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BEYOND THE STATE SECTOR: A STUDY OF
HRM IN SOUTHERN CHINA

ABSTRACT

The ndionwide radicd restructuring of ownership and corporate governance in the PRC
in the 1990s has led firms to adopt more market-oriented, modern HRM sysems This
atide examines the evolution of HRM practices in twenty Chinese township and village
enterprises (TVES) located in Southern China. The findings of the sudy reved how HRM
practices have devedoped in response to the chdlenge of an increasingly competitive
environment, as firms further darify property-rights rdaions and formdise ther
corporate governance structures.

KEYWORDS
Town and village enterprises, corporate governance, economic reform; property rights
reform; human resource management; indudrid relations,  |abour-management  relaions,
rewards systems



BEYOND THE STATE SECTOR: A STUDY OF
HRM IN SOUTHERN CHINA

Introduction

One of the important outcomes of the successful economic reform in China over
the last three decades is the emergence of a flourishing non-state sector, which greetly
out-performed the state sector and contributed substantialy to the record-high economic
growth. When China embarked on market-oriented economic reform in 1978, date-
owned enterprises dominated al indudtries, contributing seventy-seven percent of gross
indudtrid output (see Table 1). Since then its share had been shrinking, as the industrid
output of the collectively owned enterprises (COES), private enterprises (PES) and others
expanded rgpidly. By the end of 1999, enterprises of ownership type other than SOEs
contributed nearly eighty percent of China s grossindusdtrid output, aremarkable
achievement brought by the reform. In this study, we will examine the diversfication of
ownership sructure and property rights reform and accompanied human resource
practices in non-state firms, epecidly in township and village enterprises (heresfter
referredto as TVES).

By the end of 2000, China had 20.84 million TVEs, contributing atotal of 2.7156
trillion yuan in added vaue in 2000, gpproximetedy 30.4 percent of GDP (see TVE 2002
report). The officid Statigtics show that TVES grew at an annud rate 9.14 percent, 1.1
percent higher than growth rate of GDP at the same year. Employing a labour force of
128.2 million, TVEs remitted 199.6 hillion yuan in tax payment, acocounting for 15.8
percent of Chind stotd tax revenue. Compared to two decades ago when TVES
contribution to the nationd economy was indgnificant, TV Es have become amgor
source of government revenue and an important vehicle for absorbing surplus rurd
workers. Thefast growing TVE sector has played an essentia rolein supporting
agriculturd production in infragtructure, equipment and capitd, and in raising the income
level of rurd residents.



Background

In accordance with The Law of PRC on Township Enterprises, which cameinto
effect on January 1, 1997, Township and Village Enterprises are “the different types of
enterprises that are established in townships (including the villages under their
jurisdiction) with the bulk of capital being invested by the rurd economic collectives or
farmers...”. Here, the bulk of capital means more than fifty percent, or if lessthan fifty
percent, enough to play a holding or dominant role. However, the nature of the TVE and
the forms of ther inditutiond governance have been the subject of debate (Byrd and Lin
1990; Kornal 1992; Chang and Wang 1994; Naughton 1994; Bowles and Dong 1999).
Korna (1992) noticed that many rurd collective enterprises are de facto private
enterprises, while other researchers (Weitzman and Xu 1994) daimed TVES asvagudy
defined cooperatives, which are far from having a well-defined ownership structure.
Naughton (1994) and Rawski (1995) emphassed the TVG'srolein TVES, even though
after property rights reform in 1990s, some TV Es had been transformed into joint shock
cooperatives, where shares origindly held by TV G were sold to TVE employees and
managers or community residents. In many cases, TV Gs continue to hold a minority
deke in the partidly privatised TVES (Che and Qian 1998).

