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Abstract HRM Changes in China

Abstract

Change in human resource management (HRM) has attracted attention in a
range of management disciplines. Examining the influences on HRM
change relates to several areas, including the discussion of convergence and
divergence, institutional forces and cultural heritages, as well as HRM
transferability and adoption. Evidence supporting these views remains
diverse and not complete enough to explain the issues. To address the gap in
the literature, the current research conducted an in-depth study of the
banking industry in the People’s Republic of China (henceforth China).
China’s entry into the World Trade Organisation (WTO) and its economic
reforms have exerted pressures on local Chinese banks (LCBs) while
offering business opportunities to foreign-invested banks (FIBs). Two
research questions were formulated: (1) to assess if LCBs and FIBs
operating in China have changed their HRM practices towards or from each
other; and (2) to examine which contextual factors relate to HRM change.

Based on the research findings, changes were observed in both LCBs and
FIBs during the period 2000 to 2008 in several HRM areas (change content),

including resourcing and retention, rewards and performance, and training
and development. LCBs used many Western HRM practices.
Objective-setting performance management, graduate trainee programme,

market-adjusted bonus schemes etc. were introduced due to competition and
institutional 1somorphism (change context). However, some of these
changes were implemented for a couple of years but were not successfully
carried forward because resistance was felt from employees and
organisation 1nertia restrained LCBs from full absorption of new practices.
On the other hand, FIBs transferred many global HRM practices to their
local branches. Embedded culture and contingent impediments made

neither customisation of global plans nor adoption of local approaches easy.

It is argued that (a) while transfer and adoption of HRM practices was
observed, the inter-group change between LCBs and FIBs was much larger
and faster than intra-group change between FIBs home and host countries.
(b) The change process was not smooth; rather, across-time change was in
the form of waves and characterised by delays and oscillations. It is not
sure (¢) if change outcome would result in LCBs and FIBs having their
HRM systems converged towards something similar, formed a hybrid
transitionary model, or remained diverge. Finally, (d) firm nationality and
firm size had significantly influence on HRM decision, but firm age did not
have any change relationship with HRM practices.
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1. Introduction

1.1. Chapter Introduction

There has been a growing awareness of the importance of human resource
management (HRM) in the global arena and a greater understanding of its
international dimensions. Globalisation, internationalisation, foreign direct
mvestment (FDI) and deregulation, all put companies under substantial
pressure to best utilise their resources, including human resources. This
challenge is even more intense in emerging economies, such as the People’s
Republic of China (henceforth China) which is undergoing unprecedented
change. The post-2008 global financial crisis has spread over many other
sectors across the global and a lot of economies appear to have deteriorated
fast. There is no exception for China. Although China’s banking industry
did not have much exposure to the USA sub-prime mortgage and reduced
liquidity crisis, China’s banking industry will face a difficult path ahead.
Transformation in management policies and practices in China’s banking
industry raises serious transfer and adaptation problems for enterprises.

Because change 1s mevitable, it is important to understand why and how
HRM change has occurred, what have been changed and which contextual

factors have affected such change.

This chapter first presents the background of the investigation by reviewing
various theoretical perspectives and debates in the literature about HRM
change (Section 1.2). The case of HRM in the banking industry in China is
exemplified to examine these change issues (Section 1.3). On the basis of
the research 1ssues, a conceptual framework is constructed to investigate
research questions related to HRM change (Section 1.4). Next, the research
design and methodology including research paradigm, sampling technique,
data collection methods, data management and analysis are highlighted

(Section 1.5). A justification for the study is also given (Section 1.6) and
limitations of the research are highlighted (Section 1.7). |
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1.2. Background to the Research Problem

Attempts to understand HRM change continue to occupy a central place in
the development of management and organisational theory. The starting
pomt for the continued study of HRM change is no longer the question of
whether there is change or not as empirical evidence suggests that
organisations do change their HRM practices. Instead, the overarching
research issues to all HRM change efforts are why HRM change occurs
(change context), what HRM change is (change content), how HRM change
occurs (change process), where new HRM is towards (change outcome) and

which factors relate to HRM change (change relationship).

Change Context — Why HRM Change Occurs? The first question is why
HRM change occurs. There are certain forces that facilitate or hinder HRM

change. From a universalistic perspective (Harbison and Meyers, 1959;
Kerr et al, 1960), worldwide socio-economic and political forces create

tendencies for countries, and by implication their management practices, to

change to become more similar. The preference towards ‘a universal
prescription’ (Boxall and Purcell, 2003) implies that there is ‘one best way’
of managing and organisations should change their HRM practices and
converge to best practice.  Apart from the convergence view, the
contingency perspective suggests that organisations should continuously
adjust their HRM strategies to fit to the external environment (Hennan and
Perlmutter, 1990; Jackson et al, 1989), corporate evolution (Adler and
Ghadar, 1990; Mintzberg, 1979), internal business strategy (Becker and
Gerhart, 1996; Delery and Doty, 1996), or work technology (Woodward,
1965). Institutional force plays an additional role in initiating change.
Three institutional forces, i.e. constraining, cloning and learning forces, can
push firms to adopt institutional rules when structuring companies and
managing management practices (DiMaggio et al.,, 1983; McKinley et al,
1995), |
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While these theoretical perspectives attempt to describe the manner in which
HRM changes are introduced, mediated and handled, they fail to explain why
change processes are not uniform across regions, countries, industries and
organisations. Even within the same organisation, HRM may converge on a

macro-level but continue to be different or even diverge on a micro-level

(Child, 1981; Adler et al.,, 1986). It scems that there may be other forces at
work that hinder HRM change.

Cultural theorists contend that culture is a key factor implanted in a country’s
society and economy influencing change in organisations and therefore, can
act as an ‘informal constraint’ (North, 1990) to slow down HRM change
(Hofstede, 2001; Lammers and Hickson, 1979). Change in management
practices can further be inhibited when a company cannot copy or transfer
‘unique’ (i.e. rare and inimitable) resources from other companies (Barney,
1986, 1991, 1995; Lado and Wilson, 1994) or cannot adapt its ‘path
dependent’ HR elements to other companies’ socially complex practices
(Becker and Gerhart, 1996). Organisational inertia can also act as a brake
on the full absorption of the changes. Organisational inertia can be deeply
rooted in cultural and institutional heritages of companies (Ding et al., 2000;

Warner, 1999), or can happen when certain practices are taken for granted as

the way things were done before (Scott, 1987).

To summarise, contemporary research consists of considerable variations in
theoretical perspectives on HRM change context, from earlier writer such as
Lewis (1947) and Tushman and Anderson (1986) to recent ones such as
Dawson (1994), Hope Hailer and Balogun (2008), and Warner (2008). The
pluralistic nature of change literature, represented by a range of views, each
has its strengths and limitations. Institutional forces and external pressures
generate HRM ;:hange, but a range of contingent impediments (including
cultural barriers, inimitable resources, and organisational inertia) hinder the
change. There is clearly a paradox in change context. It is, therefore,

worthwhile to further investigate the issues of HRM change.
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Change Content — What is HRM Change? The secc;nd aspect deals with
change content in terms of HRM levels and arcas. A HRM system can
include principle, policy and practice levels (Becker and Gerhart, 1996). It
1s relatively easy to observe change at practice level because this 1s where

practices are implemented and mediated and where possible constraints may
appear. These HRM practices may include recruitment, selection, retention,
compensation, performance, training, development, knowledge management
(KM), etc. Yet, there is not a clear list in the literature about which HRM
areas or which ‘bundle’ is to be included in studies (Becker and Gerhart,
1996; Pfeffer, 1994). Different researchers have their own HRM list or
model and there is no consensus on what change will happen in which HRM

areas and at what levels.

Change Process — How does HRM Change Occur? Other than comparing
HRM change at different levels and areas, it is equally important to

understand the change process. Under the contingency perspective (Greer
and Ireland, 1992; Lawrence and Lorsch, 1967), the magnitude of change 1s
gradual, steady and continuous. However, structural inertia theorists (Cyert
and March, 1963; March and Simon, 1958; Nelson and Winter, 1982) argue
that change is infrequent and formidable. Still, some others (e.g. Brown and
Eisenhardt, 1997) suggest that the pace is of a relative degree. The terms

‘crossvergence’ (Ralston et al., 1993) or ‘relative convergence’ (Warner,
2002, 2003) are introduced to describe this relative degree idea.  Since there
is no obvious analytical consensus in explaining how all change processes

have happened, some more studies on change process are deemed suitable.

Change Outcome — Where is HRM towards? Another aspect of change 1s
about the direction of change and outcome. Most studies reveal that HRM
change is not necessarily towards a final destination or some best practice
model, but remains at a transition stage (Cunningham, Poon and Rowley,

2008). It seems that there is a gap in the literature that predicts what the

final change outcome would be.

1
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Change Relationship — Which Factors Relate to HRM Change? The
study of change process will not be completed without considering the
effects of key variables describing an organisation’s context (Jackson and
Schuler, 1995). Contextual factors that may affect the choice and practice
of HRM include company age, firm size (Ding and Akhtar, 2001; Jackson
and Schuler, 1995), capability and capacity (Hope Hailey and Balgoun,
2008), growth rate (Jackson and Schuler, 1995), type of ownership (Ding and
Akhtar, 2001; Zhang and Parker, 2002), country nationality (Edwards and
Ferner, 2002; Ferner et al., 2001; Ngo et al., 1998), culture, laws regulations,
labour markets (Hofstede, 1992; Pfeffer and Cohen, 1984), etc. Ignoring

these contextual factors may lead to specification errors in models used to

predict HRM (Becker and Gerhart, 1996).

These unsolved issues in HRM change intertwine what seems a simple and
clear topic, and the extant literature provides only limited insights into the

questions. Chapter 2 further elaborates different theoretical perspectives
and gaps in the literature. It is obvious that additional empirical work is
needed to investigate these change issues. To make this topic even more
confusing, HRM change in an emerging market can be very different from
that in developed countries. However, most of the literature reviewed has
been based on studies and analyses undertaken in North America or Europe.
Consideration of the Asian context is limited. China, an emerging economy

with its rapid growth and dynamic market situation, represents an

appropriate context for assessing the issues. The next session highlights the

country and industry background of this research.

1.3. Country & Industry Setting for the Investigation

China started a series of macroeconomic reforms of industry, defence,
agriculture and science from the late 1970s. These reforms have brought
considerable change to the structure of the Chinese economy, for example
the most rapid Gross Domestic Product (GDP) growth in Asia (World Bank
Report, 2006) and have aroused enterprise-wide issues, such as relocation of

factories, downsizing and retraining (Warner, 2002). Besides, the surge of
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FDI 1n China’s market is another influence on the changing patterns of
management practices. Multinational companies (MNCs) have brought
into China not only modern equipment and the Ilatest technology
(‘hardware’), but also advanced management expertise and HRM systems
(‘software’). For instance, more flexible recruitment, fixed-term
employment contracts, performance-based compensation, training, career
development, and emphasis on staff retention (Ding and Wamer, 1999; Zhao,

1994; Zhu and Dowling, 1994), have been introduced to local companies.

Also, the localisation of managers (Shen and Vincent, 2004) and
establishment of trade unions have occurred in MNCs operating in China (Ke

and Morris, 2002).

