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Abstract
Based on changes in contextual variables in China's human resource management (HRM), this paper has four
major objectives. The first objective is to highlight discussions on variables in the context of Western market
economies where HRM is conducted and their impact on HRM. The second objective is to review the
traditional model of personnel and labour administration in China's industrial sector during Mao's regime,
which illustrates how management of the Chinese workforce was influenced by various contextual variables
and how these variables were different from those in the market economies. The third objective of this paper
is to analyse the changes in the contextual variables in China's HRM since the post-Mao reform based on
both literature review and some empirical evidence from a survey conducted in China, and examine the
impact of these changes on human resource practices in Chinese industrial enterprises. Finally, the paper
proposes a transitional H R M model for China's industrial enterprises to show some implications for
convergence to or divergence from a Western style of HRM in China when it is moving towards a more
market-oriented economy.
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CHANGES IN CONTEXTUAL VARIABLES IN CHINA'S HUMAN RESOURCE MANAGEMENT
(HRM): IMPLICATIONS FOR HRM CONVERGENCE AND DIVERGENCE

The past two decades of reforms in China's economic system and ownership structure have witnessed
impressive economic growth and an unprecedented enthusiasm for establishing foreign invested enterprises
(FIEs) in China. China has become the second largest recipient of foreign direct investment in the world
since 1993 after the USA (UNCTAD, 1997) and is considered to be the world's third biggest economy after
the USA and Japan (IMF, 1993). Its greater economic integration with the rest of the world, especially its
effort to enter the World Trade Organisation (WTO), has further accelerated its market-oriented economic
reforms, as China needs to open its protected markets and submit to the rule of international law (Chartier,
1998; Ispahani et al., 1999). This ongoing transition and increasing participation in the world economy has
resulted in significant changes in the context where management practices in China's industrial enterprises
were conducted and has consequently had considerable implications for management and especially human
resource practices.
Based on changes in contextual variables in China's human resource management (HRM), this paper has four
major objectives. The first objective is to highlight discussions on variables in the context of Western market
economies where HRM is conducted and their impact on HRM. The second objective is to review the
traditional model of personnel and labour administration in China's industrial sector during Mao's regime,
which illustrates how management of the Chinese workforce was influenced by various contextual variables
and how these variables were different from those in the market economies. The third objective of this paper
is to analyse the changes in the contextual variables in China's HRM since the post-Mao reform based on
both literature review and some empirical evidence, and examine the impact of these changes on human
resource practices in Chinese industrial enterprises. Finally, the paper proposes a transitional HRM model
for China's industrial enterprises to show some implications for convergence to or divergence from a Western
style of HRM in China when it is moving towards a more market-oriented economy.

