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Abstract

Interpersonal networks facilitate business cooperation and socioeconomic exchange. But
how can outsiders demonstrate their trustworthiness to join existing networks? Focusing
on the puzzling yet common phenomenon of heavy drinking at China’s business ban-
quets, we argue that this costly practice can be a rational strategy intentionally used by
entrants to signal trustworthiness to potential business partners. Because drinking alcohol
can lower one’s inhibitions and reveal one’s true self, entrants intentionally drink heavily
to show that they have nothing to hide and signal their sincere commitment to coopera-
tion. This signaling effect is enhanced if the entrants have low alcohol tolerance, as their
physical reactions to alcohol (e.g., red face) make their drunkenness easier to verify. Our
theory of heavy social drinking is substantiated by both ethnographic fieldwork and a
discrete-choice experiment on Chinese entrepreneurs. This research illuminates how trust
can be built absent sufficient support from formal institutions.
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1 Introduction

Economic activities are embedded in social networks (Aoki, 2001; Granovetter, 1985),
which facilitate cooperation and business by enabling repeated interactions and constrain-
ing cheating. This is especially important when formal institutions such as the politico-
legal system fail to protect property rights and ensure efficient resource distribution (Chang,
2011; Clay, 1997; Greif, 2006; Kali, 1999; Richman, 2017). However, outsiders may find
it difficult to join existing networks. Not knowing outsiders’ credibility, incumbents might
hesitate to cooperate with them, despite the potential benefits (Seabright, 2010). How do
the two sides overcome the trust barrier? An emerging body of research has found that by
investing in credible, often costly, signals, outsiders can make their favorable but unob-
servable characteristics, such as trustworthiness and cooperativeness, known to potential
partners and distinguish themselves from cheaters (Bereczkei et al., 2010; Camerer, 1988;
Gambetta & Székely, 2014; Gintis et al., 2001; Gurven et al., 2000; Leeson, 2008, 2014a;
Posner, 1998, 2009; Skarbek & Wang, 2015). Substantiated by evidence from China, this
paper argues that, in some cultural circumstances, the puzzling yet common practice of
heavy drinking when doing business in China allows outsiders to signal trustworthiness so
as to join existing business networks.

Drinking is widely considered to bear symbolic and ritual meaning that promotes socio-
economic cooperation (Adler, 1991; Barrows & Room, 1991; Fuller, 1995; Heath, 2000;
Sherratt, 2014). For example, wedding toasts acknowledge the newlyweds’ new status (Chr-
zan, 2013), and after-work drinking communicates patterns of work and leisure (Gusfield,
1987; Moeran, 2021). Recent studies have also examined the chemical effects of alcohol on
economic behaviors. Some research finds that alcohol might make a drinker more aggres-
sive, fallible, and impatient (Corazzini et al., 2015; Schweitzer & Gomberg, 2001), and
other research shows that moderate social drinking can promote cooperation and bonding
because it relaxes the drinker, lowers their social inhibitions, leads to displays of emotion
(in facial expression and speech), and facilitates truth telling, as in the ancient Roman prov-
erb “In vino veritas” (Au & Zhang, 2016; Peters & Stringham, 2006; Sayette et al., 2012).
Slingerland (2021) demonstrated from an evolutionary perspective that despite huge health
and social costs, alcohol fosters creativity and solidarity, contributing to its prevalence since
ancient times. Haucap and Herr (2014), from a rational choice perspective, explained how
alcohol can be used socially to help drinkers network, especially those who enjoy drinking.

Insightful as they are, however, existing studies have mainly focused on moderate alco-
hol consumption. An explanation is still lacking for the rationale for heavy drinking in some
business settings, especially when it comes to individuals who do not enjoy or have low
alcohol tolerance. Drinking at lavish banquets is nearly indispensable when doing busi-
ness in China and is particularly common when businesspeople try to establish a network
with potential cooperators. High-end Chinese liquors (baijiu—e.g., Maotai [3 £5]), which
are often much stronger than other types of alcohol, are popular at such banquets (Hurun
Report, 2019). Moreover, participants in banquets often drink heavily and suffer hangovers,
even though many of them do not enjoy drinking. A survey of more than 3,600 adults in
China revealed that 68.5% of respondents considered drinking at banquets tormenting (Lin,
2022a).

We argue that in this circumstance, drinking is not only a ritual for launching business
deals but a signaling strategy that businesspeople employ to demonstrate trustworthiness
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and establish interpersonal networks, or guanxi. Building upon existing works, especially
Haucap and Herr (2014) and Slingerland (2021), we argue that because alcohol can lower
the drinker’s guard, leading to (unwilling) truth telling, only trustworthy entrants will inten-
tionally drink so heavily as to lose control of themselves. The effectiveness of heavy social
drinking as a signal of trustworthiness depends on the ability of signal receivers to verify the
sender’s drunkenness. Since people can easily fake being drunk, receivers might require the
sender to disclose their intake of alcohol. The receivers can also rely on involuntary reac-
tions to alcohol intoxication, such as physiological responses that are hard to fake.

