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HR MANAGEMENT: WHAT ISOUR VALUE-ADDED CONTRIBUTION TO
BUSINESS COMPETITIVENESS?

A Brief Career History

—

Academic World Corporate World

® San Francisco State ® Chief Learning

® University of Michigan Officer, Acer Group

® Associate Editor Gap ® President, Aspire
HRMJ Academy

How isHR Being Advocated in Academic World?
THEORETICAL ARGUMENT:

® 80's: Linking HR with business strategies
= Key advocates. Noel Tichy, Jm Walker, Lee Dyer

® 90's: People as source of sustainable competitive advantage
= Key advocates. Jeffrey Pfeffer, Dave Ulrich, Mark Huselid

EMPIRICAL SUPPORT:

® Relationship between HR practices and financial performance

— Industry specific: Arthur (1994); MacDuffie & Krafcik (1992)
— US companies: Huselid’s research, US Department of L abor

® Support for People-Customer-Shareholder Interrelationship
— Sears (5% -->1.3% -->0.4%)
= Nortel, Service Master, American Express, AT& T, Eastman Kodak,
Taco Bell, MCI
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People-Customer s-Shar eholders Chain

OYEES SHAREHOLDEF
EMPLOYEES CUSTOMERS
SHAREHOLDERS
Right People

+ Customer Value Profitability
Enabling Tools/

Processes :> Result + Process :> Revenue Growth
+ Total Ownership

Reward/ Cost

Recognition
Employee Satisfaction Customer Satisfaction Shareholder Satisfaction
Employee Loyalty Customer Loyalty Shareholder Loyalty

How isHR Generally Perceived in Corporate World?

® A dtaff function that takes care of operationa HR practices and administrative
Issues

® A function that is disconnected from business need
® A cost center where resources can be managed more efficiently
® A department that can be outsourced

® A department that creates alot of paperwork

“TAKING ON THE LAST BUREAUCRACY”
Thomas Stewart, Fortune
January 15, 1996

Key argument: HR function should be abolished

® 80% of HR work is routine administrative tasks that can (and should) be either



Keynote Address ﬂ%

outsourced or automated (payroll, benefits administrative, recruiting, training)
® Strategic HR redistributes to line managers and other strategic functions
Why??
® HR isdisconnected with business needs

® HR’'sahility to reinvent itself is doubtful

Why the Gap???
® Management philosophy of top =
management/ business owner Expectation
?
9_ What r_eally matter and opportunities
® Time horizon: for HR
Survival/opportunistic mode
VS. sustainable success —
® Competenciesof HR = Credibility of
professionals HR professionals
® Mindset of HR professionals —
Forced Field Analysis
DESIRED
CURRENT STATE =—> STATE
—
What do we have? —— What stop us from moving
> forward?
What have we done?
€ What should we have?
—
€ What have to be done?
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Suggestions for Enhancing the Value-Added Contribution of HRM

1. Amplifying and reinforcing what we know

?

?

?

?

Popularize the research findings that demonstrate the relationship between HR and
business success (Trandation may be needed)

Continue similar research in APEC business environment, especially Asian
societies

Track success stories and case studies

Form Clearing House

2. Change the mindset of top management/ business owners

?

?

?

“Leaders developing leaders’-- Organize CEO Forums so that they can learn from
more progressive CEOs

Offer “ Strategic HR Program for Senior Line Executives’

Involve CEOs in HR Partnership (e.g., Asian Strategic HR Partnership)

3. Facilitate the competency migration of HR professionals

?

Form HR support and benchmarking group (e.g., Asian Pacific HR Partnership,
Asian Strategic HR Partnership)

Offer systematic HR program to help HR professionals to be more strategic

Provide HR consulting and coaching services for HR professionals that need
assistance

Modify the curriculum of university education to reflect the changing nature of HR

Summary

1. In the last 2 decades, HR researchers have made significant progress in demonstrating

the strategic roles of HRM (both theoretically and empirically)

2. However, to turn our knowledge into real business contribution, more systematic

efforts are required
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3. By working together, we can make a difference!
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LINKAGESBETWEEN LOCAL SMEsSAND FOREIGN FIRMS
IN THE ECONOMIESAFFECTED BY THE ASIAN FINANCIAL CRISIS:
THE CASES OF KOREA, MALAYSIA AND THAILAND

ABSTRACT

A dimulating but theoretica hypothesis could propose that the more internationalized
locd SMEswere before July 1997, the more resilient they might have been to the East Asan
Crids, especidly compared with the purely domestic market oriented SMEs.

Based on a SME survey conducted for UNCTAD in Korea, Mdaysa, and Thailand
during the first semester of 1999, the above hypothesis was>tested in the case of local SMIEs
linked to foreign ffiliates:

1. The export-oriented SMEs have been generally more resilient than the non-internationaized
SEMs, which have been dramaticaly affected by the sharp decline of domestic demand.

2. Only asmdl percentage of those SMES linked to foreign affiliates (through subcontracting
or other contractud arrangement) have been able to sustain the crigis better than expected.
There are many quditative data research problems to be addressed before being able to
be more specific and focused.

3. An even smdler proportion of those SMEs financidly linked to foreign partnerg(through
direct FDI inflows and joint ventures)have been paticularly reslient. Although smdl
entrepreneurs do welcome in principle more FDI for a prompt recovery of the whole
nationd economy, avast mgority of SMESs prefer to remain localy family owned and are
not prepared to open up their equity to foreigners.in times of risng globdization pressure,
it remains to be seen (@whether domestic oriented SMEs or internationalizing SEMs are
better suited to the economic and social needs of the economies affected by the recent
criss, and (b)how the two approaches can be reconciliated consdering than only a
minority of SMEs are able to expand oversess.

Among various factors, the internationdization of SMEs has to cope with various HRD
condraints and weaknesses. This is particularly true in the case of Thailand. A crux of human
resource development for Thai SVIEs is the way nationd competitiveness can be built by the
learning process of management and the upgrading of technology and know-how.
Theorecticdly, learning to master the management and improving of sdf-technology are
important factors for That SMES capability to produce and export goods and services up to
international standards, quality, and price wise. Thus, the country will be able to gain export
market shares in order to sustain the currently timid economic recovery. Scientific and
technologica education, R& D, and vocationd skills training are thus of centrd concern in the
drive toward increased compstitiveness for SMEES, which was dready declining during the
1995-1996 before the crisis.

However, based on recent surveys, there are evidences of improperly developed and

implemented public policy with the result of mgor wesknesses in HRD for most Tha SMEs
such as

Al-1
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--Shortage of graduates in technica subject-Shortage of techniciang(blue collar workers)-
Low primary and secondary education of workers

-- Availability and qudity of vocationd traning programs Since late 1998, a new SME
government strategy during 1999-2003 is being developed for the firg time in Thailand, but
it remainsto be seen how government can come up with appropriate and concrete actions.

--The 1999-2003 target to strengthen 8,400 exiting SMEs and to cratenother 24,000 SMEs
seems too ambitiuos?

--For the moment, with the help of Miyazawa plan funding, the Department of Industry
Promotion under the MOI has created the SME nditute and two the Automotive and
Electronic Inditutes. This came in addition to many fragmented, uncoordinated, and non
evaduated training programs in existance so far.

--Two of the most origind insruments are (a) an internationa support mechanism for securing
manpower for SMEs and (b) the creation of a sandardized skill certificate in cooperation
with the private sector.

--The biggest controversy is the proposa of higher education privatization. Doesm it mean that
reduced public spending will concentrate more on primary and secondary education and
vocationd training in the future?

Al-2
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THEORETICAL INTRODUCTION

1. As mentioned aready in the famous 1993 World Bank report on the so called «East Asan
economic miracle » the internationdization of the East Adan emerging economies has
progressed in rather spectacular termsin 1980-1996.

However, the degree of globd interdependence between a such rapid growth and the
inflows/outflows of foreign investment have become a very controverted issue since the
outbregk of the East Adan financid criss of 1997-98 (see UNCTAD World Investment
Report, Geneva, 1998).

2. In order to remedy some of the main causes of the criss, structura corporate and financid
reforms are being introduced in the mogt affected economies of East Asa They are
targeting the necessary reforms of the domestic conglomerates and other big scale
enterprises.

Whether dready widdy or less opened to foreign direct investment (FDI) before the
criss, those economies are requested to review the role of FDI as a potentidly important
contributor to the ongoing restructuring process. In this gpproach, FDI is envisaged as a strong
indrument of globdization of the locd firms, leading to the possible diminution of corporate
and finandd vulnerability vis-a-vis fluctuating domestic and regiond markets.

3. The scale and degree of internationdization of the conglomerates and other big firms have
been widdy studied before the criss, particularly in the four Asian dragons and neighbour
emerging economies (such as Indonesa, Mdaysa or Thaland). The restructuring
contribution of FDI is dready being envisaged for a number of key firms in countries such
as Koreaand Thailand.

On the contrary, indepth knowledge of the East Adan SME sector has remained
extremely scarce (except in Jgpan) until the crigs. This is dso true for the limited number of
internationdized SMEs in the East ASan emerging economies.

4. Therefore, even if SMES represent the vast mgjority of East Adan exiging firms and are
respongble for the bulk of employment, the impact of the crisis on this category of firms has
been addressed - naither politicaly nor economicaly and financidly - at least until the last
quaRter of 1998.

It is being redlized only very recently that local SMEs have been primarily responsible for
the dramatic rise of unemployment: some SMEs went smply bankrupt, many others reduced
their overd| activity and downsized their labour force in the course of 1998, and numerous
sf-employed activities were either temporarily frozen or disgppeared.

5. As dready mentioned under section 3, the existing knowledge on the relationship between

locd SMEs and foreign invesment (FDI in particular) in the East Adan emerging economies
has been very limited until the criss

Al-3
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Even if the domestic and externd market scene was primarily dominated by big scde
indigeneous and foreign firms, it can be yet assumed that a segment of the existing SVIEs were
directly or indirectly internationdized, and via (if indirectly) various forms of foreign firm
affilitions, until the outbresk of the criss.

6. This paper intends to propose a digtinction between the few internationadized SMEs and the
vast mgority of them, working exclusvely on the domestic market and through pure
domestic channdls.

Focusing on the first category of SMES, afew central questions can be addressed such as
(a) Has foreign investment (FDI in particular) played some role to mitigate the impact of the
crigs on East Asan SMES? (b) Is it true that those locd SMEs having a relationship with
foreign affiliates (through subcontracting or other contractua agreements) have better survived
the criss than the pure domestic-oriented SMES?

7. A gimulaing but pure theoreticd hypothess wuld be that the more integrated the loca
SMEswere vis-a-vis foreign affiliates, the more reslient they might have been to the 1997-
98 crigs, and therefore potentidly to new market fluctuations in the future as well.

If such an hypothesis would be demongrated, then various forms of foreign investment
could be further promoted locdly by both the private and public sectors in order to
restructure/forward linkages between local SMEs and foreign firms.

SURVEY METHODOLOGY
1. Definition

According to UNCTAD sources for ingance (UNCTAD Divison on Investment and
Technology), FDI-linked SMEs can be defined as those SMEs having linkages with foreign
affiliates. The involved linkages can have various forms such as contracting or subcontracting
(components, parts, intermediary products, €tc ...).

It can go asfar asincluding the limited number of locd SMEs having foregn equity in one
form or an other together with foreign partners.

2. Survey

This paper is based on brief SME surveys conducted between mid-January and mid-
April 1999 in Korea, Maaysa and Thailand. There was dmost no existing data on the subject
before those brief surveys were initiated localy.

2.1. In Korea, a sample survey was conducted by Korea University with the help of the
Korean Chamber of Commerce and Industry (KCCI). A questionnaire was sent to 300 SME
members of KCCI. 33 SMEs have returned it, with most of them having answered Al
questions. Among the 33 responding SMEs, 16 have had a foreign afiliation of some kind
(sub-contract, licensng, daughter company, etc...), and 17 SMEs did not have any kind of
foreign afiliaion.

Al-4
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2.2. In Mdayda, the sample survey has been derived from two sources. The first one
relies on three nationd surveys carried in early and late 1998 and again in early 1999 by the
Association of Chinese Chambers of Commerce and Industry of Madaysia (ACCCIM). The
second source is based on afew direct surveys at SME sites conducted in February 1999 and
meant to verify some of the results derived from the tree ACCCIM surveys mentioned
above.

In the ACCCIM surveys, the response was quite satisfactory. In the first two 1998
surveys, 130 and 113 enterprises replied out of a total of 600 questionnaires delivered
nationdly. In the early 1999 survey, 293 have replied out of 800 questionnaires. In dl three
surveys, over two thirds of the respondents are SMEs defined as enterprises employing not
more than 150 workers and having a maximum turnover of RM 25 million.

2.3. In Thaland, a brief survey was initidly conducted with the help of a questionnaire
sent to 300 SMEs by the Faculty of Economics (Chuldongkorn University, Bangkok), with
the help of the Minidtry of Finance. But this first gpproach failed.

Then, 20 SMEs in three distinct manufacturing sectors having a strong foreign market
exposure (textile and garment eectricadl and dectronic products, automobile parts) were
directly surveyed a the SME production ste in March 1999. Among the surveyed SMEs,
13% of them practise some forms of subcontracting with foreign affiliates, and even a smdler
proportion has some minority or mgority direct foreign equity participation.

3. Central Research Questions

Based on the results of the three country sample surveys, this paper tries to answer three
central questions (see Part 2: Tentative Conclusions).

The three central questions are:

Q1. Have locd SMEs with a relaively strong export orientation experienced a weaker
decrease of production and sales than SMEs with an exclusive domestic orientation ?

Q2: Have locd SMEs linked to foreign firms in various forms such as assstance and
subcontracting linkages (except direct investment and ownership linkages) been more resilient
to the criss than the vast mgority of loca SMEs not linked to foreign firms ?

Q3. Have loca SMEs linked to FDI and some ownership participation of foreign investors
been particularly reslient to the crisis ?

PART 1. CURRENT STATE OF SME NATIONAL DATA

Local SMEs are expected to have been affected by the financid criss, and the financial
and corporate sector reforms in particular (at least in Korea and Thailand) through direct and
indirect channds interplaying at the same time.

Al-5
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Direct channels refer to: (a) an overdl dowdown of the economic activity, (b) astrong

financid crunch induced by foreign exchange and financid turbulences, (c) a strong and
trangtiond depreciation of the nationd currency.

Indirect channels refer to: (d) business relations with domestic conglomerates (especidly the
chaebolsin the Korean case) and other loca big scdefirms, (€) business rdaions with foreign
affiliates and companies established in the country (including equity participation or ownership
reations in some locd SME cases), and (f) favorable/neutrd/or unfavorable government
policy towards loca SMEs.

This paper is essentidly interested to assess the vdidity of one of the three indirect
channds, which is mentionned above under (e).

KOREA

Firdg, manufacturing SMEs have suffered far more from the crisis in 1998 and early
1999 than non manufacturing SMIEs on the one hand, and than manufacturing/and non
manufactring big firms on the other hand. Compared to 11,589 SME bankruptcies in 1996 (7
only for big firms), the figure has sharply raised to 17,168 in 1997 (58 big firms) and to
22,828 in 1998 (39 hig firms).

Second, manufacturing SMES operating in light indudtries have been even more
affected by the crigs, than those involved in heavy and chemical productions.

Third, the very subgtantid contraction of SME manufacturing production and the
double multiplication of the SME bankruptcy ratio have not been accompanied by a strong
contraction of SME exports, which has been even much dower than the overdl export
contraction of the whole economy. Therefore, it can be said that SMEs have reacted more
flexibly to the crigs and to the trangtory currency depreciation than big firms, as far export
performance is concerned. As a result, the share of SMEEs in Koreds tota trade has been
expanding at least margindly from 41,8 % in 1996 to 42,6% in 1998 (and possibly to 45,7 %
in 1999 based o the first months of the year!).

Fourth, even though nationa production seems to recover gradudly in the firsd months
of 1999, its dynamics has not been restored sufficiently yet, to have any sgnificant postive
impact on the production of manufacturing SMIEs.

MALAYSA

The financid criss and the specific protectionist measures taken henceforth (contrary
to Korea and Thailand) have affected most enterprises. On the one hand, SMEs are no
exception in the sense that they have badly felt the contraction of the domestic market, the
ghrink in credit available and the devauation of the ringgit (at least until its fixed rate pegging to
the US dallar since autumn 1998). On the other hand, there has been dso some other factors
a play such as overdependence on domestic market exclusively (for over two thirds of
SMES), strong price dependence on raw materid and component imports (affected by a
devauated ringgit and then fixed peg), uneffectivity of anew 10 bank syndicated loan scheme

Al-6
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initiated by the government and supposed to assst SMEs facing credit shrunk and high interest
rates.

Since late 1998, the expansonary budget implemented by the government has
produced an overdl postive impact on the economy. However, this is for the moment a short
term result, and its simulating downgtream effect on locd SMEs is gill margindly fdt, though
business plans of SMEs tend to be less gloomy for 28,7% of them againgt 14% only in the
course of 1998. Yet, 60% of al surveyed SMEs are ill predicting worse business
performancein early 1999, againgt 53% early 1998 and 81% by the end of the same year.

THAILAND

The last SMIE survey conducted by the Minigtry of Industry covers the period from
September 1996 to September 1997. 94,5% of manufacturing SVIEs are fully Thai-owned,
while 5.5.% are joint-ventures with foreign investors,

The crigs has been initidly private-driven and much linked to the overdl
mismanagement of the big financid inditutions. SMES have been particularly affected later on
in 1998, when the criss peaked and extended aso to the overdl red sector. So far, there is
no data on the impact of the crisis on this category of enterprises, which were yet responsble
for about two thirds of the tota manufacturing output in 1996.

Thisis of little surprise as the government has falled in the pagt to give SMEs aright
place in its macro-economic and industrid policies. In addition, a campaign to hdp locd
SMEs has ganed momentum only since the fourth quarter of 1998, and some tentative
supportive measures have only been announced since early 1999. Various public and private
financid inditutions are supposed to take the lead in extending preferentid loans of Bt 52
hillionsto exiding and newly created SMEs in the course of 1999.

PART 22 ME SAMPLE SURVEYS AND RESEARCH RESULTS

The following sections try to answer the three centra questions Q1, Q2 and Q3
presented in the survey methodology.

However, the answers can be only assmilated to tertative conclusons a least for two
reasons.

Frg, avallable data dedling with the impacts of the financid crisis on the red economy
isdtill extremely scarce, and even more rare when it comes to the direct and indirect effects on
locd SMEs. Second, the sample SMIE surveys conducted in the three countries studied
were very limited in scope and aso in duration (January-April 1999).

The following research results do invite for wider and more in depth investigations.

Al-7
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Q1. Have local SMEs with a relatively strong export orientation experienced a
weaker decrease of production and sales than SMEs with an exclusive domestic
orientation ?

The answer is pogitive in the three countries under sudy.

Empiricad data derived from the sample surveys tends to show (a) that the strong
depreciation of the nationa currency had initidly improved the internationa competitiveness of
some but not all SME products, and (b) that the expansion of exports combined or not with
preferentia credit facilities (if and when put in place by government) had a postive impact on
their sales and had compensated the decline of local demand, at least to a certain extend.

In the Korean sample, atrend could be identified: the stronger the export-orientation
of the SME wasinitidly, the more postive development in sdles was experienced in 1998. In a
number of cases, it cushioned fully or even more the downturn of domestic demand during the
same period. In that respect, local exporting SMESs were rdatively more efficient than big firms
in adapting to new economic environments (such as dragtic exchange rate fluctuations) so
rgpidly induced by the severity of the criss.

In the Thai sample, it is interesting to note that most SMEs affiliasted and non
dfiliated to foragn firms in the dectric and eectronic industry are export oriented, and that
both cagetories have experienced positive effects derived from the sharp favourable change in
the exchange rate. But a digtinction between the two categories has to be made in the textile
and garment sector, where al non-foreign affiliated SMEs surveyed have been less resilient to
the crids than the affiliated ones.

In the more specific Malaysan macro-economic context, both the ratios of
SMEs exclusvely export-oriented, and of SMIEs working for export and domestic markets,
have declined from 7% to 4,6%, and from 29% to 20,4% respectively. Due to the criss but
a0 to the protectionist financid regulations decided againg foreign investors in September
1998, there is inbetween early 1998 and early 1999 an 11% incresse in the number of SMEs
working for the domestic market only.

The relaive export performance of locad SMEs during the crisis is not well enough
documented for establishing a strong correlation between the totdity or a segmert of the loca
exporting SMEs and their direct or indirect export channels. Those may be indirectly facilitated
- a least in some cases - by the export channels of foreign transnational corporations (TNCs)
and foreign trading houses.

Before the crisis, a number of limited empirica studies (conducted for example by the
Geneva-based Internationa Trade Centre UNCTAD/WTO) tend to show that most East
Adan exporting SMEs relied primarily on direct export channels. Thisis particularly true of the
most export performing SVIEsin the region, such asthe SMIEsin Chinese Taipel for instance.

Q2: Havelocal SMEslinked to foreign firmsin various forms such as assstance and
subcontracting linkages (except direct investment and owner ship linkages) been more
resilient to the crisisthan the vast majority of local SMEsnot linked to foreign firms?
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The answer is much less clear than under the previous question. There seems to be
some rather positive but very indirect impact, which is not well documented and precisely
measured in quantitative and quditative terms (at least from a SME viewpaint). It must be
noted here that the foreign affiliate viewpoint has not been surveyed in the sample.

The Korean sample survey shows that a foreign effiliation did not materidize so
much in the reslience of SME business performance during the criss, even though it may have
provided a certain degree of psychological security to some foreign-affiliated SMEs but not to
al of them (depending on other variables such as the sector or sub-sector of activity, much or
less affected by declining demand domestically and regiondly). For example, an increase of
sdes during the criss was experienced by a rdatively smilar proportion of foreign affiliated
SMEs and non-foreign affiliated ores.

In the Thai sample survey, 12,9% of the interwieved SMEs practise subcontracting
with foreign affiliates. The number one type of support recelved from foreign affiliates has been
areatively guaranted and continued access to export markets.

Q3. Have local SMEs linked to FDI and some foreign investors ownership
participation been particularly reslient to the crisis?

Firg, some digtinctions have to be made between some East Asian economies fairly
opened to FDI before the criss (such as Maaysia and Thailand) and some economies which
have traditionndly relied much less on FDI (such as Korea).

Second, even in the economies of the first category, data has shown that FDI has
concentrated in certain sectors and primarily in the big scade industry (in domestic big firms or
in mgority/wholly owned foreign enterprises). The number of locd manufacturing SMEs linked
to FDI is il very limited and no complete, systematic and up-dated data was available before
the outbreak of the crisis.

Third, considering the perceived importance of foreign investment even more since the
outbresk of the criss, most locally surveyed SMEs welcome FDI and foreign ownership
participation, on the one hand. But on the other hand, two factors go in the opposite direction
(a) due to the smdl sze of their paid-in capita, most SME owners (epecidly the numerous
family-based ones) are rather reluctant to provide foreign investors with the posshility of
controling the management of ther firm; (b) they may accept to limit the foreign ownership
participation to a manageable minimum (which may be reveded as undtractive to the foreign
investor) or even ress the psychologicaly perceved ? dling out” of the SME to foreign
interests.

Interestingly enough, most SVIE owners surveyed in the Korean case are primarily
interested in FDI for one single reason: some transfer of advanced management skills. Supply
of foreign exchange, trandfer of advanced technology, linkage to foreign partners in
international markets come much behind as second bests in their answers.
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In the Malaysian survey, there is no clear corrdation between SME export
reslience and foreign firm affiliaion: some SMEs fully &ffiliated to Japanese investors have
improved their export performance due to the wesk ringgit, but a the same time they have to
digest a sharp cost increase in the imports of raw materials and components (therefore, they
are trying to outsource imports not from the USA any more but from neighbour East Asan
economies). Some other SMEs fully owned by US foreign investors - but working primarily
for the domestic market - have faced such drastic cost rises in imports and such sales drop,
that they have dosed some of ther loca production units and are trying to restructure and
disnvest somehow, looking not for sole ownership anymore but for some form of joint venture
with loca partners. On the contrary, some 100% Malaysian owned exporting SMEs (less then
4% of totad SMES) have experienced only podtive impacts from the crids, thanks to a
weskened ringgit. They have been increasing production at full steam, including expanding
factory sze and recruitment of additiona employees.

Thereis some form of SME resstance to increased FDI ownership, which is specific
to Maaysiain addition to the arguments presented in the above answer to Q3. Pro-Bumiputra
New Economic Policy affiliated SMEs tend to be more domestic market oriented and
somehow protected fom rea market conditions, in comparison to local Chinese or Indian
SMEs, which tend to be far more internationaized. The anti-foreign campaign led by the Prime
Minister snce the outbresk of the criss may aso have some impact in SME behaviours
toward the supposed dangers of FDI.

In the Thai sample survey, the foreign afiliated SMEs (5,5% of the totd SMEs in
manufacturing) tend to survive the crids better than the ones without such an affiliation. The
more foreign equity participation is involved n a locd SME, the more likdy assstance has
been dready provided or is envisaged from the foreign partners (through access to export
market, technical assstance, loans and capitd injection, €tc...).

(@) The surveyed foreign afilisted SMEs in textile and garment are dmost 100% foreign
owned and totally export oriented: these two characteristics may explain done why they have
been much more resilient than dl the others (except one non-foreign-affiliated SVIE surveyed,
but dready much export oriented).

(b) In the dectrica and dectronic sector, only one SME surveyed having a rather high
foreign equity participation (49%) has been particularly reslient, thanks not only to classca
technology assistance for export market access, but aso to even more capitd injection and
financid participation during the pesk of the crigs. The other foreign affiliated SMEs surveyed
have al experienced both postive and negeative effects of the criss, even though their foreign
dfiligion is different from one case to the other (one SME is a family Tha-Sngaporean
venture, one has a licensng agreement, one has a 10% foreign equity).

(©) In the automobile parts sector, only one surveyed SME, producing junctions of break
wires for both export and domestic markets, has over 51% of foreign equity. This SME had to
reduce output and employment due to a sharp decrease in sdes and profit, but the foreign
partner has been providing some export market and chegp loan assistance. The other
surveyed SMEs are non-foreign afiliated: dl of them have mosly experienced negetive
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impacts of the crigs, even for the mgority of them being involved both on domestic and export
markets.

TENTATIVE CONCLUSIONS
C.1L

Combining the results to Q1, Q2 and Q3, the country surveys tend to indicate that (a)
especidly the export orientation of local SMEs and (b) less the foreign affiliation of loca
SMEs had a gtrong impact in terms of SME business resilience to the crisis.

The more strongly linked to export markets local SMEs were before the criss, the
more resilient they have been so far, whereas locd SMESs relying both on export and domestic
markets have generdly performed less well (but sill better than those locad SMEs working for
the sole domestic market).

Consdering the various types and degrees of foreign affiliation, SVIEs having a high
ratio of direct foreign equity participation (49 % and over) before the criss tend to be the most
reslient ones during the crigs, due to various forms of assstance from the foreign partner,
including additiond capita injection and/or preferentid |oans in some cases. However, thisrule
proves to be not true for al SVIEs belonging to this category, not even for those wholly or
amog wholly foreign owned.

C.2

Locd SMEs with no foreign participation welcome in principle some form of FDI-
afiligtion, but want generdly to limit it to a minimum. Locd SMEs with some foreign
ownership do not want - and despite the current criss - any higher foreign contribution into
their firm.

In both dtuations, the fear of loosing management contral is very centrd, for tangible
financid and immateria reasons. This refers to the psychological and sociologicda profile of the
vast mgority of locd SME entrepreneurs, who generaly lead family-based SMEs and lack a
proper long-term indugtria, marketing and management Strategy.

In addition, despite the short term negative effects of the crigs, the financid Stuation of
most local SMEs has not yet reached a desperate bottom line. Most of them are sruggling
with various downsgzing condraints (and are directly responsble for the rapid rise in
unemployment) but not to an extend of closing down; a good number of them even sound
rather confident about their medium-term perspectives in1999-2001.

The number of bankruptcies in 1998 has more than doubled compared to the year
1996 (for example, in Thailand), but the direct and indirect red market fluctuations derived
from the financia criss may have primarily hit the most vulnerable domestic market- oriented
SMEs.

C3.

The smdl ssgment of tota FDI inflows atracted by the local SME sector has
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developped gradually during the 1980s and 1990s until the outbreak of the 1997-98 crisis.
Though no precise data is avalable, it originated more from the Asan region (especidly in
terms of production ddocdization from big and SME firms in Japan and some East Asan
NIEs such as Korea and Chinese Taipei) than from Western Europe and Northern America.

Newly established and wholly foreign owned SMEs were created locdly in a mgority
of such FDI cases. In other cases, FDI inflows have of course not targeted the most
vulnerable and losng out SMEs (even before the crigs), but on the contrary the most
promising ones, if they were psychologicdly and financidly ready to welcome some foreign
participation.

It may be concluded that any sound anti-crisis policy targeting the domestic- oriented
SMEs mostly affected by the financia turbulence should know how to pick up the winners or
the mogt reslient ones. Such SMEs should be encouraged to meet foreign affiliates and
patners, who are ready to join thelr up-grading efforts in busness, management and
internationdization.  The development of sustainable linkages between these SMEs and
foreign partners would certainly contribute to their long-term development, which has been
extremdy neglected 0 far. Directly and indirectly, such sustainable linkages would aso
contribute to the overdl corporate reform and rea market recovery in the East Adan
economies modly affected by the recent criss. The externd and structurad vulnerability of
these economies could then be reduced overtime, a least in relative terms.
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THE ASIAN WAY OF HIRING: A CROSS-NATIONAL COMPARISON

ABSTRACT

The rapid growth of the Asian economy prior to 1997 was partially attributed to the
thriving small and medium-size enterprises in many Asian countries. Thekey to learn
their secrets of success resides in a better understanding of the “Asian way” of
managing human resources, particularly how they recruit talented new employees.
With this purpose in mind, we analyzed the data on hiring practices gathered from nine
different countries using the Best Practices (BP) Survey instrument. These nine
countries include two clusters. The Asian cluster consists of Chinese Taipei, PRC,
Indonesia, Japan, and South Korea. The North American cluster is made of three
nations. United States, Canada, and Mexico. Hiring practicesin Australiawere also
examined, as this country is geographically close to Far East yet has an Anglo-dominant
culture.  In contrast with the common belief that the recruiting practices are relatively
uniform across different nations in comparison with other human resource subareas, we
found significant cross-national differencesin terms of recruiting criteriaand
procedures. Among al the ten items used in BP survey, only two were found to be
universally important as they were consistently rated high for both "is now" and "should
be" situations in almost al the nine countries. The other eight items reflected a high
degree of culture-driven divergence and, for these items, we found significant gaps
between "is now" and "should be" situations. Our results of data analysis also suggest
that the Asian cluster is not as homogeneous as we expected in terms of the hiring
criteria actually used.
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Selecting the most qualified persons to fill job vacancies seems to be a universal
goa for both human resource and line managers around the world, as a mismatch
between jobs and people in the first place could dramatically reduce the effectiveness of
other HRM functions (Dunnette & Borman, 1979; Florkowski & Schuler, 1994,
Mendenhall, 1987). However, few would expect the hiring practices used in different
cultural environments to be the same. The success of some Asian economies has been
partly attributed to the “Asian values,” which emphasize thrift, hard working, family
ties, and other ime-honored virtues. Unfortunately, as researchers scramble to find
explanations for the rapid expansion of the Asian economy before 1997 -- sometimes
labeled as the “Asian miracle’ -- little work has focused on the hiring practices
commonly used in the Asia Pacific region, which could hold the key to understanding
the secrets of success of Asian countries where small and mid-size enterprises have
thrived for years.

Paucity of research in this subject area may have stemmed partially from a
parochial orientation of conventional organization studies, which has been criticized as
amajor shortcoming of management research in North America (Boyacigilar & Nadler,
1991). Such a parochialism continued to drive the "mainstream” research even after
HRM scholars gradually started to recognize the importance of strategic human
resource management in the international context (Lengnick Hall & Lengnick Hall,
1988). Some researchers examined the human resource management issues from a

Paucity of research in this subject area may have stemmed partially from a
parochial orientation of conventional organization studies, which has been criticized as
a mgor shortcoming of management research in North America (Boyacigilar & Nadler,
1991). Such a parochialism continued to drive the "mainstream” research even after
HRM scholars gradually started to recognize the importance of strategic human
resource management in the international context (Lengnick Hall & Lengnick Hall,
1988). Some researchers examined the human resource management issues from a
multinational enterprise's perspective and distinguished among various IHRM
orientations (e.g., ethnocentric, polycentric, regiocentric, and global) in light of the
extent to which key positions are filled by expatriates dispatched from the home country
or recruits in the host countries (Adler & Ghadar, 1990; Bania, 1992; Dowling, Schuler,
& Welch, 1994; Heenan & Perlmutter, 1979). In this vein of research, the focus of
attention is still on the benefits and costs of various alternatives for either the entire
multinational corporation or individual incumbents rather than the core characteristics
of the recruiting system in each country or region (De Cieri & Dowling, 1999).

Aswe look into the Asian way of hiring, two fundamental questiors have caught
our attention. First, do significant differences exist between Asian countries and the
rest of the world in terms of commonly used hiring practices? If so, what are these
differences? Although few would expect human resource managers around the world
to recruit new employees in the same way, it is reasonable to assume that certain
practices are more ubiquitously used by organizations of various nationalities.
Apparently, the degree of "ubiquity" characterizing each selection criterion is acritical
issue that cannot be adequately addressed on the basis of pure theoretical arguments.
Rather, it requires an empirical examination in the prevalence of each selection criterion
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used in both Asia and the Western world.

The second question is whether people agree that there are some universaly
desirable selection criteria that can be used for recruiting new employees in any
continent. This question would differ little from the first one if al selection criteria
practically used in al organizations were also viewed as highly desirable by al
organizational members. We know, however, by observing real organizations that such
a consensus rarely exists; no matter how judiciously the personnel selection criteria
were set by the human resource department, some employees would complain about the
inequity caused by the hiring practices. Even in the most democratic organizations,
personnel selection criteria are rarely set through a consensus generation process; more
likely, they are a result of the trials and errors over the years, bound by legad
requirements, and subject to many other institutional constraints. As such, the degree
of "universality," or the extent to which a selection criterion is universally desirable,
ought to be treated as a separate issue from ubiquity.

In this paper, we attempt to address these two issues by comparing the hiring
practices in nine countries. Five of them are located in Asia, including Chinese Taipel,
PRC, Indonesia, Japan, and South Korea. Three countries in North America, USA,
Canada, and Mexico, were selected, too. These two clusters of countries may revea a
sharp contrast in hiring practices between two continents across the Pacific Ocean. In
addition, we selected Australia as a middle-ground representative, as this country is
geographicaly close to Asia Pacific region but has been known for its Anglo-dominant
culture.

The fact that both developed countries and devel oping ones were included in our
sample promises an interesting comparison, as IHRM practices in these two categories
of nations could differ dramatically from each other (Napier & Vu, 1998). In generd,
small and medium enterprises thrive in developing countries while large multinational
corporations tend to dominate the economies of developed ones. Similarities and
dissmilarities of selection criteria that are either actually used or strongly preferred by
employees in these places could, in our opinions, revea vauable information about the
convergence or divergence of personnel selection practices in either Asia or North
Americaa  The empirical study was part of a large-scae, multinational research
project conducted by a consortium of international scholars with the purpose of
identifying the "best”" international human resource management practices (Von Glinow,
1993).

QUESTIONNAIRE DESIGN AND DATA COLLECTION

Data were gathered by more than twenty scholars from nine countries, using the
Best Practices (BP) survey as the measure instrument. The idea of conducting a
multiple-year, multinational project on HRM practices was conceived in 1990 by Mary
Ann Von Glinow and her colleagues in North America. As aresult of one year's worth
of collective effort, a standardized questionnaire was developed for the purpose of
making cross-national comparisons. Since then, this research consortium has grown
into ateam of over thirty international scholars (Teagarden et a., 1995).
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Although the wording "best" was used for the sake of highlighting our intention
to benchmark HRM practices globally, we did not presume that the same HRM
practices could be uniformly applied in al countries or cultural environments. With
this caveat in mind, members of the BP project team developed the questionnaire with a
combination of deductive and inductive methods. A literature review was first
conducted to identify important hiring-related factors that have been recognized by
HRM researchers in the past. Based on the results of the literature review, we
designed the draft of the questionnaire and used it to survey a small group of managers
who attended executive education programs at two different universities in the U.S.
As we conducted the pilot survey, the participants were encouraged to either suggest
items that they considered important but were missing in the origina questionnaire or
identify items that they considered redundant or noncritical.

In the meantime, we consulted with severa experts in the area of cross- national
HRM research in order to obtain their feedback on the relevance of individua items.
After gathering all the feedback we could solicit, the consortium members then
reevaluated the suitability of each item. Some items were added, deleted, or
consolidated before the final version was readied for the officia survey.

At the conclusion of this evolutionary process, it became clear to us that HRM
practitioners usually care about both the technical and social calibers when they screen
the job candidates. The evaluation of technical skills has two aspects. First,
recruiters want to find out whether the job candidate is able to or has the potential to
meet the technical requirements. This aspect was addressed by two items in our
survey:

-- A person's ability to perform the technical requirements of the job (Q1)

-- A person's potential to do agood job, even if the person is not that good when
they first start (Q8)

The second aspect concerns whether the technical skills are directly tested or
inferred from the past job experience. Another two items address this issue:

-- An employment test in which the person needs to demonstrate the skills (Q6)
-- Proven work experience in asimilar job (Q7)

Likewise, the social caliber of the job candidate may be assessed on the basis of
either interpersonal or interorganizational skills. In the work place, a personwho can
mingle with other organizationa members and fit into the organizational culture is
usually preferred. Moreover, if the person is well connected to either internal or
external constituencies, there would be a higher likelihood that he or she could easily
assimilate with the task environment. This aspect is addressed by the following items:

-- A person's ability to get along well with others already working here (Q3)
-- How well the person will fit the company's values and ways of doing things

(Q9)
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-- Having the right connections (e.g., school, family, friends, region, government,

etc.) (Q4)

Aside from the importance of various aspects of socia caliber, another critica
issue is how the employers actualy assess a job candidate's social caliber. The
assessment method could be used for screening the candidates and socializing insiders
simultaneoudly (Sutton & Louis, 1987). We identified two major methods:

--A personal interview (Q2)
--Future co-workers opinions about the person (Q10)

To be sure, these two methods may be used for assessing both technical and
socia skills. However, since technical skills can be reliably measured by many other
means, in practice the mgjor role played by these two factors is more likely socia than
technical (Guion, 1987).

Finally, most managers may hope that, once a job candidate is hired, he or she
will stay with the organization long enough so that their investments on recruiting,
training, and socializing this person may pay off. Although this factor is not directly
related to either technical or socia caliber, it could affect the total "yield" of a hire,
which may be viewed as a special form of capital spending. Naturaly, managers
always care about whether the anticipated ROI during the life span of a piece of human
asset could justify the amount of time and money invested up front. Thus, we added
one more factor:

--The company's belief that the person will stay with the company (e.g., five
years or longer) (Q5)

A five-point Likert scale, ranging from 1 (not at al) to 5 (to a very great extent)
was used in grading the responses. One specia feature of the BP survey is that
respondents were asked to indicate the extent to which each one of these items affects
the hiring decisions in their organizations in both "Is Now" and "Should Be" situations.
Although we expected these two sets of responses to be correlated and both are subject
to the influence of the national culture, we are convinced that the cultural impact on the
"Is Now" condition is likely to be diluted by a large number of noncultural factors,
such as the past history of the organization, the industry structure, and the leadership
style. By contrast, the "Should Be" condition is, theoretically, more susceptible to the
impact of culture as it reflects organizational members personal preferences. If we
follow Hofstede's paradigm and define culture as "the collective programming of the
mind which distinguishes the members of one human group from another” (Hofstede,
1980), it should not be surprising to find that people's preferences in this regard are
heavily influenced by culture.

Although measuring organizational performance is not the main purpose of the
BP project, we do believe that there is a positive relationship between the use of
appropriate hiring practices and organizational effectivenessin general as perceived by
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employees. For the purpose of measuring the perceived hiring effectiveness, we used
three items:

(a) The hiring practices help our company to have high-performing employees

(b) The hiring practices help our company to have employees who are
satisfied with their jobs

(c) The hiring practices make a positive contribution to the overal
effectiveness of the organization

These three items were also rated on a five-point Likert scale.
Results

Being aware of the potential systemic bias in the responses due to cultura
differences, we decided not to directly compare the averaged item scores across nations.
Instead, within each national/regional sample we merely identified three items with the
highest ratings.

Comparison of the "Is Now" Conditions

Table 1 presents the means and standard deviations of the "Is Now" responses,
with the three top-ranking items in bold face. The nine countries or regions covered in
the data analysis include Australia (AUS), Canada (CAN), People's Republic of China
(PRC), Indonesia (IND), Japan (JPN), South Korea (KOR), Mexico (MEX), Chinese
Taipei (TWN), and the United States (USA). A quick glance a Table 1 reveals that two
selection criteria starnd out as the most commonly used ones in al settings. The first
one is "a person's ability to perform the technical requirements of the job" (Q1) while
the second one is "a persona interview" (Q2). The prevalence of Q1 should not be
surprising as technical skills ought to be the ultimate yardstick of a person's
qualification in a rational perspective. In fact, the more interesting finding is that Q1
was not among the top-three selection criteria actually used in Japan and Chinese Taipei.
It probably reflects the predominance of nontechnical criteria in these cultures, which
will be discussed in greater detail later.

Insert Table 1 About Here

As an important personnel screening tool, job interview (Q2) was rarked among
the top three factors in aimost every country except PRC. Again, this fact indicates
that few people would feel comfortable with making a job offer without seeing the
candidate in person. Even in PRC, the relatively lower importance of Q2 may be due
to practical difficulty rather than a deemphasis of personal acquaintance.

In the meantime, the other eight items seem to reflect significant cross-cultural
differences, although a certain degree of clustering is also evident. For one thing, the
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top three factors found in the people of Chinese Taipel and Japanese samples are
identical. We think it is unlikely to be purely coincident. Rather, such a similarity
may have reflected the cultural similarities, the intertwined histories in the past century,
and close economic ties between these two countries. As a matter of fact, many
industries in Chinese Taipei were started after World War 1l under the support of
Japanese enterprises. Understandably, their human resource management systems
were initialy borrowed from Japan. The high importance of these three items (Q2, Q3,
and Q8) also reflect the extra value placed on harmonious human relations by these two
cultures.

Next to Q1 and Q2 in terms of prevalence of useis Q7, proven work experience
ina similar job, which was ranked among top three by five countries. It is interesting
to note that three of them are Anglo-culture countries (Australia, Canada, and the U.S.),
although people in PRC also consider it very important.

Certain degrees of similarities were also found among other cultures, athough
the patterns of similarity are not very clear. For example, people in PRC, South Korea,
and Indonesia seem to trust employment test (Q6) more than their counterparts in other
nations do. Although the smal sample size in most countries prevent us from
confirming these similarities with full confidence, we do see potential effects of
geographic proximity or cultural similarity on hiring practices in these countries or
regions.

Comparison of the "Should Be' Conditions

Table 2 presents the means and standard deviations of "Should Be" ratings for
the ten items in the nine countries. Overdl, this table is similar to Table 1 only to the
extent that Q1 and Q2 continue to be the most prevalent hiring criteria.  The other
eight items reflect varying patterns of similarities across different countries.

It is noteworthy that "a person's ability to perform the technical requirements of
the job (Q1)" is ranked among top three "Should Be" conditions in all the nine rations,
confirming the universal desirability of using technical skills as the selection criterion.
As a"Should Be" condition, "a personal interview" (Q2) lost its top-three ranking status
in Chinese Taipel and South Korea and continue to be out of the top-three category in
PRC. Interestingly, al these three countries are located in East Asa. We should not
infer from this finding that interpersona relations are unimportant in these nations.
Rather, it is more likely that managers in these countries have found other yardsticks to
assess a person's nontechnical characters, thereby making the use of interview less

necessary.

Insert Table 2 About Here

Aside from Q1 and Q2, the eighth item, "a person's potential to do a good job"
(Q8) is the third most prevalent "Should Be" factor in our multinational sample. It is

Al-21



Eﬁ%APEC Human Resource Management Symposium on SMES

ranked as top three by four countries. PRC, Japan, South Korea, and Chinese Taipei.
The "Asian flavor” is quite clear as al of them are located in Asia. In the meantime,
since this item was ranked among top three only by respondents in Chinese Taipel and
Japan for the "Is Now" condition, we can see a gap between ideal and reality in the
other two countries; that is, this item is viewed as very important ideally but has not
been treated as important in practice.

Other items are valued differently by countries in away inconsistent with the "Is
Now" conditions as well. For instance, a person's ability to get aong well with others
(Q3) is viewed as very important by South Korea, Chinese Taipel, and the U.S., but only
in Chinese Taipei isit also considered one of the top three criteriain actually used hiring
practices. Employment test (Q6) is among top-three criteria in PRC, Indonesia, and
Mexico, but in our sample only PRC and Indonesia treat it as a top-three factor in
practice. As mentioned earlier, "proven work experience’ (Q7) was among the
top-three criteria in five countries in light of "Is Now" condition, but it was not
recognized as atop-three "Should B€" criterion in any country or region.

The ninth item (Q9), how well the person will fit the company's values and ways
of doing things, was ranked among top three "Should Be" factors only by Australia and
Canada, but neither country ranked it so high for "Is Now" situations.

It is dso noteworthy that four items in the BP questionnaire were not ranked by
any national subsample as top-three "Should Be' practices. These four items are
having the right connections (Q4), likelihood of staying in the company for the long
haul (Q5), proven work experience in asimilar job (Q7), and future coworkers opinions
about this person (Q10). All these factors are either relatively intangible or highly
subjective. Understandably, even though they might affect the hiring decisions in
practice, few people would suggest that they ought to be formally considered.

Comparison of Country Profiles

In order to make it easier to see the gap between "Is Now" and "Should Be"
conditions, we also compiled a table that lists the top-three items on a nationby-nation
basis.

Insert Table 3 About Here

An interesting phenomenon that strikes us is, the "top three" profiles for
Australia and Canada are identical. Apparently, this similarity can be attributed to the
common cultura roots of these two nations as well as their historical ties with the
British Commonwealth of Nations.

Table 3 also reflects the gap between redlity and ideal in each nation. For
instance, the actual hiring practices used in Japan seem to emphasize a person's
potential and interpersonal skills, but the Japanese respondents did recognize the
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importance of technical skills required by the job. That's why, although Q1 was not
among their top-three "Is Now" factors, it was one of the top-three "Should Be" factors
for recruiting. The commonality of Australian and Canadian "top-three" profiles also
reflects a common gap between reality and idea for these two nations. Specificaly,
proven work experience is an important selection criterion in these two nations in the
"Is Now" situation. When it comes to the "Should Be" situation, however, a good fit
with the company's values and ways of doing things becomes more crucial.

Likewise, in the case of Mexico, having the right personal connections is one of
the top three hiring factors in practice, but the use of a more objective employment test
is viewed as very desirable in a "Should Be" stuation. A persona interview is a very
crucia step in the actually used hiring procedure in Chinese Taipei, but people in
Chinese Taipe respondents seem to believe that job-related technical skills ought to be
amore important selection criterion.

Among other countries/regions, our Indonesian sample has shown a better match
between reality and idea -- the top three factors for the "Is Now" Situation are also the
top three for "Should Be" situation -- while the reality-ideal gaps for South Korea
appear to be relatively large. One reason why these gaps deserve our attention is that
they may point to the likely direction of change, or the trend, in a nation's prevalent
hiring practices. For instance, athough proven work experience is ranked by our U.S.
respondents as one of the top three most important hiring factors, its position was
replaced by the ability to get aong with others already working here in the " Should Be"
part. We should not be surprised if American human resource managers start to
deemphasize the past work experience but give heavier weight to interpersona skillsin
the future.

Effects of Recruiting Practices on Organizationa Effectiveness

The last but not the least important question we try to answer is. Do hiring
practices really matter? In other words, are those personnel selection criteria examined
by us tied to the overall organizational performance? To address this issue, we did a
multiple regression analysis with the three aforementioned measures of perceived
effectiveness as the dependent variables. The results are shown in Table 4.

Insert Table 4 About Here

Although most factors are not statistically significant due to the inherent
colinearity problem of using the five-point Likert scales, the F and R values listed at
the bottom of the table, reflecting the explained variation in the dependent variables,
may still reveal useful information about the relative importance of hiring practices in
affecting organizational effectiveness in each country. Overal, al samples yield
significant F values for the three measures of hiring effectiveness.

In the meantime, hiring practices account for organizational effectiveness in
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these nations by varying degrees. Since the sample sizes vary wildly across nations
and smaller samples tend to yield larger R values when everything else is equal, we
have to use the F value and R? together to evaluate the power of these regression models.
In light of these two indicators, Mexico, South Korea, and Chinese Taipei seem to
demonstrate the highest impacts of hiring practices; that is, the relationship between
hiring practices and perceived organizational effectiveness is clearest in these nations.
Interestingly, Chinese Taipel and South Korea are two of the "four little tigers' in Asia
while Mexico may be the new little tiger in North America.  Although we do not have
data gathered from two other little "tigers’ in Asia (Hong Kong and Singapore), it seems
likely that the best human resource management practices model would work best in
those fast-growing, devel oping economies.

DISCUSSION

The empirical results of analyses generated from our multinational data set are
more complicated than we expected and do not lend themselves to any coherent
theoretical interpretations. As hypothesized at the beginning of this paper, if culture
has any impact on recruiting practices, its impact is more likely manifested in the
"Should Be" rather than "Is Now" conditions. Our empirical findings, however, do not
seem to support this hypothesis. In fact, we suspect that the striking similarities
among the U.S,, Australia, and Canada in terms of "Is Now" conditions could be
attributed to their common Anglo roots.  Interestingly, the profile of Mexico differs
from that of the U.S. or Canada despite the fact that it is aso located in North America
probably owing to its Hispanic cultural root.

Among Asian nations, the striking similarity between Japan and Chinese Taipei
in terms of "Is Now" conditions may reflect the close historica and cultura ties
between these two nations in the past one hundred years. Even when we compare the
"Should Be" conditions, the similarities among Chinese Taipel, Japan, and South Korea
are still impressive. However, the situation at the People's Republic of China seems to
be one of a kind; its profile appears to be positioned somewhere between Asia and
North America -- which may be attributed to a combination of fifty years of
implementation of socialism and twenty years of economic reforms (Cyr & Frost, 1991,
Holton, 1985; Warner, 1993; Zhu & Dowling, 1994).

Although little research in the past has directly focused on the cross-national
difference of hiring practices, we could till find some partial explanations by
examining the evolutionary process of human resource management practices in
different countries. For instance, Shelton (1995) reviewed the HRM system in
Australia and detected a perceived need to "move from a centralized industrial relations
system to a decentralized system focused around enterprise-based employment
agreements’ (p. 52), which relies heavily on a massive increase in the extent and
frequency of joint consultation between employers and employees at the enterprise level.
If that is indeed the new trend in the Australian HRM system, we can easily understand
why our Australian respondents have ranked the good fit with the corporate values and
ways of doing things so high. As a matter of fact, in recent years federal legidation
has been introduced to shift the focus of industrial relations to the enterprise level,
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indicating that the Australian system has indeed moved toward decentralization (Gough,
1996).

We suspect that a similar trangition is also going on in Canada. Moore and his
colleagues conducted some surveys with human resource departments in Canada and
noticed that the role of HR department has changed or grown since early 1990s. Such
a development is often attributed to the HR department's taking on greater
responsibilities and handling these in a more professional manner (Moore & Jennings,
1995; Moore & Robinson, 1989). As such, we may expect to see an increasing desire
to recruit new employees whose personal value systems are compatible with the
company's culture.

The heavy emphasis placed by Japanese companies on a person's potential and
his’her ability to get along with others may be traced to their renowned life-time
employment system. As noted by some researchers (e.g., Pucik, 1984), large Japanese
organizations usually conduct recruitment and selection on a yearly basis and tend to
hire a cohort of fresh school graduates annually in April rather than conduct recruitment
throughout the year as vacancies arise. This phenomenon reflects the importance of
wa (or harmonious human relations) in Japan and is perfectly consistent with our
findings, since people from the same schools would find it easier to develop a smooth
interpersonal relationship within ateam due to their common educational backgrounds.

The relatively low weight given to job-related skills as a selection criterion that
we observed should not be surprising, either, in light of findings of the past research on
Japanese management. Morishima (1995) points out that important selection criteria
used by Japanese firms revolve around trainability or ability to learn rather than the
ability to execute tasks and duties. In a survey conducted by Fujiwara (1993), even for
white-collar technical employees, fewer than 10% of the firms reported primarily
emphasizing "technical expertise” for selection, with even smaller percentages for
blue-collar workers and white-collar administrative employees. This might be the
reason why Q1 was not ranked among the top three selection criteria by our Japanese
respondents. Nonetheless, the technical-skill item was indeed ranked as a top-three
criterion for the "Should Be" situation, probably because the deep recession experienced
by the Japanese industry in the past ten years has urged Japanese managers to reevaluate
their past hiring practices, thereby recognizing the importance of job skills as a factor in
hiring decisions.

We aso see some similarity between Korean and Japanese hiring systems.
Although no lifetime employment system has been adopted by any large firms in South
Korea, organizations in both nations seem to deemphasize proven work experience and
prefer hiring new graduates out of schools. A study conducted by Koch, Nam, and
Steers (1995) clearly shows that in Korea most applicants for white-collar jobs must
pass company-sponsored entrance examinations that typically include Englisht language
proficiency in addition to knowledge both in a major field and in general abilities or
common sense. This is consistent with our finding that employment tests are
considered crucia in the "Is Now" situation in South Korea. Koch et al. (1995) aso
found that employee referral is widely used for recruiting blue-collar employees in
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South Korea. This practice may explain why a personal interview has been found to
be crucia in our Korean respondents "Is Now" conditions -- oftentimes it is the only
screening tool used by the employersin filling blue-collar positions.

Our findings with the Chinese Taipel sample are in general consistent with what
has been reported by Farh (1995). However, Farh also points out that the hiring
practices used in the public sector are dramatically different from the counterparts in the
private sector. Since our sample of Chinese Taipel is primarily made of employees in
the private sector, the findings are naturaly more similar to what has been reported by
the past studies in this sector. For instance, Huang (1992) has found that job interview
is a very crucial part of the personnel selection process. We found that a persona
interview is indeed among the top three "Is Now" hiring criteria in the sample of
Chinese Taipel.

In spite of the striking similarities that we have found between Japan and
Chinese Taipel in hiring practices, we can still see a couple of crucia differences
between these two systems. First, because of a shortage of skilled technical employees,
many employers in Chinese Taipel obtain experienced personnel by hiring them away
from competitors with more attractive offers (Farh, 1995). This phenomenon is
common not only in Chinese Taipel but also in all developing countries, particularly as
employees consider the companies they work for as "training grounds' (Napier & Vu,
1998). By contrast, in Japan it is strictly a taboo for a large company to steal talented
employees away from its competitors.

Second, although familism plays a central role in staffing for both the firms of
Chinese Taipel and Jpan, owners of many companies in Chinese Taipe tend to plug
thelir relatives into important corporate executive positions while Japanese firms are less
likely to do so (cf. Cheng, 1991; Farh, 1995; Peng, 1989). This phenomenon was not
mirrored by our empirical findings about Chinese Taipel as it applies only to a few
privileged organizationa members. In a sense, the wording "familism" means
different things in Japan and Chinese Taipei. In Chinese Taipel it implies primarily
appointments of relatives ard family members for crucia positions while in Japan it is
largely referred to a "whole life concern” displayed by employers for their employees.

Finally, we found that the currently prevaent hiring practicesin the U.S. seem to
consider the job interview performance, technical skills, and proven work experience as
the most important selection criteria.  This is hardly surprising in light of the past
research on American HRM systems (Jennings & Moore, 1995). Nonetheless, in our
U.S. sample, "the ability to get aong with others already working here" replaces
"proven work experience" as one of the top-three hiring factors, probably reflecting a
trend toward deemphasizing the past work experience. Indeed, a recent article in the
Fortune magazine clearly points out that a person's past work experience is no longer
highly valued in the U.S. industry as in the past, while a person's potentia to become a
competent manager in the future has become an increasingly important selection
criterion (Munk, 1999).

Al-26



Globalizing HRM for SM Esﬂ%

CONCLUSION

Any conclusion made at this juncture should be viewed as tentative. The BP
project group is still in the process of collecting more data from more countries. We
are convinced that the validity and reliability of our results will continually improve as
we accumulate more data on this subject. In the meantime, we are afraid that in the
field of international human resource management there is probably no such thing as a
fina concluson anyway. As a former CEO of Apple Computer, John Sculley, once
said: "In today's global economy, the only constant is change." It is plausible that the
hiring practices in different nations are also undergoing major changes due to the
globaization of modern industries. In spite of the lack of evidence supporting a
coherent pattern of hiring practices that may be dubbed the “Asian way” of hiring, the
trend toward convergence seems to be irresistible. This trend of convergence seems to
be well in shape in light of the "Should Be" portion of our data. We aso foreseean
accelerated pace of global convergence in recruiting practices as a result of the
advancement of contemporary information technology (e.g., Internet).

While the recruiting practices used in different countries are inching toward
globa convergence, we expect national cultures to continue affecting the hiring
practices used in various countries (Yuen & Kee, 1993). Inasmuch as national cultures
remain different, cross-national differences in HRM practices will continue to exist.
As such, human resource managers still need to be culturally sensitive when devising
the recruitment systems in various cultural environments. After al, the "best
international human resource management practices' ought to be the ones best adapted
to cultural and national differences.
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Table1l A Multinational Comparison of "Is Now" Conditions on Hiring Practices

AUS CAN PRC IND JPN KOR MEX TWN USA

Q1 410 408 376 358 301 322 339 353 398
(73) (68 (82  (90)  (97) (94 (1.02) (86 (.83

Q2 422 418 327 355 362 331 377 355 417
(76) (72 (83 (89  (91) (89  (L08) (78  (.85)

Q3 347 344 334 313 313 318 303 350 345
(97)  (90) (78  (87) (8% (95  (LO7) (84) (109

Q4 174 206 316 269 257 250 326 319 266
(L01) (96  (L00) (122) (109) (1.03) (L21) (98  (1.29)

Q5 273 306 325 295 287 298 279 348 276
(L07) (L06)  (91)  (L04) (105 (102) (L24)  (89)  (L05)

Q6 231 234 354 327 291 334 302 349 191
(L16)  (124)  (81) (L09) (105  (93) (L24)  (80)  (L.01)

Q7 38 38 35 305 259 275 311 347 368
(87) (83 (790 (98 (1100 (1L01) (L17) (82  (.93)

Q8 309 310 335 308 314 294 315 371 297
(98) (L01) (87) (73 (94  (99) (104 (81 (.93

Q 361 358 331 314 294 311 323 339 344
(96) (94 (85  (86) (89 (97 (1LO7) (83  (L11)

Q10 187 194 282 246 212 222 232 204 242
(99) (98  (93) (L09 (104) (98  (L18) (98  (L18)

N 436 124 521 237 502 234 479 237 143

* Standard errors are in parentheses.
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Table 2 A Multinational Comparison of " Should Be" Conditions on Hiring Practices

AUS CAN PRC IND JPN KOR MEX TWN  USA
QL 419" 431 436 416  3.77 416 457 421 440
(72) (B4 (68  (66) (94 (69 (65 (68 (.62
Q2 39 410 356 393 400 388 430 391 419
(85)  (8l) (85 (700 (77 (74 (88 (67 (78
Q3 371 394 371 38 357 412 371 413 414
(89) (76)  (80) (77 (84 (75  (L20) (64 (71
Q4 131 14 29 18 254 18 331 333 180
(64)  (61) (120) (L06) (115 (L05) (132 (L01) (.91
Q5 272 310 358 367 327 399 373 402 293
(112) (112  (9) (97  (L09)  (93)  (L20) (75  (LO5)
Q6 325 303 396 404 311 355 442 404 280
(L06) (119 (72 (75 (93 (92 (74  (67)  (L28)
Q7 38 393 391 350 300 331 423 38 401
(87)  (L00  (84) (L09 (110) (L00)  (89)  (73)  (.80)
Q8 360 358 392 38 38 412 418 431 367
(90)  (96) (78 (700 (86 (75  (78) (58  (.87)
Q9 39 410 376 389 320 409 423 400 410
(84) (76  (8) (79 (94 (78  (86) (70 (82
Q0 254 271 311 264 260 316 318 350 338
(111)  (L14) (101) (L16) (L09 (99 (129  (91) (102
N 435 124 483 233 500 224 471 236 142

* Standard errors are in parentheses.
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Table 3 Three Top-Ranking"IsNow" and " Should Be" Factorsin Each
Country/Region (In Order of Importance)

Nation/Region "Is Now" Conditions "Should Be" Conditions
Austraia (A) A persona interview (A) A person's ahbility to perform the
(B) A person's ability to perform the technical requirements of the job
technical requirements of the job  (B) A persona interview
(C) Proven work experience in a (C) How well the person will fit the
similar job company's values and ways of
doing things
Canada (A) A persond interview (A) A person's ability to perform the
(B) A person’s ability to perform the technical requirements of the job
technical requirements of the job  (B) A persona interview
(C) Proven work experience in a (C) How well the person will fit the
similar job company's values and ways of
doing things
PRC (A) A person's ability to perform the (A) A person's ability to perform the
technical requirements of the job technical requirements of the job
(B) Proven work experience in a (B) An employment test in which the
similar job person needs to demonstrate the
(C) An employment test in which the skills
skills (C) A person's potential to do a good

job, even if the person is not that
good when they first start

Indonesia (A) A person's ability to perform the (A) A person's ahility to perform the
technical requirements of the job technical requirements of the job
(B) A persona interview (B) An employment test in which the
(C) An employment test in which the person needs to demonstrate the
person needs to demonstrate the skills
skills (C) A persona interview
Japan (A) A persona interview (A) A persondl interview
(B) A person's potential to do agood (B) A person's potential to do a good
job, even if the person is not that job, even if the person is not that
good when they first start good when they first start
(C) A person's ability to get dlong well (C) A person's ability to perform the
with others aready working here technical requirements of the job
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Table 3 Three Top-Ranking " IsNow" and " Should Be" Factorsin Each
Country/Region (In Order of Importance)

(Continue)
Nation/Region "Is Now" Conditions "Should Be" Conditions
Korea (A) An employment test in which the (A) A person's ability to perform the
person needs to demonstrate the technical requirements of the job
skills (B) A person's ability to get along well
(B) A personal interview with others already working here
(C) A person's ability to perform the (C) A person's potential to do agood
technical regquirements of the job job, even if the person is not that
good when they first start
Mexico (A) A persona interview (A) A person's ability to perform the
(B) A person's ability to perform the technical requirements of the job
technical requirements of the job  (B) An employment test in which the
(C) Having the right connections (e.g., person needs to demonstrate the
school ,family,friends, region, skills
government, etc.) (C) A persona interview
Chinese Taipel (A) A person's potential to do agood (A) A person's potential to do a
good
job, even if the person is not that job, even if the person is not that
good when they first start good when they first start
(B) A personal interview (B) A person's ability to perform the
(C) A person's ability to get along well  technical requirements of the job
with others aready working here  (C) A person's ability to get along well
with others aready working here
USA (A) A persona interview (A) A person's ability to perform the
(B) A person's ability to perform the technical requirements of job
the technical requirements of job  (B) A personal interview
(C) Proven work experience in a (C) A person's ability to get along well
similar job with  others already working here
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TABLE 4 Relationships Between Hiring Practices and Effectiveness Measure

(A) Dependent Variable: Hiring practices help recruit high performing employees

Q1

Q2

Q3

USA CAN
132+* 199
-.055 -.061
124* 156
-269%** - 296***
-121%* -.020
164%*% 73w
089 067
101* 024
165%** 77
.016 165+
13.973***  6.160***
251 355
428 122
* p<.05
**  p<.01
*** p<.001

.010

-.072

075

.163**

.102*

.052

-.010

.081

14.849%**

.249

458

195+

A74%*

107

.013

.145*

218**

-.089

127

-.043

-011

228 **

A21%*

J17*

.025

.087*

.094*

-.086*

.089

.019

A32%*

10.909***  15.094***

343

219

241

486
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118

-.081

.164**

230%**

.098*

.003

247

.042

23.449%*

517

229

2A3FHF

.023

1475+

-.081*

.053

.200% **

134**

.035

.095*

.023

* 26.510%**

379

444

TWN USA
071 393 **
.069 .035
.049 116
-.063 -.126

151 .098

139* -.043

.149* .005
.018 .035
.035 141

.282%** .103
14.678***  8.522***

409 .396

222 140
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TABLE 4 Relationships Between Hiring Practices and Effectiveness M easures
(Continue)

(B) Dependent Variable:

Hiring practices help improve job satisfaction

AUS CAN PRC IND JPN KOR MEX NNTWN USA
Q1 .083 .164* 134* .189* 226*** .082 A72x** .041 221%*
Q2 -.031 -.041 -.033 116 .065 .050 -.075 .081 -111
Q3 132+ 175* 071 .053 .099* .066 .092* .009 217*
Q4 -301*** - 213** -.025 024 -.019 -.055 -.069 -.056 -.221**
Q5 -.034 .065 J13* 129* .095* A76%* 140*** .209** .040
Q6 112%* .158* 123 .069 .068 197x** .200* ** .199** 054
Q7 .062 114 .079 -.066 -.054 J115* .100* .048 .038
Q8 144> * -.004 .015 191** 125* .067 .088 .003 113
Q9 .101* 327x** 125* .047 .010 .204** .024 .048 091
Q10 .091* .109 .014 -.048 150* ** .077 126%* 239*** .150*
F  13.206*** 7.229*** 10.488*** 6.350*** 13.048*** 15.783*** 18.046*** 12.098*** 6.438***
R .240 .392 191 233 216 419 294 .363 331
N 428 122 453 219 485 229 444 222 140
* p < .05
** p< .01
*x% < 001
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TABLE 4 Réationships Between Hiring Practices and Effectiveness M easures
(Continue)

(C) Dependent Variable: Hiring practices help improve overall organizational effectiveness

uUs CAN PRC IND JPN KOR MEX TWN USA
Q1 054 .060 .2]5*** 223 * 201 ** J141* .256% * * 101 .251**
Q2 -.022 .054 .028 .185** .065 .039 -.039 .059 .040
Q3 J27* .182* .045 044 .160*** 175+ .104** 102 122
Q4 -288*** - 303*** -.088 .075 .003 -013 -.034 -.004 S 277 *
Q5 -.079 .010 .090 129* 072 107 .018 .069 042
Q6 .068 .248** 077 .086 114** 170** .180*** .194** 012
Q7 .049 127 .092 .059 -.064 .082 124> * J124* -.039
Q8  .160*** .023 .037 170* 122* .059 .098* .046 054
Q9 141** .239** .009 -.119 .018 .218** .064 -.003 .216**
Q10 113* 144 J125* -.077 .104* -.021 J121** .264% > * .165*
F  13.370*** 7.371*** 13.018*** 7.142*** 14.406*** 15.691*** 24.554*** 14.907*** 9.075***
R? 242 397 224 254 233 417 362 413 411
N 428 122 460 220 485 229 443 222 140
* p<.05
** p<.01
*** p<.001
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Globalizing HRM for SM Esﬁ%

SCALE OF OPERATIONS, HUMAN RESOURCE SYSTEMS
AND FIRM PERFORMANCE IN EAST AND SOUTHEAST ASIA

ABSTRACT

Small and medium-sized firms are attracting considerable attention in East and
Southeast Asia as they seem to be quite flexible and adaptive in seemingly ever more
turbulent environments. The 1997 Asian financial crisis seemed to affect in particular
countries characterized by larger scale firms. Downsizing and restructuring is now
underway in companies in many parts of Asia Another mechanism by which firms
might achieve greater flexibility is through the introduction of high performance work
systems (HPWSs). This study assesses the impact of HPWSs on firm financial
performance, examining in particular if smaller scale operations might be an aternative
to HPWSs. Data used were collected in Thailand, Chinese Taipel, and Korea. Results
suggest HPW Ss enhance firm performance regardless of firm size.
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The rapid economic growth that had been enjoyed throughout much of eastern
Asian for twenty years or more was seen by many to be sustainable for years to come.
But 1997 brought economic crisis from Koreato Indonesia. Those who questioned the
long-term viability of the “Asian miracle” (Krugman, 1994) seemed justified. What
had been lauded as a fundamental ailtural strengthra complex network of social
relationships often rooted in Confucian values-was ruefully dismissed, at least in the
West, as “crony capitalism.” Although the financial crisis was widespread, there were
pockets of resistance-economies that experienced reduced growth but continued to
prosper. Chinese Taipel and Singapore are two places that certainly fal into this
category.

