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ABSTRACT
Flat organization is considered with better efficiency and cost effectiveness comparing with
the traditional hierarchy system. From 1980 flat organization is widely applied in western
countries, but very slow speed in China. Even the new director of China SASAC ①, Mr. Xiao
Yaqing, addressed on March 2016 during the national congress meeting, which China state
owned enterprises has much more management levels compare with foreign company or
private company, this fact will significantly impact on their competitiveness.
To understand the reason why flat organization is difficult to be accepted by Chinese culture
environment, this studying started from analyzing the traditional Chinese culture. There was
one very famous saying from Historical Records② by Sima Qian (145 BC-90 BC): “天下熙
熙，皆为利来，天下攘攘，皆为利往”， means ‘the benefit draws people here and runs them
there. From the studying we see Chinese people still deeply impacted by traditional Chinese
culture, especially the mindset of “Face Saving” (面子), “Trust”（信任）, “Guanxi” （关系）,
and “official standard”③ (官本位). This is proofed by Greet Hofstede (2001) that China has
very high power distance. From the needs theory, it is not difficult to understand why
hierarchy system is more popular in China, just because there are more opportunities to
satisfy the employee’s needs on career development. We do see the employee resignation rate
result from PXC Consulting 2015 report showed: State Owned 8.6%, Foreign Company
13.4%, and Private Company 19.8 %. Foreign company in China is considered as the
benchmark on the flat organization but turnover rate is much higher than state owned firm.
Is there any chance to better adapt the flat organization into Chinese culture environment?
Also China is facing more challenges during globalization. The Belt and Road④ policy will
drive more Chinese companies to join the global competition. Chinese business leaders,
whatever the leadership style, are facing certain level of urgency to adapt and practice the flat
organization sooner.
Geert Hofstede concluded in his paper National Cultures Revisited ‘only during the
1968-1972 period, Individualism was on the increase and it could be shown to follow
increases in wealth rather than the other way round, Power Distances decreased but most in
those countries where they were already smaller’. Inspired by this concept, everything is
dynamic including Chinese society. This society already changed a lot after Opening and
SASAC: State-Owned Assets Supervision and Administration Commission

①

②

The Records of the Grand Historian usually known as theShǐjì (史记), is a monumental history of ancient Chinaand the
world finished around 94 BC by the Han dynasty official Sima Qian after having been started by his father, Sima Tan, Grand
Astrologer to the imperial court. The work covers the world as it was then known to the Chinese and a 2500-year period
from the age of the legendary Yellow Emperor to the reign of Emperor Wu of Han in the author's own time. The Records has
been called a "foundational text in Chinese civilization".
Official Standard: Official privilege system, social hierarchy in which official is noble, it is also the system of educating,
selecting and encouraging talent people.
④
The Belt and Road: The Belt and Road Initiative refers to the Silk Road Economic Belt and 21st Century Maritime Silk Road,
a significant development strategy launched by the Chinese government with the intention of promoting economic
co-operation among countries along the proposed Belt and Road routes.
③
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Reforming policy, one child policy and Generation Y enter to the job market. All those
changes should already made big influence on Chinese people’s mindset.
Finally this paper collected 300 questionnaires showed strong correlation between the career
development needs and traditional Chinese culture, but variance with the age and family
background. With the strong recommendation from different professors and scholars, this
studying implemented 5 cases study covering Chinese government, state owned company,
foreign company in China, Chinese high tech company and private company. The qualitative
studying come out with very exciting result. Firstly, the young generation is much less
sensitive to career development comparing with their last generations. Young generation is
more focus on their personal interesting. Secondly the flat organization is better than
hierarchy system in general, but too flat will be difficult to control. In China to manage no
more than 7 peoples will be very reasonable at the moment. Thirdly the new technology will
help the organization flatting; such tool like WeChat is widely used already but still
underestimated. With those findings, we have good confidence the flat organization will be
more popular in China in coming years.

Key words: Flat Organization, Traditional Chinese Culture, Official Standard, 80s, 90s,
WeChat, Needs
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Chapter I Introduction
1.1 Research background
From the company governance standpoint, the flat organization (Figure 1.1) is very widely
applied today by most of the large global firms, especially in those western developed
countries. Basically those western companies benefited a lot to reduce the weight and
optimize the cost through flatting movement. Most of them maintained or even enlarged their
competitiveness after reengineering. To the contrary it seems Chinese firm has less interesting
on this kind of new practices, there are lot of reasons for this paper to understand.

Source: https://www.mbaknol.com/management-principles/span-of-management-types/
Figure 1.1 from Hierarchy to Flat Organization

China, also called “Oriental sleeping lion”, waked up by this rapid globalization since end of
1970s, the new opening and reform strategy started on purpose to get rid of poverty (Figure
1-2). 40 years later, China became the second largest economy unit next to American (Figure
1-3). This amazing achievement attracted huge attentions for most of economist and
management scientist to understand the mechanism behind of this successful. It won’t be very
strange that Chinese development model will be more visible and exposed.

8

Source: National Bureau of Statistics of China
Figure 1-2 China economy growth 1978-2015

Source: world Bank 2014 report
Figure 1-3 World GDP Ranking (2014)

What will be the major concerns to promote the flat organization in China? This paper will
analyze the issue from traditional Chinese culture impact, considering the dramatically change
in last 60 years after communist rule the government, separating the manager level and
9

engineer level since the career aspiration will be different, taking their family background,
financial status and ages into consideration. If we can define the correlation between those
variances, we will have good chance to find some good way for better adapting the flat
organization into Chinese culture environment.

1.1.1 Chinese culture and values
Prof. Philippe D'IRIBARNE (1998) mentioned in his book Theorizing National Cultures
about the strong link between traditional culture and values of one nation. With all those
assessment, if we want to understand contemporary Chinese values and needs, we will have to
start from traditional Chinese culture studying. As Lawrence Harrison (2000) and Samuel
Huntington described in their famous book Culture Matters – How Values Shape Human
Progress, not only China, all the East Asia are impacted by Chinese cultures. Arnold Joseph
Toynbee in his master piece A History Studying showed there are 26 different civilization in
the history, and east culture will take the domain since western culture experienced its’ best
time already. All those showed the importance to understand Chinese cultures. On another
hand, Chinese culture studying is very difficult research topic, ex. Yang Guoshu (1988), in his
book Chinese Characters also talked it is very difficult to describe exactly Chinese characters
due to long history, so many changes and vast of space. Yu Shenghai (2015) in his book
Different Chinese Characteristics analyzed Chinese people with 34 different styles and values;
in his book every province has their unique culture and characteristics. With all those
analyzing we will understand how important to study from the traditional Chinese cultures in
order to understand modern Chinese culture and contemporary Chinese values and needs.
Firstly Chinese people liked to call themselves as “Yan Huang Zi Sun ①” (Figure 1.4) (the
descendants of Yandi and Huangdi Emperors②). There are two main reasons, firstly those two
kings were widely recognized with their gracious sentiment, and secondly that time China
was united and well represents our ancient history (>5000 years). Officially Chinese people is
called as “Han Ren③”, which is the dynasty only about 2000 years with very developed and
union, but the problem “Han” is more less only represent one nationality in totally 56
different nationalities in China now.

Yan Huang Zisun (Chinese: 炎黃子孙; literally: "Descendants of Yan and Huang") is a term that represents the Chinese
people, most notably the Han. Today, the Chinese people still refer to themselves with this term.
②
Yandi and Huangdi were leaders of the two most famous tribes,belonging to the Huaxia.
①

The Han Chinese, Han people or simply Han (漢族; pinyin: Hànzú, literally "Han ethnicity" or "Han ethnic group"; or 漢人;
pinyin: Hànrén, literally "Han people") are an ethnic group native to East Asia. They constitute approximately 92% of the
population of China,95% of Taiwan (Han Taiwanese), 76% of Singapore, 23% of Malaysiaand about 18% of the global
population. Han Chinese are the world's largest ethnic group with over 1.3 billion people.
(https://en.wikipedia.org/wiki/Han_Chinese)
③
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Yandi

Huangdi

Map during Yan-Huang Empire

Figure 1.4 Original of Chinese History: Yan Huang Zi Sun
Secondly Chinese people always feel very interesting to know from western standpoint that
Chinese are Confucianism (Samuel Huntington, 2010; Arthur Henderson Smith, 1890), this is
somehow right since Confucianism was recognized as the legitimism for most of Chinese
history, but the actual situation is more complex than Confucian only. In fact if we need to
understand better the Chinese culture, at least we should consider three theories:
Confucianism, Daoism and Buddhism. If we go a little deeper, “hundred schools of thought”
will be very suitable as the start point. For example Chinese new chairman Mr. Xi Jingping is
more legalism compare with his predecessor. Professor Han Pengji ① in his video Open class
summarized in the Confucianism and Daoism in very interesting way: 儒道结合如车之两轮，
鸟之两翼. Means Confucianism and Daoism already bonded together, like two wheels of the
cart, and two wings of the bird. With the comment from Zhou Zuoren ② (1885-1967), Daoism
is the main theory to support Chinese culture beginning of 20th Century.

Confucius

③

Lao Tzu

④

Gotama Siddhattha①

Han Pengji, Xi'an Jiaotong University (http://open.163.com/special/cuvocw/daojiadezhihui.html)
Zhou Zuoren (1885-1967) is one of the founders of Chinese new literature, his brother is another famous writer Lu Xun
(1881-1936).
③
Confucius was born in a poor family in the year 551 B.C. He is a man who had many wise ideas and thoughts about
nature,the world and human behavior. He is a great teacher whose wise sayings have influenced many people in different
countries
④
Lao Tzu,founder of the Taoist school of thought.He stressed that everything should be in harmony with nature by doing
①
②
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Source: Baidu Baike
Figure 1.5 Three Famous Thinkers for Traditional Chinese Cultures
Mr. Liang Shuming (1893-1988) made a conclusion in his book Eastern and Western Culture
and Philosophy: Chinese society is established on the ethical basis of “three cardinal guides
and five constant virtues” (three cardinal guides: emperor guides followers, father guides son,
husband guides wife; five constant virtues: benevolence, righteousness, propriety, wisdoms,
and fidelity). Confucian (Figure 1.5) encouraged the young generation to contribute to the
society and build up the future. With this main stream guideline for thousands of years, it is
very logic to see why Chinese society is filled with hierarchy and respect, fame and fortune,
pursue higher level position and “glorious homecoming”②. It is well known Confucianism
only represent the benefit of ruling class but this class was less than 5% of total population in
China for most of the history. In China until 2014 the farmer is still half of population, and
this number in 1949 is about 92%. All the ethical rules are one way demanding from the
ruling class to those ruled class. Just as Confucian described: Criminal law not applying to
senior officials, and etiquette not applying to common people, which can easily explain why
the Chinese people has more desiring on the hierarchy levels. The entire citizens are dreaming
to be the ruling class with all those special even unreasonable privilege. Lin Yutang in his
widely spreader book My Country and My People discussed a little about the famous Imperial
Examination System, about the glorious level of “Zhuang Yuan”, who is the best score in the
highest imperial examination. This kind of mindset was considered as culture dross and
definitely not the values but possible the dream for those ruled class. He gave another story in
his book which happened in 1934, the policy man stopped a car which did not follow traffic
light, but shot by the driver and lost one finger. At last this policy man lost his job just
because that driver worked for a very high rank officer. If we looked at the recent few
corruption cases in China it is not difficult to see this phenomenon is still widely spread now.
Chinese President Mr. Xi Jingping addressed “to put the power into the system of the cage”,
which means the power is not yet in the “system of cage” yet.
Thirdly, traditional Chinese culture is original from very different locations: Confucian and
Daoism were originated from Yellow River Drainage region, developed at Central Plains
Region (Figure 1.6). Buddhism was immigrated from Indian and south Asia. Without
understanding this original and regional culture impact, it is very difficult to get full picture of
complex Chinese culture. If we thought Germany and France are different culture, definitely it
will be big issue to make a conclusion that Chinese is Confucianism. China is a country rich
of nationalities, politically this country was separated by the patriarchal clan system, naturally
this country is split by the harsh natural environment, manually the Great Wall was built to
limit the communication and confliction, moreover, the policy to bond the people and their
land together last almost all the feudal period originated from “nine squares” system. New
nothing to promote clean,and few desires content; ideas on the political "rule by doing nothing."
①
Gautama Buddha also known as Siddhārtha Gautama, or simply the Buddha.
②
Glorious homecoming: Very special Chinese thinking, back to hometown after lot of achievements, either position or
money, or both. Another kind of “Show Off” thinking.
12

China set up more strict “Hukou”① system today to limit the movement and communication.

Figure 1.6 China Geographic Changes between 200 BC to DC1800
As mentioned above, Confucianism represented the ruler class benefit, and used to discipline
those farmers. But the ruler class and ruled class will have different values and cultures. This
is also the good reason to explain why Buddhism is very popular at countryside area, most
probably they wish everyday those Buddha will solve their problem of unfair society and
rescuer them from the poverty.
Chinese contemporary history was considered started from 1840s, the First Opium War, the
first time China understand China was not the center of the world. As many famous Chinese
people said, we are very proud to be Chinese people, but not 19th century. One hundred years
after the Opium War ② , China was lived at extremely bad environment and poverty.
Westernization Movement③ (1861-1894), which was the first time China opened the door to
systematically learn from western countries, both for technology and management. Li
Hongzhang④, the prime minister of Qing, thought that was the best era in 3000 years for
Chinese social development. This self-strengthening movement ended after Sino-Japanese
naval battle, Chinese army defected due to their corrupt and incompetent government, huge
military budget appropriated to celebrate the birthday of “Dragon Lady” (Or Empress
Dowager Cixi①) (Figure 1.7). Even this activity was failed at last, but “Westernization

Hukou system is a record in a government system of household registration required in China, it determines where citizens
are allowed to live. The system itself is more properly called "huji", and has origins in ancient China.
②
The Opium Wars were two wars in the mid-19th century involving Anglo-Chinese disputes over British trade in China and
China's sovereignty. The disputes included the First Opium War (1839–1842) and the Second Opium War (1856–1860). The
wars and events between them weakened the Qing dynasty and forced China to trade with the rest of the world.(WIKI)
①

③

The effort to graft Western technology onto Chinese institutions became known as the Self-Strengthening Movement.The
movement was championed by scholar-generals like Li Hongzhang (1823—1901) and Zuo Zongtang (1812—1885).
Li Hongzhang (1823-1901), was a politician, general, and diplomat of the late Qing Empire. He quelled several major
rebellions and served in important positions of the Imperial Court. He was the very few high level government officiers who
visited UK, USA and Russia at that age.
④
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Movement” was considered as the enlightenment for Chinese modern industry revolution and
capitalism, opened the door to the exchange of the East and West, and built a talent pool to
pioneering the new century.

Cixi

Li Hongzhang

Sun Yat-sen

②

Source: Baidu Baike
Figure 1.7 Three Important People for Chinese history (1840-1911)
"May 4th Movement" in 1919 is another big event for Chinese history with introduction of
Communism, within less than 30 years, Communism became the domain for all mainland
China. One biggest reason of socialism successful is the poor farmer was motivated to divide
the land from landlord. This revolution totally turned down the social structure, the farmer
class took the power, and the landlord class was eliminated. In 1968, to avoid the “revisionism”
from the new generation who was born in the cities, more than 20 million of new graduates
from middle school and high school were sent to the mountainous areas and countryside to
receive the “re-education” from farmers (include China current president Mr. Xi Jingping).
The socialism society was very interesting system since the people are hungry every day, but
happiness level is very high, which is very similar to current DPRK③. Almost 30 years long,
the ruling theory was Socialism; all others were almost forbidden especially Buddhism and
Daoism. Traditional Chinese culture went to the most difficult period in the history.

Dowager Cixi (1835-1908), also name Manchu Yehe Nara Clan, was a powerful and charismatic figure who became the
ruler of the Qing Dynasty for 47 years from 1861- 1908.
②
Sun Yat-sen was a Chinese doctor, revolutionary and political leader. As the foremost pioneer of Nationalist China, Sun is
frequently referred to as the Founding Father of Republican China
③
DPRK: Democratic People's Republic of Korea
①
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Lenin

①

Mao Zedong②

Deng Xiaoping③

Source: Baidu Baike
Figure 1.8 Three Major Contributor for Chinese Communism Party

Finally, the opening and reform policy raised by Deng Xiaoping (Figure 1.8) influenced
significantly the culture and believes since the socialism seems did not help to improve the
living quality. All the society turned to economy development through many practice learned
from Capitalism. The people turned their interest from “moral” to “money”. After 40 years
new policy, the recent achievement to reach second biggest GDP country injected a lot of
confidence to Chinese people, which is totally in shortage for more than 200 years.