We substantiate our theory using mixed methods. First, we conduct intensive ethno-
graphic fieldwork. Banquet norms gleaned from field observations and interviews support
our theory that banquet hosts, who are network entrants, drink heavily to signal trustworthi-
ness to their guests, who are potential partners. Second, we test the propositions through
a discrete-choice experiment (DCE) on Chinese entrepreneurs with extensive experience
of drinking at banquets. To test for treatment effects, the respondents are randomized into
groups and picked ideal business partners from pairs of candidates with different attributes.
The experimental results largely confirm our propositions.

Our paper contributes to the literature on institutional mechanisms and networking strat-
egies deployed to secure cooperation. We show that in addition to widely employed strate-
gies to establish trustworthiness—such as posting a hostage, paying a deposit, and sharing
compromising information (Gambetta & Przepiorka, 2019; Werner & Keren, 1993)—drink-
ing alcohol, a conduit unnoticed by prior research, can also be used by outsiders to signal
trustworthiness and join existing networks. Therefore, we offer a rational choice account of
heavy drinking that is prevalent in some social circumstances and appears to be painful and
wasteful. In doing so, our research also contributes to the growing public choice literature,
pioneered by Peter Leeson, which seeks to rationalize puzzling and seemingly unproductive
institutions and social practices such as human sacrifice, Gypsy Law, ordeals, oracles, witch
trials, and child brides (e.g., Leeson, 2012, 2013, 2014a, bb, Leeson, 2014c; Leeson & Russ,
2018; Leeson & Suarez, 2017; see also Maltsev, 2022a, b on sects in Russia).

By integrating social anthropology and institutional economics, our paper also contrib-
utes to the broad literature on the economic rationality underlying everyday symbolic and
customary practices (e.g., food sharing, gift and charitable giving, and ceremonies) that exist
(partially) because they promote cooperation (Bird et al., 1997; Bird et al., 2002; Bénabou
& Tirole, 2006; Bracha & Vesterlund, 2017; Carmichael, 1997; Carr & Landa, 1983; Chwe,
2013; Glazer & Konrad, 1996; Skarbek & Wang, 2015; Yan, 1996; Yang, 1994). Finally, we
broaden the scope of signaling theory to more social scenarios by looking at the banquets as
a signaling game and showing that the signaling is a powerful commitment device that can
promote trust and cooperation (Bereczkei et al., 2010; Gambetta & Székely, 2014; Gintis et
al., 2001; Leeson, 2008; Posner, 1998; Sosis et al., 2007; Van der Weele, 2012).

2 A theory of heavy social drinking
Interpersonal networks are frequently relied upon for doing business in transitional econo-
mies because such economies’ formal institutions suffer major shortcomings. First, in such

economies, weak rule of law can hinder the making and enforcement of contracts that ensure
every party fulfills their duties and receives their benefits. For instance, the judicial system

@ Springer



Public Choice

in China has suffered from being subject to the political influence of government officials
and the ruling party, lacking professionalism and accountability, receiving inadequate fund-
ing, and being conducive to judges’ corruption (Gong, 2004; Wang, 2013). Courts also lack
coercive tools to enforce civil judgments. These deficiencies can greatly undermine judi-
cial fairness, increase the cost and uncertainty of litigation, and decrease judicial efficiency
and reliability (Clarke, 1996; Gong, 2004; Peerenboom, 2002). Second, traditional culture
may exacerbate the problem by dampening people’s willingness to use courts. For example,
Chinese people, including businesspeople, tend to believe that litigation can damage their
reputation.' Third, in transitional economies, resources (e.g., land and other scarce natural
resources) and business opportunities are often controlled by the government and directed
at cronies (Harber et al., 2003, Ruan & Wang, 2023; Zhan, 2022; Zhu, 2012). Consequently,
businesspeople depend heavily on personal connections to conduct business with those
deemed trustworthy and to access scarce resources.

In China, guanxi, or interpersonal networks, is a common private cooperation mecha-
nism sustained by reputation and reciprocity (Burt & Burzynska, 2017; Chang, 2011; Kiong
& Kee, 1998). It serves to coordinate people’s beliefs about how others will respond and
enables them to communicate about their resources and past behaviors (Wang, 2014; Zhan,
2012). Individuals’ misbehaviors that could damage their reputation—such as free riding,
fraud, and contract violations—can be greatly discouraged by guanxi because being per-
ceived as untrustworthy can cause one to be ostracized and lose the long-term benefits of
guanxi. Thus, guanxi reduces transaction costs for network incumbents and reinforces the
pattern of repeated exchange of favors by mitigating opportunism (Hwang, 1987; Standi-
fird & Marshall, 2000). Having guanxi with politically and economically powerful net-
work members also confers privileges and facilitates favor seeking (Su & Littlefield, 2001).
Therefore, it plays an important role in establishing, enabling, and sustaining long-term
business cooperation.

However, guanxi does not create itself. When businesspeople make a deal, they often
need to first establish guanxi with potential partners in an existing network. But potential
partners may lack information about entrants’ past behaviors and find it difficult to evalu-
ate the entrants’ trustworthiness. Evaluation can be especially difficult when the economy
expands and socially distant outsiders with no reputation try to join a network (Landa,
1994). Cooperating with a deceiver can bring losses to network incumbents. The risk is
typically high when the exchanges are nonsimultaneous, which means incumbents must
commit resources (e.g., making payments) before the entrants return benefits, or when the
cooperation involves illegal transactions (e.g., corruption or the production or exchange of
illegal products) that are not protected by formal enforcement mechanisms and can elicit
legal sanctions (Li, 2011).