The rapid expansion and growing role of TVESs in the Chinese economy has
atracted a number of researchers (for example, Byrd and Lin 1990; Chang and Wang
1994; Ho 1994; Wezman and Xu 1994; Naughton 1994; Putterman 1997; Luo et dl.
1998, 1999; Jn ad Qian 1998; Zhang 1999; Peng 2001), who explored the possble
explanationsfor TVES higoricd success. Although TVESin generd adopted low-tech
production methods and obtained technica expertise from SOE skill spillovers (Peng,
Zucker and Darby 1997),there is consstent evidence that TVES outperformed SOESin
productivity growth (We 1995; Jefferson 1999). Some researchers attributed the TVES
success to externa factors, such asthe shortage of mgor product-marketsin 1980sin
Ching, the availability of cheap labour, tax concessions, and digortions in ate indudtries
(Byrd and Lin 1990; Ho 1994; Naughton 1994). Others noted that TV ES represent an
efficent ingtitutiona adaptation to reform, for examples, TVES inditutiona sructure
that fadilitates cooperation through implicit contracts among community members
(Weizman and Xu 1994); the inter-organisationd relaionship between TVEsand



Township and Village Governments (TVGs) (Jn and Qian 1998; Zhang 1999); and
TVES capability to adgpt and configure their srategy in response to the externd
competitive environment (Luo et al. 1998, 1999).

However, to date, few systematic studies have been carried out to examine HRM
practices as an important factor contributing to TVES performance, with only a couple of
exceptions (Chow and Fu 2000; Ding et al. 2001). This study aims at the exploration of
how HRM practices have evolved in TVES in response to changes in corporate
governances brought by the property-rights reform, building on our earlier ‘pilot’ study
and usng a bigger sample. It attempts to answer the question that as firms move toward
clearer property-rights relations and more formd indtitutiond structures, to what extent
the recruitment, rewards, performance evauation, and |abour relations, etc. have been
affected and changed.

M ethodology

Feld sudies were carried out over a period from November 1999 to March 2001.
One hundred firms in Guangdong province in south Chinawere randomly chosen from
the Chinese Enterprise and Product Database provided by the China Infobank Company
and contacted by one of the coauthors. After severa rounds of phone-cals and faxes,
twenty firms agreed to arrange company vists and interviews. Two co-authors and three
research assistants conducted all the fild interviews. In order to kegp our data updated,
those firms interviewed early were revisted or re-contacted by phonein March 2001. A
protocol for field sudy was designed and followed by dl the interviewers asthe
guiddine. An openended questionnaire was used during the interviews and a detalled
company report drafted for each case afterwards. In order to get areatively complete
view of the firm, we interviewed not only the generd manager, but aso functiond
managers and department heads, even line workers where gppropriate, when we visted
their workshops and production lines. Archiva materid such as the company brochure
and newspaper was dso collected.



All the firms sdlected were located in Guangdong province, and mainly in the
three mogt progperous cities, i.e. Nanhal, Dongguang and Shunde. Nanhal city iscoseto
Guangzhou, the capitd of Guangdong province. Dongguang and Shunde are well known
for their proximity to Hong Kong and their well-devel oped infrastructure, which has
attracted numerous foreign firmsto invest in the region.

All the firms sdlected were manufacturing companies located in arange of
indudries. The firm 9ze ranged from amadl, with only fifty employees to very large, with
over 30,000 employees (for a detailed description of the industrid digtribution and mgor
characterigics of each firm, see Table 1). Although these firms were founded in various
years, from 1950s to the early 1990s, they dl went through different stages of property
rightsreforms. They varied widdy in their governance structures and human resource

management practices, which we discuss in the following sections.

Empirical Data

Current Ownership Type and Managerial Incentive System

All the firms we sdlected were origindly set up ard fully owned by the locd
township and village governments (TV Gs). With the expansion of the enterprises and
changing competitive environments, most of the TV Es have undergone property rights
reform of various kinds, resulting in avariety of ownership and governance forms,
induding respongibility systems (ze ren zhi), collaterd or non-collaterd contracting (dli
ya cheng bao or wu di ya cheng bao), joint sock and publicly listed stock companies
(gufen gongsi and shangshi gongsi). The current ownership and governance types of the
twenty cases areligted in Table 2.