Vladimir Lenin (1870-1924) was a Russian communist revolutionary, politician and political theorist. He served as the
leader of the Russian Soviet Federative Socialist Republic from 1917, and then concurrently as Premier of the Soviet Union
from 1922, until his death. Politically a Marxist, his theoretical contributions to Marxist thought are known as Leninism,
which coupled with Marxian economic theory have collectively come to be known as Marxism–Leninism.
②
Mao Zedong (1893-1976), Chinese military and political leader, who led the Communist Party of China (CPC) to victory
against the Kuomintang (KMT) in the Chinese Civil War, and was the leader of the People’s Republic of China (PRC) from its
establishment in 1949 until his death in 1976.
③
Deng Xiaoping has rendered outstanding service to the Chinese people, throughout the revolution, especially in recent
years he succeeded in setting the country on the road to socialist modernization. He has proved to be far-sighted and
persevering, a man of quick understanding and decisive action. The contribution he has made to the revolution, his courage
as an innovator has earned his the trust of the Chinese people. (http://en.people.cn/data/people/dengxiaoping.shtml)
①
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Source: http://www.gdapd.org/index.php?m=content&c=index&a=show&catid=14&id=483
Figure 1.9 Trend of Urbanization Rate (China 1950-2025E)
Moreover, most of Chinese will change their values and believes together with their age
change, normally the young age more like Confucianism, middle age more like Daoism, and
old age typically style the Buddhism, right now they also need to switch back and forth
between socialism and capitalism. The vast country size, rich history and rapid change, all
those factors are making the Chinese management studying much more complex than usual.

1.1.2 Practices of Western management theory in China
From mid of 18th century, the mass production, as the consequence of industry revolution,
raised the huge demanding on new management method. Modern management studying was
started with this background mostly in Europe, but considered management as a science less
than 200 years. One hundred years later, the research center shifted to United States of
American since so many talents moved from Europe to US during world war. All worlds were
very impressed by the amazing production performance of all American during the war,
everyone wants to study, understand and copy the US management study. This fashion cooled
down a little during the Oil Crisis in 1970s, but restarted again at late 1980s initiated by the
famous management scientist Michael Hammer with his well known “Business
Reengineering” theory and practices. From 2008 due to the serious issue caused by
“Subprime Crisis”, the economist and management scientist start to question their company
governance. The planned economy was criticized for almost one century, but China, who
adopted the socialist market economy strategy, could jump out quickly from subprime crisis.
It seems the State Capitalism has possibility to be the next fashion.
For Chinese there are several significantly important events can build a rough story how the
western management introduced to China:
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About 150 years before, Westernization Movement (1861-1894), which was the first time
China opened the door to systematically learn from western countries, both for technology
and management. Li Hongzhang, the prime minister of Qing, thought that was the best era in
3000 years for Chinese social development. This self-strengthening movement ended after
Sino-Japanese naval battle, Chinese army defected due to their corrupt and incompetent
government, huge military budget appropriated to celebrate the birthday of “Dragon Lady”
(Or Empress Dowager Cixi). “Westernization Movement” was considered as the
enlightenment for Chinese modern industry revolution and capitalism, opened the door to the
exchange of the East and West, built a talent pool to pioneering the new century.
At beginning of 20th century, it was considered as the golden period for Chinese students to
study abroad. More than 1000 students assigned to study in American, and several hundred
students study in France (Include Deng Xiaoping). All the expense came from the refund of
Boxer Indemnity ①(or Gengzi’s indemnity). TsingHua University② was established with big
support from this fund, as well Yenching University (today Peiking University③). All those
students, together government funded with self-funded who came from Chinese rich families,
as the pioneer to learn western management, played very critical roles to build this country at
last.
Even Sino-Soviet relations split in 1960s, but China was influenced a lot from Soviet
management and technology. Between 1921 and 1960, more than 100,000 students assigned
to learn Soviet advanced management skill and technology, including two very famous
politicians Mr. Liu Shaoqi④ (1921) and Mr. Jiang Zeming⑤ (1955). Chinese industry system
is very close to Russia style before opening and reform. Even in 1993, there is still lot of the
teaching materials and textbook in the university were translated from Russian.
During the culture revolution all those activities were pending until end of 1970s, with
economy development especially in central cities, from 1980s the quantity of self-funded
abroad students getting significant. Right now more than half million students will go oversea,
including many students started their oversea education from middle school or high school.
This level of exchange between China and other countries will contribute a lot for China
future development.
China local management education and studying rose up rapidly from end of 1970s, thanks to
the opening and reform activity. All the enterprises were pushed to join the global competition;
lot of foreign companies started their branch or joint venture in China with lot of the
expatriates, who improved a lot on dual way communication and efficiency. We can imagine
how surprise for Chinese people at beginning since they found the gaps are just huge, the only
Boxer Indemnity Scholarship Program was a scholarship program funded by Boxer Rebellion indemnity money paid to the
United States that provided for Chinese students to study in the U.S.
②
Tsinghua University is a research university located in Beijing, China, established in 1911. With strong research and training,
Tsinghua University is consistently ranked as one of the top academic institutions in the world.
③
Peking University is a major Chinese research university located in Beijing. It is the first modern national university
established in China, founded as the Imperial University of Peking in 1898 (https://en.wikipedia.org/wiki/Peking_University).
④
Liu Shaoqi, (1898-1969) early labor leader, theoretician and specialist on Party organization and PRC president.
⑤
Jang Zeming (1926-) formal Chinese president.
①
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way to close this gap is to enhance the education. Basically China is lagging behind those
developed countries at least 30 years on management research and practices, but Chinese
government understand clearly the importance of management education. We can expect the
Chinese management studying will get big movement in next 30-50 years.
Except the mainland of China, oversea studying has never been stopped for area like
Hongkong, Taiwan and East Asia countries such as Singapore. Those peoples brought their
advanced management skills and practices to mainland China together with the first batch of
joint venture or foreign company from very beginning of opening and reform.

1.1.3 The great meaning of Chinese management studying
In 2007, about 30 years after opening and reform, Chinese GDP overpass Germany becomes
the third largest country. 3 years later become number 2 exceed Japan. Especially China keep
very sustain growth during global financial crisis in 2008. The western economist is very
interesting to find the key factors of those successes. As Xu shuying (ANNE S.TSUI)
summarized in her book “The target and process of scientific studying”: Chinese studying is
somehow like a very deep diamond well, most of the people will give up before digging
enough deep. Ji Xianling① in his book East and West Culture raised a very interesting topic
very similar to Arnold Joseph Toynbee② “三十年河东，三十年河西”. Rough meaning is the
pendulum will swing back and forth every 30 years (Similar to: Every dog will have his day).
This is aligned with his another very famous saying: 送去主义, which means Chinese people
cannot be always “Borrowlism” or “take it, use it” (as Lu Xun③ mentioned in 1934), Chinese
people should learn how to “send” our best culture and values to western countries.
On one hand, there were many civilizations in history but seems only Chinese culture is still
flourish. Until now the Chinese management and civilization has experienced a very long
history:
Almost 3,600 years before at Shang Dynasty, the king already commends the battle with
hundred thousands of soldiers, managing the big construction project with millions of slaves.
The structure of government was very complex with one hundred of different officers to
support all the affairs.
At Zhou Dynasty (AC 1046-AC256), the population reach almost 20 Millions, not only the
central government was getting more systematic, locally they applied the famous land policy
“nine squares system” (or Well-field system)④. In additional the country level communication
Ji Xianlin (Chinese: 季羡林)(1911-2009) was a Chinese Ideologist, linguist, paleographer, historian, and writer who had
been honored by the governments of both India and China.
②
Arnold Joseph Toynbee ( 14 April 1889 – 22 October 1975) was a British historian, philosopher of history, research
professor of international history at the London School of Economics and the University of London and author of numerous
books. Toynbee in the 1918–1950 period was a leading specialist on international affairs
③
Lu Xun, was the pen name of Zhou Shuren (1881-1936), a leading figure of modern Chinese literature. Writing in
Vernacular Chinese as well as Classical Chinese, Lu Xun was a short story writer, editor, translator, literary critic, essayist,
poet, and designer. In the 1930s he became the titular head of the League of Left-Wing Writers in Shanghai.
④
The well-field system was a Chinese land distribution method. Its name comes from Chinese character 井 (jǐng), which
①
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and transportation system established at the time based on the courier station, very similarly
to our highway service area today. This system improved the communication efficiency
dramatically reached 250KM/day, which is extremely important for the political and military
standpoint. It was described by Marco Polo in his book in 13th century about this amazing
efficient transportation system.

Source: http://www.zwbk.org/MyLemmaShow.aspx?lid=98914
Figure 1.10: China Well-Field System
The most important period for Chinese culture was between AC600 and AC400, almost the
same time (20 years) and same place (200KMs) two world famous thinkers came into the
world: Lao Tzu (AC571-AC471) and Confucius (AC551-AC479), together with thousands of
other great thinkers at same period, “hundreds of schools” made the big promotion of Chinese
civilization and culture. Buddhism was originated in Indian but transferred to China several
hundred years latterly. All those three systems, Confucianism, Daoism and Buddhism, leaded
Chinese culture development for more than 2000 years, and supported Chinese to list the most
developed country until beginning of 19th century.
On another hand, the whole modern history of China was filled with the tragedy and tears.
With long term turned inwards and years of inner war, this poverty country was totally
obsolete and isolated by this world. This situation did not change until the New Culture
Movement① in 1914, which was the main symbol of enlightenment of this country. New
China establishment was the big milestone for the nation building, but the culture revolution
②
ruined everything quickly. The opening and reform ① opened a new page for Chinese
means 'well' and looks like the # symbol; this character represents the theoretical appearance of land division: a square area
of land was divided into nine identically-sized sections; the eight outer sections (私田; sītián) were privately cultivated by
serfs and the center section (公田; gōngtián) was communally cultivated on behalf of the landowning aristocrat.
(https://en.wikipedia.org/wiki/Well-field_system)
①
The New Culture Movement of the mid 1910s and 1920s sprang from the disillusionment with traditional Chinese culture
following the failure of the Chinese Republic, founded in 1912 to address China’s problems. Scholars like Chen Duxiu, Cai
Yuanpei, Li Dazhao, Lu Xun, Zhou Zuoren, He Dong, and Hu Shih, had classical educations but began to lead a revolt against
Confucianism. They called for the creation of a new Chinese culture based on global and western standards, especially
democracy and science.( https://en.wikipedia.org/wiki/New_Culture_Movement)
②
The Cultural Revolution, formally the Great Proletarian Cultural Revolution, was a sociopolitical movement that took place
in China from 1966 until 1976. Set into motion by Mao Zedong, then Chairman of the Communist Party of China, its stated
goal was to preserve 'true' Communist ideology in the country by purging remnants of capitalist and traditional elements
from Chinese society, and to re-impose Maoist thought as the dominant ideology within the Party. The Revolution marked
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development, for sure the overall economy successful should not cover the issues of
imbalanced regional development and exacerbated wealth gap.
China, as a giant eastern country was rich with cultural heritage, we have an ancient saying
“A polished bronze mirror helps you see yourself dress up right, and history as a mirror helps
you see behind one’s rise and fall.” 5,000 years of history hided huge wisdom and exquisite
place for us to research and explore. Chinese traditional culture has good chance to do great
contribution for world civilizations and economy development in near future.

1.2 Organization Theory
Modern organization theory development mainly divided into two phases, the first phase
started from 1780s with Adam Smith②’s secret division of labor theory. At that time all the
people were focusing on production efficiency, the system was very hierarchy with clear
levels. Vertically top management team controlled everything through the levels, transversely
the organization contained lot of the department working in parallel. All departments are
relatively independent with clear function and responsibility. This system was typically top
down, high level making decision and low level on execution. Hierarchy system is very useful
for long time since the workers are not as qualified and educated as today, hierarchy system is
very good on monitoring and controlling.
The second phase was started from 1980s mainly because the society switched from supplier
to buyer society. Effective new product launch and cost optimization are the main challenge
for all the companies. Those giant firms from US and Europe have to adjust their business
strategy and operation model to keep the competitiveness edge. As Ronald Coase③ described:
Comparing a organization with less levels and related flat, versus a obesity hierarchy system,
obviously the flat organization will be more competitive. Through reducing the middle level
and cutting the non-necessary headcount, the organization will become lean and flat, agile and
efficient, which is more flexible and effective to react the market variance.
Business reengineering also called cooperate reengineering, to make it simple, it is to redesign
the management structure based on the working procedure, IT tools are widely applied for all
the working process. This is a big step of management science development since this new
the return of Mao Zedong to a position of power after the Great Leap Forward. The movement paralyzed China politically
and negatively affected the country's economy and society to a significant degree. 、
( https://en.wikipedia.org/wiki/Cultural_Revolution)
①
The opening and reform is the economic reforms termed "Socialism with Chinese characteristics" in the People's Republic
of China (PRC) that was started in December 1978 by reformists within the Communist Party of China, led by Deng Xiaoping.
(https://en.wikipedia.org/wiki/Chinese_economic_reform)
②
Adam Smith (1723-1790) was a Scottish economist, philosopher, and author. He was a moral philosopher, a pioneer of
political economy, and was a key figure during the Scottish Enlightenment era.[1] He is best known for two classic works:
The Theory of Moral Sentiments (1759), and An Inquiry into the Nature and Causes of the Wealth of Nations (1776). The
latter, usually abbreviated as The Wealth of Nations, is considered his magnum opus and the first modern work of
economics.
③
Ronald Harry Coase (1910-2013) was a British economist and author. He was for much of his life the Clifton R. Musser
Professor Emeritus of Economics at the University of Chicago Law School, where he arrived in 1964 and remained for the
rest of his life. After studying with the University of London External Program in 1927–29, Coase entered the London School
of Economics, where he took courses with Arnold Plant. He received the Nobel Prize in Economics in 1991.
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theory make the people very doubt on the traditional division of labor theory. As the report
about ¾ of US top firm started the reengineering from 1994, but the risk is very high during
implementation. As described in the book from Michael Hammer① and James A. Champy,
about 50%-70% of company did not reach their original target after reengineering. The recent
studying showed the reengineering threats a lot on organization members and organization
culture, normally it is a relative long process and depending lot on the actual environment.
For example, China is very slow on flatting; there will be lot of reasons behind which need us
to study first, such as Chinese leadership culture, Chinese values and Chinese traditional
culture environment…

1.2.1 Analyzing the high turnover rate in China
With the report from 51 JOB②, which is the largest search firm in China, turnover rate in
China average reached 17.4% in 2014, the manufacturing and service sectors even a little
higher than 20% (Chart 1.4).

Source: 51 JOB
Figure 1.11: Overall turnover rate in China

Another report from Mercer③ mentioned the ratio of those people who want to change job
within one year increased from 18% to 34% between 2004 and 2011. It is clear now one of
the key competitiveness edges for a company will be hiring, training and retention. There are
also some interesting phenomenon during the employee survey and turnover analyzing, some
employees have low satisfaction but low turnover, and some employees have high satisfaction
but high turnover rate. There is another report from CIIC (China Intelligent) recently showed
17% the new graduated students who wanted to change job during first year increased from
Michael Martin Hammer (1948-2008) was an American engineer, management author, and a former professor of
computer science at the Massachusetts Institute of Technology (MIT), known as one of the founders of the management
theory of Business process reengineering (BPR).
②
51 JOB: China biggest enrollment website.( NASDAQ:JOBS)
③
Mercer is a global consulting leader in talent, health, retirement and investments.
①
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17% to 24% from 2011 to 2014. From the analyzing by CBN Weekly (China Business News),
the weekly financial review (2016/12), the top reason when those post 90s change their job,
65% of those young generation mentioned they feel boring on their job; only 33% put the
reason about salary. Comparing with those 70s and 80s, post 90s has much more desiring on
showing off and pursue the quality of life. Obviously a good Chinese management studying
not only needs to consider the Chinese culture environment, also has to stick with the latest
development situation.