There are many reasons forwarded to explain the resistance of these two
economies to regional problems. Neither country suffered from current account deficits
associated with massive debt elsewhere in the region. The huge cash reserves of
Chinese Taipei, for example, made it virtually immune from the speculative maneuvers
of foreign exchange traders that undermined the currencies of Thailand, Korea,
Malaysia, and Indonesia. Both Singapore and Chinese Taipel have governments that
pursue disciplined economic policies and are places where the “rule of law” in business
matters has strong institutional support.

One of the nogt significant differences, however, is to be found in the nature of
business organization in Chinese Taipei and Singapore versus the countries that were
hardest hit by the financial crisis. Singapore has promoted investment in cutting-edge,
high-technology industries. Chinese Taipe is particularly noted for its small and
medium-sized firms, both in the high-technology sector and in more traditional
industries. One advantage of being small is that such organizations can be highly
flexible and thus much more responsive to rapidly shifting and unpredictable economic
conditions. The dominant indigenous businesses of Korea, Thailand, and Indonesia-the
countries most adversely affected by the 1997 crisis-are quite often fairly large-scale
companies, often with interests in multiple industries. Examples include the Korea's
chaebols, companies such as Siam Cement and the CP Group in Thailand, and the
Lippo Group in Indonesia. Industrial restructuring is underway in much of the region,
perhaps most notably in Korea, where the government pressing for divestitures and
downsizing in many of the countries top-heavy chaebols (Ungson, Steers, and Park,
1997). That smaller scale businesses might enhance the Asian competitiveness in the
same way as “downsizing” pronoted recovery of the American economy in the 1980s is
an intriguing if as of yet unresolved issue.

If Asian firms are going to move increasingly in the direction of smaller-scale
operations, then we need to consider the human resource management implications of
such changes. The purpose of this study is to examine the impact of a firm's human
resource (HR) system on organizational performance, with particular attention paid to
the interaction of scale of operations and HR system. Data are drawn from companies
in Thailand, Korea, and Chinese Taipel. We focus specifically on the impact of high
performance work systems (HPWSs), which have proven to be quite effective in
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Western economies and, like smaller-scale operations, can serve to enhance
organizatioral flexibility. We address the following questions:

? To what extent are HPWSs transferable to East and Southeast Asian
economies?

? If workable in East and Southeast Asia, do HPWSs have different effects on
firm performance in small and medium-sized versus large firms? That is, if
small and medium-sized firms are the wave of the future, are HPWSs as
important to the success of these firms as might be the case in large firms?

? Are similarities or differences in the impact of HPWSs on firm performance
different in the case of indigenous firms different than in the case of firmsin
genera (i.e., both foreign-owned and indigenous firms)?

HUMAN RESOURCE SYSTEMSIN A GLOBALIZED ECONOMY

Human resource systems in East and Southeast Asian region have tended to be
fairly hierarchical and non-participative. Collectivism as a dominant cultural value has
often promoted a tendency toward conformity on the part of workers and reluctance to
take initiative to solve problems and move the firm in new directions. Such systems are
well suited to settings in which firms strive to be low-cost producers of well- established
products, where efficiency is a more significant consideration than flexibility. And in
the world market of the 1970s and 1980s that supported Asian economic expansion, this
style of management provided an important source of competitive advantage for the
export-oriented development strategies common throughout the region. But global
market forces may now render the traditional Asian HR system obsolete, at least in
many economic sectors. Though transition to flexible systems that empower workers,
often at the lowest level of the organization, is culturally problematic, this approach
may well be necessary to assure competitiveness in afast changing global marketplace.

Globalization, Dynamic Environments, and High-Performance Work Systems

The literature on HPWSs is indeed extensive and our purpose here to motivate
an understanding of its relevance to the East and Southeast Asian context rather that
explore this literature in great depth. Osterman (1994) has explored this topic as
thoroughly as any writer in the field. He contrasts the traditional employment system,
with considerable emphasis on centralized control, numerous rules, narrowly defined
employee skills, limited employee involvement in decision making, and low-levels of
employee commitment to the firm, to “transformational” systems, with team-based
production, employee empowerment, relatively few rules, broadly defined skill, high-
commitment to the organization, and extensive and on-going training.

There are probably many factors at work that make the time ripe for HPWSs, but
we will mention only a few of the leading contenders. These are rooted largely in the
environments in which firms must operate and al lead to more dynamic and
unpredictable environmental textures. First, and perhaps of greatest significance for this
paper, would be the emergence of highly integrated global markets on both factor and
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product sides. Globalization has clearly enhanced competitiveness, as firms that once
enjoyed large and stable market shares in home markets must compete internationally to
generate high returns;, even if they do not leave their traditional markets, new
competitors from just about anywhere else in the world may enter these markets.! The
implication here is that higher-level managers may often lack the information necessary
to exert top-down control in anything approaching an optimal manner. Rapid response
is a key element in organization success, and this pushes the effective locus of decision
making to lower levels in the organization. HPWSs become a way of effectively
implementing decentralization of coordination and control.

Another factor promoting enhanced competitiveness internationally is a general
trend toward deregulation. Excessive government intervention in the regulation of
business activities is seen as anti-competitive and having a deleterious impact on
consumer welfare. Closely related in many countries, including several of the eastern
Asian countries considered here, is the process of privatizing state-owned enterprises.
Both forces lead to greater market competition and favor firm adoption of HPWSs for
many of the same reasons as globalization.

Finally, rapid technological change means that a large number of industries face
much shorter operating cycles for products and production techniques. Staying ahead
technological is now much more critical to success. This may involve sophisticated
research and development activities by the firm, but even it does not, firms must
continually upgrade production capabilities, acquire new technical information, and
transfer in new technologies. Again, greater reliance on lower-level employees in
accomplishing these requirements favor HPWS implementation.

Much of the initidl research on linkages between HRM practices and
organizational performance focuses on the impact of individual practices on various
organizational outcomes (Lawler, Anderson, and Buckles, 1995). This piecemedl
approach has been increasingly supplanted by a more holistic approach as researchers
have examined the joint effects of complexes of HRM practices that collectively define
afirm's HR strategy or system. Although the conceptual literature on HR strategy dates
back to mid-1980s (Dyer, 1985; Fombrum, Tichy, and Devanna, 1984), it has only been
in the past severa years that there has been a proliferation of empirical studies of the
effectiveness of HR systems.

There is division among authors as to the viability of contingency, universalistic,
and configurational perspectives in anayzing the impact of HR systems on firm
performance (Delery & Doty, 1996). The universalistic perspective takes the position
that a set of “best practices’ can be identified that is equally applicable regardless of
organizational setting. This research can be traced to conceptual work by authors such
as Pfeffer (1994), who maintain that certain employment practices, such as interna
career ladders, extensive training, worker discretion, extensive training, generaly
contribute to high levels of organizational performance. The contingency perspective
holds that the effectiveness of employment practices is moderated by external factors,
most usualy the organization's business strategy. For example, human relations
training might be more effective under what Porter (1980) terms a differentiator, as
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opposed to a cost- leadership, strategy. The differentiator relies heavily on innovation
and teamwork, so that the returns to human relations training could be conjectured to be
greater under such circumstances. Finaly, the configurational perspective holds that is,
what is really important is the interplay among a set of HRM practices and that synergy
created by mutually compatible HRM practices is what generates value for firms
(Arthur, 1994). Configurational researchers look at the impact of bundles of HRM
practices as a whole, rather than individual components, on firm performance. Thisis
sometimes characterized as “interna fit” (or complementarity among the components of
the HR system), while the contingency versus universalistic debate relates to the need
for “externa fit” (or complementarity between organizational conditions and the HR
system). In fact, the configurational perspective is consistent with either the
universalistic or contingercy perspectives.

The contingency perspective has considerable theoretical appeal rooted in the
Western literature dealing with organizational design and management (Thompson,
1967). In the case of HR systems, Schuler (1988) lays out a range of behaviora
repertoires he suggests to be mandated by organizational strategic needs (e.g., risk
taking versus risk avoidance, cooperation versus independent action, rule adherence
versus innovation); these in turn are achieved through the selection of appropriate HRM
practices from menus of options in such areas as staffing, assessment, training and
development, and compensation. Begin (1997) offers an analogous framework, though
one intended to understand organizational HR systems cross nationally. Here we see a
multi-tiered set of system outcomes, ranging from employee competence to system
integration and financial flexibility-all of which ultimately determine organizational
performance-driving the selection of HRM system components (again arrayed in a
menu-like framework similar to Schuler’s).

Degpite the intellectua appedl of a tightly woven framework where optimal fit
between organizational and HR system is the motivating force, much of what is written
these days questions the veracity of the conventional contingency perspective. Critics
of the contingency viewpoint maintain that most organizations, and certainly those
highly active in the global marketplace, require flexibility and that this overrides other
concerns, such as externa fit. Such a viewpoint supports the general adoption of
HPWSs, either in a piecemeal manner or as a unified system. For one thing, HPWSs
promote the competence and commitment of employees and this readies firms to adapt
to frequent change (Lado & Wilson, 1994; Ulrich, 1998; Ulrich& Lake, 1990). HPWSs
promote viewing the world in more complex and varied ways, so that employees can
make greater sense out of changing circumstances and respond appropriately (Lado &
Wilson, 1994; Snell et al., 1996). HPWSs also put firms in a position to have a self-
renewal process and thus adapt more adequately to turbulent environments (Nonaka,
1988; Teece, Pisano, & Shuen, 1997). Huselid (1995) also holds that turbulent
environments require firms to rely increasingly on the discretionary contributions of
their employees, including those in lower-level occupations. To this end, he maintains
that HPWSs motivate workers in this direction by rewarding effective discretionary
effort and help the firm to recruit and retain employees capable of acting autonomously.
Finaly, Wright and Snell (1998) provide a synthesis of the contingency and
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universalistic perspectives that emphasizes the importance of flexible, responsive work
systems.

There is an extensive body of empirical literature that examines the impact of
HPWSs on firm performance. Delery and Doty (1996) test both the universalistic and
contingency perspectives, finding that while the former has considerable explanatory
value, the addition of interaction effects implied by the latter do not significantly
improve the fit of the model. In particular, Delery and Doty found that firms utilizing
HRM practices consistent with HPWSs generaly outperform more traditional HR
systems and this occurs regardless of business strategy. Other research in this (eg.,
Arthur, 1994; Becker and Gerhart, 1996; Delaney & Huselid, 1996; Huselid, 1995;
Husdlid, Jackson, & Schuler, 1997; Y oundt, Snell, Dean, and Lepak, 1996; Chadwick &
Cappelli, 1998; Ichniowski, Shaw, & Prennushi, 1993; MacDuffie, 1995) has tended to
gererate similar findings, with much of this work supporting a configurational view.
Thus, in general there is strong evidence supporting the efficacy of HPWSs in many if
not most organizational contexts. However, further work in necessary to discern the
extent to which contingency factors might moderate the HPWS-firm performance
relationship.

High Performance Work Systemsin Asia

Granted that HPWSs are effective in Western contexts in promoting
organizational performance, it does not necessarily follow that they will be all that
workable in the very different cultural settings of East and Southeast Asia. Work by
Kirkman and Shapiro (1997) discusses cultural factors that might impact the
effectiveness of self-managed teams, often a central feature of HPWSs. Applying
Kirkman's and Shapiro’s framework, the collectivist nature of Asian cultures would
certainly increase the receptivity of workers in the region to the team aspect of HPWSs.
However, the self- management aspect is another issue. The hierarchical reture of Asian
cultures, in which those of lower status often tend naturally to defer to those of higher
status, and in which higher status individuals expect such deference, would seem to
militate against the effectiveness of these types of systems. Managers are apt to be
disinclined to share power and subordinates may be disinclined to accept it.

Harmonious relationships are another cornerstone of East and Southeast Asian
culture. But HPWSs require innovation and change, factors that might well promote at
least significant degrees of short-term conflict.  Thus workers might be quite
uncomfortable with systems that require team members to raise questions about the
wisdom on one another’s proposals for solving a problem, which raises with the
possibility of loss of face for someone. One might note that group problem solving has
long been a part of Japanese employment systems. However, as Morishima (1998)
observes, the Japanese system is really designed to generate what he terms “incremental
knowledge’-knowledge necessary to solve fairly immediate problems within a limited
domain. HPWSs often lead to the creation of “innovative knowledge,” which may
move the organization into entirely new directions or which at least deviates very
substantialy from the status quo. Conventional Japanese consensual decision making
systems, Morishima argues, are ill-suited to this task as they require consensus that may
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take considerable time to generate. Consensus is not always an aspect of HPWSs, as a
team or group leader may make decisions after hearing various perspectives, even if
there are highly divergent viewpoints within the group.

Despite these limitations on the HPWS workability seemingly endemic to Asian
culture, there is a reasonable amount of empirical work suggesting that HPWSs are
potentialy as effective in Asia as in the West. In Korea, for example, the industrial
restructuring that began even before the 1997 financial crisis has led to the adoption of
various elements of HPWSs in many Korean firms (Bae, 1997), which Bae and Lawler
(forthcoming) found increased firm performance. They argued in part that this might be
linked to cultural change in Korea, that with economic growth and exposure to Western
cultures, Korean workers (at least the younger ones) ae more individualistic and less
deferential to authority, leading to a culture that has been termed “dynamic
collectivism.” This seems likely to be aforce in other East and Southeast Asian cultures
that have undergone rapid growth in the past couple of decades. Other empirical studies
have similarly shown HPWSs to be effective in Asian settings, including work in Japan
by Morishima (1998), in Korea by Lee and Johnson (1998), in Chinese Taipei by Uen
(1998), in Hong Kong by Ngo, Turban, Lau, and Lui (1998), and in India by
Sivasubramaniam and Venkata Ratnam (1998). Some of the Asian studies find a
contingency relationship between business strategy and HR system, while others only
find a positive relationship between use of HPWSs and firm performance.

Despite cultura constraints, it appears that HPWSs have promise in Asia as a
means enhancing firm effectiveness and thus promote economic recovery and further
growth. However, to date, crossnational research on this topic in Asia has not taken
place (i.e., al studies of the HPWS-firm performance relationship have been conducted
in individual countries). Our work looks at this across three different countries, all of
which have experienced high rates of economic growth but are very different in other
respects. Korea and Chinese Taipei have reached high levels of economic development,
while Thailand is a a much lower level. Korean firms tend to be large-scale operations,
while Taiwnaese companies are often small and medium-sized; Thailand has a mixture
of both types of companies. The high technology sectors are well developed in Korea
and Chinese Taipel, but much less so in Thalland. And these countries differ
substantially geographically and in many ways culturaly (e.g., a significant proportion
of Koreans, including the business elite, are Christian, the people of Chinese Taipei
generally follow traditional Chinese religious practices (Daocism and Mahayana
Buddhism), while the Thais are mainly Theravada Buddhists. Finally, we examine
HPWSs as implemented among lower-lever (nonmanagerial) employees, as it is here
that issues of empowerment and worker autonomy are most critical if an organization is
really going to build what is truly a high performance work system. We thus have a
varied sample to test the hypothesis that emerges from the previous discussion:

Hypothesis 1: Utilization of high performance work
systems implemented among lower level (non
managerial) employees will increase firm performance.
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A related issue is whether any relationship between HPWSs and firm
performance is moderated by firm business strategy. In particular, we might anticipate
that HPWSs are better suited to differentiation strategies and more traditional HR
systems are better suited to cost leadership strategies. We examine this possibility in
our empirical work as we test Hypothesis 1.

Granted that HPWSs impact performance in Asian firms, there is the role that
scale of operations might also play as a moderator of the importance of HPWSs. A lot
of what has been written about HPWSs has been concerned with the ways in which such
an approach can serve to make larger firms with bureaucratic control systems more
responsive to turbulent environments. However, this might not be all that helpful in
guiding policies in smaller scale operations. Redding (1995) describes some of the
characteristics of the prototypical small and medium-sized Chinese enterprise: family
owned and managed, centralized decision making with a dominant chief executive,
paternalistic organizational environment, cost consciousness and a concern with
efficiency, and extensive strategic adaptability resulting from a dominant decision
maker. Thus, such organizations would seem to combine certain features necessary to
function effectively in today’s environment. As they are smaller scale, it is easier to
institute change. Family management naturally leads to identification with the firm's
goals on the part of the management group and a paternalistic stance toward employees
in general, with employees offering loyalty and hard work in return, helping to make the
organization operate as a unified whole. Unlike Japanese firms, where consensual
decision making is a central process, the Chinese enterprises have a centralized decision
maker who can quickly initiate change without a prolonged consideration of issues and
options.

In such organizations, HPWSs might not add much value, since mechanisms are
already in place to promote flexibility. Y et there are other considerations. Increasingly
rapid change, both as result of globalization pressures and rapid technological change,
may require technical expertise that is beyond the understanding of the family patriarch.
Management has become increasingly professionalized within Asia as MBA programs
have become commonplace. So more junior family members with professional training,
as well as professional managers hired from outside the family, often resent their
inability to influence decisions and the firm is denied their expertise. And lower level
employees may have much to offer with regard to enhancing efficiency and resolving
problems associated with major organizational changes. Finally, many of the newer
small and medium-size firms being established in areas such as the high-technology
sector are not conventional Bmily enterprises. They are professionaly management
organizations in which the need for input from al levels is important and recognized.
These competing arguments suggest the following hypothesis:

Hypothesis 2: The relationship between firm performarce
and utilization of high performance work systems among
lower level (non-managerial) employeeswill be weaker in
small and medium-sized firms than in large firms..
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RESEARCH METHODS

The questionnaire developed for this survey assessed the various componerts of
a firm's HR system, firm size, organizational strategy, firm performance, and other
organizational characteristics (e.g., characteristics of the HRM subunit and the firm’'s
geographical location). The questions focused on HRM practices with respect only to
nor- managerial employees. The questionnaires, which had been trandated into Korean,
Thai, and Chinese, were administered to individuals with principal responsibility for
HRM in a random sample of firmsin South Korea, Thailand, and Chinese Taipei. The
sample consists of a total of 506 firms. These were randomly selected from leading
business directories in each country and consisted of both indigenous and foreign
owned firms. Indigenous firms are defined as those wholly owned by nationals of the
focal country or joint ventures with foreign firms that are controlled by nationals of the
focal country.

The dependent variable used in this study is the firm’'s financial performance.
We use a subjective measure of performance derived from a scale developed by
Khandwalla (1977). Likert-items measured perceived financia strength, profitability,
growth rate, and market share. The reliability (coefficient alpha) for the scale,
composed of four items, is.77. Although objective measures of performance, sich as
return on investment based on accounting data, would seem a more appropriate
measure, its use is problematic. First, the study involves companies in three different
countries with distinct accounting standards, so there are comparability problems.
Second, many companies in Asia are reluctant to disclose financial data, so the
necessary information is often not available.

The principal independent variable in our study isthe firm’s HR system. Thisis
based on four distinct scales: HR flow, work s/stem, reward system, and employee
upward influence. These have been described in detail elsawhere (Bae, Chen, and
Lawler, 1998) and will thus be only briefly described here. Various Likert-items were
used to measure HRM practices argued to reflect these underlying dimensions. In some
instances, questions developed by other researchers were used, while some items were
developed by the authors (see Bae Chen, and Lawler (1998) for a description of the
components of the scale) Firms that are high on the HR flow scale utilize extensive
selection and training procedures and have relatively high job security. The scale is
composed of six items with a reliability (alpha coefficient) of .71. The work systems
scale covers job design and control types. Firms at the upper end of this scale tend to
use broadly defined jobs with enriched designs, teambased work organization, and
employee autonomy. Narrowly defined jobs and a greater presence of rules and formal
controls characterize firms at the lower end of the scale (four items and alpha of .68).
The reward system scal e reflects the degree of the linkage of performance and pay level
and the presence of employee ownership programs. Firms at the high end of the scale
emphasize pay for performance, gain sharing, and/or profit sharing (six items and apha
of .70). The employee influence scale measures the extent to which employees as
stakeholders are involved in decision making in job-related and organizational issues.
High values represent high employee involvement and autonomy (four item and alpha
of .71).
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In al of these scales, high values represent aspects of HPWSs, while low values
represent more traditional, bureaucratic employment systems. Not surprisingly, then,
scales are highly intercorrelated and may, in fact, reduce to a single dimension (Bae and
Lawler, forthcoming). Thus, we have also generated a composite index of the HRM
system as a whole that is constructed by summing al four HRM policy area scales.
This index ranges along a continuum from the traditional work system at the lower end
to HPWS at the higher end. This composite index (i.e., the sum of the four subscales)
has an alpha coefficient of .81.

Another important independent variable in the study is the firm’s organizational
strategy. This is measured in the same way as described by Bae and Lawler
(forthcoming). Likert items are used to measure the extent to which the firm pursues a
business strategy of differentiation (Porter, 1980). The scale consists of eight items
with an coefficient alpha of .88.

Other control variables include firm age, firm size (number of employees), union
status (a dummy variable that is coded 1 when the firm is unionized, O otherwise), and
dummy variables indicating the firm's home country (Chinese Taipel served as the
reference group, so that dummy variables representing Thailand and Korea appear in the
regression anaysis). Finally, data for this study were collected over severa years,
starting in 1996 and ending in 1999. Since we are anayzing firm performance, we
might anticipate decreased firm performance after the 1997 Asian financia crisis.
Therefore, a dummy variable is included indicated if the data for a case were collected
prior to or after the onset of the crisis. Descriptive statistics for all of these variables
appear in Table 1, along with the matrix of inter-correlations among the variables.

DATA ANALYSIS

We use the conventional definition of small and medium-sized firms as those
with 500 employees or less. Approximately 66% of the firms in this study fell into the
“small and medium” category using this criterion. Firms in the study ranged in size
from thirteen employees to 46,000 employees. Taking the set of firms sudied as a
whole (foreign and indigenous), the proportion of small and medium-sized firms was
about the same in each of the three counties. However, the distribution was quite
different in the case of indigenous firms. As might be anticipated, only a small
proportion of the forty indigenous Korean firms in this study (25%) fell into the “small
and medium sized” category and, just as expectedly, a substantial proportion of the 215
indigenous firms of Chinese Taipei (61%) fell into this category. However, Thailand
had the largest proportion of small and medium-size firms (70% of the 29 indigenous
Thai firms).

Al-48



Globalizing HRM for SM Esﬁ%

Differencesin HR Systems

Our first task is to determine whether and to what extent firms differ in terms of
their utilization of HPWS-related HR methods across the three countries studied here
and as a function of the size of the firm. Small and medium sized firms of Chinese
Taipei become the reference group here as we are concerned with the extent to which
HR system differ in Korea and Thailand from those typical of what are presumed to be
the most flexible and responsive of firms (i.e., the small and medium-size companies of
Chinese Taipsi).

A series of ttests indicates something about the differences in HR systems
between groups of cases. When we compare al large to all small and medium-sized
firms, we find that the large firms have a generaly higher score on the HR systems
scale (4.22 vs. 4.08; t= 2.18; p < .05). This is somewhat surprising, since one might
expect smaler firms to utilize less structured HR systems, athough the greater
informality available in small and medium-sized firms may substitute for the purposeful
design of such systems. Indigenous firms across all three countries tend to rely to a
greater extent on HPWSs than MNC subsidiaries (4.18 vs. 4.05; t = 2.05; p < .05). If
we look only at indigenous firms, large firms are no more likely to use HPWSs than
smal and medium-sized firms (4.19 vs. 4.17; t=.274; no sgnificant difference).
However, indigenous firms of Chinese Taipe tend to rely much more heavily on
HPWSs than either indigenous Thai or indigenous Korean firms (4.25 for people in
Chinese Taipel versus 4.00 for pooled Thai-Korean; t=2.83, p < .01).

Regression Analysis

Our concern here is to determine the extent to which small and medium-sized
firms differ from large firms in terms of the role the organization’s HR system might
play in determining firm performance. In addressing this issue, we can gain insight into
differencesin HR system requirements needed by Asian firms, especially as smaller and
more flexible firms play more significant roles in the regional economy. Results
presented in Table 2 relate to this issue.

We first regressed firm performance against the set of independent variables
described above using the entire set of cases in the sample. These cases were broken
down into two groups: small and medium-sized and large firms. This set of cases thus
includes both foreign-owned and indigenous firms in all three countries in the study.
The first column in Table 2 contains the results for the small and medium-sized firms,
while the second contains the results for the large firms. In both instances, the overall
analyses are statistically significant and explain reasonably high proportions of the
variance in firm performance (given the cross-sectional an subjective nature of the
data). The model explains about one-third of the variance firm performance for the
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small and medium-sized firms and about one-quarter of the variance in the case of the
large firms.

In both instances, both the composite HR system scale, which measures the
extent to which a firm utilizes HPWS techniques, and the organizational strategy scale,
which measures the firm's pursuit of a differentiation strategy, are significant and
positive, as would be expected. The firm’'s age is aso important in both cases, with
older firms generally doing less well than newer firms. Again, the age relation would
be expected, as new firms are presumably responding to high-growth market
opportunities and older firms may be further along in a product’s life cycle. One
variable that did not seem to matter is the firm's size. Of course, the sample is broken
down roughly by size, but this result suggests that within the two size categories,
variations in firm size per se do not seem to matter. Although not reported here in
detail, a separate analysis with the large and the small and medium-sized firms pooled
showed similar results for the HPWS and organizationa strategy variable, although firm
size was positively related to firm performance. Yet a second size variable, controlling
for the large vs. small and medium split, was not significant (even when the size
variable was deleted). Thus being in one versus the other major size category did not
seem to matter all that much with regard to firm performance.

This first analysis, containing both indigenous and foreign firms, suggests there
is no difference between the two groups in terms of the importance of utilizing HPWSs
to improve firm performance. In fact, the HPWS coefficients are virtualy identical for
both groups. In the case of large firms, reliance on an organizational strategy of
differentiation has a somewhat stronger impact on firm performance than for small and
medium-sized firms. However, this difference is not statistically significant (applying a
t-test).

A more fundamental policy issue relates to the appropriate use of HPWSs in
indigenous firms. That is, if indigenous East and Southeast Asian companies are more
likely to “downsize,” and if start-up firms are more likely to be smaller, more flexible
organizations, and if there is something about these companies that distinguishes them
from MNC subsidiaries (a reasonable assumption), then we should also examine these
processes within the context of indigenous firms only. The third and fourth columns of
Table 2 report results for the regression analysis utilizing only the indigenous firms.

The results here are somewhat different from the analysis done with the pooled
data, though the differences are not all that substantial. Again, organizational
differentiation strategy and reliance on a HPWS approach are positively and
significantly related to firm performance. The HPWS coefficient is lower in the case of
small and medium-sized firms and higher in the case of large firms than in the pooled
sample. Thus, we might initially conclude that use of HPWSs is a relatively more
important source of organizational effectiveness in large firms than in smal and
medium-sized firms, as posited in Hypothesis 2. However, the difference here is not
statistically significant (applying a t-test) and the same holds in the case of the
organizational strategy scale.
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Finally, we did additional regression analysis in which an organizational
business strategy-HPWS interaction effect was included to test the contingency
perspective. The interaction effect was not found to be statistically significant under
any of various model specifications. Thus, the results here are consistent with the
universalistic perspective.

CONCLUSIONSAND IMPLICATIONS

This study evaluated two principal hypotheses. Hypothesis 1 posited that
HPWSs should increase firm performance and the empirical analysis provides strong
support for that position. This is true despite the fact that culture barriers exist to their
introduction of HPWSs based on stereotypical notions of East and Southeast Asian
culture. Furthermore, we found no support for a contingency relationship involving
firm performance, HPWSs, and organizational business strategy. Thus, in generd,
companies need to pursue both business strategies emphasizing differentiation and
implement HPWSs. Hypothesis 2 posited that HPWSs should have a weaker impact on
firm performance in presumably more naturaly flexible small and medium-sized firms,
but that was not found to be the case in the empirical work (the estimated HPWS effect
was weaker in the case of small and medium-sized indigenous firms, but this
relationship was not significant.

Clearly, this study is only a start and work in other settings with more refined
measures is in order. Also, research might focus on the effects of HPWSs on firm
performance in other geographical settings. If HPWSs can serve to promote firm
performance and do this as substantially as the results of this study indicate, then
perhaps it would be useful to initiate the process of change in other countries and
regions where economic development trails East and Southeast Asia. Of course, work
is necessary to evaluate whether HPWS would transfer readily to such areas.

Our main findings, then, are that HPWSs seem to work well in promoting firm
performance in East and Southeast Asia, that the relationship is not moderated by firm
business strategy, and that the relationship does not depend on firm size. Thus, smply
keeping afirm small, asin many traditional Chinese family enterprises, isin an of itself
not a particularly effective source of organizational flexibility. While it might
traditionally have been the case that a business-savvy family patriarch had the necessary
skills and knowledge to guide a small or medium-sized firm through perilous waters, the
continuing pressures of globalization and rapid technological change, coupled with
secondary pressures such as deregulation of the marketplace, renders this model
generally obsolete.

These results hold in the case of indigenous firms, so that this work has
implications as a guide for local companies and for public policy makers interested in
promoting the competitiveness of their respective countries’ indigenous companies.
Continuing pressures associated with globalization, technological change, and market
deregulation suggest a continuing need for firms to utilize HPWSs in some form or the
other. This applies equally in larger and smaller-scale operations. Small and medium-
sized firms may become more common throughout Asia in future years, but the
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traditional study of management in this type of Asian firm, in which a single leader
makes most important decisions, will likely need to give way to systems in which there
is more employee participation from the bottom on up.
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TABLE 1

DESCRIPTIVE STATISTICSAND CORRELATION MATRIX

Variables Mean SD 1 2 3 4 5 6 7 8 9
1. Firm Performance 4.36 0.8c 1.000

2. High Performance

Work System 4.13 0.6 0.358 1.000
3. Differentiation 542 09¢ 0422 0534 1.000
4. Unionized Firm 0.35 04¢€ 0.019 -0.004 -0.046 1.00C
5. FirmAge 21.39 150z -0.091 0.072 0.051 0.22¢ 1.000
6. Pre-Crisis 0.38 04¢€ 0029 -0239 -0331 0.23¢ -0120 1.000
7. Korea 0.27 0.4t 0064 -0312 -0.341 0.25z -0.066 0.790 1.000
8. Thailand 0.10 031 -0012 0.078 -0.184 -0.12¢ -0.047 -0.265 -0.209 1.00C
9. Employees 947.41 298341 0.092 0.010 0.003 0.241 0.290 0.141 0.153 -0.037 1.000
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REGRESSION RESULTS

Small-Medium Firms Large Firms Small-Medium Large
Indigenous Firms Indigenous Firms

B t-value B t-value B t-value B t-value
Constant 1.494 5.147% .639 1.037 1.757 4177 183 235
High 267 3.973F 276 2.088' 215  1.994° 362 2.005
Performance
Work System
Differentiation 339 6.591% 446 4817 355 4.25¢ 453 3.588
Unionized Firm -.139 -1.499 4.542E-02 308 | -2.936E-02 -.176 116 637
FirmAge -8.704E-03 -2.437° | -6.665E-03 -1.869° | -1.152E-02 -2435" | -6.803E-03  -1.695
Pre-Crisis -360  -2.430° 409  1.987 332 -1.404 421 1573
Korea 822 5.425 192 837 .605 1.942 237 801
Thailand 141 1.045 614 2.334° | -1.407E-02 -.072 .643 1.875
Employees 1.186E-04 353 2.017E-05 1.430| -5.862E-05 -.113 1.843E-05 1.165
Adjusted R2 .326 254 .303
F-Ratio 18.846 6.998" 8.432
N 295 141 137
a=significant at .01 level; b = significant at .05 level; ¢ = significant at .10 level.
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THE PREDICTION OF OVERSEAS ADJUSTMENT AND COMMITMENT OF
EXPATRIATESWORKING AT THE TAIWANESE COMPANY'S
SUBSIDIARIESIN MAINLAND CHINA

ABSTRACT

This study investigates the impact of corporate entrepreneurship, expatriate's
emotional quotient, locus of control, work role characteristics on the adjustment and
commitment of expatriates working at the Taiwanese subsidiary company in Mainland
china. Valid questionnaire responses were collected from 152 expatriates.

The main findings are as follows:

1.The variable affect the expatriates adjustment in order is works role characteristics,
locus of control, corporate ingenuity, and company size.

2.The variable affect the expatriates continuous working commitment in order is work
role characteristics, expatriate's EQ and locus of control.

3.The variable affect the expatriates effort commitment in order is continuous working
commitment, corporate endeavor, expatriates EQ and rank.

4.The expatriates with external locus of control have better adjustment and poorer
continuous working commitment.

5.There are positive correlation between expatriate's EQ and their perceived corporate
ingenuity and endeavor.

6.There is negative correlation between work role characteristics and the expatriate's
perceived corporate ingenuity and endeavor.

7.There is negative correlation between expatriate's EQ and work role characteristics.
8.The linear structure equation model of this study has an adequate goodness of fit.

Key Words. small to medium size corporation (SMC), Expatriate, Emotional
Intelligence, Overseas Adjustment, Organizational Commitment
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INTRODUCTION

Since 1991 Taiwan alow her citizen travel to Mainland China to visit their
relatives, Taiwanese investment in Mainland China have been rapidly increasing.
According to the 1999 report by Taiwanese Industry Association, there are more than
forty thousand cases of Taiwanese investment in Mainland China. The main reason for
Tawanese investing in Mainland Chinais cheap land, labor and huge market (Lii, 1996).
The labor cost in Mainland is about one tenth to fifteenth of Taiwanese labor cost.
Talwanese hi-tech labor cost is about one hundred times higher than that in Mainland
China. Taiwanese investment help Mainland increase their management know-how and
hire large number of Mainland Chinese employee, help maintain the social stability.
Mainland China helps prolong Taiwanese business life for five to ten years longer.
According to the 1998 official statistics of Peoples Republic of China (PRC), Tawanese
investment in Mainland China is more than 21 billion US dollars. Mainland China has
become Taiwanese number one overseas investment area.

In the process of investing in Mainland China, human resources management has
been the key factor for the success of Taiwanese investors. After forty years separation
under different political and economic system, life style and the way of thinking across
Tawan Strait become different, Taiwanese expatriates working in their subsidiary
company in Mainland China have difficulties in their life and work adjustment.

According to Lii (1996), the small to medium size companies encountered more
difficulties than large size companies. Ninety eight percent of all the companies in
Taiwan are SMC. Its number is about one million. The SMC have more than 98% of all
the Taiwanese employment, and more than 50% of total foreign trade. The SMC are key
factors for Taiwanese economic development and social stability. But the SMC is poor
in their global operation and policy of expatriation. They lack long term execution and
strategic planing. The immediate effect is high turnover and difficulty in transferring of
overseas socia network and field experience. Thus, render the ow down in business
globalization.

Most SMC's overseas investment capital is from Taiwan. The success and failure of
Tawanese SMC investment in Mainland bear high degree of impact on Taiwanese
economy and society. This study aims to explore the influential variables on the
expatriate's overseas adjustment and organizational commitment. The results from this
study should provide some reference information for improving Taiwanese corporate
policy and operation on expatriate's recruitment and management.

LITERATURE REVIEW
Therelated studies on over seas adjustment

The definition of expatriate is the employee who is assigned to work outside parent
country with the intention to go back to the parent country. They are either
parent-country national (PNC) or third country national (TCN) (Grosse & Kujawa,
1992). In the initial stage of business internationalization, large number of expatriatesis
assigned.
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The best approach is to use the parent country national. The reasons for having
expatriates are:

(1) The hose country does not have enough people who have management know-how.
(2)To develop the international business experience of parent company's employee.
(3)To control the subsidiary company

(4)To communicate with parent company, to execute the parent company's strategy.
(5)To keep the industrial secret.

The expatriates are situated in aninternational environment, they must play bicultural or
multicultural roles. Rahim (1983) indicated that the expatriates have to play the
following roles:

(1) The representative from parent company.
(2)The manager for local subsidiary company.
(3)The local resident.

(4)The local citizen or citizen in both countries.
(5)The expert.

(6)The family member.

The different role expectation creates conflict, deepen the difficulty of overseas
adjustment. Different countries, regions, people have different law, regulation,
behavioral code and cultural custom. For fearing of violating custom or taboo, peoplein
unfamiliar environment usually feel uneasiness or have anxiety. Oberg (1960) called
this phenomenon as "culture shock". The adjustment process of the culture shock is
called cross-culture adjustment. The first challenge facing the expatriate is cross-culture
adjustment. It is so called overseas adaptation or adjustment.

The studies on work role char acteristics.

Torbiorn (1982) indicated that the role of expatriate involved the expectation of
parent company to the expatriate, and the influence of host country to the expatriate's
behavior. The expatriate have encountered some common problems (Torbiorn, 1982; Ku,
1993):

(1) The expatriate's role is ambiguous.

(2)Because the geographical or language barrier, the communication between the
expatriate and parent company or between the expatriate and host country is
equivocal or inefficient.
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(3)The expatriate's qualification or ability is insufficient, can not play the expatriate's
role well.

(4)The incompatible of different role expectation.

Black & Mendenhall (1990) in his study of American expatriate in Japan found
that there is no significant correlation between work role adaptation and overseas
adjustment. They found that among the four work role characteristics (work role
ambiguity, work role conflict, work overload and work role novelty), only the work role
ambiguity can significantly predict overseas adjustment.

Therdated studies on locus of control

Some people fedl they can control everything in their life. They think they control
their own destiny. Their life depends on their own effort and not controlled by outside
forces. These are so called "internal locus of control type". There are other kind of
peoples they belief their life is controlled by chance, fate, opportunity and other outside
unpredictable forces. These are so called "external locus of control type".

Rotter (1966) first suggested that locus of control is one dimension of personality.
Rotter suggested that the internal locus of control person would put more effort into
control their environment, and thus, gain better result. They will be more concerned
with the information important to themselves and tried hard to obtain the information.
They are better in obtaining and using the information than the person with external
locus of control. Church (1982) in his study indicated that the person with internal locus
of control can explain what and why thing happen from other peopl€e's point of view.
Therefore, the people with interna locus of control have more effective interpersonal
communication and better interpersonal relationship.

Mendenhall & Oddou (1985) based on previous empirical studies, pointed out that
there are several mgjor dimensions affecting the expatriate's overseas adjustment:

1.Self-oriented dimension

(D)Replace reinforcement: Can adopt those recreational activities which are similar to
the expatriate's own culture but with different content.

(2)Reduce stress: Can reduce the stress brought by different culture.(3)Skill and ability:
Own the ability necessary to carry out the overseas assignment.

2.0thers-oriented dimension

(1)Develop relationship: The ability to make long and sustained friendship.

(QWilling to communicate: The ability and willingness to take initiative to
communicate with local people.

3.Cognitive dimension
The cognitive ability to understand why the local people have their own unique
behavior and performance.
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4.Cultural-toughness dimension
The ability to involve in different national culture.

Mendenhall & Oddou (1985) also suggested that the recruiting of expatriate should
also consider these ability dimensions. They will make the expatriate better adjusted in
their overseas assignment.

Therelated studies on emational intelligence.

Emotional intelligence also caled emotional quotient (EQ). Goleman (1996)
mentioned that the study by Harvard University indicated that a person's achievement is
determined 20% by 1Q. The other 80% are determined by other factors. 1Q or gotitude
test can not accurately predict a person's achievement. Goleman (1966) mentioned the
development process of EQ concept:

(1)Thorndike in his 1920 article pointed that social intelligence is part of 1Q. So called
social intelligence is the ability to understand other's thinking, behavior and respond
accordingly.

(2QRobert Sternberg stated that interpersonal skill is one of the most important
characteristics to be seen as a smart people in other's eyes.

(3 Howard Gardner pointed that asingle 1Q does not determine the human achievement.
There is a least seven different intellectua abilities include language,
mathematics-logic, spatia ability, kinetic-motor ability, music ability, interpersonal
skill, introspect ability.

(4)Salovey and Mayer think there are five different EQ: recognize one's own emoation,
well manage one's own emotion, self-encourage, and recognize other's emotion and
the management of interpersona relationship.

(5)Danial Goleman using his sharp observation wrote his bestseller * EQ ", make the
EQ concept become a household well-known term.

American "Time" and "Fortune" magazine also published special issues pointed that
EQ is the most important factor affected a person's career development. In the decision
for promotion of downsizing, EQ is more important than 1Q (Salovey & Mayer, 1990).
Chan (1997) is his study of information management personnel found that the people
with higher EQ have less negative emotion, less oversengitive in interpersonal
relationship, higher internal and external job satisfaction, between career planning
ability, better teamwork management skill.

Therelated studies on entrepreneurship

The entrepreneurship is a mentality to create, to change, and to search for
development. Entrepreneurship is a process b create something from nothing, and to
look for new profit and new opportunity. Morris (1994) defined entrepreneurship as "
The process of value creation based on the combination of special resources and the
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development of opportunity, and the merge of both.” It includes three dimensions. (1)
innovativeness -- to develop unique product, create new service of production process;
(2) Risk-taking -- to search or develop opportunity. The chance for this opportunity to
fall is very high; (3) Proactiveness -- emphasize the creativity and persistence of
overcoming the difficulties until the total fulfillment of new concept.

The past forty years economic achievement in Taiwan is the result of numerous
Taiwanese small to medium size companies display their entrepreneurship. According to
Nishihara (198), there are some factors related to entrepreneurship. A company with
high entrepreneurship would actively develop new market, new product, have highly
competitive know-how and technique. High rank managers have entrepreneurship,
have risk-taking and challenging spirit. The company has flexibility, can change when
the environment has changed, have abundant social connection, emphasize down to
earth hardworking, and actively cultivate outstanding employee. Nishihara (1998) using
entreprenurship inventory is his study found that company with high entrepreneurship
tends to have productivity, high job satisfaction and high company performance.

Therelated studies on organizational commitment

Scholars proposed several different definition of organizational commitment. Meyer
& Paunonem et. a. (1989) defined organizational commitment as "A person's high
degree of identification and involvement to a specific organization”. The think that the
organizational commitment is "a tendency that an organization's member reluctant to
leave the organization for the reason of income, position, professional freedom, or
friendship with colleague”. This tendency display in three directions; (1) identify with
an organization's goals and vaues. (2) high involved in work. (3) loya as an
organization's member. Porter, Steers, Mowday and Boulin (1974) think that
organization commitment is the degree that a person identify and involve with a specific
organization. The people with strong organization commitment display three tendencies:
(1) firmly belief and accept the goals and values of an organization (2) willing to work
harder for the organization (3) eager to stay as an organization's member. Steers (1977)
in his organization model indicated that a persona characteristic, job characteristics,
work experience will affect organizational commitment. Organizational commitment
will aso effect the willingness to stay working, attendance, and job performance.

Hwang (1995) found that the voluntary expatriates have higher organization
commitment than involuntary expatriates. Chiu (1993) found that the empowerment
leadership has higher commitment in organizational value and willingness to stay.
Achievement motivation and locus of control have significant explanation power on
organizational commitment. Choo (1991) found that the person with internal locus of
control have higher organizational commitment than the person with externa locus of
control. Lee (1995) and Cheng (1995) found that the different dimensions in
organizational commitment have negative correlation with the intention of quitting.
Chang (1992) found a significant correlation between organizational morae and
organizational commitment.
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RESEARCH METHODOLOGY
Sample

The subjects in this study are the expatriates working in Taiwanese subsidiary
company in Mainland China. The company's name and address is obtained from the
roster published by the China Industry Association. A total of 750 questionnaires are
mailed. One hundred and fifty-two valid questionnaires have returned. The return rate is
20.5%.

Resear ch Instrument
There are six inventories used in this study:

(1)Overseas Adjustment Inventory
This inventory has 18 items includes culture, life and work adjustment. This
inventory is modified from the inventory used by Ku (1993) and Ko (1994). Itisa 6
points Likert type inventory. The higher score indicates better overseas adjustment.

(2)Work Role Characteristics Inventory
This inventory has 6 items includes work role conflict, ambiguity, and overload.
This inventory is based on the inventory developed by Torbiorn (1982), Ku (1993)
and Ko (1994).

(3)Locus of Control Inventory
This inventory has 5 items for internal locus of control, 5 items for externa
locus of control. This inventory is based on the inventory used by Ko (1994). The
higher score indicates more external locus of control.

(4)Emotional Quotient (EQ) Inventory
This inventory has 28 items includes seven dimensions. control emotion, adjust
mood, careful in speech and act, self-encourage, smooth interpersonal relationship,
socia skill, observant in other's feeling. This inventory is developed by Lii and
Wong (Chen, 1997).

(5)Organizational Commitment Inventory
This inventory has 15 items include two dimensions: effort and stay
commitment. This inventory is based on the inventory developed by Porter, Steer,
Mowday, and Boulian (1974) and Wang (1996).

(6)Corporate Entrepreneurship Inventory
This inventory has 10 items include two dimensions: corporate ingenuity and
endeavor. Thisinventory is based on the instrument used by Nishihara (1998).

Reliability and validity of the instrument

The content of all the instrument used in this study are based on theories, modified
from the instruments used by various scholars in their studies, and have thoroughly
discussed with human resources managers in business companies, therefore, the
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instrument should have proved content validity. The reliability test is based on
Cronbach's alpha. The result is shown in table 1. The reliability coefficient ranged from
0.76 to 0.89.

Table 1. The definition and Cronbach alpha of the variables

Variables Definition Cronbach| Variables Definition Cronbach
a a
Total Self adjustment ? lifef .84 poor work |Including work role 82
adjustment |adjustment  ? career role ambiguity, conflict, and
adjustment overload
stay Continue to work for the .83 corporate |Develop new product, new .85
commitment |company ingenuity [technology, new market,
etc.
effort Doing one's best to serve .85 corporate |Emphasize hard working, 81
commitment |the company endeavor |develop employees
potential, etc.
Emotional |Including .89 external |Believe in ones life is .76
intelligence |self-adjustment ? locusof |determined and controlled
self-encouragement? good control  |by fate, Chance, opportunity
interpersonal relationship, and outside forces beyond
etc. one's own control

RESULT AND DISCUSSION

The analysis on demogr aphic data
The demographically data of 152 subjects in this study are shown in Table 2.

1. Sex: More males (86.8%) than female (12.5%).

2. Age: the mgjority is above age 36 (71%). Very few is below age 30 (8.6%)

3. Education: The majority is above junior college level (77%)

. Position: Most are high rank managers (59.9%)

. Department: the majority is in production (31.6). Small number in R & D (5.9%)

. Assignment duration: The majority is above 1 year (79.8%)

. Previous overseas working experience: The majority does not have previous overseas

working experience (53.3%).

. Relation with company: The magjority is employee (59.9%)

9. Company size: Among the 152 subjects, 25% work in the company with number of
employee less than 100, 36.8% work in the company between 100 and 300 employee,
38.2% work in the company above 300 employee. In this study, the company size
was divided into two groups; those subjects working in company size below 300
employees is in one group, above 300 employee is in another group.

~N O o1 b~

(o]
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Expatiation%

variable No. % variable No. %
Sex mae 132 86.8 |Duration below 1 yr. 30 19.7
Female 19 125 1-2 yr. 36 23.7
N/A 1 0.7 2-5 yr. 56 36.8
Above 5 yr. 26 17.1
N/A 4 2.6
Age below 30 13 8.6 [Overseas yes 69 454
31-35 30 19.7 ||[Experience no 81 53.3
36-40 37 24.3 N/A 2 13
41-45 42 27.6
above 46 29 19.1
N/A 1 0.7
Education below S.H.Sch. 35 230 |Relation owner 8 53
J. College 56 36.8 [W/company stockholder 37 243
College 55 36.2 Staff 91 59.9
Graduate Sch. 4 2.6 N/A 16 105
N/A 2 13
Position Hi. Manager 91 59.9 |[No. of below 100 38 25.0
Md. Manager 45 29.6 |[[Employee 100 ~ 300 56 36.8
Low Manager 6 39 Above 300 58 3.2
N/A 10 6.6
Depart. Marketing 29 19.1
Production 48 316
R&D 9 59
Admin. 35 230
Cross-Depart. 18 11.8
N/A 13 8.6

Correlation between adjustment, commitment and their predictors

The correlation between overseas adjustment, organizational commitment and their
predictors (persona attributes and organizational attributes) is shown in Table 3.

Table 3 indicates that for all the 12 correlation between adjustment, commitment
and personal attributes only 3 correlation is non-significant. For all the 9 correlation
between adjustment, commitment and organizational attributes only 2 correlation is
non-significant. The results can be summarized as follows:

1. The more expatriate perceived their work role conflict, ambiguity and overload, the
poorer their overseas adjustment. The expatriate worked in Mainland China faced the
work role changed. They are squeezed in between the parent company and the local
workers, caused role conflict. Many rew work roles is highly demanding, more than
they are capable to handle. Therefore, the feeling of difficulties in overseas

adjustment is higher.

2. The people with higher score in external locus of control have better overseas
adjustment. This result is different from the study of Ko (1994). According to
literature, the relation between locus of control and interpersonal relationship is still
inconclusive. Rotter (1966) thinks that the people with internal locus of control is
prone to resist outside pressure, the people with external locus of control is more
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submissive and more easy when facing the dominance of outside forces. Petzzel &
Gynther (1970) in their study indicated that when people with interna locus of
control facing uncontrollable situation, because it is beyond their expectation for
every thing under control, they would feel more uncomfortable than the people with
externa locus of control would. Therefore, the relationship between locus of control
and adjustment needs to be studied more in the future.

3. The higher the expatriate perceived their corporate endeavor the better the expatriate's
overseas adjustment. When expatriate perceived that their company has challenging
spirit, own highly competitive know-how and technology, actively develop new
market, new product, down to earth working hard, cultivate outstanding employee,
then the expatriate would have better overseas adjustment.

4. The expatriate working in large size companies have better adjustment than those do
in SMC. Big company usualy has better social connection, provide better fringe
benefit and job security than SMC. Moreover, big company can afford to send more
expatriate to an overseas subsidiary company, thus the expatriate's work role is less
overload, less ambiguous, therefore, the expatriate in big company is better adjusted
than those in SMC.

5. The higher the poor work role, the lower the organizational commitment. The
expatriate usualy has to play many different work roles. They have to handle
production, finance, personnel and marketing. Their work role is overload and
ambiguous. This poor work role characteristic is the mgor factor that affects the
expatriate's organizational commitment.

6. The expatriate with higher score in external locus of control, the lower is his stay
commitment. It seems that the expatriate with interna locus of control when facing
difficult working sSituation has a strong intention to control his environment, thus,
display a higher stay commitment. On the contrary, the expatriate with external locus
of control can not take the challenge from difficult working environment, display a
lower stay commitment.

7. The expatriate with higher EQ tends to have higher organizational commitment. Most
of the Taiwanese subsidiary company in Mainland China are located in remote and
isolated area, no recreation, meager outside information, low safety guarantee. Most
Talwanese expatriate in Mainland China is very hard working. Their leisure time is
dull. Only the people with high EQ could highly involve in their work and stay
working for the company.

8. The higher the corporate ingenuity and endeavor, the higher the employee's
organizational commitment, A company with high entrepreneurship tends to have
highly committed expatriates.
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Table 3 Correlation among total adjustment, organizational commitment, personal
attributes and organizational attributes

Personal  attributes Organizational attributes
Variables Emotional External  Job  Poorwork Corporate Corporate
intelligence  locus of Rank Role ingenuity endeavor  Compary
control S,
Total adjustment .18 20 12 457 39 31 327
Stay commitment 4577 -287" 26" .38 347 40”7 il
Effort commitment 58" -.18 37T 51T A7 597 .09

The multipleregression on overseas adjustment

Using the four persona attributes and two organizational attributes to predict the
overseas adjustment, the result is shown in Table 4. There are three variables into the
regression equation. These three variables combined can explain 39% variance of
overseas adjustment. The poor work role has the largest explanation power (beta=-.39).
Its impact on overseas adjustment is negative. The next is external locus of control
(beta=.28). Its impact is positive. The third is corporate ingenuity (beta=.23). Its impact
is also positive.

Table 4. Regression analysis for the prediction of overseasadjustment

Predictor b SE Beta t-value
Poor work role -30 .06 -39-4.90
External locus of control 22 .06 28394
Emotional intelligence -.20 12 -.14-1.67
Corporate ingenuity 21 .08 23254
Corporate endeavor .04 .09 .05 .50

Job rank 12 10 08116
Company size 36 12 22306

I ntercept 313 67 461"

R=.63 R =.39 Adjusted R° = .36

The multiple regression on stay commitment

The result of stepwise multiple regression on stay commitment is shown in Table 5.
The three variables in the regression equation combined can explain 43% variance of
stay commitment. The largest predictor is poor work role (beta=-.37). Itsimpact on stay
commitment is negative. The next one is external locus of control (beta=-.20). Its impact
is aso negative. The third one is EQ (beta=.19). Itsimpact is positive.
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Table 5. Regression anaysis for the prediction of stay commitment

Predictor b SE Beta t-value
Poor work role -33 07 -37-4.78 "
External locus of control -.19 .06 -20-2.96"
Emotional intelligence 33 14 19241
Corporate ingenuity .06 .09 .05 .64
Corporate endeavor 12 10 11119
Job rank A9 A2 J1164
Company size -.05 13 -02-34

I ntercept 3.38 79 433"

R = .66 R°=.43 Adjusted R* = .40

The result of stepwise multiple regression on effort commitment is shown in Table
6. The four variables in the regression equation combined can explain 66% variance of
effort commitment. The largest predictor is stay commitment (beta=.39). The second
one is EQ (beta=.22). The third one is corporate endeavor (beta=.21). The fourth one in
rank (beta=.15). These four variables all have positive impact on the effort commitment.

Table 6. Regression analysis for the prediction of effort commitment

Predictor b SE Beta t-value
Poor work role -.05 .05 -.08 -1.19
External locus of control -.02 04 -.03 -.56
Emotional intelligence .30 .08 22 354"
Corporate ingenuity .07 .06 .08 127
Corporate endeavor 19 .06 21 2.99"
Job rank 19 07 15 272"
Company size -.06 .08 -.04 -71
Stay commitment 31 .05 39 5.80""
I ntercept 44 .50 87

R=.81 R°=.66 Adjusted R° = .64

The linear structure model for predicting over seas adjustment and or ganizational
commitment for the small and medium size company sample

The evaluation of linear structure model for the SMC sample (n = 94) in this
study was carried out with the AMOS 3.6 software from SPSS. Three different index
were used (1) the measures of absolute fit: ? 2 value small and non-significant? ?
2ldf islessthan 22 RMR (root mean square residual) close to O or less than .10? GFl
(goodness of fit index) larger than .9® (2) the measure of incremental fit: NFI (normed
fit index) larger than .80? (3) the measure of parsmonious fit: AGFI (adjusted
goodness of fit index) larger than .80? The results of the AMOS analyses are shown in
Table 7 which reveals that the model is satisfactory.

Table 7 Summary of AMOS Model Results for the SMC Sample

Measure of Measure of
M easures of fit Measures of absolute fit incremental fit _parsimonious fit
—  |bf 22 p ?%df RMR GFI NFI AGFI
Rules of thumb >05 <200 <10 >.90 >.90 >.80
M odel 16 16.62 0.41* 1.039* 0.04* 0.971* .960* 0.919*

*  Satisfactory fit
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From figure 1."Path diagram for the prediction model of SMC sampl€e”, the results
can be explained in two parts. One part is the correlation among the variables of
predictors. Another part is the relationship among predicting variable and the criteria
variables.

The correlation among the variables of predictors

1. corporate ingenuity and corporate endeavor are parts of corporate entrepreneurship.
There is a high correlation between them (r= .60, p<.001). This indicates that the
expatriate perceived the company with high entrepreneurship is high in both
corporate ingenuity and corporate endeavor.

2. There is a positive correlation between the expatriate's EQ and their perceived
corporate ingenuity (r= .40, p<.001). Its correlation with corporate endeavor is aso
positive (r=.46, p<.001). This indicates that the expatriate with high EQ would
work in company with high entrepreneurship. Vise versa, the company with high
entrepreneurship would attract high EQ employee

3. There is negative correlation between poor work role and the employee perceived
corporate ingenuity (r=-.35, p<.001), and negative correlation with corporate
endeavor (r=-.41, p<.001). It seems that the expatriate in company with low
entrepreneurship would feel poorer work role.

4. There is negative correlation between expatriate's EQ and their poor work role (r=-.41,
p<.001). It seems that the expatriate with high EQ could handle more work role
challenge.

The relationship between predicting variables and the criterion variables

1. Poor work role is the strongest predictors for overseas adjustment (beta=-.39) and
stay commitment (beta=-.41). Because the poor work role characteristics (ambiguity,
conflict and overload) cause the Tawanese expatriate in Mainland fed unadjusted
and reduce their willingness to stay working in the company.

2.In this model, overseas adjustment did not render strong influence on the stay
commitment. But the stay commitment does render strong influence on effort
commitment. (beta=.46). It is possible that because same language and same race, the
Talwanese expatriate in Mainland China did not feel difficult in their adjustment. But,
because for the reason of far away from family, harsh working condition, lack
recreation, and so forth, good adjustment did not bring strong influence on stay and
effort commitment

A2-13



ﬁ%A PEC Human Resource Management Symposium on SMEs

Corporate

ingenUity \ /
S
_ 3Gxkx I

Total
/":’g'"/v adjustment

poor
work role

external
locus of
control

stay
commitment

emotional
Intelligence

4
.46**
20 I ok
' - \ 4
.64

job rank effort

commitment
30 I

Corporate
endeavor

Figurel:Path Diagram for th Prediction Model
of the SMC Sample

The linear structure model for predicting overseas adjustment and organizational
commitment for the entire sample

The evaluation of linear structure model for the entire sample (n = 152) in this
study was aso carried out with the AMOS 3.6 software from SPSS. The results of the
AMOS analyses are shown in Table 8 which reveas that the model is satisfactory.
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Table 8 Summary of AMOS Model Results for the Entire Sample

Measure of Measure of
Measures of fit Mesasures of absolute fit incremental fit _parsimonious fit
-~ |bf 2?2 p ?2df RMR GFI NFI AGFI
Rules of thumb >05 <200 <.10 >.90 >.90 >.80
M odel 21 25.00 025+ 1.19* 0.0 0.965 .909* 0.946*

*  Sdtisfactory fit

The difference between Figure 1 and Figure 2 is that Figure 2 has one additional

predicting variable, "company size".

The other results are about the same. This

indicates that the linear structure model is very stable, did not change very much when
the number of subjects changed. The extra information provided by Figure 2 are as

follows;

1. There are negative correlation between company size and poor work role (r= -.18,
p<.05). The expatriates working in small to medium size companies have higher

work role ambiguity, conflict and overload.

2. The standard regression coefficient (beta) between company size and expatriate's
overseas adjustment is .20. (p<.01). It indicates that the expatriate in small to
medium size companies has poor overseas adjustment than the expatriate in big

company.
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CONCLUSION AND SUGGESTION
The main findings from this study are asfollows:

1. This study found that the mgor variables affecting the overseas adjustment of
expatriate working in Taiwanese subsidiary company in Mainland China in order are
poor work role, external locus of control, corporate ingenuity, company size. The
major variables affecting the stay commitment in order as poor work role, EQ,
externa locus of control. The maor variables affecting the effort commitment in
order is stay commitment, corporate endeavor, EQ, and rank.

2. The expatriate in a company with high entrepreneurship display better overseas
adjustment. There are good and bad Taiwanese investors in Mainland China. In the
coastal region, aimost everyday there is Taiwanese company folding up. According
to the field study by the researcher, many of the failed Taiwanese company caused
by the lack of entrepreneurship of the company owner. Many Taiwanese owner
indulged in sex and gambling. For those companies with high entrepreneurship,
their expatriate will display high stay and effort commitment, and help bring success
to the company and themselves.

3. The expatriate in SMC has higher work role conflict, ambiguity, and overload, lower
EQ, and poorer overseas adjustment. It seems that the SMC has poorer working
condition, could not attract high EQ employee.

4. The people with external locus of control have better overseas adjustment but poorer
stay commitment. It seems that in Mainland China personal connection matters more
than law and regulation. The person with externa locus of control beliefs in fate and
chance did not feel so helpless and frustrated than the person with internal locus of
control. Nevertheless, the external locus control person did not display strong stay
commitment of working in the difficult and high challenge environment.

5. The expatriate with high work role conflict, ambiguity and overload has poorer
overseas adjustment and stay commitment. Work role characteristics have strong
influence on the adjustment and commitment. Many Taiwanese expatriates,
especialy for those working in the SMC, they are overloaded with different work role
including production, personnel, finance, and marketing. Many of the expatriates are
a section chief in Taiwan parent company. They are in charge less than ten
subordinates. When they are assigned to Mainland China their position is manager or
general manager. They are in charge more than several hundred subordinates.

6. High EQ expatriates has good overseas adjustment, high organizational commitment.
EQ includes control emotion, adjust mood, careful in speech and act, self-encourage,
smooth social relation, observant in other's feeling and emotion. Taiwanese expatriate
in Mainland China mostly live alone in a new environment, under huge work stress,
lacks leisure activity. They need to create their own socia connection, pull
themselves out of loneliness, frustration and low spirit. Only those with high EQ can
circumvent all difficulty and stay on their track and get their job done. Therefore,
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high EQ is related with overseas adjustment and commitment.

7. High EQ is aso related with perceived corporate ingenuity and corporate endeavor. It
seems that high EQ expatriate and company with entrepreneurship is mutually
attractive. Many Taiwanese investors in Mainland China is simply moving their old
machinery to Mainland China to prolong their business life cycle for three to five
years. Only work for the company with high entrepreneurship can the high EQ
expatriate feel they have promising future. Therefore, it appears that high EQ
expatriate and high entrepreneurship company is mutually selected.

8. Work role characteristics and corporate entrepreneurship has a negative correlation.
The company without entrepreneurship would lack long term planning, indecisive
business strategy, ambiguous responsibility and authority, therefore, the expatriate
would feel work role conflict, ambiguous, and overloading.

9. Expatriate's EQ and work role characteristics have negative correlation. The
expatriate with high EQ can sustain high work pressure, perceive their work role
more positively. High EQ expatriate know s better in stress management, display
better interpersonal relationship, can handle the challenge better, therefore, high EQ
expatriate feel better with their work role characteristics.