China’s accession into the World Trade Organisation (WTO) has caused
another series of economic reforms (relaxation of foreign ownership
restriction) as well as opening up the protected service industries (such as
financial services, insurance and telecommunications). Among the service
sector, the banking industry is changing quickly in order to fulfil the
obligations of the WTO membership and to survive in the country’s evolving
economic, business, and regulatory environments. This may create a new
nstitutional environment for local Chinese banks (LCBs) and
foreign-invested banks (FIBs). The breaking up of the monopoly of
statc-owned banks (SOBs) (Chen, 2002), introduction of national
commercial banks (NCBs) and expansion of FIBs (Chen et al., 2000), have
all led to significant transformation in the structure of the banking industry in

general and HRM practices in particular.  Systems, models and management

expertise brought by FIBs can become the benchmark for SOBs and NCBs to

copy, while normative pressure to learn how to ‘play the local game’ can help
ensure the competitiveness of FIBs. Yet, traditional cultural values,
historical heritage and global policies can be barriers or bridges to change.
Chapter 3 further outlines the macro environment of China’s economy, its

cultural uniqueness, industry setting and implications of WTO accession.
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Nevertheless, previous studies of China were mainly focused on

manufacturing industries (Bjorkman and Fan, 2002; Zhang and Parker, 2002).

Limited research attention has been paid to changes in HRM areas in the
service industry in this country. Services differ from goods in many
important ways (Bowen and Schneider, 1988). An investigation using the
banking industry to evaluate the issue of HRM change in China’s service
industry is deemed appropriate. The next section elaborates the research

questions and the conceptual framework used in this study to investigate the

research 1ssues.

1.4, Research Questions and Conceptual Framework

Changes n HRM have been observed in China’s banking industry.
However, little rigorous work has been done to explain the context, content,

process and outcome ofthese changes. Nor is there adequate research effort

to explore the relationship of the factors to these changes. The purpose of

this research 1s to investigate what, why, how, where and which HRM

changes occur in the banking industry in China. Two research questions are

formulated to examine these research issues: (1) to assess if LCBs and FIBs
operating in China have changed their HRM practices towards or from each

other; and (2) to examine which contextual factors relate to HRM change.

- The research collects data from LCBs and FIBs. For the purpose of this study,

LCBs refer-to banks owned and operated by state or domestic financial
institutions and FIBs refer to banks owned and operated by overseas
financial institutions, which are normally MNCs. Three types of HRM
change included in this study are intra-group change, inter-group change,
and across-time change. Intra-group change assesses change within FIBs
and 1s about transfer and adoption of FIBs home and host countries’ HRM
policies and practices. Inter-group change assesses change between LCBs

and FIBs-and is about LCBs imitating policies and practices brought by FIBs

or FIBs taking up local policies and practices. Across-time change looks at

adjustments in LCBs and FIBs within a certain time frame.

4
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Moreover, the importance of organisational context on the study of HRM
practices cannot be ignored in the evaluation of HRM models (Becker and
Gerhart, 1996; Jackson and Schuler, 1995, 1999). Therefore, the second

research question addresses the relationship between contextual factors and

HRM areas. A conceptual framework which combines aspects of various
theoretical models is constructed to examine the relationship between HRM
areas and contextual factors. The HRM areas under investigation are
resourcing and retention, rewards and performance, and training and
development. Several contextual factors which are included in some
previous studies (Ding and Akhtar, 2001; Ding et al., 2000, 2001; Lu and
Bjorkman, 1997; Zhang and Parker, 2002; Zhu and Warner, 2004) and are
related to the Chinese enterprises are included in this study. They are firm
nationality, firm size and firm age. To control for the industry effect, branch
network and firm ownership are introduced. Since HRM-change 1s a
dynamic concept as opposed to a static phenomenon, a time period is
included in the conceptual framework too. The year 2000 (the year betfore

China’s joining the WTO) is set as the base year and the period from 2001 to
2008 is selected to gauge the cumulative effect of the change of HRM

practices since then. Chapter 4 explains the research questions, the

conceptual model and the relationships of contextual factors in detail. The

next session explains the research design, the research strategy and the data

collection methods in the current study.

1.5. Overview of Research Design and Methodology

A research design is a framework or blueprint specifying the type of data to
be collected and analysed. In this programme of research, multiple designs
are used. An exploratory research design is considered appropriate for the
first research question owning to the fact that there has been limited prior
theory about change in HRM in China (Burns and Bush, 1995; Neuman,
2006). Exploratory research is used to discover information about the
degree of HRM change. A descriptive research design is then used to
describe the relationship between the contextual factors and HRM areas.

The research paradigm employed in this study is realism, in which the
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complex and imprecise external reality is conceptualised and identified

through practical and theoretical work (Bhaskar, 1989; Bryman, 2004).

Besides, the research strategy also consists of both qualitative and
quantitative approaches. Triangulation entailing more than one method and
multiple sources of data (Denzin, 1970; Patton, 1987) is employed in this
study. Data triangulation is achieved by collecting data from various
sources (such as HR departments, employees, companies’ reports,
government census, industry surveys, etc.) and methodological triangulation
is carried out by using mterviews and archival records analysis as mode of
methods. Data collection methods include exploratory interviews with HR
departments, employee interviews and records of secondary data. Rich data
collected from interviews (Flick et al., 2004) allows for a deep penetration
into a topic (Bryman, 2004), while archival records provide additional
factual information in a cost effective manner (Dale et al., 1998). Rigorous
procedures (such as expert panel review, validity test, reliability test, member

check, and so on) are in place for question design, interview process, data

collection and checking.

Moreover, the sampling strategy includes defining the population,
constructing sampling frames, designing the sampling stage and drawing the

sample for the research. First, as the banking industry covers a wide range
of companies, the study targets those financial institutions that offer similar
products and operate in similar environments, and hence face similar issues.
Accordingly, commercial banks, including LCBs and FIBs, are selected.
Second, a sampling frame is complied based on some widely accepted
official directories. Third, the sampling design employed involves a
multi-stage stratified design which allows more precise estimates of the
results and better represents the variations in the population (Fowler, 1993).
Two criteria, firm size based on the number of employees and firm
nationality based on country-of-origins, are used to stratify the population.
The assessments of firm size and national cultural impact are in line with

many previous studies (Ding et al., 2000; Ferner and Quintanilla, 1998; Ngo
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et al, 1998; Yan, 2003). The last step is to select sample banks in each
stratum for investigation. Purposive sampling is used to ensure the
researcher can sample those companies ‘who are relevant to the research
question’ (Bryman, 2004: 334), and hence meet the purpose of the study
(Pizam, 1994). Finally, thirteen (13) banks were selected. The selected

sample represents banks of different countries origins and sizes. The
methodological contributions of such a research design and methods are

further elaborated in Section 1.6.

In addition, the collected data is managed and analysed using processes
suggested by Miles and Huberman (1994) and Strauss and Corbin (1990).

The processes are data coding, reduction, display, conclusion and

contribution to theory. To ensure quality and rigorousness, several ways are
designed to check validity, reliability and objectivity. Last, but not the least,
the ethnical standards of voluntary participation, informed consent,

avoidance of harm, and confidentiality are upheld throughout the study.
Chapter 5 details the research design, paradigm, sampling strategy, data

collection method, data management and analysis. Based on this research
design and methodology, an investigation was conducted. It is anticipated
that the findings from the investigation can contribute to the fields of HRM

and the next session elaborates on this.

1.6. Justification for Research

This research investigates HRM change in China’s banking industry. This
research can be justified by three major means: identification of the

theoretical gap in the HRM change and extension of the literature (theoretical

contributions), originality of research design applied in new context

(methodological contributions), and potential value to practitioners (practical

contributions).
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Theoretical Contributions: First, there is an increasing interest among
scholars in cross-cultural differences in HRM (Rowley and Benson, 2002;
Sparrow et al., 2004). Some studies (such as Gamble, 2003) have compared
Chinese HRM practices to the Western model while some others (such as
Sparrow et al., 1994) have studied MNCs in the global or regional context.
A review conducted by Poon and Rowley (2007) shows that only a few
comparative studies have been conducted in the area of HRM in China.
Moreover, those studies mainly compared China against some other Asian
economies. There has been some neglect in the research of conducting
comparison of HRM within the same local context. The questions of why
change does (or does not) occur, what has been changed and how it occurs
are relatively unexplored in previous cross-cultural management hiterature.
To extend the body of knowledge, the current research is undertaken to
investigate change in HRM by sampling firms operating in the same setting.
As such, it has an advantage of understanding the external environment in
the same research paradigm. This demonstrates the originality of this study.
The study can contribute to the fields of cross-cultural HRM by addressing
the gap in the existing literature; in other words, it helps uncover similarities

in seemingly different theories of change and highlight the differences.

Second, the applicability of HRM theories in international studies is of
particular importance, as the management research community is getting
more internationalised (Lau, 2002). However, most HRM change models
have an Anglo-Saxon base (Budhwar and Debrah, 2001) and the relevance of
lessons learnt from the Anglo-Saxon experience to other contexts (Hofstede,
1993; Rowley et al.,, 2009) needs to be examined, especially in emerging
economies, such as China, which have been undergoing unprecedented
transitions in social, legal, and economic institutions that cause adaptation
issues for enterprises.  Differences in culture heritages, historical

development and institutional context can all affect change theories and
concepts (Pettigrew et al,, 2001) being employed and developed in other

cultural contexts. It is, therefore, important to examine the extent to which

Western models of HRM change can be applicable to elsewhere.

11
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Third, contemporary research in HRM change consists of substantial
variations in theoretical perspectives on change context. This diversity of

concepts and models can be seen as an advantage as it captures and reflects

various HRM change issues (Grant et al,, 2002). Nonetheless, previous _
studies have tended to investigate different discrete sets of HRM and have ”

not included all potential relevant practices and factors at one time. This %
can be problematic as such pluralistic theories and concepts may encourage
compartmentalisation of perspectives that do not enrich each other (Gioia
and Pitre, 1990). To address this deficiency, the current study employs an
eclectic approach to consolidate theoretical models from previous studies
into a conceptual framework (mentioned in Section 1.4). The consolidation
and improvement of previous models is considered an addition to knowledge
because this can include some of the missing areas and allow greater
precision 1n the identification of institutional sources of influence. Working
out the relationships between seemingly divergent theoretical perspectives

provides opportunities to advance theory building that has stronger and

broader explanatory power than the initial perspectives.

Fourth, while HRM in China has been studied for many years, a large
number of these studies have focused on manufacturing industries and
factory environments (Bjérkman and Fan, 2002; Zhang and Parker, 2002).
Studies investigating how different HRM practices are transferred and why
change occurs in the emerging service sector in China are limited. With
economic growth, the service sector in China is gaining importance in China
in terms of contribution to GDP and number of people employed. A few
researchers have studied HRM policies and practices in the financial industry
in some other economies (Delery and Doty, 1996; Frei et al., 2000), but these

studies have various methodological limitations, such as being

cross-sectional studies, not being able to show the dynamic change of
practices, etc. Additional, as Bowen and Schneider (1988) point out
services differ from goods in many important ways. It is, therefore,

questionable whether the findings from the previous HRM studies of

12
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manufacturing industry can be applicable or generalised to the service sector.

Hence, there 1s a wide scope for theory development for the service industry;

and this study can contribute to such area.

Methodological Contributions: The research design draws a comparative
sample from LCBs and FIBs to explore the dual nature of HRM change. A
historical approach, a technique seldom employed in HRM research, is used.
The sampling of'a comparative group and the employment of time series data
not normally used in this field demonstrate the creativity of the research.
Much of the work to-date focuses on static similarities and differences,
providing only a partial analysis of the situation. Simply studying HRM
changes in an episodic fashion or a cross-section approach would not enable
researchers to uncover the mechanisms through which changes are created
and sustained (Pettigrew, 1990). Consequently, an examination of trends
over time has a great advantage — to show the aggregate effect of HRM
change across time while keeping track of individual practices in both
inter-group and intra-group changes. This research design with
comparative data can provide more comprehensive insights into the dynamic

processes of transfer of practices to LCBs and adoption of practices by FIBs,

and hence show the dual nature of HRM change.