Source: 51JOB
Figure 1.12: Top resignation reason (In resume)

1.2.2 Issues from management practice
With continuous development of this society, lot of the new factors are challenging on the
traditional organization model every day. Both internal and external work, also the company
products are getting more complex. The organization is getting more international with
different locations and more frequent changes. How to keep the customer satisfaction and
employee motivation with this new situation? Most of the time more qualified employee and
promote local decision are key to answer to this question. Even the new technology such as
the voice machine helped a lot to answer some basic question from customers, but complex
work still depend on the people even a team. Back to the point we mentioned for several times
already, the market competition is much more the talent war, instead of just the strategy or
products, talent will be the most important asset for any firm in future.
It is always very challenge to reach a good balance between organization structure and
organization efficiency. Such as Chinese state owned enterprises and government are very
slow on flatting and impact a lot on the efficiency and competitiveness, but good thing is the
private firm, especially those internet plus company, such as Alibaba①, Xiaomi①, Huawei②, are
Alibaba Group Holding Limited is a Chinese e-commerce company that provides consumer-to-consumer,
business-to-consumer and business-to-business sales services via web portals. It also provides electronic payment services,
①
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almost flat according their report. It is very fashion today to talk about the platform or
decentralization. What is the future of flat organization in China? How to better adapt the flat
organization into Chinese culture environment? How much the social reform influence on
modern Chinese values and believes? All those factors play significantly important role on the
organization design and management strategy, which is very good topic for our studying.

1.3 Research means
1.3.1 Theoretical meaning
Currently there are two main directions to understand the right way to manage employee’s
turnover and improve their motivation:
First direction is to build the relationship between career development and job satisfaction
with considering the objective fact of “career plateau” phenomenon. Western scholar defined
the career plateau from three dimensions: promotion, job rotation and work scope. There are 6
variables used very often to measure the correlation with career plateau, include working
performance, work commitment, absence, engagement, job satisfaction and resignation. It
was very consistent to get the negative correlation between career plateau and work
commitment, but not always consistent between other variables.
Another direction is to understand the original of satisfaction from psychology contract
standpoint, with considering some subjective factors such as “effective motivation”. Job
satisfaction is very hot topic globally. Normally we believe the job satisfaction was generated
from achievement level of personal expectation. It is very important to measure the gap
between the result and expectation; bigger gap reduced the satisfaction level and the other
way around. There are lot of mature questionnaire and index format to measure the employee
satisfaction, include very famous MSQ scale will measure from 20 different dimensions. We
start to see some scholars are using mobility, culture and historic as the new dimension. In
China some researches start to focus on Chinese young generations.
This research will establish a model to research the relationship between flat organization and
employee satisfaction, with considering the Chinese culture and values impact. The current
model from western countries are difficult to be applied directly in China due to culture
variance, and current model in China mostly modify from western model directly, without
systematically consider the change impact. Not only the traditional culture, revolution and
reform in 20th century, the things happened recently such as urbanization and anti-corruption.
Chinese new generation has very different demanding and dreaming compare with their
a shopping search engine and data-centric cloud computing services. The group began in 1999 when Jack Ma founded the
website Alibaba.com, a business-to-business portal to connect Chinese manufacturers with overseas buyers. In 2012, two of
Alibaba's portals handled 1.1 trillion yuan ($170 billion) in sales.
①
Xiaomi Incis a privately owned Chinese electronics company headquartered in Beijing. It is the world's 5th largest
smartphone maker in 2015. Xiaomi designs, develops, and sells smartphones, mobile apps, laptops, and related consumer
electronics
②
Huawei Technologies Co. Ltd. is a Chinese multinational networking and telecommunications equipment and services
company headquartered in Shenzhen, Guangdong. It is the largest telecommunications equipment manufacturer in the
world, having overtaken Ericsson in 2012..
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parents and grandparents. The crazy speed of the smart phone usage and wireless network
coverage totally changed our life; social media like WeChat① make the people feel much
closer and convenient. Only with considering those new reforms, new generation and new
technology, together with traditional culture, traditional believes, we are able to make this
new model more accurate and applicable to understand the relationship between flat
organization and employee satisfaction.

1.3.2 Practical meaning
Chinese fast development are mainly from two reasons, first one if the low labor cost, another
one is the huge potential market.
The first reason makes China accumulated huge foreign exchange reserve, total accumulation
up to now is about 3,300 billion USD. The salary is extremely low 15 years before. (See
chart), but it is increased every year more than 12% average (Developed country average
about 2%-3%). Based on the studying now for the international company, company cost for
normal operator reach $5.5-$6.5/hours which is very close to Mexico or Czech Republic. On
another hand, the cost in South Asia and India are still as low as 10 years before China. The
cost optimization pressure will be increased every day since those international manufacturing
company will relocate for sure with the cost driven. Such as Nike or Adidas already move
their sub-supplier to Vietnam or Indonesia, Foxconn② recently announced they will build a
new factory in India with 1 Million operators, their largest site now is still the site they build
in 1988 with more than half million operators at peak time, even today still about 250,000
operators worked here. The trend is very clear those labor intensive industry was firstly
impacted, other industry will see the same impact step by step.

WeChat is a Chinese social media (instant messaging, commerce and payment services) application developed by Tencent.
It was first released in 2011 and by 2017 it was one of the largest standalone messaging apps by monthly active users,with
over 938 million active users. However, as of 2017, WeChat has not been successful in penetrating international markets
outside of China
②
Hon Hai Precision Industry Co., Ltd., trading as Foxconn Technology Group, is a Taiwanese multinational electronics
contract manufacturing company headquartered in New Taipei City, Taiwan. Foxconn is the world's largest contract
electronics manufacturer,[3] and the third-largest information technology company by revenue.
①
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Source: http://www.stats.gov.cn/tjsj/zxfb/201505/t20150527_1110630.html
National Bureau of Statistical (China)
Figure 1.13: Salary trend in China (2000-2015)
Second reason is the huge potential local market, which is the key area for those international
companies wanted to develop. If we take Shanghai real estate market as one example, the
living condition improve from 5M2/person in 1978, to 18.1M2/person in 2015, at the same
time the population in Shanghai increase from 11M in 1978 to 24M in 2015. By the way, the
average cost/M2 increased from about RMB10, 000 in 2006 to RMB32, 000 in 2015. The real
estate market was considered as the No.1 internal market, but now the bubble is getting
obvious and dangerous. Another example is the automotive market, this market surged up
from 2009, and today China is the largest automotive market in the world with more than 130
Million cars sold out in last 6 years. But this market will be more stable than past years with
the impact from road limitation and traffic issue in the downtown area. More or less, China is
facing the same problem like those western countries in 1970s with overcapacity and high
cost. It seems China has to move on with the same method like those western countries:
optimize the cost and develop the international market. “The belt and Road” is hot word in
China, which means China wants to setup the new development engine through the Silk Road
Economic Belt and the 21st-Century Maritime Silk Road (the Belt and Road). But this will
take years to see the progress and result, it seems more urgent to “reengineering” and “flatting”
the organization firstly for cost optimization, and more international practices. It is same
important for Chinese companies as well the government.
Average space occupied by Shanghai citizen
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Source http://auto.qq.com/a/20150911/051846_1.htm
National Bureau of Statistical (China)
Figure 1.15 Car Ownership per Thousand in China (1995-2014)
In China it is reported the civil servant reached 7.2 Million in 2014, there is another number
showed at least 64 million people are working in different level of government who are paid
by country. There will be lot of rooms for Chinese government to improve the efficiency
through the organization flatting.
This studying will be very important for those foreign companies in China. It is a little
different story since normally global company are pushing very hard to use same kind of
structure and organization world level. For example three companies the writer worked in last
10 years also using flat organization now. Autoliv① changed their organization to matrix
style from 2007, regional operation changed to business unit operation. Valeo② modified
their organization from 2010, 13 product lines integrated to 4 business units. TRW ③
already finished their flatting before 2005. The problem is all of those companies are facing
very high turnover pressure, and career development reason comes to No.1 in past few years.
This studying will be also good for those WOFE (Whole owned foreign enterprise) for their
organization strategy for China. A good lesson learns from one French firm during their
integration process with a Japanese company NILES, which they acquired in 2013. With only
3,000 employees but tons of president and vice president, department manager called General
Manager, almost everyone has a manager title. This is very difficult for French firm since a
plant manager needs to manager about 1,000 people typically. At last most of the local senior
Autoliv is a Swedish–American company with headquarters in Stockholm, Sweden and Auburn Hills, Michigan that in
1997 sprung from the merger of the Swedish company Autoliv AB and Morton Automotive Safety Products.
②
Valeo is a multinational automotive supplier based in France, providing a wide range of products to auto manufacturers
and after-markets. It is a member of the CAC 40 share index.
③
TRW Automotive, headquartered in Livonia, Michiganwas an American global supplier of automotive systems, modules
and components to automotive original equipment manufacturers (OEMs) and related aftermarkets. In 2015 TRW
Automotive was acquired by ZF Friedrichshafen and subsequently has been renamed ZF TRW Automotive Holdings Corp.
①
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management left since plant manager means nothing for them. Face saving is very important
for their social status and their family. At last the company has to give up the intention to
change their job title but very pity most of the good talent already left. This is exactly the
same case for China even Chinese has high power distance culture, but not as much as Japan
or Korea. Sometime we cannot just think what the company wants; the best output will only
come from adapting the organization strategy to the reality and environment.

1.4 Research questions
This studying is trying to understand how to better adapt the flat organization into Chinese
culture environment. This is based on the fact that the speed is still slower in China than those
developed countries. We will try to understand this phenomenon based on needs theory, which
will be classified into employees and employers.
Form the employee side, we will try to find the factors which will impact on employee’s
needs changing, especially the change on official standard mindset. We suppose the age will
be the important factor decided the level influenced by traditional Chinese cultures. With the
rapid economy growth in past 30 years, not only the gap between China west area and east
area getting obvious, also the gap between rural area and urban area is very huge. The kids
born in big city get huge privilege for education and personal property compare with their
rural area. The economy background absolutely will impact on personal needs. Additionally,
the house price and education cost are getting very significant in China. In big city like
Shanghai or Shenzhen, it is almost impossible to buy a small apartment without support from
the family. The employee lived in personal apartment without bank loans absolutely has
different needs compare with those employees who rented an apartment or lived in dormitory,
or those employees who has personal apartment but under the huge pressure of mortgages.
Recently there is one interesting article get lot of discussions published on August 3 rd, 2013
(fang.com) ① . This article reported that Chinese housing price is basically driven by
mother-in-laws, namely the family stress after one’s marriage may lead to more job deviant
behaviors. In fact, the family stress after one’s marriage, especially with children, will be
certainly tremendous.
With all those factors which will add the pressure on each individual, employee’s current
position and income status will be very important to release all those pressures. Generally
foreign-funded enterprise has very transparent compensation system, according to the 2016
survey report by www.hr.com.cn, the income is closely linked with the position. Normally the
executive level staff (ex. President, Regional Operation Director, General Manager etc) is up
to RMB 2-3 million a year, while it is RMB 0.5-1 million a year for middle-level managers
(Ex. Plant manager, Finance directors, operation manager etc) in foreign-funded enterprises②.
The salary is also variance between different industries. According to the salary report dated
December 14th of 2016 published by Automobile Tianya, the average salary in automobile
http://news.wf.fang.com/2013-08-09/10727041.htm
http://www.hr.com.cn/p/1423415748

①
②
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industry is much higher than the average level, different industries may result in a sharp
difference of salary for the same position, for instance, the salary in the banking industry was
very good in 2013, and the artificial intelligence is prevailing now. It is very obvious the civil
servants in Chinese government are very low paid, for instance, the salary for civil servants in
small and medium-sized cities is generally less than RMB 7,000 monthly, while it is only
approximately RMB 8,000 per month for leaders (department leader); this is only comparable
to the salary level of small technicians in foreign-funded enterprise.
With all those analyzing, we will try to answer follow 5 questions in this paper:
1. What is the main problem slow down the organization flatting in China?
2. Are Chinese people still deeply impacted by traditional Chinese culture today? (Especially
the official standard mindset.)
3. How many direct reporters will be the right number for normal Chinese leaders?
4. Is Chinese young generation (80s, 90s) less sensitive to power and authority? Are they
more flexible to accept flat organization?
5. Is there any link between new technology acceptance (ex WeChat) and organization
change?

1.5 Research routine
This studying will start from the literature review to understand the concept for flat
organization, career plateau, Chinese culture and employee turnover intention. With modify
existing research model and questions, the study will continue with small scale interview and
questionnaires. From the feedback and analyzing, the interview questions and questionnaires
have been improved for large scale survey.
This survey has been planned to collect 450 questionnaires for statistical analyzing, but finally
only 300 questionnaires has been collected, even it is good enough for the data analyzing but
contained some major concerns. Mainly those 300 questionnaires are coming from foreign
companies from Suzhou area, also the age variance is not wide enough. In additional to this
quantitative result, this studying added 5 different cases with more than 20 deep interviews.
Those 5 different organizations covered very diversity organization structure and ownership
background, included very hierarchy system like Chinese government, very dynamic
changing system like Haier, very flat & young organization like Xiaomi, very standard flat
organization like TRW, and DSM Jiangshan who is now very struggling on organization
flatting.
With combine both the quantitative studying and qualitative method, this studying will come
out with very solid evidence on the 5 research questions above.
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Chapter II Literature Review
This literature review is going to provide a background framework for this thesis and lay a
theoretical foundation for the empirical study. The literature review includes the following
aspects: 1) Flat organization theory 2) Chinese people's values 3) Career plateau and
employee satisfaction 4) Motivation Theory

2.1 Flat organizational
Flat organization is opposite to the traditional hierarchical structure of management. The
origin of theory can be traced back to Ronald H. Coase’s book: The nature of the firm. He
found that as companies have been expanding rapidly in this ever-changing environment, the
decision-making chain of the original pyramid is too long. It takes company longer time to
respond to the challenges of the market, which has spurred companies to change the existing
organization structure to widen the span rather than increasing the hierarchies in the
organization. With the increasing span and decreasing hierarchies, the pyramid-shaped
organizational form is compressed into flat form of organization.
Traditional pyramid organizational structure proposed by Adam Smith in 1776 includes the
specialization of labor, which has been the classic mode of traditional organizational structure.
The main characteristic of pyramid organizational structure is hierarchical structure, which
means top management, middle manager, and lower-level managers and employees together
form a pyramid-like structure in an enterprise. The features of this structure are hierarchical,
clear division of labor, simple flow of information, easy to monitor, etc., which is very
suitable for stable organization with less demanding of response speed. The pyramid
organizational structure is also known as mechanistic organization structure. In fact, this
organization structure already has quite a long history, which has been widely adopted in
government and military governance. In the late of 19th century, Marx Weber refined it and
formed the series theory of bureaucracy. Generally it is a top down decision-making
mechanism, which means decision is made by top management and executed by subordinates,
and which emphases on the bureaucratic hierarchy and obedience between supervisor and
subordinates.
For the differences between flat organizational structure and pyramid organizational structure,
Zhu Song from the perspective of management costs and investment decisions analyzed flat
decentralization structure is better than centralized structure in terms of financial distribution
and financial outcome. And a preliminary study of Chinese companies, which listed from
2001-2006, also shows that flat structure can assist in the use of capital and investment
decisions.
Chandler (1962) pointed out that strategy chosen should be matched with organization
structure. William and Teriest (2009) proposed that under the complicating environment,
some companies should rethink its operation structure and organization format. Becker 1973,
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Lucas (1978), Hopenhayn (1993) have discussed that the knowledge-based economy
facilitates the popularity of flat structure. In other words, the formation of flat structure rises
with the emergence of the knowledge economy. Take Alibaba for example, in 2012, statistics
shows that the average age of 25,000 employees is only 27 years old. And for Baidu ①, the
average age is 26 years old; and Huawei is 28 years old. However, in state owned enterprises
(SOE) and government agencies, due to the strict control of personnel, the average age for 36
million employees in SOE is even higher than national average: 44 years old. The education
level and staff’s willingness to accept new things affect the development of flat structure. The
basic of flat organization is knowledge team. As the well-known management expert Peter
Drucker said: modern enterprise is composed with knowledgeable experts. So companies
should be organized by people with equal right.
Regarding the role of knowledgeable staff in flat organization, Peter Drucker (1988) had
raised a vivid example: hundreds of musicians can play together with their command, because
they use the same musical score. This score is a process. And each musician knows what to do
with the same score. That is to say, if in a company, norms and regulations are sufficiently
clear, with adequate training, the flat structure can be achieved. And of course, the degree of
flat organization has something to do with the capability of top management and employees.
How to integrate knowledge in an organization and to form an effective knowledge team?
Under the shared vision and in a learning organization (Peter Senge 1990), the power of
knowledge could be released continuously and create value in an open, independent and
flexible situation.
Jan Eeckhout (2008) studied the relations between quality of staff and the span of
management. He compared Wal-Mart with other competitors. For Wal-Mart, the precondition
of deploying flat structure is to recruit high quality manager but relative low skill frontline
employees. And Jan also emphasized on how technology promotes the rollout of flat structure.
Compared with 50 years ago, there has been a fundamental change in retail management.
Technology simplifies and standardizes the work of staff.
In the late 1980s, knowledge economy facilitates massive flat structure and business process
restructure. In addition to that, Internet and e-mail changed people’s communication and
management methods dramatically. From this perspective, the popularity of Chinese mobile
Internet, user stickiness, social network software improves communication and enhances the
effectiveness of flat structure. George P (1993) studied the individual factor on the increasing
span of management. When an individual is more tended to be character Y rather than
character X, employees are more proactive, with high self-discipline and agility. And in the
future, the span of management is likely to reach 50-70 people.
In the span of management research, John MASLYN (1998) mainly analyzed from the
perspective of leadership and effective communication (Leader Member Exchange). The
research indicates that an effective communication between supervisor and subordinate can
Baidu, , incorporated on January 18, 2000, is a Chinese web services company headquartered at the Baidu Campus in
Beijing's Haidian District. It is one of the largest Internet companies in the world.
①
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greatly enhance the effective operation. With the increasing span of management, the
effectiveness will decline. John further pointed out that management communication is not
only related to work itself, but also affected by social factors. Liden and Maslyn (1998)
defined it from material and non-material aspects.