10. EQ is a good indicator for an effective expatriate. It is suggested that EQ inventory
can be used for the selection of an aspirant for overseas position. An intensive
cross-culture training before an expatriate was assigned overseas position is
necessary. Many trap and pitfall can be learned before the expatriate goes to the host
country. Hire more host country national to work in the managerial position is a
direction the Taiwanese investor has to take. Let the local manager to deal with the
local workers to reduce the cost and improve the efficiency

11. The last, but not the least important, is to beef-up the official support system to the
SMC investors. It is a miracle in the world economic history that more than forty
thousand SMC are investing overseas. But, the finding from this study indicate that
the expatriate in SMC encountered more adjustment problem than the big company.
It is suggested that the government should provide various services for helping the
SMC overseas investors. Such as creating business alliance for SMC in similar
industry to increase their competitive edge, developing recruitment testing
instrument for SMC, conducting cross-culture training for the SMC expatriate
before they leaving for overseas position, negotiate with host country for the
benefits of SMC investors, etc. There are so many things that our government can
do for our SMC overseas investors. The SMC entrepreneurs are the major
contributors for Taiwanese economic success. Let's do al we can to help them
contribute to Taiwan's prosperity.
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HIGH LEVEL MANAGEMENT DEVELOPMENT STRATEGY FOR SMALL
AND MEDIUM ENTERPRISE INVESTMENT OF THE CHINESE TAIPEI [N
MAINLAND CHINA

ABSTRACT

Ever snce the revolutionary open of Mainland Ching, if has attracted a lot of foreign
investment. Due to the close rdaionship of Chinese Taipel and China, provided the same
language and same race that made the continuad investment of enterprises owned by Chinese
Tape a Mainland China and took the second place among the foreign investment. So far, the
number of expatriate managers who are assgned to China has run up more than 20,000
people. However, dmog dl of the investors fed the same way that the biggest problem of
business investment and operation at Chinais human resource, especidly the shortage of hgh-
rank managers.

In this article, the writer would like to discuss these problems and make some
recommendations and suggestions about the development drategies of high level managers,
including comprehensive strategy planning, human resource management system, career plan,
fair promotion system, incentive programs and family care, etc..
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INTRODUCTION

Mainland China has been aggressvely seeking foreign investment since its initid
adaptation of the reform and opentdoor policy dmost twenty years ago. Chinese Taipe, well
known for her economic prosperity, naturally has been pursued as source of capital investment
with experienced smdl and medium enterprise (SME) modds. Mainland China with its huge
market potentia, inexpensive labor force, abundant raw materials, and high economic growth
raes, have inevitably attracted busnesses from Chinese Tape looking for invesment
opportunities. In addition, dow economic growth rate, saturated market, shortage of labor,
high labor cogt in Chinese Talpe, as wel as favorable foreign investment policy in Mainland
Chinaal have contributed to Chinese Taipe being attracted to Mainland China like cascade of
magnets. Nowadays, very few business, regardless of sze, would not consider the possibility
of investing or cooperating with businessin Mainland China

Busness from Chinese Tape have intringc advantages over other countries in
Mainland China because of convenient geogrgphic proximity, common language, sSmilar
Chinese culture and customs. As a result, Chinese Tapea ranked second in Mainland China
foreign investment. There are over twenty thousands long-term employees from Chinese
Tape working for business investment of Chinese Taipe in Manland China Annudly there
are over one hundred thousands people from Chinese Taipel who travel to Mainland China as
businessmen and tourists. The economic and trade networks between Chinese Taipa and
Mainland China have been established quite extensively.

Despite China 1996 bdlistic missles military exercise conducted near Chinese Taipel
hurry and forbearance’ policy, business invesment from Chinese Taipel in Mainland has not
dowed down. Economic and trade relationship across the strait will only become more
insgparable and  the growth is irreversble and seems to be sustainable. At the same time,
there has been a gradua shift from labor intensive, low vaue added products to high-tech and
capitd intensve products.

THREE STAGES OF DEVELOPMENT

Busness invesment from Chinese Taipe in Manland China thus far can be divided
into three stages with different characteridtics.

1979-1987

This period marked the beginning of reform and open door policy characterized by
barter trading through fishermen and indirect invesment between Chinese Taipe and Mainland
China. Indudtries being involved include umbrela, shoes, bicycle, and other Iabor intensve
and low value added industries with little room for growth in Chinese Taipa. Many of such
investments started with skilled master with entrepreneurid spirit and used equipment willing to
take risks in hope of creeting a new dawn for some of the sunset industriesin Chinese Taipel.
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1982-1992

In 1987, the Republic of China loosened foreign exchange control and lifted the
regtriction for travel to Mainland China by adlowing people to vist rdaivesin Manland China
Since then, the influx of busnessmen and tourigts going to Manland China looking for
connection and investment opportunities have been incessant. Many large enterprises have
started product testing for target market and conducted extensive research and feashility
studies.

1992-1999

Deng, Xiao-Ping tour of the South encouraged large scale reform formaly established
the policy of ocidist market economy”. At the same time, the Republic of China government
began to dlow indirect investment resulting in even greater influx of investment in Manland
China. This movement not only includes SME but d <o large enterprise. Initidly, joint ventures
and cooperative enterprises predominated, but because of the rising problems with joint
ventures, more and more solely owned enterprise began to emerge. Large businesses began
massve deployment of its own personnd in Manland China Some high level managers were
recruited outside the parent companies. Many smal and medium enterprises have since then
grown to large conglomerates.

DILEMMA OF BUSINESSINVESTMENT FROM CHINESE TAIPEI IN
MAINLAND CHINA

Paliticdly, intricate and ddlicate relationship between Chinese Taipei and Manland
China, have created,on the one hand,favorable economic and investment policies to attract
capital invesment from Chinese Taipe, and, on the other hand, Mainland China had applied
pressure tactics by treating Chinese Taipa only as a province of Chinawhich mekes it difficult
for Chinese Taipa to function as an effective economic member in the international community.

Since July of this year (1999), after presdent D.H. Lee? remark of a? pecid sate
to sate relationship between Chinese Taipel and China” which has created havoc, uncertainty
and the potentid for skirmish and military conflict, there has been ared psychologica burden
and increased risk for doing business in Mainland China

Economicdly, difficulty of obtaining foregn exchange and bank financing, lack of
protection for business and specia redtriction to compete in designated industries have made
management and operation of busnesses of Chinese Tape in Manland China difficult.
Socidly, worsening public security, widening gap between the rich and the poor, get-rich
quick mentdity have dl become grave concerns for businesses of Chinese Taipa in Manland
China

Some of the common problems with internal management confronting bus nesses from
Chinexe Taipe indude the following: (8) The educationd level of employees are generdly not
high, and many of them are infected with big iron-bow or entitlement mentdity; (b) Many of
them do not have concepts of qudity and cog; () Lack of mid-level managers and difficulty
for the overseas managers to adapt to work and to live. These problems presented great
chdlenges for enterprises from Chinese Taipe to tackle. Other than political tenson which
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requires wisdom and take creetive leadership from both sde to resolve, economic, trading,
socid and legd environment have showed sign of improvement. As Mainland China joins the
World Trade Organization (WTO), dgnificant improvements can be expected. Of dl the
problems presented thus far, human resource development is the most basic yet profound
issue.

THE PROBLEMSFACING THE ENTERPRISES OF CHINESE TAIPEI IN
MAINLAND CHINA

The most thorny problems facing the enterprises of Chinese Taipel in mainland China
is the shortage of mid and high level managers, the problems with work Adaptability and living
adiugment for the family. and the deployment of multinationd high level managers for
operations. These problems are further analyzed below in more depth.

1. Problemswith Shortage of Mid and High Level Manager

As mentioned above, the owners, in the mgority of the smal and medium enterprises
having invested in Mainland China, usudly got started with severd skilled magters, their family
and rdaives. At the beginning, the smdl family-ownership modd is continued with no help
from professond managers However, as smal busnesses grows step by dep, the
organization deveops like a little baby grows from an infant to a teenager and the adult. Not
only hed the capital invesment expanded, the number of employees had multiplied from a
dozen to hundreds and even to thousands.

During this stage, the respongibility of the business gradualy exceeded the ahility of the
operationa manager and family-ownership business mode is no longer suitable for that of a
large company. The need for a reasonable and effective management modds becomes
critica.

Effective managers can come from dther Chinee Taipad or Manland China
However, the lack of internationd and cross-culturad management experiences become a
barrier and bottleneck for getting enough overseas managers. There is a great demand for
managers with international experience or potentid. As aresult, managers had to be recruited
from outsde the company and after a brief orientation at the corporate headquarters, they
were assgned to work in Manland China. If the needed managers can not be found in
Chinese Taipel, the managers have to be recruited in Mainland China and then be trained by
the company. It isnot easy to find the mid and high leve management and technica expertsin
Mainland China because during the Culturd Revolution very few graduates with busness
background were produceed. Lack of systematic and integrated technical and manageria
training will continue to be the bottleneck for human resource development in Mainland China

Corporate training can not produce enough managers in a short period of time.
Some companies do have the vision to train their managers, however, most of the companies
do not have the personnd to materidize this vison. Training consutants are not effective
because they are only temporary and are asked to serve as an internal trainer. Corporate
traning will definitdy play a criticd role for sysemdic and long term human resource
development. Companies had to bear the risk of losing those trained managers because
amog dl the enterprises with oversess invesment are desperately in need of the mid and
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high level managers. Many companies competitively tried to recruit experienced or trained
managers.  Further more, because of the different sandards of work ethics and varying
degrees of loydlty to the company, the managers were tempted to change jobs and positions
with money and power. The managers will likely to choose to job hopping if there is no
drategic career planning aong with integrated human resource devel opment and management
systemsin place.

2. Problemswith Work Adaptability and Living Adjustment

Busnessmen of Chinese Taipal who invested in Mainland China a initid open-door
stage lacked the management experiences on internationa invesment. Normadly, the staff?
desire to work oversess is not very high. Although the Idand and Mainland China share the
same language, culturd tradition and customs, forty years separation has resulted in disparity
between them.

Ten years of culturd revolution had even widened the gap, thus it is inevitable for
managers with overseas assgnment to encounter problems with adaptability. In generd, the
overseas managers needed to adapt and adjust in the areas of work, psychologca orientation,
living condition, and family. Adapting to the new working environment have taken a heavy tall
on the managers.

a) Changing Roles and Job Content

The managers sent to work in Manland China had to face changes in working
environment and job content, which follows the change of roles and responsibilities. First of
al, the promotion to work Manland China normaly involved expanded role and more
respongbiities for the manager.

For example, from supervisory podtion to manger postion and from manager role to
generd manager role. Al this come with it an increase in authority and increase in span of
control and new sphere of influence.

Secondly, for cost consderation, an overseas manager might be asked to teke
additional responsibilities and cover other unfamiliar work areas.  Further more, the managers
assigned to work for a joint venture had to ded with the different demands of at least two
different authorities under the cooperative adminigration of partnership from two different
economic sysems. Thisisin stark contrast to working under a single chain of command and it
produces both role confusion and dilemma.

b) Stress from Work Overload

The work overload can come from either the new yet strange working environment, o
the added responsibility caused by changing role and job content.

The stress and burden can dso come from the anxiety from training required because
of the lack of knowledge and experience in dedling with the new business expanson. Most of
the managers with overseas assgnment had to work congtantly overtime, and  dl  fdt the
stress from work overload.

A2-25



ﬁ%A PEC Human Resource Management Symposium on SMEs

©) Traning Dilemma

Grassroot employees in Mainland Ching, in generd, have different standards of work
ethics and varying degrees of loydty to the authorities. Observations that have been made
negative characterigics and traits did include the following: lack of initiative and sense of
respongbility, ungrateful atitude, misrust of authority, favoritism through blood relation,
wadteful and misuse of corporate resource for personal gains, treachery and power struggle.
All these factors had to be dedlt, not a the surface, but at the root leve, possibly through
character training. Some of them might be as a result of both the cultura revolution and
bureaucratic sysemsin placein Manland China. But dl of these add up to make the
work of management difficult and some times training impossible.

d) Conflict of Control and Corporate Support

Investment from Chinese Taipel in Mainland China can fdl into two generd categories.
Investments in one category dtarts with skilled master with entrepreneurid spirit and used
equipment willing to take risks in hope of cregting their own future with very minimum
professond managerid experiences and system. Investment in the second category sartswith
inexperienced overseass managers assgned to dart a subsdiary in Mainland China.  As the
subsidiary grow from smal to medium to even szes larger than the parent company, conflict
of interests gradudly arises in the following areas.  clash of corporate cultures, difference in
drategic corporate direction for the future, struggle for authority and span of control, alocation
of corporate resources and support for expanson in Manland China, as well as the flow of
trained high level executives from corporate headquarters. All these factors add up to affect
the sustainability and the long term development of high level executive for Chinese Taipel
Investment in Mainland China

3. The Deployment of Multinational High Level Managersfor Operations

Because of the high cost of investment for sending a manager overseas and dong with
it the various problem of adgptation, not enough high level manager and technical expert can
be recruited to work in Manland China. Therefore, the trend is a steady increase of locd
managers being cdled into the executive level as they gain sufficient competency and
experience.

In the future, as the companies go internationd, there inevitably will be an increase in
demand for international managers and executives. Mogst smdl and medium enterprise of
Chinesxe Taipd, a the board of directors and executive decison levd, gill lack the diversity
and experience of multi-national leadership team. There is a great need to accelerate the
learning processin this area.

RECOMMENDATIONS AND SUGGESTIONS

Based on the above andyss, some recommendations and suggestions for the
development drategy for high level managers in enterprises of Chinese Tapa and investment
in Mainland China are presented below for review and consideration

1. Comprehensive Management Structure and System
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In generd, the departure of high level manager are related to lack of shared dreams
and vison at work or stresses from overwork. Therefore, if businesses from Chinese Taipel
were to attract and retain top management executives, they must be able to clearly establish a)
reasonable and effective management Structure, b) clear misson and purpose, ¢) sound
fundamenta policy consstent with d)corporate culture and entrepreneurid spirit, €) corporate
identity system and brand image, f) quaity and standard and key success factors for the
business areg, g) shared vison, gods, objectives and h)clear strategy for reaching the goals
and objectives, i) management and project priority, and j) performance management
objectives.

Through this detailed process, it is possible to attract and retain qudified people to
build effective teams. This process, aso give management a sense of direction and priority; it
dlows every high level manager to believe that there is afuture for them, and that they are fully
aware of their roles, responghilities, missons, assgnments and their importance. This process
ultimatey smplify the work of the management and lighten the workload of the high level
managers.

2. Comprehensive System for Selection, Deployment, Training and Development
and Retaining Systemsfor of International Executives

The devedopment of high leved managers must begin with proper sdection

process. Only if there is effective recruiting and selection Strategy, can the company
attract employees who strive for excellence and can enrich the corporate culture. Once
top notch talents are recruited, they must be given proper roles and respongbility in order to
fulfill their potential and soar with their strengths. Proper competency and interests assessment
is then necessary in order to develop drategic career planning with reasonable training and
development and job rotation. On top of the these, attractive and suitable compensation and
incentive plans are till needed to retain the best talents.

3. Effective Performance Assessment and M anagement System

Performance management is one of the mogt criticd link in the management systems of
acompany. It must be integrated with the strategic management, annua business plan, setting
of the company policy as well as the process of management by objective. The purpose of
performance assessment and monitoring is not only to ensure the accomplishment of the
corporate objectives, but aso to understand the strength and weakness of the team members
and to make timely feedback in order to integrate the need for improvement into the training
and development plan.

4. Well Designed Succession Plan

I ntegrating the human resource development plan and the organizationad devel opment
plan based on company? drategic management plan will ensure the qudity as well as the
quantity of human resources for organization growth. Even more important is the
successon plan for key executive pogtion. The successon plan dlows the high leve
executives to integrate their career planning and maintains the reservoir of quaified managers
to step in during times of key executive vacancy.
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5. Fair, Equitable, Reasonable and Open Promaotion System

Water flows downward, and man wants to climb higher. These are nature?
tendencies. Every one wants to chdlenge his own ability to the extreme and to take initiatives
and responghilities in order to contribute competitively and look for opportunities for
promotion. Only through fair, equitable, reasonable and open process for sdection and
promotion aong with effective performance assessmentand ~ monitoring, can the potentia
of the individuas be capitalized and the morale of the  teams raised to anew height.

6. Designing Effective I ncentive Program

An effective incentive program need to be designed and put in place in order recruit
and retain high level managers. This includes variable sdary package, stock bonus, stock
options program, corporate entrepreneuridship program, retirement and benefit plan, and
insurance programs for employee to choose from.  These will dlow high level managers to
enjoy the fruits of their own labor. Further more, thiswill foster partnership rdationship which
alows them to create their own future of performance and reward.

7. Globalization of the Deployment of International Executive

Marketsin Mainland China have aready become a stage for international competition.
Many of the globd fortune 500 have established their presence there. Internationdization of
the high level management executive will be ineviteble in light of even more intense globa
competition in the future. It is important for locd daff in manland China to redize that
recruiting high level management from abroad is only an expedient srategy for the transition
period. In the future, recruiting of the high level executive will be more and more globaized.
Anyone who has the potentia as valuable human capita will be treasured by the company.
This policy of globdization of the deployment of international executive will provide
encouragement to the locd daff to work hard and seek upward mobility. Managers from
Chinese Taipa a the sametime will be reminded not to just relax and idle.

8. Family Careand Support for Overseas Managersand I nternational Executives

In order to dlow the overseas managers to focus wholeheartedly on their work with
no worries for their family and thus willing to stay overseasfor longer terms, it is better
to encourage them to take the whole family with them when accepting overseas poditions. At
the same time, care should be provided to the whole family in different aress.

For ingance, provide orientation for the family members by preparing them mentaly,
and psychologicdly to living overseas, conduct cultura orientation for adapting to the new
environment after arriva; asast them with coping strategies to empower them to solve various
s problems and, if necessary, provide education subsidy for their childrer? education. For
family members who can not travel oversess, the human resource executive should vist them
periodically to provide necessary support. Proper channels of communication and support
system should be established to prepare for emergency and for times of need.
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CONCLUSION

More than hdf of the small and medium enterprises lacked the internationa operationa
experiences for investment in mainland China.  Further more, they lacked the experiences of
traning international managers.  Yet, the quality of human resource development is criticd,
especidly for the development of high-level manager which is the key for success of the smdl
and medium enterprises in mainland China. The drategic solution for solving the fundamentd
problems of the shortage of qudified mid and high level managers, must be dedt with a the
gructurd leve.

The proposed recommendations and suggestions include:
1) Comprehensive Management structure

2) Comprehensve System for Sdlection, Deployment, Training and Development and
Retaining Systems for International Executives

3) Effective Performance Assessment and Management System
4) Well Designed Successon Plan

5) Fair, Equitable, Reasonable and Open Promotion System

6) Effective Incentive Programs

7) Globdization of the Deployment of International Executives
8) Family Care and Support System for International Executives

(This article summarizes my perspectives gained from experiences of working as a human
resource executive for alarge food conglomerate with initid investment from Chinese Tapa.
Any suggesion from scholar, expert, associates or any individud is welcomed and
appreciated.)
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THE BUSINESS STRATEGY WITH THE TACTICSOF T&D IN SMEs
--A CASE STUDY IN SERVICE INDUSTRY

ABSTRACT

In the past, development efforts have been seen in rather static terms. Training was
directed toward maximizing manageria effectiveness in terms of contribuing to some
presently perceived functional need. As firms became more long-term and strategic in their
outlook, it became increasingly necessary to match the manageria training efforts of today
to the strategic needs of tomorrow. If managers with development expertise are not
included in the SHRP process and alowed to provide input into the overall corporate
planning effort, thisis unlikely to occur. There is not difference in large or small companies
on training and development as well. Training and development should contribute to the
attainment of short-term and longterm goals both for the company and for its individual
employees. In order to be effective, a training and development program requires the full
commitment and support of senior managemert, and it must reflect the overall philosophy
of organization.

The most important and often- mentioned reason is that business performance highly
depends on the behavior, aspirations and dedicated of the work force (Caldwell, 1984). If
the behavior, aspiration, and dedication of the work force can be developed and directed
toward supporting the overall business, positive performance outcomes are likely.

Various procedure that delineate how these two processes (business and human
development) can be linked have been reported (Harvey, 1983; Sweet 1981; Winer, 1983;
Wissema et al., 1981). Although each procedure attempts to achieve the same outcome,
how these results are achieved differs.

Harvey (1983) suggested that if human resources development is to be integrated into
the overall business plans, then it be up to the HRM staff. Because the human resources
development effort cannot fulfill its maximum potential without a clear and direct link to
the strategic business plan, the burden rests with the HRM staff to provide integration into
the strategic planners will recognize that the HRM staff can create a plan. The HRM staff
should ask planning gquestions, because the majority of the information required to create a
strategically-linked human resources development plan must come from the corporate
planners, communication between these department is vital.

The purpose of researchers is to examine and support how the training and
development program can be implemented and be integrated into the business strategy n a
small and medium sized company. To answer and support those concepts the researchers
interview a chain-store company, which is located in Kaohsiung City. The results support
the researchers concepts of a small and medium sized company can be benefit by
implementing the training program and integrating into the business strategy.
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INTRODUCTION

In the past, development efforts have been seen in rather static terms. Training was
directed toward maximizing managerial effectiveness in terms of contributing 6 some
presently perceived functiona need. As firms became more long-term and strategic in their
outlook, it became increasingly necessary to match the manageria training efforts of today
to the strategic needs of tomorrow. If managers with development expertise are not
included in the SHRP process and alowed to provide input into the overall corporate
planning effort, this is unlikely to occur. Besides, there is no difference in large or small
companies in training and development. Training and developrment should contribute to the
attainment of short-term and longterm goals both for the company and for its individual
employees.

In order to be effective, a training and development program requires the full
commitment and support of senior management, ard it must reflect the overall philosophy
of organization. The most important and oftenrmentioned reason is that business
performance highly depends on the behavior, aspirations and dedication of the work force
(Caldwell, 1984). If the behavior, aspirations, and dedication of the work force can be
developed and directed toward supporting the overall business, positive performance
outcomes are likely.

Various procedures that delineate how these two processes (business and human
development) can be linked have been reported (Harvey, 1983; Sweet 1981; Winer, 1983;
Wissema et al., 1981). Although each procedure attempts to achieve the same outcome,
how these results are achieved differs.

Harvey (1983) suggested that if human resources development is to be integrated into
the overall business plans, it is then up to the HRM staff. Because the human resources
development cannot fulfill its maximum potential without a clear and direct link to the
strategic business plan, the burden lies with the HRM staff to provide integration into the
strategic planners. The HRM staff should ask planning questions, because the majority of
information required to create a strategically-linked human resources development plan
must come from the corporate planners. Communication between these departments is vital.
By showing an interest in strategic planning through continual questioning, the human
resources development staff eventually may be included in corporate planning.

BENEFITS OF STRATEGIC HUMAN RESOURCES MANAGEMENT

Walker (1980) defined that strategic business planning is the process of setting
organizational objectives and determining action plans that will achieve these objectives.
Three elements are vital to a successful strategic plan: (1) a corporate mission and strategy,
(2) acorporate structure, and (3) human resources (Tichy, Devanna, & Fomburn, 1982). In
order to survive and prosper, organization must have a well-developed and well- maintained
business strategy. Thus, it is useful to see planning in terms that relates to organizational,
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managerial and strategic activities (Hall & Goodale, 1986). According to Sonnenfeld
(1985), to be successful in maintaining or regaining the competitive advantage, companies
must concentrate on developing human infrastructure in the organzation. Relating
employee development to competitive strategy of the firm has come to be viewed as an
effective way to bring about these changes in employee’s attitudes. Combined with other
developmental programs, which have an impact on the success of the firm’'s strategy, these
efforts are referred to as strategic human resources.

Strategic human resources development has been defined as “the identification of
needed skills and active management of employee learning for the long-range future in
relation to explicit corporate and business strategies’ (Hall, 1984, p.159). Later, Hall and
Goodale (1986) extended the concept to include intermediate-range planning.
Organizational career management has been described as activities and opportunities
sponsored by the organization, an attempt to ensure that they will meet or exceed the future
human resources requirements of the organization (Stumpf & Hanrahan, 1984).

Benefits afforded in a company that integrates its strategic planning and human
resources development are numerous. One benefit that may arise because of this linkage is
reduced costs. According to Friedman and LeVino (1984), when organizations do not take
management development serioudly, it may be a costly mistake. Repercussions from this
ignorance will cause high replacement costs because the company is forced to recruit from
outside. In essence, this means the firm is paying for another company’s development
programs. This practice of raiding other companies with good development programs was
once common in banking and brokerage businesses. Even worse, lack of an integrated
management development program will lead to great loss of motivation and increase of
instability in the managerial ranks.

Human resources development programs are usually extremely costly. When
development programs are initiated with no clear connection to the needs of the company,
time and money are wasted. However, if every development activity performed is clearly
linked to the organization’s goa's, each program would be beneficia for both individual and
company, thus reducing its possible costs, as mentioned by Abelson, Ferris, and Urban in
1988. Similarly, Abelson et al (1988) also suggested that by linking the strategic business
plan to human resources development, employees are more aware of what their future with
the company will be like. Such efforts are likely to fulfill its maximum potential (Harvey,
1983), simply because that by integrating human resources development planning into
strategic planning, all activities sporsored by the human resources development become
more legitimate. Both the company and employees realize that being involved in a human
resources development program means a better future for both the company and the
workers.

Another benefit is when future plans are explained to firm members, they will
understand why they are being trained (Sonnenfeld, 1985). By showing the importance of
the training and development programs offered to the individual, good chances are these
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programs may become a productive and useful exercise, instead of a waste for both the
organization and the individual. And this can be accomplished only when there is a clear
link between the company’ s business plan and its human resources development.

GOALSAND STRATEGIESOF HRM TRAININGAND DEVELOPMENT
PROGRAMS

Training and development refer to a planned effort by an organization to facilitate the
learning of job-related behavior on the part of its employees. The term behavior is used in
the broad sense to include any knowledge and skill acquired by an employee through
practice. The general purpose of training and development involves knowledge and skill
acquisition. Any training and development effort can have one or more of the following
three goals: (1) to improve an individua’'s level of sdf-awareness; (2) to increase an
individual’s skill in one or more areas of expertise; and / or (3) to increase an individual’s
motivation to perform his or her job well. Self-awareness involves learning about oneself. It
includes understanding one's roles and responsibilities in the organization, recognizing
differences between one's actual and espoused managerial philosophy, understanding how
one is viewed by others, and learning how one's actions affect other people. Certain
training and developmert techniques will give trainees increased self-awareness. (Latham,
1991)

Second, most of what is traditionally considered training and development deal with
increasing an individua’s skill. This skill may involve eectrical wiring, painting, blueprint
reading, using a computerized cash register, following safety procedures, setting priorities,
delegating or handling employee grievances, or increasing one's effectiveness as a leader.
Obvioudy, these are just a few of the many different kinds of skills that can be learned
during training and development programs. Regardless of the type of knowledge and skill
involved, the training program is based on the assumption that it will increase an
employee's ability to perform effectively on the job. (Latham,1991) Often, people
possess the skill and knowledge to perform the job, but they often lack the motivation to
exhibit their abilities. For this reason, the goa of some training and development programs
is to maximize the employee's desire to perform the job well. These programs, admittedly,
are relatively few in numbers.

These three broad goas--namely, increasing employee self-awareness, skill
(including decision making / problem solving), and motivation are attained by using one or
more training strategies. There are at least three basic strategies that are available to a
training speciaist. The specialist can try to improve an employee’'s performance by
directing his or her efforts toward (1) cognition (i.e., thoughts and ideas), (2) behavior, or
(3) the environment in which the person is working. (Latham, 1991).

Depending on how concerned a company is with long-term planning, a company’s
training and development function may consist of such aspects as skills training and
management development, in addition to career planning. The first two areas — skills
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training and management development — may be accomplished either in-house or at
seminars or workshops outside the company. Inhouse programs are conducted either by
human resource staff members or by consultants who are brought into the company.

In small companies, where a training specidist is unlikely to be part of a relatively
small human resource department, it is more logica either to bring consultants into the
company or to send employees out to workshops. Even if the human resource
representative is not doing the training, he or she is still responsible for either bringing in
consultants or for processing requests to attend outside programs.

PROBLEMSAND ISSUES OF TRAINING AND DEVELOPMENT IN
SMALL AND MEDIUM -SIZED COMPANIES OF CHINESE TAIPEI

The human resource development in small and medium enterprises (SMEs) of
Chinese Taipei has alot of problems in many ways such as ideas and practices. Following
are some descriptions of several main items.

Utilization rather than Education

Managers tend to think that human resources can be obtained from the human market
a anytime they want. When employees turnover rate stays high, the investment in
education becomes difficult to return. And since small and medium enterprises have certain
scale and finance limits, they usually do not put a lot of efforts on the human resource
development. Unlikely, under these circumstances, the company will be able to lure away
employees from other companies to change their jobs. Contrarily, the company will find it
difficult to keep its own employees from switching to a better company which provides
better and promising training programs.

In Chinese Taipei, many small companies do not have the vision as to manage their
companies in a long-term basis. They are reluctant to invest in enhancing their employees
skills or to expand their potentias for future advantage of the company. Education may
occupy a certain amount of production time, which managers view as loss of profit. Fully
utilizing employees’ work hours while at work seems to bring more benefits than sending
them to training programs, whether in-house or outside, and wondering at the same time the
effectiveness and worthiness of such investment.

Misunder standing with Training

Comprehensive training programs should be beneficial to the present and future work.
On the other hand, companies usually regard training as general education. They think its
contribution to organization is not conspicuous but rather more of longterm oriented. It
does not help the improvement of the present work.

Due to this misunderstanding with training, a lot of companies will consider training
as fashion. Like a trend, if one company holds some training activities, other companies
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simply do not want to fall behind. In trying to catch up with the company, they model after
the first company and arrange their employees into some kind of training too. It then
becomes a fashion.

The problem with this blind modeling is that such training is often regarded as a
benefit to employees. As to whether the training content is related to the work, or whether
the right people are chosen for proper training, the company has not given it proper thought,
not mentioning they have to research out suitable training topics. The attitude they hold
toward training is to go with the feeling. Without saying, the result is usually unsatisfactory.

Lack of Systematically Organized Training Programs

Small and medium entrepreneurs are subject to their organizational characteristics. It
isdifficult for them to develop well-planned training programs as big entrepreneurs do. But
somehow they manage to implement some training programs to their employees.
Transplanting other company’s programs, regardless of its size and applicability, is like
putting on the wrong size of clothes. Conditions and environment of the firm members vary
from organization to organization. Yet, current training programs, in most of small and
medium companies in Chinese Taipei, are usually not built for the needs of the organization
specifically. Systematical analysis and serious planning help the managers to precisely
calculate the cost and effect of the programs. Small and medium companies do not
necessarily have the ability to make their own training plans, or just to trim the big
company’s programs into their own size.

Insufficient Support from Supervisors

It is not easy to evaluate the effectiveness of any training program in an
organization, especially that of managerial training programs. Chang (1988) expressed that
not many managers in Chinese Taipei support training programs. Usually, supervisors from
al levels of organizations would think that the responsibility of bringing up training
programs is on the HRM department. Moreover, some would give excuses not to offer
training programs. For they worry about the subordinates success over them; they do not
consider it useful or they just do not want to spend extra time on those programs.

Also, if their subordinates abilities are increasingly improved, this might threaten
those supervisors career development. Other than that, each supervisor is busy in
struggling for better performances and has no time to take care of the HRM devel opment,
which is out of their responsibility, as they believe. In that case, how could the evaluation
be conducted on some programs not even expected to be effective, unless there is support
from supervisors al the way up to the top managers?
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THE LACK OF MANPOWER AND THE NEED FOR HUMAN RESOURCE
TRAINING AND DEVELOPMENT

Most of the enterprises in Chinese Taipei are small and medium-sized enterprises and
the cost they spent in human development are higher than that of large companies. One of
the main reasons is that they do not have enough ability to set up professional training
institutions, and that the turnover rate is too high in SMEs. Domestic family business has
more restrictions to professional personnel, which makes it difficult to recruit people and
cannot retain professional personnel in the company for a long term. Therefore, it causes
loss in developing professional personnel. We can describe human development problems
that SMEs face in two parts:

The Problem of Wasting Resour cesin Education

The ratio of teacher to student in Chinese Taipel isto 13.52 in 1989. It has increased
0.42% in ten years. Public schools have fewer students than private schools and they are
more adequate in use of educational resources. Take example of the year 1989 when the
martial laws were just lifted, the average expense in education for every student in public
schools is NT106,000 dollars, and NT37,000 dollars in private schools. Government was
devoted to promote highlevel education and to increase opportunities to enroll in schools.
But in fact, the ratio of school enrollment did not increase equaly. In 1989, the number of
second-time examinees to high schools and junior collegesis 18.1% of all students enrolled,
and it is 46.7% among 2- years/3-years colleges and universities. The situation causes much
waste in human resource investment.

As far as the manpower produced by schools is concerned, the problem of
over-qualification for some graduates is very serious. Enterprises worry that there are not
enough technical people in Chinese Taipel while hightlevel education is continuously
pursued. Fewer people stay with vocational system to receive technical training. Unless the
authority of school improves their specialty, teaching materials and resources allocation, the
situation remains the same.

TheMal-function in Vocational Training I nstitutes

In 1989, there are 13 public vocational training institutes and they are responsible for
77 vocational training programs. The number of people who receive training grows steadily,
and people who was trained in the institutes is 5.8% of total trained people. In recent years,
people graduated from colleges have not volunteered to work in factories, so the number of
figures from hightlevel technical education system does not increase apparently. The
number of people who was trained in those institutes is 2.85% of total trained people in
1989, and it is much lower than 2.98% in 1981. Besides, in 1989 the number of the
vocational training teachers fell down to 172 people, 13.13% lower than the figure of 1988,
while the number of the vocational training teachers who finished the programs fell down
to 199 people, 53.40% lower than the figure of the year before. In the beginning when the

A2-37



Jp—
ﬁAPEC Human Resource Management Symposium on SMEs

martial laws were lifted, companies did not have the desire to handle vocational training,
and vocational training unt of government has faced the problem that the rate of
enrollment was too low. The human resources development cannot be proceeded
systematically and smoothly.

Meanwhile, Korea has just set up a SMEs fund, and established SMESs colleges to
train workers. In order to establish authority, Korean government established professional
licenses and certificate system, so that professional training can still be carried out
successfully. The efforts that other countries in Asia have put in training and developing
human resources are worthy of the attention of government and entrepreneurs in Chinese
Tape.

CASE—SUCCESS OF GIYA BEAUTY SHOP CHAIN STORE
The Background of Hairdressing I ndustry

There are more than one hundred thousand hairdressing saloons in Chinese Taipeli
right now. The hardressing industry is a technical vocation, but for the hairdressing
industry in Chinese Taipei, it can only be a skill vocation. Hairdressing industries provide
customers with face-to-face services. If the boss of the hair saloon wants to promote its sale,
he should employ more workers to handle customers. So, it becomes an important issue as
how to acquire good and sufficient human resources in hairdressing industries. In the past,
employers of hairdressing industries often publicize their recruiting information on the
newspaper classifieds, but it faced some problems at present. Excellent hairdressers switch
their jobs usualy because employers recruit them from other hair style employers, or they
are introduced into companies by employers friends. Fewer people noticed the classifieds
0N Newspapers.

As for the training in hairdressing industries, the skill of hairdressing was |learned
from old tutors and by themselves in the past, run short of the basis of theories. As the
Beautician Department in vocational school was gradually set up, the traditional apprentice
system has been disappearing. Young students would go to school to learn rather than
leading a long apprentice life in a saloon. These hairdressers trained in vocational schools
are expected to become main stream in hairdressing industry in Chinese Taipei in years to
come. Therefore, how to recruit appropriate human resources for hairdressing industries
becomes an important factor to the development of the business.

As for hairdressers, the feature of the hairdressing industry is of great advantage to
them. First, they are not easy to be replaced because the service and contact offered by the
hairdressers are very important for their customers. They will not change as the progress of
techniques. Second, the hairdresser is of great value as they become older, because as time
goes by, the hairdressers will have more and more experiences and they will have more and
more customers. Third, hairdressing industries do not place restrictions on their degrees of
education. For example, if a student graduated from high school, he/she might not be
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qualified in other industries, but it would not be a problem in hardressing industries.
Fourth, there is no upper celling on hardressers pay. Thet is, besides basic pay,
hairdressers work more and earn more. The boss does not place any limits.

The Company’s Condition

Giya (? ? ) beauty shop chain store was established by Mr. Wu-ji Shen (? ? ? )in
Kaohsiung in 1978. At first it was only a smal beauty shop. But with increase of
employees in years, now it has extended to 19 branches altogether. This company has about
400 employees and its operating income is about 2 hundred million NT. This beauty shop
has the largest scale in Kaohsiung now.

This chain dore is supervised by its president, also the general manager, with
assistance of two other managers, who take charge of education training and personnel
management respectively. The management department, subordinated to the president,
manages accounting, finance, creativity, administration and other aspects of the business.
Of al the 19 branches, each one has its own director responsible for business of that branch.
Designers get to vote for a leader to share joint responsibility of running the shop. And of
course, there are accountants, designers, and assistants etc. to keep the business running.

The company’s managing concept is “to pursue sincerity, virtue, and beauty.”
Pursuing sincerity means sincere attitude toward customers, and using real and solid skills
to serve them. Pursuing virtue means the concept of benefit-sharing no matter with
employees or customers. Pursuing beauty means that the company asks designers to have
the concept of beauty from inside out. Designers should bear the responsibility of the most
beautiful and best style for customers.

The Company’s Training & Development

At the beginning, the designers employed by Mr. Shen were all experienced seniors
from different resources. Although their ages were not high, their attitudes were petty
haughty deeming themselves as professionals. Therefore the company could not require
them to comply with the established system and obey the rules. If the company insisted on
this, the turnover rate would be really high. This circumstance made the boss, Mr. Shen,
realized that he had to cultivate his own designers. After continuous instruction, more and
more unskilled employees could handle the major tasks on their own, and the company
could also enlarge its shop size. Besides, in order to make designers feel safe to work in
Giya, the boss started to encourage them to invest in new shops since 1979.

In 1981, Mr. Shen opened a cram school near Kaohsiung train station, teaching
people how to design hair styles. He had two reasons why he opened this cram school. First,
he felt that training people in each of his beauty shops is too ineffective; second, he wanted
to cultivate more talented people. He picked this place near the train station at students
convenience because students came from many different places by train. A complete course
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lasted for three months. During the full bloom of the cram school, there were about 100
students during each period of time in the morning, afternoon, and evening. So, there might
be 1,000 students a year. Students are divided into two kinds. One group of students would
go back home and open small beauty shops in the neighborhood. The other group of
students came to the cram school because they felt painful learning skills with traditiona
tutors. After finishing the courses, Mr. Shen would ask the students if they were willing to
come to the company.

Around 1990, vocationa schools started to institute Department of Hairdressing.
Students graduated from junior high schools went to vocational schools instead of coming
to the cram school because they cannot only learn the skill but also get a diplomain
vocational schools. Mr. Shen closed the cram school for the number of students has
declined since then

Vocational schools attracted the students, and Mr. Shen detected there would be
problems of human resources. At first, he recruited externa people, but it was getting
harder. In the meantime, representatives from vocationa schools came to Mr. Shen and
looked for chances to cooperate. Mr. Shen felt the cooperation might help Giya manage her
human resources, so he initiated the cooperation system with vocational schools in 1991.
Now, there were 400 students taking turns to work in Giya. 200 of the students acquired
professional skills in the stores, and 200 of them study theory and general subjects in
school at the same time.

In order to secure its human resources, Giya would actively visit junior high schools
for promotion and offer to assist in their recruits. When the time comes that students have
to be sent to Giya to fuffill internship, Giya obtain interns as needed and most importantly
screened already. This group of interns will be provided 168 hours of basic courses about
hairdressing. Afterwards, they have to receive in-shop technical training three days a week.
A senior intern is assigned to each student for better adjustment. When students graduate
from school, they are welcome to apply for vacancies in the shops. An evauation
committee is set up to determine the appropriate selection on the basis of the applicant’s
skills, internship performances, and attendance records, etc. The qualified needs to begin
his/her job as an assistant, taking on-site training courses and receiving more evaluation
necessary to upgrade as a perm assistant, a perm operator, and eventually a designer. In
return, Giya pays equal patience believing anyone who wants to learn and devotes
him/herself in this career could be cultivated as a good designer given it time and diligent
efforts. Furthermore, Giya sets up a technical center, open for business on low charges, to
facilitate novices learning through repeated practices. Many customers visit the center for
cheap rates and they serve as economic practical training to these assistants.

So far, Giya has a fruitful result from schoolbusiness moperation. In an evaluation
conducted by Education Bureau of Kaohsiung City Government, 11 shops are graded the
first class, only one shop is graded the second, of all 12 branches open for evaluation. The
number of interns who express willingness to stay in the shop exceeds their needs. Because
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of this, Giya opens many more branches. If the source of labor keeps increasing, Mr. Shen
thinks Giya can continue expanding its scale.

CONCLUSION
From the above study, we conclude that:

First, training and development programs could be simply a package of activities held
to accompany the business strategy, or more effectively, the essence of that strategy. Most
of the enterprises at present hold T&D in accordance to increase employees skills to
expedite business growth. For most, such T&D are planned activities of the business
strategy. In Giya's case, whether or not there are sufficient well-trained human resources
determines the fate of a new branch. Giya invests in a series of training programs available
to al ronfirm members, including cram schools and cooperation with vocationa schools.
This gradually cumulates steady reserves for qualified future employees. In the mean time,
the company is able to march toward more branches. In view of this, Giya's T&D is one
important step of its business strategy. As a matter of fact, service oriented business,
because of its skill feature, protects itself from replacement by automatic operation. How to
get adequate supply of qualified manpower becomes the most important strategy of
successful business. T&D in such company can serve as an inevitable scheme to secure

prosperity.

Second, in places where diploma is valued highly, enterprises should conduct
cooperation with schools for better supply of human resources. Parents and schoolgoers of
such places consider earning a diploma an important objective of attending schools. Those
students are willing to acquire necessary skills for future jobs, but granting them diplomas
to them is like hitting two birds with one stone. Mr. Shen, the boss of Giya, perfectly
understands this double needs so closed was the cram school as fewer and fewer people
came to register. The cram school once attracted numerous youngsters from many places,
and yet the number of registration declined as hairdressing departments were founded one
after another in schools. Unstricken by the closure of cram schools, Mr. Shen turned to look
for opportunities of schoolbusiness cooperation. He made advantage of school system in
which his company could provide professional skills and practicing objects while students
were well trained with a degree. It is foreseeable that young people find this rewarding and
are willing to join in the career. To any company like Giya, that means steady human
resources.

Third, enterprises should avoid taking intern students as fill-ins of manpower
shortage or as cheap labors. The appropriate management is to treat these interns as future
employees and train them proper accordingly. Comprehensive school-business cooperation
can be established only on long-range purpose, which is, to infuse into the human resources
of future utilization, rather than just temporary surge of cheap manpower. Many enterprises
plunge in this instant benefit. For a short period of time, these cheap labors canactually
bring the profit uprise as the costs are relatively lowered. Yet on a long-term point of view,
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it provides limited space for company’s development unless it has stable technical human
resources. It is suggested that enterprises design a set of comprehensive training courses for
their interns, familiarizing them with the company culture as this naturally would lead to
ideal source of head hunting.

Lastly, encourage employees to become shareholders of the company whenever a
new branch is open. This usually ties them closer to the company especidly in franchise
business. To this kind of business, more branches mean bigger scale and relatively lower
cost. Only that the expanse of business must have backup of adequate manpower supply;
otherwise, any carefully planned strategy would be difficult to carry out. In view of its low
cost to start a new shop, many designers would quit from big saloons and open their own
shops once they are capable to run business on their own. This manpower drain certainly
throws negative effect to the company’s business. But this worry could be eliminated if the
company welcomes its designers to share the holds with their colleagues. Expectedly,
employees will have stronger commitment to the company and on the other hand the boss
will be glad to host more shops.
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ENHANCING ORGANIZATIONAL COMPETENCE
THROUGH HRM PRACTICESIN SMEs:
A QUANTITATIVE ANALYSISIN APEC REGION

ABSTRACT

The ever-expanding scope of global competition is forcing continuous
reexamination of how human resource can best support the accelerating pace of
business globalization.

The SMEs in the APEC region have been experiencing tremendous changes
especialy in the 90s which include not only the growth of service industries but also the
economic upheaval in late 1990s. All these issues urged SMEs especidly in the APEC
regions to adopt appropriate human resource management practices for future success.

In this paper, the author examine the relationship between corporate
performance of SMEs in APEC countries and their human resource management
practices in aspects of recruitment and selection; training and development;
compensation and benefits, and performance appraisal. It is hypothesized that all these
human resource management practices would have positive correlation with corporate
performance indicators. The understanding of the human resource management
practices and corporate performance in SMES provide vauable insights to senior
executives of SMEs, academic researchers, administrators and practitioners on future
direction in the area of human resource management. The main methodology used in
this study would be quantitative approach using questionnaire. It is expected that
findings in this study would be beneficial to those who are committed to enhancing
organizational competitiveness of SMEs through successful human resource
management practices in the 21% century.
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BACKGROUND

The practice of effective human resource management is one that small and
medium size businesses need to develop and improve as they expand and grow. The
vast mgjority of business in the Asian area today employ fewer than 100 people. In
Chinese Taipei, SMEs congtitute 96.5% of the approximately 935,000 business
establishments and employ 78.6% of the total work force (Chinese Taipei Medium and
Small Business Administration, 1995). In Hong Kong, the mgjority of establishment are
in the form of SMEs (Table 1). Yet, current research conducted in the human resource
field tends to focus on the larger firms that employ full-time human resource specialist.

Table 1. Share of SMEs in different sectors in Hong Kong as at January 1999

Sector % share of SMEs

Industry sector 97.14%
- mining and quarrying
manufacturing
electricity, gas & water
construction

Services sector 98.32%

- import/export

- wholesale, retail, restaurants & hotels

- tramsport, storage & communications

- financing, insurance, real estate & business
services

community, social and personal services

Source: QuarterlyReport of Em ployment, Vacancies and Payroll Statistics (Census &
Satistical Department, Hong Kong)

In fact, SMEs exert a strong influence on the economies of all countries,
particularly in the fast-changing and increasingly competitive global market (Aharoni,
1994; Drilhon and Estime, 1993). They have been a mgjor engine of economic growth
and technological progress (Mulhern, 1995; Thornburg, 1993). Carrier (1994)
commented that SMEs triumphed over larger firms in terms of innovation. The
characteristics of SMESs such as flexibility, innovativeness, and problem-solving action
orientation are now being considered as vital for success in the 1990s. Thisis especialy
true in the Asian region which has enjoyed a tremendous growth in the last decade.
Even large companies have attempted to implement entrepreneurship and have learned
to think like a small business (Chittipeddi and Wallett, 1991). Simon (1996)
investigated five hundred SME champions in Germany and commented that they have
much to teach companies of all sizes and all regions about commercial success. The
success of SMEs in Chinese Taipel has been well acknowledged (Hannon, 1996; Liu,
Liu, and Wu, 1995). They have played avital role in promoting rapid growth during the
economic transition of Chinese Taipei (Hannon, 1996; Liu, Liu, and Wu,1995). The
scale, scope, organization, and maregement of SMEs have changed over time in
response to evolving markets, technologies, and economic conditions.
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Not only that SMEs have been the drive for economic success, it is aso the
primary source of employment creation worldwide over the last decade (Mulhern,
1995). In the United States, firms with fewer than 500 employees account for more than
99% of all business establishments and employ over 80% of the work force (Aharoni,
1994). In Holland, 95% of firms are SMEs (Biijmolt and Zwart 1994); SMEs also
comprise 95% of the total establishments in the Philippines (De la Pena, 1995).

In many cases, the owner of a small business handles the human resource
function since they are usualy limited when the firm employs only a few people.
Obvioudy, an extremely small firm with two or three employees may not develop
sophisticated human resource systems,; however, there are numerous businesses that are
categorized as “small and medium” that employ a large number of people and need
effective human resource policies for their workforce. In this study, enterprises
employing less than 500 people are classified as SMEs.

The purpose of this study to examine how the relation between human resource
practices and the overall organizationa performance of the SMEs in the Asian region. It
is hypothesized that there is positive correlation between the human resource practices
and the main corporate performance indicators.

The sample of this study is drawn from Hong Kong and their ownership include
Mainland China, Hong Kong, Chinese Taipel, Japan, Korea, Indonesia, Philippines,
Singapore, Malaysia, India and Thailand. This study focused upon three key human
resources management practices. recruitment and selection, incentive compensation,
training and development, and performance appraisal. Organisational performance was
measured in terms of overall business performance, customer satisfaction, staff
turnover, profit growth and sales growth.

METHODOLOGY

Quantitative research method was used in this survey. Five hundred sets of
guestionnaires have been mailed to SMEs in Hong Kong. The return rate of is 58.2%
(291 sets of returned questionnaires)

RESULTS AND DISCUSSION

The distribution of ownership of responding companies is shown in the
following table.
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Table 2: Distribution of ownership

Ownership

%

Hong Kong

35

Mainland China

N
=

Chinese Taipei

N
N

Japan

Singapore

Indonesia

Philippines

Maaysia

Korea

India

Thailand

N N e

Hypothesis 1. The use of recruitment and selection strategy is positively related ©
organizational performance in terms of overal business performance, customer
satisfaction, staff turnover, profit growth, and sales growth.

Table 2: Correlations between organizational performance and the recruitment and
selection practice

No. of candidate | No. of selection Effectiveness of
interviewed per | tests candidates recruitment and
each employee required to test selection strategy
hired

Overall business 0.12 0.011 0.14

performance is high

compared to othersin the

same industry

Customer satisfaction is 0.29 0.044 0.139

high compared to othersin

the same industry

Staff turnover rate is highly | 0.46* -0.135 0.47*

satisfactory compared to

others in the same industry

Profit growth compares 0.038 0.053 0.12

favourably with that of

competitors

Sales growth compares 0.12 0.05 0.16

favourably with

competitors

* correlation is significant at the 0.05 level (1-tailed)

Results indicated a positive effect upon organizational performance in terms of
staff turnover with the use of recruitment and selection strategy. The satisfactory rate
in terms of turnover is positively correlated with the number of candidates interviewed
per employee hired (0.46). It may imply that the more candidates being interviewed, the
more appropriate candidate would be selected and the longer that they will stay with the
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company. The overall effectiveness of the recruitment and selection strategy also has a
positive correlation with staff turnover. Other organizational performance indicators
also have a dight positive correlation with the recruitment and selection practices.

Hypothesis 2: The use of training and development strategy is positively related to
organizational performance in terms overal business performance, customer
satisfaction, staff turnover, profit growth, and sales growth.

The training and development index include the number of trainees participated
in such formal training and the effectiveness of such training.

Table 2: Correlations between organizational performance and the training and
development practice

No. of employees Effectiveness of
participated in forma | employee training
training

Overal business performance | 0.065 0.32

is high compared to othersin

the same industry

Customer satisfaction ishigh | 0.571** 0.56**

compared to othersin the

same industry

Staff turnover rate is highly 0.66** 0.269

satisfactory compared to

others in the same industry

Profit growth compares -0.038 -0.045

favourably with that of

competitors

Sales growth compares 0.012 0.05

favourably with competitors

** correlation issignificant at the 0.01 level (1-tailed)

Results indicate that the value scores of training and development and the
performance of organisation are highly positively related in various aspects. The
correlation coefficient between customer satisfaction and the number of trainees is
0.571 while the correlation coefficient between effectiveness of training and profit
growth is 0.56. This implies that the more employees received employee training and
the more effective the training programme, it may lead to better customer satisfaction.
Results also indicate a high positive correlation between the staff turnover rate and the
number of trainees (0.66). It may imply that one way to retain employees is to provide
training and development programmes. Negative correlation is found between profit
growth and the number of trainees and the effectiveness of training programmes. This
may imply the training budget may cause burden to the profit growth.

Hypothesis 3. The use of incentive compensation strategy is postively related to
organizational in terms of overall business performance, customer satisfaction, staff
turnover, profit growth, and sales growth.
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The incentive index consists of the importance of job performance in
determining the earnings of managerial staff, supervisory staff, norrmanagerial
professiona staff and frontline staff.

Results indicate there is positive correlation between the compensation strategy
and organizational performance specialy the staff turnover which has a highly
significant correlation for the managerial (0.64) and frontline staff (0.69). It may imply
that when formulating compensation strategy, attention has to be given to importance of
job performance.

Table 3: Correlations between organizational performance and importance of job
performance in determining incentive compensation

Importance of Importance of Importance of Importance of
job perfomance | job performance | job erformance | job performance
in determining in determining in determining in determining
earnings of earnings of earnings of non- | earnings of
managerial staff | supervisory staff | managerid junior/ frontline
professional staff | staff

Overal business 0.264 0.23 0.291 0.189

performanceis high

compared to others

in the same industry

Customer 0.07 0.048 0.039 0.041

satisfaction is high

compared to others

in the same industry

Staff turnover rateis | 0.64** 0.23 0.316 0.69**

highly satisfactory

compared to others

in the same industry

Profit growth 0.172 0.16 0.142 0.16

compares favourably

with that of

competitors

Sales gowth 0.18 0.04 0.23 0.124

compares favourably

with competitors

** correlation is significant at the 0.01 level (1-tailed)

Hypothesis 4. The use of performance appraisal strategy is positively related to
organizational in terms of overall business performance, customer satisfaction, staff
turnover, profit growth, and sales growth.

A3-6



Enhancing Organizational Competences through HRM in SMES(I) E&%

Table 4. Correlations between organizational performance and performance appraisal

practice
Performance appraisal | Effectiveness of appraisal
isclosely related to performance
promotion and reward
Overall business 0.035 0.011
performanceis high
compared to othersin
the same industry
Customer satisfaction | 0.051 0.06
Is high compared to
othersin the same
industry
Staff turnover rate is 0.474* 0.269
highly satisfactory
compared to othersin
the same industry
Profit growth compares | 0.103 0.107
favourably with that of
competitors
Sales growth compares | 0.014 0.001
favourably with
competitors

* correlation is significant at the 0.05 level (1-tailed)

Results indicate there is positive correlation between the overal business
performance and the performance appraisal practice (0.035) although such correlation is
only a dight one. While the staff turnover index is highly correlated with the
performarnce appraisal practice (0.474) indicating that if performance appraisal is
properly monitored, there will be lower staff turnover rate.

RECOMMENDATIONS

Today the challenge of organizations whether small or large is to use human
resource in the planning and problem solving process. Human resource practitioners are
expected to act as change catalysts in making organization more productive. The trend
reflects a growing awareness of the contribution that effective human resource practices
can make to the success of the organization. Although SMEs employ fewer number of
employees, effective human resource practices need to be adopted in the organizations
in order to ensure organizational success. The population of employable workforce is
not only increase in quantity but has improved in terms of quality as education becomes
more common. In order to recruit and select the best candidates fit for the SMES, human
resource practitioners of SMEs need to widen their recruiting and selection strategy.
Web-based recruiting is one possible means of widening the applicant pool. Use of
critical selection tests is also crucia in matching the personnel specification and
organizational needs. For incentive compensation, it is recommended that SMEs should
take into consideration of employees performance in formulating the compensation
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strategy. Although performance appraisal may not have direct impact on the profit and
market growth, it can be used as one effective way to retain capable employees which
can be one crucial success for SMEs.

CONCLUSION

Results in this study have indicated that there is positive correlation between the
human resource management practices of the SMEs and most organizationa
performance indicators. Following Hess's (1987) study which indicated human resource
management as the second most important management activity in SMESs, this study
further illustrated the importance of human resource practices in enhancing
organizational performance of SMEs.
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A COMPARATIVE STUDY OF PRESIDENTS VOCATIONAL INTERESTSON
CORPORATE STRATEGY, ORGANIZATIONAL STRUCTURE AND
PERFORMANCE BETWEEN JAPANESE VENTURE COMPANIES AND
SMC IN CHINESE TAIPEI

ABSTRACT

A comparative study of the effects of SMC’s presidents Vocatioral Interests
according to the Holland’s (1985) R-1-A-S-E-C model to corporate behavior and
performance between Japan and Chinese Taipei was proposed and tested in this paper.
The proposed analytical framework incorporated with corporate HRM strategy,
organizational structure, and corporate growth rate in sales. Samples of 335 Japanese
and 172 people in Chinese Taipel data were used for confirmatory factor anaysis to
figure out each type scores, and for correlation analysis to identify the relationship
between each type score and corporate behavior, as well as performance. The
contribution and limitation will be discussed, in addition to the directions for future

sudy.
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RESEARCH BACKGROUND

Japan has been facing a serious post-bubble economic crisis throughout the late 90's. It
effects especialy in area of corporate structure, business core competencies, and Human
Resources Management (HRM) strategies. For example, flattening and networking
corporate structure, investing in a specialized business domain, and reduction of human
resource costs by increasing internal competition and restructuring employees are
introduced. In HRM area, Japanese companies have been introducing practices such as
an early retirement, performance-based pay systems and downsizing thorough dismissal
plan. Those HRM strategies are just the opposite of the traditional Japanese style that
base on the long- term employment of employees.

To cope with such a severe downward economic Situation, tripartite efforts among
government, private sector and academic institutions have been working together to
create new business innovations by starting new business in Japan to breakthrough the
economic recession. The entrepreneurial business innovations have potential to grow
business rapidly by creating new market, with relatively small investment and
employees. Thisis so called the third "venture business’ movement following those of
70'sand 80'sin Japan

The first venture movement was during 1970 to 1973, and it brought number of new
engineering & technology companies that contributed rapid economic development in
Japan. During those periods, the current Japanese leading companies, such as SONY
and HONDA were evolved in Japan. Likewise, the second venture movement during
1983 to 1986 sprouted many advanced technology related companies, such as Kyosera,
Horiba were grown as the successful Japanese companies.

Throughout these venture movements, relationship between strong personality
and performance of the company could be pointed out among the successful venture
companies. Like Mr. Akio Moritaof SONY and Mr. Soichiro Honda of HONDA, and,
founders of venture business tend to have a strong entrepreneurial spirit to create new
product. In addition, many of those presidents have career background as engineers
themselves, and have strong commitments to their technology and quality of products.
Finally, those venture companies are small in size at the beginning, and president’s
leadership is likely transmitted throughout the company. It is assumed that presidents
personality might have a strong influence on the corporate culture, strategy formation,
and achievements, and it will explain the key factor for success to small venture
business companies.

According to R-I-A-S-E-C model proposed by Holland(1985), atypology of six
personality types is offered as a tool for understanding individual vocational interest,
work behavior, and achievement. Based on this model, a relationship between a
president’s typology in venture company which will be reflected in management style
and their relationship with corporate behavior as well as their performance will be
analyzed.
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Because small and medium sized enterprises (SMES) are regarded as a new
driving force to create market and employmert, they are becoming popular not only in
Japan, but also in the other Asian countries, as well as in the U.S and Europe countries.
Therefore, it will be interesting to conduct an international comparative survey to test
the relationship between president’s personality type and their corporate behavior and
performance in SME. Because of steady economic growth during Asian economic
recesson through SME's, especidly in area of high-technology, Chinese Taipsi,
Republic of China was chosen to compare with Japan.

Purpose of this study is, first to identify the personality type most frequently
found in SME’s presidents for Japan and Chinese Taipel. If there is similarity in types
between two sample sets, it will suggest the universality in the type of personality for
presidents for SMEs. Secondly, this survey tests the effects of presidents personality
to thelr companies’ corporate behavior and performance. If a certain type of personality
shows strong effects to corporate achievements, it will suggest the type of personality
that have higher potentiality in SME management.

THEORETICAL BACKGROUND

The origin of categorizing personality in career was developed by vocationd
counselor in education, military and clinical settings. Holland (1958) started
construction of Vocational Preference Inventory and gradually modified the model to
categorize people in terms of interest or personality types.

Basic ideas of Holland’s (1985) RI-A-S-E-C model is consists of three basic
aspects.  First, the model characterize people by their similarity to each of six
personality types. Redlistic, Investigative, Artistic, Socia, Enterprising, and
Conventional. Second, the environments in which people live can be characterized by
thelr six model environments. Third, matching of a person with respective environment
leads to outcomes include vocational choice, vocational stability and achievement.
Therefore, model suggest that people search for environments that will let them exercise
their skills and abilities, express their attitudes and values, and take their responsibility
more confidentially.

Therefore, it will be hypothesized that presidents of SMES show a particular
personality type in common, and their persondlity will bring the success in their
business under their type of environment.

Followings are descriptions of a preferences, b. competencies, cC.
self-perceptions, and d.values for each type of personality, and figure 1 indicates the
hexagonal formation of types depend on the similarity of characteristics anong types.

1) Realistic Type

a. Prefers realistic occupations or situations in which one can engage in preferred
activities and avoid the activities demanded by social occupations or situation.

b. Uses realistic competencies to solve problems at work and in other settings.

c. Perceives salf as having mechanical and athletic ability and lacking ability in human
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relations.
d. Vaues concrete things or tangible personal characteristics- money, power, and status.

2) Investigate Type

a. Prefers investigative occypations or situations in which one can engage in preferred
activities and competencies and avoid the activities demanded by enterprising
occupations or situations.

b. Use investigative competencies to solve problems at work and in other settings.

c. Perceives sdf as scholarly, intellectual, having mathematical and scietific ability, and
lacking in leadership ability.

d. Values science.

3) The Artistic Type

a Prefers artistic occupations or situations in which one can engage in preferred
activities and competercies and avoid the activities demanded by conventional
occupations or situations.

b.Uses artistic competencies to solve problems at work and in other settings.

c.Perceives self as expressive, original, intuitive, introspective, independent, disorderly,
and ability in acting, writing, and speaking.

d. Vaues esthetic qualities.

4) The Social Type

a Prefers social occupations and situations in which one can engage in preferred
activities and competencies and avoid the activities demanded by realistic
occupations and situations.

b. Uses social competencies to solve problems at work and in other settings.

c. Perceives sdlf as liking to help others, understanding others, having teaching ability,
and lacking mechanical and scientific ability.

d. Vaues socia and ethical activities and problems.

5) The Enterprising Type
a. Prefers enterprising occupations or situations in which one can engage in  preferred

activities and avoid the activities demanded by investigative occupations and
situations.

b. Uses enterprising competencies to solve problems at work and in other situations.

c. Perceives self as aggressive, popular, self-confident, sociable, possessing leadership
and speaking abilities, and lacking scientific ability.

d. Vaues palitical and economic achievement.

6) The Conventional Type

a. Prefers conventional occupations or situations in which one can engage inpreferred
activities and avoid the activities demanded by artistic occupations or situations.

b. Uses conventional competencies to solve problems a work and in order
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situations.Perceives self as conforming, orderly, and as having clerical and numerical
ability.
c. Values business and economic achievement.

(R) (1)

(®) (A)

(E) ©)

Figure 1 Hexagonal Formation of Personality Types

METHOD
Sample and Procedure

Questionnaire survey were conducted to presidents of Japanese venture business
companies and SME companies in Chinese Taipei. For the Japanese survey, sample
was selected from industrial sectors in “Almanac of Venture Companies 96” published
by Nikkei News Paper Co.ltd(1996). Questionnaires were sent to 1,361 presidents by
mail, and 335 replied by enclosed self- stamped envelop (Response rate: 24.6%). For
the survey of Chinese Taipei, 1,428 companies in industrial sectors with employee size
of between 100 to 300 were selected, based on the company list published by National
SME agency. Questionnaire were sent directly to presidents with self-stamped envelope,
and 172 replied (response rate: 12.04%).

Variables

Personality Type Personality type was measured by thirty keywords reflecting
respondents’ personality, consisting six dimensions (6 personality types x 5 words)?
Sample are requested to circle all words fit to the traits of him/her. Followings are the
category of types for each keyword. Realistic: adaptable, specific/concrete,
straightforward, introverted, sincere; Investigative inquisitive, independent, quiet/plain,
intelligent, exacting; Artistic: theoretical, creative, imaginative, intuitive, emotional;
Social: generous, cooperative, social, positive, kind; Enterprising: adventurous,
impulsive, talkative, ambitious, optimistic; Conventional: conservative, prudent,
practical, efficient.

Corporate Strategy. A 23 item scale developed by Kato(1996) was used to
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measure corporate strategies. They are classified into five categories. financial(6),
marketing(5), organizational(5), technological(3), and human resouces(3) . Samples
are required to choose the five most frequently used items out of 23 items a the
company in last five years.

Organizational Structure. A three-item scale was used to measure the
organizational structure as a corporate norm on 7-point scale. These questions focus on
1)matching of organizationis management goals with the individual goals, 2)levels of
corporate structure that make decisions, and 3)sharing of top management’s direction
and decisions with staff .

Performance. Corporate performance was measured by both quality and
quantity scales. For quality scale, five stages of corporate growth level, namely
DStart-up, 2)Risky growth, 3)Controlled Growth, 4)Maturity, 5)Seeking future
diversification were questioned. On the other hand, rate of sales level for 1990 and the
most recent accounting year were measured to compare the sales growth rate.

Background data. Additional background data were collected concerning
president and company. For president’s question, it contains age, length of service asa
president, career path to be a president(company founder, succeeded a relative,
succeeded a nonrelative, hired from outside), generation of presidency (first, second,
third, other) field of experience(technology, management, administration). On the other
hand, company’s question, duration of operating business, number of employees,
number of internal and external board of directors were questioned.

RESULTS
Categorizing Personality Types

To categorize personality type of each sample, first of al, confirmatory factor
analysis was performed to measure the effecting power to each keyword from the
respective personality types. Then, each type score was calculated by adding effecting
power of the words showed significant t-value? Thirdly, a zscore was cal culated among
Six type scores to standardize the score. Finally, a personality type for each respondent
was determined by the highest zscore among six types.