Practical Contributions: The gates of the banking industry in China fully
opened to FIBs 11 2007. The existing literature recognises some contextual
factors, but so far has not brought them together explicitly with respect to
HRM changes. The research contribution is, therefore, to address this gap.
The results of this research have the potential to provide understanding on
how banks use HRM change to cope with their changing environment. This
study of management practices can be useful for academicians studying the
effects of management practices; firms seeking entry into, and survival in,
China; and practitioners designing policy to tackle financial crisis. The

findings of the study can provide timely insights for practitioners of local

companies and MNCs to the challenges ahead.

13
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While this research is expected to provide theoretical, methodological and
practical contributions, the research findings are limited by the scope and
assumptions of the investigation. The next section highlights those

limitations.

1.7. Limitations of Scope and Key Assumptions

There are a number of limitations embedded in the nature and scope of this
study. First, the study focuses on one industry in one country, namely the
banking industry in China. The ability to generalise findings of this
research to other populations, such as China’s manufacturing industry, or the
banking sector in other countries, may be limited. While this limits the
generalisation of the findings, they can still be extended to other populations

with a degree of caution.

The methodology itself has some inherent limitations. The use of time

series data faces the risk of attribution of the sample (for instance mergers

and acquisitions of the banks). Changefin HRM is an ongoing process.
The recall of historical events by the interview participants may lead to some
bias. It is not possible to turn the clock back and ‘repeat’ the transfer of
HRM under the same circumstances as would occur in a controlled

experiment.

Besides, since archival records (such as government census) are collected for
some administrative purpose and not with social science researchers in mind,
and hence the quality, content and order of data is out of the influence of
researchers. The results of interviews may also entail some interpretation
on the part of interviewer. Various measures (such as member check, peer

review) are implemented to minimise the effects.
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In sum, although this study has certain limitations and assumptions, various
measures are taken, including a triangulation approach using multiple data
sources, various modes of data collection methods, using rigorous validity
and reliability tests to ensure data quality. It is expected these measures can

address and overcome the limitations as well as to maximise the overall

value of the study.

1.8. Chapter Summary

This chapter builds the foundation for the study within the framework of the
research questions. First, the background of the research is discussed and
several theoretical frameworks are highlighted to introduce the research
1ssues around HRM change context, content, process and relationship.
Second, the background of the banking industry and China are presented.
The banking industry in China is deemed appropriate for this study because it
has recently undergone many changes in management policies and practices.
Third, based on the review of literature, two research questions are
formulated to examine five change issues. A conceptual framework is
outlined and it includes HRM areas, contextual factors, control variables and
a time element. To answer the research questions, this chapter also outlines
how the research is designed, how the data is collected and what sampling
techniques are used. The findings from the investigation are expected to
make several theoretical, methodological and practical contributions.
Limitations of scope and key assumptions of this study are discussed.

Chapter 1 gives an overview of this research. The research questions and

background are imntroduced. The overall theoretical framework and

methodology are discussed.

The rest of this dissertation is structured as follows. Chapter 2 presents the
literature review from universalistic perspectives, contingency views,
institution and culture elements, and structural inertia as well as discusses the
related issues of HRM change. Chapter 3 gives the background of the
country, China, and the banking industry, Justifications are given to show

the appropriateness of study of the industry and country. Chapter 4

15
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provides the context of the research, followed by the research questions

concerning change in HRM areas and the relationships with contextual

factors and control variables. Chapter 5 details the research design, strategy

and data collection methods.

After these initial chapters, the research findings are discussed in several
other chapters. Chapter 6 highlights the differences found in HRM areas of
the target banks, Chapter 7 analyses the relationship among HRM areas,
contextual factors and control variables, and Chapter 8 diagnoses the change
issues observed in HRM. A discussion and a conclusion, Chapter 9, brings

the dissertation to its finale.
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2. Literature Review

2.1. Chapter Introduction
‘Nothing endures but change’, said by the Greek philosopher Heraclitus

some 2,500 years ago, well reflected unprecedented change and
transformation in management policies and practices in the last decades. It
has become a major preoccupation amongst management theorists to point
out that organisations are increasingly finding themselves under pressure to

creatively adapt and respond to change in order to survive and best utilise

their resources, including human resources.

This chapter presents the literature to examine five important questions. A
first set of literature i1s about change context, i.e. why HRM change occurs,
what leads to HRM changes and what hinders the changes. These questions
are closely related to the debate of converging towards common practices

versus continuing divergence practices (Section 2.2), as well as the argument

about ‘culture-free’ and ‘culture-specific’ issues (Section 2.3).

Second, there 1s a change content issue of what HRM change i1s. When this
term ‘HRM change’ 1s used, does it mean the same thing for everyone?
HRM change can be considered in terms of which HRM areas are included
and at what level change occurs (Section 2.4). There are also questions on

change process which addresses how change occurs in terms of pace,
magnitude and time (Section 2.5). Closely linked to the question is
discussion about HRM transference from MNCs and adoption by local
companies. This i1s about change direction which addresses what change
outcome 1s likely to be (Section 2.6). Finally, the chapter highlights the
importance of contextual factors which is about change relationship (Section

2.7). Figure 2.1 presents the overall of change issues discussed 1n this

chapter.

17
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Figure 2.1: HRM Change Issues Covered in Current Research
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Why do organisations change their HRM? There are lots of disagreements

In the literature about what causes HRM systems to change.

2.2.1. Universalistic Perspective (Convergence)

From a universalistic perspective (Harbison and Meyers, 1959; Kerr et al.,
1960), worldwide socio-economic and political forces create tendencies for
countries, and by implication their management practices, to change to
become more similar. Globalisation, internationalisation, and technological
advancement push national systems towards uniformity as copying,
benchmarking and transferring of practices are encouraged. This 1s similar
to Taylor’s ‘scientific management’ (Taylor, 1911), resulting in the view that
there is ‘one best way’ of managing. This trend towards a universality of
practices is generally referred to as convergence. The movement can be

from both directions.
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An implication for this is that HRM systems of different countries may
change and become more similar or even converge towards some model
(Rowley et al, 2004). Competition and market development which force
firms to adopt different practices to be competitive and survive, can fuel
transfers. HRM change is seen as a suitable strategy for corporate renewal.
The preference towards ‘a universal prescription’ (Boxall and Purcell, 2003)
implies that there is ‘one best way’ of managing and organisations should
change their HRM practice and adopt the best practice. Classical
management thought and more recent variants assume that a set of ‘best’
management practices, as in HRM, can be valid in all circumstances and help
organisations perform better and obtain sustainable competitive advantage

(Becker and Gerhart, 1996; Huselid, 1995; Lado and Wilson, 1994).

The universalistic views of ‘best practice’ continue to develop in various
forms, as belief holds that practices can be applicable across countries
(Becker and Gerhart, 1996; Delery and Doty, 1996; Peters and Waterman,
1982; Weber, 1947). For example, Inkeles (1980) identifies difterent forms
of convergence: (1) simple convergence involving the movement from
diversity to uniformity; (2) directional convergence involving movement
towards a common point; (3) convergence via the crossing of thresholds

rather than changes 1n absolute differences; and (4) convergence in the form

of parallel change.

Nonetheless, the so-called ‘best practice’ in one situation may not be the best
practice in another environment, given that institutional and structural factors
are very different between countries and organisations (Zhu et al., 2007).
The universalistic views have subsequently received considerable criticism
because they over-simplify the impacts of economic development, give too

much emphasis on the impact of external forces, and therefore, cannot fully

explain variations in HRM change.
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2.2.2. Contingency Perspective

Apart from the convergence view, the contingency perspective assumes that
people and situation vary over time and the right mix of HRM strategies
depends on a complex variety of critical environmental and internal
contingencies (Greer and Ireland, 1992). Thus, organisations should
constantly adjust and change their HRM strategies to fit to the external
environment (Heenan and Perlmutter, 1990; Jackson et al., 1989), or to
correspond to the firms’ international corporate evolution (Adler and Ghadar,
1990; Mintzberg, 1979), or to tally with business strategy (Becker and
Gerhart, 1996; Delery and Doty, 1996), or to match with work technology,
such as small-batch, mass-production, or continuous process (Woodward,

1965).

Although there is no ‘one’ best practice, the contingency view suggests the
key to success is to continuously change the management approach to
different situations (Lawrence and Lorsch, 1967). These continual
adjustments can lead to further dynamic changes in the social organisation
and institutional structures of business systems. This implies that
organisations are loosely coupled aggregates whose separate components can
be adjusted or fine-tuned incrementally once weak constraints have been
overcome (Meyer et al, 1993). Hence, change process under this

assumption 1s generally gradual, steady, and continuous.

However, such views fail to explain why managerial ideas and practices vary
by country and by organisation. Even within the same organisation, HRM
may converge on the macro-level but continue to be different or even diverge
on the micro-level (Adler et al., 1986; Child, 1981). For example, Amante’s
(1995) study concurs that MNCs (from Western countries, Japan and China)

operating in the Philippines tend to converge in their compensation structure

(macro-level), but continue to maintain their informal norms and behaviours

(micro-level).
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Implications for Convergence and Contingency Perspectives: The
manner in which HRM changes are introduced, mediated and handled can
lead to different outcomes. The dichotomous views of convergence and
divergence only give a simple way of ‘either-or’, but not a ‘both’ approach.
They {fail to recognise that HRM change is highly contested by multiple
actors (including individual, organisations, states, etc.) at different spatial
scales (like local, regional, national and global) (Yeung, 2000). Even if
convergence 1s found at the global level due to economic forces and
technologies, 1t may result in divergence at national and intra-national levels,
or sometimes crossvergence at sector and industry levels, as the changes are
mediated by different institutions with their own traditions and cultures. It
seems that neither perspective can explain all the changes in HRM areas
across region, country, industry and organisation. Recent evidence and
arguments point to multiple directions too (Cunningham, Poon and Rowley,
2008). Globalisation and socio-economic integration forces have an
implication of allowing more cultural diversity in management composition
as well as affect the contextual development of the cross-national
organisations. It 1s, therefore, worthwhile to further investigate the issue of

HRM change. This research intends to address this literature gap.

2.2.3.  Institutional Theory

Institutional theory plays another role in initiating change. Institutional
theory suggests that firms may change to adopt certain HRM practices not
simply because of ‘effectiveness’, but due to specific social forces to gain
legitimacy (McKinley et al., 1995). Organisations as a social entity need to
seek approval for their behaviours in a socially constructed environment
(Jackson and Schuler, 1995). The institutional rules are typically norms or
expectations shared by members of a society or a particular industry and
therefore, specify how an organisation should be structured and the kinds of
managenial behaviour considered legitimate (Meyer and Rowan, 1977).
Previous studies show that local governments (Walder, 1995a), social
networks (Child, 1994) and regional economic policy (Tse et al., 1997) can

be some of the institutional forces. These social forces can act as constraints
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on the degree of change as firms are being pushed to adopt the institutional

rules when structuring companies and managing activities (Scott, 1995).