Features comparison between Flat organizations vs. Traditional pyramid organization:

Features comparison
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Figure 2.1 Comparisons between Flat OC and Hierarchy OC

In modern companies’ management practice, especially in large corporation, two structures
co-exist. And the flat structure is very common in developed countries. But in oriental world,
companies have not changed significantly for the past 50 years. Take General Electric for
example; there were 24 management levels before transformation. There are 29 wage levels,
130 vice presidents, more than 500 senior managers. 25,000 staff is titled with manager
position. The total number of staff is 404,000. After reform management-level was reduced to
6, even 4-5 layers. Senior management staffs have been reduced from 2100 to less than 1000.
The total number of employees has been reduced by more than 20 million in 15 years.
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However, sales have doubled and profit has tripled.

GE Top Mgt OC in 2012

Figure 2.2 GE organizations Change Logic

The successful story of GE inspired other American big and medium-sized enterprises. But
the implementation of reform is different. How GE has done the reform may not fully
revealed and reported. It is incredible for GE to accommodate 200,000 people through 5
layers. A lot of hierarchies hid in the internal organization. The researcher, John worked in
TRW Group, which is a typical American company. It employs around 73,000 staff worldwide.
TRW is divided into five grades (Grade 1 to Grade 5), grade 1 is further categorized down to
five layers (grade 1 = level 1 to level 5). Grade 1 is for non-management staff while grade 2 to
grade 5 are for senior managers (i.e. plant manager level and above).
In term of salary, grade 1 is further divided into 16 levels. Additionally, senior managers’
package is more complicating. Even the operational job is not counted; there will be at least
10 layers or more. It is actually considerably flat. For example, over 30 managers are going to
report to the president of Asia Pacific region. And under a plant manager, there are 10
subordinates. So we cannot claim an organization is flat merely by their number of hierarchies.
The scale of the company and span of management should also be taken into consideration.
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2.1.1 Span of management
Span of management refers to number of subordinates under a supervisor. According to
George.P’s (1993) research, the ideal number is 5-6 people. It assumes that their attention
span is limited by manager’s time and energy. This is more obvious in the case of Chinese
central government; the number of Standing Committees is limited at seven. In Hu Jintao ①’s
time, the number of standing Committee was 9, but soon changed back to 7. American
Management Association has done another study o for the span of management. The studies
have shown that for large American companies (> 5000 employees), each general manager
has 8-9 subordinates, but can reach as many as 24 direct reports. For medium-sized
companies (500 to 5000), with a median value of about 7 subordinates, the span could range
from 3-17. George also mentioned that the span of management of middle manager is
narrower than that of top manager. He also pointed that for US president more than 100
people are required to report to him directly. But actually he does not know the job duty for
each of them in the White House. The span of management seems too large.
A.V Guaicumas explained daily interaction frequency between supervisor and subordinates in
various span of management by mathematical analysis, which is the sum of supervisor’s
guidance and subordinates request. According to preliminary observation, when there are 5
subordinates, the number of potential interaction is 44-100 times a day; If the number
increases to 8, the potential interaction increases to 490 times to 1080 times. Although this
study needs more data support, the principle is indeed very consistent with the actual work
process. While the number of subordinate increases, in order to achieve effective management,
higher requirements are set for both subordinates and supervisors. Otherwise the increased
span of management is likely to reduce the effectiveness.
For the thesis researcher, the organization structure is relatively flat. 20 subordinates are
reporting simultaneously. Daily average communication time will be very limited for each of
them. Individual communication will be transformed into a mass communication in a format
of meeting. Honestly the communication is not enough. So for managers under flat
organization, it raises higher requirement on both physically and mentally. This has indeed
improved efficiency, but on the other hand it makes everyone work in high speed operation.
Legendary CEO (Chief Executive Officer) Jack Welch ② had a famous saying: let each
manager have as many as subordinates that they can manage, if it is easy task for them, it
means one have to reduce the number of subordinates. Therefore, the flat organization has
stressed on authorization and empowerment, but also emphasized on close monitoring.
Supervisor’s dependence on subordinate becomes stronger. So poor leadership and
incompetence will immediately affect the overall efficiency.
There are two interesting communication during the learning process, one is with Professor
Hu Jintao , born 21 December 1942, is a Chinese politician who was the paramount leader of China from 2002 to
2012.[note 1] He held the offices of General Secretary of the Communist Party from 2002 to 2012, President of the People's
Republic from 2003 to 2013 and Chairman of the Central Military Commission from 2004 to 2012.
②
John Francis "Jack" Welch, Jr. (born November 19, 1935) is an American retired business executive, author, and chemical
engineer. He was chairman and CEO of General Electric between 1981 and 2001. During his tenure at GE, the company's
value rose 4,000%.
①
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Pierre Romelear in 2014, he thought that organization should balance efficiency and
organization form, as a whole the degree of flatness is adequate. The main problem in his
mind was the management is so busy to handle all the issues they have, and no time to think
anymore. Another one is during the Baltimore EDBA (Doctor of Business Administration.)
Conference in 2015 with Mr. Joseph C. Jensen discussed about how difficult to find a leader
in his hospital, just because everyone are so equal and lack of the opportunity to practices
their leadership and management skill. It is true the management skill will only come from the
management practices, very difficult to get the full knowledge only through theoretical
studying.

2.1.2 Hierarchy System
Management Hierarchy within the organization can be understood as the vertical division of
management system, and can also be understood as vertical split of duty. This structure
focuses on top down decision-making and authorization. With the use of resources and a clear
split of duty, each level should bear their own function and responsibility. Management expert
Peter Drucker pointed out that the most common adverse conditions emerge from too many
layers in an organization.
And because of the communication funneling effect, too many layers will lead to information
distortion, low efficiency and poor two-way communication. Under for some subordinates,
they just report good news rather than bad news. Therefore, how to reduce the layers of
management and form a short chain of management, make right decision, accelerate response
time in the rapidly changing market are the duties of a flat organization. As IBM Chairman
Louis Gerstner believes after the transformation of flat organizations, company to-market’s
agility and adaptability are greatly increased.
Currently in China, many companies are claiming that they are implementing flat
organizational strategy. Take Xiaomi for example, it is said that there are just three levels in
Xiaomi: the founder, department heads and engineers. But in reality, it may not be true. For
example, the CEO Lei Jun felt he should get more engagement in R & D. Xiaomi had only
1,500 employees in 2012, but the figure reached nearly a million in 2015. With the rapid
increasing employees, the original structure cannot solve current management issue. The
organization structure should be aligned with the real needs of the company. Another
well-known Chinese enterprise Alibaba also claims that they are using flat structure.
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XiaoMi’s three level OC chart (Partners/Leaders/Engineers)
Figure 2.3 Flat organizations in Chinese High-tech Company

What draws people’s attention is Chinese government is also doing flat structure
transformation. Mr. Xi Jinping as the president, also serves as the head of several groups such
as National Leading Group of deepening reform, Foreign Affairs Leading Group Leader,
national security group leader, head of the central leading group for Taiwan Affairs,
centralized network security and information technology team leader, CMC deepen reform
team leader, head of the central Financial work leading group etc. And these structures are
similar with the project or matrix style in flat organization. This reform was rare in the past,
because in the past this could only be achieved by adding departments and layers. And
another interesting question for president Xi Jinping: Where has the time gone? For example,
in 2013, president Xi made five times outbound visiting, left Beijing 12 times, totaling 39
days; And at the same time, he organized 50 conferences, 10 group learning. This is very
intensive work compare with the past leaders. We can see that flat structure did improve
efficiency. The working group did not need to report repetitively. The group members can
make decision on themselves. Their working load and intensity increase as well.
Central government’s action will affect local government and enterprises. For example,
Chinese military also restructured the military force (from 8 major military bases adjusted to 5
bases, and strengthening the role of rocket team). It is a typical action of cutting down the
vertical chain of management (from 8 to 5). And on the other hand increase the horizontal
functions to implement matrix structure, to ultimately achieve cutting troops by about 15%
(cut from 2.3 million to 2 million). And at the same time, the army’s competence is enhanced.
(See CMC① views on deepening the reform of national defense and the army, January 1,
2016). Reform will affect the interests of some people. But it is believed that central
government's action will bring impact on local government and enterprises. We believe that
the flat transformation of Chinese state-owned enterprises will also make significant progress.
CMC：Central Military Commission

①
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2.2 The Classification of Values
The study of values, to a large extent, starts from the study of life values and then to the
understanding of professional values, which is vital for organizations to select candidates and
grow personnel.

2.2.1 Life Values
The value of life is a unique kind of values. It is the principle guiding how to think and solve
problems in life. There is always a standard regarding what life goal to choose, which life
path to take, how to deal with ups and downs and what to agree with or against to as well as
what to recognize or reject. In A Treatise of Human Nature, David Hume① summarized human
nature to three aspects: understanding, passion and interdependence among people (morals).
He thinks that causality is a vital part in philosophy and it is our memory that being the origin
of human traits. Passion is common for all beings that have feelings and it is an embodiment
of instinct.

2.2.2 Professional Values
Professional values are shown by life goals and life attitudes when someone is choosing
his/her career, which means the recognition and attitudes about career and the pursuit and
aspiration of the career goal. Values assessment is helpful for career decision-making and job
satisfaction. Professional values define people’s career expectation, influence people’s choice
of career path and goal and decide people’s attitude and performance in their work. Therefore,
the values show how well people’s career will develop. The specific manifestation is which
job is better, what kind of position is more suitable and what the exact aim of doing a certain
job is. (The Power of Many: Values for Success in Business and in Life by Meg Whitman &
Joan O'C Hamilton; translated by Wu Zhenyang et al. Published by China Machine Press
2010)

2.2.3 Features of Values
Specifically, values are relatively sustained and permanent. In certain period, location and
condition, people’s values are always relatively stable and lasting. For example, the view and
judgment towards someone and something would not change if the environment does not
change. However, values are also historical and alternative, which means values formed in
different ages and social environment are also various. A person’s values gradually take shape
under the influence of family and society since his birth. The mode of production of the
David Hume (1711-1776) was a Scottish philosopher, historian, economist, and essayist, who was the best known today
for his highly influential system of philosophical empiricism, skepticism, and naturalism.
①
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society and the economic status the man has are decisive factors for the forming of his values.
Of course, the views of newspapers, TV programs and radio broadcast as well as the views
and behavior of parents, teachers, friends and celebrities are also important factors defining
one’s values. Meanwhile, values are highly subjective. That is to say the standards judging
what is right or wrong are made by a person himself. All of such standards can be regarded as
values.

2.2.4 Study of Values in the Western Society
Study of values in the western countries has already been a very mature subject and has
formed very classic scales. Meanwhile, frontier researches are cropping up. The well-known
studies include the study by Gordon Allport①, the lifestyle questionnaire by M.Morris and
Rokeach Values Survey②. Allport-Vernon-Lindzey Study of Values (1931, 1951, 1960) is to
evaluate the relative power of 6 basic values, which are designed based on the 6 ideal values
types by German philosopher E.Spranger③. The six major value types include: theoretical
(discovery of truth), political (power), economic (what is most useful), aesthetic (form, beauty,
and harmony), social (seeking love of people) and religious (unity). Spranger thinks that
people’s lifestyle develops toward the 6 values. The 6 exact values do not mean individuals
have one of the typical values. Instead, the classification is only for better understanding. In
fact, people’s 6 values may come in much or less and different people have different dominant
values.

2.2.5 Application of Values in Organization Management
As previous discussed, the function of values study is through the study of life values to
professional values, which is from the perspectives of organizational behavior to consider
how values influence employee’s behavior. (http://www.mbalib.com/) From historical view, in
different stages of society, various modes of values are used to govern the society. For
example, the values of the ruling class in slave society and capitalist society are different. In
industrial society, profit maximizing management took shape. Entrust management and life
quality management also came into being.

2.2.5.1 Profit Maximizing Management
Such management method was widely applied in developed countries like the U.S. in the
Gordon Allport (1897-1967), Psychologist, His early work focused upon the study of values, including a popular measure to
translate Eduard Spranger's personality types (from his Types of Man [Halle 1928]) into a standardized questionnaire, the
Study of Values. Of Spranger's six types operation in this scale, one is the religious type (R scale). This led to early empirical
work on the correlates of the religiously oriented person. Frequently, Allport's value laden views of mature religiosity failed
to be supported in empirical studies of correlates of the R scale.
②
The Rokeach Value Survey (RVS) is a values classification instrument. Developed by social psychologist Milton Rokeach,
the instrument is designed for rank-order scaling of 36 values, including 18 terminal 18 instrumental values.
③
Eduard Spranger (1882-1963) was a German philosopher and psychologist. Spranger's contribution to personality theory,
in his book Types of Men.
①
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early 19th and 20th century. Many companies in the U.S. and other countries are still believe in
and using such management. In such mode, the overall target of the company is to gain as
much profit as possible so as to survive and seek progress in market competition. All
management decisions and organizational behavior should be in line with the goal of getting
the largest profit and such goal should be the only standard to appraise how well the company
is operating and managing. The compatible values with such management are egoism,
survival of the fittest, personal striving and competition etc. Employees are only the tools for
company to profit. The leadership is rough and arbitrary. Employee welfare is a way for the
organization to maximize profit.

2.2.5.2 Entrust Management
Began in the 1920s, entrust management came into being against the background of
company’s expansion, complex organization structure and huge investment. The mode not
only focuses on maximizing investor’s profit but also aims to make every participator happy.
Employees are treated both as means and beneficiaries instead of resources in labor market
for companies to hire or fire. The mode sees that employee’s rights must be recognized and
labor unions or other forms of groups can be established to care for employee’s rights and
interests. However, the mode also has a strong demand for profit. Therefore, such
management is a balance between seeking profit and protecting social morality.
2.2.5.3 Life Quality Management
This management method started in the 1970s. It recognizes that company needs profit but
only profits in a reasonable manner. It tends to believe that when seeking profit, the interests
of the owner of the company and social benefits such as preventing pollution should also be
taken into consideration. Profit is more like means instead of targets. The full development of
people within and out of the organization is more important than money, material wealth and
technology. The quality of life is the aim of organization. Such management has its values
including sharing, win-win cooperation, open and understanding. Competition among
companies is not life or death anymore but co-existence and win-win. The management
emphasizes on people, recognizes and respects employee’s uniqueness and pays attention to
fully develop worker’s knowledge and ability. The mode that lets employee participate in
management and the leadership is more democratic and power more decentralized. In such
mode, employers and employees communicate and trust each other.