To solve the asymmetric information problem, cooperative entrants may signal their
trustworthiness, a trait that supports long-term cooperation but is not readily observable,
to potential partners. Trust, as defined by Rotter (1967, p. 65), is a “generalized expectancy
held by an individual that the word, promise, oral or written statement of another individual
or group can be relied on.” Trustworthiness generally indicates one’s reliability such as their
willingness to keep promises (instead of deceiving or cheating) and cooperate despite hav-

! Li (2024) shows that more than 20% of Chinese entrepreneurs surveyed in the US believe that litigation is
bad for their reputation. Likewise. Lin et al. (2023) find that participants in China’s mining industries fol-
lowed the norm of avoiding litigation and perceive deviants as untrustworthy.
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ing to endure hardship or bear other costs (Cook et al., 2005). Thus, potential partners prefer
to enter into contracts with and maintain long-term cooperation with entrants they perceive
as trustworthy.

Signaling is widespread in market and nonmarket environments. It is used to deter attack-
ers or competitors, enhance status, and facilitate solidarity and cooperation. For instance,
investing in rituals or religious commitment can increase trust both within and across groups
and promote cooperation (Hall et al., 2015; Soler, 2012).2 A credible signal requires send-
ers to take an action that dishonest mimickers are unwilling to perform. In some scenarios,
receivers can readily determine that signals are costly—for example, if the signal requires
the sender to behave violently—while in other scenarios, receivers must rely on subtle
clues, such as facial expressions or emotional responses, to evaluate the signals’ costliness
(Bird & Smith, 2005; Cheng et al., 2020; Ohtsubo & Watanabe, 2009; Soler, 2012; Sterelny
& Hiscock, 2014).

Credible signaling can demonstrate entrants’ willingness to build network ties with
potential partners (Leeson, 2008). In China, gift giving governs daily life in communities
and commerce (Bulte et al., 2018; Camerer, 1988; Cao et al., 2020; Steidlmeier, 1999; Yan,
1996). As Posner (2009) explained, a good gift shows the giver’s willingness to maintain a
reciprocal long-term relationship with the receiver because the relationship must endure for
a long time before the giver can recover their investment (e.g., the money and time required
to acquire goods). Heavy drinking at Chinese business banquets is another significant, prev-
alent, and understudied signaling mechanism that can help entrants (signal senders, who are
often banquet hosts) show potential partners (signal receivers, who are network incumbents
and often banquet guests)® their trustworthiness, which gift giving alone cannot.

Unlike with gift giving, the cost of heavy drinking lies not only in money and time but in
harming one’s health* and, more importantly, revealing one’s true intentions after the drink-
ing lowers their guard. Medical research has shown that by targeting drinkers’ prefrontal
cortex, which is the center of cognitive control and behavioral direction, alcohol can slow
their reflexes and dull their senses. Hence, large amounts of alcohol can weaken drink-
ers’ capacity to maintain a clear sense of defense, control their behavior (including hiding
their intentions), and stay focused on tasks, which is unlikely without alcohol (Slingerland,
2021). Therefore, by drinking heavily, often to the point of losing consciousness and suffer-
ing considerable physical discomfort, entrants show that they are not afraid to tell the truth
and that they will overcome hardship to fulfill their promises (e.g., the promise to drink).

Truth telling under the influence of alcohol is acceptable for entrants who sincerely want
to sustain long-term cooperation, as revealing the truth after putting down their guard will
not call into question their trustworthiness. However, the cost of truth telling can be unaf-
fordable for cheaters because heavy drinking can hinder them from disguising their true
intentions and lead them to reveal their ulterior motives, which makes cooperation impos-

2 Other examples of signaling include people harming themselves to display their dangerousness and thereby
deter potential attacks or predation (Lin, 2022b; Gambetta, 2011), governments investing in risky R&D
projects to signal their competence (Lamberova, 2021), and donations demonstrating generosity or income
and thereby improving donors’ status (Bracha & Vesterlund, 2017).

3 Hereafter, the terms signal senders, entrants, and hosts are used interchangeably, as are signal receivers,
network incumbents, potential partners, and guests.

4 Alcohol intake impairs cognition and motor skills, damages the liver, and kills brain cells; therefore,
excessive consumption implies substantial health costs (Slingerland, 2021). As revealed by Griswold et
al. (2018), alcohol use has been ranked as one of the most serious risk factors of human health worldwide.
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sible. In brief, heavy drinking can be a credible trustworthiness-signaling mechanism if it
creates a cost differential between trustworthy entrants and cheaters .

Proposition 1 Signaling effect of heavy drinking: heavy drinking can signal entrants’ trust-
worthiness as cooperators.

Proposition 2 Cooperation outcome of heavy drinking: heavy drinking can help entrants
establish long-term guanxi with potential partners.

However, because people have different levels of tolerance of alcohol, some entrants with
high alcohol tolerance might be able to fake being drunk. Only when the potential partners,
or signal receivers, can confirm that the entrants have drunk to the point of (nearly) getting
intoxicated and losing control will they be confident that the entrants are revealing their true
selves. Thus, signal receivers need the senders to reveal their intake of alcohol; involuntary
reactions to intoxication by alcohol, which are hard to fake, help the potential partners verify
the entrants’ drunkenness.