What roles do these institutional forces play in HRM change? DiMaggio
and Powell (1983) suggest that there are three mechanisms of institutional
1somorphic change, that is coercive, mimetic and normative isomorphisms.
These mechanisms may sometimes be recognised as constraining, cloning
and learning forces (McKinley et al, 1995). First of all, coercive
1somorphisms or constraining forces, are formal and informal pressures
exerted on firms by other organisations upon which they are dependent on or
by cultural expectations in the society within which the firms operate
(DiMaggio and Powell, 1983; McKinley et al., 1995). The ideological shifts
from communism to market socialism and the implementation of economic
reforms have promoted new management practices and a focus on the
importance of people as a resource in China, for example. Indigenous
companies start to conform to social constraints and accept other practices as
a means of demonstrating legitimacy. There may be coercive pressures from
MNC’s parent organisations and taken for granted practices may be diffused

through organisational actors to subsidiaries (Westney, 1993).

Second, mimetic processes or cloning forces pressurise organisations to
mimic the actions of other organisations. Organisations tend to change their
system and model themselves after similar organisations which are percetved
to be successful (DiMaggio and Powell, 1983; McKinley et al., 1995). Inthe
face of the extreme uncertainty generated by competition, organisations have
a strong tendency to mimic the behaviour of competitors. The rationale is
that ofganisations imitate the practices of other corporations to demonstrate
that they are still ‘in the game’, ‘with it’, and actively doing something to
address own problems. For example, Chinese state-owned enterprises
(SOEs) imitate the practices of Western MNCs to demonstrate that they are in

step with international markets. MNCs follow local customs to tackle

cultural adaptation problems.
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Third, normative pressures or learning forces stem primarily from
professionalism, either from education, institutions or networks of
professional associations (DiMaggio and Powell, 1983; McKinley et al,
1995). For example, the popularity of MBA (Master of Business
Administration) degrees in China promotes transfers and ideas of managerial
practices seen as prevalent in Western countries (Rowley and Poon, 2008).
With China’s accession to the WTO, MNCs are allowed to offer the same
services and target to the same customers as local enterprises. This
competition and cooperation will promote exchange and learning about how

to recruit, retain, reward and train people between local companies and
MNCs.

Implications for Institutional Perspectives: First, change processes are not
uniform to all firms. Some companies may just implément the practices
whereby formal rules are followed; and some others may internalise or
‘institutionalise’ (Kostova, 1999) the practices with commitment to, and
psychological ownership of] practices. Second, firms can benefit from their
institutional environment by initiating necessary practices to their advantage
(Lau et al, 2002). Nevertheless, the institutional approach tends to view
industry or society as constant and ignores the pre-existence of divergent or

contradictory practices in the country (Rowley and Benson, 2002).

2.3. Change Context — What Hinders HRM Change?
2.3.1.  Cultural Approach

Alternatively, cultural theorists contend that culture is a key factor implanted
In a country’s society and economy influencing change in organisations.
Definitions of culture are widespread. Kroeber and Parsons (1958) regard
culture as the transmitted and created content of values, ideas and other
symbolic meaningful systems. Hofstede (1984) defines culture as the
interactive aggregate of common characteristics that influence group’s
response to its environment and the collective programming of the mind. In
the GLOBE research programme culture was defined as ‘shared motives,

values, beliefs, identities, and interpretations or meanings of significant
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events that result from common experiences of members of collectives and
are transmitted across age generations’ (House et al., 1999: 182). Schneider
(1985) views culture as a deeper construct, including norms and values
systems. Triandis (1993) decomposes culture into objective elements (tools

and appliances) and subjective elements (beliefs and norms). Culture may
reflect general tendencies of preferences for particular states of affairs over
others, or special rules for selective interpretation of environmental cues and
responses (Tse et al., 1988). In short, most definitions of culture anchor

around values and attitudes as in the core elements.

There are several schools of thoughts concerning the relationship between
cultural factors and change in management practices. One stresses that
organisational dissimilarities are entrenched in the idiosyncratic national and
institutional regimes surrounding companies (Hofstede, 1992). Culture, in
the sense of ‘software of the mind’ (that is patterns of thinking, feeling and
acting of people) (Hofstede, 2004), can act as an ‘informal constraint’ (North,
1990) on institutions. Thus, the presence of culture plays a significant
contextual role on decision-making (Bond et al., 1998; Satow and Wang,
1994), managers’ judgement (Weber and Hsee, 2000) and knowledge
management (Burrows et al., 2005). Greater cultural distance from a home
country creates more problems for MNCs operating in, and adapting to, the
host setting (Davidson, 1980) because change in decision making,
communication and personnel practices are difficult (Child and Markoczy,
1993) and the concept of ideal management practices varies. Conflict
within and between managers from different cultures may be unavoidable
(Doucet and Jehn, 1997). This perspective postulates that cultural barriers
can slow down HRM change. The supporters (Hofstede, 2001; Lammers
and Hickson, 1979), who stress the embeddedness of management methods
in a cultural context, tend to be more sceptical about the possibility of

cross-national learning and see little room for change in management

models.
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The second school of thought emphasises the idea that companies may
gradually be losing their national characteristics (Pauly and Reich, 1997).
Globalisation and technological development are some of the contributory
factors underlying the uniform behaviour (Casson et al, 1998). Culture,
consisting of shared values and common rules, acts as a catalyst for HRM
change towards something similar.  This perspective assumes that

managerial practices will become universal across countries and lead to

consistent  corporate  organisational structures independent of

country-of-origin (Crookell, 1986).

The third perspective sees that values system as different from the values
supported solely by either socio-cultural or economic ideology influences
(Ralston et al., 1993). Business ideology forces can lead to convergence and
the socio-cultural forces can lead to divergence, and both interact with one

another to create a cultural crossvergence (Ralston et al., 2006).

The ‘culture-free’ and ‘culture-specific’ debate is concerned with the degree
to which organisations account for the particular context in which they
operate and from which they evolve. Nevertheless, the cultural approach has
been criticised as static rather than “a shifting and changeable repertoire with
diverse strands’ (Gamble, 2003: 384). Differences in economic and political
systems (Carroll et al, 1988), law and regulations (Florkowski and Nath,
1993) or socialisation factors (Lockett, 1988) can result in various degrees of
HRM change. An alternative is to control for the country effect and
compare companies from different cultures in a single country setting. A
comparative approach to analyse both local companies and MNCs 1n a single

setting (for example the banking industry in China) is used in this study to
tackle this problem.
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2.3.2.  Resource-based Theory

Change in management can be hindered when organisations do not have the
necessary resources to make the change. According to resource-based
theory, ‘unique’ (i.e. rare and inimitable) resources cannot be copied or
transferred from one company to another (Bamey, 1986, 1991, 1995; Lado
and Wilson, 1994). Unlike traditional sources of competitive advantage, for
instance, natural resources, technology, etc. that are easily to imitate, human
capital, one of the resources, can be difficult to copy because of causal
ambiguity (because resources are idiosyncratic to the firm in which it resides)
(Barney, 1991) and path dependency (because resources are accumulated
over time and become difficult to perfectly imitate) (Nelson and Winter,

1982).

First, HR elements are path dependent and may include policies and
practices developed over time (Becker and Gerhart, 1996). There are limits
on organtsations changing their own HRM systems and adapting to other
companies’ socially complex elements and practices. Second, it 1s difficult
to grasp the mechanisms by which the interplay of HRM practices and
policies generates value (Barney, 1991; Becker and Gerhart, 1996; Collis and
Montgomery, 1995). Without being able to understand how various
clements of the HRM system interact, it is not poésible to imitate it, or even
converge towards something similar, Therefore, firms may or may not

change their HRM practices as long as these practices allow them to sustain

competitive advantages.

2.3.3. Structural Inertia

Structural inertia theory within the organisational ecology literature argues
that rules, standard operating procedures and patterns of decision making
comprise routines and competencies that are resistant to change, even in the
wake of formal structural change (Cyert and March, 1963; March and Simon,
1958; Nelson and Winter, 1982). Several reasons cause structural inertia.
Hanna and Freeman (1984) argue that the magnitude of organisational inertia

is related to normative standards and political coalitions that emerge within

26



2. Literature Review HRM Changes in China

organisations. Historical investments in personnel, plant, and equipment
also promote inertia by discouraging disruption to the routines that support
them. Ding et al. (2000) and Warner (1999) propose that organisational
inertia, deeply rooted in the cultural and institutional heritages of companies,
can act as a brake on the full absorption of changes. Scott (1987) calls such
inertia ‘organisational imprinting’, when certain practices are taken for
granted as the way things were done before. Accordingly, there is a lag
between the implementation of a new management system and the realisation
of the new system’s steady-state functionality as the contextual factors of the
organisation discourage interruption and hinder change processes. Change
process under this assumption is infrequent and formidable. Amburgey et al.
(1993) and Hannan and Freeman (1984) observe that older organisations are
more different to change. Other contextual factors, for instance firm size,
location, etc. are also likely to have effect. It is, therefore, important to
understand and assess the relationship between change in HRM areas and

contextual factors.

Implication: Looking at the theoretical perspectives, there is clearly a
paradox. Institutional forces and external pressures generate HRM change.
A range of contingent impediments (including cultural barriers, inimitable
resources and structural inertia), however, hinder the change. Thus: ‘over
time, organisations develop not only operating routines but also
“modification routines”, procedures for changing and creating operating
routines. To routinise the process of change, however, an organisation must
gain experience in modifying operating routines’ (Nelson and Winter, 1982:
17). Inshort, ‘organisations learn to change by changing’ (Amburgey et al,,
1993: 54) which may equﬁte to a dynamic capability (Teece et al., 1997) so
that an investigation of organisation change must consider the time effect.

This study addresses this issue by examining the dynamic of change process

over a period of time.
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2.4. Change Content — What is HRM Change?

The word ‘change’ carries various meanings depending on varying processes,
for example to alter, modify, adjust, convert, switch, replace and transform.
The word and its various connotations are often applied generically to all
aspects of the change issue regardless of reasons, content, direction, time,
process, and so forth. Thus, the conceptualisation, interpretation and
understanding of HRM change remains subjective and variable among

people, situations and time.

2.4.1. Change at Which HRM Levels?

In addition to the identification and definition, at which level HRM change 1s
categorised, varies. From a system point of view, a HRM system includes
architecture (guiding principles and basic assumptions), policy alternatives
(mix of policies) and practice process (implementation and techniques)
(Becker and Gerhart, 1996). While policy describes the abstract, strategic

and general ideas, practice describes the actual, operational and practical
level of an HRM issue. Does change occur at all levels? Or does 1t occur
at some levels? For example, employees at the practice level may resist
change in guiding principles due to local customs or lack of training, or
operational practices may not be built into policy due to external constraints.
It seems that change at one level does not necessarily imply change at another

level (Becker and Gerhart, 1996; Rowley and Benson, 2002). These are key

analytical and research issues in this area.

While it may be argued that the three levels of HRM structure are interrelated
and hence should be studied together, Rowley and Benson (2002: 90) point
out that international HRM can be better observed on ‘lower level’ or
practical level, because this is where practices are implemented and mediatéd,
as well as where possible constraints may appear. Therefore, this research
focuses on HRM policies and practices, the strongest level, to assess the
‘degree’ of change and explore ‘what factors’ are crucial to the processes. A
qualitative approach, such as exploratory interview, is ideal to understand the

degree of change and contextual factors. This study uses exploratory
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interviews with HR personnel and employees to collect data. More

discussion of the research design and data collection methods can be found in
Chapter 3.