2.3 Chinese People's Values
In China there is another famous story which is in parallel with the sentence in Historical
Record already described at beginning, which was the question from empire Qian Long① to
The Qianlong Emperor (1711-1799) was the sixth emperor of the Manchu-led Qing dynasty, and the fourth Qing emperor
to rule over China proper.
①
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Fa Pan, the abbot of Jingshan temple①, about how many boat every day go through the
Yangtze river. This is very difficult question since there are thousands of boat goes through
every day and very difficult to count. The empire was very happy with the answer from the
abbot: only two boats, one is for “ming②” (fame), and another is for “li③” (gain). It is clear the
core value of the study is how the culture has influenced the Chinese values. Since values are
the essence of spiritual culture. (Xu Guiquan, 2007). Values dominate people’s thinking,
judgment and choice. (Kluckhohn, 1951) also believes that values are one kind of explicit or
implicit views about what is "worth". It is the feature of an individual or a group, which may
affect people’s choices over behaviors, means and results. The study of Rokeach (1951) and
Schwartz (1998) shows that values are general consciousness. It is motive and judgmental,
ethic and inhibited, serving as the guidance of behaviors and attitudes and the phenomenon of
individuals and societies. From these definitions we can see that values are important factor
affecting a man’s behavior. Therefore, the study of values will be beneficial for the evaluation
and judgment of the motives of individuals since from the perspective of Motivation Theory,
people will do the things that they think worth doing while pay less attention, neglect or
passively do things they think worthless.
Traditional Chinese culture is a national culture formed by a deep collection of Chinese
civilization which reflects the peculiarity nation, as well as the overall characterization of
ideas, concepts and forms of the nation along its history. With a long history, vast territory,
China has thus developed into a society with profound traditional Chinese culture. Among
research and studies on traditional Chinese culture, we often encounter the view of “the
traditional is the obsolete", which holds the standpoint that these old-fashioned things are not
applicable to the times. In the past 150 years, the traditional Chinese culture does have been
questioned unprecedentedly, like during the "May 4th Movement ④" in 1919, "the Great
Cultural Revolution" from 1966 to 1976 and the recent "Reforms and Opening-up" since 1978.
During these periods, the dominant position of the traditional Chinese culture has indeed been
negatively influenced by the penetration of Western culture in China on a large scale.
However, the long-standing and well-established Chinese nation and its extensive and
profound traditional culture will still be an important source of national cohesion and the
essence for global Chinese to be pride of. Moreover, culture itself is a dynamic concept, a
process that developed with the progress of history, thus Chinese culture not only contains
traditional elements, but also goes forward with historical development and progress, and
further covers dramatic evolution happened in Chinese modern culture. Therefore, only by

Jinshan Temple or Jin Shan Si in Chinese (Chinese: 金山寺) of Zhenjiang is located in Jinshan park, Jiangsu province. With a
history of more than 1600 years, Jinshan Temple was built in the Jinshan Mountain during the Eastern Jin Dynasty (317 AD 420 AD).
②
Ming: a person's status
③
Li: interest; benefit; profit
④
The May Fourth Movement was an anti-imperialist, cultural, and political movement growing out of student participants in
Beijing on May 4, 1919, protesting against the Chinese government's weak response to the Treaty of Versailles, especially
allowing Japan to receive territories in Shandong which had been surrendered by Germany after the Siege of Tsingtao.
These demonstrations sparked national protests and marked the upsurge of Chinese nationalism, a shift towards political
mobilization and away from cultural activities, and a move towards a populist base rather than intellectual elites. Many
political and social leaders of the next decades emerged at this time.
①
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starting from studying on the origin of Chinese culture from the perspective of Chinese
history, and taking full consideration of modern Chinese history's influence over its culture,
and new signs of development under the current upheaval times and globalization, can we
have a better understanding over moral views and values of Chinese people at current age,
and bring more practical value for academic research.

2.3.1 Values Held by Ancient Chinese People
Over the 5,000 years development of Chinese history, in the 4600 years with official records
from the Three Emperors① (namely, Sui Emperor, Fuxi, Shennong) and the Five Sovereigns
(namely, Huangdi, Zhuanxu, Emperor Ku, Yao, Shun), Chinese society had been long adopted
abdication method to hand over the leading position to capable people with talents and virtues
from the primitive society. Yet the son of Emperor Yu ② initiated the hereditary system of
passing the throne to the son of the emperor rather than to the capable and talented ones. And
at the same time, Xia Dynasty③ also began to establish a slavery society in China which
lasted more than 1500 years. After going through the development of Xia and Shang
Dynasties④, Chinese society had then officially entered the flourishing of the Zhou dynasty⑤
for nearly 700 years, and once again entered a period of about 500 years of the spring and
autumn⑥ and the warring States period⑦. China entered into the stage of feudal society in
about 475 BC, which is during the Warring States Period, and it has been kept under this state
for more than 2,400 years until 1912, when the Republic of China was founded. Subsequently,
China started a semi-feudal and capitalist society and headed into the socialist society in
1949.
Records left to pass on to later generation on Chinese people’s values are very few due to the
singular means of recording and the baptism from time and wars. Therefore, records on the
The Three Sovereigns and Five Emperors were a group of mythological rulers or deities in ancient northern China who in
later history have been assigned dates in a period from circa 2852 BC to 2070 BC. Today they are considered culture heroes.
②
Yu the Great (c. 2200 – 2101 BC)[1] was a mythological ruler in ancient China famed for his introduction of flood control,
inaugurating dynastic rule in China by founding the Xia Dynasty, and for his upright moral character.
③
The Xia dynasty (c. 2070 – c. 1600 BC) is the first (likely mythical) dynasty in traditional Chinese history. It is described in
ancient historical chronicles such as the Bamboo Annals, the Classic of History and the Records of the Grand Historian.
According to tradition, the Xia dynasty was established by the legendary Yu the Great after Shun, the last of the Five
Emperors gave his throne to him. The Xia was later succeeded by the Shang dynasty (c. 1600– c. 1046 BC)
(https://en.wikipedia.org/wiki/Xia_dynasty）
④
The Shang dynasty or Yin dynasty, according to traditional historiography, ruled in the Yellow River valley in the second
millennium BC, succeeding the Xia dynasty and followed by the Zhou dynasty. The classic account of the Shang comes from
texts such as the Book of Documents, Bamboo Annals and Records of the Grand Historian.
（https://en.wikipedia.org/wiki/Shang_dynasty）
⑤
The Zhou dynasty was a Chinese dynasty that followed the Shang dynasty and preceded the Qin dynasty. The Zhou
dynasty lasted longer than any other dynasty in Chinese history. (https://en.wikipedia.org/wiki/Zhou_dynasty)
⑥
The Spring and Autumn period was a period in Chinese history from approximately 771 to 476 BC, which corresponds
roughly to the first half of the Eastern Zhou Period. The period's name derives from the Spring and Autumn Annals, a
chronicle of the state of Lu between 722 and 479 BC, which tradition associates with Confucius.
(https://en.wikipedia.org/wiki/Spring_and_Autumn_period)
⑦
The Warring States period was an era in ancient Chinese history following the Spring and Autumn period and concluding
with the Qin wars of conquest that saw the annexation of all other contender states, which ultimately led to the Qin state's
victory in 221 BC as the first unified Chinese empire known as the Qin dynasty.
(https://en.wikipedia.org/wiki/Warring_States_period)
①
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formation of Chinese people’s values are mainly passed on from mouth to mouth until Zhou
Dynasty, when people began to take systematic text sorting and collection. And this led to the
establishment of the then library. It is said that Lao Tze worked as a management staff in the
library. Despite the fact that information recorded then mainly represents the will of the ruling
classes, and sing the praises of rulers, it is of particular great significance to the study on the
Chinese history. During the late Zhou Dynasty and Warring States periods, these ancient
books and records had been basically destroyed after hundreds of years of wars. In order to
rescue these cultural heritage as soon as possible, a large number of scholars represented by
Confucius spent their entire life and energy to compile such works as The Analects of
Confucius, The Book of Songs, The Book of History, The Book of Rites, The Book of Changes,
and The Spring and Autumn Annals. By sorting ancient books and records, as well as
collecting and creating folk poems and songs, these works with text records have been widely
spread and have become the treasure of Chinese nation civilization as well as the historical
basis for the forming of Chinese people’s values.
Values of Ancient Chinese People: Conflicts on Values Orientation and Resolutions jointly
compiled by Huang Junjie and Wu Guangming mainly explores the key stage of the rapid
changes of China’s social and political structures and restructuring after the booming period
of Zhou Dynasty and chaos caused by wars during Spring and Autumn. Sima Qian once
depicted the social turmoil at that time as “there are 36 cases of regicide, 52 cases of nation
subjugation, innumerable cases of dukes and princes exiled and escaped from their own
country.” The flourishing of the Zhou Dynasty set up a governance structure based on the
“Rites of Zhou”①, while when it comes to the Spring and Autumn period and the Warring
States period, people entered an era of open strife and veiled struggle with everyone
intriguing against each other. In this sense, these five hundred years in the Chinese history
contain a strong sense of tragedy, which also brought nobility, because it is from sacrifices in
tragedies that we see the complete look of the meaning of life.
Confucius is a member of that era, who was full of aspiration throughout his lifetime. He had
his heart set on the restoration of the progenitor system and dreamed that the society can
move back to the harmonious era which is ruled by the rites of Zhou. He spent all his life with
his disciples traveling around China to lobby but failed, and finally had to return to his
homeland and died discontent. In this era, Chinese people face conflicts and dilemma on the
choice of value orientation, for instance, it is hard to obtain loyalty and filial piety at a time,
and loyalty and credibility seldom go hand in hand. And this enables people to choose bravely
The Rites of Zhou is a collection of the official system of the Zhou Dynasty and national institutions of various states of the
Warring States Period with the addition of Confucian political thoughts. The work, stating state-ruling policies through the
official system, is aimed at enriching the country and building up its military power, providing a blueprint for ruling a unified
country. In the Han Dynasty, The Rites of Zhou was known as Zhouguan (Offices of Zhou) and renamed Zhouli (The Rites of
Zhou) in the late Western Han Dynasty. The work was listed as one of the three ancient ritual texts among the classics of
Confucianism. It is China's earliest and most complete record of official systems as well as the most complete record of
ancient official systems in the world. The Rites of Zhou provides a guide to officials at various levels on performing their own
duties in the form of official systems. It covers a wide range of historical data, including religion, economic policies,
philosophy and moral ethics etc of ancient times. The work is an important cultural classic focusing on Confucian thoughts,
with views of the legalists and the theory of "yin and yang" and "the five elements" involved.
(http://www.cultural-china.com/chinaWH/html/en/37History868.html)
①
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and treat the path of virtue calmly, and also, people can choose to escape from hardships and
resume secular life.
Lao Tze was also one of the outstanding representatives at that time, who established another
culture with its core at “Taoism”, its theme as “Change”, symbolic as “Ying-Yang”① and
“Bacgua”②(see figure) and its carrier as “Water”. Lao Tze is 20 years older than Confucius. It
is said that they once met with each other and Confucius regarded Lao Tze as “Dragon the
Evil”. Yet Lao Tze stresses the concept of confirming to nature and reducing interference.
When he left, he wrote the classic Tao Te Ching③ with five thousand words and went
westward at Hangu Pass④. This story tells apart the two distinctive styles of Confucianism and
Taoism.

Source: https://en.wikipedia.org/wiki/Bagua
Figure 2.4 Daoism System of Change

Taoism was later under the disadvantageous position due to the suppression of the orthodox
Confucianism. In order to obtain self-development, Taoism even evolved to a religion that
pursues immortality through body building and self-cultivation. It also established a whole set
of fairy system in which there are Three Qing and Five Zuns like Emperor Jade and Lord Lao
Tze, such gods as the Universe, the Earth, the Sun, the Moon, and the Stars, and the
immortals like Taisui⑤. But it is undeniable that during the process of seeking immortality, the
development of such techniques represented by Chinese alchemy had greatly pushed forward
yin and yang describe how seemingly opposite or contrary forces may actually be complementary, interconnected, and
interdependent in the natural world, and how they may give rise to each other as they interrelate to one another.
②
The Bagua, or Pa Kua, are eight trigrams used in Taoist cosmology to represent the fundamental principles of reality, seen
as a range of eight interrelated concepts. Each consists of three lines, each line either "broken" or "unbroken," respectively
representing yin or yang. Due to their tripartite structure, they are often referred to as "trigrams" in English
③
The Tao Te Ching, Daodejing, Dao De Jing, or Daode jing, also simply referred to as the Laozi is a Chinese classic text. The
text's true authorship and date of composition or compilation are still debated. The oldest excavated portion dates back to
the late 4th century BC,but modern scholarship dates the bulk of the text as having been written, or at least compiled later
than the earliest portions of the Zhuangzi. The received Tao Te Ching is a short text of around 5,000 Chinese characters in 81
brief chapters or sections. (https://en.wikipedia.org/wiki/Tao_Te_Ching)
④
Hangu Pass or Hanguguan is a pass separating the upper Yellow River and Wei valleys—the cradle of Chinese civilization
and seat of its longtime capital Xi'an—from the fertile North China Plain. (https://en.wikipedia.org/wiki/Hangu_Pass)
⑤
Tai Sui is a Chinese term for the stars directly opposite Jupiter during its roughly 12-year orbital cycle. Personified as
deities, they are important features of Chinese astrology, Feng Shui, and Taoism.
①
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the development of Chinese science and technology. For instance, the technology of powder
making was discovered unexpectedly during alchemy. On this standpoint, Confucianism is
quite different from Taoism, because Confucius always taught their disciples to respect gods
but keep far away from them. And till now, Confucianism has not developed into a particular
religion. Yet we especially need to stress the differences and connections between Taoism and
Taoist religion in the research.
The period around 500 BC is actually a key stage for the development of history and
civilization. Because in the same era when Lao Tze and Confucius lived, Buddhism
represented by Dharma also came into being in India where is in the far west of China. And
Buddhism was then introduced to China later and obtained sound development. The reason is
that Buddhism stresses the importance of self-cultivation and makes people to believe in
karma, detachment, reincarnation and strive for achieving the fruit of Buddhist spirits.
Buddhism encourages people to do good things, avoid wrong doings, practice endurance and
follow the principle of ahimsa. Even so, the influence of Buddhism over Chinese culture
cannot parallel with that of Confucianism and Taoism. But in an article published on February
7, 2008 in China Daily, the number of religious believers in China triples, and it is estimated
that there are about 300 million religious believers in China according to a large-scale
investigation on religion conducted by researchers from Huadong Normal University in 2005.
Among these 300 million believers, more than half of them are Buddhist believers, and the
number of female religious believers is as three times as male believers (Zhang Ping). But
actually, there are more believers, because large numbers of CPC members are not allowed to
be religious. Moreover, a great majority of people keeps their religion beliefs in private
especially when it comes to Buddhism. As Buddhism believers are in large number in China
and most of them are in a private state, so it is worthwhile to have in-depth thinking over the
phenomenon that religious belief is endowed with high sense of mystery which has not been
improved till now from the founding of PRC (Peoples Republic of China) to the beginning of
reform and opening up.