Table 1 shows the frequencies of each type for Japanese sample and sample of
people in Chinese Taipel. For both nationalities, entreprising type was predominant
(JPN: 23.3%; TWN:24.4%) and redistic type (JPN: 17.3%; TWN: 16.9%) ,
conventional type (JPN: 16.1%; TWN: 16.9%) are following respectively.

This result shows that entrepreneurial personality is prevailing among presidents of
SME companies both in Japan and Chinese Taipei.
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Table 1 Frequencies of RI-A-S-E-C Personalities

JPN TWN
N % N %
Redlistic 58 17.3 29 16.9
Investigative 42 125 20 11.6
Artistic 54 16.1 26 15.1
Social 49 14.6 26 15.1
Enterprising 78 23.3 42 24.4
Conventional 54 16.1 29 16.9
Total 335 100.0 172 100.0

Chi-squar e Results

Table 2 indicates the result of Chi-square analysis tests the relationship between
personality score and president’s career path. Because career personality is supposed
to be closdly related to one’s career experience that formed the individual profession, it
was hypothesized that there is a relationship between each career personality and
several indicators of career background. Out of three indicators used in this anaysis,
career route, generation of presidency, and field of experience, similar results was found
between Japanese sample and sample of people in Chinese Taipel.

For Japanese sample, significant relationship between personality score and career
route was found. Within career route, sample was asked to choose one from
1)company founder, 2)succeeded a relative, 3)succeeded a nonrelative, 4)hired from
outside, and higher frequencies were found as 1) company founder for Enterprising type
and 2)succeeded a relative for Conventional type, whereas 3)succeeded a non-relative
and 4)hired from outside for Redlistic type. Therefore, founder of the company tend to
have Entrepreneurial type rather than other types, however, those presidents who
succeeded a relative have Conventional type, and those came from nonrelative
successors show Redlistic type.

On the other hand, for the sample of people in Chinese Taipe, it shows a similar
result with Japanese sample, but in the generation of presidency. The first president
(’he could be the same as the founder, however, the first president refer to as an official
title) shows Enterprising type most frequently among personality types and the second
president shows Conventional type most, whereas, fourth and other generation of
presidents show Realistic types.

Therefore, both founder and the first presidents show Enterprising type of career
personality most frequently, and the succeeding presidents are shifting to more
conventional or administrative tendency of personality in Japan and Chinese Taipe.
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Table 2 Cross-tabulation (Chi-square)

Japanese
Career Path I. Career route of the president
R I A S E C
1| Company founder 20 23 33 20 36 14
2 | Succeeded a relative 20 12 16 19 24 30
3| Succeeded a non-relative 11 6 4 5 8 4
4| Hired from outside 5 1 1 4 2 4
Pearson’s Chi-square:.024
Career Path Il: Generation of presidency
R I A S E C
1 | This company’s First 19 19 28 19 34 15
2 | Second 20 16 17 17 20 23
3 | Third 9 3 6 8 10 7
4 | Fourth 5 1 1 2 2 6
5 | Other 4 2 1 2 4 1
Pearson’s Chi-square:.425
Career Path 111 President’s field of experience
R I A S E C
1| Technology 32 29 32 30 38 29
2| Management 20 7 15 12 19 13
3| Administration 5 6 2 3 9 8
4| Other - - 4 2 6 2

People of Chinese Taipei

Pearson’s Chi-square:.243
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Career Path I: Career route of the president

R I A S E C
1| Company founder 6 9 10 8 15 14
2 | Succeeded a relative 5 5 8 4 9 7
3| Succeeded a non-relative 12 2 2 8 8 6
4| Hired from outside 2 3 4 4 7 1
Pearson’s Chi-square:.20
Career Path I1: Generation of presidency
R | A S E C
1 | This company’s First 4 8 15 6 18 10
2 | Second 5 3 3 10 9 11
3 | Third 5 5 2 3 6 3
4 | Fourth 5 2 - 2 4 -
5| Other 7 1 2 4 1 3
Pearson’s Chi-square:.01
Career Path 111 President’s field of experience
R I A S E C
1| Technology 11 9 10 9 21 13
2| Management 7 3 11 9 13 8
3| Administration 5 2 2 2 4 5
4| Other 5 6 3 6 3 2

Pearson’s Chi-square:.48
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T-test Results

To compare the average score of continuous variables between Japan and Chinese
Taipel, a t-test analysis was performed (Table 3). For background information,
Japanese presidents age and length of service show significantly higher score than that
of the presidents in Chinese Taipei. Duration of operation for Japanese company was
longer than companies of Chinese Taipei, however, number of employee in Chinese
Tape was surpassing that of Japanese company. There was no significant difference
in number of internal board of directors between two samples, however, number of
externa director in the companies of Chinese Taipei was larger than Japanese
companies.

Regards to the internal corporate structure, matching of organizational goals
and individual goa was more compatible in the companies of Chinese Taipei. Likewise,
decisions were made more participatively in the companies of Chinese Taipel. However,
Japanese president think top management’s direction and decisions were understood by

staff better than the presidentsin Chinese Taipel.

Finally, growth rate in sales was higher for Japanese SME than SMEin
Chinese Taipe, however, development stage was higher for SM E in Chinese Taipel.

As a overal results of t-test, Japanese SME indicate more entrepreneurial
characteristics for size of employees and rapid growth rate. On the other hand,
although SMEs in Chinese Taipel are younger in duration of establishment than
Japanese venture companies, SMEs in Chinese Taipei show more matured, well
internally structured characteristics.

Table 3 Results of t-test analysis

JPN TWN t-vaue
Ave.(s.d) Ave.(s.d) *<.05**<.01
President’s age 57.79(9.01) 48.03(8.60) 14.22**
Length of service(yr) 15.09(11.12) 9.62(8.18) 6.46**
Dur of operation(yr) 34.42(16.78) 23.25(11.71) 10.03**
No of employees 128.64(171.75) 201.02(150.96) -5.81**
Internal Board 4.80(2.75) 7.79(36.41) -1.49
External Board 1.05(1.29) 4.42(11.01) -5.04**
Goal matching 4.33(1.17) 4.58(1.34) -2.50*
Decision style 2.38(1.38) 3.00(1.44) -5.46**
Direction sharing 4.43(1.13) 4.23(1.30) 2.11*
Growth rate(%) 12.36(22.18) 2.58(9.63) 6.35**
Development stage 3.54(1.16) 3.77(0.87) -2.81**

ANOVA Results

In order to examine the relationship between personality type and corporate
behavior and performance, Analysis of variance (ANOV A) with sheffe examination was
performed. Asindicated in Table 4, athough there were no variable indicate
statistically significant level of difference in average score among personality types, al
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variables contain at least one personality type has positive discrepancies to the rest of all

types.

Interestingly, those highest scored types between Japanese presidents and the
presidents in Chinese Taipe were different. For Japanese presidents, Entrepreneurial
type shows the highest score for the growth rate, and other highest score were
categorized either Social type (Stages of corporate growth,Decision style) or
Investigative type (Goa matching, Direction sharing).

On the other hands, for the presidents in Chinese Taipei, Socia type shows the
highest score for the growth rate, and the rest of types were either Realistic type (Stages
of corporate growth, Goal matching), Conventiona type (Decision style) and Social
type (Direction sharing).

Table 4 Results of ANOVA

JPN TWN
highest type(top) Differences highest type(top) | Differences
Growth rate | Entrepreneurial 16.26 Social 8.52
Redligtic 4.23 Redligtic 7.27
Investigative 5.95 Investigative 7.03
Artistic 341 Artistic 7.18
Socia 5.52| Entrepreneuria 7.17
Conventional 6.17 Conventional 6.64
Stages of Socid 3.77 Redlistic 4.03
corporate Redlistic 45 Investigative 51
growth Investigative A1 Artistic .58
Artistic .58 Social 32
Entrepreneurial 16| Entrepreneurial .29
Conventional .05 Conventional .03
God Investigative 4.56 Redlistic 4.75
matching Redlistic .26 Investigative A3
Artistic .20 Artistic 37
Socia 21 Social 19
Entrepreneurial .26| Entrepreneurial 18
Conventional 43 Conventional A4
Decision Socid 2.71 Conventional 3.42
dyle Redlistic 25 Redlistic .61
Investigative 57 Investigative .62
Artistic .50 Artistic 24
Entrepreneurial .36 Social .39
Conventional .28 Entrepreneurial .69
Direction Investigative 4.55 Social 4.96
sharing Redlistic .08 Redlistic 89
Artistic .05 Investigative 1.07
Social 24 Artistic .73
Entrepreneurial .01| Entrepreneurial .89
Conventional 37 Conventional .82
p**<.05

As aconclusion of ANOVA analysis, although there were no significant differences
in average score among personality types for any variables, a highest score of specific
organizational outcome was brought under a particular type of president’s personality
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type. It might be suspected that significance value was lowered due to the smaller
number of observations in each type.

Moreover, an interesting finding is that there were difference in relationship
between a type that shows the highest score and organizational outcome between
Japanese sample and sample of people in Chinese Taipel. Therefore, persondity type
contingent in specific corporate activity may be various depend on the circumstances of
each country.

Cross-tabulation for Corporate Strategy

Table 5 shows cross-tabulation between personality types and corporate strategy.
Corporate strategy was ordered by frequencies of total types and top five items were
listed.

According to this anaysis, Japanese sample and sample of people in Chinese
Tape showed similar results. First, both samples show higher ranked strategies were
concentrated in either new product development (ex. Strengthen new product
development system. JPN:13.6%, TWN:9.4%) or market development (ex. Increased
share in current market. JPN: 10.8%, TWN:11.9%).

Secondly, for both samples, Enterprising type shows more strategies than other
types. It aso means that enterprising type of president use higher ranked strategies
more than other type of presidents.

These results might suggest that Enterprising type of president uses an effective
style of strategies more than other type of presidents both in Japan and Chinese Taipei.
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Table 5 Cross-tabulation for Corporate Strategy

Japan
# Item Total R A
1 Strengthen new product

development system 13.6 11.0 9.2 12.0 8.3 15.6 9.8
2 Increased share in current

markets 10.8 8.6 7.4 9.8 6.7 11.7 8.3
3 Expansion into new product

8.9 8.9 5.2 7.4 6.4 8.6 6.7

4 Strengthend facilities to allow

for expanded production

capacity 6.6 5.5 5.5 5.2 3.1 7.4 5.5
5 Improved productivity of

Company assets through

streamlining 6.4 4.9 2.8 3.7 5.5 8.6 5.5
Chinese Taipei
# Item Total R A
1 Increased share in current

markets 11.9 12.2 6.1 8.5 9.1 12.2 9.8
2 Increased share in current

markets 9.4 8.1 8.5 6.7 4.3 12.2 7.9
3 Strengthend facilities to

Allow for expanded production 9.2 9.1 6.1 4.9 8.5 8.5 7.3

capacity
4 Increased facilities investment

to enable streamlining, energy

conservation, and labor saving 7.8 9.1 3.0 4.3 8.5 9.8
5 Expansion into new product

7.8 6.1 4.3 2.4 6.1 134
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Correation Results

Table 6 indicates the correlation coefficient between score for each type and dependent
variables. For Japanese sample, no significant relationship was found between growth
rate and personality types. However, positive (Conventional) and negative (Enterprising,
Artistic) relationship was found for development stage. However, a growth speed, a new
variable calculated from developing stage divided by establishing years show positive
relationship with artistic score and enterprising score. From this result, it will be
assumed that company develops faster under Artistic and Enterprising types of
presidents in Japan.

On the other hand, only significant coefficient was found between social score
and growth rate in sample of people in Chinese Taipei.

Therefore, different types of performance were expected in relationship with president’s
career personality scores. For Japanese sample, enterprising and artistic score might
accelerate growth speed, however, not likely for the growth rate in sales. On the other
hand, higher socia score might improve the growth rate in salesin Chinese Taipei.

Table6-1 Correlation Anaysis (Japan)

R I A S E C
Growth -.064 -.054 -.047 -.068 -.068 -.054
Percentage
Developing -.010 015 -.094* .045 -.094* J112*
Sage
Developing -.015 .065 116* .080 J121* .058
Speed

*<,05 **<01

Table6-2 Correlation Analysis (Chinese Taipei)

R I A S E C
Growth 143 146 -.112 .184* -.049 117
Percentage
Developing .007 -.064 -.085 -.076 -.112 .035
Stage
Developing -.063 -.011 .082 -.016 .080 -.080
Speed

*<,05 **<01

CONCLUSIONS

This study aimed to identify the validity of Holland’s R-1-A-S-E-C typology in
relationship with corporate structure, use of corporate strategy and corporate
performance. As aresult of a comparative survey, similarities and differences between
presidents of Japanese venture companies and SMEs of Chinese Taipel were identified.
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Similarities were, the exceeding percentage of Enterprising type of career
personality, relationship between Enterprising type and president’s career path as
founder or the first, and frequently use of corporate strategy by Enterprising type of
presidents. Therefore, Enterprising type show features in common for those presidents.

On the other hand, differences were open and participated style of organizational
structure in SME of Chinese Taipei, and contingencies in career personality and
organizational outcomes between two samples. Although Japanese sample and sample
of people in Chinese Taipei tend to use the same kinds of corporate strategies, outcomes
are varied with manageria conditions that companies are facing.

Implication of this study could be two folds. For academic implication, this
study will indicate a new approach to analyze the relationship between top leader’s
management style based on Holland's R-1-A-S-E-C model and corporate behavior as
well as performance. Because this model showed Enterprising type as a mgority of
career personality between two samples, it will support the validity of the model across
the cultural difference. Therefore, it will be interesting to apply this model to other
samples in different industries, corporate size, and rank in organization.

For practical implication, since there were contingencies between type of career
personality and style of strategy to improve the company performance, president's
R-1-A-S-E-C type will be used as a marker to find out the appropriate corporate strategy
for each company lead by president have different type of career personality. Also, the
result of this survey will provide an information for developing and selecting successor
who have an appropriate career personality to carry over the business from the previous
generation.

For future of study, increasing number of samples composed of different
nationalities will be demanded to verify the generality of the R-I-A-S-E-C type
indicator to measure the relationship between president’s career personality and
corporate behavior.

A3-25



Eﬁ%A PEC Human Resource Management Symposium on SMEs

REFERENCES

Agency of Small and Medium-scale Enterprises (1999) White Paper of Small and
Medium-scale Enterprises, Ministry of Finance.

Gottfredson, G? D? & Holland, J.L.(1989) Dictionary of Holland occupational codes.
Palo Alto, Calif..Consulting Psychologist Press.

Holland, J.L.(1973) Making vocational choices. A theory of careers. Engelwood Cliffs,
N.J.:Prentic-Hall.

Holland J.L.(1985) Making Vocational Choices A theory of vocational personalities and
work environment, N.J:Prentice-Hall.

Kato S.& Nagai, H.(1995) Organizationa Characteristics of Small Business in
Japan(ll) —A comparative study between registered and venture companies-,
Bulletin of the institute of business administration. no.115.

Nagai, H.(1998) The Future of Japanese-Style Management —Changes in the Corporate
Environment and Reorganization-, NIRA Policy Research, vol.11. no.9.

Shyh-Jer Chen(1997) The Development of HRM Practices in Chinese Taipei, Asia
Pacific Business Review, vol. no.4.

A3-26



AN ORGANIZATIONAL CITIZENSHIP BEHAVIORSOCB)
MODEL AND SMESEMPLOYEES' OCB

Hun Chu
College of Business Administration
Chung-Ang University (Seoul, Korea)

Jaebok Kim
College of Business Administration
Chung-Ang University (Seoul, Korea)



An Organizationa Citizenship Behaviors(OCB)Model and SMEs Employees OCBE&%

AN ORGANIZATIONAL CITIZENSHIP BEHAVIORSOCB) MODEL AND
SMEsSEMPLOYEES OCB

ABSTRACT

This paper has two mgor purposes. One is to suggest a vaid OCB definition and modd.
The other is to andyze SMEs employees OCB problems and their causes by comparing the
OCB of SMEs employees with that of large enterprises employees based on the previoudy
vaidated OCB modd.

For the first one, this paper defined OCB as individual members responsible behaviors
corresponding to the rights encumbered by the belonging organizations. Based on the OCB
congtruct, it suggested a nomologica network “employees rights> rdationd ties> OCB
responghilities’, and vdidated it usng Korean employees data collected from the six
companies including SVIEs and large enterprises.

The comparison of OCB between SMEs employees and large enterprises employees
showed that overdl large enterprises employees OCB was higher than that of SMEs
employees, and that the differences in their obedience and functiona participation were very
sgnificant.
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INTRODUCTION

With rgpidly changing business environments, workers dysfunctional behaviors such as
ther selfishness, low organizationd commitment, and scarce responsibilities are appearing as a
critical issue in human resource management. In some APEC countries, such behaviors
threaten even the survivad of companies. Smdl and medium sized enterpriseS SVMIES) which are
relatively wesker in their technological and financia resources compared with large enterprises
are likdy to be more fragile to such behavioral changes. For SVIES prosperity, therefore,
sugtaining SMIEs workers' behaviors positively must be more important than any other things.

Viewed from the point, it is worth to ressarch on the organizationa citizenship
behaviors OCB), which are increasingly emphasized by both HRM scholars and managers.
However, 9nce the terms “citizen” and “citizenship” are employed in a variety of ways with a
range of meanings, from precise and limited to vague and broad, OCB scholars and managers
have not yet come to an agreement about what OCB redly means. This not only further
increases the potentia ambiguity and subjectivity of the OCB condruct, but dso prevents
OCB sudies from dedling with the core problems brought by such behaviord changes.

Accordingly, firg this study is to suggest an OCB definition and modd and to assess
them, and secondly to compare OCB between SMEs and large enterprise workers, based on
the previoudy suggested OCB definition and modd.

DEFINITION ON OCB

Ealy organizationd researchers defined OCB as individua employees behaviors that
are above and beyond their role requirements and that are organizationdly functiond. Almost
recent OCB researchers are till relying on the definition, only showing a little differencesiin
their operationd definitions and dimensons. However, recently the congruct vaidity of the
definition has been criticized. In practice, the role perceptions in organizations are rarely fixed
and the criteriato discern whether the roles are organizationdly functiond are unclear. Relying
on the definition, therefore, is likely to continue increesing the potentid ambiguity and
subjectivity of OCB themsdves. Some people understand its dimension as dtruism, courtesy,
consciousness, sportsmanship, compliance, or etc. Others understand it differently. Such
ambiguity and subjectivity bothers even further OCB studies to continue.

Origindly, dtizenship is the term derived from geopolitical arena. Current political
sciences generdly describe it as the status and role which defines the authority and obligations
of individua members of a community(Cooper, 1986). The status and role may be formaly
codified in terms of qudifications, rights, and obligations by congtitutions, charters, and laws,
or informaly determined by vaues, tradition, and consensus. Thus, a dtizen is one who
qudifies for the datus of citizenship as prescribed formdly or infformdly by a particular
community, and who is encumbered with the obligations assgned to this role by tha
community. On the other hand, a non-citizen is one who does not have the qudifications for
the gatus of citizenship and the obligations assigned to this role by that community. The
essentid differences between citizens and non-ditizens are in their satus and role. Eventudly,
the differences arise from whether they have membership in a particular community. 1t will be
clear when we review the higory of the Old and Middle Ages, and of modern ages, western
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or orientd communities. Just until the democracy based on humen freedom and equdity had
become a common rule to ded with whole societies, only a smdl group of privileged people
among tota population belonged to the dtizens. At that time, however, citizen rights
encumbered by ther citizenship were more emphasized rather than its obligations. Some
higoricad events such as French Revolution, American Independence, and Indudtrid
Revolution provided the traditiona citizenship with a greet turning point. They brought about
great disturbances in the whole society including political, socid, and economic aress.
However, since there was no a certain dternative to maintain whole societad stability a that
time, it could not help accepting dl population as citizens who had rights and obligations as
well.

These changes in the civic citizenship tradition continued to spread into al societd aress,
aong with the maturity of indudridism and the following expanson of the middle classes. On
the other hand, the recognition that depending on the economic exchanges between employers
and employees had some limitations to increase industrid production had aso worked as an
important factor. As the result of these changes, citizenship has aso become a common rule to
ded with industrid organizations, as well as political system. In the process, the obligeations
corresponding to the rights become more emphasized rather than the rights themsdlves.

Based on the logic suggested in the above, we can define OCB as individud members
responsible behaviors corresponding to the rights encumbered by their belonging organizations.
That is, the OCB congtruct is composed of three main components. membership, members
rights, and members responghilities.

OCB MODEL

Each component of OCB construct does not exist alone, respectively. They are closely
intertwined each other. They make a network such as "rights-> membership-->
responghbilities’. That is, employees perception on her or his rights in organization affects the
drength of reationa ties, and employee's responsble behaviors. We can depict the
relationship of the three components as follows:

. Relational Ties i i
Perception on the es Responsible Behaviors
individual Right between Individual
individual Rights and Organization * Obedience
in organization > » « Loyaity

« Organizational » Functioal Participation
* Qutcome Fairr_wess Commitment « Social Participgtion .
* Procedural Fairness » Advocacy Participation

Figure 1: OCB Modd

Then, how can we specify the OCB components respectively and measure them? It
may depend on our creativity and our background knowledge on organizatiors.

Model Specification
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Individud Employees Rights

Generdly individud employees rights are codified formaly by government laws,
company rules, joint agreements between employers and employees, or determined informally
by organizationd culture. T.H. Marshal(1965), in reviewing three centuries of English history
to explain the extenson of citizens' rights to an ever broader share of the population, identified
three categories of rights civil(legd protection of life, libety, and property),
politica(participation in decison making), and socid(adequate level of socioeconomic
benefits) rights. Marshdl’s categorization of civil, political, and socid rights can be applicable
to andyze organizations as well as societies.

Organizationd civil rights would include fair trestment in routine personnel matters such
hiring, assgnment, and evduation, and guarantees of due process when problems arise(e.g.,
grievance investigation and disciplinary proceedings).

Organizationd palitica rights would include the ability to participate in decison making
both about current operational matters and about broader organizational policies, objectives,
and spending plans.

And organizationd socid rights would include economic benefits(regular sdary/wages,
bonuses, insurance, pensons, etc.), socid datus symbols, and training or educationd
opportunities.

Organizationd rights disinguish members from nonmembers. Given the hierarchica
Sructure typica of most organizations, however, unequd rights within organizations are not
only possible but dso likely. Digtortion of rights on the pretext of organizationd effectiveness
or effidency, and high-level managers hierarchicd dtitude are aso related with unequd rights.
These unequd rights eventudly influence members' relationd ties and OCB.

However, it is difficult to measure individud employee's rights directly, since they
depend on individud employees relative, subjective perception. The perception can generdly
be expressed in the feding of relaive deprivation(Folger, 1986) which is shaped by the
subjective comparison with the others in the same or other organizations. According to the
judtice theory by Greenberg(1987), the feding of relative deprivation arises from ther
perception on “outcome justice’” and “procedurd justice’. Outcome or digtributive judtice is
the percelved fairness of outcomes recelved. And procedurd judtice is the perceived fairness
on procedures or processes to reach to the outcomes. Then, individud employees rights can
be taken by measuring their perception on both outcome justice and procedura justice.

Relationa Ties(Membership)

Membership is the beginning point in OCB congtruct. Once the membership determined
by individua choices, it congantly changes so that it determines the strength of rdationd ties
between organi zations(employers) and individud employees. Thus, we can say that relationd
ties are the dynamic explanation of membership. However, they are different from employees
rights. While employees rights are based on individua subjective view about how much the
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organizationg(or employers) recognize employees rights as ther duties, reationd tie are
concerned about the rdationships between individud employees and employers(or
organizations). That is, while individua employees perception on rights depends on their one-
gded views, reationa ties depend on reciproca relationships between employees and
organizations. Thus, they contribute to explaining the dynamic process to ded with unequd
rights when inequdity happens between individua employees and organizetions. On the other
hand, relationd ties work as a mediaor linking individua perception on rights and citizenship
behaviors.

The relationd ties may have numerous types. JW.Graham(1991) categorized them into
four types by syntheszing the previous studies on membership : coercive relationship,
Gesdlsheft rddions Gemenshaft rdations, and covenantd rdationships. Gemenschaft
relations include nonrationd, affective, emotiond, traditiona, and expressve of socid actions
asin afamily. Gesdlschaft relaions comprise the rationd contractud, insrumenta, and task-
oriented actions, as in a busness corporation. Coercive reationships(Etzioni, 1975) are the
gpecid form of Gesdlshaft rdations, where some are obliged involuntarily to comply with term
st by others, as in daves. And covenanta relationships are characterized ty open-ended
commitment, mutual trust, reciprocity, and shared vaues. Graham (1991) asserts covenanta
relaionships are the most desirable relationships to enhance OCB. Covenanta relaionships
adso differsfrom asocid exchange which is based on agenerd notions of fairness, and from a
psychological contract which is based on an individud belief in areciproca obligation between
sdf and organization.

According to the logic of covenantd rdationships, reationd ties are not the fixed ones.
They are changing congtantly depending on mutud open-ended commitment, mutud trust,
reciprocity, and shared values between organizations and employees. Eventualy, the strength
of relationd ties gives affect to OCB respongbilities.

The gtrength of relationd ties can be measured by asking the employees organizationa
commitment to thelr organizations, because it is not the matter to ask organizations themsalves.
Generdly, the organizationa commitment questionnaire developed by Mowday et. d.(1982) is
used to measureit.

OCB Regponsibilities

Citizen respongbilities described in a geopalitical arena can be gpplicable as a guide to
identifying OCB. According to classca philosophy and modern politica theory, citizen
respongbilities are obedience, loydty, and participation(Aristotle, 1941; Cary, 1977, Inkedes,
1969, etc.). Each category focuses on a different facet of the interrelationship that citizens have
with another and their nation/state/community.

Obedience is respect for orderly structure and processes. Citizens are respongble for
obeying exiding laws, and the laws protect them, as well. For example, laws may require that
citizens pay taxes, drive on a designated sde of road, refrain from violating other’ s rights, and
at times even risk their lives in military service. Loydty concerns the expanson of individud
welfare functions to include the interest of others, the dtate as a whole, and the values it
embodies. This category includes uncompensated contributions of effort, money, or property,
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protecting or enhancing a state's good reputation in the eyes of outsders, and cooperating
with others to serve the common interest rather than seeking free rider.  In addition,
participation concerns participation in governance. The behaviors of this category include
devoting time and effort to the respongble governance, keeping well informed, sharing
information and ideas with others, engaging in discussons about controverdd issues, voting in
whatever manner is provided under the laws, and encouraging othersto do likewise,

The three categories described above can be gpplied into organizational settings
(Inkeles, 1969) as follows. organizationd obedience, organizationd loydty, and organizationd
participation. According to Inkeles, organizationd obedience is an orientation toward
organizationa structure, job descriptions, and personnd policies that recognizes and accepts
the necessity and desirability of arationa structure of rules and regulations. Obedience may be
demondrated by respect for rules and ingtructions, punctudity in atendance and task
completion, and stewardship of organizationd resources. Organizationa loyalty isidentification
with and allegiance to organizationd leaders and the organization as a whole, transcending the
parochid interests of individuas, work groups, and departments. Representative behaviors
include defending the organization againg threats, contributing to its good reputation, and
cooperating with others to serve the interests of the whole. And, organizationa participation is
interests in organizationd affairs guided by ided standards of virtue, validated by kesping
informed, and expressed through full and responsible involvement in organizationd governance.
This behavior includes attending non-required meetings, sharing informed opinions and new
ideas with others, and being willing to ddiver bad news or support an unpopular view to
combat groupthink.

On the other hand, organizationa participation is more complex. It can be dassfied
into three categories(Van Dyne, Graham, & Dienesch, 1994): socid participation, advocacy
participation, and functiond participation. Socid participation is aform of participation through
interaction with others. This includes attending meetings, engaging in positive communications
with others, and involvement in other affiliate group activities such as atending commemorative
occasons, community socia events, and public ceremonies. Advocacy participation is a kind
of participation, which describes innovation, maintaining high sandards, chalenging others, and
making suggestion for change. The behaviors, typicad of an internd change agent, target at
other members of an organization and reflecting a willingness to be controversd. And
functiond participation is related with persondly focused behaviors. The behaviors include
participation through performing additiond work activities, sdf- development, volunteering for
gpecid assgnments, and highly committed hard-working. They are typical of a dedicated
individud contributor whose commitment, sdf-development, and participation add vaue to the
functioning of the organization.

Highly responsible behaviors require a baance of obedience, loydty, and participation,
rather than focusing on one dimension at the expense of the others. That is, each dimenson is
highly correlated each other when OCB responsihilities are high.

To messure the five dimensons of OCB responshilities, this sudy adapted the
indrument developed by Van Dyne, Graham, and Dienesch(1994). However, it is
questionable if the scale is fit for explaining Korean employees citizenship behaviors, because
it was developed in adifferent culturd background from Korea. A study by Farh, Earley, and
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Lin, on “a culturd andyds of jusice and organizationa citizenship behavior in Chinese
society(1997)”, suggests that culturd difference works as an important factor for explaining
OCB.

Table 1 : Comparison of Western and Chinese OCB Scales

Western OCB Scale Chinese OCB Scale
Etic Dimensions
Civic Virtue | dentification with company
Altruism Altruism toward colleagues
Conscientiousness Conscientiousness

Emic Dimensions
Sportsmanship Interpersona Harmony
Courtesy Protecting Company Resources

Thus, rather than using the instrument as it is, this study conducted explanatory factor
andyds usng origind data and confirmatory factor andysis usng separately collected cross
vdidation data

Validation of OCB M odel

Data and Procedure

To vdidate the OCB modd, this study adapted aready developed scales and used
them with some modification: Niehoff & Moorman's fairness scde (1993) for employees
perception on ther rights, Mowday et. d.’s OCQ scae(1982) for relationd ties, and Van
Dyne, Graham, and Dienesch’ OCB scde(1994) for employees responsible behaviors.
Twelve sets of data totaling 603 employees collected, based on questionnaire response. Six
sets of these data were for the initid data collection, and the rest Six sets of data collected later
were for cross-vaidation of the instrument adapted here. The origind data sets included
respondents from a large commercid bank(N=208), an insurance company(N=97), a
software house(N=40), a pulp production company(N=137), a security company(N=24), and
a leasing company(N=97); three companies hire over 1,000 employees and the rests hire
below 500 employees. All data collected by random sampling method.

The cross-vdidation data collected from 100 supervisors from sSx companies, a
petrochemica company, a software house, a pharmacy company, a construction company, a
loan firm, and a metd production company. two of them hire over 1,000 employees, and the
rests hire below 300 employees.

In addition, the some demographic data on sex, tenure, education, and marita status, and
company sze collected for the comparison of OCB leve between large enterprises and SMEs
workers

A3-33



Eﬁ%A PEC Human Resource Management Symposium on SMEs

Vadlidation of OCB Modd
For the vaidation of OCB modd, this study follows the following procedures:

Fird, it conducted explanatory factor andysi(Varimax rotation) for the assessment of
the Niehoff & Moorman's fairness scde, Mowday et. d.’s OCQ scde, and Van Dyne,
Graham, and Dieneschh OCB scdle, respectively, using origina data. Based on  the result,
some items dropped from the origind questionnaire. It showed that there existed some
differences between Korean and Western employeesin their OCB factor structure.

Table 2: OCB Factor Structure

Order of Importance Western Employees Korean Employees
Factor 1 Loyalty Obedience
Factor 2 Obedience Advocacy Participation
Factor 3 Socid Participation Loydty
Factor 4 Advocacy Participation Functiond Participation
Factor 5 Functiona Participation Socid Participation

And second, it again conducted confirmatory factor anayss(Varimax rotation) for the
new instrument that was made based on the result of explanatory factor analys's, respectively,
using cross-vaidation data collected by second questionnaire. The result showed that dl the
three scales were vaid.

Table 3: The Resultsof Confirmatory Factor Andyds

Scde Chi-square | Degree  of | Probability GFI
Vdue Freedom level

Perception 29.053 34 0.709 0.917
on Rights

Relationa 7.135 9 0.623 0.964
Ties(OC)

OCB 5.019 5 0.414 0.970
Responghilities

Asthereault, it was possible to use the origind data for further andlysis. The mean vaue,
standard deviation, and rdiability(Cronbach’sa) of each variable was as follows
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Table 4: Mean, Standard Deviation, and Cronbach’'sa

Scde Vaiable Name Mean (7 Standard | Cronbach’'sa
pointsscae) | Deviation
Perception Outcome Jugtice 3.9798 0.9760 0.8409
On Rights Procedurdl Justice|  3.2998 1.1618 0.8168
Reationd Organizationa 4.7562 0.9936 0.8120
Ties(OC) commitment
oCB Obedience 5.3805 0.7864 0.9087
Responsibilities Advocacy 4.7956 0.8117 0.9072
Participation
Loyaty 4.6371 0.8777 0.7995
Functiond 4.5581 0.8155 0.7473
Participation
Socid 4.5152 1.0516 0.7141
Participation

And third, it conducted covariance dSructure andyds to assess the OCB mode
suggested in the above, usng maximum likeihood method. For this andyss, AMOS 3.61
verdon was used. On the other hand, to make the mode parsmonious, the unknown variables
such as persona characteristics(persondity and demographic variables), job characteritics,
and organizationa culture did not include in the modd. The possible unknown variables treated
aseror teremsin the Modd. The results of covariance structure analysis are asfollows:

Q.71

Outcome Justice “'""”'“nliggéH“ 1
A Q.18 S 0.41
. . 1
Relational Ties 0.35 ;
0.31 (Organizational » Obedience
Commitment)
v 0.62 0.69 V
Porcedural 011§__”.-~“""".”

Justice

Figure 2: Obedience Behavior Model
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0.98
Outcome Justice
A »| L 0.55
Relational Ties 037
0.31 (Organizational » Loyalty
Commitment)
v 0.62 0.69 _”_.H»..-Y
Porcedural 0.00.
Justice
Figure 3: Loydty Behavior Model
0.98
Outcome Justice
A el 0.35
Relational Ties 0.38 Advocacy
0.31 (Organizational > Participation
Commitment)
v 0.62 069 R
Porcedural 0.08,
Justice ’

Figure 4: Advocacy Participation Behavior Model

Q.71
Outcome Justice -, 012 ll
A 18 ) 0.53
Relational Ties 004 | Functional
0.31 (Organizational [l Participation
0.60 Commitment)
v 0.62 ) RRUREIR

Porcedural 0.12.

Justice ’

Figure 5: Functiond Participation Behavior Model
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0.98

0.71

Outcome Justice

A

0.31

0.62

v

Relational Ties
(Organizational
Commitment)

Porcedural
Justice

Social
Participation

0.62

Figure 6. Socid Participation Behavior Moddl

Thefit index of each OCB modd estimated by covariance structure andysisis asfollows:

Table 3: Fit Index of OCB Modd

Chi-Square
D.F(Degree of
M = AGFI NFI RMR
odel Freedom). G G
P(probability)
. Chi-square=1.475
m%d;mce D.F=2 0988 | 0939 | 0970 | 0020
p=0.478
Chi- Square=0.568
ﬁ:T\’iOCCi pataqion D.F.= 2 0995 | 0976 | 0990 | 0012
p=0.753
Chi-Square=0.157
kﬂog':;y D.F.=2 0984 | 0919 | 0986 | 0041
p=0.374
. Chi-Square=0.247
E;?fg‘;ﬁon D.F.=2 0980 | 0900 | 0932 | 0044
p=0.291
Sodial Chi- Square=0.603
rerticipetion D.F.=2 0995 | 0975 | 0991 | 0023
p=0.740
Reault

The result showed that the OCB Model was vaid and rdliable. Thus, we can get to define
organizationd citizenship behaviors as
corresponding to the rights encumbered by the belonging organizations. Moreover, we can
redlize that OCB is determined through the following process employees perception on
rights> relationd ties(OC)> OCB responsihilities.

individud members
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COMPARISON OF OCB BETWEEN SMESAND LARGE ENTERPRISES

Based on the OCB modd previoudy vaidated, we can get to compare the differences
of OCB between SMEs workers and large enterprise workers. Let us go to the andyss.

For that, besides the OCB variadles, this study included the other five variables into
andyss; sex, tenure, education, maritd datus, and company Sze. Here, multiple regresson
analyssand ANOVA are used.

Comparison of OCB leve

Basicdly, there exist some differences between Large enterprises and SMEs workersin
their OCB levd. The overdl OCB levd of Large Enterprise workers is higher than thet of
SMES, except advocacy participation. Among them, particularly the differences in functiond
participation and obedience are datidticdly sgnificant. The result of ANOVA on OCB
respongbilitiesis asfollows:

Table 6: Comparison of OCB Leve between SMEs and LES

Dimension of OCB Sze Mean S.D F-vdue P
Obedience SMEs 5.2542 0.7445 5.707 0.017*
Les 5.4265 | 0.7969
Loyalty SMEs 46170 | 08277 |0.115 0.734
Les 4.6444 | 0.8961
Advocacy SMEs 48659 |0.7174 | 1.651 0.199

Participation Les 47700 | 0.8427

Functiona SMEs 43975 |0.8084 | 8.629 0.003**

Participation Les 46168 | 0.8113

Socid Paticipation | SMEs 44493 |1.0330 | 0.863 0.353
Les 45392 | 1.0584

® Statistically significantin P < 0.05 level, ** statistically significantin P < 0.01 level

In addition, the other differences between SMEs and Large enterprises was found in
thelr duration of education and tenure, and the differences were sgnificant gaidicdly(in P <
0.05 leve). The detail structures of tenure and duration of education are as follows:
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Table 7: Structure of Tenure and Education

Large Enterprises SMEs
Duration of | High School Graduate 39% 16%
Education College Graduate 58% 78%
Over College Graduate 3% 6%
Tenure Beow 1 Year 5% 4%
1-3Years 18% 21%
4-6Years 22% 33%
7-9Years 23% 21%
Over 10 Years 32% 21%

Additiondly, there were some differencesin their sex, age, and maritd status, but they
are not significant.

Causal Factorsfor OCB Differences

In order to catch up the causd factors tha made the differences in functiond
participation and obedience, multiple regresson analys's conducted using OCB variaolesin the
state that company size, tenure, and education were controlled.

Table 7. Causa Factors for Obedience and Functiona Participation

Obedience Functiond
Participation
Company Size 0.043 0.085*
Duration of Education 0.058 -0.003
Tenure 0.224** 0.233**
Outcome Jugtice 0.097* 0.267**
Procedural Justice -0.279** -0.040
Relational Ties(OC) 0.427** 0.172**
R? 0.251 0.216
F-vadue 33.285** 27.222%*

* Satidicaly sgnificantin P< 0.05 levd,
** Setidicaly sgnificant in P < 0.01 leve

The result showed that outcome justice, procedura justice, and reationd ties Sgnificantly
affected obedience, and that outcome judice and reationd ties sgnificantly influenced
functiond participation. According to the questionnaire items, the detail influentia dements for
obedience and functiond participetion are as follows, respectively:
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Table9: Influentid Elements of Obedience and Functiona Participation

Factors Elements

Obedience | Outcome Justice Eva uation, Opportunity for development,
Compensation, Respongbility, Punishment.

Procedurd Justice Participation in decision-making, Grievance
system, Clearness of policies, Discriminated
personnel system.

Rdationd Ties Company satisfaction, Loyaty to company,
Pride to company, Self-confidence to
company’ s success, Congruence with
company’svaue.

Functiond Outcome Jugtice Evauation, Opportunity for development,
Participation Compensation, Responsihility, Punishmen.
Relationd Ties Company satisfaction, Loyaty to company,

Pride to company, Sdlf-confidence to
company’ s success, Congruence with
company’ s vaue.

On the other hand, when egtimating the differences between SMEs and Large
Enterprise workers in outcome justice, procedurd justice, and relationa ties, we could also
find out asignificant difference(in P < 0.05 leve) only in relaiond ties

Interpretation

Viewed from al the above andyss, compared with large enterprise workers, SMEs
workers relatively low OCB levd in their obedience and functiona participation apparently
derived from their low relationd ties. That is, SMEs workers seemingly have some problems
in their company satisfaction, loydty to company, pride to company, sdif-confidence to
company’ s success, and congruence with company’s value. However, it is hard to conclude
the problems are the matters of relationa ties themsalves. According to the OCB modd,
relationa ties are directly influenced by employees perception on their rights. Eventudly, ther
relatively weeker OCB is related with perception on rights in the belonging organizations. The
items of the employees' rights include the perception on evauation system, sdf-development
system, compensation system, control system, decison-making system, grievance system,
operationa system, personnel system, etc.

They ae the matters of their management sysem Then, SMEs workers OCB
problems are from their rdaivey fragile management sysem Thus, we can assert that, to
increase SMIEsworker’'s OCB leve, it ismost urgent to improve SMIES’ management system.
For that, the development of small but powerful management system is strongly required.

CONCLUSION AND DISCUSSION

This paper had two mgjor purposes. One was to suggest an OCB mode based on a
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new definition of OCB. The other was to analyze SMEs workers OCB problems and their
causes. To do them, this paper was indebted to Van Dyne, Graham, and Dienesch(1994), and
Graham(1991). However, thisis different from them in the following three things

First, this paper interpreted and specified the individua members rights into the
individud members perception on outcome justice and procedural justice. Marshdl’'s
typology on citizen rights, Greenberg's justice theory, and Folger’ s reative deprivation theory
back the logic.

Second, this paper suggested a nomological network based on OCB construct and
vdidated it with use of covariance structure andyss.

Third, this paper interpreted and specified the relaiond ties into the employees
organizationd commitment.

Fourth, this paper adapted the previoudy developed measurement ingruments by
Niehoff & Moorman(1963), Mowday et. d.(1982), and Van Dyne, Graham, &
Dienesch(1994). In addition, this paper used them by assessing with use of explanatory factor
andysis and confirmatory factor analys's, rather usng them directly.

About OCB Mode
The OCB modd as aprocess model may have the following advantages:

Fird, it will be possble to explain the dynamics of employees behaviora changes
sysematicdly. Thus, it is likely to contribute to the development of dternatives gppropriate
to the problems found by each step. For example, if adight problem happensin
the stage of employees perception on rights, we may suggest some dternatives after checking
up how much it affects the second and third stage. Without understanding the whole processes,
it may be hard to suggest an gppropriate dternative so that it will bring about the waste of time
and efforts.

And, second, it may be possble to reach the consstent results in OCB studies, by
bringing OCB varidbles together in a grand modd. The reason that some previous OCB
gudies had no consstent outcomes might be related with it.

However, this modd may have some limitations in induding diverse variables into the
modd, driven by searching for the parsmony of modd. We may consder including, for
example, persond characteristics such as personaity and diverse demographic variables, job
characterigtics, organizationd culture, and leadership style into the model.

On the other hand, the following two things thet found in the process of this study will
be suggestive for the future OCB study:

The fird one is that the OCB factor dructure reflects the characteristics of
organizationd or overdl society’s culture. Therefore, there might be some differences in their
OCB factor structure between Chinese and Korean, and between Western and Asian. This
tells that the development of OCB measurement instruments appropriate to their own culturd
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environmentsis required.

And, the second is that this study depends on some limited data collected from Korean
employees working for Korean companies. It requires generdization. For that, longitudind
studies and gpplications onto avariety of organizations are requested.

About SMEsWorkers OCB

The second purpose of this study was to analyze SMIEs workers OCB problems and
their causes by a comparison with large enterprise workers OCB. The andyss used
ANOVA and multiple regresson andlyss. The result by ANOVA showed that overdl the
OCB levd of large enterprise workers was rdlatively higher than that of SMEs workers and
that there exiged dgnificant differences between them in ther obedience and functiond
participation. In addition, their education and tenure were gnificantly different each other.

And the result by multiple regression andyss showed that the SVIES workers' rdatively
low OCB in ther obedience and functiona participation was influenced both by thar
organizationa commitment and by their perception on outcome justice and procedurd justice
in organizations. However, conddering the dready vaidated OCB mode (perception on
justice-->organizationd commitment-->0OCB responghilities), organizationd commitment are
directly connected to OCB responghilities, and the perception on outcome justice and
procedura justice precede organizational commitment. Therefore, SMES workers' relatively
low OCB in ther obedience and functiond participation is directly influenced by thar
organizetiond commitment; satisfaction to company itsdf, loydty to company, pride to
company, sef-confidence to company’s success, and congruence with company’s vaue.
However, their organizationd commitment is determined by their perception on outcome
justice and procedurd justice in the organizations. That is, the perception on evauation, self-
development opportunity, compensation, punishment, respongbilities, decison-meaking,
grievance system, policy operation, personnel system, etc. work for the causes of
organizationd commitment. These items are about management system. Then, the beginning
point of SMEsworkers OCB problemsis SMES rdatively fragile management system. Thus,
we can conclude that for SVIES prosperity, the improvement of SMES management system
IS most urgent.
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THE REGULAR AND PART-TIME MANPOWER PLANNING FOR A FIRM TO
OFFER INFORMATION SERVICE

ABSTRACT

The objectives of this paper are to explore the issues regarding applying regular
workers and part-time workers on customer information services via a
telecommunication network, to formulate relevant costs to analyze their relationships
with the level of customer services under the time dependent demand pattern, and to
construct a manpower requirement model. Moreover, a heuristics agorithm is
developed to solve the problem and an example is performed to illustrate the application
of the model. The result shows that the manpower requirement at peak hour and the
total cost paid by the firm for customer information service can be cut down by using
different combinations of regular workers and part-time telecommuters, though a small
amount of service delays will occur.
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INTRODUCTION

Today, the market condition faced by a firm is very complex and the level of
information service requested by customers raise sharply. Many firms focus on their
core business by changing organization structure so as to reduce unnecessary costs and
put themselves in an advantageous position Furthermore, people can communicate
each other easily via a variety of mediums due to the advanced information technology.
Accordingly, there are more service channels via which the firm can provide
information services to its customers, such as telephone service, internet service, service
by part-time workers or telecommuters, etc.

In practice, it is difficult for a firm to schedule the number of regular employees in
different time period so as to satisfy its customers information demand which are
usually with a dynamic pattern. The personnel cost will increase rapidly and there will
be many idle employees in the off-peak period if the firm uses the peak-hour demand as
a base to determine its manpower requirement. On the other hand, the service quality
during the peak period will deteriorate if the firm uses the off-peak demand as a base.
Compared to large companies, small and medium firms hold less resources such as
labor or capital, so that it is difficult for them to offer a sufficient number of employees
to serve their customers. Because the internet technology nowadays has advanced up
to support rapid interactions, using telecommuters who work at home to offer part-time
services in peak period has provided an answer for the firm to solve this problem. The
objectives of this paper are to explore the issues regarding applying regular workers and
part-time workers on the customer information service, to formulate the relevant costs,
to anayze ther reationships with the level of customer information service in a
dynamic demand pattern, and to construct a manpower requirement model.

Previous literature mostly focuses on the problem of establishing a work schedule
that satisfies the given manpower and service requirements and complies with
regulation and budget constraints. However, the scheduling problems considered in
the literature were much more general, and none of them dealt with issues such as
simultaneously determining the manpower and service demand leveling as concentrated
in this paper. Here are some references that are deemed important as they describe
methods or algorithms for the construction of efficient schedules in a particular area,
such as airline crew scheduling in Etschmaier and Mathaisel (1985) and in Desaulniers
et a. (1997), employee service scheduling in Bechtold and Showalter (1987), operator
scheduling in Segal (1974), nurse scheduling in Arthur and Ravindran (1981), toll
collectors in Byrne and Potts (1973), shift scheduling for banking operations in Davis
and Reutzel (1981), and telephone sales manpower planning in Gaballa and Peace
(1979). Howewer, there were a few literature dealing with both the determination of
manpower requirements and demand leveling, though none of them dealt with the issues
regarding employing part-time telecommuters. Nobert and Jacques (1998) construct a
freight handling personnel scheduling model at air cargo terminals for achieving cost
reductions and determining the number of employees at different period while
maintaining customer service levels.

The firms we focus here are those provide masses of information services or
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those with a customer information service department. In this paper, the customer
demand pattern is time dependent and with various service duration. Different degrees
of urgency providing for the customer service are aso considered. In this paper, we
explore the relationship among the service level the firm offers for customer
information inquiries and relevant costs paid for to achieve this service level. We use
the difference in time between time expected by customers and time actually offered by
firm to represent the time delay of customer information service and to represent the
service level. Several types of time differences are analyzed by using different penalty
costs to reflect their effects on the dissatisfaction or loss of customers. Moreover, the
relevant costs for the firm using various combinations of regular workers and part-time
telecommuters to offer customer information service at a certain service level are
considered. The costs we analyze include the salaries of regular workers and part-time
telecommuters, rent, commuting costs and other personnel costs for regular workers,
and information transferring costs and other costs for part-time telecommuters, etc.
From the viewpoint of economic efficiency, we formulate penalty costs for various time
delays of offering customer service and other relevant costs by analytical approach, and
then construct a manpower requirement model. Finaly, a heuristic algorithm is
developed to solve the problem and an example is performed to illustrate the application
of the moddl.

MODEL FORMULATION
2.1 Basic Characteristics

The type of customer service we concern here is mainly information service. The
customer request a service to the firm's service center through telecommunication
network (such as telephone, fax, or internet), and the service center responses this
request and provides the service via the same way. This is a common service type for
many firms to setup their telephone service centers or internet consulting centers.
Because the internet is available with lower and lower price today, more and more firms
attempt to build their service centers in internet to satisfy more customers inquiries.
In addition, it is unnecessary for the firm’'s employees to commute between office and
home due to no face-to-face service. Furthermore, the firm now may cut down total
costs by using part-time telecommuters to offer a part of customer information services
while maintaining the same service level.

The characteristics of the customers’ information hquiries we consider here are
with various time duration and different degrees of urgency. We explore the trade-offs
between service levels and other relevant costs for firms using different combinations of
regular workers and part-time telecommuters to povide their customers information
services, and then further analyze the manpower requirement at each time period. If
the service request from the customer is urgent, the firm must make a response rapidly
otherwise the firm may suffer the loss due to delay. On the other hand, if the request
from the customer is not urgent, a bit of delay is acceptable.

We assumes that the firm pursues the goal of minimizing total costs including the
penalty costs induced by the delays of offering services and other relevant costs paid by
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the firm to offer customers information service. The penalty cost is represented as
reduced revenue owing to the dissatisfaction or loss of customers who are unsatisfied
with the firm’'s information service response. Customer dissatisfaction comes from the
discrepancy between the time customer expect to start or to finish the service and the
time actually offered by a firm to start or to finish. Besides, the communication cost
for customers waiting online for a service is also considered. Other relevant costs
actualy paid by firmsinclude salaries for regular workers and part-time telecommuters,
rent paid for the floor area of the information center, the commuting cost for regular
workers, communication and transportation costs for part-time telecommuters, and the
cost for equipment purchasing. The saaries of regular workers involve the hedth
insurance premiums, retirement funds, and dismission funds. The rent paid for the
floor area of the information center used by regular workers and part-time
telecommuiters is affected by the site of the center. The accessibility costs are defined
as those paid by the firm’s workers to contact with the information center or access to
office. These costs are commuting costs for regular workers or transmission costs for
telecommuters to transfer information or commuting costs for telecommuters to go back
to office for meeting occasionaly. The equipment for regular workers is different
from that for part-time telecommuters, so the equipment purchasing cost will vary with
the number of regular workers and the number of part-time telecommuters.

2.2 Cost Functions

In this section, we will analyze and formulate each of all costs paid by the firm for
providing customer information services and explore interactions among them.

1. Penalty cost of service delays

We use the differences in time between the service starting time and the finishing
time expected by customers and those actually offered by the firm to represent the level
of service and define them as the delay of starting service and the delay of finishing
service, respectively. The losses due to the delay of starting service or the delay of
finishing service can be evaluated by giving various penalty costs for different types of
delays. The corcepts of delay are shown at figure 1. The two ends of white bar are
the starting and finishing time expected by a customer to accept a service, respectively.
And, the gray bar represents the length of service duration. There are three cases
possible while the service is processed. If the firm immediately replys the service
request of the customer, no delay will occur as shown by case 1 in figure 1. If the firm
can not reply the request immediately due to the shortage of available employees to
dispatch, the delay of starting service arises as shown by case 2 and case 3 in figure 1.
In case 2, there is no delay of finishing service even though there is a delay of starting
service. In case 3, there is a delay of finishing service since the starting time actually
offered by firm is too late.

Let c;, bethe number of customers who expect to start their services at i-th time

interval and to finish at j-th time interval and the duration of processing the request is k
time intervals. Assume that if the firm actualy starts the service at the time expected
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to start by the customer, it is certain that the time at which the firm actualy finishes this
service will be before the time expected to finish by the customer, i.e, i +k £ .

Let xitjk, t3 i be the number of customers who can be counted to c;, and

actually start to be served by the firm at t-th time interval. Then the following equality
is held.
a X =cy . " ik (1)

t

|:| The length of time actually spent to serve the customer

The time expected by

) The time expected by
customer to start service

customer to finish service

Three cases for service

R — o delay

case 2 |—|:|—| delay of starting service

case 3 | delay of starting service +
delay of finishing service
Figure 1. The concepts of delays of starting service and finishing service

There is no delay of starting or finishing service for the customer group X, ,
"t =i; while there will be some delay of starting service for the customer group X, ,
"t >1, and the delay timeis (t - i). Moreover, the total delay of starting service for
customer group ¢, can be represented as the sum of the product of the number of
customers who start to be served at each of different time intervals and their respective
delay time, that is

a (t- i) )

t

When the starting time at which the service is actualy offered by the firm is so late
as it affects on the finishing time of the service, the delay of finishing service may occur.
In other words, if the actualy finishing time t+k for customer group xfjk is later
than the time expected to finish the service by customers, the delay of finishing the
service occurs and the delay time is (t +k- j). On the other hand, if the actualy
finishingtime t+k isahead of j, then there is no deay.

When there exists a delay of starting service or a delay of finishing service,
customers will be unsatisfied with the service provided by the firm due to waiting.
Those who receive the service with delay may look at the service unreliable or even
suffer a loss for this reason. And then, it is possible that customers may give up the
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service or choose another firm’'s service as the next information request arises.
Assume the customer give-up rate is a probability and affected by the amount of the
delay of starting service and the delay of finishing service. Let Dl(h) and p, (h) as
the give-up rates for the delay of starting service and the delay of finishing service as
thedelay timeish. And assume these two give-up rates are independent of each other.
Then, the give-up rate for customer group >q‘jk is

P =p(t- i)+ plt+k- j)- plt-i)p,(t+k- j) ©)
andif t+k<j, p,=0.

Let the average potential revenue is ¢ dollars per service, then the penalty cost due
to delay for customer group x;, will be

Pi}k xxitjk X< ()
Though some of customers may still choose the services with delay, the firm’'s cash

flow may be dlightly postponed. However, since it is usualy negligible and therefor
could be neglected. Then, the total penalty cost for service delay is
ca a Pi ©)

ikt

2. Communication Cost for Customers Waiting Online for Service

As the firm serves its customers through internet, the cost for information
transferring must be paid and it equals to the product of the online time and the
telecommunication fee per unit time. The customer online time for service includes
the actually service duration k and the time waiting online which equals the delay time
of starting service. Let u be the telecommunication fee per unit time, which is affected
by the site of the firm, the condition of national information infrastructure and the
distances from the gite of the firm to those of customers. Then, the total
communication cost for customers waiting online for service can be obtained as

é u
& ko +a alt-i)xhw (6)
Bijkt ikt U

3. Salaries

The sdaries offered by the firm for their regular workers and part-time
telecommuters are usually different. The salaries for regular workers are mostly
constant with fixed work hours, such as pay per month or per week, and there are extra
benefits offered by the firm due to regulations, such as health insurance premiums,
retirement funds, and dismisson funds, etc. On the other hand, the salaries for
part-time workers are related to their working hours and a little extra allowance is aso
included. Assume each service requested by a customer is served by one worker and
only one. Then, it ought to be satisfied that the total number of workers at each time
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interva is bigger or at least equals to the number of customers in service a the same
time interval. The number of customers in service at time interval t, is equa to the
sum of the number of customers who enter the service system at time interval t and the
number of al customers who enter the service system before t but their requests have
not yet been finished by t. Therefore, the total number of customers in service at
interval t is

K rR AT W
n=1k>n
where
X' =Q X, "t
ijk
XL:éxitjk’ "tk
i]

Denote P, and P, as the periods of the time covered respectively by a
regular-working shift s1 and by a part-time working shift 2. Let e* be the number
of regular workers working at the regular-working shift s1, and esz be the number of
part-time workers working at the part-time-working shift 2. Then, the total number of
regular workers and part-time telecommuters at interval t should be greater than or
equa to the total number of customer in service at interval t, for al time intervals, as
shown by constrains below:

t-1
ae'+ gelsx+gax", "t 8)

s1:tl P, s2:t1 Py, n=1k>n

In general, the salaries paid by the firm for regular workers are related to the
number of regular workers employed by firm. Thus, it is important for the firm to
know the required number of regular workers to serve and fulfill the customers
information requests at each time interval. The total personshifts for the total
planning time T can be determined by the definition of e as g e. Let Sbe the
average number of shifts served by aregular worker, then we carsiobtain the number of
regular workers needed by firmis

Q sl
a e
sl

S

©)

However, if the number of customers information requests in different time
interval varies and appears in a peaking pattern, then the required number of workers
needed by firm to gervselz customers in different shifts will a'so vary and exhibit the same
peaking phenomeid@re, The maximal number of regular workers the firm can use at any
time intervals is = as ShO\é\ln in equation (9). If the required number of regular
workers needed by fitm at eachafedl time intervals is smaller than the maximal number,
then the firm can hire merely = regular workers to serve their customers. If the
number of regular workers needed at some time intervals exceeds this maximal number,
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the firm may hire the number of workers based on the maximal required number of
workers among for all shifts. Briefly, the total required number of regular workers
needed by firm for customer information serviceis

[o] sl
aeu

ms?( (ersl)’ slS

E =max (20

r

@D M D> D~
(oYY s

Let the average wage per regular worker be w, and the health insurance premiums,
retirement funds and dismission funds which are extra benefits offered by the firm is a
fraction of w. Denote this fractionby r, then the total salaries for all regular workers
are

E (1+r)w (12)

The salaries for part-time telecommuters are usually related to their actual working
hours. In genera, the firm must promise in the contract that part-time workers at |east
have a certain lower bound of working hours with a wage rate larger than the minimum
wage.. Part-time telecommuters who bear less workload still get a certain amount of
the minimal pay. On the other hand, the lower bound of working hours is an obligation
of part-time telecommuters that ensures the firm can obtain reasonable labor hours.
Assume both the lower bound of working hours and the minimal wage are satisfied, i.e.,
the working hours per part-time telecommuter are all greater than the lower bound of
working hours and the wages are all greater than the minimal wage. Then, we can
determine the total salaries for all part-time telecommuters by multiplying the total
working hours served by telecommuters by the average wage rate. Let the average
wage rate for 2 is sz , then the total salaries for part-time telecommuters are

a e;wy’ (12)
s2

4. Rent for the information service center

The regular workers we discuss here are those who commute to office to work, and
the part-time telecommuters are those who work at home. In general, the firm will not
subsidy the rent of floor area used at home by part-time telecommuters. Therefore, the
rent for the information service center will be mainly affected by the number of regular
workers. Denote the average size of floor area per regular worker by a,, and the rent
for the service center sited a j by p;. Assume that the shifts of regular workers do
not overlap each other, and the same office equipment and floor area alows to be used
aternately by different regular workers working in different shifts. So, we can set the
maxima number of regular workers among all shifts as the planning capacity, and the
rent for the service center used by regular workers will be

sl

a,p, max(e) (13)

Though the part-time workers work at home, but they need to go back to office for
training, re-training, meeting, or other activities occasionaly. The frequency for these
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activities is low, bu the firm still needs to prepare some space for them. Assume each
part-time telecommuter must return to office every n shifts, and al part-time
telecommuters return to office by b batches. Then, the number of part-time
telecommuters return to office per batch is

2 52
ac;
= 14
™ (14)
Let the average floor area used by each returned telecommuter is a, , then the rent
for the service center used by part-time telecommutersis
o]
ae
a,p; -2 o (15

5. Accessibility cost

We define the accessibility cost as the time cost and monetary cost paid by workers
for commuting or telecommuting to office. For regular workers, the costs are
commuting costs between office and home. For part-time workers, the costs are
telecommunication expense used for communicating with the information center and
the transportation cost for returning to office periodically. The accessibility cost
includes both the monetary cost and time cost for regular workers and part-time
telecommuters. The time cost reflects the opportunity cost of the time spent on
commuting or telecommuting and is measured by the value of time which is assumed to
be equal to the wage per hour. The wage rate is different between regular workers and
part-time telecommuters due to the different ways used to determine their salaries. For
each regular worker, the average wage rate can be represented as the total saary at
planning period divided by the total working hours, that is

W

é. t(Psl)

sis

(16)

where t(Psl) : the length of time covered by one regular shift si;

S: the set of al shits offered per regular worker.

The average wage rate for part-time telecommuters can be represented as the
average salary for each shift divided by the average length of time in one part-time shift,
that is

w2 /s2 <
sl S @
é.t(PSZ)/SZ s2 t PSZ)
s2

where t(PSz) : the length of time covered by one part-time shift s2.
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Assume the length of time in one regular shift is long enough so that it is
impossible for a regular worker to work on two continuous shift, i.e. the regular worker
ought to commute one round trip per shift. Let the average commuting distance of a
round trip per regular worker is d,;, and the travel speed is v. As each regular worker
works on S shifts, the total time cost for all regular workers used for commuting to
office will be

(18)

where d, v is the time spent for one round trip. Let the unit-distance
transportation fee isf. Then, the monetary cost paid by all regular workers commuting
to office will be

ErS(fdl) (19)

where fd, is the monetary cost spent for one round trip. Then, the total
accessibility cost for regular workers is the sum of the time cost and the monetary cost
used for commuting to office, that is

s 6
essh W gl (20)
év at(ra) E
sll's

Because the part-time telecommuters do the job at home via telecommunication,
the access time equals to the total time spent for communicating with office on line, i.e.,
it equals to the length of time covered by the total number of part-time shifts, so the
total time for al part-time telecommuters access to office via telecommunication will be

a e;t(Pe) (21)
2

Denote u as the unit-time fee for telecommunication, then the total monetary cost
for part-time telecommuters used for information transferring is

ug elt(r,) (22)
2

It must be noted, the accessbility cost for part-time telecommuter via
telecommunication only includes monetary cost but not includes time cost. The part of
time cost is pad as the saary for part-time telecommuters, therefore it cannot be
computed for avoiding double counting.

As described above, part-time telecommuters must return to office for specified
activities periodically, so the transportation cost for them should be counted. Let the
average round-trip distance for a part-time telecommuter traveling to office onceis d,,
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and the value of time is measured by the wage rate. é_e@é’ﬂse each part-time
telecommuter must return to office every n shifts, there are - round trips made
by al part-time workers for returning to office. Similar to edhation (20), the total
transportation cost for part-time telecommuters can be represented as

Q 52
a €,
s2

s2 ;
o (0]
28 Wo s (23)

n >§7xa32 t(Psz) (4]

6. The cost for equipment purchasing

Some communicating equipment is needed for the firm to serve their customers,
such as central process system, servers or personal computers, etc. The euipment
cost can be divided into two parts: one is the fixed cost, the other is variable cost which
is related to the number of workers. Because the regular workers are formal long-term
employees in the organization, the firm usually provides them equipment. On the
other hand, the firm generally does not provide part-time telecommuters the equipment,
but instead give a small amount of subsidy relating to their actual working hours. Let
the fixed cost for equipment is A, and the variable cost of equipmert purchased for each
regular worker is m". Then, the total equipment cost excluding the part for part-time
telecommuters will be

A+m'E, (29

where E, is the total required number of regular workers needed by firm for
customer service as defined by equation (10).