2.4.2. Change in Which HRM Areas?

Attempts to evaluate change in the HRM area often raise the question ot
what to include or not. The trend in the empirical research has focused on a
system view where either a ‘bundle’ of HRM practices or the whole system of
HRM has been hypothesised. The resource-based view stresses that
importance of complementary resources in combination or ‘bundled’ to
enable a firm to realise its full competitive advantage (Barney, 1991) and
serve as a potential source of sustainable competitive advantage (Becker and
Huselid, 1998; Delery and Doty, 1996; Youndt et al., 1996). Accordingly,
practices are most effective when used in combination with one another. An
underlying theme is that firms should create a high degree of internal
consistency, or ‘fit’, or synergy among their HRM practices (Michie and
Sheehan, 2005). The logic behind this proposition is that firm performance
can be enhanced by systems of practices (bundled HR practices) that support

each other. This idea that a bundle of practices may be more than the sum of

the parts appears 1n the discussions of external fit, configurations, holistic

approaches, and so forth.

Though there is no clear suggestion in the literature about which bundle of
HRM practices 1s to be included (Becker and Gerhart, 1996; Ptefter, 1994),
some previous studies highlight that changes are observed in recruitment and
selection processes, performance contingent compensation systems,
development and training, and staff retention (Becker and Huselid, 1998;
Bjorkman and Fan, 2002). Although these previous studies provide a good
foundation to understand HRM change, they have not yet provided a
complete picture of the change issues (Hope Hailey and Bailogun, 2002)

because of the missing key HRM areas, being one-way comparisons or
cross-sectional studies. Hence, the possibility remains open that a

comparative study analysing time series data from dual directions can
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provide a broader and more comprehensive view.

2.5. Change Process — How does HRM Change Occur?

When it comes to how an organisation changes its HRM, there is a diverging
view about the process. What happened during change progresses, such as
pace (tempo of change), magnitude (extent of change), time (sequence of
change), direction (outcome of change), and transference and adoption, are

all key research issues in this area.

2.5.1.  Change at What Pace?
Some academics and researchers have tried to develop models to understand
the pace of change progress. Earlier perspective (for example Lewin’s

planned model of unfreezing, moving and refreezing) views change as a

planned linear process controlled by management (Lewin, 1947). Therefore,
| change tends to repetitiveness and cyclicality. The second perspective, the
punctuated equilibrium model, argues that organisations undergo occasional
dramatic revolutions or punctuations to overcome organisational mnertia and
establish new sets of rules and processes for the organisation to follow.
Hence, the change process is episodic, discontinuous, and intermittent
(Amburgey et al.,, 1993; Tushman and Anderson, 1986). Dawson (1994)
suggests a third approach, the processual model. In this view, change is
linked to developments in markets, work organisation, and systems of
management control. The final perspective is a continuous transformation
model. Proponents of this model (Brown and Eisenhardt, 1997) argue that,
In order to survive, organisations must develop the ability to change
themselves continuously in a fundamental manner. As By (2005) notices in
his review article, different authors employ different terminologies when
describing the same approach. Complications and uncertainty of change

process can result from these various uses of the terms and concepts.
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2.5.2. Change at What Magnitude?

It is equally important to know the magnitude of change as the base of the
study., Change magnitude can be classified as fine-tuning, incremental
adjustment, modular transformation, corporate transformation (Dunphy and
Stace, 1993) and a continuous process (Dawson, 1994). Burnes (1996)
differentiates incremental change from a continuous; one. Grundy (1993)
argues there are both smooth change and bumpy change. Therefore,

measures of HRM change become less about ‘all or nothing’ and more about

‘to what degree’ or ‘at what magnitude’.

Under the contingency perspective, the degree of change is gradual and
steady. Nonetheless, structural inertia theorists argue that change 1is
infrequent and formidable. McGaughey and De Cieri (1999) propose that
depending upon the degree of influence of certain variables, change in
organisations can be classified as: assimilation (one entity adapts to the norms
of another), integration (entities are combined to create a new entity),

separation (one entity preserves its own characteristics and diverges from the
other) and novelty (creates new or novel entity). Rowley and Benson (2002)
suggest that change of the HRM model appears the strongest at the level of
practice and weaker at the policy or architectural levels in Asia. But again,

how much stronger 1s difficult to quantify. Embedded customs and

traditions can constrain the magnitude of change.

2.5.3. Change over What Time Frame?

Since organisations that change are unlikely to settle down to an equilibrium
condition immediately (Amburgey et al., 1993), to assess HRM change it is
better to try to measure change over a long time period. The use of static
data from a cross-sectional approach to study a dynamic change process can
undermine the validity of the findings. Fields et al. (2000) conclude after
their study that collecting data at a point in time cannot delve into how much
the organisation is changing and hence limits the reliability of their results.
MujagiC et al. (2005) suggest that there are different stages of corporate

recovery process (from reaction, to revitalisation, reorientation and growth
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stages), and that such change process usually take a long period of time.
Unfortunately, there have been only a small number of studies that study the
changes in HRM over time because of the complexity and time investment

involved.

One of the few examples are the series of studies conducted by Warner and
his team (1996, 1997, 1999), who matched up the same or similar SOEs and
joint ventures (JVs) in the same region for the purpose of comparison and
applied the same research instruments to collect data. Some lagging eflects
were found and several old characteristics of HRM took time to phase out
(Warner, 1999). Another example is a study conducted by Hassard et al.
(2004) in ten metallurgical SOEs from 1995 to 2000. They concluded that
while significant moves from traditional Chinese systems to market-oriented
HRM models were observed in those five years, China’s HRM was still
somewhat removed from the ideal model in Western management. It 1s,
therefore, believed that the collection of time series data allows investigation
of the issues from a dynamic as opposed to a static perspective. In other
words, a time series study measures the construct over time, enables for both
inter and intra changes and hence provides a better understanding of how

HRM practices have been evolving and how other factors have been

interacting (see Chapter 5).

2.6. Change Outcome — Where is new HRM towards?

2.6.1. Change to Which Direction?

Another aspect of change is about the direction of change. Change in HRM
practices and policies are not necessarily in one direction. It can occur in a
multifaceted context (Briscoe, 1995; Dowling et al., 1994; Taylor et al,
1996). As suggested by Hope Hailey (1998), companies that manage
change successfully choose the appropriate change path and design its
strategy to suit their own direction. For instance, MNCs can use an
ethnocentric strategy to transfer their headquarters’ practices to their
overseas subsidiaries; or employ a polycentric strategy to totally adapt to

local situation; or adopt a geocentric strategy to balance both global
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integration and local adaptation (Caligiuri and Stroh, 1995; Dowling, 1989;
Perlmutter, 1969).

Closely related to the issue of change direction is the question about which
party initiates the change and for whom. Edwards and Ferner (2002) argue
that MNCs can be a principal channel for transferring knowledge across
borders as they can utilise a proactive approach and propagate practice, while
learning about local environments and regulations. Country-of-origin,
dominance effects, pressures on international integration, and host country
effects all influence MNC’s decisions on HRM transference and adoption
(Edwards and Ferner, 2002). Other (DiMaggio et al., 1983; McKinley et al.,
1995) believes that indigenous companies change their HRM practices to

keep up with competition. Thus, it is important to study HRM change from

both sides, including MNCs and local companies.

2.6.2. Towards Convergence, Divergence or Crossvergence?

Besides, some recent studies indicate that companies are not converging in
their practices in one direction, rather they may diverge or crossverge with
respect to HRM. Ralston and his colleagues (1993) introduce the concept of
‘crossvergence’ to explain that a blending of cultures can lead to something
either new or in-between which is not necessarily converging towards one
universal, culture-free organisation. Such a view can be evidenced in the
Asia-Pacific region which comprises areas of vast diversities (even within
national boundaries) in terms of demographic characteristics, economic
development, social background and cultural values (Rowley and Poon,
2008). In China, the term ‘relative convergence’ has been proposed by
Warner (2002, 2003) to describe a new format of organisation ‘perhaps

analogous to the “limited company” system in Western economies’ (Warner,
2003: 28).

{
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Neverthcless, full transfer and adoption of practices are not easy. It is
possible that a practice is formally transferred but employees do not
Internalise it (internalisation is that state in which employees view the
practices as valuable and become committed to the practice) (Kostova, 1999).
Many recsearchers believe that besides practices and policies, knowledge
(both trait knowledge and explicit knowledge) needs to be shared with its
members in an organisation (Ghoshal and Bartlett, 1998; Ferner et al., 2001;
Nonaka and Takeuchi, 1995). Others highlight that characteristics of the
practices that arc being transferred, and cultural and organisational nature
can be barriers of transfer (Zander and Kogut, 1995). If the practices and
cultural values are compatible, it will be easier for employees to understand
and intcrnalise the practices (Rowley and Benson, 2002). Evidence has
proved that, for example, Japanese firms operating in the Asian context tend
to adapt to local conditions (Amante, 1995; Rodgers and Wong, 1996; Wong,

1996) because of some cultural values similarity between Japan and Asian

countries (Ngo ¢t al., 1998).

2.6.3.  Resist to Change or Internalise Change?

Furthermore, there is issue about by whom HRM change is applied:
organisations, sharcholders, managers, or employees. Many believe it
depends on the cost and benefits of such change. Like other forms of

investment, a shift in HRM policies and practices involves costs in the form
of money, resources and time that could be allocated to the other areas
(Mahesh, 2006). Therefore, managers who initiate the change need to be
surc that the decision to adopt a practice is the right one. For the HRM
department, a track record of implementing effective HRM practices is likely
to Icad to benefits in terms of credibility, visibility and power; but a history

of unsuccessful programmes can bring a negative image of the HRM
dcpartment (Buyens and De Vos, 2001). Moreover, employees are likely to
trust the company that implements effective HRM practices. Constant

change in practices is, however, likely to lead to ‘initiative fatigue’ and

resistance to change (Abrahamson, 2003).
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HRM change does not simply involve the costs and benefits evaluation.
Closely linked to the issues is the question of transfer and adoption. Firstly,
the transfer of management ideas can be viewed from various theoretical
perspectives, namely rational, psychodynamic, dramaturgical, political,
cultural and institutional approaches (Sturdy, 2004). Such
multidimensional perspectives suggest that company transfer and adoption of
ideas is contingent on various circumstances. Secondly, the transfer process
can be at different stages: pre-institutionalisation (where there are few
adopters and a limited knowledge), semi-institutionalisation (where practices
are fairly diffused and have gained some acceptance), and full
institutionalisation (where practices have become ‘taken for granted’)
(Tolbert and Zucker, 1996). Thirdly, adoption of a practice can occur at
various levels. At the surface level is implementation, whereby formal rules
are followed by external and objective behaviours; and at the deeper level is
internalisation, when employees have commitment to, and ownership of, the

practice (Kostova, 1999). Fourthly, transfer and adoption processes can

simultaneously take place: MNCs adopting local customs, or indigenous
firms learning MNCs’ practices (Briscoe, 1995; Dowling et al., 1994; Taylor
et al.,, 1996). Since the firms’ strategy and approach for transfer and

adoption vary by 1ssue and country, it is not sure if local companies are

changing towards MNCs’ practices or MNCs are adopting local practices.

To conclude, these unsolved change issues and questions intertwined what
seems a simple and clear topic. To make the topic even more confusing,
HRM change in an emerging market can be very different from that in the

developed countries. China, an emerging economy with its rapid growth
and dynamic market situation, 1s suitable to explore these issues. Since

China started its economic reforms, the change momentum has increased

dramatically. Rapid change has led to corporate restructuring, creation of a

new institutional environment and introduction of market-driven HRM
practices; and these were exacerbated by China’s entry into the WTO and

subsequent opening up of its service sector. The banking industry is an

example of this. Hence, 1t represents an appropriate context for assessing

35



2, Literature Review HRM Changes in China

why, what, how and where HRM changes.

