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Changing Patter ns of Human Resour ce M anagement
in Contemporary China:

WTO Accession and Enter prise Responses

Ying Zhu and Malcolm War ner

Abstract

This study examines the challenges facing China’ s increasingly complex human
resour ce management (HRM) after its WTO accession and consequently the
implications for further reform of government policy and enterprise-level HRM
practices. The paper concludes that current HR practices are diver se between
enterprises with different ownership, industry sector, location and history. The
direction of future changes may depend on the levd of involvement from external

forcesaswell asinternal strategies adopted by Chinese enterprisesto survive.
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Changing Patter ns of Human Resour ce M anagement
in Contemporary China:

WTO Accession and Enter prise Responses

I ntroduction

Since the Peopl€e's Republic of China (heresfter to be referred to as China) formaly
signed up to join the World Trade Organization (WTO) in December 2001, under the
leadership of the outgoing Prime Minigter, Zhu Rongji and the retiring State
President, Jang Zemin, both praise and criticism have emerged from different interest
groups not only within China but dso globally. One of the criticd areas of debate
related to the implications of WTO membership for employment relationsin China
over awide range of issues. the implementation of internationd labour andards, the
role of trade unions, working conditions; wage- price factorsin relaion to cost of
production and export competition in globa markets; socid protection and socia
inequdity; ‘effidency’ versus ‘fairness and justice’; power of multinationd
corporations (MNCs); globa divison of labour versus Chinese labour diversity; and
‘industrial democracy’ versus ‘ power control and corruption’ (see Chan and Chuen,
2001).

There has been no explicit blueprint of future developments in employment relaions.
China's on to the WTO added an internationd dimension into the complicated
domestic employment relations system. Pressures came dong from internationa
governing bodies, such asthe ILO and WTO and other organizations such as the
International Confederation of Free Trade Unions (ICFTU). They related to the issues
of labour rights, the role of unions, and labour sandards, involving the All-China
Federation of Trade Unions (ACFTU) with over 100 million members, a‘huge army
of labour’, aswell asraisng broader concerns over human rights, socid protection
and politicd reform in China

Therefore, it is crucid for both the international community and the Chinese people to
seek amore informed perspective on the current situation and the future engagement



of the Chinese economy into the globa economic system, as wdl as Chind s further
economic and politica reforms. By consdering these factors, the centra theme of this
paper amsto illudtrate the state of current employment rdationsin Chinain relaion

to the globa concern noted above, and the concerns and practices of HRM at
enterprise-level in response to the recent WTO accession. Hence, this research enables
us to tackle some theoretica and empiricd issues including the question of

convergence, theissue of change and consequence, and the policy implications.

This paper is sructured as follows: Section 2 reviews the theoretica perspective of
globdisation and debates on the labour market, employment and HRM. Section 3
provides background information on the externa and internd factors that influence
government policy and regulations. Section 4 presents a number of key case sudies
with different ownership, location, Sze, sector, market and historiesin order to seethe
variety of chalenges and HRM practices that may be associated with WTO accession.
Section 5 discusses the findings of the case studies and identifies the need for
improvement. Findly, we conclude the paper by highlighting current problems and
possible future directions of Chind s engagement in the economy and its own future
path of reform.

Theor etical perspectives

China s accesson to the WTO opened a new page of China s reform and further
engagement in the process of globalisation. So far, aclear divison has emerged in the
theoretical debates about globalisation between three mgor streams of thought: firdt,
the positive neo-Liberal gpproach clamsthat the current process of globalisation will
encourage free trade and investment across countries and eventudly create more
economic prosperity for everyone; second, the negative neo-Marxist approach clams
that the outcome of globalisation would be more inequaity and disparity between
north and south and that the internationa governing bodies such as the WTO, World
Bank and Internationd Monetary Fund (IMF) are serving the interests of the powerful
north and its dliance of MNCs, and third, areaivey neutral gpproach clamsthat
globdisation is a‘double-edged sword’” which may bring both benefits and



disadvantages to countries or communities, and the critical question is how well
people manage it (see Zhu, 2000, 2002a and 2002b).

An important aspect of the debate is about the impact of globalisation on thedivison
of labour and human resourcesin the East Asian region (see Warner, 2002; 384-398).
Severd important issues need to be considered here. Thefirst issue is about the
internationa division of labour. Since labour is one of the mgor resources of Asan
developing countries, the labour market will be one of the firgt to register the effect of
economic changes (Warner, 2002: 388). Certainly, Chinais possibly the most typica
example. However, critics regard globdisation as being part of a‘zero-sum game
that suggests some people get dl the benefit versus other people get nothing, in other
words, there are uneven distributions between the players (Warner, 2002: 388). In
addition, the competition between developing countries by providing chesp labour to
attract foreign investment may eventualy result in a ‘race to the bottom’ (Chuen,
2001: 34). Critics argue that the current agreement within the WTO has further
consolidated the developed countries aready vested monopolies in technology,
knowledge, and capitd, and it is now impossible for developing countries to break
through the existing internationa division of labour. In fact, one may argue, it ismore
likely that developing countries will become confined to an arena of compstitionin
which they will be fighting among themsdlves for shares in the labour-intensive sector
of export-processing industries (Chuen, 2001: 34).