A condition caused by aldehyde dehydrogenase 2 (ALDH2) deficiency, the alcohol flush
reaction, in which one’s face turns red after drinking alcohol, is one indicator of relatively
low alcohol tolerance that can be read to verify drunkenness. People with low alcohol toler-
ance often develop flushes or blotches associated with erythema on their face and neck after
drinking (Brooks et al., 2009). The condition is fairly common among Asians and is often
associated with an increased risk of esophageal cancer in those who drink (Lee et al., 2008,
2014). This distinctive and visible sign probably accounts for why heavy drinking as a trust
device is more common in China than in non-Asian transitional economies.

Proposition 3 Heterogeneous effect of alcohol (in)tolerance: entrants with low alcohol
tolerance (red face) who drink heavily are more likely to establish guanxi with potential
partners.

In Online Appendix A, we develop game-theoretic signaling models of drinking to capture
the strategic interaction between an entrant (signal sender) and a potential partner (signal
receiver).’

3 Alcohol and alliance: drinking to signal trustworthiness at China’s
business banquets

To substantiate our theory of heavy social drinking, we conducted ethnographic fieldwork in
the provinces of Guangdong, Jiangxi, and Hebei from 2021 to 2024. We conducted obser-
vations at 20 business banquets as both participants and nonparticipants. Attending the
banquets and observing their organization and procedures helped us understand the norms
regulating the signaling practices of heavy drinking. We also interviewed 14 frequent ban-
quet participants. Because a guest at one banquet is often a host at another one, these inter-
viewees were able to convey their views about heavy social drinking from the perspectives
of both signal senders and receivers.

5 The propositions can also be formulated based on the game equilibria.
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Being entryways to guanxi, China’s lavish business banquets are organized with remark-
able intricacy and “considerable calculations” (Bian, 2001, p. 281; Bian, 2019; Hessler,
2006). We found that although banquets sometimes appear informal, they are serious occa-
sions on which entrants try hard to make a favorable impression. Banquet hosts, who are
usually the entrants into a business network, provide guests, who are the potential business
partners, with hospitality in the form of a delicious meal, extravagant alcohol, and dedicated
service. Banquets often occur in quasi-public spaces, such as private rooms in restaurants in
which participants are clearly separated from nonparticipants. The restaurants and private
rooms are high-end and handpicked by the hosts to demonstrate respect for the guests.
Many private rooms nowadays are well furnished and equipped with a small kitchen and
restroom for customers’ convenience. Banquet participants usually sit at a round table, with
the main host sitting facing the door, indicating that they are paying for the banquet. The
main guest often sits to the host’s left, indicating their high status and importance among the
participants. Other participants sit on both sides of the main host and main guests according
to their seniority or status in the network.

Alcohol and drinking are in the spotlight at the banquet. High-end and high-alcohol
liquors such as Maotai with 53% alcohol by volume have come to symbolize prestige and
opulent business entertainment in China. The high demand for Maotai is evident in the
product’s premium price and the company’s substantial market capitalization. The price
of Maotai increased from approximately US$150 in 2014 to US$420 in 2023 per 500 mL
bottle (Sina, 2019).% Several interviewees mentioned that hosts always ensure the supply of
alcohol lasts until the conclusion of the banquet.

Hosts are expected to indulge in heavy drinking in a highly ritualized manner. This ritu-
alization seems aimed to make it easier for guests to measure hosts’ alcohol consumption.
To that end, the alcohol, glasses, and liquor dividers are selected, prepared, and regulated
in accordance with unwritten rules. Everyone is given a transparent 10 mL glass (large
enough to hold a single slug of alcohol) and a liquor divider (which allows people to serve
themselves and, more importantly, to measure the amount they drink; Fig. 1). In areas where
people have high alcohol tolerance on average (or people tend to drink more—e.g., Shan-
dong Province), 165 mL glasses are used and people are expected to finish them with three
to four gulps (Sohu, 2013). Banquet participants who prefer to drink wine and beer might be
expected to drink three and six times more than those who drink liquor, respectively.

Hosts are expected to drink at several key moments of the banquet, always in a very
visible way. The host usually starts the banquet by thanking the guests for coming and pro-
posing that everyone participate in three toasts together. In this initial round, all participants
drink. After the toasts, the entrant can walk around the table to drink and network with indi-
vidual guests. The host toasts the main guest first and then the other guests according to their
seniority or status, paying tribute to them and demonstrating sincerity and strong interest in
cooperating with them. The host keeps their glass lower than a guest’s glass when the two
clink glasses, symbolizing their humble position and respect for the guest.

At these banquets, drinking is not just for fun, a fact that is acknowledged by their par-
ticipants. After clinking glasses, the host often tells a guest, “I will drink up, and you don’t
have to [wo gan nin sui yi].” As one interviewee told us, saying that means “I am prepared

® Moutai Group’s market capitalization has reached a staggering US$329 billion, leading all other enter-
prises in China’s capital market.

@ Springer



Public Choice

Fig. 1 Maotai and containers

to bear the suffering to make our cooperation work while no pressure is placed on you.””