2.7, Change Relationship — Which Factors Relate to
Change?

A large collection of studies on HRM strategy, both conceptual and empirical,
arc based upon the argument that the effectiveness of a HRM system depends
on the extent to which HRM practices are compatible with the unique internal
and external conditions of a firm. Balkin and Gomez-Mejia (1987) use a
contingency approach to test relationships between strategy and environment
in a sample of 33 high tech and 72 non-high tech firms in North America.
They propose that (1) diverse environmental conditions, organisation
strategies, and firm characteristics require different HRM policies and
practices; (2) the effectiveness of different HRM policies and practices varies
across organisational context; and (3) a firm has lower performance when
there are significant deviations from HRM policies and practices that are best

suited for that firm’s environment, strategies and organisational

characteristics. This approach suggests that the study of HRM practices will

not be completed without considering contextual factors.

Hope Hailey and Balogun (2008) suggest a change kaleidoscope framework
to examine the contextual features in change. The contextual features in the
change kaleidoscope include time (explains how quickly change is needed),
scope (deals with the degree of change needed), preservation (states which
practiccs need to be maintained), diversity (measures in terms of values,
norms and attitudes), capability (deals with organisational, managerial and
pcrsonal capability to implement change), capacity (shows how many
resources the organisation is able to invested in the proposed change),
rcadiness for change (states the need for change and motivation), and power

(dcals with power vested within the organisation). It is important to

understand change context, identify which contextual features are critical and

link the contextual factors to change process.
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From various studies, contextual factors that may affect the choice and
practice of HRM in China include company age, firm size (Ding and Akhtar,
2001: Jackson and Schuler, 1999), growth ratei (Jackson and Schuler, 1999),
type of ownership (Ding and Akhtar, 2001; Zhang and Parker, 2002), country
nationality (Edwards and Ferner, 2002; Ferner et al., 2001; Ngo et al., 1998),
culture, laws, regulations, labour markets (Hofstede, 1992; Pfeffer and Cohen,
1984), etc. More discussion of the contextual factors can be found in

Section 4.7.

2.8. Chapter Summary

In summary, this chapter introduces the theoretical issues associated with
HRM change context (why), content (what), process (how), outcome (where)
and relationship (which) (Figure 2.2). The gaps in the literature are
identified to derive the research questions of this study. A critique of the
literature is that while most studies have attempted to compare management

practices across different countries, much less research has been conducted

on other levels of analysis, such as within country comparison, at local

business sector or individual industry levels. As is demonstrated, additional

empirical work is clearly needed in this area. In particular, one conclusion

of the literature is that the opposing perspectives of convergence and

divergence cannot be researched in a simple dichotomous view of an
‘either-or’, but more perhaps ‘both’, approaches. One solution for future
research is to evaluate the relative degree of change without assuming that
different models will ever converge towards one system. Moreover, a
variety of words, definitions and interpretations are used in the literature to
denote change processes and outcomes. The embedded concepts and
assumptions behind the language of change make it difficult to address

certain types of emerging change dynamics and possibilities. The literature,

thus, remains inconclusive to describe many change issues.
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Despite the controversy over theoretical perspectives, the concept can
provide a potential analytical framework to conduct a cross-cultural or
comparative study across a broad range of phenomena. A more detailed
analysis of HRM change is necessary. Finally, a lesson learnt 1s that an
integrative model, including influences of institutional elements, cultural

context in management practices and various contextual factors, is crucial to

studies.

The investigation, therefore, needs to consider level, area, pace, magnitude,
direction and time effects when evaluating change in HRM. The next
chapter will discuss the context of research and the background of the

industry.

Figure 2.2: Literature Related to HRM Change Issues Covered in Current
Research
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3. Country and Industry Setting for the Study
3.1. Chapter Introduction

This chapter firstly outlines the macro environment of China’s economy and
its cultural differences (Section 3.2). Since China starteci its economic
reforms from the late 1970s, it has changed dramatically. Characterised by
high economic growth, it has become an international investment magnet.
Rapid change has brought uncertainties and anxieties to managers; and these
have been exacerbated by China’s entry into the WTO 1n 2001 (Section 3.3).
The case of HRM in the banking industry is exemplified to indicate some of
these difficulties, contradictions and dilemmas (Section 3.4). The post-2008
global financial crisis may trigger banks and financial institutions to revisit

their HRM policies and practices. Hence, the banking industry represents an

appropriate context for assessing HRM change.

3.2. China: Background and Context

3.2.1. China’s Macroeconomic Situation

China continues to exert strong economic influence through trade and
cross-border production networks. GDP growth was 11.4% in 2007, a
13-fold increase in GDP since 1980 (International Monetary Fund, 2008).
Although the economic growth started to slow down in 2008 following global
financial crisis, China 1s estimated to be the world’s largest trading entity in
terms of inward and outward tlows of goods and capital by 2010 (Brown,
2008). Table 3.1 compares the GDP growth rates of China against those of
major economies in the world. Moreover, a quick glance of the economic

data indicates that China accounted for 10% of the world economy in terms
of purchasing power parity (PPP) in 2007 (second to the United States),
contributed one-third of global economic growth, and commanded the fastest

growing economy in Asia over the past 20 years (International Monetary

Fund, 2008). The first six countries by PPP in 2007 were United States
(US$13,843 billion), China (US$6,991 billion), Japan (US$4,289 billion),
India (US$2,988 billion), Germany (US$2,809 billion) and United Kingdom

(US$2,137 billion). In addition, investment was supported by a continuous
rush of FDI into China. FDI net inflows to China in 2007 were close to
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US$80 billion. Consumption, although still lagging behind GDP growth, 1s

being supported by strong income growth, especially in urban areas (Table
3.2).

Besides economics, many demographic characteristics in China have also
undergone changes (Table 3.3). For example, more people have moved to
live in urban areas. Coastal cities, such as Beijing and Shanghai, have seen a

rise of an affluent middle class who requires better banking and financial

services,

A scries of macroeconomic reforms aimed at improving industry, defence,
agriculture and science have been carried out by the Chinese government
sincc the late 1970s. These have brought considerable change to the
structure of the economy.  First, economic reforms and industry
restructurings have aroused enterprise-wide issues, such as relocation of
factories, downsizing and retraining (Warner, 2002). Second, business
systems in China have differentiated into several categories, namely SOEs,
JVs, wholly-owned foreign enterprises (WOFEs), domestic private
enterprises (DPEs) and joint-stock enterprises (JSEs) (Child, 2001). In
most industries, SOEs remain under the guidance of the government and

dominate the industry, although government influence on SOEs 18

diminishing (Child, 2001). In some sectors, efficient JSEs and DPEs seck
to form partnerships with MNCs (Child and Tse, 2000) to strengthen their
competitive advantages. This mixture implies that different types of firms

may follow different routes to reform and experience various changes.
Third, China’s exchange and trade system has become more open in recent

years, first with direct FDI inflows, followed by the gradual liberalisation of

foreign trade regime, and then some opening up of currency and credit
markets. For example, in July 2005, China devalued the renminbi (RMB)

currency against the US dollar and revised its procedures for exchange

management.
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3.1: GDP of Major Economies (2000 to 2008)
- ; Major Economies X
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1995 | 2000 | 2006 | 2007 | 2008* |
17.1% | 0.4% | 1.5% | 4.8% | 5.6%
[ o

Source: United Nations Economic and Social Commission for Asia and the
Pacific; Hewitt Salary Survey, various years, * Estimation

Table 3.2: Inflation and Salary Increases in China (1995 to 2008)
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Table 3.3: Demographic Characteristics for China (1995 to 2006
[ Demographic Characteristic ;.. 1995 | | "
opalation (million)

\
ProPortlon of Urban to Rural 971 1664 43:57
Residence

Source: Statistical Bulletin, various years
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Figure 3.4: Industry Contribution to GDP in China (1978 to 2007)
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Figure 3.5: Percentage of Labour Employment in China by Industry (1978 to

2007)
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In the labour market, new HRM practices have emerged. For instance,
fixed-term employment contracts, performance-based compensation, career
development, as well as an emphasis on staff retention (Ding and Warner,
1999; Zhao, 1994; Zhu and Dowling, 1994) have been introduced by local
companies. Localisation of managers and establishment of trade unions
have occurred in MNCs operating in China (Ke and Morris, 2002).
Nonetheless, it is not yet clear what HRM change has happened. At which
level, area and process? Is the general direction of new practices towards a
‘convergence’ or ‘divergence’ outcome? Are local companies mimicking

foreign practices? Are MNCs adopting local practices?

Despite the growing importance of the Chinese market, it is still an
under-researched area compared to Europe and North America (Chew and
Horwitz, 2004; Lau, 2002). Previous studies in China were mainly focused
on manufacturing industries (for example Bjérkman and Fan, 2002; Zhang
and Parker, 2002). Limited research attention has been paid to changes in
HRM areas in service industry in the country. With economic growth, the
services sector is gaining importance in China. In 1978, the service sector
accounted for 24% of total GDP. In 2007, this number increased to 32%
(Statistical Bulletin, 2007) (see Figure 3.4). The number of people

employed by the service sector has multiplied, from 12% in 1978 to over
30% in 2007 (Figure 3.5).

Joining the WTO has caused another round of economic reform (for example
relaxation on foreign ownership restrictions, liberalisation of foreign
exchange) as well as opening up service industries (including financial
services, insurance and telecommunications). The HRM environment can
be an important determinant of productivity for knowledge-based companies
and service firms. In the service sector, a much larger share of total
production costs is accounted for by employment and much moré extensive
direct contact is made between employees and customers. The current
study enriches the literature by examining change in HRM in the service

Sector.
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3.2.2.  Cultural Studies

Cultural Studies: Several extensive studies have been conducted to develop

cultural measures. The first one is Culture’s Consequences (Hofstede, 1984)
which measures national culture of Western countries. The resulting

cultural dimensions are power distance, collectivism, masculinity,

uncertainty avoidance, and long-term orientation. The second study,

Chinesc Values Survey (Bond et al., 1998), has been tested to Western and

Eastern managers across many nations. The resulting cultural factors of the

Eastern managers are Confucian work dynamism, integration,
human-heartedness, and moral discipline. The third one, conducted by
Trompenaars and Hampden-Turner (1997), defines culture into three areas:
relationships with other people, passage of time relationships, and
relationships with the environment. These areas can be further defined into
seven dimensions: universalism versus particularism, specific versus diftuse,
individualism versus communitarianism, inner-directed versus outer-directed
orientation, time as sequence versus time as synchronisation, achievement

versus ascription, and equality versus hierarchy:.