The second issue is about changes in employment/unemployment via the process of
globalisation. Advocates of the WTO argue that liberalized internationd trade will
increase both employment and incomes among trading- partner nations. However, the
opposition believes that entry into the WTO is unwise, asthe odds are stacked againgt
the new entrants whose domestic industries may be adversdly affected once tariff and
non-tariff barriers come down (Sachs and Woo, 2003; Warner, 2002: 388). The
consequence would be greater labour surpluses, lower wages, more unemployment
and economic stagnation. Other socid problems would aso emerge, such as

insufficient socid protection, grester inequality and socid unrest.



The third issue relates to the enterprise-level management of human resources. The
restructuring of industries under the political pressure of globaisation hasled to a
number of consequences, such as the relocation of factories, downsizing and
retraining (Warner, 2002: 392). These shifts created new enterprise-level HRM
practices, such as recruitment flexibility, fixed-term employment contracts (rather
then life-time employment), performance-based compensation and rewards, training
and career development, as well as an emphasis on commitment and motivation
towards the organization and work. Those so-called Western-style HRM practices
may be found in particular MNCs operating in Asan developing economies.
However, it is not yet clear whether the generd trend is towards a‘ convergence' or
‘divergence’ of approaches (see Rowley and Bag, 2002), although China sWTO
accesson may have significant socid and economic consequences outlined in the

following sections.

Changing external and internal environments

WTO accesson isthe latest factor eroding Chinese economic and political isolation
and its employment relations system responds to externd pressures and internal
demands.

The impact on economic sectors

Certainly, the impact of WTO entry is by no means uniform across economic sectors.
The agriculture sector is predicted to experience strong overal consequences viathe
lowering of the average tariff below 17 percent and the wind-down of government
subsdiesto its exports (Chen, 2002). Resource reallocation, primarily of rura labour,
will flow toward other sectors, such as to urban labour-intensve industries.

The manufacturing sector may experience an unclear overal outcome from WTO
entry. Generally speaking, China agreed to reduce average tariffs from 24.6 percent in
1997 to 9.4 percent by 2005 (with alimited number of exceptions) (Chen, 2002).
Some sub-sectors are said to benefit from expanded foreign markets and will further
extend their comparative advantage, such asin the case of labour-intensve products



like footwear, textiles, toys and umbrdlas. Industries that have recently developed out
of their infancy and have become capable of competing with foreign firms are more
likely to meet the challenge of increased trade and experience restructuring efforts to
consolidate their businesses and become competitive. These include consumer
electronic industries and the shipbuilding industry. Industries such as aerospace,
beverages, computers and consumer chemical goods will have a more difficult time
due to more foreign competition vis-a-vis relatively less productive locd indudtries
(Chen, 2002).

The service sector is predicted to experience strong overd| effects from WTO
accession viamgjor reductions of entry barriersin the areas of didtribution,
professond services and telecommunications services. Foreign competition, it is
predicted, will prevall in banking, insurance, professiona and technical services
(induding accounting, engineering, legdl, management, taxation and urban planning
sarvices). Infact, it is expected that foreign involvement in these areas will force loca
firmsto reduce their costs and at the same time to provide better services (Chen,
2002).

The impact on employment relations

WTO accesson dso leads Chinato a Stuation whereit is more likely that it will be
closaly monitored by internationad bodies, such asthe WTO and the ILO, on trade
regulations and labour standards, according to relevant internationa conventions and
regulations. By the end of May 2003, China had ratified 23 ILO conventions, on

paper at least, including three of the seven relating to fundamenta rights (No. 100 on
discrimination, and No. 138 and 182 on child labour) (ILO website, 2003; Lin, 2002).
The conventions on freedom of association and forced labour have not been ratified
yet.

WTO accession, additiondly, builds up the international pressure on Chinato
implement and follow international conventions. On the one hand, labour issues are
no longer left in the domestic domain but are now linked with internationd trade and
internationd diplomatic relations. Greeter invigilation of trade and labour sandards



within the WTO comes from Western trade unions, consumer groups, NGOs, and

other countries' governments and internationa bodies.

On the other hand, there is an increasing pressure from different internal interest
groups ingde China. There had been existing problems within the Chinese
employment relations system before China joined the WTO and these have been well
documented in previous research (see Benson and Zhu, 1999; Ng and Warner, 1998;
Zhu, 2002b; Zhu and Warner, 2001). However, WTO accession we would argue
accd erates the conflict of interests among different groups, mainly due to further
labour segmentation in China, accompanied by the growing diverdsty of ownership,
new distribution patterns and restructuring of indudtries.