2.3.2 The Values of Modern Chinese People
Traditional Chinese culture contains profound wisdom, yet the accumulation of more than
2,000 years has also exerted obvious negative influence over it, which results in the diminish
of ethnic vitality, and finally leads the whole nation to an awkward situation of secluding the
country from the outside world, and standing still and refusing progress. While Chinese
culture in the recent one hundred years are greatly influenced by Western culture since the
industrial revolution took place. From this perspective, the concept of anti-tradition during the
May 4th Movement is an unavoidable path for the development of Chinese culture.
Meanwhile, over the past 2,000 years, both Confucianism and Taoism have all readjusted and
promoted their thoughts and culture system in the attempt to perfect their own theoretical
systems.
Professor Tomohisa Ikeda from University of Tokyo pointed out in Concepts of Nature in the
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History of Chinese Ideologies that Confucianism is established on the basis of affection and
ambition, which is characterized by morality and political nature. While Taoism are founded
on the basis of nature, which asks people to decrease human disturbance and let all things on
earth to obtain impetus from the inside to live, set in motion and control by themselves.
Mr. Liang Shuming did an incisive argumentation in The Heart and Life on the topic of
Chinese people’s values. He contended that human heart can be analyzed from two aspects,
namely knowledge and action, or three aspects, namely, knowledge, emotion and will. And
the fluctuation of people’s emotions will lead to impulse behaviors and people will bring
perseverance. This highlights people’s quest for seeking the truth, the genuine emotion and
firm will.
Shen Qingsong summarized in his book Chinese Values (P239) with a long argument of
“Justices” to track the Chinese values. He also used Maslow’s needs theory to explain what
kind of the value will be worth to devote lifelong efforts. Confucian mentioned “君子喻于义，
小人喻于利“, means “The man of honor seeks righteousness, while the man of disgrace only
cares for profit”. Mencius mentioned the values for Confucian should only talk of
righteousness, should not talk profit. (何必曰利) Dong Zhongshu①, another great Confucian
scholar talked about Lay down one’s life for justices. Professor Shen thinks that the greatest
crisis before us is from nihilism, which is a state of mind that over-stresses the concept of life
is in the lack of contribution value and only pursues pleasure at the moment. On the contrary,
he regards “re-discovering reasons to contribute” to readjust and create values as the most
worthy topic to concern. He also pointed out that if human beings want to get out of the deep
valley of nihilism, they must on the one hand re-erect our own entity, and on the other hand
avoid being trapped in the same entity. Just as Nietzsche said that human nature over-stressed
will result in a closed humanism. While if we want to restore the fountain that created Chinese
people’s values, we should first return to explore Chinese history. Because only by having
found the fountain of the values, and getting command of the development process of these
values can we have a better judgment on the current situation and development of the values
In terms of tradition, both Taoism and Confucianism hold affirmative attitude toward
“hierarchy of value”. For Taoism, Lao Tze once said “when Tao is absent, restrain you
according to virtue, then benevolence, righteousness, etiquette”. Obviously, he listed five
levels of the hierarchy of value, namely, Tao, virtue, benevolence, righteousness, etiquette.
Lao Tze gives great emphasis on Tao functioning as the fountain with spontaneity and genesis.
While in Confucian thoughts, there is the thinking of “righteousness comes from benevolence,
benevolence give birth to etiquette” ② . In this sense, benevolence refers to the inner
communication among human beings, between human and nature, and even between human
Dong Zhongshu (179-104 BC) was a Han Dynasty Chinese scholar. He is traditionally associated with the promotion of
Confucianism as the official ideology of the Chinese imperial state.
②
Confucian ethics are described as humanistic. This ethical philosophy can be practiced by all the members of a society.
Confucian ethics is characterized by the promotion of virtues, encompassed by the Five Constants, or the wǔ cháng (五常),
extrapolated by Confucian scholars during the Han Dynasty.[31] The Five Constants are: Rén (仁, benevolence, humaneness);
Yì (義/义, righteousness or justice); Lǐ (禮/礼, proper rite); Zhì (智, knowledge); Xìn (信, integrity).
(https://en.wikipedia.org/wiki/Confucianism#Ethics)
①
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and the universe.

2.3.3 Values of Contemporary Chinese People
In the study of contemporary Chinese values, scholars generally agree that since the reform
and opening up policy was implemented in China, considerable changes has happened in
Chinese social values and showed different characteristics in various stages. In the first stage,
from the end of 1970s to the beginning of the 1980s, China changed from a time of political
struggle to an era of economic construction. In the second stage, China shifted from a planned
economy to a market economy in the early 1990s. During these two periods, social
environment where traditional cultural values were lied in changed, which is bound to lead
changes of social values system. The mainline of values changes in the first stage is casting
off collectivism ① and turning into individualism, which led to the conflict between
individuals and collective groups. For instance, changing from collective system to allocating
lands to households would certainly cause conflicts on how to balance collective interests and
individual interests. And the second stage is the solution, integration and self-construction of
the conflicts. With fast development of economy, a new collectivism takes shape in the
environment of socialism with Chinese characteristics. (Xu Guiquan, 2005) It is also pointed
out that the reform and opening up is just one dimension of change of values. That is to say,
values will not be fundamentally changed because of changes in one dimension. For example,
British people remain British, French people are still French after the industrial revolution,
and their cultures weren't fundamentally changed because of one event, but the cultures,
especially in the short term, can be affected.
Professor Wang Zhongwu (2001) analyzed the gap between contemporary Chinese values and
the ideal personality from the perspective of ideal personality. Followed Zi Zhu ②'s (1985)
study, he believes that the Chinese personality has three basic modes: the first one is
go-into-the-society type based on the Confucianism, Mohism③ and Legalism④; the second
mode is experiencing-the-world-freely type designed by Taoist believers; the third mode is
beyond-the-world type based on Buddhism. As for the go-into-the-society type, he thinks that
Confucianism belongs to ethical ideal personality, Mohism belongs to utilitarian ideal
personality, and Legalism belongs to capable ideal personality. Among these ideal
personalities, Confucianism type, namely ethical ideal personality plays the core and
dominant role. Being regulated as cardinal guides and constant virtues in the Han dynasty, its
Collectivism is the moral stance, political philosophy, ideology, or social outlook that emphasizes the group and its
interests. Collectivism is the opposite of individualism. Collectivists focus on communal, societal, or national interests in
various types of political, economic, and educational systems.
②
http://baike.baidu.com/link?url=fkeYITAvvpmmyabLMitVovIgWe1VFOU2HyeP0onkg_RtzYQl4vBtO6dogPaXUKez8nn0n2OO
dbjjwgaXE5VjwfUIHIwt713Yu-63zl5KVob3zwrE10XrdgLioaNRtnny
③
Mohism or Moism, was an ancient Chinese philosophy of logic, rational thought and science developed by the academic
scholars who studied under the ancient Chinese philosopher Mozi (c. 470 BC–c. 391 BC)..
④
Fǎ-Jiā (法家) or Legalism is one of the six classical schools of thought in Chinese philosophy that developed during the
Warring States period. Grouping thinkers with an overriding concern for political reform, the Fa-Jia were crucial in laying the
"intellectual and ideological foundations of the traditional Chinese bureaucratic empire",[4] remaining highly influential in
administration, policy and legal practice in China today.
①
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core is to emphasize the "inner cultivation and exterior action", which means self-cultivation
first, and then comes the running of a family, a country, and the world. Ethical ideal
personality designed and cultivated the spirit of patriotism, idealism and humanitarianism of
the Chinese nation, and emphasized "philanthropy", "running the country", "moderation" and
"dedication". But people with this ideal personality put moral disciplines first and heavily
weighted toward collectivism. They do not encourage personality development, independence
of personality and personality freedom, which is bound to cause ambiguity of personality and
decrease of independence. Eventually, this ideal personality is out from the requirement of
actual national quality and is hard to be popularized.
Although personality restrictions of Confucianism had played a significant role in maintaining
long term and stable social order for more than 2,000 years, a very few number of sages and
men of virtue were cultivated. All we can see were those hypocrites who talk virtue and
morality while thinking about dirty things. (Shen Qingsong, P195) The monarchical power
and patriarchal power caused an entrenched authoritarian attitude, which has been an
unconscious state. Even though the royal court has been demolished by external revolution,
ethnic habits remain unchanged, in particular the network of social relations. This can also be
considered to be dross of the Chinese culture. Confucius' comments on father stealing sheep
in the Chapter 18 of Tsze-Lû of the Analects well explained the harm of the “five cardinal
relationships”① towards social progress and justice. The original text is as follows: 叶公语孔
子曰：“吾党有直躬者，其父攘羊，而子证之。” 孔子曰：“吾党之直者异于是：父为子
隐，子为父隐。直在其中矣。” It means the Duke of Sheh informed Confucius, saying, 'among
us here there are those who may be styled upright in their conduct. If their father has stolen a
sheep, they will bear witness to the fact.' Confucius said, 'among us, in our part of the
country, those who are upright are different from this. The father conceals the misconduct of
the son, and the son conceals the misconduct of the father. Uprightness is to be found in this.'
These social principles have seriously misleading Chinese people's values, the officials cover
for each other, and parents and children cover for each other, which has severely affected the
legalization and justification process in the Chinese society, so it can also be regarded as dross
in traditional Chinese culture. There are still many examples of this kind of blind devotion to
one's lord and parents, such as stories like cutting flesh to serve the emperor (story of Lord
Wengong and Jie Zitui in the Jin Dynasty), Prince Shensheng committing suicide to show
loyalty. Things like this are still happening today, which is incompatible with the current
contract society and credible society.
On one hand this kind of social structure make lot of goodness for Chinese society the center
power of this Guanxi② needs to be responsible for all the discipline in this group. In China
there is the policy before called “Destroy Jiuzu”③, which means if one person gets very
Five Cardinal Relationships (五倫),[1] three of which are related to the family: ruler and subject (君臣 jūnchén), father and
son (父子 fùzǐ), elder and younger brother (兄弟 xiōngdì), husband and wife (夫婦 fūfù), between friends (朋友 péngyǒ
u) (https://en.wikipedia.org/wiki/Chinese_kinship#Kinship_and_Chinese_societies)
②
Guanxi (Chinese: 关系) or Guanshi describes the basic dynamic in personalized networks of influence (which can be best
described as the relationships individuals cultivate with other individuals) and is a central idea in Chinese society.
③
The nine familial exterminations or nine kinship exterminations (simplified Chinese: 株连九族; traditional Chinese: 株連
①
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serious issue, more than one hundred of relations including 4 generation of his father’s family,
3 generations of his mother’s family, and 2 generations of his wife’s family. This is just one
example that cost to break the law is very high in traditional China. Due to lack of the
government law and corruption of government, very few people will ask help from
government and go to court. Since long history Chinese government gave that local
responsibility to the powerful local country gentleman.
On another hand, the corruption could be more complex issue needs us to understand deeper
but we can get some clue from this “hide culture”. Arthur Henderson Smith mentioned in his
book Chinese Characteristics 100 years before the salary for Chinese government officers are
too low. Even today this situation did not change in China, but it did not stop the motivation
for more than 100 candidates for one public servant position, sometime even a job to drive the
hearse. Lot of person with master’s degree will get a job as the receptionist. Right now before
personal income tax, even a senior level government officer will own less than
RMB200K/year, local officer mostly less than RMB100K/year, basic level normally about
RMB50K/Year. For a middle size foreign company in China it is very normal the manager
level earn RMB300K-500K/year, a senior engineer with 5-8 years experience will have higher
salary than highest level Chinese government officers. By the way, RMB200K after tax can
buy about 2-3 square meters of apartment in a big city, which is not possible to support an
average life at all. Frankly speaking those government officers did much more contribution
compare with one senior engineer in a foreign company. This is one of the root causes why
this corruption issue will be difficult to be fixed.
With this obvious reason, it is very easy to explain why the government officer wants to build
their relationship rings, since within the ring there will be lot of people protected his benefit,
and he needs to protect lot of other’s benefit as well. This is so called “官官相护”, officials
shield one another. With this logic the officers’ relationship ring will be more united and
enlarged every day. Just like Lin Yutang① talked in his book My Country and My People, no
government officer, based on the Wulun system, can reject the request from his father to find
a small job in government for his nephew, then he have to use his relationship to put his
cousin under his scope or his friend’s scope. In return, he needs to find a job for his friend’s
cousin in his department. Another problem is those “cousins” are mostly not qualified at all,
which make the government bigger but weaker every day. If we look at the recent corruption
case in China the situation did not change at all.
Those two factors very well explained why the government official in China very easy to get
corruption, and safely protected within the relationship rings. But it is hard to explain why
九族; pinyin: zhū lián jiǔ zú; literally: "guilt by association of nine of a group/clan"; also known as zú zhū (族誅), literally
"family execution" and miè zú (灭族), literally "family extermination" or "execution of nine relations") was the most
serious punishment for a capital offense in Ancient China.[1][2][3] A collective punishment typically associated with offenses
such as treason, the punishment involved the execution of all relatives of an individual, which were categorized into nine
groups. (https://en.wikipedia.org/wiki/Nine_familial_exterminations)
①
Lin Yutang (Chinese: 林語堂; pinyin: Lín Yǔtáng; October 10, 1895 – March 26, 1976) was a Chinese writer, translator,
linguist and inventor. His informal but polished style in both Chinese and English made him one of the most influential
writers of his generation, and his compilations and translations of classic Chinese texts into English were bestsellers in the
West.
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some government officials already very rich but still greedy and never stop. Such as the
famous minister He Shen at Qing Dynasty, when he was caught in 1799, his personal wealthy
was more than 15 years of total central government income. 2600 years before, Han Feizi①
criticized this problem with “事成则以权长重，事败则以富退处”, means if successful the
corruption will be covered by increased power, even failed still can retire with all the wealthy.
From this standpoint, Confucian’s theory is real dross since his famous words was: 礼不下庶
人, 刑不上大夫， which means the criminal law not applying to senior officials and the
etiquette not applying to common people. If the official can find a way to be high level, or
protected by high level, all his corruption will be forgiven at last. This kind of mindset and
practices embedded to Chinese people’s mindset already and has to be changed.
All those three factors, low salary, relationship rings and lack of punishment, make the official
standard mindset build to Chinese people’s mindset. Arthur Henderson Smith② in his book
Chinese Characteristics (1890) discussed the Chinese people from 26 different angles, face
saving, hard working, saving, courtesy, disregard of time, the talent for misunderstanding, the
talent for indirection, flexible inflexibility, intelligent turbidity, the absence of nerves,
contempt for foreigners, the absence of public spirit, conservatism, indifference to comfort
and convenience, physical vitality, patience and perseverance, content and cheerfulness, filial
piety, benevolence, the absence of sympathy, social typhoon, mutual responsibility and
respect for law, mutual suspicious, the absence of sincerity, superstition. Very bad thing is if
we look at the analyzing 100 years before, the situation seems did not change yet at least on
this official standard and relationship standpoint.
Fei Xiaotong③'s idea about "society of strangers" and "society of acquaintances" and the
definition of diversity-orderly structure can be regarded as classic theories for the study of
Chinese relationship-oriented society. It also reveals the source of the social situation in China,
where relation is greater than reason; reason is greater than the law. In Society of Human
Relationship and Contract (Feng Biyang 2011), the research pointed out that most of the
researches nowadays believe that relations are born in the society of acquaintances, while
contracts are formed in the society of strangers. China is still in a society of relations after 30
years of opening up and reform. With the reform constantly deepening and gradually
accelerated construction in small towns, population has hardly moved since the launch of
The Han Feizi (Chinese: 韓非子) is an ancient Chinese text attributed to foundational political philosopher, "Master" Han
Fei. It comprises a selection of essays in the "Legalist" tradition on theories of state power, synthesizing the methodologies
of his predecessors. Apart from administration; it touches on diplomacy, war and economics. Its 55 chapters are the only
such text to survive intact, most of which date to the Warring States period mid-3rd century BC.
②
Arthur Henderson Smith (July 18, 1845-August 31, 1932) (Chinese name: 明恩溥; pinyin: Ming Enpu) was a missionary of
the American Board of Commissioners for Foreign Missions noted for spending 54 years as a missionary in China and writing
books which presented China to foreign readers. These books include Chinese Characteristics, Village Life in China and The
Uplift of China. In the 1920s, Chinese Characteristics was still the most widely read book on China among foreign residents
there. (https://en.wikipedia.org/wiki/Arthur_Henderson_Smith)
③
Fei Xiaotong or Fei Hsiao-Tung (November 2, 1910 – April 24, 2005) was a pioneering Chinese researcher and professor of
sociology and anthropology; he was also noted for his studies in the study of China's ethnic groups as well as a social activist.
One of China's finest sociologists and anthropologists, his works on these subjects were instrumental in laying a solid
foundation for the development of sociological and anthropological studies in China, as well as in introducing social and
cultural phenomena of China to the international community. His last post before his death in 2005 was as Professor of
Sociology at Peking University. (https://en.wikipedia.org/wiki/Fei_Xiaotong)
①
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reform and opening up policy. People in the rural area would not leave their land, and urban
residents seldom move because of factors like jobs and hukou. Planned economy led to
extreme under-development of commodity exchange, which formed the Chinese society
before the reform as a society of acquaintances that led by human relations and social network.
According to statistics, urbanization rate of China in 2009 is up to 46.6%. More and more
Chinese people are stepping into a society of strangers. Theoretically speaking, such society
needs contract as guarantee, but because of the slow development of legal construction, weak
legal concept, China is still in a society that led by human relations. This may reflect both
traditional Chinese culture and Chinese values, but also an obstacle for the deepening of
reform. It is because administrative reform has not broken some regional monopoly. Desire of
improper benefit through power and the desire to exchange is the hotbed of a society of
human relations. Only when the human society and contract society find the right positions in
their fields, can we regard it as the sign of the successful social transformation in China.