Responsibility System (zeren zhi)  Two firms have adopted a responghility system,
accounting for ten percent of the total set of firms selected. The mgor characteristics of
the respongibility system are reflected in the case of Li Feng Industrial Ltd., which
mainly produces high-qudlity paper products for OEM (Originad Equipment
Manufacturing) dients from Hong Kong and Taiwan. The find products are exported to
the US market. Up to now, thelocd township government has invested RMB1.79 million
in Li Feng, which is under the direct jurisdiction of the township industria bureau, a



government inditution of the TV G in charge of the loca economy. At the beginning of
each year, the township indudtrid bureau sets production and profit gods for Li Feng
based on the performance of the previous year and the forecast of the market, holding the
genera manager accountable for the achievement of these gods. Under the responsibility
system, the income of the generd manager is directly linked to achieving the pre-set

gods. In 2000, the successful general manager of Li Feng received gpproximately 80,000

yuan (annud income plus the reward for the increase in profit).

Lease-Contracting (zuning hetong)

Among our twenty cases, there are two firms under the form of lease-contracting, namdy
collaterd and non-collatera contracting, asfound in Qiao Hong Co. Ltd. and Da Li Corp.
regpectively. In 1995, the generd manager of Qiao Hong, Mr. Deng, sgned afive-year
contract with thelocadl TV G (i.e. the Qiao Tou Town government). The contract

dipulated that Mr. Deng had the full right to use the exigting plant and equipment of Qiao
Hong, but was not dlowed to sdl them. In exchange, Qiao Hong needed to submit a5
million annua contract fee to the local government, with his four -floor house (vaued
around RMB2 million) as collaterd. If the operation was successful, the contract was
renewable.

Joint Ventures (hezigiye)

Three out of twenty case firms formed joint ventures (JVs) with foreign companies:
Nikemel with aUSfirm, Shen Zhou with a German firm, and Tang Jia with aHong Kong
firm. All the three companies were st up before 1980, and formed Vsinthe 1990s. The
foreign patnersin dl three firms are the mgority-shareholders and have de facto
managerid control. The mgor objective of TVESisto enter into Srategic aliances with
foreign firms to seek foreign investment, introduce advanced production equipment,

update products, and build up management expertise. One company, Nikemei, imported
advanced pharmaceuticd production equipment to produce new generations of antibiotics
for the Chinese market. The other firm, Shen Zho, appointed a German as the genera
manager in charge of company operations. In dl the three casesinvolving foreign
investment, the foreign partners have dominant decison power in terms of product



development, technology and quality control, as well as accounting and treasury. The
Chinese partners being interviewed, as minority shareholders, expressad their concern
that they lacked effective means to monitor and control the behaviour of their foreign

partners.

Joint-Sock Company (gufen gongsi)

There are tweve firms that have been transformed into joint-sock companies, accounting
for sixty percent of thetotal. They can be classfied into three types based on the
dructure of share didribution. The firgt type includes firms in which the TV G holds 50
percent or more of the company shares, with the remaining shares mainly digtributed
among the managerid gtaff. There are three cases that fdl into this category, namey Nan
Hai, Hong Jian and Long Ji. Although the locad government isthe largest shareholder in
each firm, dl the three generd managers noted that the loca government in fact did not
intervene in the daily operations of the company. The generd manager of Hong Jiantold
us that after the property rights reform, managers holding arelatively higher percentage
of company shares have a higher incertive but fed more pressure than before. However,
their line workers have not changed significantly their attitudes toward work after the
property rights reform, since they have only avery smdl share or even no share.

The second type is firmsin which the mgority shares are held by severd
important managerid gaff, usudly the generd manager, deputy generd managers and
chief engineer. The mgority company share can be equaly or unequdly distributed
among the mgor shareholders. For example, in Pan Yu each of the five mgor
shareholders has atwenty percent share, whilein Nature Food, the generd manager has
fifty percent share, and technical managers have fifteen to thirty percent.