THE UNIVERSALIST P A R A D I G M VERSUS THE CONTEXTUAL P A R A D I G M
While proposing a European model of HRM, Brewster (1995) argues that external constraints of HRM must
be integrated into the concept of HRM, including culture and legislation, pattern of ownership, trade union
representation, and employee involvement. Based on this model, Brewster further discusses the two major
controversial models in the study of international HRM - the universalis versus the contextual paradigms
(Brewster, 1999). The universalist approach is nomothetic, claims context makes little difference and insists
only organisational characteristics matter. The contextual paradigm, by contrast, is "idiographic, searching
for an overall understanding of what is contextually unique and why", and "emphasises external factors as
well as the actions of the management within an organisation" (Brewster 1999: 215-6). Various contextual
fa:c:>rs in different European countries and their impact on HRM policies and practices were examined in
Brewster's studies to demonstrate the value of the contextual paradigm (Brewster, 1995,1999).
Similarly, many other researchers have noted that a framework of HRM, whether strategic or international,
should consider both exogenous and endogenous factors which would affect directly or indirectly HRM
strategy and practices (e.g., De Cieri & Dowling, 1999; Dowling, Welch & Schuler, 1999; Jackson &
Schuler, 1995; Morishima, 1995; Schuler, Dowling & De Cieri, 1993; Sundaram & Black, 1992). It is
believed by some researchers that "the more contextually diverse and elaborate models of H R M hold greater
prospects for understanding why HRM policies differ and what their effects are than the more parsimonious,
universalistic HR-OE (i.e., human resource policies/practices - organisation effectiveness relationship)
models (see Wright et al., 1999: 195). However, these researchers mainly focus on the context in Western
market economies, and the question raised here is about the contextual factors in a planned command
economy or a transitional economy and their impact on HRM. As the People's Republic of China (PRC) is
in transition from a planned command economy to a market-driven economy, it can be used as a good
example to address this issue.
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TRADITIONAL PRC MODEL OF PERSONNEL AND LABOUR ADMINISTRATION
After the PRC was founded in 1949, a Maoist Chinese model was developed and maintained until the
commencement of economic reforms in the late 1970s (Jackson, 1992; Harding, 1987; Selden, 1993). The
three major components of this model, as summarised by Dernberger (1982), included a Stalinist 'big push'
development strategy; a centralised or command economic system; and the radical principles of Maoist
ideology. The Stalinist big push development strategy or "a leap forward type of heavy-industry-oriented
development strategy" as specified by Lin, Cai and Li (1996: 19), was adopted by the government in the
early 1950s to achieve the goal of rapid industrialisation. However, the heavy-industry centred strategy was
not in harmony with China's initial economic endowment, as China's scarce capital and poorly developed
economy could not support the extremely capital intensive heavy industries (Lin et al., 1996; Naughton,
1996). To reduce the conflicts between the capital-intensive heavy industry and the capital-scarce economy,
a command economic system was subsequently established.
The command economy in China was characterised by two prominent features: central planning and public
ownership (Lee, 1987; Chen, D. 1995). Central planning before the reforms, as noted by Riskin (1987: 9),
refers to a particular form of central intervention. The central government set priorities and carried them out
administratively by distributing materials and finances to enterprises and ordering output from them,
especially state-owned enterprises. Public ownership, including state ownership of the means of production
(mainly in the form of state enterprises) and collective ownership, reflects the control of state institutions
over enterprises (Pu, 1990; Hay, Morris, Liu & Yao, 1994). This control includes "the contractual power to
determine who will comprise the management and their remuneration, and the right to determine the
allocation of residual gains and losses" (Hay et al., 1994: 424). The ownership structure "allows the state to
maintain direct-authority relations over most of its output" and "permits a command system to function
unimpeded" (Naughton, 1996: 29).
Researchers (e.g., Chen, D. 1995; Kaple, 1994; Warner, 1995) have pointed out that central planning enabled
the government to exert strong and direct control over industry and management, while the enterprises acted
as basic production units to fulfil state plans. The nature of public ownership also moulded the enterprise
into a basic social unit or a mini-society that had to take on various social responsibilities (Walder, 1986; Lin
et al., 1996). These two major characteristics of the command economy - central planning and public
ownership - later became targets of economic reforms in China.
In the socialist economy, public ownership was the most essential feature as private ownership belonged to
the capitalist economy (Chen, D. 1995: 51). Public ownership of the means of production was regarded as
one of the most important characteristics of socialism in China (Lin et al., 1996), and was referred to as the
material foundation of the superiority of socialism (Hsu, 1991). Child (1994) has noted that the Chinese
concept of ownership is different from the western one. He observed that:
The Chinese concept of ownership (suoyouzhi) is appreciably more ambiguous and is a political
and ideological consideration rather than an economic and legal one. The term suoyouzhi, when
used in China, implies an overall system of governance based on the ideological principles of
socialism, such that all the means of production are ultimately a public asset and that the state
acts as the custodian of this public ownership (Child, 1994: 19).
Similarly, Hay, et al. (1994: 426) have stated that "in practice the ownership of enterprises [in China] is in
the hands of the institutions of the state", because these institutions control managers through hiring, firing
and compensation, and they have the right to allocate residual surpluses, losses or risks. As a public
ownership structure could pave the way for adopting central planning (Chen 1987: 158), the Communist
Party of China (CPC or the Party) launched the movement of socialist transformation soon after it took
power. In the late 1950s the mixed economy of 1949 was simplified to a public-dominated ownership
structure. The public or state ownership structure was further consolidated until the late 1970s when reforms
started (Wang, 1994).
Under the highly centralised planned economy and state dominant ownership structure, management
practices possessed distinct features that could be generally described by Naughton's (1996: 57) analogue,

"the bird in the cage", or Lin et al.'s (1996: 51) terminology, "puppet-like" enterprise management. This is
because regardless of whether managers were given autonomy for their operations as in the 'one-man*
management practices in the early 1950s or deprived of such autonomy as in the Cultural Revolution, they
were constantly confined by a centralised command economic system (Zhu, 2000). Under this system, the
state "set the norms of economic activities to be followed by enterprises" (Hsu, 1991: 76), that is:
... all required factors of production were allocated to enterprises by the state, all their products
were submitted to the state, all their production costs were settled by the state, and all their
profits were remitted to the state. There was no link between the expansion of an enterprise and
its economic efficiency, or between its workers' income and their contribution (Lin et al.,
1996: 61).
The system imposed a highly restrictive and rigid set of constraints over the behaviour of managers, and
deprived them of any authority "to shape the enterprise into a unique or idiosyncratic organisation to match
the output, market, or personality of that unit" (Naughton, 1996: 107). In addition, the Party was the
ultimate arbiter of important decisions due to the supremacy of the Party and politics (Naughton, 1996). A l l
these factors ultimately deprived managers of their autonomy and resulted in a 'puppet-like or ' birds-in-thecage' management style.
1