The problems can beillugrated in the following ways. The firgt relates to labour
market development and regulation. The Chinese labour market is fill in a‘ nascent’
dage, where regulation is insufficient to match the demand for and the supply of
labour in detall, aswell asthe lack of trangparent information. A relevant
phenomenon in Chinais that a combination of ardatively ‘novd’ kind of
employment relations introduced by MNCs since the economic reforms, co-exists
with a nineteenth- century type of master- servant employment reaions mainly found
in smdl domedtic private firms, dongsde haf-way reformed state-owned enterprises
(SOEs). This dtuation adds difficulties to the rdatively homogeneous exigting labour
market regulation regarding implementation and enforcement, not withstanding the
difficulties of the concept of ‘rule of law’ and other politica and cultura barriersto
labour law reform in China (see Zhu, 2002b).

Second, the exigting problems of shortages of skilled |abour ver sus oversupply of
unskilled labour leads to even sharper competition for quaified workers among SOES,
foreign-owned enterprises (FOESs) and domestic private enterprises (DPES) than
earlier in the reform process. Consequently, a reasonably adequate human resource
development (HRD) system is needed, for both government and individua

enterprises, to address the issue of skill shortages (see Benson and Zhu, 2002).



Third, there is an unregulated |abour market of internd migrant workerswho are
predominately peasants who came from the countryside to the cities without
government regisgtration and work permits; in Chinese terms, they are known as
mangliu, that is, the ‘floating population’. The estimated number of this population
may be over 100 million (Zhu, 2000). Related issues such as employment contracts,
wages and working conditions, and welfare entitlements are ill defined among this

group of people.

Following further opening up of the domestic market in the next five years or so,
according to the WTO agreement, the boundary between the Chinese domestic market
and theinternationa market will become even more blurred. As an internationd
production location, Chinawill, in our view, atract more foreign investment and that
will increase the competition not only between indigenous companies and foreign
companies but also among the FOESs themsdlves.

Furthermore, there are more complex labour-management relationsin SOES, FOES
and DPEs. Since the beginning of the economic reforms, labour- management
relations has changed from an initidly ‘symbolic’ datus - as the Party/State claimed
that workers were the ‘masters (zhuren) of SOEs and collective-owned enterprises
(COEs) - to more recent explicitly ‘functiond’ relationship as ‘employees and
managers in most enterprises, including FOEs and DPES (see Zhu and Warner,
2001). Under the new status quo, management enjoys increasing power over issues
such as hiring and firing employees, the details within labour contracts, the
determination of wage levels, the opportunity of promotion, and other welfare
entitlements. Competition and insecurity among employees, it is dleged, have
become even more gpparent since China' s WTO accession (An, 2002).

The last issue isthe socid consegquences of the trangition process: that is, lay-offs,
unemployment, insufficient socia protection networks and socid inequdity. Since the
government speeded up the reform of SOES, there has been an increasing number of
lay-offs and greater unemployment. According to officid data, 26 million SOE

employees were laid-off between 1998 and the middle of 2002 (People' s Daily



Overseas Edition, November 12, 2002)*. The number of unemployed was 14 million
in 2002 (Yuan, 2002). The effective rate of urban unemployment reached 7 percent,
with total accumulated unemployment rising to 22 million but this did not include

rurd surplus labour (ibid). These figures are much lower than other independent

reports, with more than a 10 percent unemployment rate estimated by one expert

(ibid).

China, however, defines the jobless in a highly digtinctive way (see Lee and Warner,
2004). According to the State Statiticd Bureau, unemployment denotes the urban
registered unemployed who (8) possess nonragricultura resdence; (b) are within a
catain age range (16 to 50 for maes and 16 to 45 for femdes); (c) are able and
willing to work; and (d) have regstered with the locd labour bureau for employment
(Chinese Labour Statistic Yearbook, 1997: 588). Only the unemployed by these
criteria qudify for what are known in China officaly as ‘unemployment benefits.
We must dso note another form of joblessness that is perhaps more pervasve -
‘hidden’ unemployment’ - referring to workers, often in the State sector, who have
been ‘laid-off’ (xiagang). The State Statistical Bureau defines ‘laid-off’ workers to be
‘workers who have left their posts and are not engaged in other types of work in the
samne unit, but gill maintain a rdationship with the unit that they have worked
(Chinese Labour Statistics Yearbook, 1997: 588). Those ‘laid-off’ are only given very
basic living subsidies ghenghuofei) at subsistence level, instead of ‘the dole’; they are

not included in the registered unemployment-rate.

! People who were laid-off would stay at the Centre of Re-employment within enterprises but not be
registered as unemployed persons for three years. However, this scheme was phased out in 2003.



In contrast to the increasing number of unemployed, the number of re-employed has
been deteriorating. For example, the official data shows that the rate of re-
employment continues to decline from 50 percent in 1998 to 42 percent in 1999, and

then afurther decline to 35 percent in 2000 and 31 percent in 2001 (Huang, 2002).