The Pattern of Difference Sequence (Fei Xiaotong 1947)
Figure 2.5 Relationship Rings

Xu Zhangrun① elaborated his insightful thoughts in Liang Shu-ming's Opinion about Chinese
People's Attitude Toward Life And Legal Life. Mr Liang believes that the utmost value of the
rational life and the world that Chinese people have been dreaming about is: harmony. This
happened to coincide with the harmonious society that the former president Mr. Hu Jintao
②
promoted. More importantly, harmony is not only interpersonal harmony, but also one's
inner harmony, and then the human-oriented harmony between human and the environment.
He even talked about "replacing religions with moral principles" in his book Essentials Of
Chinese Culture. As a result, our highest pursuit becomes a basic governance structure that
leads by law rather than religion.
So Chinese values inherit the essence of the Chinese traditional values "仁", "义", "礼", "智",
Xu Zhangrun (1962-), Professor in Tsing Hua University Law School. (http://www.doc88.com/p-7438992679910.html)
Hu Jintao, born 21 December 1942) is a Chinese politician who was the paramount leader of China from 2002 to
2012.[note 1] He held the offices of General Secretary of the Communist Party from 2002 to 2012, President of the People's
Republic from 2003 to 2013 and Chairman of the Central Military Commission from 2004 to 2012. He was a member of the
14th to 17th CPC Politburo Standing Committee, China's de facto top decision-making body.
①
②
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"信", "忠", "孝" (kindness, righteousness, propriety, wisdom, trustworthiness, loyalty and
filial piety) and fully absorbed new values of "生", "和", "礼", "义", "进", "美"(liveliness,
harmony, politeness, just, active and beauty) that were developed after People's Republic of
China was founded and especially after the implementation of the opening up and reform
policy. The evolution clues and process of the development of traditional values to
contemporary values are accurately grasped.

2.4 Career plateau and job satisfaction
More and more companies now are defining the employee career development as the priority
due to very competitive job market. This strategy is very critical to stabilize the team, improve
the team work, enhance the motivation and increase the team creativity. On another hand, we
do see many companies are very struggling since not so much opportunity they can offer to
their employees for their career path, especially those companies related stable or facing
stagnation

2.4.1 Definition of career plateau
Since Thomas P. Ference, James A. Stoner and E. Kirby Warren① (1977) raised the theory of
career plateau, it was defined as the individual person working at same position but lack of
opportunities to be promoted. They divided employees into four types: New comer, withered
employee, stationary employee and superman. This theory was recognized by the human
resources specialist very soon, and become an important research topic in management
science.
There are some different descriptions on the career plateau:
Veiga J.F (1981) thought career plateau not only contains the low possibility to be promoted
(vertically static), also transversely job rotation stopped. Or subjectively the employee feels
pending or stopping on development (Shon).
Feldman and Weitz (1988) mentioned even some employee get the promotion but took less
responsibility. In this case the career plateau means the employee has low chances to take
more responsibility and challenging.
Chaos thought if the employee themselves feeling they are at career plateau status, it will be
more important than the assessment result from the company. Personal subjective feeling will
impact a lot on personal attitude and behavior.
Career plateau was classified to many types with different root cause, including organizational
plateau and personal Plateau (Ference). Organizational plateau means personally they have
eager to get promotion, but no opportunity within the organization. Personal plateau means
the employee lack of the motivation or ability to get next level.
Thomas P. Ference, James A. Stoner and E. Kirby Warren, Managing the Career Plateau, The Academy of Management
Review, Vol. 2, No. 4 (Oct., 1977), pp. 602-612.
①
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Slocum (1987) thought the organizational plateau is caused by organization, and personal
plateau is caused by personal. Dawson (1983) defined with content plateau and structural
plateau (or Organizational plateau). Near (1980) defined with organizational plateau, culture
plateau and individual plateau. Crokford (2001) with three types, external plateau, internal
plateau and double plateau.
Wang Zhuqing (2007) used 4 items to measure the career plateau if any items reached:
a. Low possibility for individuals to take more challenge, or bear more responsibilities.
b. Personally stay at the stage related no change caused career stop, and impacted on
meeting the original career target.
c. Employee face sustain or stop on work scope, responsibility and pressure to move up.
d. Very dim career opportunity, and difficult to plan a new career path.

The second reason above is used widely to assess the career plateau from promotion
standpoint. Ex. Sclocum (1985) and Tremblay (1993) considered the career plateau of those
employees stayed same position reached or more than 5 years. Veiga thought it is the
employee more than 40 years old, and stay same position more than 7 years. Evans and
Gilbert clarified career plateau with different level, their indicator is those managers age more
than 45 years old. Orpen thought the employee stay the position more than average year of
that position.
In fact “career plateau” is the common problem for all kinds of companies, and most of
employees will face the “career plateau” problem after certain period of time worked in one
company. Career plateau caused lot of problems such as degraded satisfactions level,
increased turnover intention, low committeemen and low efficiency etc.
Usually the flat organization will face the issue earlier and more serious since overall this kind
of organization provided much less management positions compare with traditional
organization. As we describe before, lot of the managers even lost their job during the
organization reengineering or flatting process. There are two typical ways suggest reacting
effectively on career plateau:
（1） Personal reaction
Rantze and Feller (1985) provided 4 basic ways to help personal to solve the career
plateau problem: Placid approach (more patient), Hopscotch approach (job rotation),
Change of uniform approach (change job) and Entrepreneurial approach (build own
business) (Rotondo, 1999) put some more suggestions, such as request more work
responsibility, become mentor for young employees, pursue the expert level at current
position, or we can find some supports from external, subjectively we put less desiring on
promotion.
（2） Organization reaction
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Usually the organization can release the career plateau phenomenon through re-design the
position, project team, job rotation, or improve from psychological standpoint to be more
relax, and find way to help on employee’s healthy. (Ivancenvith and Defrank, 1990)

2.4.2 Job satisfaction
Jab satisfaction is considered as employee’s positive feeling on their organization or work
itself, including work environment, work status, working pressure, working challenges,
interpersonal relationship etc.
It was first time mentioned by George Elton Mayo① from Hawthorne experiment. After 8
years studying (1925 to 1932) they found the individual feeling impacted on working
behavior. Employee’s social and psychology status will decide their job satisfaction and
working performance.
Hoppock R. (1935) started the first time systematic studying on job satisfaction with his
famous book “Job Satisfaction”; he mentioned the satisfaction will be impacted by the
working fatigue, boring feeling, working conditions or leader’s style. He defined more
dimensions for job satisfaction studying, which is more material attributes such as work
content and work conditions. With the time change and social change it is very normal to see
some limitations of this theory. Friedlander analyzed job satisfaction more from social
attributes, including social environment, technical change, self-fulfillment and recognition.
There are many other researchers such as Vroom (1964), Andrew Weiss (1985) enriched the
job satisfaction studying with adding different dimensions.
In China from 1977, Xu Guangzhong clarified the job satisfaction into three characteristics,
comprehensiveness, expected gap and reference constructiveness:
Comprehensiveness: This kind of definition consider the job satisfaction as the single concept,
all job satisfaction will come from the employee satisfy with the job itself or not.
Expected gap: This kind of theory thought the satisfaction coming from gap between what
they want and what they get, smaller gap means high satisfaction.
Getzeles and Cambell (1968) thought job satisfaction is consistency function between
personal needs and organization expectation.
Porter (1973) thought it is the gap between what they expected and what they got.
Robins (1992) thought job satisfaction is the gap between what they expected to pay and what
they paid.
Reference constructiveness: This kind of studying showed the job satisfaction was the
emotional reaction coming from them reference structure. Because personal feeling and
reaction are coming from different dimensions, satisfaction will be multi-dimension

George Elton Mayo (26 December 1880 – 7 September 1949) was an Australian born psychologist,[1][2][3] industrial
researcher, and organizational theorist.
①
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accordingly.
Smith (1969) defined job satisfaction was the result from the comparison between employee’s
actual work with the reference in his/her mind. Seal and Knight thought that is the
emotional feeling from employee’s assessment on his/her job.

2.4.3 Job Satisfaction Index
Job satisfaction index is one most popular research topic with lot of new models or new
dimensions continuously. There are some very famous models for this area.
Richard Hackman, Edward Lawler (1975) proposed feedback five core works by skill variety,
task identity, task significance, autonomy and the result of the work.
Herzberg ① divided into physical environmental factors, social factors and individual
psychological factors that affect job satisfaction factors. Physical environmental factors,
including the condition of the workplace, the environment and facilities; social factors, the
staff on the management of the work unit, as well as the identity of the units, vesting the
degree; personal psychological factors, including the view of the significance of their own
work, attitude as well as the boss’s leadership style.
Yu Wenzhao (1996) found in survey of 128 employees of the joint venture, the impact of the
joint venture, employee job satisfaction factors, personal factors, the level of leadership, job
characteristics, working conditions, benefits, paid for their work and the relationship between
colleagues,. At that same time, the study also found that employee’s gender, age, education,
job level; tenure and other demographic and occupational variables have a significant impact
on job satisfaction. Shu Xiaobing work pressure source of job satisfaction, in the management
of state owned enterprises. The research results show that the structure of the organization and
the tendency, professional development and working conditions and requirements and the
most important factors affecting job satisfaction in the management.
Hupei (2003) did the positive study based on white collars, and attributed the job satisfaction
into work content, work relationship and work environment. As the result even different
organization will have different impact level, but overall interpersonal relationship was most
important factor for white collars’ satisfaction.
Xiaodong Xu (2004) found the satisfaction level of knowledge based employee had positive
correlation with internal pressure, but negative correlation with external pressure.
Yongqing Xiong (2007) showed the high level positive correlation between psychology
contract and job satisfaction based on the quantitative studying and questionnaires.
Wang Zhuqing(2007) and Bai Guangline (2015) studied from career development standpoint,
and found obviously correlation among lack of career path, degraded job satisfaction and
Frederick Irving Herzberg (April 18, 1923 – January 19, 2000[1]) was an American psychologist who became one of the
most influential names in business management. He is most famous for introducing job enrichment and the
Motivator-Hygiene theory.
①
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increased resignation.
Since Job Satisfaction index is very mature studying with lot of findings, we can see the
below chart for part of studying:
Item

Year

Description

1

1951

Index
of
satisfaction

2

1963

3

1964

1967
4
/MSQ

Author
job

1971
JSI
7

1972

8

1973
1975

9
/JDS

&

Remark

5

Remuneration, promotion,
challenge, organization.

management,

work

Adams JS

7

Company policy, relationship, working environment,
payment, social status, safety

Vroom

7

Organization,
promotion,
working
content,
supervisor, working environment, colleagues

Weiss,
Dawis,
England
&
Lofquist

20

100

Achievement, promotion, authorization, policy,
payment, colleagues, creativeness, independent,
values, recognition, stability, social care, status,
relationship

Job descriptive index

Smith,
Hullin

5

72

Work itself, promotion, salary, supervisor, colleagues

Job
Satisfaction
Inventory

Hackman Lawler

13

Respect, contribution, recognition, leadership, target,
insurance, authorization, promotion,

Alderfer

7

Payment, welfare, supervisor, colleague, safety ，
customer, growth

SRA
employee
inventory

Chicage

14

44

Job
Survey

Hackman,
Oldham

6

(0-7)

/JDI
6

Brayfield
Rothe

Questions

Minnesota
Satisfaction
Questionnaire

1969
5

Dimension

Diagnostic

Kendall,

Promotion, Payment, safety, society, supervisor,
authorization,

10

1976

Locke

7

Work content, payment, environment, organization,
supervisor, colleague, sub-ordinate

11

1977

Reitz

7

General satisfaction, internal satisfaction, work safety
satisfaction, growth, society, supervision, payment

Spector

9

1985
12
(JSS)

Job
Satisfaction
Survey

Payment, promotion, leadership, warfare, recognition,
challenge, colleague, work load, communication

1986

Arnold
Feldman

14

1988

Economic
cooperation

15

1994

Yunying Cheng,
Shaobang Sun

6

Teacher’s personal assessment, work environment,
salary, training and promotion, personal relationship,
personal characteristic

16

1996

Boling Feng

5

Self fulfillment, working load, salary, supervisor,
colleagues

17

1996

Wenzhao Yu

7

Personality,
supervisor,
working
challenge,
environment, payment, warfare, colleagues

18

1997

Yan
Ting,
Jiayuan Yu

8

Leadership, time to work place, working load,
network opportunity, reputation, autonomous, salary,
safety

13
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OECD

&

(1-6)

6

Work itself, supervisor, payment promotion, work
environment, work group
salary, working load, flexible working hours,
promotion opportunity, job stability, working
interesting, autonomy level, opportunity to help
others, contribution to society

19

2001

Zhanjun Xing

5

Material, social relationship, personal condition,
family life, society reformation

20

2001

Huadong
Kan Shi

5

Company image, leadership, payment, team work,
working challenge

21

2001

Jingbo
Liu,
Mingjie XIng

9

Salary, promotion, warfare, management, incentive
system, colleague, work challenge, work procedure,
communication

22

2002

Ran Bing

5

Payment,
working
challenge,
management, company healthy

23

2003

Hu Pei

3

Working content, interpersonal relationship, working
environment

3

Motivator(challenge, autonomous, authorization,
promotion, training, responsibility)Hygiene (warfare,
seniority, holiday, payment, salary growth, work
environment, respect, fairness)Hygiene (warfare,
seniority, holiday, payment, salary growth, work
environment,
respect,
fairness)Relationship
(colleague, supervisor, recognition, stability)

24

2004

25

1998

Yang,

Gongmei,
Wenshuang Lin

team

Myers-Briggs
Type Indicator

MBTI

Figure 2.6 Job Satisfaction Research Model

2.4.4 Turnover intention
Turnover means the termination of employment relationship. Turnover intention means the
possibility to change job in certain period. In fact studying the turnover intention is more
valuable than studying the turnover itself mainly because individual resignation is impacted
by different reasons; turnover is always changing with time change. It is proved already the
strong correlation between turnover rate and turnover intention, but comparing with turnover
rate, turnover intention is much easy to be detected and take preventive actions. Bluedorn
(1982) and Price, Muller (1981) even suggested using turnover intention directly to replace
the turnover studying. Fishbein (1967) defined the consistent relation between turnover
intention and their work attitude, aspiration and behavior, turnover intentions is the indicator
to predict the resignation. Bluedorn (1982), Shore and Martin (1989) built the model to use
turnover intention as dependent variable due to the strong correlation with resignation. Steel
and Ovalle (1984) verified the correlation coefficient between those two factors is 0.5.
Generally speaking the passive resignation is good for company, but voluntary resignation
will impact the company operation especially making other employee depressed and
additional replacement expense. Usually only the voluntary resignation will be considered
during Career plateau and job satisfaction studying. With the studying, except job satisfaction,
career plateau will directly impact on 5 areas during the work including work performance,
work commitment, absence, engagement and resignation. But sometime we get the
contradictory correlation between career plateau and job satisfaction, which means not always
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work,

career plateau reduce the satisfaction level. Nicholson (1993) find no big difference on job
satisfaction between plateau and non-plateau employees. Andreas (2002) researched the 165
faculties in university and 77 teachers in high school, found low promotion opportunity had
negative impact on satisfaction. Patrick Chang, Lee (2003) find career plateau will impact on
job satisfaction but no clear impact on turnover intention. Near (1985), Orpen (1983, 1986)
found non-plateau employee reacted to their manager more actively. Xie Baoguo (2005)
added the social demographic factors into studying, and found the negative impact on
personal feeling, but no clear impact on job satisfaction.
With this studying we get the conclusion that career plateau will not always drive the degrade
satisfaction and resignation. Flat organization is not possible to avoid the career plateau
phenomenon, and career plateau is common for all kind of organizations. It is very important
for this studying to understand in contemporary China, what are the real needs for our peoples,
which factor will be more critical to improve the employee satisfaction, what is the future
trend or issue we could predict, what kind of corrective or preventive action we should take
now.

2.5 Motivation Theory
Motivation Theory is a generalization of principles and methods of how to satisfy and
motivate individuals. It aims at bring out individuals’ right behavioral motive, enthusiasm and
creativity, so as to give full play to their intelligence and thus secure the best result.
Motivation is deemed as “the greatest management theory”. It includes a system of activities
enabling both the organization and individuals to realize their goals by energizing, directing,
sustaining and planning their behaviors with properly-devised rewards and pleasant working
conditions, and necessary codes of conduct and punitive measures.
Management psychology regards motivation as a psychological process of sustainably
arousing motives. The better the motivation aroused, the greater the efforts and satisfaction
individuals have to achieve the goal and vice versa.
From the 1920s on, many management experts, psychologists and socialists at home and
abroad propose a series of motivation theories by combining modern management practices.
Classic motivation theories mainly fall into content and process theories of motivation.