With this management style, a typical way of managing human resources was established during Mao's
regime, which was summarised and set out in Figure 1. It is clear in Figure 1 that the three major parts of the
Maoist model, i.e., a heavy industry-oriented Stalinist big push strategy, the radical principles of Maoist
ideology, and a socialist command economy system, formed key contextual variables in the domestic
economic environment before the economic reform, because China had adopted a closed-door policy at that
time and the global environment was ignored.
As indicated in Figure 1, the two major components in the command economic system - a highly centralised
planning system and the public ownership structure - resulted in 'puppet-like' enterprise management with
extensive involvement of the government and traditional labour and personnel administration. Although the
three parts of the Maoist Chinese model were interrelated and interacted (as shown by arrows with both
straight and dotted lines in Figure 1), their impact on enterprises and their management was generally oneway and top-down, as enterprise managers, especially HR managers, were merely instruction-followers and
administrators.
The model of traditional personnel and labour administration (henceforth referred to the traditional PRC
model) set out in Figure 1 highlights major HR practices during Mao's regime in the bottom box. These
practices might exert some influence on the policy of personnel and labour administration, which is shown
by the arrow with a dotted line. The traditional PRC model managed people in a way that was administrative
and politically/ideologically oriented. The main features these traditional HR practices include the
clarification of cadres and workers; the three iron practices (i.e., 'iron rice bowl' - guaranteed jobs for life
plus cradle-to-grave welfare protection, 'iron wage system' - centrally fixed wage scales, and 'iron post or
ch^ir' - tenured position for cadres); government-conducted HR planning; centralised labour allocation; the
nomenclature system for cadres; seniority-based and egalitarian-oriented compensation and welfare, and
politically/ ideologically restricted HR practices such as cadre selection and promotion, performance
assessment and training (see Zhu & Dowling, 1994, 1998 & 2000). Labour relations were nonconfrontational, while trade unions served as a pillar supporting state power and were used to "transmit the
Party line to workers, encourage production, engage in political education, and execute a range of welfare
chores" (Hoffmann, 1974: 134).
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Figure 1. The traditional PRC model of Personnel and Labour Administration
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Traditional HR practices:
Classification of cadres and workers
Iron rice bowl - lifetime employment
Iron wages - centrally fixed wage scales
Iron posts — tenured positions for cadres
The government-conducted HR planning
Centralised labour allocation
Nomenclature system for cadres
Seniority-based and egalitarianism-oriented compensation
and welfare
Politically/ideologically oriented HR practices:
• Selection and promotion for cadres
• Performance assessment
• Training
Note:
Solid line indicates a direct impact;
Dotted line indicates a mutual
interaction.

CHANGES IN THE CHINESE CONTEXT AND THEIR IMPACT ON HR PRACTICES
Since China embarked on its economic reforms in the late 1970s, the economic system has been under
continuous transition. Two major components of the command economy - central planning system and
public ownership structure - were targeted for reforms (Dong, 1992; Talas, 1991). According to Dong
Furen, a noted Chinese economist, reform in planning, also called operational reform, has sought to
substitute the mandatory central planning system with a market-oriented system. This reform involved
decentralisation and deregulation of the central planning system and a gradual separation of enterprises from
government administration. Meanwhile reform in ownership structure aims to change the predominantly
public ownership of Mao's regime and to reform state ownership itself to establish a new form of public
ownership that simulates economic growth (Dong, 1992). The ownership reform has facilitated changes
within public sector enterprises and the establishment of enterprises with mixed ownership forms, such as
FIEs and private-owned enterprises (POEs). It was reported that in 1995 non-state enterprises produced
66%of the gross output value of industry compared to 22.4% in 1978 (SSB, 1996: 403).
The introduction of a modern enterprise system in 1994 has brought in a Chinese way of privatising state
enterprises through corporatisation and shareholding (Chai & Dowcwra, 1997; Liew, 1997). The main
features of the modern enterprise system are clearly established ownership, well-defined rights and
responsibilities, separation of enterprise from government administration, and management in a scientific
way. Chen Qingtai, Vice-Minister in charge of the State Economic and Trade Commission, explained these
features in more detail (Chen, Q.T. 1995:67). First, under the modern enterprise system, state enterprises would
be transformed into corporate entities to operate independently and compete freely on the market. The investors
or shareholders of an enterprise would be represented by the board of directors, which would have control of
residualrightsincluding therightto appoint and remove managers, and the authority to direct managers towards
profit-oriented behaviour. Second, enterprises would be instituted as required by the Corporate Law. While the
government has limited liability to the enterprise based on its investment, the enterprise would have utilisation,
return and alienation rights. Third, there would be a distinction between the functions of government and
enterprises. While enterprises have operationalrightsto gear up production to market demand, they would be
gradually divested of their social service obligations to the government administration. Thus, the government
would need to establish a comprehensive social security system to deal with unemployment, pension and other
types of social welfare. Finally, management must be modernised by developing advanced managerial skills
such as strategy development, effective leadership and organisation structure, marketing, and human resource
development.
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The modern enterprise system has facilitated the reforms in enterprise management with fewer constraints
imposed by the government and more autonomy granted. As a result, the management of human resources
in the PRC has gradually moved awayfromthe traditional HR practices. Whereas the progressive reform of
the economic system has profound implications for management in the Chinese industrial sector, there is a
dearth of empirical evidence to show the impact of changing contextual variables such as transitional
economic system and ownership structure on human resource practices. In the following section the research
results from a survey conducted by the first author in China in 1994 and 1995 are displayed and discussed to
illustrate such an impact on human resource practices in industrial enterprises with different types of
ownership.
Sample and Procedure
Survey questionnaires were distributed to 850 managers and employees in Chinese industrial enterprises
with four types of ownership, i.e., state-owned enterprises (SOE), collective-owned enterprises (COEs),
POEs, and FIEs. The survey was conducted by the first author in three major Chinese cities (Shanghai,
Nanjing and Tianjing) during 1994 and 1995 (for detailed information about the survey, see Zhu, 1997 and
Zhu, Dowling & De Cieri, 1998). A total of 440 usable questionnaires were received, among which 221
1