There has been an incrementa change vis-a-vis China s labour regulations (see Zhu,
2002Db). In September 1990, the People' s Congress of China approved the ‘ILO
Convention on Tripartite Negotiation’. In 1994, the Labour Law was gpproved by the
Congress and implemented in the following year. In 2001, the Trade Union Law was
revised in order to fit in certain internationd standards; as the Chinese putt it,

‘connecting the internationd tracks' (yu guoji jiegui).

Ingtitutionalisation and legdization conditute the main efforts made by the
government to cope with the challenge from both internal and externd pressures. It
seemsthat externa pressure is more effective to persuade the government to change,
such as the release of independent union activigts by the Chinese government under
pressure from the US government, training union leaders and developing atripartite
system under the guidance and support of the ILO Beijing Office (Feng, 2002b), and
engaging in anti-dumping legd action aswell as restraining ‘labour exploitation’” and
‘unacceptable working conditions (Feng, 2002a). Due to the political system in
China, internd pressureis rather cautious, even surreptitious, compared with externd
pressure that is more open and direct. The concerns of the Chinese regime about its
national reputation, economic benefits and geo-palitica influence may lead to more

congtructive policies here as aresult of such externa pressure and criticism.
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In order to understand what actualy happens at enterprise-leve in terms of human
resource management as aresult of WTO accession, we now turn to our empirical
fiddwork investigetion in 12 enterprises.

Enterprise case studies

One of the co-authors of this paper carried out on-Ste interviewsin 12 enterprises
between September and November 2002, to provide the data for both co-authors to
anayse and evauate. The cases were sdlected from among alarger set of enterprises
that had contacts with the China Labour College in Beijing. The rationale of sdecting
these sample enterprises includes: firg, different locationsincluding the cities of
Beijing, Chengdu, Nanjing and Shanghai that represent the baance between the
coadta and inland regions, second, variety of representation in terms of ownership,
Size, industry and history (see Table 1). Each case study involved meetingswith a
senior manager, the personnel manager and the union leader. Additionally, meetings
with employees were aso held where gppropriate. Company documents were
collected for background information.

11



Table 1. Enterprise Profile (2002)

Firm | Ownership Age Location Size Business Turnover Market
(years) (No. of employees) (Yuan
million)
El SOE 30 Beijing 40,000 (in Beijing) Bank 50,000 Domestic
E2 SOES/Group 30SOE | Nanjing 10,000 Manufacturing and trading of machinery and 4,800 Overseas (75%)
6 JSE clothing, and other businesses Domestic (25%)
E3 SOE/JSE 30SOE | Nanjing 800 Wholesale & retail of electronic appliances 2,600 Domestic
4 JSE
E4 SOE/JSE 30SOE | Chengdu | 550 Manufacturing of machinery 300 Domestic
4JSE
E5 JV (Sino-Japanese) | 9 Shanghai | 800 Manufacturing and trading of fax machines 1,000 EU & US(80%)
Domestic (20%)
E6 WOFE (US) 9 Shanghai | 1,600 Manufacturing and trading of medicine and 5,800 Domestic
equipment
E7 WOFE (Dutch) 9 Shanghai | 7,000 Manufacturing and trading of hi-definition TV and | 3,000 Domestic
DVD
ES WOFE (US) 11 Beijing 700 Software R& D and marketing 5,000 Domestic
E9 DPE 9 Nanjing 150 Software R& D and marketing 100 Domestic
E10 | DPE 12 Nanjing 1,000 (in Nanjing) Trade and production of electronic and electrical 4,800 Overseas (10%)
6,000 (nation-wide) products, automobile, and real estate. Domestic (90%)
E1l | DPE 5 Nanjing 1,900 Manufacturing and trading of DV D, telecom and 2,400 Overseas (50%)
PC Domestic (50%)
E12 | DPE 9 Chengdu | 850 Manufacturing and trading of animal nutrition & 500 Domestic
agricultural goods

SOE — state-owned enterprise; JSE —joint stock enterprise; JV — joint-ventures, WOFE — wholly-owned foreign enterprise; DPE — domestic private enterprise.




This research is based on the models devised by Benson et al. (1998), Benson and
Zhu (1999), Benson et al. (2000) and Ding et al. (2000) from their previous research
on the transformation of HRM in China. This paper attempts to continue the
investigation of the development of HRM policies and practicesin Chinese
enterprises, in particular coinciding with the crucia time of WTO accession. Based on

the previous research on China, we test the following six hypotheses:

1. Ownership —enterprises with different ownership have different HRM
practices and the greater the degree of foreign ownership, the more likdy that
formal HR practices will be adopted with fewer in SOEs and DPEs.

2. Sze—thelarger the number of workers employed in the enterprise, the more
likely formal HR practices will be implemented.