The third type of the joint-stock firms are those in which one person (normdly the
generd manager) holds the mgority share. Among our eighteen cases, four belong to this
category, i.e. Hey Quey, He He, Fu Hao and Xin Guan. In dl the four cases, the generd
managers have at least ninety percent of the share. These generd managers have full,
actud control of the company and they didtributed the remaining small percentage of the
sharesto key personnd in the company (e.g. technicd manager and marketing personne)



asincentives. According to these genera managers, the TV Gs smply sold out thewhole
company to them and withdrew ther interest completely.

Publicly Listed Company (shangshi gongs)

Among our twenty sdlected firms, Midea isthe only one publidy listed on the Shenzhen
Stock Exchange snce 1993. Sarting from aninitid capita of RMB 5000 and 23
employessin 1968, Midea has developed into one of the largest home gppliance
producersin China, with totd assets of over 5.7 hillion and with more than 30,000
employees. Currently, the loca government holds thirty percent of the total shares, the
public sixty percent, and other indtitutions the remaining ten percent. When asked about
the future direction of the firm, the generd managers of at least five firms assarted that
their companies would like to seek publicly listed gatusin the future. Being publicly

listed on the stock exchange would, on the one hand, bring public capita to meet the
needs of the firm’s expangon, and on the other, would force the company to formdise its
management and accounting systems. Currently, the Chinese financid authority has very
tight control on the qudifications of firmsto be publicly listed due to the less developed
domestic sock market. However, whether this will become the future direction of TVES
needs to be examined.

Human Resour ce M anagement
HRM Functions (renliziyuan guanli bumen)

Of the twenty firms sdlected, eight (i.e. Nature Food, Hong Jian, Xin Guang,
Tang Jia, Electronic Tool, Huan Le, Qiao Hong and Li Feng) clam thet they do not have
an independent human resource department, or even a personnel department. These firms
are usudly very amdl. Thar adminigtrative department or logitics department would
normally take over basic personne management functions, such as hiring and terminating
employees.

Four cases (i.e. Pan Yu, Sen Ze, Long Ji and He He) said that they had an
independent personnel department, which had basic functions such as designing
employee podts, proposing recruitment and dismissd, evauating employee performance
and recommending promotion, but the find decison in these functions rests on the



generd managers. In another five cases (i.e. Nikemei, Nai Hai, Chang Lian, Da Li and Fu
Hao) there were independent departments that were described as human resource
management (renliziyuanbu), but we found thet their functions were smilar to personnel
departments (renshibu) in the aove four cases. The limited authority of human resource
managers over HRM decisons severdly redricted the roles they played, so that they

would aways report everything to the generd manager.

In our twenty cases, only three firms (e.g. Shen Zhou, Midea and Hey Quey) had a
human resource department in true sense. Although they were diversfied in terms of
ownership type and governance structure, with one JV, one joint-stock company with
persona-mgority shares, and one publicly ligted firm, al the three were large firms with
over 2,000 employees The largest one, the publicly ligted company, had more then
30,000 enployees. They set up clear procedures for the human resource department
granting human resource managers full authority to make decisonsin their domain. In
these firms, usudly adeputy generd manager or aboard of directorsin charge of the
HRM function was directly involved the formulation of business drategy. Thefirms
bdieved that human resource management and planning are important parts of the
company drategy. For example, in order to adapt to the intensive competition in the
home appliance industry and satisfy the future human resource needs of the firm, a
“human resource storage program” was launched in Hey Queyin 1999 in an attempt to
search, recruit and retain experienced managerid and marketing personne.

Recruitment (zhaopin)

In generd, the selected firms recruited line workers localy and searched for
qudified managerid, technica and marketing personnd nationwide. Snce dl of our
cases are located in Guangdong province (one of the most prosperous provinces in PRC),
theloca average income leve ishigh, and this attracts alarge number of chegp migrant
workers from other provinces. We found from our interviews that firms recruit line
workers more from non-loca migrants than from locds Theratio of locd to non-locd
employees normaly is around 3:7. There are extreme cases, namdy two smdl firms (one
with respongibility sysem and one under lease contract) that employed line workers
dmog exdusvdy from migrants to keep the operating costs low, with local workers



accounting for no more than ten percent. On the contrary, the three largest firms (two
jant-stock firms and one publicly ligted firm) in our study recruited more line workers
from locasin order to maintain good relations with the loca government.