The definition of these three rights is "the right to utilise the assets (utilisation right), the right to possess
the fruits (and responsibility for negative outcomes, such as damages and debts) of that utilisation (return
right), and the right to transfer these rights to another agent through gift or sale (alienation right)"
(Putterman, 1996: 87).
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respondents were from SOEs, 93 from COEs, 28 from POEs and 98 from FIEs. Responses from enterprises
under the same type of ownership were grouped together in the analysis of the impact of ownership on HR
practices.
The majority of enterprises surveyed, as indicated by the respondents, were in the manufacturing industry
(86% of SOEs, 96% of COEs, 100% of POEs and 98% of FIEs), while the rest were in the tertiary industry.
The enterprises had been in operation, on average, for approximately 44 years for SOEs, 24 years for COEs,
5 years for POEs and 4 years for FIEs. The much longer history of SOEs and COEs demonstrates a strong
dominance of the public sector before the post-Mao reforms, while the shorter period for POEs and FIEs
reflects the changes in ownership structure since the reforms. The size (number of employees) of the
enterprise is, on average, 1331 for SOEs, 538 for COEs, 221 for POEs and 328 for FIEs. These data further
reveal the dominant position of SOEs in Chinese industry and partly explains their over-staffing problems.
The production output value per head in 1993 was approximately 68,000 yuan (Chinese dollar) for SOEs
(62% of them were below 60,000 yuan), 88,220 yuan for COEs, 151,500 yuan for POEs and 219,200 yuan
for FIEs. These data appeared consistent with the findings of other researchers that the productivity of POEs
and FIEs is much higher than that of SOEs and COEs (Yabuki, 1995, Zhao et al. 1998). However, the data
should only be used for reference, because in the mid-1990s many enterprises still had dual accounting
statements to take advantage of the dual pricing system and individually negotiated production targets and
tax rates with the government.
Among all the respondents, over 69% of respondents were aged 30-49, with SOEs having much less young
employees under the age of 30 (SOEs had only 9.1% compared with 20.4% for the groups of respondents in
general and 38.5% for FIEs). Over two-thirds of respondents (67.7%) were male and nearly 60% of the
sample is at managerial level. The educational backgrounds of the respondents were much higher than in the
general population - 73.6% of all respondents had tertiary qualifications. This is because the educational
level in the three cities where survey was conducted is much higher than in other areas. However, a
significant number of respondents had received a two-year tertiary diploma (42.9% of the sample), a
consequence of the break in their education during the Cultural Revolution and the government's subsequent
promotion of further study at the this level since the reform program started in the late 1970s.
The duration in current job was on average 9.6 years for respondents from SOEs, 9.9 years for COEs, 5.9
years for POEs and 6.9 years for FIEs. The average length of time spent with their current enterprise was
14.3 years for those from SOEs, 9.1 years for COEs, 3.1 for POEs and 3.5 for FIEs. Two important
implications arise from these data. First, employees working in the public sector tend to stay in one
enterprise for longer time because of lifetime employment and low job mobility before the reforms. Second,
the length of tenure would imply that respondents had a good knowledge of their job, and of the HR policies
and practices in their enterprises.
Analysis of survey data was conducted using the Statistical Package for the Social Sciences (SPSS)
computer program. In addition to calculatingfrequencyand means of some descriptive items, some other
techniques were employed for different purposes. For example, in order to explore the impact of ownership
on HR practices, a multivariate analysis-of-variance (MANOVA) and one-way analysis of variance
(ANOVA) were conducted based on the values (means and standard deviations) of variables. In the
situation when only frequency (i.e., percentage of respondents who indicated the existence of HR practices)
were available, chi-square tests were employed to analyse differences among the practices across the four
major types of ownership.
Data Analysis and Discussion
In the survey each respondent was required to indicate to what extent his/her enterprise was facing certain
situations in the business environment as outlined in the questionnaire. The responses were based on a fivepoint, Likert-type scale ranging from (1) 'very false' to (5) 'very true'. A multivariate analysis-of-variance
(MANOVA) was employed to ascertain whether the responses to the external environment varied across the
four types of ownership. This test revealed that type of ownership did influence the responses, F (15, 1095)
= 5.004, p < 0.001. One-way ANOVA tests were then conducted to ascertain which of these situations
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varied across type of ownership. Table 1 provides the mean of each situation for each type of ownership and
the ANOVA values. For responses that demonstrate statistically significant differences among four types of
ownership, a post-hoc test (Tukey) was then implemented to indicate where the differences existed.
Table 1. The business environment faced by enterprises
Variables

I.
2.
3.
4.
5.

Marketplace competition has
increased dramatically.
Conditions in our business
environment are rapidly changing.
Governmentregulationsare
rapidly changing.
The technology in our
product/services is complex.
Abundant supply of skilled people
in the labour market

