, Arbitration 09 

LI Mediation i$J1I 

LI 3 Negotiation ON 

El  Litigation 90ift 

13) Consider 2 contractors. Contractor A offers a lower cost, but you have a high level of 
trust in contractor B who is asking a higher cost. Which contractor would you select - 
Contractor A or Contractor B? Place a / in the appropriate box. 
13) A *fl B. A B 141i14ff. il? 

LI' Contractor A 

LI2 Contractor B B 

14) Again consider two contractors. Contractor A has an unknown reputation, but is 
offering a lower cost. Contractor B has a good reputation, but is asking a higher cost. 
Which contractor would you choose? Place a / in the appropriate box. 
14) A *fl B. A 112J T. B 'P? 

LI' Contractor A JA 

LI2 Contractor B B 
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15) Contractor A has a good knowledge of local conditions but is asking a higher cost 
than contractor B who has no knowledge of local conditions (and is asking a low cost). 
Which contractor would you choose? Place a v' in the appropriate box. 
15) kJ A MR* , AP--A B 1B41, 'f- ? 

El' Contractor A7T,t_jfq A 

Contractor B 7T-, t-0 B 

16) On a scale of 1 to 5 (where 1= not at all important and 5= very important), please rate 
the importance of each of the following factors at the pre-bidding stage. Circle the 
number that best represents how you rate each of the factors. 

16) ) 1)k 191 uT'J 

Not at all Very 
Important Important 

a) capability 1 2 3 4 5 
a) PJ1ii 
b) technology 1 2 3 4 5 
b)* 
c) pre-qualifying bids 1 2 3 4 5 
C) ASYMMAT 
d)trust 1 2 3 4 5 
d) 14 
e) long term relationship 1 2 3 4 5 
e)1 
f) reputation 1 2 3 4 5 
f)y 
g) local conditions 1 2 3 4 5 
g) 
h) language 1 2 3 4 5 
h' / IiI l 
i) prior relationship 1 2 3 4 5 
i) VA 
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17) We would like to know how much each of these factors contributes to your decision 
in establishing a business network at the pre-bidding stage of the process. Please give a 
score to each factor that you rated greater than 1 (not at all important) in question 16. 
Please note that your total score must add to 100. You can give the same score to more 
than one factor, but the total must add to 100. 
17)) J1Mftfrt WEJ 10 
rIiJF-T- i ioo. {ft 
'1 IOU. 

a) capability 
a) fl111 
b) technology 
b)* 
c) pre-qualifying bids 
C) RGYIMTAFflf r 
d) trust 
d) 4941-
e) long term relationship 
e) 
f) reputation 
f) 794 
g) local conditions 
g) 
h) language 

j 

i) prior relationship 
i) 

100 

Contractual Framework - Contract Award * iJ M R, Ift ow  

1) On a scale of 1 to 5 (where 1= not at all important and 5= very important), please rate 
the importance of each of the following factors at the contract award stage. Circle the 
number that best represents how you rate each of the factors. 
)>& I A 5 T. 

Not at all Very 
Important Important 

a) capability 1 2 3 4 5 
a) I1)i 
b) technology 1 2 3 4 5 
b)* 
c)trust 1 2 3 4 5 
C) 1ffi 
d) long term relationship 1 2 3 4 5 

e) reputation 1 2 3 4 5 
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e) 
0 local conditions 1 2 3 4 5 
0 T 
g) language 1 2 3 4 5 
g, Lei 

h) prior relationship 1 2 3 4 5 
h) VAII 

2) We would like to know how much each of these factors contributes to your decision in 
establishing a business network at the contract award stage of the process. Please give a 
score to each factor that you rated greater than 1 (not at all important) in question 1. 
Please note that your total score must add to 100. You can give the same score to more 
than one factor, but the total must add to 100. 

J4Jf 10 

i ioo. 14 
100. 

a) capability 
a) Jj 

b) technology 
b)* 
c) trust 
C) 041-
d) long term relationship 
d)JM AA 
e) reputation 
e) 790 
f) local conditions 
1) T1tht 
g) language 
g,\  ln 
h) prior relationship 
h) 

100 

3) Please rate your level of agreement with each statement using a scale of strongly 
disagree, somewhat disagree, neither agree nor disagree, somewhat agree or strongly 
agree. Place a v' in the appropriate box for each statement. 