Dueto thelack of professonds on the loca labour market, firms search for
experienced or qualified managerid, technicd, and marketing saff throughout the
country, by posting advertisements in mgor newspapers and on the internet, recruiting on
the campuses of reputable universties, and scanning the databases of Tdent Exchange

Center (rencai jiaohuan zhongxin) in large cities. The larger the sSze and the more forma

the governance structure of the firm, the greater the effort and the larger the scope of the
search for professonds. Asaresult, more than ninety percent of professondsin Midea,
the publicly liged firm, are non-locd.

Many smdl and medium-sized TV ESs produce a mature product with less
sophidticated technology to supply for their market niche. It is rather common for them to
hire senior technicians from other firms especidly from State Owned Enterprises (SOES)
by offering high sdaries (eg. Qiao Hong and He He). One company, Qiao Hong, hired
two technicians from a famous eectronic fan producer in Shanghal, and offered them a
haf million yuan reward if they succeeded in developing new products and obtaining the
patents. Another firm, He He, recruited dl twelve of its key technicians from alarge
szed SOE in Northern Ching, by offering higher sdaries than the SOE, in addition to
good accommodation and welfare benefits. The firm aso attracted many senior
technicians, who retired from the SOE before they reached the prescribed age for

retirement.

Training and Development (yuangong peixun)

Training and development in firmsin our sample varied widdy in
intengity and scope across governance sructure and firm size. Of twenty firms, only three
cases (e. g. Tan Jia, Li Feng, and Xin Guan) sad that they did not provide any form of
formd training to their employees. The generd manager of Xin Guan reported that the
company only had asmple orientation to help new employees become familiar with
company culture, job description, and working environment.
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The other fourteen cases provided training, ranging from minimd to rdativey
subgantia. While most firms (such as Shen Zhou, Nan Hai and Qiao Hong) emphasised
technicd training to ensure employees were cgpable of fulfilling ther production tasksin
conformance with sandards, others (e.g. Pan Yu and Hey Quey) spent more resources on
the training of managerid g&ff. If the firmswere involved in an industry thet is
maketing- intengve, specid dtention is paid to training marketing personnel.

The three largest firmsin the sample had the mogt formd training programs and
invested subgtantidly in saff development. They were two joint stock firms and one
publicdy listed firm. In one company, Pan Yu, six functiond managers were taking the
EMBA course in afamous university in Guangzhou, the capita of Guangdong province,
when we conducted interviews in March 2001. Midea invited experts from top
universitiesin Chinato conduct seminars and training courses in the company. It
provided incentives for managers at dl levelsto obtain MBA degrees and even sent
some top managers abroad for training.

Reward Systems (jiangli zhidu)

In contrast to SOES, reward systemsin TVEs are basicdly performance-linked from the
dart. Our sudy found that piece-rate rewards were still widdly adopted by firms
whenever performance could be quantitively precisely measured. Reward systems for
line workersin TVES in southern Chinaare characterised by a fixed monthly sdary with
little or no bonus. As one TVE generd manager puit it, “we have alarge pool of migrants
avallable looking for jobs, thereislittle need to provide bonuses as incentives for

workers. The current wage leve atracts a sufficient number of migrantsto fill our labour
needs” On the other hand, marketing performance is considered to be essantid to the
firm's profitability, the norm for rewarding marketing saff is a system of basc dary
plus commission, that appeared in most of the firms.