SOEs
m
(s.d.)
4.48
(.595)
4.08
(•655)
3.97
(-677)
3.49
(.827)
2.90
(.892)

COEs
m
(s.d.)
4.25
(.738)
3.71
(.892)
3.59
(.720)
3.32
(•901)
3.00
(•876)

POEs
m
(s-d.)
4.35
(.606)
3.44
(964)
3.13
(-957)
3.19
(.911
3.19
(.981)

FIEs
m
(s.d.)
4.48
(.666)
3.64
(.839)
3.35
(.967)
3.28
(.835)
3.04
(.855)

A N O V A value

F (3, 402) = 2.774*
F (3, 386)= 10.510***
F (3, 381)= 17.904***
F (3, 378) = 1.858
F (3, 379)< 1

m = mean; s.d. = standard deviation; *p < 0.05; **p<0.01;*** p< 0.001
Table 1 clearly shows that the public sector businesses (SOEs and COEs) experienced much stronger
changes than the non-public sector (POEs and FIEs) did in terms of changes in the business environment.
Regarding the rapidly changing environment (item 2), SOEs and COEs had much higher means (4.08 and
3.71 respectively) than POEs and FIEs (3.44 and 3.64 respectively). The Tukey test reveals a significant
difference between SOEs and COEs/POEs (p < 0.01), and between SOEs and FIEs (p < 0.001). With respect
to rapidly changing government regulations (item 3), SOEs had the highest mean (3.97), while POEs had the
lowest (3.13). The difference between SOEs and COEs (p < 0.01) is significant, and also that between SOEs
and POEs/FIEs (p < 0.001). These differences show that the public sector, especially SOEs, used to
experience more government constraints and is now at the centre of economic reforms. Although SOEs and
COEs are undertaking rapid changes during the transition period, the reform of SOEs has become
particularly urgent issue because of their poor performance, low return on capital but important position in
Chinese economy (e.g., Rawski, 1997, Yabuki, 1995).
Item 1 in Table 1 has the highest means across the four types of ownership compared with other items, which
provides evidence of the transitionfroma planned economy to a market-driven economy in China. Although
COEs had the lowest mean (4.25), the Tukey results indicate that only between COEs and SOEs is the
difference significant (p < 0.05). COEs used to rely less on the government support but often obtain contracts
from SOEs, and this could partly explain why they felt less pressure from market competition. The
responses to items 4 and 5 show that PEEs had the lowest mean regarding the complexity of technology
(3.19) compared with others (3.49 for SOEs, 3.32 for COEs and 3.28 for FIEs), but the highest (3.19)
regarding 'abundant supply of skilled labour' (2.90 for SOEs, 3.00 for COEs, and 3.04 for FIEs). Although
the differences are all statistically insignificant, they may still indicate that POEs had relatively low
technology, but they enjoyed flexible hiring practices because of their full autonomy.
In the survey respondents were given a list of HR activities as presented in Table 2 (column 1) and required
to select those activities currently conducted by their HR department (classified under 'is now') and then to
indicate those they considered ideal for the future ('should be'). The differences between the 'actual' (is now)
and the 'ideal' (should be) may point toward the nature and direction of change in the future. Some of the
activities presented in Table 2 were commonly practised in the Western market economy (e.g., HR planning
and job analysis) while some were often observed in China during Mao's regime (e.g., employee welfare and
the organisation of political studies). Table 2 shows the percentage of respondents who ticked 'is now* and
'should be' for each item. The results were categorised under each type of ownership, and chi-square values
were obtained to indicate the statistical significance of the impact of ownership on these activities.
As Table 2 illustrates a higher percentage of SOEs and FIEs conduct HR activities currently, and chi-square
values indicate significant differences on all activities except items 3 (recruitment and selection), 10
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(employee welfare) and 12 (contact local Labour Bureau). POEs had the lowest percentage on all the items,
which is consistent with the findings of other researchers that HR activities were either informally conducted
or missing due to some reasons (Gao & Chi, 1996; Wang, 1994; Yuan, 1993). These include their short
history, family-based business structure, small size and low-level of technology, paternalistic style of
management, and their profit-maximising and short-term strategy partly due to their lack of confidence in
government policies (Shaw, et all., 1993; Yuan, 1993; Zhao, et al., 1998).
Table 2. Activities currently ('is now') and should be conducted ('should be') by the HR department
HR activities
1. Conducting HR
planning

is now
should be

2. Being responsible for
HR policies

is now
should be

3. Recruitment and
selection

is now
should be

4. Job analysis and
evaluation

is now
should be

5. Performance appraisal

is now
should be

6. Wage administration

is now
should be

7. Training and career
development

is now
should be

8. Record keeping

is now
should be

9. Health and safety

is now
should be

lO.Employee welfare,
recreation and sports

is now
should be

11.Organise political
studies

is now
should be

12.Contact local Labour
Bureau for potential
labour supply

is now
should be

SOEs

COEs

POEs

FIEs

53%
78%
(n=173)
80%
60%
(n=174)
85%
57%
(n= 171)
70%
66%
(n= 168)
56%
72%
(n= 167)
86%
55%
(n= 174)
65%
70%
(n= 170)
88%
50%
(n=170)
68%
58%
(n=124)
51%
68%
(n= 109)
68%
58%
(n=139)
74%
50%
(n = 34)