Another interviewee interpreted drinking in this circumstance as a way of acting on the
Chinese proverb “I would go through fire and water without hesitation for our business
cooperation.”® After drinking, the host often raises their glass slightly to let others witness
that they drank as promised. After toasting and drinking with every guest once, the host
often toasts important guests in several additional rounds.

Drinking is also used as self-punishment by the host and sometimes as a test given by
potential partners, creating more opportunities to drink visibly. For example, when a host
realizes that they are behaving uncourteously, such as answering a phone call when din-
ing (even for an emergency), they often drink three glasses of alcohol continuously under
the gaze of other participants as self-punishment. This act often wins other participants’
applause, which indicates that they not only have forgiven the misbehavior but appreciate
the host’s sincerity. Sometimes potential partners make a conditional offer: they will do
business with or give business opportunities to the host if the latter drinks a certain amount
of alcohol in one shot, such as 250 mL of Chinese liquor.” These rites allow potential part-
ners (signal receivers) to observe the hosts’ alcohol intake.

As the drinking proceeds, participants feel more relaxed and open to conversation. On
many occasions, after heavy drinking, participants start to share their personal stories, and
some might start to sing or dance. When asked why entrants have to drink to that extent, an
interviewee explained that “drinking gives the feeling of dizziness and disorientation, mak-

7 Interview PP in Guangdong, 2021. We use the initials of the interviewees to code our interview transcripts.
8 Interview LD in Guangdong, 2021.
° Interview PP in Guangdong, 2021, interview LL in Jiangxi, 2022, and interview ZG in Guangdong, 2023.
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ing people speak out their heartfelt words and behave as who they really are.”'® Another
interviewee held a similar view: “Alcohol is a catalyst; individuals become more talkative
only when they consume a substantial amount.”!!

Hosts often end up drinking a large amount, which is physically painful. An interviewee
with extensive banquet experience even likened alcohol to a poison that erodes one’s gut.!?
However, when asked whether it is possible to avoid heavy drinking, an interviewee reported
that “simply giving gifts might not substitute for drinking because many networks are estab-
lished at banquets.”'> Another interviewee said, “Playing tricks at banquets is absolutely not
allowed because drinking shows sincerity and not drinking would be perceived as dishonest,
untrustworthy, and even silly.”!*

The host must not unilaterally end the banquet; otherwise, they will be seen as not sincere
or dedicated to business cooperation. Thus, drinking often continues until the most impor-
tant guest suggests all participants conclude the banquet with a final glass of alcohol. Some
hosts, as explained by an interviewee, “might go to toilets to vomit every once in a while to
avoid getting heavily drunk too early.”'> It is not surprising that some hosts get very drunk
by the end and even experience alcohol poisoning.'® The pressing need to drink also forced
some interviewees who were allergic to alcohol to leave their sales and marketing posts to
avoid these circumstances to avoid these circumstances.!” Entrants from areas where people
drink less often inevitably drink much more when they do business in areas with a higher
average alcohol intake. Sometimes, foreigners who want to do business in China also need
to follow local drinking rules as one interviewee working in international trade explained.'®

Thus, in general, as stated in Propositions 1 and 2, hosts who sincerely want to cooperate
with potential partners treat heavy drinking as a necessary means to demonstrate that they
have nothing to hide. Hosts who refrain from drinking heavily at such banquets are treated
with diffidence. As one interviewee remarked, “One’s character while drinking reflects their
true character.”'

Heavy drinking’s ability to serve as a credible signal depends crucially on the host’s
alcohol tolerance. When asked whether some people can fake drunkenness, an interviewee
replied, “How much is considered a lot to drink also depends on one’s alcohol tolerance; it
is common knowledge that those whose face easily becomes red after drinking at banquets
have low alcohol tolerance.”?® Another interviewee remarked, “At the banquets with new

19 Interview TA in Jiangxi, 2024.

! Interview NN in Guangdong, 2024.

12 Interview LD in Guangdong, 2021.

13 Interview LL in Jiangxi, 2022.

14 Interview PP in Guangdong, 2021, and interview MIU in Guangdong, 2023.
15 Interview LL in Jiangxi, 2022, and interview MIU in Guangdong, 2023.

16 «“A 42-year-old man died after business drinking,” https:/society.huanqiu.com/article/9CaKrnK dF4e,
Global Network, October 15, 2018, accessed February 1, 2023.

'7 Interview SN in Hebei, 2022, and interview YD in Guangdong, 2021.

18 Interview AF in Guangdong, 2023. Scholars and visitors from overseas also share similar experiences
(Hessler, 2006; Sin & Yang, 2020). As suggested by Leeson (2008, 2014a), outsiders who follow hetero-
geneous social norms but seek to cooperate with local people often have to reduce their social distance by
investing in costly signals such as obeying local norms—e.g., learning local people’s language (Landa, 2016).

19 Interview TA in Jiangxi 2024.
2 Interview PP in Guangdong, 2021.
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potential business partners, we tend to think that individuals whose faces turn red must have
drunk to nearly their full capacity and tend to put more trust in such individuals.”?' There-
fore, a drinker’s red face is widely considered as a visible sign of intoxication, suggesting
that they are unlikely to be faking drunkenness and hiding ulterior motives. Consistent with
Proposition 3, this physical reaction makes trustworthy entrants even more distinguishable
through heavy drinking.