3. Market — externally market-oriented enterprises are more likely to adopt
formal HR practices.

4. Sector —new economy oriented or high value-added enterprises are more
likely to carry out formal HR practices.

5. Region — coastally located enterprises are more likely to implement formal HR
practices.

6. Higtory — recently established enterprises that have a weaker relationship with
thetraditional State planning system are more likely to use formal HR

practices

Overview of enterprise case-study responses

Before getting into the details of HRM practices, we need to depict agenerd picture of
the challenges facing these enterprises and their responses towards them in the context of
WTO entry. We illudirate these issues using the categories of the three enterprise groups
noted above, namely SOEs, FOEs and DPEs. We thus now set out the organizationd and
HR characterigtics of each of the case studies we investigated.

Among the four SOEs, Case E1 was one of the leading banks in China of over 30 years

ganding. WTO accession has built up competition in financid marketsaswell asin



labour markets, so capable employees now have more choice and foreign-owned banks
offer more attractive compensation packages to attract the experienced employees of
State-owned banks. The crucid challenges for the bank are the urgent need to train their
existing employees and upgrade the entire qudity of their staff and to retain capable and
experienced employees. Policies on HRD, the sdary/incentive package, performance
evaduation, and promotion have become crucid part of HRM draegiesin E1 (fidd-
survey).

Case E2 is a State-owned group corporation, formed after amerger in 1996 between two
former State-owned machinery and clothing export-import companies, each with over 30
years higtory. Its businesses had been diversified and the company shares were publicly
sold on the Shangha and Shenzhen Specid Economic Zone (SEZ) Stock Market in

recent years. The difficultiesin E2 were related to its history with many older and
superfluous employees and the burden of providing socid insurance for retirees who

were predominately not contributors”. New HR policies, such asintroducing a new

sdary sysem, more training, wider promotion, and autonomous working environment

emerged as important requirements for E2 to improve its competitiveness.

Case E3 was afirm established in 1956 as a SOE, in charge of planning and digtribution
of eectrical machinery and chemica products, under the leadership of the Jangsu
Provincid Bureau of Commerce. It adopted the ‘ manageria respongbility system’ with
autonomy and saf-reliance in 1990 and converted into a JSE in 1998 with 30 percent of
State shares, 20 percent of other corporate shares, and 50 percent of staff shares. The
management believed that WTO accesson had alimited influence on how the firm
would compete. Their policies on HRM were mainly about implementing god- oriented
(eg. totd sdes) performance and reward systems. A flexible modd with an emphasis on
qualifications, experiences and skills was seen as more important than the traditiona
seniority based system.

Smilarly, Case E4 was dso afirm established in the 1950s as ardatively smdl SOE
located in the Western region (Chengdu). Under the government policy of ‘holding the

2 Most of these retirees left work and retired before the social security system was established and now
their benefits are obtained by using the current employees’ contribution scheme.
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big ones and |etting the small onesgo’ (zhuada fangxiao) in the middle 1990s, E4
became a JSE in 1996 with 20 percent of staff shares and 80 percent of other corporate
shares. E4 experienced the difficulties of implementing the so-called ‘ modern

management system’, due to resistance based on its past practices. E4 adopted anew HR
system as part of its responses towards WTO accession, such asthe ‘post and skills
rewards system (gangji gongzi) and better communications for improving efficiency.

The second group of enterprises comprised four FOES. E5 is a Sino-Japanese joint
venture with Chinese control of 60 percent of shares and Japanese control of 40 percent.
It was an export-oriented enterprise with an 80 percent export rate. It had a mixed
management system combining Chinese and Japanese ways of managing. The |labour
force was very stable and its group- orientation in terms of rewards, performance
evauation, and business operation in both production and trade sections was noteworthy
in E5. The challenge it faced was the competition from other FOES in both domestic and
overseas markets. The focus of its HRM policy was on training and upgrading skills and
technology. Recruiting and retaining capable employees were aso important concerns.

Case E6 is one of the leading US-based MNCs operating in China as awholly-owned
foreign enterprise (WOFE). It had adopted an ambitious plan of production and
marketing operationsin China. HRM had been seen as critical for redlizing their
business gods. Most HRM measurements were introduced from the US headquarters
and an individud- oriented performance evauation sysem, aswell asa smilarly geared
reward and career-development system were set up. The management believed that
WTO accesson would lead to afurther opening up of the domestic market and that the

‘rule of law” may become more of aredity enhancing their business operationsin China.

In turn, Case E7 is a Dutchrinvesment MNC subsidiary with many branchesin China,
with its nationad HQ located in Shanghai. It had ‘leading-edge’ technology and
appropriate management expertise in China and most of the employees were young and
well educated. The management system, including HRM, was copied from its
Singaporean regiond headquarters and the HR manager was trained in Singapore. A
combination between Western systems, with some East Asan modification (certainly the
influence of Singaporean and Chinese management systems) was found in E7. The

15



chdlengesin the area of HR would be finding experienced managerid and saes s&ff,
training and upgrading skills, and retaining capable employeesin order to avoid losing
them to other FOEs.