41%
71%
(n = 62)
57%
47%
(n = 68)
83%
42%
(n = 64)
51%
66%
(n = 65)
42%
71%
(n = 59)
70%
54%
(n = 70)
35%
76%
(n = 62)
76%
46%
(n = 63)
59%
53%
(n = 51)
51%
59%
(n = 49)
54%
54%
(n = 35)
100%
0
(n = 2)

21%
79%
(n=14)
47%
53%
(n=15)
75%
44%
(n=16)
38%
69%
(n=13)
43%
64%
(n=14)
64%
50%
(n=14)
14%
86%
(n=14)
69%
38%
(n=16)
38%
62%
(n=13)
43%
64%
(n=14)
38%
63%
(n = 8)
0
0
(n = 0)

46%
64%
(n = 67)
72%
86%
(n = 68)
83%
43%
(n = 70)
48%
61%
(n = 62)
57%
60%
(n = 65)
75%
48%
(n = 63)
57%
78%
(n = 67)
80%
43%
(n = 69)
60%
45%
(n = 65)
73%
48%
(n = 62)
55%
54%
(n = 51)
73%
33%
(n=15)

Chi-square
value
X* (6,n = 316)
= 23.06*»
X ' (6, n = 325)
= 23.46**
X ' (6,n = 321)
= 11.72
X ' (6, n « 308)
= 23.66**
X ' (6, n = 305)
= 12.29
X'(6,n = 321)
= 18.37**
X ' (6,n = 313)
= 36.53***
X ' (6,n = 318)
= 16.68*
X ' (6, n = 253)
= 13.74*
X ' (6, n = 234)
= 12.19
X* (6, n = 233)
= 15.51*
X*(6,n«51)
= 3.77

*p < 0.05; ** p < 0.01; *** p < 0.001
The variance of HR activities is particularly strong in relation to item 7 (training and career development)
among four types of ownership. POEs and COEs currently offered much less training and career
development to their employees (14% and 35% respectively) than SOEs (65%) and FIEs (57%). The
majority of respondents (70% of SOEs, 76% of COEs, 86% of POEs and 78% of FIEs) pointed out that the
HR department should perform this activity, indicating a strong desire that training and development be
increased in the future. As well as training and development, other activities were also on the agenda of
these enterprises as they were expected to be conducted more in the 'should be' than 'is now* situation. These
include HR planning (item 1), job analysis (item 4) (except for SOEs), and performance appraisal (item 5).
Different indicators of what the trend might be were observed for item 2 (being responsible for HR policies),
with SOEs and COEs showing a decline (from 80% to 60% for SOEs and from 57% to 47% for COEs)
while POEs and FIEs an increase (from 47% to 53% for POEs and from 73% to 86% for FIEs). This might
be attributed to the restructuring of SOEs and COEs as part of the enterprise reform, with subsequent
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decentralisation of some policy-making to other departments. Similarly, HR department was also expected
to conduct less recruitment and selection (item 3). The result indicates an expectation of delegating this HR
activity to the department with staffing needs. This phenomenon was also observed by the first author in her
field study in China when she noticed that this activity was often conducted by a relevant department with
assistance from the HR department.
The decentralisation of staffing down to the business unit conforms with the current best practice of staffing
in the West (Schuler, Dowling, Smart & Huber, 1992; Ulrich, 1998). There are three major reasons for such
a trend in Chinese industrial enterprises. First, in the absence of detailed job descriptions and selection
criteria, managers with specialised knowledge of a job are more likely to select appropriate candidates.
Second, as revealed by the survey results, job-specific information including personal ability and skills
presented at interview or tests was regarded as more important than archival biographical data (e.g., personal
qualifications and file records) both now and in the future (see Zhu & Dowling, in press). Job-related
knowledge and experience would thus be critical during the selection process, enabling interviewers to raise
the key questions or issues. Finally, insufficient training of HR managers in recruitment and selection has
frequently contributed to their poor performance in selection. Traditionally, the most important attributes of
HR managers were their political reliability and experience as administrators. With the emergence of a free
labour market and the practice of 'two-way' selection, recruitment and selection can no longer be conducted
just as an administrative task. HR managers need to acquire the professional skills of managing human
resources.
Furthermore, all respondents preferred reduced involvement of the HR department in routine work such as
wage administration (item 6) and record keeping (item 8). SOEs and FIEs demonstrated the most prominent
reductions in regard to these items. For example, for wage administration, SOEs saw a reduction from the
current 86% to 55% in future while FIEs dropped from 75% to 48%; and for record keeping, SOEs reduced
from 88% to 50% and FIEs from 80% to 43%. Such movements are more comprehensible in SOEs than in
FIEs because of the transition from centrally fixed wage scales to more performance-linked and unitdetermined (such as department or workshop) compensation. But why do so many HR departments in FIEs
still have such practices? This may be partly due to the influence of SOEs on their foreign partners as all the
FIEs surveyed formed joint ventures with SOEs, and partly because the short history of FIEs has allowed
them insufficient time to establish a different HRM system. However, the potential decline in these
activities might indicate that HR departments would be less involved in routine work in the future.
The effect of private ownership on items 9 (health and safety) and 11 (organise political studies) is also
significant as POEs perform much lessfrequentlysuch activities than other types of enterprises. However,
while other types were expected to reduce these practices, POEs expected an increase. It is worth noting that
politics is always a sensitive topic in China and people often report an emphasis on political study whether
they like it or not. Respondents may have answered cautiously to item 11, thus biasing the results. With
respect to item 12 (contact local Labour Bureau), only about 12% of the total respondents answered it,
taK'mg into account that no respondents from the private sector ticked this item and only two from COEs
mentioned that it was still practised currently. This response is understandable given the emergence of a free
labour market, with less reliance on local government for labour supply. In addition, only HR managers
would have clear information about this practice, which greatly limited the number of people who could
answer the question. However, the results for item 12 were still valuable as they revealed the legacy of the
old labour allocation system in SOEs and also in some FIEs that received assistance from the local
government.
To summarise, our comparative analysis of the impact of different types of ownership on HR practices as
displayed in Table 2 has partially supported Shenkar's (1994: 15) claim that "continuing reforms may change
the situation [of traditional management practices], particularly in collective, private and foreign-invested
enterprises". The results in Table 2 indicate that some HR practices commonly conducted in Western market
economies such as conducting HR planning (item 1), being responsible for HR policies (item 2), undertaking
performance appraisal (item 5) and training and developing career (item 7) are all employed and emphasised
more by FIEs. These results suggest that it is most likely that HR practices will develop more rapidly in
FIEs than in other types of enterprises. Although FIEs, or more precisely, foreign joint ventures with local
SOEs, may still experience some restrictions or limitations from the government and subsequently maintain
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some traditional HR practices, they will move towards greater convergence with Western HR practices. This
finding has been supported by other researchers (e.g., Ding, Goodall & Warner, 2000; Goodall & Warner,
1997; Warner, 1996) when they claim that FIEs in general have adopted more market-oriented HR practices.
Similarly, Benson and Zhu (1999) have noted that Chinese enterprises with strong connections with foreign
companies via joint ventures while little connection with the traditional SOE system attempt to adopt more
Western HR practices. This is partly because of the transfer of managerial skills by foreign companies and
partly because many FIEs do not inherit the inefficient management system of a state enterprise, or "the
burden of the past" (Tsang, 1998: 25).