Neither 
Strongly Somewhat Agree or Somewhat Strongly 
Disagree Disagree Disagree Agree Agree 

a). The cost of the project is important in a contract. 

b). I would select a contractor on the opportunity to 
do future projects together. 

P-
c). The ability of the contractor to handle the risks 

associated with the project is important in a 
contract. 

Eh 02E3 fl4 fl5 

o o 0 0 
1 2 3 4 5 

E:1 I 0 2 03 04 0 5 
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IwJ, 
d). Incentives are an important part of the selection 

process. 

e). A dispute resolution process is important in 
construction contracts. 

010203040 

0i 0203040 

5 

5 

4) On a scale of 1 to 5 (where 1= not at all important and 5= very important), please rate 
the importance of each factor when making the final decision to award the contract. 
Circle the number that best represents how you rate each of the factors. 

)>k I PI 5 TJ4T -, 

Not at all Very 
Important Important 

a)costs 1 2 3 4 5 

b) business 1 2 3 4 5 
%Mxr 

c) risk sharing 1 2 3 4 5 

d) incentives 1 2 3 4 5 
MEWL 1111i 

e) profit sharing 1 2 3 4 5 

f) dispute resolution 1 2 3 4 5 

5) In terms of percentage (0% to 100%), please indicate how each of the following 
variables contributes to the final decision process. Please note that your total score must 
add to 100. You can give the same score to more than one factor, but the total must add 
/0 100. 

JtTJ 
*Pb 100. 14JJ1I 100. 

a) costs 
VUB 

b) business 
lk* 

c) risk sharing 

d) incentives 
tIJLJ 

e) profit sharing 

f) dispute resolution 

100 
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6. a) Do you have a selection criteria when selecting a contractor? IE-AgAig-Offf, W117404 

Yes (Go to question 6b) 16b 
E:12 No 'Go to question 7) U. 7 

6. b) What are the criteria you use? 

6. c) Do you communicate these criteria to your bidders? 

Ell Yes 
F12 No 

6. d) Do you apply the selection criteria consistently? 

Yes 
2 No (Go to question 6e) #6e. 

6. e) Under what conditions would you not apply the selection criteria consistently? r11-g, 
iiifl, 41fl?f? 

7. If you do not have a selection criteria, how do you choose your contractor? 
lirvffl jT? 
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General Comments f*  

1. a) Have you previously had experience working with a foreign (non-local) company? 
fri ' t— 'Hi 

E Yes (Go to question Jb)L #1b 
No ('Go to question 2) .. hffJ2 

1 b) Thinking about your previous experience with a foreign company, what were your 
expectations?  

1 c) What were some of your frustrations? iFJ?? 

I. d) Would you hire a foreign company again? 

Yes Go to question 1e flil#le 

No (Go to question if) K /ii#if 

1. e) Why would you hire a foreign company again? ti'i1? 

1. f) Why would you not hire a foreign company again? frIi? 
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2) What have been some of the key factors that contributed to the success of your 
previous projects? IJJ 

3) What have been some of the problems that you have encountered? MILD 

4) What would you do differently in the future? 4', 

5. a) Have you ever experienced a problem with cost control in previous projects? 
ill 1:1, 

El I Yes (Go to question 5b) .1#5b 
El, No ('Survey is compiete) 

5. b) What were the problems?  

Thank you for participating in the survey. Your response together with other surveys will 
formulate a database that will be used in the study of business relationships and 
contractual framework within the construction industry in China. This study will 
contribute to the body of knowledge and advancement in Project Management. 
Your participation is greatly appreciated and confidentiality is assured 
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Glossary 

arbitration - OR 

bid - 

bidders - 

bonus - 

business relationships - 

capability - RVI 

criteria - 

confidentiality - 

contract - MP 

contract award stage - Rf;T-N RI PA 

contractual framework - 

cost control - 

data base - 

dependability - 

dispute resolution - 

expectations - 

factors - 

foreign - 

frustrations - 

good communication - 

good humor - 

honesty - 

11s 

Azz 

incentives - SC FVJ 

key factors - 

litigation - TNk 

long term relationship 

mediation - 

negotiation - 

openness - 3F 

participation 

performance AN 

pre-bidding stage - 

pre-qualification - 

prior relationship - 

professionalism - 

profit sharing - 

project - 

project management - 

reliable - 

reputation - faM 

respondent - 2 AMM 

risk -

risk sharing - TA P 

selection criteria - 

technical know how - 



INTERVIEWS 

Project: Business Relationships and Contractual Framework  
Date: 
Place: 
Interviewer: 
Interviewer 
(Coded) 