Case E8 is another leading US-based MNC operating in Beijing in the business of
software research and development (R& D) aswdl asin marketing. The management
system and key managerid podtsin the firm were in effect ‘ Americanised'. In this
context, E8 did not experience the difficulty of recruiting capable and talented young IT
professonds. However, careful selection and training were most important for ES's
HRM functions. Certainly, effective communications and cross-culturd issues
chdlenged the American-dominated managerid team. E8 wholeheartedly welcomed
China s WTO accession and the management was very confident about their business

future in China.

The third group of enterprises includes four DPEs. DPEs have been defined by the
nationa dtatistical yearbook as privately-owned businesses with commercid regigtration
and employment of others than family members, that is different from the definition of
the individual household economic unit (the Chinese term of ‘getihu’). Most DPEs are
smadl and medium sized and with shorter histories than SOEs.

In our sample, two were large DPES with thousands of employees, one was medium
szed with over 850 employees and the other small sized with over 150 employees. E9 is
asmdl information technology (IT) enterprise but has grown repidly. It had over 150
employees and most of them have university degrees, including over 30 PhD and
Madgters graduates. They developed their unique I T products for policing and
trangportation systems. The management of E9 believed that both opportunities and
chalenges exist since China's WTO accession and their policy was to develop their
products and the company with unique characteristics. The dogan of ‘open thought' was
in the company booklets. In fact, awide range of forma HR policies had been
implemented and priorities included training, upgrading skills, creating an autonomous
working environment, and developing god-oriented eva uation and compensation
sysems.

16



Case E10 is one of the leading DPEs in Chinawith its headquarters located in Nanjing
and over a hundred branches around the country. Its business had been enlarged from
initidly retailing eectronic appliances to awider range of businesses, including the
production of eectronic and eectrical products, automobiles and redl estate
development. However, dueto itsrapid businessincrease, HR was far behind the needs
of business expanson. Key problems included: a shortage of experienced employeesto
cover awide range of business sectors, a shortage of experienced managerid saff; its
key HR practices such as compensation, performance evauation, promotion and training
were not consistent within the group nationaly and across sectors; ahigh level of |abour
turnover indicated low employee commitment, creeted ingtability of kills and damaged
customer service. The challenges faced by E10 were seen as mgor, in particular vis-a-vis
WTO accession, as everyone was trying to seek a greater market- share and obtain more

capable human resources.

In Case E11, we find asimilar dtuation to E9 and E10. Its business had been increasing
rapidly in the past five years but HRM was neglected during this rapid growth period.
Now further competition, not purely based on price, but on ‘know-how’ and human
resources, intengfied the need for improving HRM policies and practices. Common
problems were to be found in E11 such as. alack of experienced professond and
managerid gaff; not fully established systems for performance evauation,
compensation, promotion and training; high labour turnover and poor decision-making
based on only short-term considerations.

Case E12 was an example of a DPE that was located in the inland region to the West
(Chengdu) and was established by three brothers from one family to produce anima
nutrition products for locd farmers. E12 did not have a HR department and personnd
issues were handled in atraditional Chinese family business manner, such that the boss
(laoban) made dl decisons. There were no fully established systems for compensation,
performance evauation, promotion and training. Casua employees and employees with
less than one year contracts were common and piece-rate pay was the predominant wage
system. Due to its location and business characteristics, WTO accession was not seen by

managers as an important factor.
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Enterprise-level HRM

To hdp us andyse the HRM practices we found in the sample, [abour- management
categories were selected based on the Benson et al. (1998) modd, derived from the
earlier conceptua work of Gospel (1992). The term ‘work relaions’ refers to the way
work is organized and the development of workers around the prevailing technologies
and production processes. Employment relations cover the various personnel
management practices used, such as recruitment, training, remuneration and work
conditions. Employee involvement highlights the important issues related to
participation, information sharing, grievance and sharing the benefits of the company’s
achievement (Benson et al., 1998).
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Table2. HRM in the sample enterprises

Dimension Enterprises
El E2 E3 E4 E5 E6 E7 E8 E9 E10 E11 E12 Totd*

Work relations:

Teamwork % % % % % % % % % % % % 12
Multi-task/respong bility % X X X % % % % % % % X 4
Qudity control % % % % % % % % % % % % 11
New technology % % % % % % % % % % % X 10
Employment relations:

Trandformationa managerid role % % % X % % % % X X X X 6.5
Importance of line managers % % % % % % % % % % % % 115
Freedom in personnd sdection % % % % % % % % % % % % 11
Individua performance pay % % % X X % % % % % X % 6.5
Harmonization of work environment % % % % % % % % % % % % 12
In-house training % % % % % % % % % % % % 9.5
Strategic role for HR manager % % % X v v v v X X X X 55
Empl oyee involvement:

Involvement/participation % % % % % % % % % % X X 8

I nformation sharing % % % % % % % % % % % % 10
Individua grievance/complaint procedure % % % % % % % % % % % X 8
Employee stock-ownership X X % % X X X X X X X X 2
Profit sharing X X % X X X X X X X X X 1
Tota* 95 11 135 85 125 135 13 135 95 9 75 65

Key. v—practice present (v=1); % - practice present to some degree (%=0.5); x — practice not present (x=0); * Tota: sum number of practices.