A PROPOSED TRANSITIONAL MODEL OF HRM IN CHINA'S INDUSTRIAL ENTERPRISES
The previous section has indicated the impact of the transitional economic system and especially its new
ownership structure on human resource practices in Chinese industrial enterprises. The impact of the
economic reform is especially powerful in China as its political system has remained intact and its socialist
ideology is still being emphasised (e.g., Burns, 1999; Pye, 1999; Starr, 1997). In addition, the adoption of
the 'open-door" policy since economic reforms began has facilitated China's integration into the global
network. China's endeavour to become a WTO member has also accelerated its economic reforms, which in
turn has had a direct impact on the separation of enterprises from government administration and reforms in
ownership structure. Under such circumstances, HR practices have "to be related to directly impinging
environmental factors" and there is a need "to build in external constraints to models of HRM" (Brewster,
1995: 10-11).
In a new context of post-Mao reform era, many researchers have reported a sea-change in HR practices in
Chinese industrial enterprises and the development of HR practices in China as a result of the economic
reform (e.g., Brown & Porter, 1996; Child, 1994; Jackson, 1992; Laaksonen, 1988; Warner, 1995, 1998,
2000). These include the recognition of concepts of Western-developed HRM, at least in terms of policy, by
Chinese professionals and practitioners, and the adoption of some HR activities to various degrees, such as
merit-based recruitment and selection, performance-linked compensation, and job-related training (also see
Zhu & Dowling, in press; Zhu, De Cieri & Dowling, 1998; Zhu, 1997).
Based on our research results and other people's studies, a transitional HRM model is proposed in Figure 2
for China's industrial enterprises. This model first presents the context in which changes in the management
of human resources have occurred, indicating that China is in transition from a planned economy to a
socialist market economy. The key contextual variables in the Chinese economic environment during the
reforms include the global context, a market-driven economic system, changes in the government regulation
of enterprises as the result of the operational reform and new patterns of ownership structure due to the
ownership reform. The model recognises the interdependence of HRM with the external international and
domestic economic systems, and also indicates that an enterprise's management and its HRM strategy
interacts with one another with subsequent impact on HR practices.
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Figure 2. A Proposed Transitional H R M Model for Chinese Industrial Enterprises

Global Context: WTO, international market, globalisation
A
1

Economic Reforms: socialist
market economy

Operational Reform:
decentralisation & separation o
enterprises from the
government administration

Ownership Reform:
mixed ownership
structure

Enterprise Reform: modem enterprise system with fewer
constraints imposed by the government and more autonomy

HRM Strategy:
Includes - integration with enterprise strategy,
employment policies,
compensation policies,
training policies, etc.