To compare the equipment cost with other costs at the same time base, let the life
of service in years for al eq%iargeaﬁbis b and the interest rate is g. Then, the
capital-recovery-factor is a=———-——_. Consequently, the equivalent equipment

cost spent over the planning per(%i‘] @)bn'dglys IS
T
A+m'E, [— 25
a[A+m r]365 (25)

As discussed above, the part-time telecommuter is not formal employee of the firm,
and generaly the firm will not provide them the equipment, but give a small amount of
subsidy relating to their actual working hours. Let mP denote the subsidy per
part-time shift, then the total amount of subsidy for part-time telecommuters’ equipment
is

m° g e’ (26)

2

2.3 Manpower Requirement Model

We can formulate here the manpower requirement model by combining each of all
cost functions and relevant constraints discussed in section 2.1. The mathematical
programming problem for the model is formulated as
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Min.
cd & Pioxt, + & & [k, + (- i)x, b
ijk t ijk t

+E, [L+r)w+Q ew?
s2

g
+a,p, max(efl)+a2pj Szn—b (27)
2 0 g e
d W - o P (=33 o) VVSZ O
+E,S¢t—o—— + fd, =+ ug et(P,)+ -2 25§ 2 +d,f T
Qvé.t(psl) 1+ s2 P ’ n V s t(Psz) ? B
8 sii s (1]
T o
+aA+m'E, [-——+m°Q e
e [z emde;
St @ X =Cy, "ijk (28)
t
2 sl 2 s2 t tél 2 t-n n
ae + ae*x+aax "t (29)
sl Py s2tl Py, n=1k>n
X' =8 X "t (30)
ijk
X=Xy, "tk (31
i
Pi = pt- i)+ pyt+k- j)- pylt- i)p,(t +k- j), "ijkt (32)
e [ S
e ae-u
— sl) s1 u
E, =max gﬂs?x ) S (33)
e $]
s1 s2

Xy, €', €, E areintegers

The objective function in equation (17) is to minimize the total costs including the
penalty costs for service delay, the communication costs for customers waiting online
for service, rent for the information service center, salaries, and accessibility costs for
regular workers and for part-time telecommuters, and the costs for equipment
purchasing. Constraint (28) specifies that customers in each of all customer groups
will be served while the time intervals at which customers are actually served may be
different. Constraints (29), (30), and (31) ensure that the number of workers working
a each time intervd is at least equal to the number of customers in service at the same
interval. Constraint (32) defines the probabilities of the give-up rates for the delays of
starting services and finishing services which are independent of each other.
Constraint (33) states the number of regular workers hired by the firm is large enough at
each of al shifts. The objective function (27) can be rewritten as

Min.
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e w + + ut(P. Y
Min. &%a CFijX X, + 8k, +éc es"“ >6i%a*p m&"{eﬁ) aAT* % (35)
wherta,p, max(es )+ 24T

o "7 365

=R +[k+(t- i)

+E,

—_—— —— —/

: (34)

1|]k

& QamT
C, = (L+r)w+SEt o+ fd, 220

vatlp,) :365
8 sis (4]
a,p, 1, o Wy 0
2w+ 2L (P, )+ = % P o+d,fT+mP
Cap =Wy b ut(P,, ) n:§V ?z't(P) 2 p m

The last term of equation (35) is a constant, so it can be omitted. Consequently,
the manpower model will be

Min. § acluk ik T CE, +ac ‘e +a,p, max(efl)
ijk t

ST} Xijk =Cjr ik
t

t-1
o g 0 2 t o o .
ae + ae*x+aax’”

sl Py s2tl Py, n=1k>n
Xt —_ 2 .t
=a Xijk
ijk
Xt —_ 2 .t
k—a Xijk
ij

P =p(t- i)+ p,t+k- j)- pilt- i)p,(t+k- )

é ae'u
£, = ma e e
e 9]

s1 s2

Xy, €', €, E areintegers

ALGORITHM

The manpower requirement model we formulate here is a NP-hard problem and the
integral condition in the model makes it a difficult problem to solve exactly in
polynomial time. Therefore, we develop a heuristic algorithm for this problem via
shift-by-shift basis. The Algorithm is described as follows:

Step 1. Count the number of customers being served at each interval under the condition
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of no ddlay.

Assume al customers of the firm can be served at the time they expect, i.e., the
equation below is true.

Xij = Gy forall t=i
X =0, foral tti

Because the duration of processing some service requests is longer than one
interval, the number of customers in service a each interva is the sum of the
numbers of those who enter in system at this interval and those who enter before
but not complete their serviceatt. That is
t-1
K +B AN
n=1 k>n

Step 2. Count the number of regular workers e for each of al shiftsin case that there
isno delay and no part-time telecommuter. That is

é 6! o u
S ot t-n% n
e =maxax tag a X g sl
e n=1 k>n u
[N

Determine the minimal number of regular workers E, which should be hired
by firm by:
a e
ax 51’ sl
le) =5

i

é‘D) D~

E, = max

(o g e ey e

<
8

Solve an initial solution via Step 1 and Step 2 and compute the total cost under the
condition of no delay and no part-time telecommuter.

Step 3. Construct a manpower requirement submodel based on the length of time of one
regular shift.

Step 3.1. Construct a submodel of sl-th regular shift, and set the number of
regular workers at the sl-th shift, the number of part-time
telecommuters at the corresponding simultaneous shifts, and the
number of customers actually served at the sl-th shifts as decision
variables, and set other variables as given.

Then, relax the integra condition in this model and solve the
corresponding LP problem. The form of submodel for the sl-th

regular shift is
. o O t t o} s2 g2 s1
Min. a a CpijXij + C.E, + a C;, e, +a,p; max(e, )
ijk tl Py s2 Ry
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[} t _ noe:
St. a Xiik = Ciji ijk
th Py

t-1
sl 2 s2 t 2 2 t-n w7
el+ ger3x+aax", "t p,
s2tl Py, n=1 k>n

Xy, €', €, E are nonnegatives

Step 3.2. Update the initial solution obtained in Step 2 by the result of the
submodel of sl-th regular shift. Then, return to Step 3.1 to
construct and solve the submode! of the (sl+l) -th regular shift.

Step 3.3 Repeat Steps 3.1 and 3.2, until submodels for all regular shifts in the
planning period T are solved.

Step 4. Round up the number of regular workers and the number of part-time
telecommuters at each of all shifts and round up or down of the numbers of
customers in service at each of al time intervals to obtain the solution.
Compute the total cost for this solution at the end.

EXPERIMENTAL RESULTS

We use an example to illustrate the application of the manpower requirement
model formulated in this paper. The study planing period is a week. The length of
time per regular shift is 8 consecutive hours and that per part-time shift is 4 consecutive
hours. Therefore, there are 3 regular shifts and 6 part-time shifts in a day. The
beginning times of regular shifts are OH, 8H, and 16H, and the average salary per
regular worker is 10000 NT dollars per week. The beginning time of the part-time
shifts are OH, 4H, 8H, 12H, 16H, and 20H. The average sdlary for the part-time
telecommuter with shift beginning at OH or 4H is 1000 NT dollars per shift, that for the
part-time telecommuter with the shift beginning at 8H or 12H is 600 NT dollars, and
that for part-time telecommuter with the shift beginning at 16H or 20H is 800 NT
dollars. In this example, we set 10 minutes as a time interval, so there are 1008 time
intervals during the planning period. All customers are categorized according to the
degrees of urgency and the duration of processing their information requests.
Regarding the duration of processing the request, all customers are divided into two
goups. One is those whose requests can be finished at the duration of single time
interval (k =1), and the other is those whose requests are finished at the duration of two
time intervals (k=2). There are also two customer groups with regarding to the
degrees of urgency. One is those whose requests are urgent and the firm must provide
their requests immediately, and the other is those whose requests are not urgent and a bit
of delay is acceptable. The give-up rates for the customer group whose information
requests are urgent are
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i 0 t-i=0 i 0 t+k-i=0
'0.04 t-i=1 f0.04 t+k-i=1
pl(t-i):!o.l6 t-i=2, pz(t+k-i)=¥0.16 t+k-i=2
:::0.36 t-i=3 :::0.36 t+k-i=3
1064 t-i=4 1064 ,t+k-i=4

And the give-up rates for the customer group whose information requests are not
urgent are

i 0 t-i=0 i 0 t+k-i=0
Lo t-i=1 Lo t+k-i=1
pl(t-i):!0.04 t-i=2, pz(t+k-i)=¥0.04 t+k-i=2
:::0.16 t-i=3 :::0.16 t+k-i=3
1036 ,t-i=4 036 ,t+k-i=4

Assume the numbers of customers who is inquiring information in each time
interval are distributed in a poisson distributions, then we can simulation the demand
data by assuming the appropriate values for parameters. For customers whose requests
can be finished by a single time interval, we assume the parameters of arrival rates for
those whose requests are urgent and not urgent as 5 and 6 person/interval, respectively.
For customers whose requests can be finished by two time intervals, we set the
parameters of arrival rates for those whose requests are urgent and not urgent as 5 and 6
person/interval, respectively. Other parameters for the model are assumed by inferring
and referring from the data in the reality and shown in Table 1.

Figure 2 shows the number of customers in service at each time interva with no
delay and no part-time telecommuter hired. The total personshifts of required regular
shifts is shown to be 969 person-shifts, and the number of regular workers must be hired
by firm is 162 workers when the average number of shifts served by aregular worker is
6 shifts during the study period. And, the corresponding total cost paid by the firm to
provide the customer information services during the study period is 2,270,290 NT
dollars.

Figure 3 shows the number of customers in service a each time interval by
applying the manpower requirement model we develop in the paper. The differences
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Table 1. The values of parameters used for the model

Vaiable Description Vdue
c |Theaverage potential revenue per service (NT dollar) 100
u |Thetelecommunication fee per unit time (NT dollar) 0.16
r  |Thefraction of wage for extra benefits offered by firm (%) 10%
a, |Theaveragesize of floor area per regular worker (nf/worker) 15
p, The rent for the service center sited at j (NT dollar/ nr) 11.635
a, |The average size of floor area used by each returned telecommuter 5
(mP/worker)

n |The average number of shifts during which each part-timg 10
telecommuter returning to office once

b |The number of batches al part-time telecommuter return to office 2

S |The average number of shifts aregular worker works on 6

d, |Theaverage round-trip commuting distance per regular worker (km) 20

d, |The average round-trip distance for a part-time telecommuter| 25
traveling to office once (km)

v |Theaverage travel speed (km/hr) 38

—h

The unit-distance transportation fee (NT dollar/km) 1.56

a |The capital-recovery-factor with the life of service in b=5 years and| 0.2374
the interest rate g=0.06.

A |Thefixed cost for equipment (NT dollar) 500,000

m" |The variable cost of equipment purchased for each regular worker| 20,000
(NT dollar)

mP |Thesubsidy per part-time shift (NT dollar/shift) 50

Figure 2. The number of customersin service at each time interval with no delay and no
part-time telecommuters hired.
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Figure 3. The number of customersin service at each time interval with allowing
delays of services and hiring part-time telecommuters.

between the number of customers at peak interval and those in off-peak interval are
shown to be markedly reduced as compared with those shown in Figure 2. The total
person-shifts of regular shifts obtained by our model is 708 personshifts and the
number of regular workers must be hired by firm is 118 workers as the average number
of shifts served by a regular worker is still 6 shifts during the study period. The total
person-shifts of part-time shifts is 100 person-shifts and equivalent to about 50
person-shifts of regular shifts. The manpower requirement by allowing delays and
hiring part-time telecommuters is shown to be cut down substantially. Consequently,
the total cost paid by the firm for providing customer information services via
employing both regular workers and part-time telecommuters as determined by the
model is 2,270,290 NT dollars. The saving is shown up to 661,400 NT dollars.

Regarding the delays of providing service, there are 6,674 customers served with
delay, and the average delay is 1.024 intervals per delayed customer, while the average
delay is only 0.311 intervals for all 21,976 customers. For those who are served with
delay, 28.5% of them are with urgent requests, and 71.5% are with non-urgent requests.
The result aso shows that the manpower requirement at peak hour and the total cost
paid by the firm can be cut down effectively by allowing delays of services and using
different combinations of regular workers and part-time telecommuters, though a small
amount of delays will occur to about one-third of total customers.

CONCLUSION

This paper develops a model on the manpower requirement of customers
information services which are provided by firm via the telecommunication network.
The demand pattern for information requests with various duration and different degrees
of urgency is considered. The paper explores the relationships between the level of
service the firm offering and the costs paid by firm to achieve this service level and then
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formulate relevant cost functions and construct a manpower requirement model for the
firm providing customers information services by employing different combinations of
regular workers and part-time telecommuters. Furthermore, a heuristic algorithm is
developed to solve the problem and an example is implemented to illustrate the
applications of the model. The results show that using part-time telecommuters to
offer a part of customer services will reduce both the problem of the worker shortage at
peak hour and the problem of workers idle at off peak. Moreover, alowing a small
amount of service delays will decrease the difference between the number of customers
who reguests a service at peak hour and those at off peak. These strategies provide an
answer for the firms that are burdened with heavy expense on customer information
Sservices.

We suggest that severa situations might be tested in the future via this model, such
as the situation where the number of customers requests is a each interval with alarge
variation, or the situations for the different sites of the information center. The effects
of the changes in the values of the key variables in the model such as the level of
service and relevant costs also can be examined by performing the sensitive analysis.
Finaly, the length of time interval for describing customers arrivals and service
duration also should be adjusted based on the characteristics of various services on
different types of industries.
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THE CHALLENGES AND THE OPPORTUNITIES OF ECOMMERCE AND
INTERNATIONAL SMEs, IMPLICATIONSFOR HRM IN APEC

ABSTRACT

Not all SMEs are the same when it comes to contributing to growth. OECD
research suggests that over 60% to 70% of economic growth and growth of employment
seems to come from about 10% of SMEs; the “entrepreneurial engine”. These SMEs
are characterised by fast growth. Growth rates of 50% pa or more are not uncommon
amongst such firms, and such rapid growth poses speciad HRM chalenges. The
emergence of the Internet economy (or Ecommerce) is nhow opening up significant
growth opportunities for some SMEs. To take advantage of these opportunities, SME
managers face another set of challenges - they need to be “born globa” and to be able to
grow globally, they need to understand the new E-economy and to be able to access the
technology of the internet, and they need to be able to access the finance necessary to
grow quickly. The biggest HRM challenge is at manageria level.

APEC is not homogenous; - of the 40 million or so SMEs in APEC, those best
positioned to take advantage of the window of opportunity offered by E-commerce tend
to be located in the more developed economies. The western, or Asian, half of APEC is
still struggling with the financial market problems and recession, while USA and
Australia are growing strongly. The USA in particular seems to have established
something of a virtuous circle of growth, much of it based on the “entrepreneurial
engine’, while most the Asian economies are struggling to swim away from a whirlpool
of debt and recession. It is important to the longer term success of APEC, and to
continued political support of APEC objectives, that Asia restart its entrepreneurial
engine, and is not left behind in taking advantage of the window of opportunity offered
by E-commerce. The potential for internationalised SMEs to add to the APEC economy
should not be underestimated. Estimates by the author suggest that greater structural
integration of APEC economies (offered by E-commerce and reduction of tariff and non
tariff barriers) will allow SMEs to increase their contribution to the APEC economy
relative to larger firms, and bring it more in line with that typically found in integrated
economies. Available evidence suggests that there is the potential for SMEs to add
about $1 trillion in trade and about $150 hillion in FDI per annum to the APEC
economy if structural changes allow a simpler, more business friendly, more integrated
APEC economy to emerge.

What can APEC do to help SMEs, especialy those in Asia, take advantage of the
opportunities offered by E-commerce? This paper seeks to address this question by:

1.  briefly revisiting work on the entrepreneurial engine;

2. outlining estimates of the potential economic benefits offered by SMEs
via greater economic integration and E-.commerce in APEC;

3. reviewing what APEC is doing with respect to E-commerce and SMEs;
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4. outlining the HRM chalenges associated with fast growth
internationalised, E-commerce SMEsS;

5. examining some suggested options for initiatives to meet these challenges
and realise the potential gains.
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1. THE ENTREPRENEURIAL ENGINE IN APEC

At amicro level, much of the debate on the contribution of SMEs to growth has
focussed on large versus small. This misses the point. Not al SMEs are equal when it
comes to contributing to growth. At a macro level it has been known for a long time
that most economic growth is attributable to TFP (total factor productivity)
improvement, not increased inputs.

Box 1 Schematic summary of the contribution of SMEsto development

overdl

contribution SME and SME FDI contribution

Source of contribution

Conventional Engine
Supply side— production
Increased factor input
capital investment about 25%  SMEs contribute about 40% - 60% of this.
SME FDI contribution is usually small but
probably can be increased by severa orders of
magnitude.

labour about 10%  SMEs have no mgjor impact, but may
increase effective use of labour force

intangibleinvestment  about 40%  SMEs employ around 40% to 60% of the
workforce, so they have amajor potential
impact on training.
SME FDI isamajor source of technica
training and productivity improvement.

Productivity about 25%  SMEs probably contribute about half of this.
SME FDI is an important source of
technology transfer and catch up.

Supply side - savings necessarty  SMEs employ over 50% of the workforce and
for are an important source of funds.
invesiment  SME FDI isasmall but useful source of
investment funds.
Demand side
Domestic SME wage payments make up over half of

GDP, so SME growth isimportant in
domestic demand expansion.

Export SMEs contribute about 35% or so of exports
in the Asian region, so they make a major
contribution to this growth engine.

SME FDI isusually export oriented, so it
increases the potential for exports.

Entrepreneurial Engine Most SME contribution to growth is focussed
in a relatively small proportion of fast
growing firms which start up and expand.

Fast growth firms SMEs receiving FDI generaly have higher
growth rates...

Adaptability and technology ...a higher propensity to apply technology and
training

Flexible exports ..and a greater willingness to increase exports

and to internationalise

Source UNCTAD 1998
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Although there are few attempts to decompose this TFP improvement by size of
firm, SMEs are generally assumed to contribute little because their average productivity
is only one third to one quarter of large firm productivity. Again, this misses the point.
Box 1 summarises the contributions to growth from a conventional engine point of
view, where growth depends on demand pull and supply push. Asillustrated in box 1,
SMEs have the potential to play an important role in growth. SME FDI (foreign direct
investment) is important because E commerce makes it easier for small firms to form
cross border alliances and share technology.

Not all SMEs are equal when it comes to contributing to growth. OECD research
suggests that over 60% to 70% of economic growth and growth of employment seems
to come from about 10% of SMES; the “entrepreneuria engine”. These SMEs are
characterised by fast growth. Growth rates of 50% pa or more are not uncommon
amongst such firms, and such rapid growth poses special HRM challenges.

Growth seems to be best explained by an interplay of three parts of the economy.
1. Small firmsand start ups.

There are many SMEs, - typically firms with less than 100 employees make up
over 95% of al firms, and most of these have less than 5 employees. Most of these
firms do not grow much, - they are best envisaged as small stores and “lifestyle “
businesses - and athough they often grow quickly (eg from one to two or four
employees) thisis not sustained. There is considerable “churning” of the population, so
many only survive for 5 to 8 years or so. This means that the net contribution to growth
is mostly a balance between exits and start ups. This balance changes for cyclical and
structural reasons, but usualy the addition of new SMEs contributes about 30% of net
growth at the most.

2. Fast growth Firms

Some firms are growth oriented - and successful in growing. As a proportion this
is only small; perhaps 20% to 25% of all SMESs are serious about seeking growth, but
only 5% are successful in actually achieving sustained growth. These firms seem to
contribute around 70% of all net job growth, though their contribution to value added
growth may be less. These firms are not necessarily SMEs, and may be a part of a
larger company (or may be taken over to become a subsidiary of a larger company).
Their growth path does not necessarily follow a consistent trgjectory, and the set of high
growth firms changes continuously. Many of these firms emerge from the pool of small
firms as successful start ups. Their success is often enhanced by entrepreneurs stepping
out of larger firms to “do their own thing”, and their success is dependent upon
management skill and finance that can sustain continued growth. Many of these fast
growth firms are now able to operate internationally.

3. Largefirms

Large firms typically have more than 500 employees and contribute at most about
30% of job growth, although they often contribute to job reductions, depending on the
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point in the business cycle, and depending on structural changes in the economy. A
significant proportion of these large firms are MNCs. Large firms employ half the
workforce and provide an important industrial infrastructure for start up and growth of
smaler firms. Larger firms are important at increasing the efficiency of smaller firms
by rationalising and providing efficient distribution channels, R & D sources and funds
for development.

The entrepreneurial engine

Figure 1 schematically summarises the interaction of these three main elements of
the entrepreneurial engine. All three elements are essential to entrepreneurial growth.

A second way of looking at the entrepreneurial engine is illustrated in figure 2,
which focuses on the entrepreneurial engine in Asa. What this shows is that all
entrepreneurs are drawn from the general population; there is a seedbed of potential
entrepreneurs of about 2 billion people in Asia. Of these, about 1 billion to about 1.5
billion would be of the age that we might expect them to be able to start a business.
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Figure1l Theentrepreneurial engine
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Figure2 Theentrepreneurial enginein Asia
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The seedbed of the population creates a garden of SMEs. In developed economies
we can expect there to be about one SME for every 20 people in the population, or
about 1 million SMEs for every 20 million people. In Asia the start up rates and
numbers of SMEs are less than occur in developed economies. Estimates of the number
or start ups and the number of SMEs are difficult to obtain for Asia. An approximate
estimate is that there are about 20 million SMEs in Asia, though many of these would
be small TVEs in China. This suggests that there are probably about 100 people per
SME, and that ideally there should be somewhere around four and five times as many
SMEs as there are now. For historical and structural reasons the number of SMEs is
much less than it should be in China, Indonesia and Vietnam.

If the garden has less plants growing in it than it should have, then we would
expect less trees to grow forth. Thisis the case, but some parts of Asia seems somewhat
further disadvantaged; there is a “missing middle”. Of the SMEs that do start, only
about 20% will really be growth oriented. The rest are important politically and as
lifestyle businesses, but they do not contribute much to net growth. That said, the sheer
start up of SMEs in China, Vietnam, Indonesia and some other economies could be a
very maor source of job creation and growth in the future in those economies.
Identifying which businesses are growth oriented is difficult, but a proxy is those that
have succeeded in expanding from small or micro size (usually about 5 to 10 people) to
a size where they are about medium sized (say 20 - 100 people), and thus have usualy
adopted some sort of formal management structure. In some Asian economies there is
evidence of a “missing middle’. This is particularly the case for Indonesia, as
illustrated by Table 1. Medium sized firms (with between 20 and 99 employees) tend to
be unrepresented - they make up only 8% of output in Indonesia. This can be contrasted
with similar frms contributing about 32% of output in Japan, and 41% in Chinese
Taipel.
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Table 1. The missing middle - Per centage contribution to output, employment and
structure, by size classin selected Asian countries- manufacturing

sm medi large ve n=
al and um 101- | rylarge
cottage 20 - 500 >5
<2 100 01
0
Japan 41
% establishments 74 21 3 1 5,109
% output 32 19 48
% employment 53 18 28
Singapore 4,0
% establishments 41 42 14 3 13
% output 3 12 26 59
% employment 5 26 27 44
Chinese Taipei 73
% establishments 96 3 1 0. 8,914
% output 25 16 20 1
% employment 46 18 16 39
20
Indonesia 1,6
% establishments 99 8 2 .0 | 00,000
% output 17 6 22 6
% employment 67 * * 55
33
*

Japan: - 1992 Small Business in Japan. Manufacturing only. medium is up © 300,
largeis 300 +.

Singapore: -1994 Manufacturing only . Census of Industrial Production.

Chinese Taipei (Taiwan): - 1991 Census of Industry and Commerce, figures are for non
agricultural sector. Micro sector isfor firms less than 30 employees, small is 30 -
99 employees.

Indonesia: - estimated - Manufacturing only, 1990. Applies to forma (ie registered
firms only). Estimated from BPS data and from Thee (1994) and Hill (1995) and
Basri (1994). * included in large category.

In developed ecoromies, the evidence suggests that the bulk of job growth, and
probably most value added growth, comes from only about 5% to 10% of firms that are
growth oriented and successful. These firms are not all SMEs, but many are small and
many are part of alarger network or grouping rather than being stand alone. They grow
quickly, so growth rates of 50% pa are not unusual, and they are increasingly
internationalised. Identifying these firms after they have succeeded is relatively ssmple,
but identifying them before they succeed is much more difficult; this is the essence of
the “picking winners’ problem facing many policy makers.
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2. ESTIMATESOF THE POTENTIAL ECONOMIC BENEFITSOFFERED BY
SMEsVIA GREATER ECONOMIC INTEGRATION AND E-COMMERCE
IN APEC

The potential for fast growing internationalised SMEs to add to the APEC
economy should not be underestimated. Estimates below that greater structura
integration of APEC economies (offered by E-commerce and reduction of tariff and non
tariff barriers) will alow SMEs to increase their contribution to the APEC economy
relative to larger firms, and bring it more in line with that typically found in integrated
economies. Available evidence suggests that there is the potentia for SMEs to add
about $1 trillion in tade and about $150 billion in FDI per annum to the APEC
economy if structural changes allow a ssmpler, more business friendly, more integrated
APEC economy to emerge.

We redly do not know how much trade and investment is carried out by SMEsin
APEC. The best available information (and that usually quoted in APEC documents)
suggests that:

SM Es contribute about 30% to 35% of APEC trade, and

SME FDI probably makes up less than 10% of FDI, but higher proportion of
Cases.

The figures for trade are from work done by the author for the OECD, set out
below. They date from nearly a decade ago now, and are based on a jigsaw of
information. No more recent estimates have been made. The figure usually quoted as
being an APEC figureisin fact an Asian figure - not an APEC figure, so the 35% figure
for SME trade is probably an overstatement when USA and other more advanced
economies in APEC are taken into account.
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Table 2 Structural contribution of SMEsto exports 1991-2

GDP $ US Exports Share of
millions as per cent SMEsin
of GDP total Exports
%

OECD

Denmark 121 695 27 M ~46
Finland 121 982 19 M 23
France 1167 749 18 M 26
Greece 65 504 12 19
Italy 1072198 15 53
Japan 3337191 12 135
Netherlands 278 839 47 26
Sweden 280 000 25 30
weighted contribution 4.3 26.1
Non OECD

PRC 435 000 21 40 - 60
Korea 285000 27 40
Indonesia 128 000 23 10.6
Chinese Taipei 210 000 44 56
Thailand 108 000 29 10
Malaysia 60 000 72 15
Singapore 46 000 138 16
Vietnam 14 000 7 20
weighted contribution 11.7 35.2

Source: OECD 1997
Note ~ indicate estimate only. M = manufacturing only. Exports are direct
exports by SMEs. This understates the true contribution of SMEs to
exports.

Weighted contribution. For exports is the sum of GDP multiplied by the
percentage of exports multiplied by the percentage of direct SME exports expressed
as a percentage of total exports. For GDP is the same figure expressed as a
percentage of total GDP.

SME FDI is much more difficult to estimate - though some work has been done
by UNCTAD (1998). Only two APEC economies, Republic of Korea and Japan, keep
any form of statistics on FDI by size of firm. None of the other APEC members keep
data on the size of the firm investing or keing invested in. The only figures which
might approximate SME FDI are based on approvals, not actual investment, and are
based only on approvals of a given amount, say, less than $1 million US. These can
only be obtained from economies which require registration of foreign investments, and
which then allow access to the data so as to allow a breakdown by size of investment.
This approach does not of course guarantee that the investment is by an SME. An
investment of $1 million may be being made by quite a large firm as part of a bigger
project (for example the installation of computer equipment in a refinery). Similarly
many SMEs may make significantly larger commitments. What figures are then
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available on “small package’ inward FDI - this is based on FDI approvals of less than
$US 1 million. The key points which emerge from this are that:

in terms of cases small package FDI makes up a significant proportion,
ranging from about 15% - 20% in Vietnam to over 60% in Philippines.

however, in terms of value, small package FDI does not loom very large in
the overall picture. It makes up as little as half a percent in Vietnam, and only about
2% to 10% by value in the Philippines. SME FDI flows from Korea make up about
20% of al outward FDI flows.

How much SME trade and investment should there be in APEC? This question is
impossible to answer except in some very broad brush terms. Two aspects need to be
distinguished:

. The first is growth of international activity by SMEs as a result of economic
gowth. UNCTAD evidence generaly suggests that, as a rough proxy, trade grows
at about double the rate of GDP growth, and FDI grows at about double the rate of
trade. Other things equal, and even if SMEs remain relatively under-represented in
international activity, we can expect the growth of SME trade and investment to
outstrip GDP growth.

The second is a structural change in the relative importance of SMEs versus
larger firms in international activity. The potential for gains here is much brger.
SMEs make up only about 30% of trade and about 10% of FDI, whereas they have
the potential to contribute nearly 50% of each.

Table 3 suggests that trade in APEC is likely to be about $3 trillion per year in
2000. If GDP in APEC grows at about 4% per annum, then growth in trade can be
expected to be about 8% pa, and SMEs should add about 30% of this, or about $80
billion per year.

How much could SMEs contribute to trade under idea conditions? In a fully
integrated economy SMES typically make yp about 50% of economic activity; that is
SMEs contribute about 50% of GDP and about 50% of investment. At present SMEs
seem to make up only about 30% or so of trade. If APEC exports are expected to be
about $3 trillion in 2000 (see table 2 below), then SMEs would make up only $1 trillion
of the total (or about 30%). If SMEs were to realise their full potential, then they should
contribute roughly the same as larger firms (that is about 50%, or about what they
contribute in a fully integrated economy), a about $2 trillion. This implies that if
SMEs reach their full economic potential, SME exports would double, from $1 trillion
to $2 trillion, and total export trade in APEC would expand by 30%, from $3 trillion to
$4 trillion. To put thisin perspective, an extra $1 trillion in trade each year is more than
the combined economies of Canada and Australia, and about double the equivalent of
al of Asean. It would be a significant addition to the APEC economy.
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Table 3 Importsand Exports 1990 - 1997 - APEC and the World

year world APEC % world APEC %
imports Imports APEC exports exports APEC
$ Trillion | $trillion $trillion | $trillion
1997 54 2.4 44 5.3 2.3 42
1996 5.3 2.3 43 5.2 2.1 40
1995 51 21 43 4.9 21 41
1994 4.2 19 44 4.1 1.8 42
1993 3.7 1.6 43 3.6 1.5 42
1992 3.8 15 39 3.7 1.4 39
1991 3.5 1.4 38 34 1.3 38
1990 3.6 1.3 37 34 1.2 35

Source: APEC, drawn from UN Monthly Bulletin of Statistics July 1998

Table 4 shows FDI flows in APEC. SMEs probably make up only about 10% of
these (or about $20 billion). If GDP in APEC grows at 4% then FDI islikely to grow at
about 16%, so the growth of SME contributions to FDI is likely to be about $3.2 billion.

How much could SMEs contribute to increased FDI in APEC under ideal
conditions? SMEs typically make up about half of all investment in an economy, but
across borders it is much less; SME FDI usually only makes up about 10% of FDI.
Table 4 shows that in 1996, FDI flows in APEC amounted to about $189 billion in
inflows and $166 billion in inflows. (Seen in perspective, FDI flows are less than one
tenth of trade flows in APEC, but typically trade flows are growing at about double
GDP growth, and FDI is typically growing at about double the growth in trade flows).
About 90% of this FDI (or about $168 hillion in outflows) is probably attributable to
large firms, and only 10%, or about $20 hillion in outflows, is attributable to SMEs. In
an ideal world, SMEs would be contributing as much as the large firms. This would
suggest that the potential is there for SMEs to increase FDI in APEC by about $150
billion per year. To put this in rough perspective, $150 billion is about the same as the
GDP of Hong Kong China or Indonesia. In itself it would be a significant addition to
the APEC economy, but FDI has strong multiplier and technology transfer benefits as
well.
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Table4 FDI flowsin APEC 1996

FDI inflows 1996 $m FDI outflows 1996 $m

Australia 6403 1343
Brunei Darussalem 9 0
Canada 6681 7543
Chile 3140 956
China 42300 2200
Hong Kong China 2500 27000
Indonesia 7960 512
Japan 220 23440
Korea 2308 4188
Maaysia 5300 1906
Mexico 7535 553
New Zedand 2928 -157
PNG 230 0
Philippines 1408 182
Singapore 9440 43800
Chinese Taipei 1402 3096
Thailand 2426 1740
USA 84629 84902
Vietnam 2156 1740

188975 165944

source: UNCTAD World Investment Report 1997 table B

In summary, we should expect that if commitments to reduced trade and
investment barriers are maintained then we can expect SMEs to add:

about $80 billion a year to trade in APEC; and
about $3.2 billion in FDI.

Similarly, were the APEC economies to achieve a level of integration where
SMEs can move as easily across borders as large firms (in effect achieving an almost
borderless economy) it would be possible for SMEs to add as much as about:

$1 trillion each year in additional economic trade; and
$150 hillion each year in additional investment.

Clearly the main gains will come from a structural shift which would enable
SMESs to operate in a more integrated APEC economy. How realistic is this?

On the one hand, it is unlikely that APEC will become a fully integrated economy
in the next 20 years, at least in the sense of the moves of the European Union to full
monetary union. The target might thus be discounted to reflect the political reality that
even with the best will in the world, and even by 2020, economic union in APEC will
be along way off. Even so, even if the figures above are halved, they till reflect a very
large potential gain which at present is being almost ignored.
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On the other hand, the rapid changes brought forth by E commerce and
globalisation mean that the potential for SMEs to contribute to the growth of the global
or regional economy is greater than ever before. It would be particularly shortsighted to
ignore this potential, and to not address any impediments that can be identified.

3. WHAT ISAPEC DOING WITH RESPECT TO EECOMMERCE AND SMEs
APEC has two main streams of activity:

1. TILF - Trade and investment liberalisation. This is implemented by
individual action plans (IAPs) put forward by individual member economies
in line with broader targets negotiated by a consensual process. The main
elements of these broader targets are to achieve free and open trade and
investment in the region by 2010 for industrialised economies and by 2020
for the developing economies.

2. ECOTECH - Economic and technical cooperation. This is mostly
implemented by means of a series of projects, undertaken by individua
economies or by groups of members working together. The main goals of
the ECOTECH program are to:

develop human capital;

foster safe efficient capital markets;

strengthen economic infrastructure;

harness technologies for the future;

promote environmentally sustainable growth; and

encourage the development and growth of SMEs.
There are three broad areas where APEC can contribute to SMESs:

1. Reduce barriers to trade and investment. Most of this TILF activity to
date has focussed on tariffs and investment guidelines.

2. Support SMEs in their efforts to become more internationally
competitive. The APEC Ecotech Agenda has a number of initiatives
focussing on SMEs.

3. Build a better business environment. Within APEC, improving the
business environment (for example, by seeking to harmonise regulations)
has been largely the responsibility of working groups such as
Infrastructure, Fisheries, Tourism, Trade Policy etc. SMEs are a cross
cutting issue in this context.
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APEC has no specific targets or objectives for SME activities, and the IAPs do
not set any specific targets. The SPAN document (Integrated Plan of Action for SME
Development), launched at the 1998 SME Ministerial, seeks to provide afocus for other
APEC groups to refer to when reviewing their activities. The intention is to encourage
a common framework for the development of SMEs though this is so broad as to be of
very little use in setting priorities at economy level or at APEC level.

The APEC 1999 Blueprint for Action on Electronic Commerce sets out the role
for government as being to:

Provide a favourable environment, including the legal and regulatory
environment, which is predictable transparent and consistent;

Provide an environment which promotes trust and confidence;
Promotes the efficient use of electronic commerce;

Become leading edge in the use of electronic commerce.

The first meeting of the Electronic Commerce Steering Group was held in New
Zedand in June 1999. The main work program focuses on:

“Paperless trading” (actualy electronic customs clearance and export
documentation and payment for goods). This is left ultimatey to
individual action plans.

Measurement of electronic commerce. At this stage this is limited to
encouraging meetings of experts, and sharing available information.

Researching the legal foundations for electronic commerce. This area
follows work by OECD and UNICTRAL, and mostly involves holding of
workshops.

Establishing readiness indicators, so that members can evaluate their
preparedness and position themselves for electronic commerce.

The APEC work complements and tracks the broader OECD work plans which

cover.

consumer protection;

privacy protection;

authentication and certification;

defining and measuring electronic commerce;

analytical work examining the economic and social impacts on SMES,

taxation issues;
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" delivery of government services;

= trade and market access, and electronic commerce in the next WTO
round:;

- development cooperation.

What is APEC doing with respect to SMEs and E commerce? The short answer is
nothing very specific.

4THE HRM CHALLENGESASSOCIATED WITH E-COMMERCE AND SMEs

The emergence of the Internet economy (or Ecommerce) is now opening up
significant growth opportunities for some SMEs. Much of the growth of China, Korea,
Chinese Taipel and Japan is directly associated with the success of their SMEs. The
challenge is to ensure that the next generation of SMEs can contribute to their full
potentia. From an APEC perspective, E commerce offers opportunities for firms,
especidly smaller firms, to move across borders, and to create a much more integrated
and seamless business environment. To take advantage of these opportunities, SME
managers face challenges - they need to be “born globa” and to be able to grow
globally, they need to understand the new E-economy and to be able to access the
technology of the internet, and they need to be able to access the finance necessary to
grow quickly. The biggest HRM challenge is likely to be at a managerial level.

No one really knows how the E commerce economy will evolve, especidly in
Asa where fixed line access and internet access is less common than in more
anglophone economies. In some scenarios, E commerce will radically alter the way
firms do business with each other, and with their customers. It will open up access to
global market places, and it is aready providing a flood of information and intelligence
to managers and customers. In other scenarios, E commerce will essentially just replace
the existing communication and transactions methods that firms use aready, albeit
making them cheaper and more efficient. People and firms will adapt, much as they
have already to the telephone, and to TV. There is some truth to both scenarios. Most
electronic commerce is business to business, and in most countries about 80% of money
has been electronic for 20 years or so. In economies such as France, where Minitel has
been in place for more than 15 years, E commerce has been the norm for many people,
and it has not radically altered the way people do business. On the other hand it is clear
that some internet based firms are growing quickly, and they are altering the ways in
which we can do and do business.

We can broadly hypothesise then that E commerce will offer opportunities to
firms on three main dimensions:

1. Cost reducing - eg E commerce will create opportunities to reduce costs
or improve efficiencies.
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2. Market enhancing - eg E commerce will alow direct access to customers
beyond a local market catchment, or will allow tailoring of products and
prices to specific customers.

3. Information, competitive intelligence and management enhancing - eg E
commerce will allow managers to identify opportunities, to track
competitors, and to build and manage aliances and globa network
arrangements much more effectively than hitherto possible.

The firms that can and do take advantage of al three will be the ones that
contribute most to growth. APEC is not homogenous - of the 40 million or so SMEsin
APEC, the firms best positioned to take advantage of the window of opportunity offered
by E-commerce tend to be located in the more developed economies. It is important to
the longer term success of APEC, and to continued political support of APEC
objectives, that Asia restart its entrepreneurial engine, and is not left behind in taking
advantage of the window of opportunity offered by E-commerce. E commerce will not
benefit, or impact on, al SMEs equally. It makes sense to identify priorities, and to
target scarce resources in APEC at where they will have nmost effect. Thisis the main
challenge.

In terms of the entrepreneurial engine framework developed in section 1, there are
about 1.5 hillion potential entrepreneurs and about 20 million SME managers in Asia
who need to be better informed about E commerce. This poses an amost impossible
HRM chalenge. However, the great bulk of about 80% of SMEs are mostly lifestyle
businesses which do not grow much or contribute much to growth. E commerce will be
likely have a margina impact on most of them, and the impact will be limited mostly to
the benefits passed on by larger firms and governments, for example by means of lower
transaction costs and better support services.

On the other hand, the biggest opportunities, and the biggest potential impact is
likely to be from those 20% or so of SMEs seeking growth, and more particularly the
5% of firms who redly have the potential to succeed and make a significant net
contribution to job and value added growth. As argued in section 2, the potential gains
here are quite large, but they are contingent upon firms being able to take advantage of
the opportunities to achieve growth by moving across borders. The challenge here is
still large, - in Asiawe are probably talking about 1 to 4 million or more SMEs and their
managers. The chalenge is not just an HRM one; there are many tariff and non tariff
barriers to be addressed, and the need to develop more efficient financial markets.
Asian financial markets are not yet developed to a point where they can support fast
growth firms effectively.

Figure 3 summarises the HRM challenges as along a scale, defined by the
entrepreneurial engine. Although all three main targets need to be addressed, it makes
more sense to attach a higher priority to targeting the fast growth SME managers; it isa
relatively smaller, more manageable target, and likely to lead to more immediate results.
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Figure 3HRM challengesand E commercein APEC - Asia

about 1 - 2 billion About 20 millionincreasng  about 1 million increasing to
to about 80 - 100 million about 5 million
General population SME managers Fast growth SME managers
Accessto internet, training Accessto internet, accessto  Accessto training on how to
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to use electronic specific aspects of E international firms, and
communicationsin business ~ commerce relevant to their ~ access to updated knowledge
and as customers business, and on how to of opportunities associated
identify business with E commerce as it
opportunities, and manage evolves
growth should they wish to
take advantage of those

opportunities

5. SUGGESTED OPTIONSFOR INITIATIVESTO MEET THESE
CHALLENGES AND REALISE THE POTENTIAL GAINS.

It is tempting to suggest that APEC should actively engage in gopropriate HRM
training to encourage more E commerce in SMEs. However, figure 3 above, clearly
shows that the task is smply too large for APEC to have much impact. What can
APEC redlitically do?

In section 2 it was argued that the potential gains from a more integrated, more
business friendly APEC are large. From an APEC perspective there are two prongs of
activity which are relevant to meeting the challenges associated with E commerce and
SMEs.

1. The first is breaking down barriers to a more integrated economy. This TILF
activity broadly breaks into tariff and non tariff initiatives.

2. The second is in providing or creating an appropriate supporting environment.
Thisis mostly ecotech activity.

5.1 Tariff and non tariff barriers

APEC’s main activity to date has been in addressing tariff barriers. For the most
part, tariff and investment barriers do not discriminate against SMEs, and SMEs will
benefit in the same way as large firms with the reduction in such barriers. Where SMEs
are suppliers to lrger international firms they will benefit in line with the expansion of
trade and investment. Where SMEs internationalise in their own right, they will also
gain from the reductions in complexity and administrative burdens associated with
reductionsin tariffs and investment controls.

However the real gain to SMEs (and to APEC) will now come with attention to
NTBs, especialy reductions in non border regulatory and administrative burdens,
because these pose special problems to small firms moving across borders and growing
quickly. Attention to these areas will allow SMESs to expand their international activity
relative to larger firms. This in turn means that the entrepreneurial engine will operate
more effectively at an international level, and it is this that generates most of the jobs
and weslth.
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Box 2 - The benefits of reducing impedimentsto SME trade and investment

As part of the APEC technoforum feasibility study, a survey was made of advanced
technology SMEs to see what initiatives would be most likely to benefit their firms. The
results do not pretend to be statistically reliable (they only represent about 50 firms), but
they are interesting nevertheless, if only because of the quality of the responses.
Respondents were asked to indicate how helpful they would find a list of initiatives (box
below). There is some commonality about the helpfulness of some issues, but on others
there is wide variation. They were also asked if the package of initiatives they regarded as
“very helpful” were to be implemented, then how much would that help them in expanding
their international activities.

List of initiatives

APEC isamultilateral organisation which seeks to encourage more trade, investment

and economic activity across borders. Please indicate how helpful each of the

following initiativesislikely to be in creating a better international business

environment in which to expand your business.......

*a. Faster reduction of specific tariff barriers

*b. Faster reduction of non tariff barriers

(eg unnecessary regul ations)

*C. Better access to government and large firm procurement for smaller international

companies

d. Increased efforts to reduce inconsistencies and differencesin industry and product
regulations

e. Better accessfor small firms to large firm EDI systems

f. Better access for small firmsto processes for developing industry standards for
specific products

g. Better protection of intellectual property rights

h. Dispute settlement procedures more suited to the needs of smaller companies (eg
faster, less legalistic)

i. Reduced restrictions on mobility of skilled staff

j. Development of regional international capital markets suited to needs of smaller

international companies

*Kk. More direct accessto APEC officialsto alert them to the needs of firmsin
emerging industries

*|. More opportunities for display of technology and products

m. More technology exchange and cooperation programs

n. Other (please specify)

* denotes regarded as being regarded as very helpful by a clear majority of respondents.

The initiatives regarded by almost all respondents as very helpful were “faster reduction
of specific tariff barriers and/or non tariff barriers’ (though not necessarily both together),
“better access to government and large firm procurement for smaller international

companies’, “more access for display of technology and products’, and “more direct access
to APEC officialsto aert them to the needs of firmsin emerging industries’.

For most of the other initiatives, te variation in helpfulness was quite wide - for
example, for some, access to internationa venture capital, or standardised EDI, is likely to
be very helpful, while for others these issues are of little or no importance.

The package of initiatives that the respondents nominated as “very helpful” would, in
their opinion, if implemented, be effective in increasing their rate of growth by somewhere
between 20% and above 50%. Although some were start up business, and thus had no track
record of sales yet, growth rate of turnover was between 10% and 30% pa.
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It is extremely difficult to make any quantitative assessment of the relative
importance of different barriers to SMEs, or of the likely effect of their removal on
SME activity, smply because of the lack of any reliable empirical information in
APEC. This is especialy the case for NTBs, and for improvements in business
infrastructure. Part of the problem is that “administrative costs tend to be hidden. They
do not usually involve actual money flows, but time lost in meeting administrative
requirements” Netherlands Ministry of Economic Affairs (1995, p5). The OECD is
currently undertaking work on the impact of NTBs and their effect on market
dynamism, entrepreneurship and business activities. Work to date clearly shows that
such NTBs do have a significant impact. Anecdotally, such NTBs may be responsible
for 20% or so of SME costs. To the extent that these are unnecessary, and to the extent
that they fall disproportionately on SMEs, they pose a significant barrier and
impediment. Box 2 sets out some limited empirical evidence from APEC on the likely
effect of addressing specific impediments. This suggests that the benefits may be quite
large for SMEs ready to take advantage of the initiatives, and may alow them to
increase their international activity by between 20% and 50%.

The problem is that we do not know what these impediments are when it comes to
E commerce and SMEs, and APEC has no ongoing process for identifying them. An ad
hoc project has been recommended at the Christchurch Ministerial, which requires
member governments to identify impediments and report back to the next meeting in
Brunei. However, because this is being done at a member economy level, and not an
APEC level, and because it is a one off exercise, it is hard to see how it will really help
much.

5.2 Supporting environment

The APEC SME PLG has tended to concentrate on this ecotech area. For
example the SPAN document seeks to build the capacity of SMEs, and to assist in their
adjustment, particularly through the key focus areas of financing, HRD, technology,
market access, and access to information. “Helping your Business Grow” summarises
the initiatives taken by APEC each year to assist SMEs. However most of these
initiatives are ad hoc and there is no monitoring of the effectiveness or impact of them
on SMEs in APEC (there is the usual process of administrative review of projects
within APEC, but that is more procedural).

5.3 What can APEC do?
It is perhaps useful to first look at what APEC cannot do:

=  APEC cannot engage in massive training programs, a least not on the
scale required to bring the required skills and knowledge about E commerce
to millions of people and managers,

= APEC is a consensus organisation, and it cannot impose conditions on
member governments. It is thus not possible to adopt and enforce a
comprehensive plan for implementing E commerce encryption standards for
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example, nor is it possible to enforce a code of practice for E commerce
consumer protection

Given budget and political constraints, what can APEC do to increase E
commerce usage in SMEs and amongst Asian SMEs in particular? From an HRD point
of view, APEC israther limited in what it can do. However it can take steps to

. facilitate private sector initiatives on enhancing E commerce:

" reduce impediments to fast growing international SMEs,

. provide indicators, benchmarks, and best practice information for
members to better evaluate the rate of acceptance and penetration of E
commerce.

5.3.1 Cooperate with private sector to increase access to advice on E commerce

Although APEC does not have the resources needed to make a significant
contribution to E commerce HRD training, APEC can ill play a useful role in
cooperating with the private sector to improve access to information and training on E
commerce. Two examples of initiatives which are aready on the table are:

» PECC is aready working in conjunction with IBM to develop and implement
training programs in Vietnam and Philippines (PECC 1999);

= At the Christchurch SME Ministerial, Ministers directed the PLG to examine the
feasibility of linking electronic information services for SMEs in APEC so that
thereisasingle SME friendly entry point, and to similarly provide a single entry
point for SMEs to data bases on tariff, non tariff and other requirements.

Further to these, it makes some sense to develop programs in conjunction with the
private sector organisations who are active in working with fast growing SMEs in the
region; venture capitalists, telecoms, 1SPs and internet companies, consulting and
accounting companies, etc. One of the benefits of such programs is that it gives more
direct interaction between government officials and private sector executives which
helps to give both sides a better understanding of the problems associated with rapid
change and rapid growth.

5.3.2 ldentifying and acting on impediments to E commerce

APEC can act as a point of focus for international business to express its concerns
about unnecessary impediments to economic and social development. Business is no
longer constrained by national borders. E commerce means that even small companies
can operate across borders, but when they do so they are faced with impediments.
Some of these impediments can be overcome if the firms have ready access to advice.
Some are more intractable and unnecessary. APEC can be a focus point for identifying
impediments, which in turn will help member states provide useful advice, and to
respond by addressing unnecessary impediments to E commerce. ABAC is nominaly
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the business contact point, but it has been less than successful in being representative of
business, and especially of small business.

Preliminary studies suggest that it is feasible to establish a self funded rotification
system, in conjunction with existing business or industry organisations, such as
chambers of commerce and the like. An APEC Noatification System or ANS, could be:

A mechanism to identify areas in APEC where there are unnecessary
regulations or impediments (especially non tariff barriers) to the development
of business,

A mechanism to help identify practical suggestions for ways that APEC and
member economy governments can develop a better business environment;

Business initiated, sponsored and run;

Equally accessible to large and small businesses, but providing a cost effective
means for SMEs to have their voice heard in international areas,

Non confrontationist and non legalistic - ANS need not act as a lobbyist, but
might smply seek to identify problems and raise general issues.

How might it work? Individua firms could lodge a notification, which might be a
specific complaint or a more general suggestion. This would be lodged with an ANS
agent. A notification lodgement would cost a nominal amount, which might go partly
to ANS and partly to the ANS agent. An ANS agent would usualy be an industry
association such as a Chamber of Commerce. Once lodged the notification would be
sent on to the ANS central point. The notification could be in two parts; a part which
identifies the lodging firm and agent, and a part which sets out the issues. Only the
latter part need be sighted by the ANS central point; the document will be identified
only by a reference code, so anonymity is provided to the lodging firm. The ANS
central point could then carry out an initial brief review, and then depending on the
nature of the issue it may do any or al of the following.

1. request more information and clarification, or make suggestions as to other
approaches that might be adopted in dealing with the problem;

2. pass the notification on immediately to appropriate authorities in the relevant
economy for their information (ANS will not act as a lobbyist);

3. refer the information to a panel of exerts to review and to maeke genera
recommendations to APEC (ANS will not recommend on specific disputes or
act as alobbyist);

4. suggest to APEC that a more general review be initiated to address major
iSsues or emerging issues.

ANS would request a response from APEC or from the relevant government.
ANS could report back to the relevant ANS agent, who would then report to the lodging
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firm. Each year ANS would provide a summary of the nature of lodgements and
actions taken. This report would be likely to attract considerable media attention. Most
of this could be done electronically and at relatively low cost. The administrative
processes of the ANS could build on and complement existing facilities; it would not
require any substantial new infrastructure. Preliminary feasibility studies show that its
operations could be self funding, although start up would require some additional
funding.

5.3.3 Better indicators on SMEs and E Commerce

Improved indicators are part of the APEC E commerce group’s target activities.
The APEC SME Indicators Project (Hall 1998) has shown that it is feasible to improve
the quality and accuracy of information available to decision makers and policy makers,
and that this can be done cost effectively. Being able to track the level of penetration
and use of E commerce, and the level of E commerce training and access is important
for member economies to decide on priorities for support services. At present it is
amost impossible to benchmark these indicators against other economies.

Further E commerce itself might offer ways of better tracking SME activity in
APEC. The emergence of electronic commerce, especiadly in conjunction with web
based sales supported by post and courier, will have far reaching consequences for
SMEs and their ability to penetrate international markets. At present it isnot at all clear
how the regulatory and reporting regime for Electronic Commerce will evolve.
However, it seems likely that for tax purposes, all E-commerce transactions will need to
be reported in some way, ard in a way that links them to an identifiable entity. This
offers the potential to track the participation of SMEs in Ecommerce, and their role in
international E-commerce.

CONCLUSION

APEC is limited in what it can do to foster E commerce, and is especially limited
when it comesto HRD. However, there is arelatively narrow window of opportunity to
develop a base of fast growing E commerce firmsin Asia. The growth of E commerce
in Asia has been impeded by the Asian dowdown, and by the lack of fixed line access
to the internet. The potential gains in of a more integrated, business friendly APEC
economy are large. Most of these gains will come from structural changes which
increase the relative importance of SMEs in the international economy. E commerce
will help achieve these gains more quickly than they would otherwise be able to be
achieved, but only if APEC makes continuing efforts to

" identify and address impediments, especialy at non border non tariff
impediments.
" work with the business sector and private sector to make it easier for fast

growth SMEs to grow quickly and internationally.
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TEMPORARY EMPLOYMENT IN USSMALL AND MEDIUM ENTERPRISES:
PATTERNSAND DETERMINANTS

ABSTRACT

This paper examines the factors that influence US small and medium enterprises
(SMESs) use of temporary workers. The objective of this paper is to explain how the
use of temporary workers allows SMESs to achieve staffing flexibility, lower labor costs,
obtain specialized services, and deal with union pressure. To test these hypotheses, |
identify features of jobs, organizations, and environments which are likely to predict the
use of temporary workers.

Data for this research come from the 1991 National Organizations Study. These
data on employers yielded information on around 1700 jobs. Most andysis was
conducted using logit and tobit models that included extensive controls for occupation,
industry, and region.

The results pertaining to the use of temporaries are mixed with respect to the main
hypotheses. Evidence shows that temporaries are used to achieve staffing flexibility
that is provided by part-time workers and that is facilitated by decentralizing the
decision making on using contingent workers; and they are used more by firms that face
union pressure. On the other hand, temporaries are less likely to be employed in jobs
where labor costs such as pay and training cost are high; and they appear not to be used
to obtain specialized services, because in general temporaries lacked such speciaized
skills.

The above findings provide some practical implications for SMES human
resources management practices, particularly for contingent labor deployment.
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INTRODUCTION

Recently public attention has been drawn to the "temping" phenomenon, the
growing contingent work arrangements including part-time, temporary, and
subcontracting work in American workplaces. Conspicuous headlines such as "the
temping of America’', "disposable workers', and "just-in-time employees' have been
ubiquitous in the press. The growing contingent workforce has also become a pressing
topic and a main concern of corporate America (Callaghan and Hartmann 1991; Nollen
and Axel 1996).

Generally speaking, contingent workers are people with little or no attachment to
the organization for which they work. When and how much they work depends on the
organization's need. Their work schedule is irregular and usualy they have no job
security and no implicit contract for continued employment. Furthermore, contingent
workers usually earn less and are less likely to receive fringe benefits than workers in
comparable full-time jobs (Polivka and Nardone 1989). In practice, contingent
workers can be hourly part-time employees, temporaries from staffing companies,
direct-hire temporaries, workers from leasing companies, or independent short-term
contractors (Nollen and Axel 1996). Due to space consideration, this paper focuses on
temporary workers only.

Temporary employment has grown rapidly in recent years. Data from the
Bureau of Labor Statistics (BLS) for the help supply services (temporary help) industry
constitutes a basis for what is known about temporary workers. This industry, which
supplies temporary workers to client firms, has been growing very fast. The
employment share of the help supply services industry among nonfarm employments
rose from below 0.3 to 1.8 percent between 1972 and 1994. The number of workers
employed in this industry grew 8.4 times larger between 1972 and 1994 (from less than
214,000 to 2,002,000) (U.S. Department of Labor 1995: 32-33).

Following the rapid growth of temporary employment, there have been some
studies about temporary workers, but thus far there are only few studies examine factors
that facilitate or impede employers use of temporary workers and, moreover, thereis no
research investigates different patterns of temporary employment for various sizes of
enterprises. This research thus focuses on the pattern of temporary employment and
explores factors that influence temporary employment in US small and medium
enterprises (SMEs)?.

The reasons for using contingent employment have been considered from several
perspectives: staffing flexibility (Abraham 1990; Abraham and Taylor 1996; Callaghan
and Hartmann 1991; Nollen and Axel 1996), employment costs (Abraham 1990;
Cadlaghan and Hartmann 1991; Davis-Blake and Uzzi 1993; Pfeffer and Baron 1988),
specialized services (Abraham 1990; Abraham and Taylor 1996; Harrison and Kelley
1993), and union avoidance (Davis-Blake and Uzzi 1993; Pfeffer and Baron 1988).
An illuminating way to learn why employers use contingent workers is to study the job,

1 SMEsr refer to the enterprises whose number of employees are |ess than 500.
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organizational and environmental correlates of reasons that have been proposed by
major researchers (Abraham and Taylor 1996). Through such analysis, we can obtain
a better understanding of what sort of job is more likely to be externalized, what type of
organization tends to use contingent workers and what kind of environment paves the
way for contingent workers.

The paper is organized as follows. The next section reviews the literature and
discusses the theoretical and empirical expectations surrounding the reasons employers
give for using contingent workers. The third section describes data, measures, and the
empirical design. The fourth section gives the empirical findings and analysis about
the determinants of employers use of contingent workers. The last section provides a
summary and discussion.

REASONSWHY SME EMPLOYERSUSE TEMPORARY WORKERS

There are four main reasons SME employers give for their use of temporary
employment arrangements: to increase staffing flexibility, to reduce labor costs, b
acquire specialized services, and to avoid unionization.2 In the next severa sections,
the corresponding job-related, organizational and environmental indicators of each
reason are specified and then testable hypotheses are formul ated.

Increasing Staffing Flexibility

Since the 1980s, new economic conditions have increased the variability and
uncertainty in demand for products and services. In order to respond to cyclical or
unpredictable variations in demand, employers need freedom to vary the number of
work hours and the size of workforce; this type of flexibility is known as the numerical
flexibility (Rosenberg 1989; Rubery, Tarling and Wilkinson 1987). In this light,
contingent workers are the best choice for employers to achieve numerical flexibility.
Employers can add or subtract the number of workers as needed, and thus avoid the
added cost of idle people during slack times and the extra cost of overtime during peak
periods (Nollen and Axel 1996). Therefore, if an important reason for firms to employ
contingent workers is to rapidly adjust the number of workers because of fluctuation in
demand, then the number of contingent workers an employer needs would be
determined by the size of the workload fluctuations.

Previous research has provided some evidence that higher variation in production
and employment levels increase the use of contingent workers. Mangum, Mayall, and
Nelson (1985) found that the use of temporary workers was positively associated with
the instability of product demand as measured by employment change. Abraham
(1990) reported that both the seasonal and cyclical variation in an organization's demand
affect the use of temporary workers. Based on the preceding discussion, | predict:

2Besides these five main reasons, there are some other reasons reported by various sources: filling in for
absent employees, screening a candidate for future employment, inability to find regular workers and
easing management tasks. Due to data limitations, | cannot construct variables for these reasons.
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Hypothesis 1. There is a postive relationship between the extent of variation in
industrial and organizational employment levels and the use of
temporary workers.

Researchers have argued that transformed organizations often build participation and
enpowerment into their organizationa structure, both by pushing decisions to the lower
levels of the organization and by breaking down boundaries across departments through
the use of teams (Appelbaum and Batt 1994; Osterman 1994). The use of contingent
work arrangements is related to the transformed organizations because contingent labor
force is used to buffer core employees from job loss in such transformed work systems
(Abraham 1990; Abraham and Taylor 1996). Through this link, | connect the degree
of decentralization of decision-making on using contingent work arrangements to the
actual use of contingent workers, and predict:

Hypothesis 22 The more decentralized the organizational decision-making structure is,
the more likely the organization will employ temporary workers.

Reducing Labor Costs

Since the 1980s, new economic conditions have increased the variability and
uncertainty in product demand, expanded and internationalized the domain of markets,
and influenced firm market shares. These new features of competition in combination
with the experience of severe and recurring recession have caused employers to become
very sensitive to all types of costs, especialy labor-related costs. These factors have
pressured organizations to cut labor costs, to achieve greater flexibility in the
employment of their workforce, and to change organization boundaries by shifting some
costs of production to contingent workers. In this respect, contingent employment
arrangements seem to fit employers broader strategy of cutting labor costs and boosting
organizations competitiveness. contingent workers are less expensive than regular
workers because their pay and benefits can be lower (Carre 1992, Parker 1994).

Using contingent workers can save on labor costs in two ways. First, the use of
contingent workers can reduce employment costs, such as payroll, fringe benefits
expenditure, and training costs. Second, many employers believe that dismissing
regular employees and using contingent workers as replacements is the most effective
way of reducing costs. Therefore, labor costs related to the use of contingent workers
can be studied from these two perspectives. employment costs, and downsizing action.

Employment Costs

Contingent workers normally receive lower pay than regular full-time employees
and are usually excluded from the available fringe benefits. In addition, through
contingent employment arrangements, employers can reduce or eliminate overtime and
save on expenditures associated with various aspects of employment such as recruiting,
training, and even firing workers (Abraham 1990; Appelbaum 1987; Callaghan and
Hartmann 1991; Parker 1994). Since data on the cost of other aspects of employment
practices were not available, | limit my discussion to training costs only. Therefore,
my discussion of employment costs focuses on pay, fringe benefits and training costs.
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Pay. A mgor reason employers hire contingent workers is to minimize expenses
associated with regular workers. Since contingent workers generally receive lower
pay than regular employees, employers are tempted to use contingent work
arrangements to reduce employment costs if the high pay level of certain jobs has been
amain concern.

Research on the earnings of contingent workers has found that contingent workers
earn less than regular workers. Using data from the Bureau of Labor Statistics,
Callaghan and Hartmann (1991) found that temporary workers earned about 75 to 80
percent of what wage and salary workers earned during the 1980s.

Other researchers also have found a connection between the pay level and use of
contingent work arrangements. Studying contracting arrangements in manufacturing
industries, Harrison and Kelley (1993) reported that a higher wage level in the work
force they studied increased the likelihood of subcontracting. Abraham and Taylor
(1996) found that wage saving is a key factor in contracting out tasks in three out of five
types of services they studied. Thus, | predict:

Hypothesis 3 The higher the level of pay for a job, the more likely the organization
will use temporary employment arrangements.

Fringe benefits. Fringe benefit costs for regular employees are a substantial part
of employment costs, thus employers are motivated to avoid fringe benefit costs by
using contingent workers. The U.S. Chamber of Commerce's annual employer survey
shows that non-wage payroll costs have increased from 28 to 38 percent of total payroll
between 1969 and 1989 (cited in Calaghan and Hartmann 1991, p. 26). From BLS
data on benefit, wage, and total compensation costs per hour, Callaghan and Hartmann
(1991) found that between 1970 and 1991 employers payments for various fringe
benefits grew from 20 to 28 percent of total compensation for employed workers (p.
26).

Some researchers have related fringe benefit costs to the use of contingent
workers. Abraham and Taylor (1996) argued that the soaring cost of health insurance
during the 1980s may well have strengthened employers incentives to contract out tasks
to firms not offering health benefits. Davis-Blake and Uzzi (1993) found fringe
benefits did not affect the use of both temporary workers and independent contractors,
but they noted that this finding may be due to their use of an industry-level fringe
benefit measure, which may not be a good indicator of a firm’'s fringe benefits level.
In contrast, Mangum, Mayall, and Nelson (1985) reported that firms with higher fringe
benefits used more cal-ins and temporary-help service employees, whereas they found
no effect of fringe benefit levels on the use of direct-hires. Based on the above
reasoning, | predict:

Hypothesis 4: The higher the level of fringe benefits in an organization, the more likely
the organization will use temporary workers.
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Training costs. Facing increasing economic competition and uncertainty, many
employers are using job training to cope with rapid changes in technology, industrial
restructuring, market conditions, and demographic shifts (Knoke and Kalleberg 1994).
Organizational formal training involves human, physical and financial resources, hence
expenditure on training constitutes a substantial part of employment costs. In addition, it
takes time for employers to recoup training costs. Hence, organizations tend to retain
those employees with forma training. Williamson (1979, 1981) offered a similar
argument: employers with firm-specific skills will pursue a long-term employment
relationship with regular employees to avoid losing the investment in high training costs.
Davis-Blake and Uzzi's (1993) findings that firm-specific training had a negative effect
on the use of temporary workers supports this line of argument. | thus infer that if a
job involves high training costs, employers will try to retain the regular employees with
organizational-specific training and will be less likely to replace the employees with
contingent workers; the accompanying hypothesis is:

Hypothesis 5 Jobs involving higher training costs are less likely to be filled by
temporary and contracting workers.

Downsizing (Controlling Headcount)

For many employers, the Bstest and easiest way to reduce costs is to dismiss
workers. At the same time, with several recessions still fresh in their memories and
the ongoing 1990-1991 recession, employers are reluctant to hire regular workers
(Parker 1993). Under such conditiors, downsizing has been increasingly used as a
strategic move toward cost-saving. Although it has not been verified that controlling
headcount through the use of contingent workers can save costs, many employers have
followed the downsizing trend. They believe that controlling headcount can contain
costs and do not consider contingent workers as part of headcount (Nollen and Axel
1996).

One mgor problem downsizing organizations have to face, especialy those
which turn to temporary or contract workers as substitutes for regular employees, is that
they are most likely to use a considerable number of contingent workers. Nollen and
Axel (1995) found that "downsized companies often find themselves in this predicament
when large numbers of employees are terminated without controls in place to protect
vital jobs and prevent a massive talent drain. Seeking an immediate solution, such
companies then bring back former employees and temporaries to fill in the gaps’ (p. 43).
This measure brings in a work force of so-called "permanent temporaries’ (Nollen and
Axel 1995: 43). Considering that downsizing organizations use contingent workers to
prevent atalent drain, | predict:

Hypothesis @ Organizations that have downsized within the past year will be more
likely to use temporary workers than those that have not downsized.

Acquiring Specialized Services

The need for specialized services is another essential reason why organizations
adopt contingent work arrangements.  Acquiring specidlized talent has gained
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importance in an era of downsizing and restructuring. Organizations may sometimes
find that they do not have the specialized equipment or skills in-house needed to
produce a product or deliver a service. Therefore, they have to turn to outside
providers--either temporary or contract workers--to perform the specialized tasks. The
situation can be either due to the considerations concerning the economies of scale in
the provision of the specialized services in question (Abraham and Taylor 1996), or due
to organizational strategic concerns (Harrison and Kelley 1993). This reason for using
contingent workers includes tow organizational correlates: economies of scale, and
product/service diversity.

Economies of Scale (Establishment size)

Contracting arrangements for a particular job may indicate that an organization
cannot economically maintain the specialized equipment or skills in-house. In addition,
firm size is sometimes used to indicate the extent of economic scale. Therefore, small
organizations would be more likely to contract out for this reason (Abraham and Taylor
1996). Harrison and Kelley (1993) held a similar argument regarding subcontracting
behavior in terms of their machining production sample, but their indicator of the scale
of machining operations is employment in those occupations at the establishment,
which is different from establishment size. Although both arguments are focusing on
contracting arrangements, similar reasoning can be applied to temporary workers.
Because large firms have alarger pool of employees than small firms, they are likely to
have employees available to meet temporary skill or service needs.