Position of Interviewee   

Introductory Question: Please tell me about your organization, the type of projects your 
organization is involved in and your role in these projects. 

• Have you ever worked with project managers, engineers or contractors from abroad? 
Please describe your experiences 

• What are the attributes that you would be looking for in a foreign organization? 

• If you were approached by a foreign organization wishing to participate and bid on 
your project, what would be your reaction? 

• What are the critical elements that you would be seeking from a foreign organization 
before you would give the matter consideration? 

• Please describe the bidding process for your projects. 

• Would you consider this process to be representative of the construction industry? 



Business Relationship 
I'm trying to learn about business relationships in China 

How important are business relationships in the construction industry? 

• What do you consider to be the ingredients that contribute to a healthy business 
relationship? 

• In terms of time, how long is it before a relationship can be considered to be healthy 
and reliable? What is necessary to establish that reliability? 

• Is a business relationship essential before you would consider involvement of that 
person in your project? 

• Do you differentiate between a business relationship and a personal relationship or do 
they overlap? 

• What are your expectations in a business relationship? 

• How are relationships built, in your opinion? 

• When do you think a relationship has reached a point when you would do business 
with an individual? 

• What are the thirgs you would be looking for in the relationship? 

Additional comments: 



Trust 
I'm learning about trust and the role of trust in business relationships 

• In a business relationship, how important is trust? 

• What do you perceive trust to be? 

• As you know, trust has to be developed. Please comment on how trust can be 
achieved in a business relationship. 

• In a business relationship, at what point in time can you say that the person in 
question has gained your trust? 

• Is it possible to have a business relationship with very little trust? 

• Do you monitor trust throughout the business relationship? 

• Is there a performance measurement for trust, in your opinion? 

• Would you do business with someone you do not trust? 

Additional comments: 

Culture 
I recognize that there are many cultural differences that exist when doing business with a 
foreign corporation or individual. 

• What is the role of culture in business relationships? 

• Do you perceive cultural differences to be a problem in business? 



• If these differences are recognized by both parties and an effort is made on both parts 
to deal with these differences, is it still a detriment to business? 

• What is the role of culture in establishing a business relationship and/or in the 
development of trust? 

• What are the necessary steps to promote cultural bridging, in your opinion? 
• Do you feel comfortable working with people of a different culture? 

Additional comments: 

Contractual Framework 
I like to gain an insight into the contractual framework. Having talked about business 
relationships, trust and culture, 

• Is it necessary for a healthy business relationship to be in place before you select the 
individual or organization to participate in your project? 

• Is it necessary to have had worked with that person or organization previously? 

• Do you feel that you need to trust the individual or organization before you enter into 
business with them? 

• Do you see language as a detriment to doing business with them? 

• Do you see cultural differences as a detriment to doing business with them? 

• Have you ever awarded contracts or worked with foreign organizations? 

• If so, please comment on your experiences, problems, frustrations etc. 



• What is the most important attribute that you look for in a contract? Is it cost, 
capability, technology, financial incentives, profit sharing? 

• Are you looking for business opportunities when you carry out your selection? 

• How about dispute resolution? 

• Do you have a risk/reward arrangement on your project? 

• How do you handle risks on your projects? 

• Do you consider your contract to be rigid with no room for changes or do you prefer 
to have the ability to change things as you go along? If changes are possible, please 
comment on how changes are handled. 

• Do you have a selection criteria? If so, is this criteria made known to bidders? Do you 
apply this criteria fairly? 

Additional comments: 

Interviewee Demographics 

Male: Female: Age: 

Cultural Background:   

Level of Education:   

Number of years in construction industry   

Length of Interview:   



OBSERVATIONS 

Descriptive Notes Reflective Notes 