HR activities:
Job Analysis: for managerial and non-managerial employees, to be used for other HR practices
such as HR planning, selection and performance appraisal;
HR Planning: linked to business strategy, planning for both recruitment and retrenchment;
Recruitment & Selection: job position to be advertised, two-way and merit-based selection,
emphasis on the match between job and candidate, expert-selected with assistance from HR
department, labour contract system;
Performance Appraisal: performance criteria set on the basis of job description by both
appraiser and appraisee, used more for communication and training in addition to administration
purpose;
Compensation & Welfare: Enterprise-determined and job-related wage scales, more individualperformance-related bonuses, reduced welfare benefits supplied by enterprises; with adoption of
the shareholding system, part of a manager's compensation may be in the form of shares;
Training & Development: for improvement of skills and behaviours, including leadership styles,
communication for interview and feedback of performance assessment, career development of
managers and employees;
Labour Relations: liaison between management and employees, supervision of managers in
non-public sector enterprises to protect employee interests and rights.
Note:
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Solid line indicates a direct impact;
Dotted line indicates a mutual interaction.

The model in Figure 2 places HRM strategy and practices in close interaction with the modern enterprise
system and the external environment, emphasising that all the contextual variables are part of the HRM
model rather than merely external factors that may have some incidental influence. The interaction between
the HRM model and the external environment results from the major changes that have occurred as a result
of the reforms.
The first change concerns the domestic economy and its close interaction with global developments. Since
China adopted an open-door policy in the late 1970s, the economic system in China has moved away from a
command economy to a socialist market economy. However, this transition is far from complete and is
being continuously affected by global issues, including China's imminent entry into the WTO, competing in
the international market and participating in globalisation. To become a member of the WTO, for example,
China will need to open up its banking, insurance and telecommunications industries to foreign competition
and ownership, become subject to international rules and enforcement, and promote market-oriented reforms
(Ispahani, et al., 1999). China has made, and continues to make considerable progress towards integration
with the rest of the world (Lardy, 1998; Chartier, 1998), which has a direct impact on Chinese enterprises, as
more enterprises have to compete in the global market rather than in the protected domestic market. China's
economic development has in turn created considerable impact in the global context as it is emerging as an
economic giant in the world economy (Kelley & Luo, 1999; Tsang, 1998).
The second change lies in reduced government control over enterprises as a result of the operational reform.
The economy is now moving awayfromhighly centralised planning to decentralisation and deregulation and
cessation of government administration of enterprises. The third change is the result of ownership reform.
The ownership structure has changed from being public dominated to mixed with coexistence of both public
and non-public enterprises. Because of these changes and the government's endeavour to establish a modern
enterprise system, enterprises are experiencing fewer government constraints and have more autonomy to
compete against others with different types of ownership. The implementation of the joint stock system in
enterprises also facilitates the separation of state ownership from management to help raise the efficiency
and productivity of enterprises (Beijing Review, October 6, 1997: Documents). Ongoing reforms have
facilitated HRM development in China's industrial enterprises as presented in the model in Figure 2.
The proposed transitional HRM model also indicates that HRM will be conducted at a more strategic rather
than operational level and linked more closely to the business strategy of the enterprise. Therefore, HRM
strategy includes the integration with business strategy of the enterprise and new HR policies such as
employment, compensation, and training. HR activities that flow from the strategy may reciprocally
influence the development of management practices in the enterprise, which may then influence the
government to allow further reforms at a macro-level. For example, if enterprises are able to discretely
retrench redundant employees, the government needs to support this HR practice by establishing a social
security network as a safety net for those retrenched employees (Croll, 1999). Also, many researchers
(Hussain, 2000; Zhu & Dowling, 2000) have noted that SOEs were striving for more autonomy and
employing different types of joint stock ownership in order to survive or compete with other types of
enterprises. In view of this, the government must offer further guidance and facilitation of reforms in the
ownership structure. Therefore, in the proposed HRM model, all the variables are shown to interact with
each other and the adoption of certain HR activities is interdependent upon other contextual factors. HR
activities in this model may bear more resemblance to Western HR practices.
The main features of the transitional HRM model are outlined in the bottom box of Figure 2. These include
the adoption of a series of HR activities that would be more compatible with the market economy and
maintenance of some distinctive features of Chinese management practices. The HR activities include job
analysis for both managerial and non-managerial employees, HR planning for hiring and firing, merit-based
selection in the emerging labour market, job-related performance appraisal, more individual performancerelated compensation, and more behavioural training to improve skills and behaviours of managers and
employees. Labour relations will remain its function as a transmission belt but may play an active role in
non-state sector.
To conclude, this paper proposes the transitional HRM model to indicate that because of changes in the
Chinese context, some Western HR practices are being used in Chinese enterprises, although often in a
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"hybrid form" (Warner, 1995: 161) or with some "relative convergence" (Warner, 1998: 30). As China is
still experiencing ongoing reform, there will be more changes in context such as the establishment of a social
protection system in urban areas and proliferation of non-state enterprises. This will facilitate the adoption
of more market-oriented HR practices as conducted in the market economies. However, it may still be too
early to say whether China will show more convergence to a Western style of HRM because of the legacy of
the past, the inertia of enterprises in the public sector, and more importantly, the absence of radical changes
in its political and ideological environment.
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