The argument that large organizations are less likely than small organizations to
use temporary workers has been partially supported by past research. Davis-Blake and
Uzzi (1993) reported that larger establishments were less likely to use temporary
workers than small ones. In contrast, Mangum, Mayall, and Nelson (1985) reported
that large organizations were more likely than small organizations to use temporary
workers, based on a bivariate relationship.

Based on economies of scale, | infer that:
Hypothesis 7: Larger organizations should be less likely to employ temporary workers.
Product/Service Diversity

As product/service diversity increases, the employer will be more likely to
encounter the need for greater capacity or for more specialized skills or tools that cannot
be easily accessed in-house. Outside subcontractors may have specialized skills or
equipment that the organization needs. Therefore, product/service diversity increases
the likelihood of subcontracting out (Harrison and Kelley 1993). Harrison and Kelley
(1993) verified this argument in their empirica study on manufacturing industries.
Jobs requiring specialized skills or equipment generally involve high complexity.
Specialized subcontractors might be able to meet the job requirements, but temporary
workers are less likely to fit into such jobs. Davis-Blake and Uzzi (1993) found that
temporary workers usualy fill in low skill jobs. Thus, | infer that the impact of
product/service diversity upon the use of temporary and subcontracting workers will be
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different and predict:

Hypothesis 8: The greater an organization's diversity of product/service, the less likely
it is that the employer will use temporary workers.

Avoiding Unionization

One main argument on the effect of unionization upon the use of contingent
workers is that of union avoidance. While public discussion did not pay much
attention to it, supposedly one of the main reasons for the use of contingent work
arrangements is to allow organizations to remain union-free or to weaken incumbent
unions. It is generally believed that contingent workers are difficult to organize
because many contingent workers either do not stay with the same employer for
extended periods, or because they work for more than one employer, conditions that
leave them at a disadvantage in organizing and mobilizing collective action for their
own welfare. Moreover, contingent workers are generally separated from and
excluded by the regular employees because some employers use contingent workers to
put pressure on regular employees (Parker 1994; Pfeffer and Baron 1988). Hence
employers can hamper unions through contingent work arangements since contingent
workers are inherently more difficult to organize and are often in tension with the
organized regular employees.

This line of reasoning implies a positive relationship between the use of
contingent workers and the intensity of union pressure, because as union pressure
increases, employers are more likely to utilize contingent workers to remain unionfree
or to weaken incumbent unions. Based on this discussion, | predict:

Hypothesis 9 The intensity of union pressure in an organization will be positively
associated with the organization's use of temporary workers and
subcontracting.

DATA AND MEASURMENT
In this section, | discuss the data and measurement of this research.
Data

The main data used in this research come from the 1991 National Organizations
Study (NOS) (Kalleberg, Knoke, Marsden and Spaeth 1991), which consists of data on
727 employers of the respondents and their spouses in the 1991 General Social Survey
(GSS). The NOS concentrated on the establishments human resources policies and
practices. Items asked about current staffing procedures, internal job ladders and
promotion chains, job training programs, and employee benefits and incentives.
Additional items gathered basic information about each organization's formal structures,
social demography, environmental situation, and productivity and performance.
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Unit of Analysis

In order to take the job heterogeneity in the NOS into consideration, | created a
job level data set which concatenated information of the three jobs, core, GSS and
managerial jobs, which were collected by the same sequence of questions. By doing
so, | transformed the organizational data set into a job-level data set and made job the
unit of analysis in this research. As a result of this procedure, the sample size was
increased from 727 to 1701.

M easur ement

Variables used can be broadly divided into two groups. dependent and
independent variables. For analytica purposes, independent variables were further
classified into two categories, study and control variables. Table 4.4 reports the
definitions, means, and standard deviations of all the variables used in this paper by
three levels--job, organizational and environmental.

Dependent Variables

Use of temporary workers (coded one if temporary workers were used for the job
and zero if not) and the extent of using temporary workers were examined at the job
level of analysis. The two measures of temporary work arrangements are based on the
same question repeated for three jobs: “About what percentage (of CORE, GSS or
MANAGERIAL workers) were temporaries?’

Independent Variables
Independent variables are divided into two groups: study and control variables.
Study Variables

Four sets of variables will be constructed to measure job, organizational, and
environmental indicators of the following four reasons for using contingent workers:
increasing staffing flexibility, reducing labor costs, acquiring specialized services, and
avoiding unionization.

(1) Increasing staffing flexibility

Organizational variation in employment was measured as the standard deviation
in an organization's employment of full-timers and part-timers within the past one and
three years. Industrial variation in employment was measured as the coefficient of
variation of monthly employment in various industries over the period from 1989 to
1990. The data come from the BLS “Employment and Earnings’.

(2) Reducing labor costs

Three measures of employment costs are constructed. The pay level of ajob is
what most persons in that job earned annually in the organization. Fringe benefitsis a
scale based on 13 items of various benefits including medicare, dental care, life
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insurance, sick leave, maternity leave, elderly care, flexible hours, cash or stock bonus,
pensions, profit-sharing, drug and alcohol abuse programs, disability insurance, and
child care. Training costs is a logged expenditure measure representing the training
budget divided by the number of persons trained.

Two binary indicators of downsizing are used: if an organization has ever cut the
number of full-time or part-time employees within the last year, then it is considered a
downsizing organization.

(3) Acquiring specialized services

Organizational size is defined as the natura log of an establishment's full plus
part-time employees. The indicator of product/service diversity is based on employers
evaluations of their organizations performance in developing new products, services or
programs.

(4) Avoiding unionization

No specific NOS survey item asked informants to estimate the degree to which
the workforces in their establishment were organized by trade unions. Severa items
that did appear in the survey, however, are indicative of the presence of organized labor,
and these were combined into a union pressure scale3. These indicators are well
correlated with one another, so the scale has an estimated reliability (Cronbach's alpha)
of 0.82.

Control variables

Several variables were included to control for human capital, occupational,
organizational, governmental, industrial, and geographic factors that were likely to
affect the use of contingent workers.

In my research, human capital variables are features of a job (rather than of a
current employee) since only job information was available in the NOS data.  In order
to control for gender effect, the percentage of female employees of a certain job is
included. To control for the effects of skills required to perform a job, severd
measures of occupational complexity from the Dictionary of Occupational Titles (DOT)
including information (data), interpersonal (people) and technical (things) complexity;
specific vocational preparation (SVP); genera educationa requirements (GED); and
some adaptability and aptitude measures were combined to create two job complexity
measures.

Whether an organization is profit or nonprofit could cause fundamental

3 Marsden, Cook and Knoke (1996) inferred the presence of a union when informants told interviewers
that formal training was offered by virtue of provisionsin union contracts; when union negotiations were
said to be an important criterion in the determination of earnings of core or GSS employees; or when it
was anticipated that union relations would be a problem for the establishment over the three-year term.
These indicators were combined into the union pressure scale
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differences in practice patterns. To control for organizationa type, | included an
indicator variable for nonprofit organizations.

Organizations which were regulated by the government ought to be responsive to
the concerns of the government. Government agencies have become more concerned
about the well-being of contingent workers recently (Belous 1989; Davis-Blake and
Uzzi 1993). A scale measuring the intensity of governmental regulation was used to
control for the effect of governmenta regulation upon the use of contingent workers.

Some researchers (Abraham 1988, 1990; Abraham and Taylor 1996; Davis-Blake
and Uzzi 1993; Mangum, Mayall, and Nelson 1985) have suggested that the use of
contingent workers varies by occupation, industry, and region. Using 1980 Census
occupation codes, six binary variables for occupational categories were created: (1)
managerial, (2) professional and technical, (3) sales and administrative support, (4)
service, (5) precision production, craft, and repair, and (6) operator, fabricator, |aborer,
farming and fishing. Binary variables for nine industries were created based on
three-digit SIC codes. (1) agriculture, forestry and mining, (2) manufacturing, (3)
construction, (4) infrastructural activities (transportation, communication, and utilities),
(5) trade (wholesale and retail), (6) finance, insurance, and real estate, (7) professiond
services, (8) personal services, (9) public administration.

To control for regional effect, four regiona binary variables were added to the
models: East, West, South, and Midwest (which serves as the omitted category).

Missing values

In order to preserve cases, | replaced missing values of these variables with the
means of nonmissing values. However, if cases had missing values on the dependent
variables, they were dropped from an equation.

Empirical Design

This section is an overview of the empirical design for studying the determinants
of the use/extent of use of contingent work arrangements.

Statistical M ethods

One problem that has not been commonly recognized in research on contingent
employment is the censored dependent variable problem--variables whose actual values
are not observed for alarge proportion of the cases. One of the dependent variablesin
this research, the proportion of temporary workers in a particular job, is censored. A
Tobit analysis is thus appropriate for these data (Maddala 1983; Winship and Mare
1992).

When the research focus was switched to whether or not an employer uses
temporary workers for a specific job, the logistic model was applied because the
dependent variable was binary.
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ANALYSS

Table 1 reports the definitions, means, and standard deviations of the variables
used in this paper. Pooling al jobs together, | found that 6 percent of the jobs could be
filled with temporary workers for these SMES. The mean percentage of temporary
employees for all kinds of jobs was 2 percent. | examine determinants of whether an
SME employer uses temporary workers or not in this section. Table 2 presents the
results from the logistic models representing whether or not temporary work
arrangements are used for al jobs together. Each model includes the control variables
and the group of study variables associated with a particular perspective. The
perspectives and the corresponding model titles are "Increasing Staffing Flexibility"
(Model 1), "Reducing Labor Costs' (Model 2), "Acquiring Specialized Services'
(Mode 3), "Avoiding Unionization” (Model 4), and an integrative model (Model 5).

Determinants of the Use of Temporary Workers

Employers use contingent workers to increase staffing flexibility, to reduce labor
costs, to acquire specialized services, and to avoid unionization. Based on the results
from Model 1 through Model 5 in Table 2, | had the following findings:

Increasing staffing flexibility. As predicted, organizational fluctuation of
part-time employment was important for explaining the use of temporary workers and
had a significant positive association with the use of temps. This finding aso implies
that in deciding the use of temps for a particular job, employers resort to past
experiences of employing part-time workers. The significant and positive coefficient
of decentralization indicator support the hypothesis that the more decentralized the
organizational decision-making structure is, the more likely the organization will
employ temporary workers.

Reducing labor costs. Contrary to usual predictions, employment costs such as the
pay level and training cost (per trainee) of a job had a negative effect on temporary
worker use, while the fringe benefits measure was not a significant predictor. This
result did not support the common argument that the primary motivation for using
contingent workers was to save on employment costs; otherwise, the increase of costs
should have driven employers to use more temporary workers. One possible
interpretation of these negative coefficients is that many of the jobs analyzed were
central to the organization’s success and were performed by workers who are more
difficult to replace. If employers have invested high costs in rewarding and training
such employees, they are less likely to replace those employees with contingent
workers.

As predicted, one of the downsizing indicators, organizations having downsized
their part-time employees, was strongly related to the use of temporary workers. The
positive coefficient here showed that organizations which had laid off part-time workers
were more likely to use temporary work arrangements.

Acquiring specialized services. | found that both measures indicating the extent
of specialization of functions, size of employment and organization’s diversity of
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products/services, were significant predictors.

An organization’s employment size was positively related to the probability that it
used temporary workers. Although it was not anticipated that the size variable would
have a positive coefficient, the result is consistent with Mangum, Mayall, and Nelson's
(1985) findings. This result implied that larger organizations are more likely to
employ temporary workers.

As anticipated, product diversity had a significant negative effect on the use of
temporary workers. One interpretation is hat product/service diversity creates the
need for specialized expertise which generaly involves high complexity, but temporary
workers were less likely to fit into such jobs because in genera they lacked the
necessary specialized skill. This finding supplemented Davis-Blake and Uzzi’ s (1993)
findings that temporary workers usually filled jobs low in skills.

Avoiding unionization Union pressure, as anticipated, had a positive effect on the
use of temporary workers. This evidence supported the union avoidance argument, i.e.,
as the union pressure increased, employers were more likely to use temporary workers
to remain union-free or to weaken existing unions.

Control variables In general, control variables had the expected signs, though
some of them were not statistically significant. Occupation generally had no effect on
the use of temporary workers except for the managerial occupation that also served as
the managerial job indicator. Moreover, the highly significant and negative coefficient
of the managerial job indicator indicated the extremely low usage of temporary work
arrangement for managerial jobs. Nonprofit organizations seemed to be more likely to
employ temporary workers. Temporary work arrangements were more frequently used
in professional and personal service than in manufacturing industries. | also found
temporary workers were used less frequently in the East than in the Midwest.

Deter minants of the Extent of Employers Use of Temporary Workers

This section analyzes the determinants of the extent of using temporary workers.
The following discussion on the determinants of the extent of using temporary workers
is based on Table 3, and is arranged under the headings as the previous section.

Increasing staffing flexibility. As in predicting whether an employer used
temporary workers or not, organizational fluctuation of part-time employment was
important for explaining the extent of using temporary workers. As predicted,
part-time employment variation had a significant positive association with extent of use.
This finding implies that in deciding the degree of temping for a particular job,
employers resort to past experiences of employing part-time workers,

Reducing labor costs. Asseen earlier, in the logit analysis, the pay level of ajob
and training cost was significant and negatively associated with the extent of using
temporary workers. In contrast, the fringe benefit indicator was not a significant
predictor. Again, these results did not support the common argument that the primary
motivation for using contingent workers was to save on employment costs. Instead, if
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employers had invested high costs in rewarding and training those employees, they were
less likely to replace them by contingent workers.

Downsizing indicators predicted the extent of using temporary workers in ways
that are similar to their prediction of the use of temporary workers. As predicted, one
of the downsizing indicators (organizations downsizing their part-time employees) was
strongly related to the extent of temporary worker use. The positive coefficient here
showed that organizations which had laid off part-time workers were more likely to
increase their use of temporary work arrangements.

Acquiring specialized services . Similar to the result for whether or not an
employer used temporary workers, both measures indicating the extent of specialization
of functions for an organization were significant. An organization’s employment size
was positively related to the extent of using temporary workers. This deserves further
investigation.  Product/service diversity, as anticipated, had a significant negative
effect on the extent of temporary worker use; this implied that temporary workers were
less likely to fit into such complex jobs because in general tey lacked complex
organization-specific skills.

Avoiding unionization Union pressure had a positive effect on the extent of using
temporary workers. This evidence supported the union avoidance argument.

Control variables Occupation generally had no efect on the use of temporary
workers except for the managerial occupation. The higher the percentage of female
workers for a job, the stronger the extent of using temporary workers. More temporary
workers were used by those organizations in the personal service industry than in others.
One area indicator was significant; the extent of temping was less serious for
organizations in the East.

SUMMARY AND DISCUSSI ON

This paper draws on theories from organizational sociology, economics, and the
sociology of labor markets to examine the factors that influence US SMES' use of
temporary workers. The objective of this paper is to explain how the use of temporary
workers allows SMEs to achieve staffing flexibility, lower labor costs, obtain
specialized services, dea with union pressure, and improve employees commitment
and competence. To test these hypotheses, | identify features of jobs, organizations,
and environments which are likely to predict the use of temporary workers.

The results pertaining to the use of temporaries are mixed with respect to the main
hypotheses. Evidence shows that temporaries are used to achieve staffing flexibility
that is provided by part-time workers and that is facilitated by higher degree of
decentralization on the decision making of using contingent workers; and they are used
more by firms that face union pressure. On the other hand, temporaries are less likely
to be employed in jobs where labor costs such as pay and training cost are high; and
they appear not to be used to obtain specialized services, because in general temporaries
lacked such specialized skills.
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The above findings provide some practical implications for SMES human
resources management practices, particularly for contingent labor deployment.
However, there are a couple of points need to be noted: First, the data set used here was
not aimed at the use of temporary workers, therefore some crucial information about the
use of temporary arrangements are not available. This problem suggests that more
representative and systematic data need to be collected. Second, this research studies
the causes of SMES use of temporary workers, but does not explore labor market
consequences of this use due to lack of appropriate data. This is definitely a very
urgent and promising field to be researched considering the rapid growth of the
contingent workers.
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Table 1. Table of Variablesby Level in This Research

asking if the organization has ever cut the number of
part-time employees within one year.

B1-62

Variable Definition mean  s.d.
Job L evel Variables
% of temporaries % of temporary workersin ajob. 0.02 0.13
Use of temporaries A dichotomous variable coded 1 if the job uses 0.06 0.24
temporaries.
Ln(mode) The natural logarithm of the annual earnings of most 10.07 0.73
employeesin the job earned.
Unionization A proportion measures the intensity of union pressure 0.30 0.24
used by Marsden, Cook and Knoke's (1996) by drawing
on three questions of union influence in the NOS
questionnaire.
Core job A dichotomous variable coded 1 if thejobisacorejob. 0.44 0.50
Job complexity A combined measure of several measures of occupational 2.87 5.63
complexity from the DOT included information (data),
interpersonal (people) and technical (things) complexity,
specific vocational preparation (SVP), general educational
requirement (GED), and some adaptability and aptitude.
% of female employees % of female workersin the job 0.44 0.39
Managerial A binary variable for the job’ s occupation. 0.42 0.49
professional, and A binary variable for the job’s occupation. 0.13 0.33
technical
sales and A binary variable for the job’ s occupation. 0.16 0.37
administrative support
Service A binary variable for the job’ s occupation. 0.08 0.28
precision, craft,and A binary variablefor thejob’s occupation. 0.07 0.26
repair
operator, fabricator, A binary variable for the job’ s occupation. 0.13 0.34
laborer, and farmer
(omitted)
Organizational L evel Variables
Decentralization A scale measured by the level at which thedecisionon  2.72 0.94
using contingent work arrangementsis made.
Organization's The standard variation of an organization's employment of 8.22 18.58
full-timer variation full-timers within the past one and three years.
Organization's The standard variation of an organization's employment of 6.00 16.57
part-timer variation part-timers within the past one and three years.
Fringe The proportion of 13 items of various benefits including 0.54 0.24
medicare, dental care, life insurance, sick leave, maternity
leave, elderly care, flexible hours, cash or stock bonus,
pensions, profit-sharing, drug and al cohol abuse
programs, disability insuranc
Training expenditure A logged expenditure measure represents the training 415 3.03
budget divided by the number of personstrained.
Formal job training A dichotomous variable coded 1 if the organization 0.69 0.46
provided any employees with formal job training in the
past two years.
Downsizing full - timer A binary indicators of downsizing based on a question 0.20 0.40
asking if the organization has ever cut the number of
full-time employees within one year.
Downsizing part- timer A binary indicators of downsizing based on aquestion  0.07 0.26
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Establishment size Natural log of establishment’s full -plus part-time 357 158
employees.

Product/service Employer’s evaluation of his’her organization’s 0.96 0.78

diversity performance in the development of new products, services

or programs with that of other similar organizations. (-1=
worse; 0 = about the same; 1 = some better; 2 = much
better)

Non-profit organization A dichotomous variable coded 1 if the organizationisa  0.29 0.40
non-profit organization.

Government regulation A scale measuring the intensity of governmental 3.28 1.26
regulation. The scaleisfrom 1to 5.

Environment Level Variables

Industrial employment The coefficient of variation of monthly employment in 0.11 0.26

variation various industries over the period from 1989 to 1990 by

using datain “Employment and Earnings”.
Manufacturing A binary variable for the organization’sindustry. 0.15 0.35
(omitted)
Construction and agr., A binary variable for the organization’sindustry. 0.07 0.26
mining
transport, A binary variable for the organization’sindustry. 0.09 0.28
communication, utility
trade A binary variable for the organization’sindustry. 0.20 0.40
finance, insurance, real A binary variable for the organization’ sindustry. 0.07 0.25
estate
Professional service A binary variable for the organization’ sindustry. 0.24 0.43
Personal service A binary variable for the organization’ sindustry. 0.12 0.32
public administration A binary variable for the organization’sindustry. 0.07 0.25
East A binary variable indicated the organization’s area. 0.34 0.47
Midwest (omitted) A binary variable indicated the organization’ s area. 0.37 0.48
South A binary variable indicated the organization’s area. 0.16 0.37
West A binary variable indicated the organization’ s area. 0.13 0.34
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Table 2. The Determinants of Use of Temporary Workers. Logistic Regression Results

Model 1 Model 2 Model 3 Model 4 Model 5
Study variables R R R B 3
(se () (se () (s.e. (B) (s.e. (B) (s.e(R))
Saffing Flexibility
Emp. variation -.516 -.509
(.879) (.898)
Varemp (full) -.007 -.004
(.008) (.009)
Varemp (part) 013" 012"
(.006) (.007)
Decentralization 331 268"
(.108) (.115)
Labor Cost
Mode of earnings -314" =277
(.151) (.160)
Training cost -.054 -.101
(.050) (.054)
Fringe 427 -.556
(.676) (:84)
Empfidec (full) -.202 -.222
(.361) (-366)
Emppldec (part) 1.203"" 831
(.431) (.447)
Specialized Services
Size 280" 3517
(.100) (.129)
Diversity -483"" -483""
(.168) (.176)
Avoiding Unionization
Union pressure 765 1.368"
(.631) (.676)
Control variables
Core job A72 431 550" 440 540
(.300) (.303) (.305) (.299) (.306)
Job complexity -.043 -.026 -.019 -.041 -.012
(.039) (.039) (.040) (.039) (.041)
Perwoman .005 .004 .006 .006 .005
(.004) (.004) (.004) (.004) (.004)
Nonprofit .827 J71 1 .726 .627
(.372) (.381) (.381) (.373) (.401)
Governmental .095 .108 .001 .057 072
regulation (.119) (.123) (.127) (.119) (.133)
Occupation
Managerial -1.6417" -1.781"" 21,969 -1.607"" -1.859""
(.753) (.761) (.765) (.751) (.769)
Professional, and -.663 -737 -1.002 -.718 -.922
technical (.692) (.698) (.712) (.696) (.703)
Sales & adm. .278 .054 -.027 .080 .059
Support (.506) (.506) (.515) (.500) (.524)
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Service .064 -.104 -.242 -.093 -.256
(:527) (.525) (.536) (.519) (.551)

Precision, craft, .483 434 .326 .343 A76
and repair (.524) (.525) (.531) (.519) (.538)

Operator, farmer &
laborer (omitted)

Industry
Construction -.328 -1.119 -.395 -.934 -.263
(.874) (.719) (.733) (.704) (.889)
Communication, -.094 -.409 .028 -.279 .088
transport & utility (.596) (.596) (.608) (.592) (.616)
Trade -.599 -1.152"" -.537 -.808 -.660
(572) (.583) (.578) (.558) (.602)
Finance, insurance, -1.112 -1.168 -.531 -1.142 -.578
real estate (.891) (.897) (.900) (.869) (.973)
Professional 832 433 887 485 1.018
service (.579) (.586) (.596) (571) (.608)
Personal service 612 409 1.022 451 1.001"
(.505) (.519) (.537) (.494) (.555)
Public -1.019 -1.385 -1.018 -1.282 -720
administration (.921) (.920) (.931) (.911) (.945)
Manufacturing
(omitted)
Area
East -.509 -.592° -.609 -.605" -506
(.317) (.315) (.315) (.313) (.326)
South -.478 -544 -578 -.489 -542
(.392) (.389) (.391) (.386) (.403)
West -.107 -.035 -.090 -.099 .033
(.375) (.374) (.375) (.367) (.387)
Midwest (omitted)
N 1274 1274 1274 1274 1274
-2 log likelihood 476.074 478.291 475.507 488.724 450.288
0 2 () 105.32""" 103.10"" 105.88™"" 92,67 131.10°"
Pseudo R? 181 177 182 159 226

"p<10; p<.05;  p<OL  p<.001.

Logistic regression coefficients are reported. Standard errors are in parentheses. The two-sided z-test was
applied to test all variables.
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Table 3. The Determinants of the Intensity of Employers' Use of Temporary Workers:
Tobit Models

Model 1 Model 2 Model 3 Model 4 Model 5

Study variables R 3 ) 3 3
(s.e. (B) (s.e. () (s.e. (B) (s.e. (B) (s.e. (B)

Saffing Flexibility

Emp. variation -.241 -.235
(.389) (.394)
Varemp (full) -.004 -.003
(.004) (.004)
* % *
Varemp (part 007 006
(.003) (.003)
1 1 * k% * %
Decentralization 157 135
(.054) (.056)
Labor Cost
H * % * %
Mode of earnings -176 157
(.078) (.080)
Training cost -.022 -.039
(.024) (.025)
Fringe 112 -.136
(.319) (.390)
Empfldec (full) -.096 -.101
(.166) (.166)
* %
Emppldec (part) 268 .(32:LZ2)
(.215) '
Soecialized Services
7 * % *
Size 096 109
(.047) (.059)
i ] *k* * k%
Diversity 225 218
(.082) (.083)
Avoiding Unionization
1 *
Union pressure (3;814 ) 532
' (.323)
Control variables
Core job 120 .086 140 .100 121
(.138) (.139) (.141) (.138) (.138)
Job complexity -.021 -.015 -.013 -.021 -.011
(.019) (.019) (.019) (.019) (.019)
* * *
Perwoman 003 '(0832) 003 003 '(08032)
(.002) ' (.002) (.002) '
Nonprofit 278 255 .166 .243 181
(.179) (.182) (.182) (.179) (.185)
G. regulation .038 .052 .009 .019 .048
(.057) (.059) (.060) (.057) (.062)
Occupation
i * % * % * % ** * %
Managerial -708 -739 -842 -690 -756
(.339) (.345) (.350) (.341) (.347)
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Professional, and -.194 -.199 -.334 -.237 -.251
technical (:312) (:317) (.324) (.318) (-316)
Sales & adm. .153 .067 .028 .064 .074
Support (.231) (.233) (.234) (.232) (.234)
Service 110 .016 -.029 .025 -.030
(.243) (.244) (.248) (.245) (.247)

Precision, craft, .329 .293 .270 .262 .355
and repair (.240) (.241) (.242) (.240) (.243)

Operator, farmer &
laborer (omitted)

Industry
Construction .067 -.321 -.120 -.228 .018
(.379) (.308) (.314) (.298) (.388)
Communication, .030 -.136 -.004 -.070 .061
transport & utility (.269) (.276) (.275) (.270) (.278)
Trade -.257 i 489* -.304 -.359 -.278
(.251) (259) (.254) (.251) (.261)
Finance, insurance, -.567 -.597 -.366 -.573 -.357
real estate (.420) (.4212) (.411) (.406) (.433)
Professional 378 .208 341 .243 444
service (.263) (.266) (.269) (.260) (.276)
1 * * % * %
Personal service 333 .(2;3;9) 477 .(3;)36)31) 507
(.232) ’ (.246) ’ (.251)
Public =277 -.450 -.336 -.418 -.110
administration (.401) (.402) (.403) (.400) (.403)
Manufacturing
(omitted)
Area
* * * % * % *
East -274 .278 -304 -292 -267
(.148) (.148) (.150) (.148) (.150)
South -.267 i 302* -.286 -.269 -.304
(.183) (186) (.183) (.183) (.189)
West -.083 -.020 -.053 -.063 -.015
(.177) (.177) (.178) (.176) (.179)
Midwest (omitted)
N 1274 1274 1274 1274 1274
-2 log likelihood 508.424 511.810 511.715 521.871 487.008
,) 2 * % % % * % k% * % % % * % % % * % % %
© 7 (df) 104.98 101.59 101.69 91.53 126.40
Psuedo R2 71 .166 .166 .149 .206
* ** * %% *k k%
p<.10; p <.05; p<.01; p<.001.

Tobit regression coefficients are reported. Standard errors are in parentheses. The two-sided t-test was applied
totest al variables.
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TRAINING PRACTICES AND THEIR EFFECTIVENESS:
THE EXPERIENCE OF SMALL AND MEDIUM-SIZE ENTERPRISES
IN CHINESE TAIPEI

ABSTRACT

To determine whether training programs produce rea benefits for small and
medium-size enterprises (SMES), we must investigate the relationships between those
programs and their effects on the business performance of SMEs. Although a number of
previous studies have attempted to accomplish this task, serious inadequacies, such as
inconsistent definitions of training and “rough” methods of training classification and
measurement, have raised doubts about the validity of their findings. To remedy these
inadequacies and more accurately assess the relationships between training and training
effectiveness, this study employs a comprehensive measurement of training including
training organization, expenditure, duration, process, and delivery methods. Its findings
show that firms with sophisticated training systems and strong management support for
training are most successful at maximizing the effectiveness of their training programs.
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INTRODUCTION AND RESEARCH OBJECTIVE

An educated and well-trained work force is considered to be essentia to the
maintenance of a business firm’'s competitive advantage in a global economy. It is aso
believed that training can and should be a powerful agent to facilitate a firm’s expansion
and the development of its capabilities, thus enhancing profitability (Cosh, Duncan, and
Hughes, 1998). However, Westhead and Storey (1997) suggest that employees in small
and medium-size enterprises (SMESs) are much less likely to receive training than their
counterparts in larger organizations. They offer two possible explanations to account for
this phenomenon. One is “ignorance,” which suggests that small business owners are
not aware of the benefits of training and consequently provides less than an optimal
amount of it to their employees. Another is the “market-forces’ explanation, according
to which business owners provide a less-thanoptimal level of training because they
anticipate that the costs associated with training may exceed the benefits (returns) to be
derived from it.

These two opposing arguments have important policy implications. If ignorance is
the major reason for inadequate training, then either owners/managers are poorly
informed or training programs have not been marketed with sufficient vigor, or both.
Such a situation would justify government intervention in the form of minimum training
requirements or direct training subsidies for SMEs. If, on the other hand, the
market-forces explanation is found to be superior, then government intervention could
prove totally ineffective. If we are to intelligently decide which policy direction to
follow, we must first carefully examine the relationship between training programs and
business performance, and determine the type and extent of benefits which training
bringsto SMEs.

Despite the growing importance of SME research during the last decade, very little
attention has been paid to the effectiveress of training programs for small and
medium-size businesses. Cosh, Duncan, and Hughes (1998), Marshall et al (1993, 1995),
and Westhead and Storey (1996, 1997) have attempted to rectify this situation. However,
thelr studies are inconclusive and their focus is strictly limited to Western society.
Consequently, additional research on this issue from a greater variety of perspectives
has been encouraged (Westhead and Storey, 1996).

In a survey of 1,480 SMEs in Canada, Baldwin et a (1994) found both the
proportions of employees receiving training and training expenditure per employee to
be negatively correlated with business profitability. They also discovered that the most
successful firms tend to train fewer workers than less-successful ones. A study by
Wynarczyk et a (1993) of fast-growth SMEs in the UK showed an insignificant
relationship between the provision of training and firm performance when other related
variables were controlled. Another survey conducted by the Cambridge Small Business
Centre in the UK (1992), found no clear link between firm growth and the provision of
training. Storey and Westhead (1994) after examining previous research on the
relationship between training and small-business performance, concluded that the
association between these two variables is not well established. Finally, Marshall et al
(1995) suggested that management-training projects have little effect on the
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performance of small firms, though they may be successful in larger companies with
greater management skill and capacity.

Westhead and Storey claimed that the studies they had reviewed (1997) had failed
to substantiate an alleged link between training and improved performance. Noting that
training in SMEs may vary according to knowledge or skills conveyed, duration,
proportion of the work force participating, and modes of delivery, they advocated
studying the effects on firm performance of training programs classified according to
their specific contents.

More recently, Cosh, Duncan, and Hughes (1998) investigated a sample of 1,640
UK SMEs that had participated in surveys in 1991 and 1995. As a result of their
investigation, they found a positive link between training and firm survival, but one that
was not statistically significant. The authors also examined the relationship between
forma training and business performance in terms of employment growth and
profitability. They found that training was strongly related to employment and sales
growth, but unrelated to profit margins. In a subsequent review, Kitching (1998) faulted
this investigation for defining “formal training” in a manner subject to differing
interpretations by respondents. In addition he criticized the assignment of firms to
trainer and non-trainer categories, based on the presence or absence of formal training
programs, as “too rough” a system of classification. Kitching suggested a more sensitive
conceptualization of the term “training investment,” one which takes account of
differences in the nature and duration of training and the extent of employee coverage.

Like earlier research by Westhead and Storey (1997) and Kitching (1998), this
study seeks to examine the relationship between training systems and their effectiveness.
However, it employs a concept of training that is more comprehensive than that of other
studies, one that includes training organization, expenditures, duration, employee
coverage, and delivery methods. A key aim is to profile differences in the training
practices of SMEs in Chinese Taipei and in the effectiveness of training programs
conducted by such firms.

METHODOLOGY

Data Source

The population from which our sample was drawn is the “name list of
manufacturing firms in Chinese Taipei,” an electronic file maintained by the Ministry of
Economic Affairs. This list contains data on 7,686 firms with a work force of between
50 and 300 employees. Six hundred firms, randomly selected from the population to
ensure representation by all size categories, were sent questionnaires regarding their
training practices. Of the 568 questionnaires received by these firms (32 were
undeliverable), 144 completed questionnaires were returned, for an effective response
rate of 25.4%. A comparison of participating firms with non-participating ones showed
no significant difference in firm size.

The average number of employees per sample firm was 146. Classified by
ascending order of scale, 30.8% of the sample firms had fewer than 100 employees,
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36.3% had between 100 and 200 employees, and 32.9% had between 200 and 300
employees. The typical sample firm had been in business for 22 years. Trade unions had
been established at 31.6% of the respondent firms, but not at the remaining 68.4%.
Ninety-six percent of the sample firms are privately owned, and the remainder are
state-owned enterprises.

Classifying Respondent Firms by Training Effectiveness

Respondents were asked to rank the performance of their establishments with regard
to ten aspects of training-related effectiveness, in accordance with a five-point scale
ranging from “very good” (5) to “very bad” (1). The ten aspects are: product or service
quality, work motivation, ability and knowledge, operational safety, profitability, work
efficiency, job satisfaction, and the reduction of materia wastage and absenteeism.
Using the scores for these training-effectiveness indicators, this study employed cluster
analysis to categorize the responding firms into “better” and “worse” performance
groups. (See Table 1) As a result, 84 firms were placed in the better
training-effectiveness category and 46 in the worse category. (Since 14 of the sample
firms did not complete the questionnaire, only 130 firms were classified in this manner.)
The two groups were seen to be significantly different with regard to performance on
the ten training-effectiveness indicators (p<0.01). The cluster analysis procedure
showed that the average scores of the firms in the better group were all higher than
firms that in the worse group.

Is training effectiveness related to organizational characteristics? Data show that
although the average number of employees per firm in the better training-effectiveness
group (155) is a little higher than that of the worse group (141), there is no statistically
significant difference between them. The better training-effectiveness group also has a
larger amount of capital per firm (US$69 million) than the worse group (US$11 million);
however, there is no significant difference here either. The only significant difference is
that the average firm age (22 years) in the better group is considerably greater than that
in the worse one (17 years). The implication is that perceived training effectiveness is
not related to firm size as represented by employee number and amount of capital, but
that older SMESs seem to achieve better training results than younger ores.

TRAINING ORGANIZATION AND EXPENDITURES, AND TRAINING
PROVISIONS

Training consists of organized learning activities capable of improving individual
performance through changes in knowledge, skills, or attitudes (Nadler, 1980). The
training process includes such activities as identifying employee-training needs,
designing annual training plans, devising training objectives, choosing delivery methods,
implementing training programs, evaluating training results, and documenting training
records. As an organizational subsystem (Goldstein, 1993), training must be closely
coordinated with overall business strategy and the activities of line departments.
Therefore, setting up a specific department within a firm to organize and implement
employee training and development may result in more effective training.
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Twenty-seven firms (33.8%) in the better training-effectiveness group responded
“yes’ to the question of whether they had set up a unit or department in charge of
training affairs, while only eight firms (20.0%) in the worse training-effectiveness group
did so. The proportion of firms establishing an independent training unit is significantly
lower in the worse-effectiveness group than in the better one. This finding implies that
establishing a specific department responsible for training does have a positive impact
on training effectiveness. However, before taking action on this finding, an SME should
first conduct a careful cost-benefit analysis to determine whether it is large enough to
reap economies of scale from establishing a separate unit responsible for training.

We may aso expect the size of the training budget to be related to training
effectiveness. The present study shows that the average annual training expenditure per
employee for the better training-effectiveness group was US$182, higher than the
US$138 spent by the worse training-effectiveness group. However, the difference
between the two amounts was not statistically significant. Another important indicator is
the percentage of total payroll spent on training. The mean percentage for this indicator
was 0.93% for the better training effectiveness group and 0.84% for the worse one,
athough the difference was not significant. One possible explanation why no strong
positive relationship emerged between training expenditure and training effectiveness is
the way that training expenditure was calculated in this study. Specifically, the cost of
maintaining an independent training staff, which was found to be more prevalent in the
better training- effectiveness group, was not factored into the total cost of training. This
practice would obviously place a downward bias on training expenditures incurred by
larger firms, those, which are likely to spend the most on training, and thereby weaken
the statistical relationship between training expenditure and training effectiveness.

In a comparison with training expenditures in other countries (Lynch, 1994), this
study found that the percentage of total payroll spent on average by firms of Chinese
Taipel on training exceeded that of Japanese firms (0.4%) and roughly approximated the
average percentage spent by Canadian firms (0.90%). However, the 0.93% of payroll
expended by the average firm of Chinese Taipel on training was well below the 1.8%
spent by the typical firm in the United States (including large firms), 1.8% in West
Germany, 1.5% in the Netherlands, and 1.7% in Australia. The percentages for these
other countries were obtained by surveys taken ten to 15 years ago (1984-89), and we
may expect that in the interim the gap in training expenditure between Western firms
and SMEs of Chinese Taipel have, if anything, widened even further.

This study found a statistically significant relationship between the percentage of
employees that received training and training effectiveness (p<0.1). Firms in the better
training-effectiveness group reported that 45.7% of their staff had received some type of
training in 1998, versus 36.3% for the worse group. Differences were also reported
according to position and job function. In the better firms, managers and supervisors
received an average of 33.5 hours of training in 1998, professional and technical
employees 32.4 hours, and clerical and manua workers 20.8 hours, respectively. The
corresponding figures for firms in the worse group — 27.2, 22.0, and 14.2 hours —were
considerably lower. However, the only job position to show a statistically significant
difference (p<0.1) in training time across the two types of firms was that of professiona
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and technical employee. Data used in this study indicate that the extent of training
coverage and emphasis on technical training are closely related to training effectiveness,
especialy in the manufacturing sector.

MANAGING THE TRAINING PROCESS AND ENHANCING TRAINING
EFFECTIVENESS

The training process includes such items as needs assessment, the setting of goals
and objectives, the delivery of training services, the evauation of results, and the
coordination of training activities with other HRM functions. All of these steps are
essential to the success of atraining program.

Assessing the need for training is particularly important, because if thisis not done
an organization cannot be assured that the right type of training is being provided to its
employees. As Table 2 indicates, there is a significant positive relationship between
needs assessment and training effectiveness (p<0.1). About 70% of the SMEs in the
better training-effectiveness group had conducted needs analysis, while only 64.0% in
the worse group had done so.

Training objectives provide a link between needs and results, helping to identify the
type of instruction required in order closing performance gaps. Training objectives also
serve as benchmarks against which to evaluate progress achieved in the realization of
organizational goals. This study finds a significant difference (p<0.05) between the
proportion of firms in the better training-effectiveness group that designate training
objectives (75.6%) and that in the worse group (57.8%) that do so. The implication is
that firms that have a clear vison of their training objectives and know for what
purposes training is being provided are more likely to achieve better training
effectiveness.

This study does not find a significant relationship between results evaluation and
training effectiveness, even though firms in the better training-effectiveness group are
more likely to evaluate the effectiveness of their training programs than those in the
other group are. However, the proportion of firms that submit the results of training
evauation to higher-level management is markedly greater (p<0.01) in the better
training-effectiveness group (78.5%) than in the worse one (48.8%). Similarly, the
practice of applying the results of training evaluation to other HRM functions
(promotions, job assignments, and the determination of compensation) is much more
common in the better group (38.7%) than in the worse one (14.3%). This finding
suggests that while there may not be a strong linkage between the evaluation of training
results and training effectiveness, the manner in which SMEs employ evaluation results
may have an important impact on the success of their training programs.

CATEGORIES OF TRAINING AND DELIVERY METHODS

There are three major venues for the delivery of training services: orntthe-job, onsite
off-the-job, and off-site off-the-job. Schuler and Jackson (1996) suggested that
decisions concerning delivery sites and methods might be constrained by the type of
learning that isto occur, aswell as by considerations of cost and time. Table 2 lists three
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venues and 14 delivery methods employed by firms participating in this study.
Respondents were asked to report the frequency with which their organizations adopted
each method, with 1 standing for “never,” 2 for “seldom,” 3 for “sometimes,” 4 for
“often,” and 5 for “aways.” Also presented are mean frequency scores and ANOVA test
results for firms in the better and worse training-effectiveness groups.

On-the-job training allows trainees to learn how to perform their jobs under direct
supervision. This type of training can be implemented by using such methods as
apprenticeship training, job rotation, and assignment to a task-force team. Data indicate
that SMEs in the better training effectiveness group consistently employ all three
methods of onthe-job training more frequently than do those in the worse group.
However, the only statistically significant difference between the two groups was found
to occur in the frequency with which they adopted the task- force-assignment method.

Many methods can be used to deliver training at the workplace but off the job,
ranging from the traditional lecture to high-tech Internet learning. Firms in the better
training-effectiveness group were seen to employ all nine off-the-job-training methods
more frequently than did those in the other group. Moreover, there were found to be
statistically significant differences in the frequency with which these groups employed
all nine methods, with the exceptions of case studies and Internet teaching.

Two common methods by which business firms of Chinese Taipel deliver off-site
training services to employees are enrolling them in college courses part-time and
sending them to participate in workshops overseas. Since off-site training tends to be
quite expensive, SMEs of Chinese Taipel employ it far less frequently than on-the-job
or on-site training. Firms in the better training-effectiveness group are more likely to use
both of the off-site training methods mentioned above than are firms in the worse group.
This implies that the breadth and depth with which firms apply methods of delivering
training are strongly and positively related to training effectiveness.

MANAGEMENT SUPPORT AND TRAINING EFFECTIVENESS

SME owners and managers play a pivotal role in making decisions relating to the
provision of formal, job-related training (Matlay, 1996). The literature suggests that
owners and managers of smaller firms tend to demand less training than those of larger
ones do (Westhead and Storey, 1997). One possible explanation of this tendency is that
time-related pressures and the high direct cost of training may make SMEs reluctant to
invest in training or to allow their employees to attend training courses. If top
management does not provide support for or undertake acommitment to employee
training, a firm may focus little attention on training activities. We may thus expect a
strong correlation to exist between the degree of management support for training and
training effectiveness.

The present study poses two questions designed to evaluate the degree of
management support for training. The first one asks whether line managers in a
respondent firm encourage subordinates to participate in training programs. Possible
response range from 1, “strongly disagree”’ to 5, “strongly agree.” The second question
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asks whether, during business downturns and economic recessions, top management
usually gives priority to cutting training expenditures in an effort to reduce operating
costs. Responses to this question are: 1, “strongly agree’; 2, “agree’; 3, “it is hard to
say”; 4, “disagree’; and 5, “strongly disagree.” (Note that the order of ranking responses
is the reverse of that used for the previous question.) The mean score for responses to
these two questions is used to indicate management support for training. The mean
score for firms in the better training-effectiveness group (3.69) is markedly higher than
that for firms in the worse group (3.26), and an ANOVA test indicates that the difference
between the two is significant a p<0.01. Thus management support is shown to be
strongly related to training effectiveness.

RESEARCH IMPLICATIONS

The findings of this study have important implications for both academic
researchers and training specialists. Previous studies attempted to estimate the impact of
training on firm performance but did not achieve consistent findings. One of the major
reasons for this inconsistency is the widely varying definition of training that these
studies employed. Many of them measured only the amount of training provided.
However, the provision of training may vary in the types of knowledge or skills
conveyed, duration, numbers and percentages of employees covered, and modes of
delivery. As a result of such variances, some types of training are more effective in
improving individual firm performance than others improve. This study presents
evidence that firms that have achieved greater effectiveness in training tend to have a
more sophisticated training organization and training system than do those firms whose
training methods have been less effective.  The implication is that future studies
seeking to investigate the relationship between training and performance should take
specia care in measuring training effectiveness. Simply determining whether formal
training is offered and the amount of it that is provided to employees is not adequate,
since poor training programs, even those that provide many hours of instruction, may
not benefit individual employees or firm performance at all.

To managers and training specialists in SMESs, the findings of this study provide
clear direction and guidance. Maintaining a separate unit responsible for training affairs
helps improve training effectiveness. However, owners and managers of SMEs should
evaluate the costs and benefits of establishing such an independent training unit before
they take that step. Amid intensifying global competition and rapid technological
change, expanding the proportion of the work force that receives training and increasing
training hours, especialy for professional and technical staff, are also conducive to
better training effectiveness.

The training process in firms that have achieved better training effectiveness is more
comprehensive than that in firms that have been less successful in training. In general, a
firm that has conducted needs assessment, devised training objectives, submitted
training results to management, and coordinated training activities with other HRM
practices is more likely to achieve success in training than are those firms that have not
made such efforts. For this reason, instituting a more comprehensive training process in
SMEs is strongly encouraged. Also recommended is that training specialists should seek
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to improve their knowledge of various training delivery methods and apply that
knowledge broadly and frequently in implementing training programs.

Finaly, but certainly not least important, are the commitment and support of top
management for training. This study revedls a very strong relationship between
management support and training effectiveness. With the size of the training budget,
number of training hours, and proportion of training coverage all varying directly with
the degree of management support, support from management may be the most critical
element of al in achieving training effectiveness.

LIMITATIONS

The training-effectiveness indicators used in this study are based on subjective
responses to questions about the impact of training on enhancing product or service
quality, work moativation, ability, knowledge, and so on. A few scholars believe that
subjective measures may be as reliable as more objective indicators (Dess & Robinson,
1984). However, since objective indicators are believed to achieve greater accuracy, it is
hoped that future studies, time and resources permitting, will employ both subjective
and objective measures of training effectiveness, so that comparisons can be made
between the two.

A second limitation of this study is that a causa relationship between methods of
delivering training and training effectiveness has not been established. Since the data
used are cross-sectional, the only conclusion that can be made here is that better training
systems are strongly correlated with training effectiveness. Longitudinal data must be
collected and studied over the long term, or comparison made with an appropriate
control group (Westhead and Storey, 1997), if we are to determine whether there is a
causal linkage between comprehensive training systems and improved business
performance. Furthermore, even if improvement in training systems leads to more
effective training, how can we be certain that the benefits of better training justify its
cost? Utility analysis may be helpful in answering such questions. Finally, due to the
limited size of our sample, conclusions reached by this study may not be entirely
applicable to very small manufacturing firms or service-sector firmsin Chinese Taipd.
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Table 1. Results of Cluster Analysis of Training Effectiveness

Aspects of training effectiveness Cluster mean
Better Worse F-Vdue
Training Effec| Training- Effec
tiveness  |tiveness Group
Group (N=84) (N=46)
1. Enhanced product or service quality 3.96 3.00 107.6***
2. Inproved work motivation 3.81 3.09 40.9***
3. Reduced turnover rate 331 2.70 23.2%**
4. Improved ability and knowledge 4.17 3.50 48.1***
5. Improved operational safety 4.07 3.37 51.6***
6. Decreased materials wastage 3.70 2.85 58.5%**
7. Improved profitability 3.55 2.76 47.9%**
8. Increased work efficiency 3.88 3.00 63.1%**
9. Increased job satisfaction 3.77 2.91 68.9* **
10. Reduced absenteeism 3.42 2.59 47.1%**
Note: The scale ranging from “strongly agree (5)” to “strongly disagree (1)”.
*** - p<0.01
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Table 2. Mean Frequency of Adoption of Training Delivery Methods by Two Training-

Effectiveness Groups
Types of training and delivery Better Worse F-Vdue
methods Training Effectiv| Training Effectiv
eness Group eness Group
Ontjob-training
Job rotation 2.79 2.57 1.39
Apprenticeship training 2.94 2.86 .09
Assigning trainee as 3.34 2.32 28.68 =
member of task force
On-gite off-job-training
Lecture 3.18 2.67 5.84x*
Group discussion 3.27 2.89 4,12+«
Role playing 2.27 1.86 5.55+*
Sengitivity training 1.88 1.44 7.38xx*
Videotapes 2.60 2.05 7.90%*
Simulations 2.50 2.09 5.18=
Case study 291 2.64 1.83
Computer software 2.56 1.95 8.30% =
Internet teaching 1.84 1.64 1.39
Off-site off-job training
Part-time college courses 2.10 1.64 6.47**
Overseas workshops 2.13 1.41 15.53«x*

Note: The scale is scored as 1 for “never,” 2 for “sedddom,” 3 for “sometimes,” 4
for
“often,” and 5 for “adways.” ** : p<0.05; *** : p<0.01.
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RESEARCH OF CORE COMPETENCE FOR R& D PERSONS AT
IC COMPANIESIN CHINESE TAIPEI

ABSTRACT

This research extracts some essences of Intelligence Capital(or I1C. here after) and
refers them to aspects of key competence currently defined or used by different
organization. Based on three developed IC indices, a theoretical and practical study
aimed at the feature of technical creativity and key competence of R&D person at
high-technology, especially IC(Integrated Circuit) companies has been followed. In
addition, employees education distribution from five high-tech enterprises(TSMC,
Weltrend, Holtek, Realtek and Vanguard International Semiconductor) in Chinese,
Taipei, were especially ranked at this research, as become the background of later
proposed checklist, which will serve the purpose of key competence assessment for R&D
personnel at Taiwain’s high-tech enterprises particularly. At lagt, it is also suggested that
enterprise should implement a set of standardized assessment to measure R& D person’s
key competence since recruiting. Thereafter, it consequently benefits, such as, R&D
person recruiting efficiency, later technology driven speed, and may even reducing
engineer resign rate , eventually keeps enterprise with good competition.

KEY WORDs: hightech enterprise ? core competence ? attitude? intellectual agility
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INTRODUCTION

In current day, high-tech industry receives dramatic competition just as area, R&D
human resource becomes especially important factor for enterprises in promoting their
competition. So far, there seems no suitable checklist for high-tech enterprise to evaluate
what type of core intelligence should R&D human possess? This research, therefore,
focus on subjects like, how enterprise analyze and evaluate core intelligence of their
R&D person? What correlation exists between core intelligence and ther future
achievement? Are there some models or instruments can be used during recruiting R& D
people? All subjects are points, which need to be concerned for all high-tech enterprises
in Chinese, Taipei.

How enterprise recruit new R&D person efficiently become more important
especially in economic recession time. For example, twenty years ago a sales manager of
Casio left. Cogt, including training and possible trouble cause of task disconnection, was
equal to $185,000, while ten years later, it jumped to $418,000. In addition, the cost of
absence, American enterprise needs at least waste $350,000,000 and more annually.
Similar study at Chinese, Taipei also claims, cost at least NT1,500,000 for an electronic
engineer quit out from high-tech enterprise. Besides that, many researches also point out
that improper recruiting will increase human resource spending and other draw backs.
Such as, employee resign, absence of illness, organization's bad work attitude, group
counsel...etc.. Although engineer resign rate sometime is helpful for organization's
human resource bringing up to date, it also costs alot (Kao & Chan, 1999).

This research extracts some essences of Intelligence Capital(or I1C. here after) and
refers them to the aspects of key competence currently defined or used by different
organization. Based on three developed IC indices, a theoretical and practical study
aimed at the feature of technical creativity and key competence of R&D person at
high-tech, especially 1C(Integrated Circuit) companies have been followed. In addition,
employees education distribution from five high-tech enterprises(TSMC, Weltrend,
Holtek, Realtek and Vanguard International Semiconductor), were especially ranked at
this research, as become the background of later proposed checklist, which will serve the
purpose of key competence assessment for R&D personnel at high-tech enterprises
particularly. At last, it is also suggested that enterprise should implement a set of
standardized assessment to measure R&D person’s key competence since recruiting.
Thereafter, it consequently benefits, such as R&D person recruiting efficiency, later
technology driven speed, and may even reducing engineer resign rate , eventually keeps
enterprise with good competition.

THE RESEARCH OF HIGH-TECH ENTERPRISES

Technology development and innovation has made economic evolution at this
century significantly grown. It ismore obvious at high-tech enterprisesin Chinese, Taipei
have created magor economic efficiency at recent years. To begin with, high-tech
enterprise at this research is first confined by four following dimensions Ministry of
Economic, 1998):
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® Property: 1. New technology. 2. The technology with pioneering, international
competition, the development of technology, and the improvement of marketing.

® Profile of enterprise; 1. The ratios of R&D cost in total production; 2. The ratios of
employees occupation; 3. The ratios of R&D cost and the technical levels of
employees.

® Product of enterprise: 1. The amount of patents; 2. The revenue rate on innovated
product sales; 3. The complexity of product and innovation.

® Overdl: 1. Hightech employees, the ratios of R&D cost in sales quota, and the
global market share; 2. The employee rates, amount d production, dependence,
marketing, knowledge degree, power of production, related efficiency, the cost of
R&D, the problem of money concentration, land, water resource, energy spend and
pollution.

High-tech companies are encouraged with incentive from government and growth
in asteady speed in Chinese, Taipei. The current condition trends to be in amature period.
To further march to new target of forming technology isand. ? How to increase
enterprise's R&D competence?  becomes one of the most important strategy of
enterprises in the future. Analyze from employees condition in three consecutive years.
Some common features, suwch as high education degree, young, and short working
experience are found.

Profile of Employees (such as working department, average age, and average
service duration).

Employees at the five companies mentioned before, including TSMC, Weltrend,
Holtek, Realtek, and VIS, have the common characteristics of high schooling, young, and
little working experience. We would get ideas for the characteristics of the employees
from the annual report of these businesses(TSMC, 1998; Weltrend, 1998; Holtek, 1998;
Redltek, 1998; VIS, 1998). (TSMC, 1998; Weltrend, 1998; Holtek, 1998; Realtek, 1998;
VIS, 1998).

Table 1-1 -The Number of Employees (by position category) at TSMC

Year Direct Employees Engineering Management Division Total

Division
1995 1,578 1,372 462 3,412
1996 1,830 1,715 572 4117
1997 2,712 2,200 681 5,593
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Table 1-2-The Number of Employeesat TSMC

Year Total Number Average Age Average Service Duration

1995 3,412 28 3.3
1996 4,117 28 3.3
1997 5,593 28 3.3

Table2-The Number of Employees (by Division Category) at Weltrend

Administration Average Service

Year /Einance Sales Technique Total Average Age Duration
1995 6 8 39 53 30 2.6
1996 7 7 42 56 315 35
1997 6 7 48 62 325 4.2

Table 3- The Number of Employees(by Division Category) in Holtek

Year 1995 1996 1997
Engineer 454 609 894
Administration/ Sales 171 201 187
Technician 333 340 440
Driver/Guard/Janitor 12 12 12
Total 970 1162 1533
Average Age 285 29.7 306

Average Service Duration 28 29 28

Table4 -TheNumber of Employeesin Realtek

Year 1995 1996 1997
R&D 117(54%) 109(54%) 118(54%)
Administration/ Sales 76(35%) 71(35%) @ 74(34%)
Quality Controlling 24(11%) 23(11%) 27(12%)

Total 217 203 219
Average Age 31 31 32
Average Service Duration 4 4 4
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Table5 - The Number of Employees (by Divison Category) in VIS

Year 1995 1996 1997

Direct Employee 1160 1007 680
Indirect Employee 731 581 361

Total 1891 1588 1041

Average Age 292 288 298
Average Service Duration 082 134 27

There are findings can be extracted from above tables. First, the average age of
employees at theses companies are between 28 and 32.5 year-old, and have work
experience from 0.52 to 4 years. Second, the population of engineers is higher than that
administrative staff. Except that with professional context, the R&D of the technology
needs engineers with the ability throwing themselves into product improvement and with
unique creative thinking ability. From this point, it can be found that if employees with
product improvement ability or potentials or ability to do the R&D job isimportant in the
high-tech enterprises.

Profile of Employees education

Employees at the five companies mentioned before, including TSMC, Weltrend,
Holtek, Realtek, and V1S, have the common characteristics of high schooling, young, and
little working experience. We would get ideas for the characteristics of the employees
from the annual report of these businesses(TSMC, 1998; Weltrend, 1998; Holtek, 1998;
Realtek, 1998; VIS, 1998).

Table 6 -The Ratio of Employees’ education background at TSMC

Doctor Master University/ Senior High Under Senior
Year Collage : Total
Degree  Degree D School High School
egree
1995 16 15.3 38.7 43.3 1.1 100
1996 1.8 19 37.8 41.3 0.1 100
1997 1.8 20 37.6 40.5 0.1 100

Table 7-The Ratio of Employees education background in Weltrend

University/

Doctor Master Senior High
Ye Collage Total
Degree  Degree Degree School
1995 1 5 39 8 53
1996 1 5 42 8 56
1997 2 5 42 12 61
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Table 8 - The Ratio of Employees’ education background at Holtek

Doctor Master University/ Senior High Under Senior High
Year Collage
Degree Degree D School Schooal
egree
1995 0.1% 1227%  54.12% 32.47% 1.03%
1996 0.6% 17.9% 53.53% 27.19% 0.77%
1997 0.65% 18.4% 56.88% 23.42% 0.65%

Table 9- The Ratio of Employees education background at Realtek

Year Doctor/ Master University/Collage Senior High

Degree Degree School
1995 19% 60% 21%
1996 20% 58% 22%
1997 29% 51% 20%

TablelO - The Ratio of Employees education background in VIS

Doctor Master University/ Senior High Under Senior
Year Degree Degree Collage School High School
Degree
1995 45 214 418 356 8
1996 57 369 626 528 8
CIoMNg 266% 72.4% 50% 48.3% 0
1997 63 428 771 621 8
Grg""‘ g 0.1% 16% 23% 17.6% 0
ate

In the beginning of high-tech enterprises, the original main human power is
graduated from senior high school, college, and university. But it appears from above
data that the trend is more and more needs to recruit more bachelor, master, and doctor to
join this working field. Because R&D of high-tech company requires not only
professional knowledge but also the ability in improving products and creativity.
Therefore, high-tech industries value the importance of employees potential talent in
product improvement or in R&D. The developments of human resources mainly depend
on the trend of enterprises need; it makes business thriving and vigorous when raising
the employees' capabilities and cultivating the core competency of business.
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THE CORE COMPETENCE OF THE R& D HUMAN RESOURCE IN
HIGH-TECH ENTERPRISE

The flourishing achievement on economical development in past 30 years in
Chinese, Taipei have gained the international recognition. In recent years, because the
prosperous development on industrial enterprises, many talent persons from ITRI
(Industrial Technology Research Institute, a high-tech research institute sponsored by
government.) were recruited to the private enterprises. The R&D capabilities have been
improved(ITRI, 1998).

At the meantime, besides the output of semiconductor are the fourth place in the
world, computer hardware get the third place, and many products get the first place of
market share(ITRI, 1998). These achievements are contributed by the efforts of R&D
staff and other members in the high-tech industries.

There are still several expectations for the R&D developments at the high-tech
enterprises in Chinese, Taipei. So it is important to explore the core competence and its
related theory of the R&D human resource in high-tech enterprise. It is going to be
discussed by the following three dimensions, first is core competence, second is attitude,
and the third is intellectual agility:

1. The core competence: Competence generates value through the knowledge, skills,
talents and know-how of employees. And with the core competerce, enterprise could
surpass others competition and get a new market share. The core competence, in this
classification, indicates the technical or academic knowledge, which is belonging to
enterprise's property. It represents some part of competition, but not all. One kind of
core competence can create many kinds of product. One kind of product could also be
created by many kinds of core competence. Only the company holder can decide
which kind of monetary property or redlty is belong to core or non-core property
(Roos, et a., 1997). For example,

a) At VIS (Vanguard International semiconductor, 1998), the core competencies are
the process of product development and manufacturing of DRAM.

b) The competitive advantages of TSMC is R&D for production process( TSMC,
1998) . The core competence of TSMC ison logica memory, advanced process
module, CAD, and mask process, ...€tc.

¢) Holtek focuses on logical IC products (54.3%)( Holtek, 1998) . The rest of its
products includes communication 1C (9.2%), periphera 1C (8.7%), consumer
electronic IC (36.4%), memory 1C (12.5%), and wafer foundry (33.2%). Holtek’s
expertise is at diverse technologies of process, such as photo-electronic,
high-voltage, special low-voltage, and nontvolatile...etc. R&D for IC, Memory
Process, 3C Integration, and Systemon-wafer...etc. are all Holtek’s core
competence.

d) Wédtrend is doing business in the R&D, production, testing and sale of the
products of digital & analogue combined application-specific IC (ASIC), Digital
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IC and Analogue IC (Weltrend, 1998). Weltrend's products include Peripheral
ICs, Consumer Electronics ICs, and ASICs...etc. Therefore, the core competency
of Weltrend is focused on R& D and testing of electronic products.

Redltek is developing, manufacturing and selling the following products:
consumer electronics ICs, peripheral & multimedia ICs, other ASIC and related
application softwarg Realtek, 1998,) . Table 11 showsthe sales percentage of all
products and annual growth of Reatek in 1997. It dso indicates the core
competence of Realtek.

Table 11 -Realtek 1997 Annual Sales& Growth Report  (Unit: NT$ 1,000)

1997

Consumer  electronics Peripheral & Communication &

Net income Div. Multimedia Div. Network Div.

1,835,728 545743 535,057 754,928
Sdes(%)  29.8% 29.1% 41.1%
Growth (%) 22.5% 2.4% 40.3%

From above tables, it appears that the core competence can not be separated from

enterp

rise's competition. And it also can be concluded by some examples of indicatorsin

this competence field, such as:

Percentage of company employees holding an advanced degree
IT literacy
Hours of training per employee

Average duration of employment

2. Thebehavior and work attitude: knowledge and skills are not everything. Companies
need employees who are capable and willing to use their skills and abilities to the
advantage of the company and who can motivate the whole company to reach its goal.

Attitude, therefore, isa'soft' component. The company has very littleimpact on this
side. Attitude depends mostly on personality traits and therefore can be improved very
little by company efforts. Attitude, primary included by three factors: Motivation,

behav

ior, and conduct, covers the value generated by the behavior of the employees on

the workplace(Roos, et a., 1997). And it also can be concluded by some examples of
indicators in this attitude field, such as:

Communicated with others very well
Get along with others very well
With work empathy

Explore difficult problem with comrades to solve the problem
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McKinsey and Procter & Gamble companies believe that the work attitude is at
least as important as competence, and both have known to hire university graduates with
non-specialist degrees(such as architecture, physics or humanities) and give them specific
training afterwards: thus, they select an attitude in the candidates and then create the
competencies.

3. Intellectual agility: In afast changing world like ours, the ability to apply knowledge
in very different situations, as well as the ability to innovate and transform ideas in
products, is crucial to the success of a company. Intellectual agility indicates the
ability to see common factors in two distinct pieces of information and link them
together, and the ability to improve both knowledge and company output through
innovation and adaptation.

Intellectual agility is tightly linked to competence, more so than attitude is. If
competence isthe content, intellectual agility isthe ability to use the knowledge and skills,
building on it, applying it in practical contexts and increasing it through learning.
Intellectual agility can include the following wits, such as. innovation, imitation,
adaptation, and packaging. Especially, innovation can create an ability on the basis of
exist knowledge and push an enterprise successfully into a multiple goals.

Intellectual agility also has some examples of indicator, such as:
) Savings from implemented suggestions from employees
o New solutions/ products/processes suggested
) Background variety index(individual and group level)
° Company diversification index
CONCLUSION & SUGGESTION
Conclusion

As we know that the most popular 1Q tests in the whole world are Binet &
Wechder(Wechsler,1958). It's for measurement and appraisal of adult intelligence. Since
the evaluation tools were the product forty years ago. It also convinced us those tests are
improper for test high-tech R&D person living in this high-tech era. Many scholars also
doubt about the problems of intelligence recent years, such as, if the test with
discrimination to different tribes, culture, educated or not ...etc..(Hallahan & Kauffman,
1991). So the conclusion is that there is no such a proper instrument for measuring
high-tech R& D person.

The core competence is composed by lots of knowledge skills and technologies.
And with core competence, the enterprise could surpass comrade's competition and get
into anew market. From above exploration it isfound that the core competence can not be
separated from enterprise's competition. And only the company holder can decide which
kind of monetary property or realty belongs to core or nortcore property.
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Conclusion is made after exploring and studying on R&D human resource of
severa high-tech enterprises and related core competence theory. It is firmed if the
enterprise can have a set of instrument to evaluate R& D peopl€e's core competence at the
recruiting stage. It will help not only upgrade high-tech enterprises' recruiting efficiency,
but also promote R&D person's technical creativity and enterprise's competition at
market.

Suggestion

This research has explored the core competencies of the R&D human resource in
high-tech enterprise. It's found that the key essences to impact the development of
enterpriseisif their employee's ability isequal to the core competence which is needed by
the company. Therefore, It can be concluded and al so suggestedt he items of the checklist
for the core competence of the R&D human resource in highttech enterprise after
synthesizing the above theory and some high-tech company's employee performance
assessment forms. The following lists five directions. Thefirst is professional attitude and
enthusiasm, the second is professional knowledge and ability, the third is
communication/team work/ work with others effectively, the fourth is justification and
problem solving, and the fifth is innovation and improvement. The following is items of
the checklist for the core competence of the R& D human resourcein high-tech enterprise:

1. Professional attitude and enthusiasm

®  Predicting and understanding the needs of the business, and managing it carefully.