The last one is the Global Leadership and Organisational Behaviour
Effectiveness Research Programme (GLOBE). GLOBE, a cross-cultural
research project, was conceived by Robert House and funded in 1993.
Since then, GLOBE has evolved into a multiphase, multimethod research
project in which some 170 investigators from over 60 nations representing all
major cultural regions in the world collaborate to examine the
inter-rclationships between societal culture, organisational culture, and
organisational leadership (House et al.,, 1999). It measured the impact of
ninc cultural attributes of leader expectations and the effects of these
attributcs on organisational practices (House et al., 2004). One major.
objective of the study was identification of universally accepted and effective
lcader bchaviours, attributes and organisational practices . (cultural
generalisation), as well as those that only applied to some cultures (culture
contingency) (Koopman et al., 1999). Table 3.6 explains these cultural

studics in detail.
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Using these cultural studies, some researchers highlight that Asians are
generally more particularistic (giving priority to particular relationship) than
other Westerners. Indeed, Asian culture is a mirror image of Western
management culture (Hampden-Turner and Trompenaars, 2002). The
prime distinctions of Eastern cultures from Western one are collectivism and
Confucianism (Hofstede and Bond, 1988). This observation is consistent
with the basic premises of relationalism (Chen, Chen and Xin, 2004) and
guanxi practices (Farh et al, 2000) of Asian culture. The collectivism
dimension of Hofstede’s study has been repeatedly proved by many
researchers to be applicable to Asian and Chinese managers (Tse et al., 1988;
Weber et al., 2004). House et al. (1999) find that the endorsement of the
leadership prototypes 1s more associated with respondent value orientation.

For example, collectivistic values in Confucian Asia societies generally

prefer team-oriented leadership.

Implications of Cultural Studies: These studies come up with some
common cultural values that seem common across the Asians — hence the
often used phrase ‘Asian values’. Many believe that Asian growth is widely
attributed to traditional management styles that are rooted in Asian social
values not found in the Europe and North American context. However, the
degree to which businesses have to take account of the particular cultural
context that they operate in is still arguable. Another critique is that Asian’s
religious and philosophical beliefs vary and include many traditions. Hardly
any Asian country has the same cultural dimensions or values. Even within
the same country, variations in culture can be found. Inasmuch as national
cultures remain different, cross-national differences in HRM practices will
continue to exist. Finally, culture is not isolated and unchangeable, but
constantly changing, being modified, and transforming. Social norms
including politicaL economic, and historical factors also influence managerial
thinking and approaches and reshape the outcome of HRM change. The

cultural perspective alone may not be able to explain all HRM differences

found in countries.
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3.2.3.  Asian Values and Chinese Culture

Asian Valucs: Though not applicable to every county in Asia, Confucianism
is one of the most compelling influences in many Asian societies.
Confucianism was originally developed from the teachings of the early
Chinese sage Confucius. His teachings were then summarised and further
developed into a complex system of moral, social, political, philosophical,
and religious thoughts. Its application to modern business is that the
rationale for business is to continue the interests of the family. The idea of
the family is translated into the group in the business context, such as loyalty
to the group and obedience to authority (Hofstede, 2001). In most Asian
socicties, high power distance is acceptable. This is seen in the following
examples. The hierarchical structure of Taiwan is mirrored in its enterprises
(Warner, 2002). In South Korea, sharp distinctions between owners,
managers and workers can be observed (Rowley and Bae, 2002). Triandis
(1995) uses the term “vertical-collectivist’ to describe deference to authority
in Thai companies. . Besides, the practice of not acting in a way to make
others ‘lose face’ (meaning one’s dignity, self-respect, and prestige) is basic
to dealing with South-East and East Asians (McGreal, 1995; Redding and Ng,
1982). A comparison of Asian values with Western approaches helps

understand the rationale behind management practices.

Chinese Culture: In China, culture is seen as a set of core values which
underlie social intcractions among Chinese people. From a Confucianism
view, culture is grounded in action as it emphasises social situation and
context, considers that attaining of civilisation through rituals and promotes
the practicing of rituals in all occasions (Neville, 2003). Similar to other
Asian socicties, in Chinese culture the concept of ‘workplace is family’
(Hofstede and Bond, 1998), hierarchy (Child and Warner, 2003; Redding,
2002) and norms of social relationships, are all derived from Confucianism
(Child and Warner, 2003), in which harmonious relationships and rapport 1s
desirable (Bond et al., 1998; Warner, 1993). Another deep-rooted cultural
value is guanxi — relational networking based on interpersonal connections
(Farh et al., 2000; Warner and Zhu, 2002; Wright et al., 2002; Xin and Pearce,
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1996). The doctrine of relationship interdependence with others comes from
the idea of Daoism (Child and Warner, 2003; McGreal, 1995; Warner and
Joynt, 2002). Besides, The Art of War, a piece of Chinese military work of

literature, stresses the principle of understanding counterparts for every

success and advocates the importance of appreciating the characteristics of
tasks and organisational dynamics in management (Satow and Wang, 1994),
handling conflict (Tjosvold et al., 2001) and making decisions (Satow and
Wang, 1994; Tse et al., 1988; Weber et al.,, 2004). As Chinese people are
typically low on uncertainty avoidance (Hofstede, 1984) and on trust
(Fukuyama, 1995), they tend to save up money for future generations (Chiu
and Kosinski, 1995; Chow and Luk, 1996; Redding, 1990).

Implications: HRM practice 1s probably the most culture-bound
management function (Kanungo and Jaeger, 1990; Laurent, 1986; Van Dijk,
1990). Practices developed i one context, such as in the West, cannot

simply be assumed to work 1n the same way in other countries, such as Asian

countries, which have substantially different value sets (Poon et al., 2009).
Some researchers (Braun and Warner, 2002; Rosenzweig and Nohria, 1994;

Warner and Joynt, 2002) suggest that certain HRM practices are more

cross-cultural transferable than the others. For instance, recruitment and
training practices are less culture-bound because they are characterised by
the technical ingredients attached to various positions (Anderson, 1992;
Watson, 1994). Traditional philosophies embedded in Asian societies and
Chinese people have an influence on the transfer and adoption of modern
managerial approaches (Child, 1994; Douw et al, 2001; Noronha, 2002;
Tang and Ward, 2002). Additionally, the introduction of Chinese culture
and values into the research paradigm can allow broader theorisation as a
particular event or phenomenon should be studied under the appropriate
paradigm which collaborates to sponsor it. Hence, it is important to extend

previous research by investigating whether practices brought by companies

from different nationalities and hence different culture contexts, would be

adopted in other locales.
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3.3. China’s Accession to the World Trade Organisation
(WTO)

China was formally accepted as a full member of the WTO on 10 November
2001. While no immediate impact was felt, accession pushed the economy
further along the path of opening up industries and provided impetus towards
financial markets liberalisation. Under WTO agreement, China agreed to
open up its highly regulated and protected service industries by reducing
many entry barriers (Geib, 2005; Lin, 2001). Competition is expected to be
fierce in the banking, insurance and financial investment services (Chen,
2002) because the relaxation of market entry rules in those industries boosts
FDI and creates momentum towards further liberalisation of the RMB
currency and cross-border transactions. It is argued that such a
transformation may lead to major changes in the institutional infrastructure

and promote a new way of thinking in China’s industry (Dorn, 2001).

3.3.1. The WTO Arrangements in the Financial Industry in China

In the scrvice sector, the financial system is changing rapidly in order to fulfil
the obligations of the WTO membership and to survive in the country’s
evolving economic, business, and regulatory environments. According to
Mr. Shi Jiliang, vice-chairman of the China Banking Regulatory Commission
(CBRC), increased liberalisation will have a major impact on LCBs.
Though the initial shocks are not likely to be too significant, eventually a fair
number of smaller banks may see their clients and people leave for FIBs
(China Daily, 2008). In accordance with the WTO agreements, China has
gradually lifted restrictions on FIBs in terms of ownership, forms of operation
and cstablishment, allowing more FIBs and their branches to enter. In fact,
five ycars after China’s accession (that is by 2007), the gates of the banking
and financial industry are fully opened to FIBs.
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Table 3.7: The WTO Agreements relating to the Banking and Financial
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The main promises under WTO agreement are summarised as following and
seen in Table 3.7 (WTO Report, 2001).

1. Regional Restriction: Upon joining, China will open Shenzhen, Shanghai
and two other coastal cities to FIBs. Gradually, it will open sixteen more

cities in next four years. Five years after the WTO entry, China will
cancel all regional limitations.

2. Client Restriction: China will eliminate client restrictions on MNCs in
handling foreign exchaﬁge business upon joining. FIBs can eventually
offer RMB currency services to all Chinese clients (for example deposits
and clearing of RMB currency).

3. Service Restriction: Foreign non-banking banks are allowed to provide
automobile consumption credit business and enjoy equal treatment with

the same type of Chinese-funded banks.
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4. Ownership Restriction: Before WTO accession, FIBs had to establish a
representative office (RO) in China for at least two years before applying
a license and turning into a wholly-owned operation in financial industry.
JV opportunities (up to one-third of foreign ownership) will be allowed

in the next three years.

3.3.2.  Implications of WTO Accession

China’s accession to the WTO can be seen as a catalyst with which the
Chinese government transforms its whole economic system in general and
SOESs 1in particular, with a move towards broad international market systems
(Zhao et al., 2002). The impacts on the Chinese business situation can be
viewed from several aspects. Firstly, entry into the WTO leads to opening
up of the protected service industries to non-local, non-state and foreign
enterprises. While the state monopolies are ending, resources (both physical
and human) necessary for competitive advantage are expected to flow into the
service sector as the economy is becoming more advanced and privatised

(Chen, 2002). This trend may create a new institutional environment for

China’s private enterprises and MNCs.

Sccondly, the accession of MNCs in China’s market will bring a large amount
of capital to China in the form of FDI and JVs. As a result, some DPEs will

have a chance to cooperate with MNCs and to update their old systems (Zhao
et al.,, 2002). The normative pressure for MNCs to learn local customs, as
well as mimetic processes of implementing new systems by local enterprises,

may increase as the result of cooperation.

Thirdly, rules governing international business operations will become

cffective in China. Several international organisations, for example the

International Labour Organisation (ILO) and International Trade Union

Confcderation (ITUC), may raise concerns about China with regards to .

labour rights, role of trade unions, social protection, etc. (Zhu and Warner,
2004). For example, the ILO may partner with large employers to develop

programmes for workers, or may press governments to take legal sanctions
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against those MNCS who operate in countries that exploit labour.
Institutional cultures are likely to be increasingly influenced by intégration in

the global economy, and with this, will come with risk and opportunity to the

companies (Brauer et al., 2007).

Besides, China’s accession to the WTO may enhance the business
reorganisation of local enterprises (for example mergers, acquisitions, public
listings, etc.) and evolution of new organisational forms (for instance JVs).
Greater marketisation can lead to more market-driven HRM practices, such
as even more performance-driven rewards, more contributory social
insurance and less unionisation (Wamer, 1997). The decentralisation of
decision-making authority at enterprise level and the introduction of a
responsibility system have already transformed many manufacturing
companies into business entities responsible for their own profit and losses
(Warner, 1995). Similar phenomena and changes can be expected in the

service sector.

3.3.3. Research in the Service Sector

Nevertheless, the previous literature regarding WTO accession has largely
been conducted in the manufacturing sector in China. For example, Yeung
and Mok (2002) interviewed thirty one manufacturing firms located in
Guangzhou, Zhejiang and Beljing and listed the major managerial challenges
after WTO accession as trade disputes, market development, localisation of
expatriates, and compliance with international standards. Geib (2005)
conducted over 90 interviews in small and medium-sized North American
firms in Shanghai, Beijing, Hong Kong and Singapore. He concluded that
cultural risk and changing values could be the priority areas for small firms
operating in China. There are, however, virtually no published works about
change in HRM in the service industry of China after its entry to the WTO.
Hence, there is a wide scope for theory development in the service sector.
Will local service companies follow Western HRM practices? Or will MNCs

learn local practices?
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Furthcrmore, services differ from goods in at least three important ways: they
arc intangible, they tend to be produced and consumed simultaneously, and
they tend to involve consumers in their production and delivery (Bowen and
Schneider, 1988). The simultaneous delivery and receipt of services in the
face-to-face service sector brings employees and customers close together,
blurring thc boundary between the two groups (Schneider and Bowen, 1985).
The direct contact between employees and customers in the service sector
suggests that HRM may be even more important in the service sector than in
the manufacturing sector (Reichheld and Sasser, 1990; Schneider and Bowen,
1985). This study uses banking industry as an example to evaluate the
timpact on HRM change in the China’s service sector. The findings of the
study provide timely insights for firms seeking entry into, and survival in, the
Chinesc market and practitioners designing policy, and hence the current

study is a contribution to both practitioners and policy makers.