HRM dimensions

Table 2 shows that a mgority of firms developed flexible work rdations at the time of
the survey. However, there is a diverse pattern of employment relations and employee
involvement in these enterprises.

On the one hand, the influences of culturd tradition and the palitica environment (asa
socidis State) are reflected in severd dimensions, such aslessindividua performance
pay and harmonisation of work environment among the mgority of SOEs and DPES. On
the other hand, some forma HRM practices have been introduced in some enterprises, in
particular in FOESs, such asthe ‘transformational’ managerid role, importance of line-
managers, freedom in personnd selection, in-house training and a strategic role for HR
managers, dthough the development is uneven among the sample enterprises. A
‘drategic’ role for HR managers, in particular, isless devel oped among the indigenous
enterprises, namely SOEs and DPEs. This point indicates that the traditiona personnel

management function gill plays acrucia role among these enterprisesin China.

Employee involvement is adopted by severd firms but is not awidespread practice,
especidly in the areas of employee stock-ownership and profit sharing. Information:
sharing is the most common employee involvement practice. However, an encouraging
sign comes from the two former SOEs (E3 and E4) that had been transformed into JSES
reporting employee stock ownership.

HRM ‘clusters

By verticdly examining the HRM dusters of work relaions, employment relations and
employee involvement in Table 2, we can see that E6 and E8 (two US-invested FOES)
adopted 15 HRM practices out of 18, followed by E3, E5 and E7 (one JSE and two
FOEs) with 14 practices, then E2 (SOE) with 11, E1, E9 and E11 (one SOE and two
DPEs) with 9, E4 and E10 (one JSE and one DPE) with 8, and last of E12 (DPE) with 6
HRM practices.

The mgor areas of HRM adoption thus appear to be in teamwork, quality control, new



technology, importance of line managers, harmonization of work environment, and in-
house training. In contrast, enterprises with fewer HRM dimensions being adopted are
related to factors such as: location in the inland region rather than a developed coastal

region (eg. E4 and E12 in Chengdu); a history of involvement in the State planning-

system (eg. E1 and E2 astypica SOES); alack of experience in so-caled ‘modern
management systems’ and internationalisation (eg. severd DPES). Other factors seem to

be less sgnificant.

Discussion

In the light of the HRM data reveded in the interviews (summarised in Teble 2 and
described above) concerning the different kind of enterprises under study, the following
findings related to the hypotheses that were outlined earlier can now be set out.

In terms of ownership, we predicted that ownership would affect HRM practices and the
greater the degree of foreign ownership, the more likdy that forma HR practices will be
adopted with fewer in SOEs and DPESs. It seemsthat it isthe case that the greeter the
degree of foreign ownership, the more likdy forma HR practices would be adopted.
However, one former SOE has caught up in recent years since it was transformed into a
JSE (E3). Certainly, adopting forma HR practicesis aso rdated to other factors.

We dso predicted size would be an important factor. The larger the number of workers
employed in the enterprises, the more likely formal HR practices would be implemented.
This hypothesis seems less significant among the sampled firms. Size could be an
important factor leading to management adopting more formal HRM practices, at least in
this study. However, other factors are more powerful in terms of influencing
management systems and that makes the factor of Szelessrelevant here. For example,
El isthe largest enterprise among the sample but it only reports some forma HRM
practices.

The hypothesis regarding market orientation, namely ‘ externdly market- oriented

enterprises are more likely to adopt formal HR practices, is partly supported, in
particular during the period of export-oriented policies dominating economic decison
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making in the pre WTO era. If enterprises rely on overseas markets, then the quality of
products and services must be up to internationa standards. Consequently, internationd-
oriented management systems, including HRM, may be likely to help them to achieve
their goads. However, in the post-WTO era, the boundary between domestic and
internationa markets becomes blurred. Eventualy, MNCs see the Chinese market as
part of the globa one and the purpose of investing in Chinaiis part of aglobd strategy of
market expanson. Among our sampled FOES, most of them focus on the domestic
market. For the indigenous enterprises, like SOEs and DPES, market competition at
homeis not very much different from international competition anymore.

The hypothes's regarding sector, namely ‘new economy oriented or high vaue-added
enterprises are more likely to carry out forma HR practices’, seems to be supported,
given the fact that the mgjority of enterprises reporting more formal HRM practices are
in rldivey high vaue-added sectors, with more up-to-date technology and *know-
how’. Enterprises with less developed HRM practices are related to the sectors they are
involved in, such as agriculture-oriented production and labour intensve/low leve

production in the eectronic industry, as their management style has more congtraints.