® Aiming actively to the content of business which is provided by the company,
giving it an evaluation and according to the result, takes an improvement action
plan.

[ Planning and participating every communication and coordination actively
between tasks, smoothing the work proceeding.

® Joining TQM activity aggressively, and applying TQM's concept at work to
promote the quality of the task.

®  Demanding self to reach the request of work quality strongly.
) Obeying the work standard when the work is proceeding.
®  Valuing and protecting the customer's Intellectual Property Right (IPR).

2. Professional knowledge and ability

®  Studying consecutively related professional knowledge and skills and applying it
properly in order to reach the best performance.

° Owning professional knowledge and skills to adapt current work needs.

) Owning the ability of project management.
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Being able to definitely understand and develop the skills which can reach the
needs of task.

Being able to actively take timing, not to need to be pushed or waked, can keep
time management and accomplish task of his part with alignment.

3. munication/teamwork/effectively work with others

Being able to coordinate with other related department/person and make work
smoothly proceeding.

Being able to quickly learn how to do a new additional task and also can discuss
with comrade about the difficult task and its steps.

Having different ideal from comrades, still respect them and effectively work with
different personality people to accomplish the achievement.

Cooperating through teamwork, with the most effectively route to reach the
achievement.

4. Justification and problem solving

® Anayzing actively which task should be improved, reasonably explaining and

proposing a recommendation.

Being able to apply multiple thinking method, reasonably justifies the source of
problem, and finds the best strategy to solve the problem.

Being able to perceive potential problem, preventsit before and after in advance.

Being able to find the best idea to solve problem in an extremely short time.

Innovation and improvement

Being able to improve and apply tried concept and method to solve problem under
anew additional task condition.

Being able to introduce the concept of new knowledge and skill into available
program.

Having the aspect which is over imagined for work innovation and improvement.,
and it really benefits to the task improvement.

Being able to understand the same enterprises activities and working methods, and
can propose a more innovated method.

R&D person is contributing more and more influence to life of enterprise in this

technology booming era. Enterprise needs ceaseless innovation to support highly
competitive market. The cultivation of R&D person can not be accomplished in one day
or one night. However, without a standardized assessment for enterprise's recruiting, the
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loss is not only enterprise can not find suitable R& D person but also review. Sometimes
hiring wrong person might badly retard progression. Therefore, how to aim at the feature
of technical creativity and key competence of R&D person at high-tech and excite
teamwork'’s cooperation to generate creative ideas or inventions with performance index
are main target of this research.

At lagt, this research recommends a set of assessment tools to measure applicants
key competence when they are recruited and hel p enterprises select suitable R& D persons.
It will benefit high-tech R&D recruiting efficiency, later technology driven speed, and
may even reducing engineer resign rate, eventually keeps enterprise with good
competition.
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MALAYSIA’S FINANCIAL CRISISAND CONTRACTION IN HUMAN
RESOURCE: POLICIES AND LESSONS FOR SMIS

ABSTRACT

The economic crisis, which has recently occurred in Malaysia, has affected not
only the economy in aggregate, but also to the labor market. The 6.7 per cent
contraction of the economy in 1998 caused the employment growth to slacken and the
unemployment rate to soar to 3.9 per cent. The 3.9 per cent unemployment rate was of
great concern, as rising unemployment had implications on efforts to reduce poverty.
The crisis has also resulted in the closure of some SMIs enterprises, particularly when
tight monetary policies were implemented at the beginning of the crisis, causing
disruption in operations and severe liquidity problems. The widespread of the crisisin
Malaysia has triggered policy makers to immediately address the shortcomings
pertaining to the labor market. The facilitating and regulatory role played by the
Government in the labor market had eased tension among workers arising from the
economic crisis. The harmonious industrial environment had in a way helped to
expedite the economic recovery. The holistic approach by the government in
addressing the labor issues incorporated both the demand and supply sides of the labor
market. Accessibility of information is considered important, thus the government
making it compulsory for employers to report any step taken that can give a signa to
the labor market. In addition, policies designed during period of crisis involved the
players in the market, the employers and employees. The holistic approach did not
segregate policies according to sectors, ownership, gender or sizes of firms. Firms
irrespective of the ownership functions and sizes are treated equally when addressing
labor issues. Thus employees working in small and medium industries should not
expect to receive better or lesser treatments when confronting economic crisis.
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INTRODUCTION

The economic crisis which has recently occurred in East Asia, has affected not
only the economy in aggregate, but also more important the labor market. Thus, this
paper attempts to anayze the effect of the economic crisis on the labor market in
Malaysia. The macroeconomic overview will be discussed in the first section,
followed by manpower demand and supply, the issues of retrenchment and human
resource contraction, and the current and future trends in retrenchment. After
highlighting the structure and performance of the market, this paper proceeds with
policy responses and conclusion. The case provided in this paper could provide
lessons to small and medium industries (SM1s) in the developing countries.

MACROECONOMIC OVERVIEW

Before the Tha baht came under attack and was devalued in July 1997, the
countries of East Asiawere prosperous. By July 1997, however, the economies of East
Asia suddenly experienced economic turmoil and began collapsing one after another.
Since then, the crisis has spread from the currency to banking and financial sectors,
and then to the real economy. It has affected giant corporations, medium to small
enterprises and individual workers as well as governments. As consequences, banks
and businesses collapsed, some government leaders were replaced, and millions of
workers lost their jobs.

Perhaps the clearest and harshest examples of the effects of the crisis are in
Indonesia’'s economic and socia situation. The rupiah plunged by as much as 80 per
cent of its value, and the stock market shed 50 per cent of its value. Per capita income
has dropped from US$1,100 in 1996 to US$460 or less in 1998. Some 6.6 million
workers have lost their jobs since the beginning of the crisis. It is estimated that about
30 to 45 per cent of the population living below the poverty line.

While in Malaysia, the Malaysian economy had experienced high economic
growths for amost ten years. During 1988-1997 periods, the GDP grew at an average
rate of above 8.0 per cent per annum.! The high growth rates for this period was
accompanied by low rates of inflation, rising per capita income and reduction in the
incidence of poverty. For the period January-July 1997, the CPI in Malaysia averaged
2.7 per cent, compared to 4.5 per cent in South Korea, 5.6 per cent in Thailand and
11.6 per cent in Indonesia.? The per capitaincome increased significantly in 1997.

From the human resource perspective, this high economic growth was
accompanied by very low rates of unemployment. The unemployment rate in 1997 was
only about 2.6 per cent. If this figureisto be compared with the unemployment rate in
the Organization of Economic Cooperation and Development (OECD) countries,
which was about 7.5 per cent, the Malaysia' s unemployment status is considered to be
a full employment level, as the 2.6 per cent accounted the natural rate of
unemployment.

1 Excluding the year 1992 with 7.8 per cent per annum.
2 |MF, International Financial Statistics, Aug. 1998.
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The financial crisis spread very quickly to the other regional economies. The
crisis has spread from one country to another, and also extended beyond the Asian
region, to Russia and Brazil, and the whole world. Having experienced 8.0 per cent
economic growth for ten consecutive years, the contagion effect of the financia crisis
that erupted due to currency devaluation in Asian countries spread to impact the
Malaysian economy in mid 1997. It did not only adversely affected the real economy
and weakened the financial sector, but aso had some socio-economic implications to
the nation.

The real Gross Domestic Product (GDP) registered a negative growth for the
first time since 1985 beginning in the first quarter of 1998 with —2.8 per cent and
further down to —9.0 in third quarter of 1998 (Table 1). This clearly shows that after 10
years of good performance, high economic growth began to slow down towards the
end of 1997 with 7.7 per cent, dlightly lower than the 8.6 per cent of the preceding
year. The labor market was not being affected at the onset of the crisis as the
unemployment rate maintained at 2.6 per cent in 1997(Table 2).

Table 1: Quarterly GDP Growth Rate 1995-1998

1995 1996 1997 1998 1999
15Q 10.1 6.8 9.2 -2.8 -11
2"Q 10.7 7.6 84 -6.8 41
37Q 9.3 8.8 7.5 -9.0
4"Q 75 11.0 6.0 -8.1
Source: White Paper on the Status of Malaysian Economy, April 1999.
Table 2: Macroeconomic Framework
1988 | 1989 [ 1990 [ 1991 [ 1992 [ 1993 [ 1994 | 1995 | 1996 | 1997 | 1998
GDP Growth rate 89 9.0 97 86 7.8 83 9.3 94 86 7.7 -6.7
(%)
Unemployment rate (%) 3.0 29 2.8 2.6 2.6 39
Per Capita Income (RM at 8,024 8996 | 10068 | 11,228 [ 12051 | 11,835
current price)
Consumer Price Index (%) 2.6 2.8 2.6 44 48 3.6 3.7 34 35 2.7 5.3
National Saving rate (% of 34.7 34.4 353 385 | 394 41.2
GNP)
Net Bank Negara Reserve 764 | 682 | 63.8 [ 70.0 | 59.1 | 99.4
(RM million)

Source: IMF, International Financial Statistics, and August 1998.

White Paper on the Status of Malaysian Economy, April 1999.

However, the prolonged financia crisis and economic downturn have deeply
affected the scenario of employment. They have caused an unemployment crisis to
gather force. The 6.7 per cent contraction of the economy in 1998 caused the
employment growth to slacken and the unemployment rate to soar to 3.9 per cent. The
3.9 per cent unemployment rate was of great concern, as rising unemployment had
implications on efforts to reduce poverty.

B2-29



Eﬁ%A PEC Human Resource Management Symposium on SMEs

The criss has adso resulted in the closure of some SMIs enterprises,
particularly when tight nonetary policies were implemented at the beginning of the
crisis, causing disruption in operations and severe liquidity problems. Data from
Ministry of International Trade and Industry (MITI) shows that by the end of 1998, an
estimated 10 per cent of SMIsin the manufacturing sector has ceased operation due to
the crisis.

MANPOWER DEMAND AND SUPPLY

In 1998, a total of 74,610 vacancies were reported to the Department of
Manpower (DOM), Ministry of Human Resource (MHR), an increase of 15.7 per cent
compared to 64,643 vacancies in 1997. The vacancies represented only a portion of
the actual number of vacancies in the labor market since employers are not required to
report them to DOM.

Vacancies trend by sector and state did not differ much between the years
1997 and 1998. The magjority of the vacancies reported were in the manufacturing
sector: 63.1 per cent in 1997 compared with 69.9 per cent in 1998. State wise, Penang
recorded the highest number of vacancies reported (9,408) in 1997 compared to
16,833 in 1998. Vacancies in production and related, equipment transport operator
and manual workers category constituted 75.3 per cent of total vacancies reported in
1998 compared with 52.4 per cent in 1997.

In the first quarter of 1999, a total of 19,403 vacancies were reported to the
DOM, MHR. In the second quarter, the number increased to 26,091 vacancies, an
increase of 43 per cent compared to the same quarter in 1998. Further details are as
shown in Table 3 below.

Table 3: New Registrants and Vacancies Reported

Second Quarter Change(%0) First
Quarter
1999
1998 1999
New 33,497 34,407 +2.7 30,017
Registrants
Vacancies 18,240 26,091 +43.0 19,403

Source: Department of Manpower, Ministry of Human Resource.

Employment opportunities were also apparent in terms of the number of new
registrants registered in Employees Provident Fund's (EPF) record. From January to
September 1998, the EPF registered a total of 285,825 new members representing an
average of 31,760 new members per month during the period.

Demand for marpower is further evidenced in the number of foreign workers
application received by the Technical Committee on Foreign Workers at the Ministry
of Home Affairs (MHA). From February to 19 November 1998, the Committee has
considered applications for the importation and redistribution of 179,480 foreign
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workers in the plantation and manufacturing sectors. Of the total, 49.5 per cent was
approved by the MHA. The per centage approved was quite low so as to ensure that
locals are not deprived of job opportunities.

According to the Business Expectation Survey of Limited Companies 1998
(Department of Statistics), industries that indicated positive growth in employment
include: coconut (4.5per cent), pam oil (4.8per cent), insurance, rea estates and
business services (4.2per cent), retail (3.6per cent) and wholesale (0.8per cent).
Industries in the manufacturing sector that recorded growth in employment include
crude ail refineries (10.9per cent), industrial chemicals (4.3per cent), wood and wood
and cork products except furniture (3.3per cent), other chemical products (1.6per
cent), textile (1.5per cent) and rubber products (0.3per cent).

On the supply side, there were 33,345 active registered job seekers with DOM
in 1998 (job seekers) compared with 23,762 in 1997. The average number of new
registrants also increased to 10,116 per month in 1998 compared with an average of
7,624 registrants per month in 1997. The increase can be attributed to the intensive
efforts undertaken by DOM and Labor Department to register workers who had been
retrenched.

ISSUES OF RETRENCHMENT AND HUMAN RESOURCE CONTRACTION

Retrenchment occurs when an employee's service is terminated, as the
company can no longer provide work for the employee. Retrenchment is often due to
reduced demand for the company’s products or services, financial losses, mergers,
organizational restructuring, bankruptcy, closing of plants, relocation across
international boundaries, and changes in technology such as automation at the
operational level. Excess of workers due to one of the above reasons will eventually
result in retrenchment.

Retrenchment has almost become a taboo among Malaysian employees
following the economic downturn. Negative implications on the retrenched workers
should not be overlooked, as loss of job is likely to cause financial problems,
psychological stress and even physical illness. A worker who lost his job will face
difficulties servicing loans and once savings are used up, may not be able to support
himself or his family. Financial problems due to loss of employment, coupled with
mental stress and embarrassment can lead to ill health.

From an employer’ s point of view, retrenchment is to be avoided by all means
as it causes a loss of public confidence in the company. It will not only lower the
morale amongst remaining employees, but also tighten the cash flow, as funds must
be set aside for payment of termination benefits. Before retrenching staff, an employer
will usually consider other alternatives such as cost cutting, job freeze, early
retirement, tight control upon overhead, reduced working hours and wages.

Employees who are entitled to retrenchment benefits are those covered by the
Employment Act and its 1980 regulations on termination and lay-off benefits.
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Besides, employees covered by a collective agreement or contract of employment
with atermination provision are also entitled to such benefits.

Although the Malaysian industrial law recognizes the right for employer to
determine the appropriate size of its workforce, a worker whose service is terminated
for any reason can claim unfair dismissal through the machinery of the Department of
Industrial Relations and the Industrial Court. The Court will judge whether the
retrenchment is genuine and reasonable procedures have been followed before
dismissing workers. Should the worker choose to challenge the termination, he can
claim unfair dismissal according to the procedures in the Industrial Relations Act
Section 20.

According to the Act, the quantum of benefits depends upon the worker’s
length of service. Employees with less than a year's service are not entitled to
benefits. For those with 1 to 2 years of service, they are entitled to 10 days wages for
every year of service. For 2 to 5 years of service, 15 days wages for every year of
service, whilst for more than 5 years of service, they are entitled to 20 days wages for
every year of service. For an incomplete year, the payment is pro-rata.

The recent economic downturn in Malaysia has an impact on the working
class when it raises negative implication on the employment scenario. Many
companies opted to terminate workers since the crisis broke out in 1997. Based on the
statistics provided by the MHR, 18,863 workers were retrenched by over 140
companies®. Seventy-eights per cent of them were from manufacturing sector, while
the rest were from transport, commerce, mining and construction sectors. The layoff
scenario adso had a negative impact on the serving employees, as there were
uncertainty on their jobs. In addition, there was also a growing concern among the
trade unions and MHR that employers were taking advantage of the economic
slowdown to implement unnecessary pay cut and other measures that would seriously
jeopardize the well being of the employees.

The economic situation had worsened in 1998, resulting in contraction in
employment growth: rising retrenchment and high unemployment rate. A total of
83,865 workers were retrenched in 1998 compared with only 18,863 workers in 1997.
Out of the figure, 20,082 of them were in Selangor, 16,884 in Penang and 10,863 in
F.T Kuala Lumpur.

Table 4: Number of Retrenched by State, 1998

State Number Retrenched (%6)
Selangor 20,082 ( 23.9)
Penang 16,884 ( 20.1)
F.T Kuala Lumpur 10,863 ( 13.0)
Others 36,036 (43.0)
Total 83,865 (100.0)

Source: Labor Market Report, Malaysia, 1998.

3 This figure might be underreported since mandatory reporting of employers started only in 1998.
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The highest number of retrenchment for 1998 was registered in the third
quarter involving 26,238 workers. However the number of retrenched workers
decreased significantly to 18,116 workers in the fourth quarter ie. a decrease of 31 per
cent. Overall, the fourth quarter registered the lowest retrenchment for 1998.

The manufacturing sector recorded the highest number of retrenchment in
each quarter where, in 1998, 53.8 per cent or 45,151 workers retrenched were from
this sector. In terms of category of occupations, the majority of the workers retrenched
were from the production and related, transport equipment operator and manual
worker category, representing 53.8 per cent or 45,196 workers.

Table 5: Number Retrenched by Sector, 1998

Sector

Number Retrenched (26)

Manufacturing

Wholesale and Retail Trade, Restaurant and
Hotel

Construction

Finance, Insurance, Real Estate and Business
Services

Agriculture, Forestry, Livestock and Fishing

Community, Social and Personal Services

Others

Total

45,151 ( 53.8)
10,434 ( 12.4)

9,334 ( 8.8)
6,596 ( 7.9)

5,108 ( 6.1)
4,242 ( 5.1)
3,000 ( 3.6)
83,865 (100)

Source: Labor Market Report, Malaysia, 1998.

Table 6: Distribution by Category of Occupations

Category of Occupation

Number Retrenched (20)

Prod. and Related Workers, Transport
Equipment Workers and Laborers

** Skilled Workers

** Unskilled Workers

** Semi-Skilled Workers

Professional, Technical and Related Workers
Clerical Workers

Administrative and Managerial Workers
Others

Total

15,971( 19.0)
14,708( 17.5)
14,517( 17.3)

12,125( 14.5)
9,927( 11.8)
6,275 (7.5)

10,342 ( 12.3)

83,865 (100.0)

Source: Labor Market Report, Malaysia, 1998.

The retrenchment did not only occur in large corporations, but SMls also
opted for dismissing their workers when facing with the economic crisis. In 1998,
about 16,521 number of workers being retrenched were from the SMis.
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Table 7: Retrenchment by SMI

State Number
Selangor 3,304
Pulau Pinang 1,734
F.T. Kuala Lumpur 1,487
Johor 3,303
Trengganu 743
Other states 5,950
Total 16,521

Source: SMI Development Corporation
Labor Market Report, 1998

There were many reasons given by employers cited in the Labor Market
Report 1998 for retrenching their workers as shown in Table 9. About 59.9 per cent or
2,867 employers stated reduction in demand for products as the main reason for
retrenchment. Another 11 per cent reported high production cost, 8.1 per cent
reorganizing their companies, 6.4 per cent had closed their operation, 2.4 had sold
their companies and 12.3 per cent stated other reasons for retrenchment.

Table 8: Reason for Retrenchment

Reason for Retrenchment No. of Employers
Reduction in Demand for Product 2,867 (59.9)
High production cost 526 ( 11.0)
Company Reorganisation 386 (8.1)
Closure 307 ( 6.4)
Sale of Company 114 ( 2.4)
Others 589 ( 12.3)
Total 4,789 (100.0)

Source: Labor Market Report, Malaysia 1998.

In terms of equity, the distribution are as follows: 69.5 per cent or 3,330
companies were Malaysian owned, 17.9 per cent or 857 companies foreign owned and
12.6 per cent or 601 joint-venture companies.

Certain quarters claimed that retrenchment amongst women was very high. In
1998, 42.3 per cent or 36,284 of 83,865 workers retrenched were women. A majority
of the women 64.5 per cent or 23,387 were from the manufacturing sector. In terms of
occupational category, some 59.1 per cent or 21,450 workers were from the
production and related, transport equipment operator and manual worker category.
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Clerical and related workers also exhibited high number of women retrenched
representing 17.6 per cent of the total or 6,390 workers.

It is observed that women workers who were retrenched came from the sector
and category that employed high number of women workers. It is easier to get
dternative jobs in the said sector and category. Women are not victimize in
retrenchment exercise as employers are required to institute retrenchment according to
LIFO (Last In First Out) principle rather than gender.

CURRENT AND FUTURE RETRENCHMENT TREND

As the economic crisis was getting deeper, the Government had taken a
reversal approach in its policies from tight monetary and fiscal policies to
expansionary fiscal and monetary policies in middle 1998. This was to induce
investment in the economy, and it has shown some positive result especially in
relation to the retrenchment figure. In terms of the weekly retrenchment figures, it
has shown a declining trend after reaching its peak in the middle July 1998. The
weekly number of workers retrenched has dropped from 5,245 in the middie of July
1998 to 316 in late August 1999 (Refer to Appendix | - Graph 1). For the year 1999,
as at September 4, a total of 25,592 workers were retrenched. Details sectors are as
shown in Appendix I1.

The government and Bank of America forecasted the economy will recover
and achieve a growth rate of 1.0 per cent in 1999, whilst Goldman Sachs, an
international investment bank, forecasted a 2.0 per cent growth in 1999. Based on
these forecasted economic growths, the labor market is expected to continue to remain
stable.

Table 9 below shows comparison of retrenchment for the second quarter
1998/99 and first quarter 1999. Retrenchment showed a downward trend. The figure
for the second quarter 1999 dropped 44.9 per cent to 10,403 workers compared to
18,693 workers in the same quarter last year.

Table 9: Number of Workers Retrenched and Number of Employers Involved

Second Quarter Change(%0) First
Quarter
1999
1998 1999
No. of 18,693 10,304 -44.9 11,454
workers
No. of 1,277 680 -46.8 735
Employers

Source: Labor Department, Peninsular Malaysia.
Labor Department, Sabah.
Labor Department, Sarawak.
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Table 10: Retrenchment by State, September 1999

State

Number Retrenched (26)

Selangor

F.T Kuala Lumpur
Perak

Penang
Kedah/Perlis
Johor

Other States

Total

6,474 (25.3)
4,852 (19.0)
3,761 (14.7)
2,655 (10.4)
1,991 ( 7.8)
1,720 ( 6.7)
4,139 (16.2)

25,592(100.0)

Source: Labor Market Report, 1998.

Table 11: Number Retrenched by Sector, September 1999

Sector Number Retrenched (%6)

Manufacturing 13,967 ( 54.6)
Wholesale and Retail Trade, Restaurant and 3,072 (12.0)
Hotel

Construction 2,525 (19.9)
Finance, Insurance, Real Estate and Business 2,338 (19.1)
Services

Agriculture, Forestry, Livestock and Fishing 1,332 (5.2)
Community, Social and Personal Services 1,246 ( 4.9)
Others 1,112 (4.3)
Total 25,592 (100.0)

Source: Labor Market Report, 1998.

POLICY RESPONSES

The preceding section has shown that the economic crisis has contracted the
work force not only the large but aso the SMIs. The widespread of the crisis in
Malaysia has triggered policy makers to immediately address the shortcomings
pertaining to the labor market. As the economic situation has deeply affected the
scenario of employment, it emerges that Malaysia is not only lacking in accurate
information on labor market, but also lack of proper human resource (HR) planning in
the long run. Labor market information is the information on the interplay of
relationship between labor supplies (availability of manpower) and labor demand
(availahility of vacancies).

At the nationa level, labor market information is needed for the efficient
alocation of human resources throughout the country to influence labor market
actions. At the middle leve, ingtitutions and persons use labor market information to
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match and facilitate supply and demand of labor. The direct participants in the labor
market, such as the job seekers or employers, use labor market information either to
guide them in their search for employment or in selecting the best-qualified job
seekers. On the whole, labor market information can be used to balance the supply of
and demand for labor with maximum utilization.

Beginning from January 1998, MHR initiated proactive measures by closely
monitoring developments in the collection of labor market data on retrenchment, job
vacancies, registration of retrenched workers, re-training, and industrial relation such
as the number of strikes, workers involved and mandays lost due to strikes and
picket. In addition, employers involved in retrenchment have been encouraged to
provide exit services that includes interview techniques, counseling and career
guidance to facilitate workers in finding aternative jobs. In retrenchment cases that
involve large number of cases, the Labor Department, DOM and Industrial Relations
Department under the MHR, gave in-situ service to employers and workers in various
aspects such as statutory retrenchment benefits, registration and emplacement to
dternative jobs with the cooperation of other employers that demand for workers .
The Government hes established task forces at district and national levels comprising
representatives from relevant Government departments, employers and workers
unions.

Various incentives were given to employers to encourage training and
retraining of workers as alternative to retrenchment such as exemption from paying
Human Resource Development Council (HRDC) levy to employers facing financial
difficulties and credited unclamed levy amounting to RM66 million to employers
account to encourage employers to continue training their workforce even during the
economic downturn. The Government has also established a Training Scheme for
Retrenched Workers under HRDC with an initial allocation of RM5 million in May
1998. Workers retrenched from sectors covered by HRDC are eligible to apply for
training for any courses up to diploma level. As of 31 December 1998, 572
applications were approved with financia assistance of RM2.52 million.

In ensuring the well being of retrenched workers, stepped-up efforts were
taken in ensuring that employers pay retrenchment benefits to their workers. As an
example, in the case of Saship in Labuan, the Industrial Relations Department (IR)
under MHR had persuaded the management to arrange for staggered payments to the
700 affected workers. As & the end of December 1998, approximately RM4 million
was aready paid-out and the remaining RM4 million was paid in January 1999,
RM500 per worker before Hari Raya (Muslim Festival) and the remainder at the end
of January 1999. The Employment Act 1955 was also amended with effective from
August 1998, where employers are required to retrench foreign workers before
retrenching local workers. This step is taken to ensure that the job opportunities of
local workers are secured.

* Read-Rite Company retrenched more than 4,000 workers in Penang, In this case, most of the workers
were able to secure alternative jobs before the actual effective date of retrenchment.
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Measures taken by MHR have helped to maintain the harmonious industria
relations environment. Data from MHR shows that in 1998, 12 strikes involving 1,777
workers with 2,635 man-days lost were recorded compared to five strikes involving
812 workers with 2,396 man-days lost in 1997. Even though, the number of strikes
increased significantly, the number of mandays lost amost remain unchanged. Only
14 pickets were recorded in 1998 compared with 34 pickets in 1997. Similarly the
number of industrial disputes where the number dropped from 463 disputes involving
139,187 workers in 1997 to 448 disputes involving 85,053 workers in 1998, thus
signifying a stable working labor environment.

Overdl, the MHR is urging the companies to be empathetic and to consider
other retrenchment alternatives such as reduced working hours and working days,
flexible working time, pay cut, voluntary lay-off, and making an offer to employees to
resign voluntarily. In general, employers responded positively to the government’s
cal in taking the above measures before resorting to retrenchment. Employers are
required to report the implementation of these alternatives to the Labor Department at
least one month before the effective date of retrenchment. From August to December
1998, most employers (or 67.2 per cent) chose pay cuts compared to voluntary
separation scheme (28.4per cent) and voluntary lay-off (4.4per cent). The number of
employers and employees involved between August to December 1998 are shown in
the following Table 12:

Table 12: Alternative for Retrenchment

Measures No. of Employers No. of Employees
Pay-Cut 795 22,514
Voluntary Lay-Off 52 6,342
Voluntary Separation 336 6,193

Source: Ministry of Human Resource, 1998.

During the economic downturn, industrial harmony is maintained with the
cooperation of all parties: workers, employers and the government. Efforts undertaken
by the Labor Department and the Industrial Relations Department under MHR have
been successful in preventing industria disputes and maintaining harmonious
industrial relations between employers and workers.

CONCLUSION

Economic crisis has not only affected employment in the large corporations
but also in small and medium industries. Despite of the contraction of 6.7 per cent of
the economy, the retrenchment rate in Malaysia represented only one per cent of the
total employment. The low retrenchment rate was accompanied by harmonious
industrial environment. This was made possible by the holistic approach taken by the
government in addressing the immediate issues confronting the labor market during
the economic crisis. The facilitating and regulatory role played by the Government in
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the labor market had eased tension among workers arising from the economic crisis.
The harmonious industrial environment had in away helped to expedite the economic
recovery.

The holistic approach by the government in addressing the labor issues
incorporated both the demand and supply sides of the labor market. Accessibility of
information is considered important, thus the government making it compulsory for
employers to report any step taken that can give a signal to the labor market. In
addition, policies designed during period of crisis involved the players in the market,
the employers and employees. The holistic approach did not segregate policies
according to sectors, ownership, gender or sizes of firms. Firms irrespective of the
ownership functions and sizes are treated equally when addressing labor issues. Thus
employees working in small and medium industries should not expect to receive
better or lesser treatments when confronting economic crisis.

As employees working in SMI are not likely to be given specia treatment
during economic crisis, they are expected to be more productive as compared to their
counterparts working in large industries. SMI should focus on the export market
rather then relying on the domestic market for expansion, as only 20 per cent of SMI
were involved in exports. Thus employees in SMI should be more aggressive and
competitive rather than being complacent in order to compete in the international
market. Being able to capture the export market, means less likely for employees
working in SMI to be retrenched in case of economic crisis reoccurring.
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Graph 1: weekly Retrenchment Trend, Feb 1998 — 3 Jul 1999
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APPENDIX 11

Weekly Retrenchment Data by Sector, 1 February 1998 - 4 September 1999

Week Total Manufacturing | Construction Commerce Finance Others
1/2 - 7/2/98 480 231 60 129 29 31
8/2 — 14/2 1,583 390 263 630 151 149
15/2 - 21/2 3,159 2,744 117 134 135 29
22/2 - 28/2 2,173 1,327 313 136 207 190
1/3-7/3 2,578 1,159 990 141 211 77
8/3 - 14/3 3,460 2,301 303 195 248 413
15/3 - 21/3 2,797 1,776 231 445 155 190
22/3 - 28/3 1,463 255 379 325 128 376
29/3 - 4/4 2,200 883 116 216 193 792
5/4 - 11/4 1,041 308 44 158 269 262
12/4 - 18/4 2,473 727 220 310 306 910
19/4 - 25/4 1,181 215 112 266 260 328
26/4 - 2/5 1,150 545 231 91 97 186
3/5-9/5 1,381 683 109 213 97 279
10/5 - 16/5 1,262 513 279 203 144 123
17/5 - 23/5 1,741 834 252 176 140 339
24/5 - 30/5 1,487 718 164 188 63 354
31/5 - 6/6 1,467 773 211 245 82 156
7/6 - 13/6 1,519 826 123 254 69 247
14/6 - 20/6 974 185 127 197 302 163
21/6 - 27/6 1,812 776 579 222 95 140
28/6 - 417 1,033 590 109 103 209 22
5/7 - 11/7 1,127 593 169 124 118 123
12/7 - 18/7 5,245 4,715 17 296 110 107
19/7 -25/7 2,919 2,108 232 318 122 139
26/7 - 1/8 2,622 1,278 122 317 143 762
2/8 - 8/8 1,266 567 113 211 241 134
9/8 - 15/8 1,600 1,077 137 161 129 96
16/8 - 22/8 2,277 1,256 337 132 128 424
23/8 - 29/8 1,448 330 201 221 548 148
30/8 - 5/9 1,278 88 279 379 175 357
6/9 - 12/9 1,444 573 91 383 141 259
13/9 - 19/9 1,684 818 114 397 59 296
20/9 - 26/9 1,984 1,420 211 185 48 120
27/9 - 3/10 1,299 444 252 212 154 237
4/10 - 10/10 1,711 1,092 218 185 67 149
11/10 - 17/10 1,465 733 201 257 126 148
18/10 - 24/10 1,080 459 171 117 94 239
25/10 - 31/10 2,214 928 254 162 121 749
1/11-7/11 1,132 547 208 156 64 157
8/11 - 14/11 878 199 134 129 61 355
15/11 - 21/11 854 389 108 224 46 87
22/11 - 28/11 2,171 1,280 81 445 15 350
29/11 - 5/12 2,685 154 171 106 72 2,182
6/12 - 12/12 1,047 414 46 93 43 451
13/12 - 19/12 1,350 1,150 69 33 57 41
20/12 - 26/12 371 126 20 90 15 120
27/12 - 2/1/99 734 341 44 127 92 130
3/1-9/1 868 260 453 38 45 72
10/1 - 16/1 503 161 34 147 74 87
17/1-23/1 864 537 11 72 148 96
24/1 - 30/1 616 444 30 49 24 69
31/1-6/2 544 157 102 52 7 226
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712 -13/2 946 506 208 48 78 106
14/2 - 20/2 659 266 39 127 98 129
21/2 - 2712 737 331 36 158 28 184
28/2 - 6/3 1,381 1,114 50 122 43 52
7/3 - 13/3 774 401 89 162 35 87
14/3 - 20/3 2,637 1,954 81 102 337 163
21/3 - 27/3 478 68 50 120 80 160
28/3 - 3/4 496 41 146 65 75 169
4/4 - 10/4 1,395 1,022 186 41 74 72
11/4 - 17/4 720 375 38 64 62 181
18/4 - 24/4 1,581 1,043 65 7 101 295
25/4 - 1/5 521 126 145 104 19 127
2/5 - 8/5 623 312 52 134 19 106
9/5 - 15/5 481 50 58 60 127 186
16/5 - 22/5 935 471 123 31 144 166
23/5 - 29/5 793 348 41 193 94 117
30/5 - 5/6 919 578 67 61 171 42
6/6 - 12/6 1,061 874 17 59 50 61
13/6 - 19/6 516 212 13 162 47 82
20/6 - 26/6 274 130 24 44 26 50
2716 - 317 471 182 36 192 45 16
4/7 - 10/7 514 366 28 50 30 40
11/7 - 1717 428 320 37 20 17 34
18/7 - 2417 383 86 57 114 36 90
25/7 - 31/7 698 268 29 196 33 172
1/8-7/8 374 272 5 57 35 5

8/8 - 14/8 331 140 21 24 40 106
15/8 - 21/8 127 42 17 39 17 12
22/8 - 28/8 408 337 1 5 12 53
29/8 - 4/9 316 67 132 30 59 28

Source: Ministry of Human Resource, 1999.
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INTERNAL CAPABILITIES, EXTERNAL LINKAGES, AND
ORGANIZATIONAL PERFORMANCE: A STUDY ON
TECHNOLOGY-BASED KOREAN VENTURES

ABSTRACT

This study examined the influence of interna capabilities and organizationd linkages to
externd entities on firm performance by using data from 143 technology-based young Korean
enterprises.  Internal  capabilities were operaiondized by entrepreneurid  orientation,
technologica capabilities and financid resources invested. Externd linkages were captured by
partnership-based linkages and sponsorship-based ones. Partnership- based linkages were
mesasured by drategic dliance with other firms, participation in venture associations, and
collaboration with universities or research inditutes. Sponsorship-based linkages mnsisted of
financid and non-financid support from venture capitalists, commercid banks and the Korean
government. Sales volume and competitiveness of products/services indicated organizationd
performance. Regression results showed that technological capabilities and financid resources
are important predictors of organizationa performance. Among externd linkages, aliance with
other firms and venture capita companies sgnificantly enhances organizationd performance.
Severd interaction terms have \ery sgnificant influence on performance. Implications and
directions for future research were discussed.
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INTRODUCTION

As an agent of cregtive destruction, technology-based young firms are one of the
engines of economic deveopment and wedth creation (Schumpeter, 1934).
Technology-based young firms creste new jobs (Birley, 1986) and foster technologica
innovations (Tushman & Anderson, 1986). However, these young firms are very prone to
falure as “liadility of newness’ arguments suggested (Stinchcombe, 1965). As a result,
scholars, policy-makers, and entrepreneurs are very concerned with factors that contribute to
the success of technol ogy-based young firms. This paper examines the influence of firm internd
capabilities and firm's linkages to externd ertities on the organizationd performance of
technol ogy-based young firms.

What determines organizationd performance is a perennid research question for
organizationd scholars. Many different perspectives have been developed to explain
performance differentid among firms. Severa perspectives such asindudtrid organization (eg.,
Caves, 1984) and population ecology (Hannan & Freeman, 1985) have emphasized industry
or environmenta conditions and ignored intra-industry performance differentid among firms.
By contrast, other perspectives have underscored the characteristics and activities of
organizations rather than environmenta conditions and explained intra-industry performance
differentid. Among those perspectives, two perspectives are very contrasting.

First, resource-based view of the firm (RBV heredfter) emphasizes firm idiosyncratic
resources (e.g., Barney, 1991; Penrose, 1959; Wernerfelt, 1984). RBV regards the firm as a
bundle of resources and suggests that characteristics of firm resources significantly affect the
firm's competitive advantage (Barney, 1986, 1991; Penrose, 1959; Peteraf, 1993; Wernerfelt,
1984). Firms of which resources are valuable, scarce, imperfectly tradable, and hard to imitate
can have a sustainable advantage over competitors (Barney, 1986; Dierickx & Cool, 1989;
Peteraf, 1993; Reed & DeHlippi, 1990). The firm resources investigated before include
human resource, technologica resource, financia resource, organizationa culture, manageria
capabilities, etc (Barney, 1986; Hal, 1991, 1993; Prahalad & Hamel, 1990).

Second, cid capitd theory suggedts that socid capita of organizations is a very
important antecedent of organizationd performance (Leenders & Gabbay, 1999). Recently,
Organizetions as an open sysem should mobilize externd resources to produce
products/services and should have ability to attract and retain customers (Burt, 1992; Pennings
& Lee, 1999; Pennings, Lee, & Wittdoostuijn, 1998; Uzzi, 1995). Firm's ahility to mobilize
extramura resources and to attract customers isinfluenced by the qudity of afirm’'s linkages
to externd entities because socid reations mediate economic transactions and confer
organizationa legitimacy (Granovetter, 1985). While RBV has focused on resources or
cgpabilities accumulated ingde the firm, socid capitd theory has underscored a firm's
relational characterigics with externd entities.

Drawing on the two perspectives, this paper examines the influence of internd
capabilities and linkages to externd entities on organizationd performance in the context of
technology-based young Korean enterprises. Additiondly, this study investigates the joint
effects of internd capabilities and linkages to externd entities on organizationd performance.
We used survey data fom 143 firms that were producing computer software, eectric and
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electronic products, and biotechnologica products.

This study can contribute not only to field of management and organization and but to
entrepreneurs. The current state of theory on technology-based young firms is in its own
infancy. Theoreticaly, this study can test empirica vdidity of RVB and socid capitd theory on
compstitive advantage and can identify key success factors of venture business. More
important contribution is thet this study combines the two theoretical perspectives. Few studies
have combined the two research streams, and to our knowledge no study has examined the
joint effects of interna resources and linkages to externad entities on organizationd
performance. Practicdly, this sudy can provide manageriad implications to entrepreneurs in
technology-based industries. Results of this sudy can suggest what kinds of internd
capabilities entrepreneurs should accumulate and what kinds of externd linkages entrepreneurs
should develop.

THEORY AND HYPOTHESES
Internal Capabilitiesand Organizational Performance

What are the crucid internd capabilities that determine the performance of
technology-based young firms? Severd investigators have emphasized the attributes of
entrepreneurs such as entrepreneurial atitude, education, work experience, and Sart-up
experience as key success factors (e.g., Cooper & Bruno, 1977; Kazanjian, 1988; Miller,
1983; Mintzberg & Waters, 1987; Van de Ven, Hudson, & Schroder, 1984). By contrast,
severd papers such as Eisenhardt and Bourgeois (1988), Eisenhardt and Schoonhoven
(1990), Goodstein and O’ Reilly (1988), and Roure and Maidique (1986) have demongtrated
that the attributes of top management team such as team Sze, joint work experience and
heterogeneity in functional backgrounds of founding members were dso important predictors
of venture success.

Recently, severd scholars have extended the antecedents of technology-based venture's
success to the characteristics of organization as awhole. These characterigtics include founding
srategy (Romandli, 1989), the degree of technica innovation within the core technology of the
firm (Boeker, 1989; Maidique & Petch, 1982), the amount of financid expenditure after
foundation (Schoonhoven et a., 1990). This paper examines the attributes of organization as a
whole while controlling for founder’ s attributes and environmental conditions.

Review on literature of RVB and entrepreneurship combined with interviews with top
executives of our sample firms suggest three important kinds of interna capabilities that
dgnificantly influence the performance of technology-based young organizations. They are
entrepreneurid  orientation, technologica capabilities, and financid resources invested.
Ddfinitiors of these variables and ther rdationship with organizationd performance are
provided as follows.

Entrepreneurid orientation. Entrepreneurs usualy found a new venture to create a new
market niche with new products/services or to substitute established players with better quality,
cheaper price, etc. The credtive destruction process cals for entrepreneurs to invest a greet
ded of resources in innovation (Kao, 1995; Schumpeter, 1934, 1947). Technology-based
young organizations are not likely to succeed without the invesment in innovation. Without
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innovation, young organizations have to rely on traditiond ways of doing business; traditiona

products/services, traditiona distribution channels, usudly higher price than established players.
Head-to-head competition with established players is highly likely to lead the falure of new

organizations due to the deficiency of many critical resources such as scde, legitimacy,

network ties with resource holders such as supplies and customers, etc. As a result, new

organizetions should differentiate  themsdves from edablished players by introducing
innovetions.

To generate innovations, entrepreneurs of technology-based young organizations should
run the organization entrepreneuridly (Covin & Sevin, 1991; Zahra, 1993). The term
“entrepreneuria orientation (EO heregfter)” can capture the organizationa processes, methods,
and styles that firms use to act entrepreneuridly (Lumpkin & Dess, 1996; Miller, 1983). It has
been studied as a key determinant of the performance of new ventures in entrepreneurship
literatures (e.g., Lumpkin & Dess, 1996). We adopted three dimensions of EO suggested by
Miller (1983); innovativeness, risk-taking propengty, and proactiveness. Numerous studies
have adopted or extended the conceptudization in new venture investigation (e.g., Covin &
Slevin, 1989; Ginsberg, 1985; Lumpkin & Dess, 1996; Morris & Paul, 1987; Schafer, 1990).
Innovativeness reflects a firm's propendty to engage in and support new idess,
experimentation, novelty, ad creative processes that may result in new products, services,
new market, and manufacturing processes (Lumpkin & Dess, 1996). Risk-taking propengty
of afirmisitswillingness to make large and risky resource commitments (Miller, 1983). Findly,
proactiveness refers to how a firm relates to market opportunities through active market
research and introduction of new products/services ahead of competitors (Lumpkin & Dess,
1996; Miller & Friesen, 1978). This discusson provides following hypothess.

Hypothesis 1: The level of entrepreneurial orientation is positively associated with
organizational performance.

Technological _capabilities.  Technology-based young organizations usudly were
established to enter the existing market niches or create new market riches by developing and
utilizing new technologies. Nt surprisingly, technologica capabilities have been regarded as a
criticd success fector that determines the performance not only of technology-based
organizations (e.g., Bettis & Hitt, 1995; Henderson & Clark, 1990; Tushman & Anderson,
1986) but dso of technology-based new ventures (Chandler & Hanks, 1994; Dollinger, 1995;
Shrader & Simon, 1997). Technologica capabilities are defined as technologica knowledge,
technicd expertise or know-how generated by R&D (Dollinger, 1995). Especidly, patents
and utility models patents and designs, which are protected by patent laws and thus can be
used excludvely, adlow new ventures to create new products, identify market opportunities,
and differentiate themsdves from competitors. Technological capabilities of young
organizations that are not protected by laws are very vulnerable to be imitated by competitors,
especidly by large edtablished competitors. Large firms can absorb the unprotected
technologies of young organizations by scouting the key technicians or researchers with a lure
of thick compensation that young organizations cannot afford to provide. Patent laws cannot
protect severd kinds of competitiveness enhancing technologica capabilities One of them is
quaity control capability. Absent of other sgnding indicators for product qudity, quality
assurances provided by domegtic and internationd inditutions enhance organizationd
performance by letting potentia customers know the technological capatiilities of new ventures.
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This discussion leads us to following hypothesis.

Hypothesis 2: Technological capabilities a new venture built is positively
associated with organizational performance.

Financial resources. Financid resources that a new venture invested before are very
important predictor of venture performance (Dollinger, 1995; Schoonhoven et d., 1990;
Shrader & Simon, 1997). Schoonhoven et a. (1990) argued that the amount of capitd a new
venture has expended before would increase the speed with which first products reach market.
Technology-basad young organizations usudly invest dl available financia capita during early
development stage. However, they usudly run short of financid resources that should be
invested for technology development, market research and advertising, because they typicaly
are less adle to mohilize financid resources from externa entities from banks than more
established companies are. Young firms endowed with a large amount of capitd have many
advantages. They can invest more to develop products, advertise, research market, and hire
experts whose cgpahilities are necessary for organizational success. Other things being equd,
young firms that invested more in R&D, advertisng, and market research are more likdly to
perform better in the future. This discussion leaeds us to following hypothess.

Hypothesis 3: The amount of financial resource that a venture invested before is
positively associated with organizational performance.

Linkagesto External Entities and Organizational Performance

Organizations, ether established larger ones or new start-ups, does not have sufficient
resources needed and thus has to exchange the resources with organizationa environment
(Pfeffer & Sadlancik, 1978). Especidly new dart-ups that usudly are established only with
ideas and thus are deficdent of many resources should mobilize resources from externd
environment. In mobilizing externd resources, linkages to externd entities play very important
role. It is because economic actions are embedded within larger organizationd networks,
which not only facilitate some types of actions but also constrain actor’s choices and actions
transcending pure cost-benefit andyss (Granovetter, 1985). Dollinger (1985) found that
finenadly successful entrepreneurs were particularly active in networking with business people
and regulators. Hansen (1995) dso found that entrepreneurid networks are postively
associated with organizationa growth. Networks are vital to perceive opportunities, test ideas,
and garner resources to create new enterprise (Aldrich & Zimmer, 1986).

The networks among organizations have been investigated as a key factor that influences
organizationa actions and performance. Recently suggested term “corporate socia capital”
captures this effect of socid networks on organizational performance (e.g., Pennings et d.,
1998). Corporate socia capita can be defined as “the set of resources, tangible or virtud, that
accrue to a corporate player through the player’s socia relationships, facilitating the attainment
of gods (Gabbay & Leenders, 1999: 3).”

We differentiated partnership-based linkages from sponsorship-based  linkages.
Partnership-based linkages are cooperative and hilaterd reationships in the sense tha
participants in the rddionship give-and-take resources for a consderable time span.
Sponsorship-based linkages are unilaterd rdationships in the sense that externd entities
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provide unilatera supports to a new venture without receiving explicit rewards. Both kinds of
linkages can enable a firm to mobilize resources needed for input transformation and sdl the
output (Baum & Oliver, 1991; Eisenhardt & Schoonhoven, 1996).

Partnership-based linkages. Partnership-based linkages to externa entities can be
defined as cooperative or collaborative reationships with environmenta condtituents (Baum &
Oliver, 1991; Dollinger, 1989). Literature review and interviews with top executives of our
sample firms suggest that three kinds of partnership-based linkages are crucia to enhance the
performance of technology-based young organizations. They are linkages to (1) resource
supplying organization including venture capitadists and consuming organizations, (2) other
technology-based young organizations, and (3) universities and research indtitutes. Strategic
dliance is usad as an indrument to have along-term relaionship with suppliers and customers.
Participation in venture associations and informa entrepreneurs network hep a firm to
establish relationship with other young organizations. Forma R&D contracting-out provides
linkages to universties and research inditutes.

Strategic dliances with suppliers and customers provide a great advantage to young
firms Strategic dliance can sgnd enhanced legitimacy for firms (Baum & Oliver, 1991,
Eisenhardt & Schoonhoven, 1996), provide opportunities for gaining new competence
(Hagedoorn, 1993; Hennart, 1991), and offer specific knowledge-based resources such as
manufacturing or customer information (Hamel et d., 1989; Teece, 1987). Alliance can dso
help firms to gain market power (Hagedoorn, 1993), move more quickly into new markets
and technologies, and create option for future investment (Eisenhardt & Schoonhoven, 1996).
Through drategic dliances, a firm can secure gable sources of resource supplies and saes of
products/services. New ventures usudly have a great difficulty in securing suppliers and
customers who are questioning the long-term surviva of the venture. Suppliers are reluctant to
transact with a new venture especiadly when the transaction requires transaction-specific
investments, because the investments are not likely to be recovered. Customers are aso
reuctant to buy products/services of new ventures, because they suspect the qudity and
performance of products/services produced by new ventures, and worry about repair services
and vaue of warranty in cases of the venture's fallure. Severd sudies have illustrated the
bendfit of having srong reaionship with others for a venture success. For instance, Uzzi
(1996) showed that strong ties with suppliers, which are very amilar to strategic dliance,
enhance the surviva chance of new ventures.

Equity investment of venture capitd companies into a new venture not only provides
financia resources and management know-how but aso enhances legitimacy. Since venture
capita companies that invested in a new venture have a srong incentive to make the venture
succeed, they provide management related know-how and refer potent professonas who can
help the \enture. Potentid suppliers, buyers, investors and employees face a great ded of
uncertainty in deciding whether they transact with the new venture or not. The equity
participation of venture capital companies sgnds to those suspecting entities that the new
venture has a high chance of success. The legitimacy and lowered perceived uncertainty engble
anew venture to mobilize external resources with better terms.

By paticipating in venture associgions and informa entrepreneurs  networks,
entrepreneurs can obtain vauable information about management of venture business, new
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market trends and opportunities, and potentia cooperators Pennings & Harianto, 1992).
Noria (1992) linked interpersond contacts within Route 128 busness community to
implicatiors for cooperative action among firms. The networks aso help entrepreneurs find
right professonds such as lawyers, accountants, and venture capitdists who can help the
ventures, snce networks can function as powerful referring networks. The reference will be
more vauable when it has a solid ground to believe the referee because of two reasons. Fir,
information transferred through trustworthy relaions is more credible and interpretable
because the identity of actors and the intendity of their socid ties are as important as the
information itsdf (Uzzi, 1996). Second, the network functions as a socid control mechaniam,
because the network diffuse information about economic actors, and the fear of reputation loss
resulting from opportunistic behavior deters firms linked to the network from behaving
opportunisticaly against each other (Raub & Weese, 1990). Noria (1992) linked
interpersond contacts within Route 128 business community to implications for cooperative
action among firms. In addition to drect interpersona contact, status and reputation also
enhance the likdihood of cooperation (Podolny, 1994) These qualities sgnd the skill and
trustworthiness of potential partners and o facilitate cooperation, particularly when there is
high uncertainty (Eisenhardt & Schoonhoven, 1996).

The collaboration with universties and research inditutes provides a means of
developing technologica knowledge, which cannot be developed by a new venture done
(Mapes, 1967). Univerdties aso provide consulting assstance to a new venture and
opportunities for continuing education for professond employees (Cooper, 1973). In the long
run, the collaboration can enable new venture to recruit researchers with high caliber who will
not join the venture otherwise. In the collaboration process, professors and researchers are
persondly acquainted with the venture and thus recommend their students/fellow young
researchers to join the venture. In addition, graduate students who participate in the projects
can get to know about the venture and its technology and are likely to join as key members of
the venture when they believe the success potentia of the venture. Interviews with the founders
of successful technology-based Korean ventures aso indicate that they actively used the
collaboration with univerdties and research ingtitutes for devel oping technology in the short tem
and for hiring high-quality employees. These discussions lead us to following hypothesis.

Hypothesis 4. The partnership-based linkages to other firms venture capital
companies, venture associations, and universities/research
institutes are positively associated with organizational
performance.

Sponsorship-based linkages.  Sponsorship-based linkages of an organization are
unilaterd relaionships in the sense that externd entities provide supports to the organization
without receiving explicit rewards. Young organizations that are supported by powerful
indtitutes have a great advantage (Flynn, 1993). The linkages increase the amount of externd
resources avaladle to anew venture, providing the opportunity for organizationd growth.
Reducing the potentidly adverse effects that arise during vulnerable early stage of the
organization (Stinchcombe, 1965), the linkages protect the new ventures from environmentd
threats (Hall, 1982; Miner, Amburgey, & Sterns, 1990). Young organizetions can mohilize
resources from those ingtitutes free of charge or with better terms. The sponsorship of those
indtitutes also enhances the socid legitimacy and dtatus of a new venture (Baum & Oliver,
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1992; Podolny, 1993). The enhanced legitimacy and status enable a new venture to mobilize
resources from other entities that are critica for venture success.

In the context of technology-based young Korean organizations, the Korean
government has initiated cresting a richer and more nurturing environment conductive to birth
and survivd of technology-based ventures. The government itsdf nominated severd
technology-based ventures as promising ones and provided research funding for technology
development to those ventures. The Korean government has established a variety of promisng
amdl enterprise nomination programs. When sdlected as a promising smal enterprise by
government, a venture can obtain a devdopmentd fund from the government and socid

legitimecy.

The Korean government aso encouraged powerful financid inditutions to provide more
supports to technology-based ventures. Severa commercid banks in Korea have established
the promisng smdl enterpriss nomination programs. When sdected as a promising smal
enterprise by abank, a new venture can borrow money with an interest rate lower than market
rate and dso get socid legitimacy. These discussons lead usto following hypothess.

Hypothesis 5: The gonsorship-based linkages to venture capital, commercial
banks, and government agencies will increase organizational
performance.

Interactions. Above hypotheses suggest that internd capabilities and linkages to externd
entities individudly influence organizational performance. While interna capabilities indicate
organization's ability to transform inputs into outputs efficiently, corporate socid capita -
organization's linkages to externd entities - determines ability to mobilize inputs needed for
transformation and to dispose outputs (Burt, 1992). Internd capabilities hep a firm to build
socid capita, Snce a firm with a higher leve of disinctive capabilities is more likey to be
selected as an dliance partner by other firms (Chung, Singh, & Lee, 1999). Corporate socid
capitd aso facilitates the accumulation of interna capabilities, because other firms linked to the
focd firm offer access to vauable information, resources, and economic opportunities that are
necessary for the accumulation of internal capabilities (Knoke, 1999).

Organization of which transformation cgpabilities are much greater than capabilities for
garnering inputs and disposing outputs cannot fully utilize its transformation capabilities, since it
hes a difficulty in mobilizing necessary inputs from environment and in digposing outputs a a
reasonable price. When the quality and peformance of the outputs and the vaue of
transformation capabilities can be accurately measured without substantid codt, externd
entities can rely on the measurement in deciding if they will transact with the focd firm. When
the measurement is not easy as in the case of the output of technology-based young
organizations, even afirm with a high leve of transformation capabilitiesis not able to acquire
extramura resources. It is because external entities face a great ded of uncertain in assessing
the value of transformation capabilities and potentia outputs.

Organization of which capabilities for garnering inputs and disposing outputs are much
greater than transformation capabilities cannot acquire the inputs and dispose outputs in the
long run. Socid relations in which exchange between actors are not reciproca for along time
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are likely to be broken, since one actor unilaterdly sacrificesitsdlf for the other for along time
(Chung, Singh, & Lee, 1999; Gouldner, 1960; Levi-Strauss, 1957). Externd entity that has
exchange relaions with a focd firm lacking trandformation capabilities does not have strong
incentive to maintain its relationship for along time. In sum, organizations that keep the balance
between internd capabilities and socid capitd can fully utilize them and thus can perform well.
These discussions lead us to the following hypothess.

Hypothesis 6. Internal capabilities and linkages © external entities will have
positive interaction effect on organizational performance.

METHODS
Sample and Procedures

Population of our study is technology-intensve young Korean firms. We sampled firms
from those firms that were enrolled as a venture company in Koreen Smal & Medium
Business Adminidration. At the end of 1998, 2043 firms were enrolled. Among them, 1012
firms were producing computer software, eectric and eectronic products, and
biotechnologica products. We sent questionnaire to dl of the 1012 firms. 175 firms (19 %
response rate) responded to the questionnaire. To reduce unobserved heterogeneity, we
ddeted 19 firms that were founded by a joint venture of large Korean conglomerates or
founded before 1983. We aso deleted 13 additionad responding firms due to missng
information. As aresult, we used data from 143 firms.

The data collection procedures are asfollows. First, we interviewed top executives and
upper echdon managers of 50 firms to find key variadbles that affect the performance of our
sample firms. We aso pretested our questionnaire by using 11 firms in December 1998. All of
the questions in the find questionnaire asked factud (not perceptud) information. Most of
prior empiricd studies that measure entrepreneuria orientation use the severd items with
Likert 5 Scales. But this subjective measurement could have some problems (Chandler &
Chandler, 1994; Jennings & Lumpkin, 1989). We sent the questionnaire to the CEO or
founding members. These individuas were chosen because of their extensve knowledge of
their firm's organizationa characteristics. Consdering smalness of our sample firms and their
newness, they were very likdy to have correct information. Also questioning factud
information rather than perceptud information would enhance the accuracy of our data. The
key informant method has been commonly used in organizationd research when secondary
archiva data were not available (Hansen & Wernerfelt, 1993). 102 firms indicated that their
top execute responded the questionnaire. Remaining 46 firms pointed out that top echelon
managers filled out the questionnaire. The respondents were followed by phone cdls to clarify
any incomplete data.

M easur ement of Internal Capabilities

We measured internd capabilities by three indicators, entrepreneurid orientation,
technologica resources, and financia resource invested.

Entrepreneurid orientation. Following suggestions of Miller (1983), Covin and Sevin
(1991), and Stevenson and Jallio (1990), we measured entrepreneuria orientation by three
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indicators. innovativeness, risk-taking propendty, and proactiveness. As Lumpkin and Dess
(1996) suggested, we measured innovative activities as the number R&D employees divided
by the total number of employees in 1997. We measured risk-taking propendgity by two
indicators, (1) the number of risk-taking R&D projects divided by tota number of R&D
projects in 1997 and (2) R&D expenditure per risk-taking R&D project (tota risk-taking
R& D expenditure / the total number of risk-taking projects in 1997). We treated a project for
developing a brand new product as least in Korean industry as a risk-taking R&D project.
Proactiveness were captured by three index by the ratio of market research costs to sales
volume, the ratio of advertising expense to sales volume, and the ratio of the number of sdes
employeesto total number of employees. Rdiahility test by usng factor andys's suggested the
ddetion of proactiveness indicators. To create a Sngle composite indicator for entrepreneuria
orientation, we standardized an indicator of innovativeness and two indicators of risk-taking
propensity by using mean and standard deviation of the corresponding indicator and added the
three standardized scores.

Technologicd capabilities. We measured technologica capabilities by three indicators,
(2) the number of technologies developed by themsdves, including the number of patents and
patents submitted, (2) the number of utility model patents and designs that were registered to
the Korean Patents Adminigration, and (3) the number of foreign and domedtic qudity
assurance marks acquired. We standardized each of the indicators by using the mean and
standard deviation of corresponding indicator and added them up to creste a Sngle indicator.
Prior dudies have used the number of patents (eg., Miller & Shamise, 1996) or subjective
indicators (e.g., Chandler & Hanks, 1994) to measure technologica capabilities. Since the
average age of our samplefirms are 3 years and acquiring a patent usually takes three or more
years, we could not use the number of patents only.

Financid resources invested. We measured financia resources invested by the amount
of totd R&D investment, advertisng and market research investment in 1997. Schoonhoven et
a. (1990) messured financid resources invested with monthly average of totd costs and
expenses accrued after organizationa founding. The logic is that organizationa performance
largely depends on the amount of financia resource invested during the previous years.

M easurement of Linkages to External Entities

We differentiated linkages to externd entities into two kinds. First, partnership-based
linkage is more explicit and reciproca relationship with externd entities. Second,
sponsorship-based linkage is a kind of uni-directiond relationship. Externa entities provide
unconditiona support or long-term investmen.

Partnership-based linkages. We measured partnership-based linkages by three
indicators. The firgt indicator is the number of other firms with which afoca firm has a drategic
dliance for marketing or technology development. The second is the number of formd
asociations for entrepreneurs and informa  entrepreneur’s network that a focd firm
paticipates in. The third is the number of collaborating R&D projects and technology
exchange programs with universities or research inditutes.

Sponsorship-based linkages. We measured sponsorship-based linkages by three
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indicators. The firg indicator is the number of venture capitd firms that invested equity in the
focd firm. The second is measured by two index; (1) the number of cases in which financid
ingtitutes named the foca firm as a promisng smal enterprise, and (2) the number of financid
inditutes from which the focd firm received a loan with a below market interest rate during
1997. We standardized each of the two indicators by using the mean and standard deviation
of corresponding one and added them up to create asingle indicator. The third is measured by
two index; (1) the number of cases in which Korean centra or loca governments named the
focal firm asapromisng smal enterprise, and (2) the number of government research projects
that the foca firm executed done or with other organizations during 1997. We standardized
each of the two indicators by using the mean and standard deviation of corresponding one and
added them up to create a single indicator.

M easur ement of Organizational Performance

How can we measure the performance of technology-based young enterprises?
Profitability such as ROI (return-orrinvestment) may not be an appropriate performance
indicator for those firms, because many of them are usdly in the stage of product
development (Hart, 1995). In addition, it is very difficult to gather accurate accounting data,
snce many d those firms did not establish an accurate forma accounting system yet. We
could not use the speed of shipping first product for revenues after foundation (Schoonhoven
et d, 1990), organizational growth (Eisenhardt and Schoonhoven, 1990) or organizatiord
survivd (Briderl, Preisendorfer, & Ziegler, 1992), since we did not have firm level data from
the founding. After interviewing top managers of our sample firms and consdering prior sudies
on technology-based young enterprises, we selected two indicators, sales volume and the
competitiveness of products/services.

Sdesvolume. Sdes volume is the amount of sales during 1998. Entrepreneurs are very
interested in sdes volume and it is not sendtive to accounting methods that the focd firm
adopted (Chandler & Hanks, 1994).

Competitiveness of products/services. We developed the second measure to reflect the
fact that entrepreneurs usudly found new firms with the objectives of outcompeting or
replacing existing companies or cregting a new market niche. To measure the competitiveness
of products/services, we asked five questions about the competitiveness of products/services
that the focd firm sold in 1998; (1) the number of products/services of which performance or
qudity was improved in 1998, (2) the number of products/services of which production cost
competitiveness was enhanced in 1998, (3) the number of products/services that created a
new market niche in 1998, (4) the number of products/services that penetrated established
market successfully in 1998, and (5) the number of products/services that substituted
ggnificantly import from foreign countries in 1998. We divided the five numbers by the totd
number of products/services that the focd firm was sdlling, and then we computed the average
of the five ratios. The average ratio indicates the percentage of products/services that had or
improved competitiveness. Since the ratio itself does not inform us financid contribution to the
focd firm, we multiplied the ratio and sdes volume Sdes volume data for each of
products/services with competitiveness would be more desirable, but we could not gather
those data Therefore, we esimated the sdes volume from products/services with
competitiveness. The measurement error would produce less sgnificant coefficients for
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independent variables, and likely to generate conservative bias in interpreting results.
Control variables

We controlled for variables that may affect performance indicators. Controlled variables
include firm sze measured by the total number of employeesin 1997. We controlled for the
average growth rate of market that the foca firm participated in during 1997 and the number
of competing firms in 1997, since they can indicate environmenta munificence (Chandler &
Hanks, 1994; Schoonhoven et a. 1990). Also controlled is the length of founder's industry
experience that would have pogdtive effects on organizationd peformance (Briderl,
Preisendorfer, & Ziegler, 1992). We adso controlled for organizationd age that is the number
of years dapsed after founding since it would positively influence performance as “liability of
newness’ arguments suggest (Stinchcombe, 1965).

Analysis

We employed ordinary least squares (OLS) regresson to andyze the data. As we
dready mentioned in measurement section, we lagged the effect of independent variables at
least one year. Two dependent variables were the organizational performance in 1998, while
independent variables were either “stock’ indicators at the end of 1997 or ‘flow indicators
before the end of 1997. We sdlected the length of lagging effect on the bags of interviews with
top executives. The lagged dependent variable model would be a more rigorous test of the
effects of firm characteristics on firm performance (M osakovski, 1993).

In order to test the additive effects of internal capabilities, externd linkages, and the
interaction between internd capabiilities and externd linkages, we ran four different modds for
each dependent variable. The first modd with only control varidbles is a benchmark against
which to test the effects of internd capability on organizationd performance. The second
model has both control variables and interna cgpabilities in order to test positive globd effects
of complementarity in comparison to the firs modd. The third adds externd linkages to the
second modd. The last modd is a full modd that includes control varigbles, interna
capabilities, externa linkages and interaction terms. It tests the additive effects of interaction
terms on dliance formation releive to the third modd.

RESULTS

Table 1 provides the means, sandard deviations, and correlations of al variables.
Positive and sgnificant corrdaions between internal cgpability indicators and socid capitd
indicators suggest that interna capabilities can help the development of socid capital and vise
versa. Also notable are positive and ggnificant corrdations among socid capitd indicators.
Table 2 and 3 reports the results of four regresson models explaining sdes volume and
competitiveness of services/products respectively.

Insert Table 1 about Here

Global tests. We conducted a series of globd tests comparing successive models by
using incrementa Ftest, as shown in the bottom of Table 2 and 3. The first globa test
indicates that Modd I, which includes internd capabilities, as well as control variables,

B3-12



HR Devel opment?ﬁ%

explains the sales volume and the competitiveness of services/products sgnificantly better than
Mode I, which has control variables only (p < .001). Also, the second globa test indicates
that Modd |11, which uses externd linkages, explains the dependent variables sgnificantly
better than Modd 11 (p < .001). The fina globa test shows that addition of interaction terms
ggnificantly improves explaining power of the modd (p < .001). These globd tests indicate
that we have to consder internd capabilities, externd linkages, and their interaction terms
together to explain the performance of technology-based young organizations better.