In summary, drinking to the point of suffering and drunkenness is a means for entrants
to demonstrate their trustworthiness. The logic resembles that of the rituals often associated
with criminal-gang initiation practices, which help “elicit important information about a
recruit’s ability and dedication” (Skarbek & Wang, 2015, p. 295).

4 Discrete-choice experiments
4.1 Experimental design

To further test our propositions, we designed a survey with a DCE from the potential part-
ners’ perspectives to examine their responses to entrants’ signals. DCEs are also called con-
joint experiments in some social science studies (Mares & Visconti, 2020; Tsai et al., 2022),
although the two concepts are slightly different in economics (Louviere et al., 2010). Unlike
the stated-preference survey method, which directly asks people’s opinions on each attri-
bute, the DCE design allows respondents to choose their preferred profile from several can-
didate profiles. This experimental method is good for testing multidimensional preferences
and estimating the causal effects of multiple attributes on hypothetical choices or evalua-
tions (Bansak et al., 2021). By mimicking potential partners’ decision-making processes, a
DCE can capture the difference between preferences and final decisions, which is difficult
for stated-preference surveys to accomplish (Diamond & Hausman, 1994). The DCE design
also helps to reduce social desirability bias because respondents need not express approval
for controversial actions such as heavy drinking.

4.1.1 Participants

Given that our focus is on business cooperation, we used a focus group sampled from the
business community in China to increase the external validity of our survey experiment. We
distributed the survey to two local commercial associations from the provinces of Guang-
dong and Jiangxi. The head of each association promoted the survey during a gathering and
then distributed the questionnaire on members’ social networking app (WeChat). The ques-
tionnaires were distributed to respondents in August 2021, and 272 of the 320 respondents
completed the survey, for a response rate of 85%. The respondents were either entrepreneurs
or salespersons at different-sized enterprises in different industries (see Online Appendix
B). Thus, they were familiar with the decision-making context of the questions, and their
responses represented a wide range of Chinese businesspeople.

2! Interview QZ in Guangdong, 2023. Interview LD in Guangdong, 2021, concurred.
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4.1.2 Procedure
In the questionnaire, the respondents were presented with a short description of the context:

Agency A wants Agency B’s help and support for Project (A) The project was some-
what good but not necessary for Agency (B) The representatives of Agency A invited
representatives of Agency B to a dinner banquet. At the banquet, they first drank three
toasts to all participants and then had a good conversation.

As the banquet scenario proceeded in the survey, our respondents were asked to think of
themselves as the leading representative of Agency B (the guest and potential partner) and
were presented with two profiles of the representatives of Agency A (the hosts and entrants).
Two attributes, drinking effort and alcohol tolerance, were included in the Agency A repre-
sentatives’ profiles to test our three propositions. Given the prominence of Maotai in Chi-
nese business banquets, we also included as an additional attribute the liquor brand. Thus,
each profile featured three attributes whose values were assigned and ordered randomly to
ensure no profile-order effect. With the randomized design, the respondents were exposed to
1 of 56 combinations with equal odds. The attributes were as follows:

Attribute 1: Drinking effort (Propositions 1 and 2): drinking a glass of alcohol with
every attendee from Agency B (heavy drinking) versus drinking a total of two glasses
(token gesture).

Attribute 2: Alcohol tolerance (Proposition 3): looks no different after heavy drinking
(high alcohol tolerance), or exhibits red face and vomits in the restroom after heavy
drinking (low alcohol tolerance).

Attribute 3: Liquor brand (Maotai’s role): Maotai (luxury liquor) versus Jian Nan
Chun (good ordinary liquor).

For attribute 1, we used the Chinese term datongguan to describe drinking a glass of liquor
with every attendee from Agency B—that is, heavy drinking by the entrant. Such a practice
is widespread in our ethnographic observations and was mentioned by several interview-
ees.?? People with experience with Chinese banquets, such as the respondents, all under-
stand this term. Consider the case in which five guests from Agency B attend the banquet. In
just one round of datongguan, the leading representative of Agency A would need to drink
at least five (small) glasses, or 50 mL, of high-alcohol liquor. Adding that to the first three
toasts that everyone drinks, the representative of Agency A would drink 80 mL. If there were
more guests and more rounds of datongguan, the amount of alcohol drunk by the leading
representative of Agency A could multiply several times. The two-glass alternative is widely
considered a token gesture.

Attribute 2 differentiated the entrants’ alcohol tolerance. As discussed previously, red
face is a good proxy for low alcohol tolerance. Our proposition predicts that a flushed face
after heavy drinking will strengthen the signaling effect of heavy drinking, making the

22 Interview PP in Guangdong, 2021, interview QZ in Guangdong, 2023, and interview ZG in Guangdong,
2023.
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guests think that the entrants are trustworthy. Thus, we examine the heterogeneous treat-
ment effect of red face conditional on different levels of drinking (attribute 1: heavy versus
light) to test the effect of alcohol tolerance on cooperation (Proposition 3).

Attribute 3 contrasts Maotai, the most prized liquor (costing more than RMB 3,000 per
bottle) with Jian Nan Chun (21| F§ %), a common good liquor for banquets (RMB 1,000 per
bottle), to explore the role of Maotai in the signaling game. Online Appendix C provides
details of a vignette.