The restructuring ownership and governance structures in TVES have brought
profound and wide-ranging changes in the reward sysems for generd managers. More
and more TVESs have redised that a highly motivated CEO isacritica factor for
improving firm performance. A variety of rewards were adopted in such firmsthat linked
TVE generd managers pay directly to firm performance, induding floating income



(fudong xinchou), annud income (nianxinzhi), basc sdary plus annud bonus
(jibengongz jia nianjiang) and basic sdary plus dividends (jibengongz jia guquan). We
observed atrend to dlow generd maregers to control alarge portion of company’s

resdud profits. Inthejoint sock companies, Heygey and He He, the generd manager

held adominant portion of the company shares. In the publicly ligted firm Midea, halding
asubsgtantid amount of company-shares became an important part of the incentive

scheme for managers & senior leve, the so-cdled * dite share holding systen'.

Social Security (shehui baozhang)

The symptom of “ guaranteed lifdong employment” and “ cradle to grave welfare’
of SOEs before the reforms (Ding and Warner 2001) did not spreed to TVES asthey
sruggled for surviva in aharsh competitive environment. While SOES were degply
indebted in the vast amount of medica and pension obligations, TVES provided very
little socid protection for their workers. Since the implementation of the 1994 L abour
Law (Ng and Warner, 1998) that, in an effort to set up anationwide socid security
system, requires dl employers, regardiess of ownership type, to contribute to five
Separate funds (pension, accdent and injury, maternity, unemployment and medica
funds), TVESs garted to abide by the minimum legd obligations.

In our sHected firms, most of the TVES bought various socid security funds for
their employees according to the regulation of the Labour Law, but the amount of
contribution by enterprises varied. According to the Generd Manager of Li Feng, the
expense of buying various security funds for eech employee is around RMB200, which is
alargeitem of overhead, consdering the average monthly sdary about RMB600 for a
line worker. “Dueto the drict law and the frequent inspections from the Commercid
Adminigration Bureau, we (TVES) have to abide by the labour law, otherwise we will be
fined alarge sum of money...”, damed the General Manager.

Party, Trade Unions and Workers' Congress (dangzuzhi, gonghui, and gongren
daibiaodahui)

Dueto the fact that generd managers of TVES are sdlected and gppointed by the
local government, dmogt dl the generd managersin our selected TVESs were Chinese
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Communigt Party members, dthough party organisations played no sgnificant rolein
enterprise management. Party branches were non-exigent in smdl and medium-sized
TVEs. Inlarge TVES, such as Midea and Heygey, their role was limited to ideological
education. The lower profile of the Party in TVEsisin conformity with the enterprise
reform that separated party activities from business operations.

Smilaly, the influences of trade unions are found to be negligible in most of
TVEs. The All China Federation of Trade Unions (ACFTU) has been granted authority to
negotiate collective labour contracts, and protect workers' interestsin cases of labour
disputes. The newly-revised Trade Union Law, on one hand, brought China closer to the
Internationa Labour Conventions and Standards by adopting new amendments to protect
the right of workers to organise union and callective bargaining. On the other hand, it
reassured that the trade union is under party domination and works for the party by
setting the “four cardingl principles’ as preconditions (China Labour Bulletin online;
2002-02-28). In most of our selected firms, there were no trade union organisations. In
the largest TVES, such as Midea, Shenzhou, and Heygey, trade unions played awesk role,
organising infrequent recregtiona and sports activities. Union participetion ratesranged
from fifteen to Sixty percent.

The purpose of the ingtitutiona mechanism of workers congressesin SOEsisto
enhance workers role in supervisng the management of enterprises by involving it, with
the trade union as its executive agent, in the decisons on grategic plans and mgor issues
related to workers wdfare. With avery wesk presence of trade unionsin the TVE sector,
workers congresses were found to be unpopular in our selected firms, except in afew
very large firms, where an annua meeting convened to awvard mode staff and workers
was the only sgnificant activity.

Discussion
The naionwide property rights reform in the TVE sector in the *90s brought
profound changes in the corporate governance structure in TV ES, which had animpact on

! Adhering to the socialist road, upholding the people’ s democratic dictatorship, abiding by the leadership
of the Chinese Communist Party, and adhering to Marxist-L eninism Mao Zedong Thought and Deng
Xiaoping Theory” are collectively known as the “four cardinal principles” which are also laid down in the
constitutions of the ACFTU and the Communist Party.
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the human resource management practices adopted by the firms. The rdationship
between HRM practices and governance structure in generd is depicted in Table 5.