Insert Table 2 about Here
Insert Table 3 about Here

Internal capahiilities. We can test each of the hypotheses on the basis of the Modd IV
results. Hypothesis 1 suggests that internd cgpabilities of organization is postively associated
with organizationa performance. As the hypothesis predicts, financid resources invested
positively influence both indicators of organizationd performance. Entrepreneuria orientation
does not have any sgnificant effect on the dependent variables in Mode V. Contrary to the
hypothesis, technologica capabilities sgnificantly decrease both indicators of organizationd
performance in Mode V. While the varigble has dgnificant and postive effect on the
dependent variddles in the other models, the positive coefficient becomes negative one when
we introduce interaction termsin Mode 1V. Hypothesis 1 is not supported.

Externd Links. Hypothes's 2 suggests that linkages to externd entities is pogtively
associated with organizationa performance. As the hypothesis predicts, linkages to other
enterprises and venture capitd companies have pogtive and sgnificant influence on both
indicators of organizationa performance. Contrary to the hypothess, linkages to commercia
banks ggnificantly decrease both indicators of the dependent variables. Linkages to
government  ggnificantly decreese sdes volume but  Sgnificantly incresse  product
compstitiveness. Linkages to univerdtiesresearch indtitutes do not have any effect on sdes
volume but have sgnificantly negative effect on product competitiveness.

Interactions. The effect of interaction terms are mixed in generd. Severd interaction
terms have pogtive influence on organizationa performance, while other terms have negative
influence on the dependent variables.

DISCUSSION AND CONCLUSIONS

This study provides severd theoreticd and practica implications for researchers and
managers who are concerned with technology-based young organizations. Firg of dl, this
sudy showed the importance of financid cepitd invested and technologica capabilities.
Financid resources invested are as important as technologica resources in determining
organizationad performance in the context of technology-based young organizations. The
venture managers have to accumulate technological capabilities and to accurately assess
market opportunities for venture success.

Second, the results of this study showed that linkages to externd entities are very
important for venture success as socid capitd theory suggested. Among various linkages,
drategic dliances with venture capita companies, suppliers and customers are critica for
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venture success. Sponsorship-based rdationships are not so important for enhancing
organizationa performance.

Third, this sudy showed that there are very drong interaction effects of internd
cgpabilities and linkages to externd entities. The result suggested that organizations should
amultaneoudy develop internd capabilities and socid capitd.

The weakness in the present study provide some suggestions for future research. First,
this sudy focused on the formd inter-organizationd relaionships. Future research needs to
condder informd inter-organizationa relationships or sociad network such as entrepreneur's
and founding team's persond networks (Dubini & Aldrich, 1991; Ostggard & Birley, 1994).
The sudy of andyzing both of them could reved the dynamics of externd resource
mobilization through socid networks and furnish comprehensve results about externd
resource mobilizing of capabilities.

Second, future research can examine conditions under which the interaction effects of
interna capabilities and corporate socid capital are more prevaent. We damed that difficulty
in evauaing the outputs of afirm and the firm itsdlf increases the strength of interaction effects.
The reaults of this study showed that the interaction effects are very strong in the current setting,
but did not showed that they are not strong in other less uncertain conditions.

Third, we could not use longitudina methodology due to limitations in collecting data.
Future research can collect data from the founding of sample firms and investigate other kinds
of performance indicators such as surviva, growth rate, and time interval between founding
and the shipment of first commercid product for generating revenue.

B3-14



HR Devel opmentEﬁ%

REFERENCES

Aldrich, H. E., & Zimmer, E. R. 1986, Entrepreneurship through socid network, In D. L.
Sexton & R. W. Smilor (Eds) The art and science of entrepreneurship: 3-24
Cambridge, MA: Bdlinger Publishing.

Aldrich, H. E. 1979. Organizations and Environment. Englewood Cliffs, N.J.:
Prentice-Hdll.

Amit, R, & Schmaker, P. J. 1993. Strategic assets and organizationd rent. Strategic
Management Journal, 14: 33-46.

Adley, W. G., & Van de Ven, A. 1983. Centrd perspectives and debatesin organization
theory. Administrative Science Quarterly, 28: 245-273.

Asley, W. G. 1984. Toward an appreciation of collective strategy. Academy of
Management Review, 9: 536-535.

Barney, J. B. 1986a. Organizationd culture: Can it be a source of sustained competitive
advantage? Academy of Management Review, 29(2): 656-665.

Barney, J. 1986b. Strategic factor markets. Expectation, luck, and budness strategy.
Management Science, October: 1231-1241.

Baum, J. A. C., & Oliver, C. 1991. Inditutiond linkages and organizationd mortality.
Administrative Science Quarterly, 36(2): 187-2109.

Birley, S. 1985. Theroleof networksin the entrepreneuria process. Journal of Business
Venturing, 1: 107-117.

Bogaert, I., Martens, R., & Van Cauwenbergh, A. 1994. Strategy as a Situdiond puzze
The fit of components. In Hamd, G., & Heene, A. Ed.), Competence-Based
Comepetition: 57-74. New Y ork: John Wiley & Sons.

Ballinger, L., Katherine Hope, & James M. Utterback 1983. A review of literature and
hypotheses on new technology-based firms. Research Policy, 12(1): 1-14.

Brush, C. G, & Chaganti, R. 1997. Cooperative strategiesin nor-high-tech new ventures:
An exploratory study. Entrepreneurship Theory and Practice, Winter: 37-54.

Cable, D. M., & Shane, S. 1997. A prisoner's dilemma approach to entrepreneur-venture
capitdig rdaionship. Academy of Management Review, 22(1): 142-177.

Cadgtanias, R. P., & Hdfat, C. E. 1991. Managerid resources and rents. Journal of
Management, 17: 155-171.

Cagtrogiovanni, G. J. 1991. Environmentd munificence A theoretical assessment.
Academy of Management Review, 16: 542-565.

B3-15



Eﬁ%A PEC Hrman Resource Management Symposium on SMEs

Chandler, G. N., & Hanks, S. H. 1994a. Founder competence, the environment and
venture performance. Entrepreneurship: Theory and Practice, 18(3): 77-90.

Chandler, G. N., & Hanks, S. H. 1994b. Market attractiveness, resource-based
capabilities, venture strategies and venture performance. Journal of Business
Venturing, 9(4): 331-350.

Conner, K. 1991. A historical comparison of resource-based theory and five schools of
thought within industrid organization economics. Do we have a new theory of the
firm? Journal of Management, 17: 121-154.

Covin, J,, & Sevin, D. P. 1986. The development and testing of an organizationd-level
entrepreneurship scde. In B. A. Kirchoff, W. A. Long, W. E. McMillan, K H.
Vegper, & W. E. Wetzd (Eds), Frontier of Entrepreneurship Research:
628-639. Welledey, MA: Babson College.

Covin, J. G., & Slevin, D. P. 1989. Strategic management of smdl firmsin hogtile and
benign environments. Strategic Management Journal, 10: 75-87.

Covin, J. G. & Sevin, D. P. 1991. A conceptua modd of entrepreneurship as firm
behavior. Entrepreneurship: Theory and Practice, 16(1): 7-24.

Deey, & Doty, D. H. 1996. Modes of theorizing in strategic human resource
management: Tests of universdigtic, contingency, and configurational performance
predictions. Academy of Management Journal, 9(4): 802-836.

Dierickx, 1., & Cool, K. 1989. Asset stock accumulation and sustaingbility of competitive
advantage. Management Science, 35: 1504-1511.

Ddlinger, M. J., & Peggy, A. G. 1992. Inter organizationd and collective strategiesin
smdl firms Environmenta effects and performance. Journal of Management,
18(4): 695-716.

Dallinger, M. J. 1995. Entrepreneurship: Strategies and resources. Bogton: Irwin.

Dubini, P. & Aldrich, H. E. 1991. Personal and extended networks are centra to
entrepreneurid process. Journal of Business Venturing, 6(5): 305-313.

Eisenhardt, K. M., & Schoonhoven, C. B. 1990. Organizationd growth: Linking founding
team dtrategy, ervironment and growth among U.S. semiconductor ventures,
1978-1988. Administrative Science Quarterly, 35(3): 504-530.

Eisenhardt, K. M., & Schoonhoven, C. B. 1996. Resource-based view of strategic
alliance formation: strategic and socid effectsin entrepreneurid firms. Organization
Science, 7(2): 136-150.

Flood, P. C., Fong, C, M, Smith, K. G., ORegan, P., Moore, S., & Morley, M. 1997.
Top management teams and pionesring: A resource-based view. The
I nternational Journal of Human Resource Management, 8(3): 291-306.

B3-16



HR Devel opmentEﬁ%

Flynn, D. M. 1993. Sponsorship and the surviva of new organizations. Journal of Small
Business Management, 31: 51-63.

Granovetter, M. 1992. Problems of explanaion in economic sociology. In Nohria & R.
Eccles (Eds), Networks and organization: 25-56. Boston, MA: Harvard
Business School Press.

Grant, R M. 1991. A resource-based theory of competitive advantage: Implications for
strategy formulation California Management Review, Spring: 114-135.

Hakansson, H., & Johnson, J. 1993. The network as a governance structure. In Grabher,
G. Ed.), The embedded firm, the socic-economics of industrial network:
78-105. London: Routledge.

Hdl, R. 1991. The contribution of intangible resources to business success. Journal of
General Management, 16(4): 41-52.

Hdl, R. 1993. The srategic andydss of intangible resource. Strategic Management
Journal, 13: 135-144.

Hamel, G. 1994. The concept of core competence. In Hamd, G., & Heene, A. (Eds),
Competence-based competition: 11-33. New Y ork: John Wiley & Sons.

Hart, M. M. 1995. Founding resource choices. Harvard Universty, DBA Degree.

Herron, L., Sapienza, H. J, & Smith, D. S. 1992. Entrepreneurship theory from an
interdisciplinary perspectives Volume ? . Entrepreneurship Theory and Practice,

Soring: 5-11

Hofer, C. W., & Sandberg, W. R. 1987. Improving new venture performance: Some
guiddinesfor success. American Journal of Small Business, 12(1): 11-26.

Itami, H. 1987. Mobilizingi invisible assets. Cambridge, MA: Harvard Business Press.

Jennings, D. F., & Lumpkin, J. R. 1989. Functioning modeling corporate entrepreneurship:
An empiricd integrative andyds. Journal of Management, 15(3): 485-503.

Jennings, D. F. 1994. Multiple perspectives of entrepreneurship: Text, Readings and
Cases. Cincinnati Ohio: South Western Publishing Co..

Kao, Raymond W. Y. 1995. Entrepreneurship: A wealth-creation and value-adding
process. New York: Prentice-Hdl.

Kirzner, I. M. 1983. Entrepreneurs and the entrepreneurid function: A commentary. In
Ronen J. (Ed.), Entrepreneurship: 281-290. Lexington Books, Lexington, Mass.

Larson, A. 1992. Network dyadsin entrepreneurid settings A study of the governance of
exchange process. Administrative Science Quarterly, 37: 76-104.

B3-17



Eﬁ%A PEC Hrman Resource Management Symposium on SMEs

Lenz, R. T. 1980. Strategic cgpability: A concept and framework for andyss. Academy
of Management Review, 5(2): 225-234.

Lumpkin, G. T., & Dess, G. G. 1996. Claifying the entrepreneurid orientation construct
and linking it performance. Academy of Management Review, 2(1): 135-172.

Mahoney, J., & Pandian, J. R. 1992. The resource-based view within the conversation of
strategic management. Strategic Management Journal, 13: 363-380.

Mahoney, J. T. 1995. The management of resources and the resource of management,”
Journal of Business Research, 33: 91-101.

Miller & Shamise 1996. The resource-based view of the firmin two environments. The
Hollywood Film Studios from 1936 to 1965. Academy of Management Journal,
39(3): 519-44.

Miner, A., Amburgey, J, & Sterns, T. 1990. Interorganizationd linkages and population
dynamics Buffering and trandformationd shidds. Administrative Science
Quarterly, 35: 685-713

Morris, M. H., Davis, D. L. & Allen, J. W. 1994. Fostering corporate entrepreneurship:
Cross-cultura comparisons of the importance of individudism versus collectivism
Journal of International Business Studies, 25(1): 65-90.

Mosakoswski, E. 1993. A resource-based perspective on the dynamic
strategy-performance rdaionship: An empiricd examindion of the focus and
differentigtion strategiesin entrepreneurid firms. Journal of Management, 19(4):
819-839.

Naman, J. L., & Sevin, D. P. 1993. Entrepreneurship and the concept of fit: A model and
empiricd tests. Sloan Management Journal, 14: 137-153.

Ostggard, T. A. & Birley, S. 1994. Personad networks and firm competitive strategy: A
strategic or coincidentad metch? Journal of Business Venturing, 9(4): 281-305.

Pennings, J .M. 1982. Commentary / elaboration: Elaboration on entrepreneur and his
environmeant. In Kent, C. A., Sexton, D. L., & Vesper, K. H. (Eds.), Encyclopedia
of Entrepreneurship: 307-315. Englewood Cliffs, NJ Prentice-Hdl.

Pennings, J. M., & Haranto, F. 1992. Technologicd networking and innovetion
implementation. Organization Science, 3(3): 356-382.

Pennings, J. M., Lee, K., & Wittdoogtuijn, A. 1998. Human capitd, socid capitd, and
firm dissolution Academy of Management Journal, 1.4(4): 425-440.

Penrose, E. T. 1959. The growth of the firm. New York: M. E. Sharpe, Inc..

Peteraf, M. A. 1993. The cornerstones of compstitive advantage: A resource-based view.
Strategic Management Journal, 14:179-192. .

B3-18



HR Devel opmentEﬁ%

Pfeffer, J,, & Sdancik, G. R. 1978. The external control of organizations. A resource
dependence perspective. New York: Harper & Row, Pub..

Prahaad, C. K. & Hame, G. 1990. The core competencies of the corporation. Harvard
Business Review, May-June; 79-91.

Reed, R., & DeHlippi, R. J. 1990. Causd ambiguity, barriers to imitation, and sustainable
competitive advantage. Academy of Management Review, 15: 88-102.

Romandli, E. 1989. Environments and strategies of organization sart-ups Effects on early
survivd. Administrative Science Quarterly, 34(3): 369-388.

Ronen, J. 1988. Individud entrepreneurship and corporate entrepreneurship: A tentative
synthess. Entrepreneurship, Innovation and Economic Growth, 2: 243-267.

Rumedt, R. P. 1984. Toward a strategic theory of the firm In R. Lamb(Ed.), Competitive
Strategic Management: 556-570. Prentice Hall, Englewood Cliffs, MD.

Sandberg, W. R., & Hofer, C. W. 1987. Improving new venture performance: The role of
strategy, industry structure and the entrepreneur. Journal of Business Venturing,
2:5-28.

Schoonhoven, C. B., Eisenhardt, K. M., & Lyman, K. 1990. Speeding products in
market: Waiting time to first product introducing in new firms. Administrative
Science Quarterly, 35(1): 177-208.

Schuler, R. D. 1986. Fostering and fadlitating entrepreneurship in organizations
Implications for organization structure and human resource management practice.
Human Resource Management, 25(4): 607-629.

Schumpeter, J. A. 1934. The theory of economic development. Cambridge, MA:
Harvard Universty Press.

Schumpeter, J. A. 1942, Capitalism, socialism and democracy. NY: Harper &
Brothers.

Schumpeter, J. A. 1947. The creative response in economic history. Journal of
Economic History, 7: 149-1509.

Shrader, R. C. & Simon, M. 1997. Corporate versus independent new ventures. Resource,
strategy and performance differences. Journal of Business Venturing, 12: 47-66.

Specht, P. H. 1993. Munificence and carying capecity of the environment and
organization formation. Entrepreneurship: Theory and Practice, 17(2): 77-87.

Stapford, J. M. & Baden-Fuller C. W. F. 1994. Cregting corporate entrepreneurship.
Strategic Management Journal, 15(7): 521-537.

Star, Jennifer Ann. 1996. Resource parsmony, resource cooptation and habitud

B3-19



Eﬁ%A PEC Hrman Resource Management Symposium on SMEs

entrepreneurs: New concepts for entrepreneurship theory and research. Universty of
Pennsylvania, Ph.D. Dissertation.

Stevenson, H. H., & Jarillo, J. C. 1990. "A paradigm of entrepreneurship: entrepreneurid
management. Strategic Management Journal, Specia Issue, 11: 17-27.

Stinchcombe, A. L. 1965. Socid structure and organizations. In James G. March (Ed.),
Handbook of Organizations: 142-193. Chicago: Rand Mcndly.

Timmons, J. A., & Bygrave, W. D. 1986. Venture capitd's rolein finanang innovation for
economic growth. Journal of Business Venturing, 1(2): 161-176.

Tjosvald, D., & Weicker, D. C. 1993. Cooperative and compstitive networking by
entrepreneurs. A criticd incident study. Journal of Small Business Management,
Jan.: 11-21.

VandeVen, A. H., R. Hudson & D. M. Schroder 1984. Designing new business startups
entrepreneuria, organizationd, and ecologicad congderaions. Journal of
Management, 10(1): 87-107.

Wernerfelt, B. 1984. A resource-based view of the firm Strategic Management
Journal,: 171-180.

Zahra, S. A., & Covin, J G. 1995. Contextud influences on the corporate
entrepreneurship performance reaionship: A longitudind andyss. Journal of
Business Venturing, 19: 43-58.

Zahra, S. A. 1991. Predictors and financid outcomes of corporate entrepreneurship: An
explanatory study. Journal of Business Venturing, 6: 259-285.

Zahra, S. A. 1993. A conceptua model of entrepreneurship as firm behavior: A critique
and extenson Entrepreneurship: Theory and Practice, Summer: 5-21.

B3-20



Enhancing Organizational Competences through HRM in SMEs (I1)

Note : p<.05if|r| >.13

Tablel
Descriptive Statisticsand Correlation Matrix (N=143)
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Variables Mean SD. 1 2 3 31) 32 33 4 5 6 7. 8 9 100 1 12 13 14
1. SalesVolumein 1998 42.4118 103.5793
2. Product Competitivenessin 1998 15.5392 43.8540 .69
3. Entrepreneuria Orientation of the firm 0.0727 0.4763 05 21
1) Innovativeness 41.4083 233601 -12 .03 .72
2) Risk-taking 0.0675 06281 .30 .28 43 -17
3) Proactiveness 0.0336 09630 -.16 -10 .20 .27 -.07
4. Technological resource -0.052 0.6209 49 52 00 -10 .21 -07
5. Financial resource 569.60 128793 91 53 .07 -03 .21 -09 .36
6. Linkages to other enterprise 3.0070 5.3214 .01 -03 -06 .04 -21 -05 .00 -.00
7. Linkages to venture networks 0.9580 1.1313 06 .16 .05 .07 -08 -02 .18 54 .11
8. Linkagesto universities 1.9021 1.9548 12 15 01 09 -14 15 35 .07 .33 .20
9. Linkages to venture capital 0.4965 1.1313 71 5 07 .03 -04 -14 35 .66 -01 .18 .16
10. Linkages to financia institutes -0.0295 08267 31 .3 -12 -11 -10 -05 43 21 .03 .23 .16 .35
11. Linkages to government -0.0257 0.9344 32 33 -10 -06 -14 -10 49 27 .07 34 .13 .39 .62
12. Organizational size 30.7692 436321 .78 40 -16 -30 .12 -18 44 73 -02 .07 -00 .64 50 .54
13. Organizationa age 4.5944 3.3802 34 17 -2 -3% 06 -14 3 23 06 .09 .05 25 27 .28 .46
14. Entrepreneur's experience 14.4406 7.2991 09 08 -04 -06 01 .14 18 .08 .01 -06 .11 .05 .10 .17 .16 .36
15. Market growth rate 89.2132 2655017 .03 06 .27 25 .02 82 .04 .02 -0O7 -05 .15 -03 -01 -0O7 -05 -08 .18
16. Number of competitors 10.3038 174774 14 06 05 .17 02 -09 00 .14 .03 -02 -06 .13 .09 .10 .11 .04 .13
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Results of OLS Models: SalesVolumein 1998 (N = 143)

TABLE 2

Variables Modd | Modd Il Modd I11 Modd IV
I ntercept -10.473 -4.456 -8.166 -18.512
(12.837) (7.805) (9.098) (7.109)
Organizational size 1.870%** A24% % * ABG** * Ba44x* *
(.142) (.123) (.145) (.118)
Organizational age -127 2.087* 1791 103
(1953) (1.148) (1125) (.815)
Entrepreneur’s experience -.689 -.644 -490 -154
(.830) (.473) (.466) (322
Market growth rate 0292 .0839 0674 .0406
(.021) (.012 (.012 (.009)
Number of competitors 319 112 114 115
(.318) (.182) (.178) (.123)
Entrepreneurial orientation 7114 5597 8%
(7232 (7.100) (5.002)
Technological capabilities 24.694* ** 28.632+** -40.976** *
(5.753 (6.447) (20.527)
Financial resource .0568*** .0509*** 0.0737***
(.004) (.004 (.007)
Linkage to other enterprise 351 2042 **
(.618) (.572)
Linkage to venture networks -1.926 2.307
(2.955) (2.265)
Linkage to universities 293 1613
(1.887) (1649
Linkage to venture capital 11.534* ** 10.585* **
(3912 (3.011)
Linkageto financial institutes 324 -11.600* *
(5.007) (45149
Linkage to government -12.270%** -6.965*
(4.830) (4.058)
Technological resource x Linkage 10.963***
to other enterprise (1.4012)
Financial resource x Linkage to -0.0056* * *
other enterprise (.002)
Technological resource x Linkage 18.382x **
to venture networks (2719
Financial resource x Linkage to 0421x **
financia institutes (.006)
Technological resource x Linkage -39.2650***
to government (5.110)
Financial resource x Linkage to -.0112%**
universities (.002)
Technological resource x Linkage 20.073***
to venture capital (5.037)
Adj. R2 605 872 881 A6
Incremental F-test 80.284*** 2.655*** 114.585***

Note: Standard errors are in parentheses.

*p<.10;** p< .05 *** p<.01
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TABLE 3
Resultsof OLS Models: Product Competitivenessin 1998 (N = 143)

HR Devel opment%%

Variables Modd | Modd 11 Modd 111 Modd 1V
I ntercept 1.649 10.011 15.288 1735
(8.040) (7.085) (8.098) (3813
Organizational size A10x** -.0513 -.324* * J119*
(.089) (112 (.129) (.063)
Organizational age -.267 -07%4 -.039%5 -152
(1223 (1042 (1002 (.428)
Entrepreneur's experience .0807 0.0014 149 -.0245
(.520) (.430) (.415) (.170)
Market growth rate 0129 -.0015 0024 0032
(.013) (.011) (.011) (.005)
Number of competitors 0170 0119 -.0927 .135%*
(.199) (.165) (.158) (.065)
Entrepreneurial orientation 15.811** 11.966* 1972
(6.565) (6.321) (2652
Technological capabilities 28.301*** 25.627*** -6.221*
(5222 (5.738) (3278)
Financial Resource .0141*** 0132+ ** 0124* **
(.003) (.004) (.004)
Linkage to other enterprise 0674 1.108***
(.550) (.350)
Linkage to venture networks .360 702
(2.631) (1184
Linkageto universities -2.284 -3.149***
(1.680) (.863)
Linkage to venture capital 12.136*** 3443 *
(3482 (1.605)
Linkageto financial institutes 10.406** -5.559* *
(4.457) (2.405)
Linkage to government J121 4723
(4.299) (2.814)
Financial resource x Linkage to .0069***
universities (.001)
Financial resource x Linkage to -.0040* **
other enterprise (.001)
Financial resource x Linkage to 0225x**
financial institutes (.003)
Technological resource x Linkage 10.805* **
to venture networks (1.360)
Financial resource x Linkageto -017***
government (.003)
Technological resource x Linkage 7.582%**
to venture capital (2213)
Financial resource x Linkage to -.0012**
venture capital (.001)
Adj. R2 135 412 A74 916
Incremental F-test 22.514*** 3.615*** 291.937***

Note: Standard errors are in parentheses.

*p<.10;,** p<.05; *** p<.01
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THE ROLE OF ETHICAL DECISION MAKING STYLESIN JUDGMENTS OF
ETHICAL O.D. CONSULTING BEHAVIOR

ABSTRACT

The study demonstrates that individuals classified in accordance, with Forsyth’'s
(1980) four ethical decision making styles differentially evaluate the ethicality of fifteen
of fifteen types of O.D. interactions. The differences between each of the four groups are
shown to be related to two types of client-consultant interactions. (1) withholding of
information and resources and (2) willful misrepresentation, manipulation and misuse of
data. The findings shed light on an issue not previously addressed in the O.D. literature,
yet considered criticaly important to the success of O.D. intervention efforts.
Implications of the results of the results for the training of new O.D. practitioners and for
resolution of client-consultant conflicts are discussed.
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To what extent can ethical judgements of organizational development consulting
behavior be explained by individual differences in ethica decison making styles?
Unfortunately, the answer is not available in the existing Organization Development
(O.D.) literature. O.D. scholars have contributed case studies and narrative descriptions
of interactions leading to ethical dilemmas (e.g., French and Bell, 1984; Huse, 1980;
Lippit and Lippit, 1978; Maidment and Losito, 1980; Miles, 1979; Pfeiffer and Jones,
1977; Shay, 1965; Walton and Warwick, 1973; Warwick and Kelman, 1973; Zatman and
Duncan, 1976). Further, they have produced empirical results indicating that ethicality
rating depend upon the nature of the client-consultant interaction being evaluated
(Rhodeback, Lai and White, 1990) and have shown that these ratings are culturally
dependent (White and Rhodeback, 1992).

Whereas scholarly case studies and narrative descriptions facilitate a preliminary
undrestanding of the ethical dilemmas confronting the change agent and client system,
Rhodeback, et. al. (1990) and White and Rhodeback (1992) have demonstrated
empirically that those outside the feld can recognize and evaluate the ethicality of
client-consultant interactions. Moreover, these studies have isolated two sources of
judgements of variation: the nature of the behaviors being judged and the cultural
membership of therater. Extant cultural differences do suggest, among other possibilities,
that variations in judgements of ethical behavior may be related to differences in ethical
decison making styles; however, White and Rhodeback did not address why, within
respective cultures, ethical judgments vary.

The conspicuous absence of attempts to empirically elaborate on the role of
individual differences in judgements of ethical O.D. consulting behavior is critical for
two reasons. First, a successful intervention effort involves a reciprocal relationship
between the change agent and various members of a client system (White and Wooten,
1983). This indicates that at least two individuals will bring their respective, and
potentially different, ethical decision making styles to the consulting table. Knowing
how these styles differ should enhance the client and consultant’ s ability to recognizein
themselves and each other, an antecedent condition for role conflict. Secondly, if two or
more parties do exhibit different ethical decision making styles, and conflicts do emerge,
an understanding of these stylistic differences may facilitate constructive approaches to
conflict resolution congruent with each individual’s ethical value system.

Fortunately, scholars outside the O.D. field have conducted extensive research
relevant to an understanding of individual differences in ethical judgements, including
Hogan (1970,1973); Kelman and Lawrence (1972); Kohlberg (1968, 1976); Rest, Cooper,
Coder, Masanz and Anderson (1974) and Schlenker and Forsyth (1977). Perhaps the
most parsimonious of these explanations has been proffered by Schlenker and Forsyth.
They suggest that there are two important dimensions underlying these differences: (1)
the extent to which the individual accepts or rejects universal noral rules when making
judgements and (2) the extent to which theindividual believe that desirable consequences
are always achieved with the right action. The first dimension has been labeled
“Relativism” and the second, “Idealism”. Forsyth (1981, 1984) has demonstrated that
crossing the Relativism and Idealism dimensions yields an elegant four-group typology
which can be used to describe differences in ethical decision making styles. Forsyth
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characterizes these four groups as Situationists, Absolutionists, Subjectiveists and
Exceptionists. A brief description of these different decision making is provided below:

Situationists

According to Forsyth (1980), Situationists are individuals who are highly Idedlistic
and highly Relativistic. These individuals reject moral absolutes when making ethical
judgments and believe that desirable consequences always follow the right action. When
evaluating the ethicality of asituation theseindividualswill carefully consider whether or
not the right actions were taken. “Rightness’ is purportedly based on an individua
analysis of each situation’ s consequences.

Absolutists

Forsyth notes that Absolutists are similar to Situations in that both are highly
Idedlistic, i.e. both believe that describe consequences always follow the right action;
however, unlike Situationists the Absolutists endorse the application of universal moral
rules. Absolutistsreject the Relativistic approach to ethical decision making exhibited by
the Situationists. No exceptions are allowed to moral “truths.” Good is good and bad is
bad.

Subjectivists

Forsyth notes that subjectivists are similar to Situationists in that both are highly
Relativistic. Like the Situationists, Subjectivists rgject universal moral rules. However,
unlike both the Situationists and Absolutists, Subjectivists are not high Idealists. They
recognize that both god and bad consequences come from ethical decisions. As such the
Subjectivist’s ethical decision making style reflects an emphasis on their individual
valuesand perspectives rather than adherence to universal moral principles. According to
Forsyth, these individuals are highly pragmatic. Judgments are not made out of concern
for the extent to which they may harm others or whether or not the actions fit the cortext;
instead, Subjectivists believe that every individual should make ethical decisions in
keeping with one’ s own perspective.

Exceptionists

Exceptionists are described by Forsyth as utilitarian and pragmatic. They are
neither highly Idedlistic nor highly Relativistic. This group is said to evaluate the
ethicality of a situation by determining whether or not the actions taken produce the
greatest good for the greatest number. Potential benefits of an action are weighted against
the potential costs when making judgment of ethical behavior. While they may invoke
moral rules, they are just aslikely to exclude these rules when and if the greatest numbers
of people could benefit.

Considered collectively, Forsyth refers to these different ethical decision making
styles as “Ethical Ideologies’. These different ideologies have been shown to be related
to differences moral judgments of social science research (Forsyth and Pope, 1984), but
have not been examined in the context of ethical judgments relevant to organizational
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development practice. If it can be assumed that Forsyth’s results are generalizable, then
one may expect that individuals using these different ethical decision making styles will
differentially evaluate the ethicality of organizational development consulting
interactions.

Hypothesis: Ethicality ratings of O.D. consulting behaviorswill differ according to
the individua’s ethical ideology.

Given evidence to support the preceding hypothesis, the remainder of the study was
intended to focus ondescribing and interpreting the differences among the four groups.

Previous research has suggested that different consulting interactions elicit
different judgments of ethicality (Rhodeback,et. a., 1990; White and Rhodeback, 1992);
therefore, it was anticipated that more than one linear combination of situations subject to
ethical judgments would be needed to characterize group differences. Given this
expectation, the following exploratory research questions were posed:

1. How many of three possible functions are useful in describing the nature of the
group differences?

2. In the event that multiple functions can be used to describe these group
differences:

a. In what ways do the groups resemble one another and in what ways do the
groups differ?

b. Which consulting interactions define these functions?

Whereas, the first research question was intended to determine if groups might
differ in more than one way, the second set of questions was intended to illustrate the
meaning of those differences.

METHOD
Participants

Three hundred and twenty two (332) graduate business students enrolled in evening
business courses at three universities completed two questionnaires, the White and
Rhodeback Survey of Ethical Behavior in Organizationa Development Consulting
(White and Rhodeback, 1987) and Forsyth’s (1978, 1980) Ethical Position Questionnaire.
The age of the respondents ranged from 20 to 63, with a median age of 27. Fifty-eight
percent (58%) of the respondents were male, thirty eight percent (38%) werefemae. The
remaining subjects did not respond to this item. Most of the students (91%) were
employed as managers, professionals or administrators. The remaining were full time
students.

M easur es

The Survey of Ethical Behavior in Organizationa Development Consulting
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(Rhodeback and White. 1987) was created by sampling from the domain of change agent
and client behaviors which may lead to role conflict or ambiguity and subsequently, may
produce ethical dilemmas (White and Wooten, 1986). The instrument is composed of 38
items which were combined to form fifteen scales. Each scale reflects client-consultant
interactions described by organizational development scholars and practitioners as
behaviors leading to ethical dilemmas (Gellerman, Frankel, and Ladenson, 1990; Macy
and lzumi, 1993). The fifteen scale were created by forming composites of items
designed to measure the same types of interactions. Individual item scores were derived
from respondent assessments of each situation’s ethicality using afive point Likert-type
scale ranging from Very Ethica (5) to Very Unethica ().

The Ethical Position Questionnaire Forsyth’s (1978, 1980) methodology was used
to identify each individual’s ethical decision making style. Scale scores obtained from
Forsyth's Ethical Positoin Questionnaire, were used to classify individuals as
Situationists, Subjectivists, Absolutists or Exceptionists. In keeping with Forsyth's
methodol ogy, individuals were assigned to these classes based in the relative magnitude
of each individual’s score on two scales, Relativism and Idealism. Each of these scalesis
composed of ten items with each item eliciting a response of Agree-Disagree on a nine
point continuum.

RESULTS

Test of the hypothesis: ethical ratings depend upon ethical decision making style.

A four group multivariate analysis of variance (MANOVA) was employed to test
the globa hypothesis that groups comprising the four ethical ideologies differ in their
ethicality ratings of the fifteen consulting interactions. Group means and standard
deviations for the fifteen scales are reported in table 1.

TABLE 1

The results of the global test revealed that at |east two of the groups differed in their
ethicality ratings (F=2.37, df=45,894; p< .001). pair-wise multivariate analyses of
variance were employed to determine which of the four groups differed on the jointly
considered scales. The experiment wise error rate was controlled by testing each at .034,
in keeping with a Boneferroni approach. The results revealed that each group’s ethicality
ratings differed from every other group including: Subjectivists and Absolutists (F=3.04,
df=15,140); Subjectivists and Situationists(F=2.99, df=15,138); Exceptionists and
Situationists (F=2.77, df=15,142); Exceptionists and Absolutists (F= 2.58, df=15,144);
Exceptionists and Subjectivists (F=1.91, df=15,142); and Situationists and Absolutists
(F=1.91, df=15,140). The results indicate that Subjectivists, Exceptionists and
Absolutionists to differ in their judgment of ethical consulting behavior.

Research question 1. the number of functions.

A multiple discriminant function analysis (MDA) was employed to interpret groups
differences in the ratings of the fifteen scales. Since the MANOVA results were
statistically significant it was known that the first of the three possible functions would
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significantly separate the four groups. Successive tests of the remaining functions, with
the receding function removed from consideration, indicated that the second function was
significantly separating the groups (Wilk’s = .847,X2=150.07, 28df, p< .01), but the thirt
function was not (Wilk’s = .93, X2 = 219.86, 13df, p =.09). acanonical correlation of .40
was obtained for the first function and .31 for the second function. This indicates that the
proportion of total variability explained by differences between ethical ideologiesis 25%.
The percentage of the total, explainable variance attributable to each function is 53% and
29% for the first and second functions, respectively. This indicates that the first function
is more closely aligned with group differences in ethical judgments than the second

function.

Resear ch question2a: Group resemblance and differences.

Figure 1 presents a graph of the group centroids for the two significant functions.
The horizontal axis corresponds to the first discriminant function. The horizontal space
between each group indicates how much the groups are distinguished from one another
on this function. This first discriminant function separates the Low idealists
(Exceptionists and Subjectivists) from the High Idealists (Absolutists and Situationists).
Exceptionists and Subjectivists appear on the far right side of the graph, with the
Absolutists and Situationists appearing on the far left side.

FIGURE 1

The graph indicates that individuals believing the right consequences will aways
follow the fight actions (Absol utists and Situationists) are more similar in their judgments
of ethical organizational development consulting behaviors than those who recognize that
good or bad consequences can accur (Exceptionists and Subjectivists). Further, those
who recognize that good or bad consequences can occur from an otherwise ethical
decision tended to rate consulting interactions as more ethical (Subjectivists and
Exceptionists) than those who idealistically maintain that good outcomes are always a
function of correct actions (Absolutists and Situationists).

The vertical dimension corresponds to the second discriminant function and
illustrates which groups are distinguished in away unrelated to the way they are separated
on the first function. Whereas the first function clearly separated the High and Low
Idealists, the second function is less effective in separating the High and Low Relativists.
Exceptionists (Low Relativism) are clearly distinguishable from the Subjectivists and
Situationists (Both High relativism) on this function; however, there is a greater
resemblance between Absolutists (Low Relativists) and Situationists (High Relativism)
than exists between the Absolutists and Exceptionists (both Low Relativism), or
Subjectivists and Situationists (both High Relativism). This function most effectively
separates the Exceptionists from the Subjectivists.

The graph makes clear the correspondence between ethical ideology and ethicality
rating of QD. consultant and client behaviors. Despite thr existence of significant
multivariate differences between all groups, the Absolutists and Situationists closely
resemble one another on the second function. The Exceptionists and Subjectivists, while
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similar on the first function are clearly distinct on the second function. By contrast, the
Absolutists and Situationists are more distinguishable on the first function. This suggests
that the extent to which differential judgments are discernible is dependent upon the
nature of the judgments being considered. In this case, two linear functionswere required
to distinguish the groups.

Resear ch question 2b: The variables defining the functions.

Table 2 presents the discriminant function-ethics scale correlations, rank ordered
within each of the two significant functions. As the Table indicates, al fifteen of the
ethics scales exceed a .20 function correlation, meeting a criterion typically used to
determine if avariable is contributing to a linear function composed of several variables.
In effect, all of scales contribute to at least one of the two functions. Nine of the ethics
scales were used to interpret the first function, with the remaining six used to interpret the
second function.

TABLE 2

Function 1. Subjectivists and exceptionists distinguished from ansolutists and
situationists

The scale with the highest function correlation is Scale 2: The consultant prevents
the client from participating in intervention decisions. The relative magnitude of this
correlation indicates that thisisth elaregst contributor to the separation of Absolutists and
Situationists from the Exceptionist and Subjectivists. That is, Absolutists and
Situationists viewed this behavior on the part of the consultant very differently than did
the Exceptionists and Subjectivists.

As indicated in Table 1, both the Subjectivists and Exceptionists provided more
favorable ethicality ratings than the other groups. This suggests that both are more
accepting of client exclusion than their Hgh Idealist counterparts. Perhaps it is the
Subjectivist’s pragmatic perspective influencing their more favorable judgment of client
exclusion than the judgments made by the Absolutists and the Situationists. They may
believe that the consultant, as the expert, is exercising an individua vaue judgment
which con only be made by an expert. The Exceptionists nay be weighing the costs and
benefits of exclusion, rather than attending to the goodness or badness of the action, asthe
Absolutiists would; or its fit within the context of the situation, as the Situationists might.

The second, third, forth and fifth largest correlations with the first function are
contributing about equally to group differences, but less so than scale 2. Thisisindicated
by a range in the scale-function correlations of .39 to .47. Three of the four scales are
indicative of information or resource withholding (Scales 1, 13, and 10). Thefourth scale
involves the consultant’s use of ingratiating behavior to improve status with the client.
The results suggest that the Subjectivists and Exceptionists, as compared to Situationists
and Absolutists, place differential ethical emphasis on the open exchange of information
between the client and the consultant.

As indicated in Table 1, the Subjectivists and Exceptionists tended to provide more
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favorable ethicality ratings than the other groups on these scales, indicating that
withholding of information or resources at the expense of another party is generaly
viewed more favorably by pragmatic decison makers than idealistic decision makers.
Further, the Subjectivists and Exceptionists tended to view ingratiating behavior more
favorably than the other two groups, indicating that the pragmatic orientation of these
groups identify them as less critical in their ethical judgments than the Absolutists or
Situationists.

Four other scales provided modest contributions to the first function, as indicated
by scale-function correlations ranging from .23 to .33. Three of the scales were designed
to measure different facets of willful misrepresentation and misuse of information (scale
7,8 and 11). Thefourth scaleisanother form of information manipulation, i.e., consultant
failure to reveal errors made during the consulting engagement.

Considered collectiveyl, the scales contributing the most to group seperation on this
first function are those indicative of failure to endorse an equal partership in the
client-consultant relationship, i.e., exclusion of the client from decisions effecting the
consulting engagement, information and resource withholding. These situations have
stronger function correlation than those scales depicting willful misrepresentation and
misuse of data. This suggests that the separation of High Idealists from Low Idealists
from Low Idedlists may be attributed principally to their judgmental differences with
respect to these types of interactions. More favorable judgments came from those
pragmatic individuals who assess the costs versus the benefits of an action and from those
who assume that any behavior is ethical, as long as it is congruent with one's personal
philosophy. Less favorable ratings came from those who strictly apply universal moral
rules when making ethical judgments and from those who evaluate the “fit” between the
context and the action.

Function 2. exceptionists distinguished from subjectivists, absolutists and
situationists

Six scales define this function and distinguish the Exceptionists from the other
groups. The scale with the highest function correlation is Scale 6, Management uses
consultant-derived data in ways incongruent with the original intent. On this scale, the
differences between the Subjectivists and Exceptionists are clear. Table 1 indicates that
the Subjectivists provided a more favorable ethical judgment than the remaining groups
whose mean ratings are very similar. Scale 6 is not, however, indicative of the genera
tendency for those situations defining this function.

Five of the six scales defining Function 2 contribute about equally b group
separation, as indicated by functionvariable correlations ranging than the Subjectivists
(Scale 3,4 and 9). Further, the Exceptionists provided more favorable ratings on four of
the scales when compared to the average of the remaining three groups. Thisisthereason
the Exceptionist centroid, reported in Figure 1, is positive, while the remaining groups
have negative centroids. The scalesdefining this second function include those indicative
of manipulation/coercion (Scale 3 and 5), willful and deliberate information
misrepresentation or misused dda(scde6,9and 14) and withholding of services(scde 4).

B3-34



Enhancing Organizational Competences through HRM in SMEs (11) E&%

Overdll, the results suggest that individual differences in the judgments of what
congtitutes ethical organizational development consulting can be expected to vary
according to ethical decision making styles. All four groups differed from one another
when fifteen organizational development interactions were treated as jointly dependent.
Nevertheless, the nature and extent if differences in judgments of O.D. interactions were
not the same across all four groups as indicated by the existence of two significant
discriminant functions. The placement of the groups in the discriminant planes suggests
that while differences exist, some groups are more distinguishable from one another than
others. These results suggest that it is naive to ask which group will provide more lenient
or harsh judgments of ethical organizational development consulting behaviors. A more
sophisticated question would be: in what ways do individuals using different ethica
styles similarly and differentialy judge ethical behaviors?

These findings suggest that the pragmatic Exceptionists and Subjectivists similarly
evaluate situations involving information and resource withholding, provide more
favorable ethical judgments of these actions than those who are highly idealistic.
However, they are polar opposites when evaluating instances of manipulation and willful
misuse of data, with Exceptionists providing, in general, more favorable ethical ratings.
Ethical judgments made by the idealistic Absolutists and Situations differ more when
they are evaluating acts that involve information withholding than they do when
evaluating deliberate manipulation or information misuse. Regardless of the type of
situation they are judging, their ethical evaluations are decidely harsher than the
Exceptionists, and certainly harsh than Subjectivists in their evaluations of information
and resource withholding.

These results suggest that decision making stylesinfluence both the extent to which
an action is regarded as ethical or unethical, and the nature of the issue viewed as ethical
or unethica. Such findings have important implications for O.D. scholars and
practitioners.

DISCUSSION

White and Wooten (1984, 1986) have suggested that ethical dilemmas in
organizational development consulting emerge from unresolved role ambiguity and
conflict between the client and consultant. They have proffered a model suggesting that
this ambiguity and conflict emerge if antecedent conditions are left unresolved. They
have described these antecedent conditions as differences in change agent and client
values, goals, resources, skills and abilities. The findings present here provide further
elaboration of these antecedent conditions by illustrating that what is perceived as ethical
or unethical is subject to the individual’ s decision making style and the type of interaction
being judged. The results imply the possibility that clients and consultants relying on
different ethical decision making styles may not even be aware that they have engaged in
behaviors viewed as ethical violations by others. As such, ethical making style is an
antecedent condition to he recognition of an emergent ethical dilemma not previously
identified in the White and Wooten model, or for that matter, in the Organizationa
Development literature.
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The information from this study having implication for trainers and educators,
sheds light on which specific dilemmas cregte difficulties for a given 'ethical ideology'.
By supplying awareness education as to the differential effects of a given dilemma
(Rhodeback, Lai, and White, 1990; White and Rhodeback, 1992) relative to a given
"ethical ideology' (Forsyth, 1981, 1984) change agents and client systems will be better
prepared to deal with the dynamic properties of an O.D. intervention. For example,
training scenarios can be prepared illustrating specific dilemmas while correspondingly
training practitioners as to the reaction propensities of each of the four categories of
ethical ideologies. This would enable the change agent and client system to recognize the
dilemma and the behavior of the role sender and the role receiver as a function of 'ethical
ideology'.

For experienced practitioners as well as those organizations employing O. D.
consultants, the findings provide a tool for understanding one’'s own and other’s ethical
decison making styles. While stylistic differences suggests the possibility of
unresolvable impasses, knowledge of stylistic differences also provides a framework of
departure for discussing ways to resolve conflict congruent with each individual’s ethical
value system. Thus boundarying the range of offensive behaviors either the change or
client system have engaged in.

The results provide an incremental step in achieving a better understanding of
individual variations in ethical judgements of O. D. consulting. Nevertheless,
perceptions are not behaviors. Additiona research is needed to determine the nature and
extent to whichethical decision making styles are related to client-consultant engagement
in the types of behaviors evaluated in this study. Furthermore, it would be beneficia to
learn if , and in what ways, individuals with different ethical decision making styles also
differ in their approaches to the resolution of ethical dilemmasin the O. D. arena. More
modest requirements also exist. For example, replication of this study would be very
useful given the need to cross validate the discriminant model. Further, the issue of
cultural influences when dealing with the ethics of O. D. consulting behaviors needsto be
investigated (Law, 1996). The subject to variable ratio of 20:1 implies that the results
should be stable; nevertheless, replication would be particularly useful in ensuring that
the weaker of the two functions reported was not an artifact of capitalizing on chance.
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THE BEHAVIOR AND MECHANISM DISCUSSION OF
INTELLIGENCE-INTEGRATION IN SMALL AND MEDIUM -SIZED
ENTERPRISES

ABSTRACT

With the emerging of the age of knowledge economy , the smal and
medium-sized enterprises, which play a magnitude role in a state's economy, are facing
a new task that maybe more important than financing the task of
“intelligence-integration”. It means a modem administration activity aim at absorbing
the brain resources. This article with the small and medium-sized enterprises as the
main object, the maximizing of the whole state’' s brain resources as the main object.
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FOREWORD

The small medium-sized enterprises are those total sales or turnover is less than
50 million CNY, which have the characteristics of short-term objectives, fast-changing
strategies, lack of professionals and the forth.

The “Intelligence-Integration” in small and medium-sized enterprises means an
administration activity developing and taking full advantage of intelligence resources
that are existing, creative, but may not be taken serioudly, to serve for enterprises and
create considerable values.

The purpose of intelligence-integration services for small and medium-sized
enterprises is to provide the best integration of market, capital, technology, information
and human resources, to improve competitive edges and to strength the risk-resistance
capability. Based on the diagnosis of aspects such as development strategies and
policies, regulations and rules, operation processes, staff behavior specifications and
organizational culture, with the introduction of an effective management mode to
improve regulations and rules, offering proposals on business strategy, operation
process and organizational culture, meanwhile implementing a series of training on staff
management, performance and behavior standardization, the enterprises may have much
knowledge of self-management, form an operation mechanism involving responsibility,
right and benefit, to achieve healthy, long-term and steady development by motivating
employees.

STRENGTHS AND WEAKNESS

There is a saying: “It is easy to turn round for small boats.” Indeed, as for big
enterprises, the small enterprises with combination of ownership and managerial
authority have unparalleled strengths in business decision and specific operation
efficiency. Small-scale enterprises can react in business and adapt at externa
environment quickly. But it is easy to “turn round”, also easy to “turn over”. Small
enterprises have much more difficulties than edges as well.

> Small number of employees, lack of professionalsin some sectors,
»  Leaders make decisions only on their intuition without scientific basis;

»  Most of leaders are specialists or experts in some field, having little knowledge of
other fields, lacking modern management skills;

>  Enterprises development keeps steady resulting from leaders’ persona traits and
the promising prospects; lacking standardized management.

»  Leaders wouldn't like to have links with best enterprises for worrying about being
annexed.

The characteristics mentioned above confuse many leaders after small enterprises
have developed to some extent. Either turn round abruptly in the face of *dangerous
shod” in markets; or stop developing further and keep within their own field, even
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knowing the clouded prospects, and miss new improvement opportunities, or go
forward without thinking and lead to competitors counterattack. Therefore, if small
enterprises are expected to become large businesses one day, it is urgent to be sypported
by the government and society. Since small and medium-sized enterprises play an
important role in economy and society, after separating ownership from manageria
authority, governments should emphatically establish socia service system and provide
pre-, during-, after-production service for small and medium-sized enterprises and form
a service network.

INTELLIGENCE-INTEGRATION

The study of “intelligence-integration” will concentrate much on the point of
“shareability”. Usudly, it is inevitable o pay high price for valuable acquisitions. But
small and medium-sized enterprises hope to pay as less as possible and obtain as much
as possible. Though it seems like a daydream, a kind of mew mechanism can be
constructed to maximize the sharing and bring every bit of talent into full play as
several times, dozens times even decades times, which is the same as data-sharing
revolution in network era. So intelligence-integration isjust to make fortunes by others
brains. We can say it is afurther development of recommending new talents.

Available Intelligence-integration Cases

Hong Kong Hang Lung Center

To study Chinese business management deeply, Hang Lung Center invited some
scholars to Hong Kong in July of this year, with systematic and well conceived planning.
During this period, scholars were divided into groups, and every group respectively put
forward current problems on Chinese business management, then select meaningful
issues to design research programs, finally all the groups reported their programs
together. Thus, Hang Lung Center has acquired not only different aspects of
management issues and information, also the research programs. It can’'t be estimated in
the view of research and information values.

Henan Bangjie Company

Bangjie began to integrate intelligence in 1999. It invested 500 thousand CNY to
found “Bangjie Center for Small and Medium-sized Enterprises Management Research”
with  prominent universities, in  which professors directly participate in
management-decision making, offer programs and resolving measures. But very few
people know that thousands of money has to be spent in advertising for one product,
here only 500 thousand CNY spent, long-term help can be got from the “intelligent

group”.

Guangdong Hua Wei

Hua Wel Company invites six professors from the People’s University of China
to diagnose the matter of management regularly and irregularly, which only needs to
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pay 3,000~20,000 CNY per person per month for consulting.

The above examples indicate that small and medium-sized erterprises can get
high-level intelligence service but cost alittle.

Reference Conception of Intelligence-integration

Lease Intelligence-integration

L ease means lessors grant lessees to possess and use properties during contracted
period when paid by lessees.

When an enterprise requires urgently some specidists in a short period, for
instance, a network technician to establish MIS, and no specialist can undertake the task
internal, it is certain to employ one from external. But the problem is that the goecialist
may not be wanted any more after the system is established, and daily maintenance can
be dealt with by computer operators. So, this kind of costly recruitment is not
appropriate for small and medium-sized enterprises.

It is not necessary to have eggs every day, perhaps have one in a week. So we
can buy some eggs when wanting and have chickens bred rather than raise a hen by
ourselves. The characteristic of tentative requirement of eggsis the same as that of lease.
It is very ided to rent a hen to have eggs. But it is still very difficult to find a place to
buy eggs at any time.

Construct Service Network of Intelligence-Integration

There are alot of operating entities that provide all kinds of specialized services.
They will come up to serve when enterprises have requirements and make a phone call.
These entities are so specialized that the costs and prices of the services are not very
high.

“Wisdom Bank”

Banks are considered as a place to collect and distribute funds. Small and
medium:-si zed enterprises make relationship with banks for support of loans. In fact, we
can set up a suppositional institute, suppositional wisdom bank or talents banks and so
forth, to provide intelligence services for small and medium-sized enterprises, such as

1. Consulting service of how to use and develop human resources.

2. Information consulting. Small and medium enterprises are restricted by its
scope and have not enough funds to develop new products, but banks have naturd
advantages of it. Banks keep in touch with hundreds of thousands of enterprises and
have a whole view of them, so they can provide the small and medium enterprises with
such information as market requirements, new approaches, technologies, equipment
which are helpful for products development.
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3. Financing consulting. Lack of specidlized finance talents, smal and
medium-sized enterprises are not familiar with financial market. Banks can help them
finance efficiently, smply and low-costing. Also banks can provide consulting on long,
medium or shot-term investment for those having idle funds.

4. Planning and operation of assets reconstruction. Assets reconstruction involves
a series of specialized knowledge and experiences of finance, investment and securities.
Banks can offer consulting on information, laws and regulations, which may become
resources of new transaction, also contribute to economic reforms.

“Enterprises Clinic”

According to newspaper, Shanghai Light Industry Holding Company has set up
an “enterprises clinic” that over 10 famous entrepreneurs offer services. They point out
problems on the spot for the fixed enterprises that are in difficulties. The first 12
large-loss enterprises have registered. They and their “doctors’ make efforts to search
for a method to turn losses into profits.

It is an inspiring report. “See doctor” can be sad to an action of
intelligence-integration. If “enterprises clinic” is popular just like practical hospitals,
and enterprises in trouble can get help conveniently, it is no doubt a Gospel for small
and medium-sized enterprises.

FEASIBILITY CONDITIONS

If “intelligence-integration” is to be developed to a socia service system, not
only an organizationa behavior, or some clever person grasps opportunities to become a
pioneer in a new industry, the problems should be considered all- sidedly and carefully.

Demand of Intelligence Requirers

Considering intelligence-integration as a process from which both two
participants can benefit, it involves at least two groups: requirers and suppliers. Here the
requirers we mainly mean are small and medium-sized enterprises, whose demand can
be understood. Then a direction current is formed:

intelligence

Suppliers requirers

Recognizing the importance of intelligence for enterprises, especialy for small
and medium-sized enterprises, it is possible to understand equaly the urgency of
intelligence requirers. That is to say, the factors on the right of arrow have strong
incentives to intelligence- integration.

Demand of intelligence suppliers

Intelligence requirers urgency can be understood relatively, then do the suppliers
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have the same strong requirements or care little about it?
Companies are worried as if a house caught fire when needing hands, but
pecialists still stay at home doing nothing——they hope to be sold off.

According to statistics, in big and medium-sized cities the turnover rate of
specialists increases as 5% per year at present, and ideas of selecting occupation have
changed a lot. The first choice is not light pressure of work and job stability any more,
but high salary and able to give full play to their professional knowledge. Under the
circumstances, more and more specialists hope to be commerciaized and “sold” by
intermediary companies.

This shows us that not only enterprises, those potentia intelligence suppliers also
have strong, not less than enterprises’, demand, eager to turn knowledge into wealth,
individual and social wealth as possible. It is a new issue in the Age of Knowledge
Economy. The model of above section can be converted into:

suppliers requirers

benefits

Social Demand

It is surveyed by State Scientific and Technologica Commission, in our country,
only 14.6% of professional technicians can give full play to their talent while working,
and 30% of them can do little for the present. Another management center for scientific
research shows, in large and medium-sized enterprises of China, only 47.7% of
engineering technicians are able to develop themselves and the rest 52.3% can do
nothing.

Some enterprises may have many “inventory talents’ for the following reasons:

1. Some enterprises recruit many talents of the same sort, which causes the
surplus. Or they employ the kind of talents who are not needed at present.

2. Some enterprises have not enough market requirements for their products to
make full use of the fixed assets and human resources.

3. A few leaders are narrow minded, so that they are reluctant to bring the
professional knowledge of the talents into full play out of envy.

4. Some leaders tend to appoint people by favoritism and real talents work on
unsuitable positions.

For these reasons, the limited human resources are wasted somewhere and can’t
contribute to the society or country. So the society needs to build up a system through
which the human resources can flow freely and make the most of their wisdom.

The common ground of “financing” and “intelligence-integration” is that both will
devalue with the passage of time, till to be scrapped and valueless.
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Equipment and machinery will devalue for wear and tear; currency and cash also
have “time value”. Capitals will become aloss as “ opportunity cost” without being used.
Human resources, which will devalue as the passage of time likewise, means the sum of
labor forces among all of the people within some scope, or the generalization of people
who possess intelligence and physical labor capacities which can propel the society and
economy forward. Skills are getting rusty without practising; physical labors are going
down with aging. Science and technology stated above will be affected more obviously
by the time. As the following illustrates, the speed of losses of intelligence is much
faster than that of physical capabilities.

value
physical strength

intelligence

time

So patent technologies will be protected within the number of years. Beyond this,
the protection will become meaningless because the technology has lost its vaue.
Values of human resources are named as “human resource capital”. It promotes a
dynamic concept and warns us to add new values continuously, which is increment of
human resource capital. Because of the depreciation of intelligence capital, naturaly it
is very urgent to take full advantage of it and make it revalue.

It is easy to know from the above analysis, the real significance of proposing the
concept of “intelligence-integration” is that it points out a bright direction of resolving
problems of enterprises existence and development, especially for small and
medium-sized enterprises, not only puts forward a completely new and modern
conception of using talents. When facing a golden opportunity large enterprises perhaps
have to give up for the complexity of changing production line, but small enterprises
can catch this opportunity to change the whole business in short time. The present facts
have proved, neither lacking these enterprises which need the “golden ideas’, nor
having the available “pioneering intelligence”, on the contrary, both sides are eager to
exchange their requirements, just being short of a smooth and complete communicating
channel.

DISCUSSION OF BUILDING THE SOCIAL MECHANISM OF
INTELLIGENCE-INTEGRATION

“Intelligence-integration” is very important to support small and medium-sized
enterprises as well as “financing”. So a kind of social mechanism has to be built, and
it's a tremendous, socia systematic project just like the construction of “financing
mechanism”.

ThePrinciple of “Pareto Optimum”
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The economy can not improve any others' utilities by changing the allocation of
products and resources without decreasing one’s utility. On the contrary, “Pareto no
efficiency” means the economy can promote one or some people’s utility by changing
the alocation of products and resources with holding one’s utility. In the situation of no
efficiency in economy, if realocating the resources, the level of some people's utility
will increase while others won't lower. This redlocation is caled “Pareto
improvement”.

Here, we regard products and resources as labor forces and human resources, and
consider improving the utility of one or some enterprises even the whole society. Then
we can say the use of talents is in a state of “Pareto no efficiency” and needs “Pareto
improvement”.

At present, the specidists generally work in a state of “light load”, which shows
the situation of using talents is dissatisfactory. Peopl€e's talent cannot be done justice in
their own unit. If we make the most of talents to improve the utility of some enterprises
which need hands urgently, while keeping the utility of those the talents belong to, is it
possible to improve the using efficiency of the whole country or society? From the
analysis of current situation, it is quite possible. It only needs to change the method of
alocating talents in the society, namely, “Pareto improvement”.

Establish New Methods of Allocating Talents

Talents are also a production factor. The quantity and quality of talents are the
main deciding elements. If talents of the whole society are considered thoroughly and
brought into full play, the method of alocating talents is an important factor besides the
quality and quantity.

From an elementary level to an advanced level the method can be divided into 3
parts:

Brownian movement® intermediary communication® operating lease

Brownian movement

“Brownian movement” is a physics concept. It means molecules or atoms of fluid
move and collide at random and irregularly, and the movement of individuals is hard to
predict and control. We name it as Brownian movement because irregular, spontaneous
movements and random collisions of talents fulfill the allocation process in talents
market. The process is spontaneous, blind, random and macro- uncontrollable, but is
direct, flexible, convenient and efficient during the contact of requirers and suppliers.

suppliers® requirers

The dlocation of “Brownian movement” is relatively primitive. The essentia
motivation is the benefits of two sides. Like molecules energy consumption incurred by
collision in Brownian movement, the method of allocating talents, in the sense of whole
society, has few probabilities of rational alocation. It is impossible to gain much social
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effects, the balance of demand and supply is also temporary and partial. Meanwhile, for
lack of micro statistics, the market information on demand and supply is inclined to be
false and delayed. It will cause excessive feedback of all kinds of information, worsen
the imbalance and uncontrollability. In addition, considering their own benefits,
intelligence requirers and suppliers couldn’t conscientiously undertake the responsibility
of safeguarding whole socia interests. As well it may lead to conflicts between them.

Generally speaking, the talent allocation of Brownian movement is a method with
obvious faults.

Intermediary Communication

This talent allocation with intermediary communication means suppliers and
requirers select each other by the way of special middle-organization, till meet both
sides demand. Its characteristic is that intermediary organizations gather information on
supply and demand, select the suitable partners and play a role of “go-between”.
Suppliers and requiers get in touch with each other through them.

suppliers® middle-organization® requirers

This method is open, information sharing and widespread. It greatly improves the
scale benefits of allocation, to a relative extent, overcomes and eliminates the faults of
Brownian movement such as blindness, spontaneousness and uncontrollability, which
makes the management of talents market enter a standard, perfect and harmonious

Stage.

Although this method may play a role of guidance by immediately releasing
information, it is not authoritative. Evaluated from the whole society, this method can't,
to the greatest degree, realize the whole benefits of social talents and avoid the
blindness of operation. Under the circumstances of imperfect market and legal system,
some intermediary organizations are very prone to lack of standardization.

Operating Lease

Operating lease regards talents as a relatively independent production factor.
Departing from other factors, as a kind of resources or capital inventory, a managing
object and profitable means, talents are managed by professiona companies, and
allocated in away of compensated |ease according to the employing units demand. This
specia businessis called “talents rental service” or “talents assigning company”.

supplier 1 requirer 1

supplier 2 requirer 2

supplier n /

The difference from intermediary organizations is that talents rental service is a

Taents rental service

reguirer n
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socialized enterprise with corporate qualification, and possesses rights of operation,
management, control and gains. It is an independent behavior object with united
operating qualification of responsibility, rights, duty and benefits on human resource
development, allocation and supersession. Without shifting ownership, rental companies
assign talents, offer labors to requirers and collect rents according to the market and
demand. After fulfilling tasks the talents will return and wait for the next opportunity.
The talents are long-term employees and paid by the rental company.

The dlocation of operating lease is carried out in an open job market. Suppliers
and requirers both can accomplish the commercialization of intelligence and labor
forces with the aids of information communication from renting companies and
regulating function of markets, on the base of consensus reached by three sides of
management (talents rental company), supply (talents for lease) and lease (employing
unit). This method will eliminate very effectively the socia faults of smothering and
stifling real talents caused by private monopoly of human resources. It is very valuable
for resolving structural problems on imbalance of talents supply and demand, and
common onthe-job unemployment.

To sum up, we can draw a conclusion that the allocation of operating lease is the
direction and goal tried to meet. It has many important edges:

1. It breaks with the traditiona dual-subject model, that is, individuals as
suppliers and employing units as requirers, and achieves a leap to more steady
and balancing three-subject model involving business administration, talents
and employing units.

2. It realizes the strategy of talents optimum allocation transfers from microcosm
to macrocosm, from individua to entirety, from labor forces to social
resources.

3. It makes the administers, suppliers and requirers reach an agreement to the
greatest degree on benefits on the base of three rights (social management right,
individual occupation selection right, unit using talents right) mutual control,
market regulation and contract guarantee.

4. It indicates talents as an independent productive factor, separate from
productivity and will realize the specialized allocation, enterprise operation,
socialized management and industrial development.

The more markets develop, the more divided management, which is an inexorable
law of increasing economic benefits. Under the condition of modern market economy,
talents as the most complex and initiative production factor, it is an inevitable direction
to establish a market-oriented, specialized, socialized and large-scale business
management mechanism with the help of internal benefits mechanism. It is an important
task for government to establish the talents using and allocating mechanism.
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Concepts Training and Proposals of Government Measure

Leading Directors to Form a Socia “Intelligence Sharing” Concept

In modern society the flow of trained personnel has become more and more
frequent and normal. “Changing a job” or “job hopping” is very widespread. Enterprises
begin to face the problem of retention while thinking of recruitment of talents. In some
enterprises, critical technicians are only paid relevant salaries with their technical level,
not supported even allowed to attend examinations similar to professional posts to
obtain genera standards admitted by society. So they have no qualifications for working
for other businesses and have to keep their minds on their work in the unit.

We can't say this method of work is not clever, but it is very narrow and limited if
considered from interests of the whole society not from individual benefits. Taents
belong to the country and whole society in the final analysis. They become one part of
an enterprise merely through the interest’s relation or redlize their values by the medium
of enterprises. The method of keeping one's own property obstinately will impede
talents inevitably to improve and develop further, which is the socia loss, also
enterprises own loss. Since human resources is a dynamic concept the static human
resources will depreciate continuoudy. It is necessary to add new values constantly.
Monopolizing talents will result in shortage of incentives to ongoing study.

| am impressed deeply by the viewpoint of “intelligence sharing” proposed by a
personnel manager from some enterprise. He advocates talents shouldn’t be taken as our
own private property and dhould be encouraged to develop themselves; the flow of
talents shouldn’'t be regarded as flood and beast of prey as well. If every enterprise can
do this the human resources of whole society will be extraordinary active and
prosperous, every enterprise will become a processing station among the talent flow and
contributes to our society.

Referring to the supporting forms of “risk investment” and “pioneering fund” to
small and medium-sized enterprises, establishing a special collecting organization,
pooling those temporarily idle intelligence resources, just like collecting idle capital
from masses to form an “intelligence fund”, and searching for targets to “invest
intelligence”.

Building up a management organization to serve for small and medium-sized
enterprises specially, providing guidance service on “intelligence-integration”, for
instance, valuable information such as acquisition methods of expiring patents. Training
management staff to form the concept of intelligence-integration; establishing
intermediary organizations sponsored by government, making a model for markets;
investigating conditions of supply and demand, publishing the data to catch attention.
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