The hypothesis regarding location, namely ‘ coastaly located enterprises are more likely
to implement forma HR practices, seems to be one of the most significart variables that
help determine the outcomes of HR performance. It istrue that enterprises located in the
devel oped coastal region are under more pressure to innovate in order to be able to
compete and survive, and adopting aforma HR system gppears to be part of their
drategy for achieving the god. However, enterprises located in the inland aress, remote
from competition and the influence of globaisation, are less concerned about formd
HRM practices (eg. E4 and E12).

Findly, the hypothesis regarding history influence, namely ‘ recently established
enterprises that have aweaker relaionship with the traditional State planning system are
more likely to use forma HR practices, is dso supported, but with the opposite
examples of two SOEs (E1 and E2), and to some degree of JSEs as well, that they have
the obligation to fulfil ‘the will of the State’ but meanwhile carry the ‘burden’ of their
history. In contrast, FOEs and DPES are in a better position as rlatively new enterprises



engaging in market- oriented business operation without much burden from the past.

Conclusion

Since China gtarted its economic reforms in the late 1970s, its enterprises and
management have changed dramatically. Characterized by high economic growth over
two or more decades, it has become a“‘magnet’ for internationa production and
investment. However, rapid change has dso brought uncertainties and anxieties for the
average Chinese citizen, and thisis no less the case than vis-a-vis WTO accession.
However, we are aware that generalizations about any or al of the factors discussed in
this article must be cautious, given the limited nature of the ‘ sngp-shot” study
undertaken. Hence, future research should focus on the changes from an evolutionary
point of view through longituding study.

In responding to the questions raised at the beginning of the paper, the following
findings are set out here. Globdisation, a market-oriented economy, a multi-ownership
system and an emerging new labour market have intensified the pressure on the
government, trade unions, and enterprises, aswedl as on individua workersto find ways
of surviving from year to year. In addition, the problem of income disparity between the
urban and rural population and even between urban rich and poor has become even
wider. The ‘international division of labour’ has now been brought into the Chinese
domestic domain even more with WTO accession; many more people are today engaged
in high vaue-added ‘ hi-tech’ industries and the new economy, with a higher income on
the one hand, coexigting with a declining manua labour force working in labour
intengve/low vaue-added industries and rurd production. The latter are at least “in
work’, dongsde sgnificant numbers being laid-off and unemployed but only with a
minimum income (see Lee and Warner, 2004). Therefore, it isnot a“clear-cut’
datistical profile, especidly in terms of the aleged ‘race to the bottom’ (Chan and
Chuen, 2001).

Furthermore, the imbal ance between the shortage of skilled labour and oversupply of
unskilled and semi-skilled workers will not be resolved in the near future, even though
the policy on HRD at both nationd and enterprise levels has become so critica in recent

23



years (see Benson and Zhu, 2002).

Last, we would highlight the contribution of these empirica findings on the reactions of
Chinese enterprises towards the chalenges of globalisation and WTO entry: we find here
adivison between an active response through innovative strategies and new HR

practices on the one hand (described as ‘ proactive') and being passve and less dynamic

towards challenges on the other hand (described as ‘reactive') (see Figure 1). Enterprises

with foregn-ownership, or those transformed from SOEs to JSES, are more likdly to
have proactive responses than SOEs and DPES; enterprises located in the coasta region
are more likely to have proactive responses than enterprises located in the inland
regions, enterprises with weaker links with the traditional State planning system are

more likely to have proactive responses than enterprises under the shadow of the past;
enterprises that have experienced modern management systems and internationalisation
are more likely to have proactive responses than enterprises with experience of the
planning management system or the family business management system; enterprisesin
high vaue-added sectors and the new economy are more likely to have proactive
responses than enterprisesin low value added and |abour intensive indudtries; and findly

size and market orientation proved less sgnificant.
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Figure 1. Enterprise managerial reaction

VARIABLES
Ownership Location  History Experiences Sectors Size Market
Proactive FOEYJSEs Coadtd New Modern management High-value/ No No
Internationdisation New economy  difference difference
MANAGERIAL
RESPONSE
Reactive SOESDPEs  Inland Traditiond  Planning system/ Low-vaue/ No No

Family busness Labour intensve difference difference




These conclusions have both theoretical as well as empirical implications for the way Chinese
HRM islikely to develop in the future. Certainly, aformaised HR paradigm mainly exigsin
FOEs and there are clearly gaps of management policy and practices between foreign and
indigenous enterprises. However, WTO accesson may enable the influence of foreign
ownership to become even more profound. Our study, therefore, we believe, demonstrates
that the current HR practices possess both diverse aswdl astransitional characteristics, that
is, those depending as much on the leve of involvement from externd forces, as on Strategies
adopted by specific enterprisesto survive. They are diverse, in that there is no one model
extant and they are trangtiond in that they are mainly short- and medium-term adaptations to
the challenges of globalisation rather than long-term ones, whether reactive or proactive. It is
for this reason, as well the limitations of the study undertaken, that we are cautious about over
generdisation aswell as projecting present trends too far into the future.
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