In most TVES under the responghility system or lease contracting, there were no
independent human resource departments. In joint stock companies with various share
gructures, HRM functions ranged from partid to full, depending on firm size, technology
intensty and characteritics of the product and indudry, etc. The large publicly listed
firm had arather forma HRM department with afull range of functions

There was agenerd tendency to recruit unskilled line workers from migrants
from rura areas or other provinces to keep operating costs low. Only the joint stock
company with TVG mgority and publicly lised company tended to compromise cogtsto
hire more locds to andiorate locd unemployment pressure,

Traning tended to be non-exigent or minimum in smal firms under
respongbility systems and lease contracts. Joint ventures with Hong Kong ownership and
joint stock firms with persond mgority tended to provide limited training.

Injoint ventures, joint sock companies, and publicly lised firms, incentive-based
reward systems were adopted, which were linked to performance. Performance
evaudion procedures varied, from relatively forma to rather formal.

One of the objectives of property rights reform was to stimulate the motivation of
employees. We found the impact of property rights reform on employees motivation
depended on the share digtribution within the company. The respongbility and
contracting systems were used to link the CEO' s reward with company performance,
which had few effects on the ordinary employees motivation. Asto the joint sock
company, regardiess of the types of share distribution (i.e. TVG mgority, severd person
share mgority or persond mgority), the ordinary employees will have no or avery smal
percentage of share. Thus the motivation of ordinary employees and their degree of
invalvement in the management of companies are till very low. According to the generd
manager of Hong Jian, the small percentage of share hed by the firm’s ordinary
employeesin fact did not condtitute any red incentive. As aresult, the mgority of
ordinary employees were not active and lacked initiative in the management.

Therefore the property rights reform or the share holding system was adopted
mainly to increase the motivation of the managing directors. In joint sock firmswith a
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persond mgority, the generd manager, the de facto owner of the firm, would give or sl
acertain percentage of sharesto asmal number of key personnel as an incentive to retain
them and to make them work harder for the company. Midea hasinditutiondised this
practice, in which asmal group of top managers (dlites) hold the “legd entity share” of
the company. The marketing manager of Mideatold us dearly that the objective of the
“dite share holding system” isto better motivate the managers, who are the core of the
company, thus no employee in the company has the right to hold ashare.

Concluding Remarks

Basad on the prevailing patterns of HRM practices observed in our sdlected firms,
we condlude by proposing amodd of evolution of HRM practicesin TVES (see Figure
2). Thefirm szeis sgnificantly corrdaed to the formalisation of corporate Sructure and
HRM functions. The larger the firm Sze, the more forma the corporate structure and
HRM functions. On the other hand, as the firm moved to a governance of clearer property
rights, ranging from aresponghility system, lease contracting, joint Sock companies, to
publidy listed firms, it adopted more market-oriented HRM functions, induding
recruitment, training, reward, and performance evauation. We believe that the aboveisa
sgnificant contribution to the study of Chinese business organisation and HRM and
which will add to the ongoing research in the fidd.
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Table1l: A Summary of theMajor Characteristics of Selected Enter prises

Characteristics Category Cases Characteristics  Category Cases
Nanha 4 Before 1978 7
L ocation Year of
Dongguang 8 Establishment 197801980 3
Shunde 5 1981101990 6
Others 3 After 1991 4
Home 5 Lessthan 201 8
Appliance
Major Product Number of
Electronics 4 Employees 201 to 500 6
Garmentsand 3 501 to 1000 4
Food
Others 8 Gregter than 2
1000
Totdly Locd 5 Lessthan 11 6

Total
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Product
M ar ket

Mainly Locd,
Sl
Percentage for
Export

Mainly Export

10

Production
Valuein
millions RMB
(2000)

11to 100

Greater than
101

8

6
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Table2: A Summary of the Human Resour ce Management in Selected Enterprises