The dependent variables are respondents’ evaluations of the entrants’ trustworthiness
and desire for long-term cooperation. After reading each profile, the respondents were
asked which representative they considered more trustworthy and were required to select an
entrant to cooperate with in the long term. We also recorded the respondents’ major demo-
graphic information, including age, gender, income level, type of work, and scale of the
company they were working for. Following the common practice of DCE, we invited each
respondent to complete three rounds of the experiment.

4.2 Results
4.2.1 Descriptive statistics

Online Appendix D provides a demographic summary of the 272 respondents. Approxi-
mately 20% were female (227 men versus 45 women), which is close to the percentage of
female entrepreneurs in China (25%) (All-China Women’s Federation, 2010). The treat-
ment was balanced across the observed demographic characteristics. In addition, 76% of
the respondents reported that they cannot tolerate more than 250 mL of high-alcohol liquor,
which echoes our fieldwork finding that to drink 250 mL of liquor (a test by potential part-
ners) would put a heavy burden on the entrants. Moreover, 39% of respondents reported that
they can drink no more than 100 mL of liquor, an amount that could be easily reached in a
heavy-drinking banquet, as estimated previously. 87% of the respondents were aware that a
red face indicates low alcohol tolerance, which supports our use of red face and vomiting as
proxies for low alcohol tolerance. Our respondents also generally agreed that heavy drink-
ing harms one’s health: 93% of the respondents admitted that drinking has negative health
outcomes, and 56% considered the effect to be strong, consistent with scientific findings
(CDC, 2019; Lobo & Harris, 2008; Room et al., 2005).

4.2.2 Testing the main effect

We first test the main effect of heavy drinking on cooperation outcomes (Proposition 2),
as it is worthwhile to further test the mechanism (Proposition 1) only if the effect holds.
Results are presented in Table 1. Column 1 shows the coefficients of the logistic regres-
sions testing whether heavy drinking promotes cooperation (i.e., whether guanxi is formed).
The respondents showed a statistically significant preference for cooperating with heavy-
drinking entrants rather than those making a token gesture, which is consistent with Proposi-
tion 2. The marginal effect of the variable Heavy Drink is as large as 0.104 and statistically
significant at the 0.01 level, which means that a heavy drinker is 10.9% more likely to be
selected than an entrant making a token gesture.
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Table 1 Effects of different strategies on long-term cooperation

Business Cooperation Mechanism
0] 2 3 ()
DV: Cooperation Cooperation Trustworthiness Trustworthiness
Heavy Drinking 0.104%** 0.116%*** 0.108%** 0.126%**
(0.029) (0.031) (0.026) (0.027)
Red Face 0.060* 0.064* 0.036 0.038
(0.031) (0.034) (0.028) (0.030)
Maotai 0.064** 0.085%** 0.045 0.058*
(0.027) (0.030) (0.028) (0.030)
Personal Char. Controls No Yes No Yes
No. Obs. 1630 1450 1630 1450
No. Respondents 272 242 272 242

Note: *p<0.1; ** p<0.05; *** p<0.01. Standard errors are in parentheses and clustered at the respondent
level

The coefficient of Red Face in column 1 suggests that those who send the signal of low
alcohol tolerance have a higher probability (6% points) of achieving long-term business
cooperation than other entrants. However, the effect is marginally significant at the 0.1 level.
We did not propose a direct effect of red face on cooperation previously; however, its limited
stand-alone effect on cooperation may align with our ethnographic observations, in which
signal receivers use it as a clue to determine if someone claiming to have consumed their
maximum alcohol capacity is actually drunk. In other words, it reinforces the credibility of
the heavy-drinking signal instead of representing an independent signal of cooperativeness.
Thus, the sizable marginal effect of Red Face (0.06) indicates potential treatment-effect
heterogeneity, as conjectured in Proposition 3, which we test later.

The coefficient of Maotai shows that offering luxury liquor gives entrants a significant
competitive advantage. Compared with offering a good ordinary liquor such as Jian Nan
Chun, offering Maotai makes an entrant 6.6% more likely to be picked as a long-term busi-
ness partner, which helps to explain why Maotai is so popular at Chinese business banquets.
At the same time, considering that high-end wines such as Maotai are frequently given as
a business gift in China, the relatively small effect of Maotai compared with that of heavy
drinking reinforces the preeminent role of drinking, complemented by gift giving, in busi-
ness cooperation.

As our treatment was balanced across different personal characteristics, the possible
confounding effects from them were minimal. Nevertheless, we checked the robustness of
our results by controlling for demographic variables, including gender, age, income level,
whether the respondent worked in the private sector, and the number of employees at the
respondent’s company. The thirty respondents who did not provide full demographic infor-
mation were dropped from the data set. The results are robust, and the marginal effects of
several key treatments actually increased (column 2 of Table 1).