3.4. The Financial Industry in China

In recent years the forces in the world economy have necessitated that
financial institutions become more international in outlook if they are to
survive in thc global arena (Cappon, 1994; McCormick and Rose, 1994).
Noticcable changes have been observed in the structure of the global
financial industry, for example mergers, acquisitions, emergence of new
players, deregulation, and application of modern technology (Qing, 2001).
These changes have intensified competition in the financial markets in many
countrics and have contributed to the introduction of a series of
transformations. The recent ones include the consolidation of banks iIn

Switzerland, credit crunch issues in the banking industry, bail-out of US

mortgage and insurance companies, and so on.
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The banking industry in China represents an appropriate industry context for
assessing what, why, how, where and which change in HRM areas occurs.
Entry of new players, reforms of banking regulations, liberation of the RMB
currency, to name a few factors, have all made the banking industry one of the
most competitive industries in China (China Daily, 2008; Chen, 2002; Do,
2001). In contrast to manufacturing industrial enterprises, financial
institutions tend to use a more highly skilled labour-force than average SOEs,
but often have a smaller firm size than the norm for factories, for instance.
Financial institutions also have diffuse ownership bases, as many LCBs have
been controlled by government but also received investments from MNCs.
Besides, it is argued that the research on a single industry can provide ‘natural
controls’ for the analysis (Peteraf and Shanley, 1997) and rule out the effect of
the h{eterogeneity of companies (Cooke, 2005).

3.4.1. Overview of the Financial Industry in China

Before 1979 the People’s Bank of China (PBOC) served as the only bank in
the country. It performed the tasks of a typical central bank and additionally

functioned as a commercial bank and a clearance house. With the economic
reforms the mono-banking system became increasingly incompatible with the
emerging economy (Chen, Dietrich and Feng, 2000). The PBOC was
restructured with its commercial businesses spilt off into four SOBs. They
were: Bank of China (BOC), Agriculture Bank of China (ABC), China
Construction Bank (CCB), and Industrial and Commercial Bank of China
(ICBC), together nicknamed the ‘Big Four’. Hence, in 1986 the state
monopoly (Chen, 2002) in the banking industry was further broken up when
joint-stock banks (JSBs) were allowed to establish. These are NCBs (held
jointly by government and private enterprises). Generally, their branch
networks are not as extensive as those of the Big Four. Moreover, three
policy banks (including State Development Bank, Export-import Bank, and
Agriculture Development Bank) were established to focus on SOEs and
related industries (Lardy, 1998). In addition, non-bank financial institutions
also grew very fast, for instance credit cooperatives for townéhip and village

enterprises (TVEs), finance companies for consortiums of enterprises,
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Investment trust companies, brokerage firms, etc. Figure 3.8 is a snapshot

of the financial industry structure in China.

Figure 3.8: Structure of the Financial Industry in China
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Comparing the structure of the banking industry in China with that in some
other developed countries, there are some important similarities and
differences. Table 3.9 shows the industry structure in each country. Similar
to other developed countries, the banking industry in China is divided into
2-tier, central and policy banks, and commercial banks. Nevertheless, SOBs
in China play a more dominant role in the commercial banking sector than

those the same types do in other countries.

The market share of SOBs has declined because of the entry of competitors.

The Chinese government has allowed public listings of three SOBs and nine
NCBs on the Hong Kong Exchange and the Shenzhen and Shanghai Stock
Exchanges. Table 3.10 highlights those listing cases. Frequent interactions

with competitors coupled with public listings facilitate LCBs (including
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SOBs and NCBs) to learn new management initiatives. These encourage the
creation of new institutional rules governing acceptable behaviour and

exerting pressure.

Table 3.9: Structure of Banking Industry in Selected Countries
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Table 3.10: Recent Listings of China’s Banks in Stock Markets

Ownership Name of Chinese Banks Listing Name of
Date
Exchan ye

SOBs China Construction Bank (CCB) Sep 2007 Shanghai
P y Oct 2005 | Hong Kong
Bank of China (BOC) Jun 2006 | Hong Kong and
_ £ N s i Shanghai
Industrial and Commercial Bank of | Oct 2006 | Hong Kong and
_ | China (ICBC) Lo= T_Slmnghai
NCBs Bank of Communication (BCOM) May Shanghai
2007
| AL ) [ Jun 2005 Hong Kon ng
| Industrial Bank Feb 2007 Shanghai
China Citic Bank Apr 2007 Hong Kong and
e o Shanghai
Chma Merchant Bank o = Sep 2006 Hong Kong
Chma Huaxla Bank Sep 2003 | Shanghai
Chma Merchant Bank | Jun 2002 | Shanghai
' China Minsheng Banking Nov 2000 | Shanghai N
| Corporation Limited |
Shanghai Pudong Development | 1999 | Shanghai
Bank |
;Shenzhe Development Bank 171991 I Shenzhen ¥

Source: Various Companies’ Annual Reports
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3.4.2.  Foreign-invested Banks (FIBs) in China

Regarding FIBs in China, the Industrial Bank of Japan and the Bank of Tokyo
were among the first to establish, in Shanghai in 1982 (Kuilman and Li, 2006).
Since then, the number of FIBs has continuously increased. By 2007, 71
FIBs from 20 countries (such as America, France, Hong Kong, Japan,
Taiwan, U.K., etc.) have opened over 230 branches in China (PBOC, 2008).
Up to 2007, investments by FIBs in the banking industry totalled over
US$165 million, which was 15% of the total assets of LCBs (PBOC, 2008).
However, the majority of FIBs can only engage in the commercial banking
business or provide for investment banking services. They are not allowed

to undertake RMB currency or retail banking services.

China also imposes strict geographical limitations on the establishment of

FIBs. For example, a FIB can only open a single new branch in a year, and

only in a province where it previously had no branch. Thus, it is difficult to
quickly build an extensive branch network, a valuable competitive advantage
in the banking industry. The reasonable alternative to setting up their branch
network is for FIBs to partner with a LCB to access a larger customer base
(Chen, Dietrich and Feng, 2000; Han-nan Finance Research Centre, 2000).
In the resultant joint stock arrangement, FIBs create partnerships with LCBs
to complement their business networks, build relationships and capture retail
banking business. For example, one month after China joined the WTO,
HSBC signed an agreement with the Bank of Shanghai to form a JSB (Jiang
et al.,, 2003). By 2005, 11 JSEs had been formed. The introduction of
FIBs as strategic investors is also beneficial for LCBs by increasing capital
strength and diversifying ownership.  Foreign investors bring in
management experience and technology. Thus, there may be possible that
LCBs to benchmark foreign practices and MNCs to learn local customs.

More discussion can be found in Section 4.2.
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3.4.3. Research on the Banking Industry
Despite the recent changes in the industry and the future transformation of
financial institutions, studies on HRM 1n the banking industry in China are

relatively rare and the industry is inadequately understood. A few

researchers have studied HRM policies and practices in the banking industry
in some other context, but these studies have some methodological
limitations. Delery and Doty (1996) conducted a survey of senior HR
executives in banks in North America in order to obtain information of HRM
policies for loan officers. They found a positive correlation among the
company’s return on assets, return on equity and the presence of employment
security for loan officers. Frei et al. (2000) conducted a survey in the 1990s
covering 135 banks and 121 financial companies, which together comprised
over 75% of the total industry in North America, as measured by asset size.
The survey showed that technology, HR and other assets could be aligned to
produce a given level of output 1n the banking industry. Nevertheless, both
studies used cross-sectional data and did not include comparisons. The
possibility, thus, remains open that a historical retrospective study with a

comparative approach may produce different results. An examination of

trends over time is essential to understand the dynamic processes of

convergence and divergence while comparative analysis can compare and

contrast HRM changes from different perspectives.

Definitions: While there is no official definition of ‘LCB’ and ‘FIB’ in China,
previous research in this industry tends to use firm ownership to define the
bank (see the work done by Chen, 2002; Jiang et al., 2003; Kuilman and Li,
2006). LCBs refer to banks owned and operated by native financial
institutions. These include SOBs, NCBs and JSBs. Though the central
bank and policy banks are ‘locally’ owned by the government, they are
typically excluded from previous studies because their main functions are
policy setting and regulation, rather than providing banking services. For
this reason the current study does not include the central bank and policy
banks in the ‘LCB’ definition. By contrast, FIBs refer to banks owned and

operated by financial institutions from other countries. They are normally
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MNCs. In this industry, FIBs, which provide banking services, are in the
form of WOFE. JV ownership was not allowed to operate until the full
opening of industry recently, in 2007. RO can only be involved mn
marketing functions and cannot provide banking services. Therefore, FIBs
included in the current study are in the form of WOFE and not in the form of

JV or RO.

3.3. Chapter Summary

Economic reforms from the late 1970s, the transition towards a market
orientation and China’s recent accession to the WTO, have all led to
considerable transformation in the structure of the Chinese banking industry
in general and change in HRM practices in LCBs and FIBs in particular.
Systems, models and management expertise brought in by FIBs can become
the benchmark for LCBs to copy, while learning how to play the local game
can improve the competitiveness. Yet, traditional cultural values, local
institutional preconditions and global policies can simultaneously act as
barriers or bridges to change. Therefore, the banking industry in China
represents a suitable industry context for this study. An investigation
focusing on both LCBs and FIBs operating in China is deemed appropriate as
this area is relatively unexplored. Which HRM areas have been changed, at
which these levels have changes occurred, why there have been changes, to
what extent, and so on, are important questions to be considered. The next

chapter elaborates the two research questions and the conceptual framework

used in this study to answer these questions.
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4. Research Questions and Conceptual

Framework
4.1. Chapter Introduction

The previous chapters have reviewed the gaps in the theoretical perspectives,
the dynamic situation in China’s banking industry and the under-researched
nature of the area. While 1t is relatively obvious that changes in HRM have
been taking place, little rigorous work has been done to explain the pace and
magnitude of these changes as well as the resulting direction. Nor is there
much effort on explaining differences in organisations in their acceptance of
new HRM practices or exploring factors affecting the differences. To
address these change issues, the current research investigates HRM changes
using the banking industry in China as a case. For this purpose, two
research questions are generated to (a) evaluate the change issues in key

HRM areas and (b) assess the role of contextual factors in HRM change.

This chapter first describes HRM policies and practices in China and in the
banking industry (Section 4.2). It is followed by a discussion of the relevant
theories and a comparison of LCBs and FIBs in terms of resourcing and
retention (Section 4.3), rewards and performance (Section 4.4), training and
development (Section 4.5). A conceptual framework which comprises
aspects of various theoretical models is constructed to gauge this research
(Section 4.6). The framework includes an examination of contextual factors .
(Section 4.7) and control variables (Section 4.8) relevant to HRM change in

the Chinese context.

4.2, HRM in the Banking Industry in China
4.2.1, Definition of HRM in China

HRM is crucial for organisations and economies to achieve success (Barney;,
1991; Pfeffer, 1994). Despite this view of HRM’s value as a specialised
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