Human Resource Categories Cases
M anagement
Line Workers MoreLocd 4
More Non-locd 16
Recr uitment
Management More Locd 3(FH, TJ HL)
More Non-locd 17
No 3XG,LF, 1)
Training Pogt Traning 13
Yes Technicd Traning 11
SdesTraning 10
Management Training 13
Fixed Sday
Line Workers Basc Sday + Monthly Reward 3
Piece Rate 14
Commisson 2
Reward Marketing Badc Sday + Commisson 14
Basic Sdary 4
Annud Income 5
Gened Manager  Badc Sday + Share Dividends 8
Basc Sday + Annud Reward 6
Hoating Income 1 (NH)




No Socid Insurance 0

Social Insurance Partialy Abide by the Labour Law 3 (XG, PY,CL)
Fully Abide by the Labour Law 17
Low 5
Turn Over High Management 6
Line Workers 10
No 7
Disputes
High 3

Yes Low 10
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Table 3: Owner ship-Type of Selected Enterprises

Contracting and Owner ship-Type CaseFirms Per centage
Li Feng 10%
Responsbility Huan Le
Collatera Qiao Hong
Contracting 10%

Non-collaterd Dali

Nekemei (United States)®

Joint Venture Shen Zhou (German)® 15%

Tang Jia (Hong Kong)?

Nan Hai (59%)°
TVG-Mgoity  Hong Jian (50%)°
Long Ji (50%)°

Nature Food (50%/1 +
Joint Stock Severa Person  30%4/1)°
Shared-Mgority  Pan Yu (100%/ 5)° 60 %
Electronic Toal (70 %
/3)°

@The country in the bracket is the home country of the foreign partner in the Joint Venture.
® The percentage in the bracket is the share held by the largest shareholder (s); the denominator indicates
the number of shareholder.

24



SenZe (70%/ 4)°
Chang Lian (100%/ 12)°

Hey Quey (90%)"
Persona-Mgority  He He (90%)°

Fu Hao (90 %)°

Xin Guan (90%)°

Publicly Listed Midea (Shenzhen Stock 5 %
Exchange)®

° The Stock Exchange is the place where the company is publicly listed.
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Table4:
Didgribution of Nationwide Gross Industrial Output Value by Owner ship Type

(per centage)
1978 1985 1990 1995 1997 1999
SOEs 776 64.9 54.6 34.0 255 203
COEs 224 321 35.6 36.6 381 354
PEs 00 18 54 12.9 179 182
Others 00 12 44 16.6 184 26.1

Source: China Statigtical Y earbook, 2000

SOEs State owned enterprises

COEs Callectively owned enterprises

PEs Private owned enterprises

Others Indluding joint ventures, wholly foreign owned enterprises, and shareholding

companies
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Figure 1:

Growth of TVEs after Reform (1978-2000)
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Figure2: A Model of Evolution of HRM Practicesin TVEs

A

|
\
]
]
]

Large : :
Path of Evolution of !
HRM inTVEs .
’ \ Publicly-Listed
Firm : Firms
Size ; Joint-Stock
" Companies
Contracting-

Systems i

Responsibility -+
Systems ;
Small

v

Low Marketization of HRM Functions High



Table5: Governance Structuresand HRM Practicesin Sdected Firms

Responshility Lease Contracting | Joint Ventures Joint Stock Publidy liged
System Company compay
HRM Functions None None Partid function Partid to Full Forma and full
Recruitment
Line-workers: Locdly, Locdly, Locdly, Locdly, Locdly, more
Moremigrants More migrants More migrants Morelocds locds
Professonds: Locdly, Locdly, Nationdly, Nationdly, Nationdly,
Traning & None None Limited Limitedto Substantid
Deve opment moderate
Reward Sysems Basc Badic Ownershiprlated | Incentive-based Incentive-base
Performance Lessformd Lessforma Rdatively formd Reatively forma Formd
Evduation to Formd
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Socid Security Minimum Minimum Legd minimum, Partid Full
ownership related

Party, Trade None None Inective Inactiveto Active

Unions, Workers Active

Congress