4.2.3 Testing the mechanisms
We now test the underlying signaling mechanism: heavy drinking signals the trustworthi-

ness of the host and therefore increases the likelihood of cooperation (Proposition 1). We
start with the correlation between the drinking attributes and the proposed intermediate vari-

@ Springer



Public Choice

able (trustworthiness). As presented in column 3 of Table 1, the coefficient of Heavy Drink-
ing is highly significant, indicating that heavy drinking sends the signal of trustworthiness.
We also control for other personal characteristics, and the positive effect of heavy drinking
on trustworthiness persists (column 4). Finally, we examine the relationship between trust
and long-term cooperation and find positive statistical significance (Appendix E). The two
parts of the findings together prove that the cooperation outcome in Proposition 1 follows
our proposed theory of heavy social drinking, according to which heavy drinking is inter-
preted by potential partners as a sign of trustworthiness, which they need to be convinced of
in order to accept the entrant into their network.

Neither Red Face nor Maotai alone provides a similar effect to Heavy Drinking as shown
by their coefficients in columns 3 and 4 of Table 1. The insignificance of Red Face might
appear to contradict the previously mentioned interview comment that people tend to put
more trust in individuals whose faces turn red after drinking. However, what the interviewee
said could be conditional on the signal sender’s drinking efforts, which can only be clearly
separated through a rigorous test of the heterogeneous treatment effect.

4.2.4 The heterogeneous effect of Red Face

To explore treatment-effect heterogeneity, we estimate the effect of red face on cooperation
under the conditions of heavy and light drinking separately. To do this, we divide the data
into two subsets based on the Agency A representative’s drinking effort, therefore forming
two groups, heavy and light drinking. For each group, we employ the same model—namely,
one with cooperation as the dependent variable and alcohol tolerance (i.e., red face vs. looks
no different) as the key independent variable. We also include the same set of personal char-
acteristics: age, gender, income level, type of work, and scale of company. The results are
presented in Fig. 2.

As the bottom chart of Fig. 2 shows, the effect of Red Face is statistically significant in
the heavy-drinking scenario, with 8.2% more likely to be selected for cooperation than those
with high alcohol tolerance. By contrast, among the token-gesture group (those engaging
in light drinking), entrants with red face see a much smaller effect of drinking on securing
cooperation; the effect is not statistically significant in comparison with that for entrants
whose faces do not change after drinking (the top chart in Fig. 2). This result indicates that
the effect of low alcohol tolerance (red face) on business cooperation is mainly conditional
on heavy drinking, as suggested by Proposition 3—that is, red face strengthens the positive
effect of heavy drinking on cooperation. Red face after light drinking is not perceived as an
effective signal by the receivers.

5 Discussion and conclusion

While interpersonal networks are often considered important for socioeconomic and busi-
ness cooperation, especially in regimes with weak institutions, little is known about how
outsiders can demonstrate their credibility and reliability to potential partners and join an
existing network. Our research on drinking at banquets in China helps explain this. Drawing
from ethnographic observations, interviews, and signaling theory, we developed proposi-
tions and found that drinking can help solve the information asymmetry problem that ham-
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Fig. 2 Heterogeneous effects of low alcohol tolerance (red face) by drinking strategy. Note: The confi-
dence interval is calculated at a p=0.05 significance level

pers the establishment of business networks. Through heavy drinking, entrants can signal
their trustworthiness to potential partners, which helps them establish guanxi. This signal-
ing effect is more salient if entrants exhibit low alcohol tolerance because heavy drinking
usually entails higher health costs for them than for those with high alcohol tolerance, and
their drunkenness is more evident. The DCE results largely evidence the signaling effects of
drinking as predicted by our theory.

To enhance the guanxi established through heavy drinking at banquets, entrants who
sincerely want to cooperate may resort to additional strategies such as gift giving to display
their credibility and commitment. Our survey found considerable support for this point.
60% of the respondents admitted that additional gift giving after the banquet is necessary
for securing cooperation, and half of the respondents acknowledged that gift giving is “very
important.”

Our findings also indicate that drinking can affect social welfare as a side effect. By help-
ing potential partners screen entrants by trustworthiness and to identify reliable cooperators,
drinking functions as an informal institution promoting social exchange and cooperation
that lacks formal enforcement. This accounts for why Chinese managers commonly use
luxury food and alcohol to entertain clients and even bribe government officials (Cai et al.,
2011; Zhu & Wu, 2014) and why luxurious banquets are one target of recent anticorruption
initiatives in China (Shu & Cai, 2017; Zhu et al., 2017). The prevalence of drinking could
also deter business investments. For instance, some interviewees from southern China who
had low average alcohol intake mentioned their hesitation to invest in northern China out of
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fear of heavy-drinking norms. The social costs of expenditures on lavish banquets and par-
ticipants’ sacrifice of health can be avoided or reduced if formal institutions become more
effective in sustaining cooperation, enforcing exchange, and resolving conflicts.

Finally, while the sample size in our survey experiment was relatively small, that was
because we focused on respondents with experience with Chinese business banquets. Future
work could test our propositions on a larger sample. It could also compare the signaling
effect of drinking across industries and regions to examine whether the signaling effect
varies across industries and regions with different institutional conditions. Furthermore, it
could investigate how the norm of drinking adapts to changes in socioeconomic constraints.
As Leeson and Suarez (2015); Maltsev (2022b) remind us, private governance mechanisms
are not static in nature, and a better understanding of their functioning requires dynamic
consideration. In addition, more generally, future research may study other institutional
mechanisms employed by out-group strangers to build trust and join existing networks and
therefore enhance broader social cooperation.
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