2.5.1 Content Theory
Content theory, also need theory, starts from studying individuals’ behavioral motives and
analyzes the intrinsic factors motivating individuals to achieve certain goals by learning their
needs. It includes the work of Maslow’s hierarchy of needs, Alderfer’s ERG theory,
Herzberg’s two-factor theory and McClelland’s theory of needs; these theories, the first two in
particular, are the most widely employed theories of motivation in the field of human resource
management.
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2.5.1.1 Maslow’s Hierarchy of Needs Theory
Abraham Maslow①, an American psychologist, first proposed the hierarchy needs theory in
his 1943 paper A Theory of Human Motivation in Psychological Review. As Maslow
suggested, individuals have five levels of needs, namely, physiological needs, safety needs,
love and belonging, esteem, and self-actualization, from lower to higher needs, and the most
basic level of needs must be met before individuals desire the higher level needs; however,
there are exceptions—the sequence is not completely fixed, and in some case, some levels
may be skipped. Individuals strongly desire (or focus motivation upon) higher level needs as
long as they complete the lower stage; such pursuit is exactly the drive of their action. Once
certain level of needs is met, it is not a motive any longer. The five levels of needs can be
classified into higher and lower needs. The first three falls into lower needs which can be
satisfied with improved external conditions; unlike them, higher level needs, i.e. esteem and
self-actualization can only be achieved through intrinsic factors, not to mention that pursuit of
such needs never ends. An individual may have different needs at the same period, whereas
only one need plays the dominant and decisive role. None of the needs will disappear for the
sake of meeting higher level needs; each level depends on and overlaps with each other. The
first and basic need still exist when individuals strive for higher needs; only its impact on
individuals’ behavior reduces dramatically. Therefore, it is essential to pay close attention to
individuals’ level of needs before they can be truly motivated. Additionally, an individual has
major and minor needs, and only the dearest one is the major cause and the driving force of
motivation, making it important and necessary to identify and make the best of individuals’
core needs.

Abraham Harold Maslow (April 1, 1908 – June 8, 1970) was an American psychologist who was best known for creating
Maslow's hierarchy of needs, a theory of psychological health predicated on fulfilling innate human needs in priority,
culminating in self-actualization.
①
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Figure 2.7 Maslow Needs Theory Pyramid

Figure 2.8 Clayton ERG Theories

2.5.1.2 Two-Factor Theory (Motivator-Hygiene Theory/ Dual-Factor Theory)
In the late 1950s, American psychologist Herzberg found from 1,844 case studies that
dissatisfaction at work are mainly associated with the company’s policy, administration,
supervision, working conditions, salary, position, security and improper handling of
interpersonal relations. Any improvement of such factors, unable to satisfy employees
completely though, will indeed motivate employees and reduce their discontent; they are
hygiene factors. The research indicates that employees are likely to be unhappy, slack in work
and even stage a strike when hygiene factors are not satisfied.
Another 1753 cases show that satisfaction at work mainly comes from one’s sense of
achievement, challenging work, social recognition for one’s performance, responsibility and
progress made. The satisfaction of these factors remarkably facilitate employees’ motivation
and bring out their passion for work; according to the study, misdealing with these factors
lead to dissatisfaction as well, seemingly harmless yet severely affecting working efficiency.
Herzberg named them motivators. That’s the fundamental idea of two-factor theory.

Figure 2.9 Dual-Factor Theory Model
In workplace, hygiene factors should be satisfied first and foremost such as providing
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relatively pleasant working conditions and reasonable supervision; dissatisfaction may arise
otherwise. The satisfaction of hygiene factors alone does not ensure effective motivation. The
satisfaction of motivators should also be taken into consideration to sustain their motivation
for progress, for example, allowing them to take more challenging tasks, shoulder more
responsibility, and make decisions independently.

2.5.1.3 Achievement Motivation Theory
Professor McClelland, an American psychologist at Harvard University, proposed
achievement motivation theory by study levels of people’s needs from another perspective.
He defined people’s strive for power, affiliation and achievement as high level needs. As for
need for power and affiliation, the need for power dominates; individuals with such needs are
inclined to influence and to lead others while manage to foster friendly and close rapport with
the same group of people. The need for achievement is to sustain one’s pursuit of excellence
and inner drive to succeed, or a pursuit of sense of achievement and desire for success.
Individuals with high achievement motivation have a strong demand of success at work, eager
to accept challenging work and brave enough to take risks. Generally they achieve relatively
satisfactory working performance in the workplace and demand timely feedback as well.
Reward is quite complicated to them and sometimes considered as recognition of achievement.
McClelland’s theory seems more suitable for the executives or senior management who are
generally considered with stronger motivation for achievement and power. In this case, the
organization usually takes such motivation into consideration when formulating incentives,
for the purpose of meeting the higher level needs from various perspectives.

2.5.2 Process Theory
Process theory employs a system of dynamic analytical methods to study motivation
mechanism. It focuses on the psychological process of generating, adopting of motives and
taking actions. This theory motivates employees with external goals. Major works on the
theory includes Vroom’s expectancy theory, Locke’s goal-setting theory and Skinner’s
reinforcement theory.

2.5.2.1 Expectancy Theory
In 1964, American psychologist Vroom first proposes expectancy theory of motivation:
people’s requirements determine their way of behavior, and their work is based on certain
level of expectancy; in this way, some connection could be established between personal
activities and results. This rapport could be shown with the formula: motivational force=
expectancy * valence. In this formula, motivational force is the intensity of mobilizing
people’s motives and inspires their potentials; expectancy is the individuals’ belief about their
ability to successfully perform a particular behavior and assess whether they have the required
skills or knowledge; valence is the value a person places on the rewards of a consequence. In
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other words, the better one knows the goal and the required skills, the more strongly they are
motivated and thus the higher chances they achieve the goal. In management practices, an
effective motivation are based on the consideration of what can be brought to the employees,
whether the consequence is desired by employees, as well as whether the goal is feasible.
Employees can only be motivated when the goal is challenging enough and must be attained
through efforts made.

Figure 2.10 Iceberg Model

Figure 2.11 Expectancy Theory Model

The theory points out there is quite a lot relevance among valence, an individual’s value,
attitudes, strength, needs as well as personalities. The same goal has different valence for
different people, and for the same person of different periods. The valence is positive only
when the goal is favored by an individual; it could be negative otherwise.
Expectancy is a subjective probability that people judge whether they can achieve certain
goals or satisfy certain needs. The value of the goal reflects the whether the motivation is
weak or strong; the expectancy probability indicates whether individuals are confident and
motivated to meet their needs. According to Vroom, individuals are always eager to satisfy
certain needs and manage to attain certain goals. Before the goal is attained, they will have
expectation. Expectation here refers to the psychological process in which people desire to
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achieve certain goals or satisfy certain needs based on their previous experiences and current
capabilities.
What makes a proper expectation? Someone take picking apples as an example: people devote
the most efforts and energy when they can jump to get the apples; they usually give up when
they can’t get the apples even by jumping as high as they can; they won’t jump either when
they can get the apples by simply standing under the branch and reaching out their arms. This
implies that when assigning tasks, leaders shall motivate their employees by giving them tasks
that requires great efforts and allows chances to outperform. If the goal is far beyond their
capability, they will lose confidence and spend no efforts at all; if it is too easy to attain, they
won’t devote themselves either, for it will less their sense of achievement and lose its inner
value accordingly. So leaders are suggesting be careful about the amount, level of difficulty
and the level of rewards to sustain employees’ expectancy.

Vroom put it that there are three possibilities between reality and expectation. That is,
expectancy is less than, more than and equals reality; each has a different influence on
people’s enthusiasm and motivation.
1. Expectancy<Reality
It means result is more than expectation. Generally, in the case of positive reinforcement such
as rewards, promotion, and pay rise, better results help to activate people, give them more
confidence and add to their motivational force. Conversely, in the case of negative
reinforcement like punishment, trouble and disaster—more than people expect, people are
likely to feel sad and disappointed.
2. Expectancy>Reality
It means reality is worse than expectancy. Generally, in the case of positive reinforcement,
sense of frustration is likely to generate and thus weakening the motivation; in the case of
negative reinforcement, higher expectancy is conducive to activate people as they are
prepared for the worst yet result turns out better than they expect, making it a great motivator.
3. Expectancy=Reality
It means that expectancy turns into reality; the desired result is within people’s expectation. In
this case, generally, people can be motivated. If no motivation is given afterwards, enthusiasm
can only remain the current level, equaling expectancy.
Relation between valence and expectancy in real life, the valence of the goal has negative
correlation with expectancy. Goals of greater difficulty and lower chances of attainment have
major social implications and are able to satisfy the achievement needs of individuals; such
goals possess high valence. In contrast, goals of smaller difficulty and higher chances of
attainment are less challenging and boring, reducing the valence. In the motivation process,
therefore, it’s essential to set proper external goals that give people the hope for success and a
cause worth fighting for.
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2.5.2.2 Goal Theory
Goal theory, precisely goal-setting theory, is developed and first proposed in 1968 by Edwin
A. Locke, psychological professor at Maryland University. Through numerous experiments
and empirical research, he found that work motivation is influenced by setting goals regarding
work evaluation, feedback, expectation and pressure. Goal is the most direct drive. Therefore,
valuing and setting proper goals are vital parts of stimulating people to work.

2.5.2.3 Reinforcement theory
Skinner supposed that people have no dignity or freedom; the consequence alone determines
whether or not they perform certain behaviors. If the consequence is favorable, the
correspondent behaviors are likely to be repeated in the future; the behaviors lessen or
disappear otherwise. Individuals could utilize the positive and negative reinforcement to
influence the consequence brought by certain behaviors so as to correct such behaviors.
The concept of reinforcement was first proposed by renowned Russian physiologist Pavlov in
his classical conditioning where reinforcement is the reflection of unconditioned stimulus
accompanying conditioned stimulus and a pre-behavioral, natural, passive and specific
process. In Skinner’s conditioned reflex, reinforcement is a manipulated reward and
punishment process aiming at altering behaviors and helping repeat desired ones.
Skinner theorized two types of reinforcement: positive and negative reinforcement. If the
organic entity’s reaction probability increases as certain stimulus increases, the stimulus is a
positive reinforcement; if the reaction probability increases as the stimulus disappears, the
stimulus is a negative one, indicating that organic entity is trying to avoid such stimulus.
Based on the nature and purpose of reinforcement, reinforcement are categorized into positive
and negative reinforcement. In management, positive reinforcement refers to rewarding
behaviors desired by the organization so as to reinforce such behaviors; negative
reinforcement is to punish behaviors not in line with the requirements of the organization so
as to weaken such behaviors. Positive reinforcement includes bonus, recognition of the
performance, praise, improved working conditions and interpersonal connections, promotion
and a challenging task assigned, and opportunity to learn and progress. Negative
reinforcement consists of criticizing, sanction and demotion; in some case, lessening or
cutting rewards is also a kind of negative reinforcement. More specific classification is shown
as follows:
1) Positive reinforcement: Reward behaviors in line with the organizational goals so
as to enhance the probability that the same behavior would be repeated in the
future.
2) Punishment: Punish behaviors against the organizational goals so as to reduce and
remove such negative behaviors.
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3) Negative reinforcement. It emphasizes on avoiding the undesirable consequence
before it takes place. A Chinese saying
4) Extinction. It means “downplaying” undesirable behaviors, seemingly eliminating
these behaviors by doing nothing. The major function is to direct, standardize,
correct, limit and alter people’s behaviors according to their psychological process
and behavioral laws. Its influence people’s behaviors through an indirect
way—receiving the feedback (consequences brought by behaviors) from these
doers. People can adapt to the environmental stimulus and constantly alter their
behaviors based on the feedback information.

Figure 2.12 Reinforcement Theory Model

64

Chapter III Research Design
From the literature review in chapter II for related theories and variance already used in
previous studying. This paper will be based on those variance and model, and try to build a
model which is more suitable for Chinese culture environment and contemporary Chinese
peoples. The new model will use the flat organization as the input and turnover intention as
the output, considering the Chinese values both for normal employee and manager levels, try
to test the relationship between all those variance, then make the research question converted
to the workable and practicable correlations.

3.1 Current Classic Resignation Models
In order to find the reasons which impacted on employee resignation, there are lot of studying
on the correlation with personal reason, work reason and organization related reason. Some
model were widely recognized and applied till today, such as March & Simon (1958), Mobley
(1977), Steers & Mowday (1981), Iverson Roderick D (1999), Price-Muller (2000), Trevor
(2001), and Allen (2003), Wheeler (2007).

3.1.1 March & Simon Model
This is one of the earliest models of turnover, which described individuals and organizations
as being in a state of equilibrium, where the members contributed to the organization while
the organization provided members with compensation in return. The equilibrium between
individual contribution and organizational compensation is a function of two motivational
components – perceived desirability of the job and perceived ease of movement. (Hom &
Griffeth, 1995)
In this model also describe the organization size impact, which means large company has
more chance for internal transfer, which will help to improve the satisfaction and reduce the
turnover rate.
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March & Simon Model (1958)
Figure 3.1 March & Simon Employee Turnover Model

3.1.2 Price Model
Price identified five primary determinants of turnover – pay levels, integration, instrumental
communication, formal communication, centralization. He proposed that the first four
determinants are positively related to turnover while centralization is negatively related to
turnover (Figure 4). He suggested that these four determinants lead to satisfaction, and the
relationship between satisfaction and turnover is mediated by the availability of other work
opportunities. Further modification proposed by Price and Mueller (1981, 1986) added other
determinants, such as forming close friendships at work, earning good and fair compensation,
kinship responsibility, and training opportunity.

.
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Figure 3.2 Price model (1977)

3.1.3 Steers & Mowday Model
The Steers and Mowday (1981) model included many of the same factors as the Mobley
(1979) model. This model show the direct link between the leave and intention to leave, but
external job opportunity will affect the actual leave or stay. This model identifies job
expectations and values, job performance, and organizational experiences as predictors of the
individual’s affective response to a job.

Figure 3.3 Steers & Mowday Model (1981)

3.1.4 Lin Lin Model (2012)
Lin Lin used the training as the input, and organization commitment and resignation as the
output. In between the employability is the moderate variables, and expectation meet level as
the adjust variables, to find the correlation between all those factors. The result showed in this
model:
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Figure 3.4 LinLin’s Model (2012)

3.1.5 Market & Personal Impact on turnover intention model (Trevor: 2001)
Mostly we could predict the turnover intention through measuring the job attitude and
satisfaction level. External opportunity will impact on the turnover intention and resignation.
(Wheeler 2005) Gerhart (1990), Price (2001) had verified this point in their studying. In
China Wang Zhengyuan (2006) found the strong correlation between external opportunity and
turnover intention, Liu Zhiqiang (2006) thought external opportunity is top 5 factors today
drive the turnover in China. There are some other scholars thought the external market will
influence on the turnover intention. Hom (1992) found when the job market is weak and
unemployment is high, overall the satisfaction will impact less on resignation since it seems
not smart to leave due to difficult to find the new job. To the country, when job market is hot,
job satisfaction will impact more on resignation.

Figure 3.5 Trevor’s Market & Personal Impact on Turnover Intention Model
3.2 Theoretical Frame
With the rough studying with current model, and all the literature review, most of the studying
on job turnover in China today is copying and modifying the western model. It is very useful
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to get the general result for overall Chinese job market. This studying will try to use the core
concept from those classic models to understand the correlation between flat organization
implementation and employee’s turnover intention.
The difference for this studying is to put the entire model to Chinese culture environment with
considering the impact from latest changes in China. Also this model will consider the
different needs from engineer/ operator level and manager level when both of them face the
career path limitation. Due to the family background and financial situation are not same for
each individual persons, Maslow needs theory will be used to consider their satisfaction level,
then predict their needs difference.
With considering all those factor and reference to Steers & Mowday Model and Lin Lin’s
Model, this studying will try to build follow research frame:

Figure 3.6 Turnover model combine with Chinese Culture Environment
Since Travor model already verified the direct link between turnover intention and resignation,
and it is more visible to measure the turnover intention then resignation itself.( Steel and
Ovalle, 1984) This studying will try to focus on the employee reaction and job satisfaction
level, then predict the turnover intention. In this case this studying will focus on following
research frames:
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Figure 3.7 Simplified model of Turnover Model within Chinese Culture Environment
3.3 Methodology
3.3.1 Research design
Except the factors and variance already considered in other studying, this studying will focus
on understanding the contemporary Chinese people values and needs based on traditional
culture and social revolution standpoint. In this case we will use 10 factors to measure the
basic social status and financial status: age, gender, born city, live city, living situation at
current city, marriage/kids status, current level, years at current position, type of the company,
religious and believes. Demographic factors are considered, but more factors such as born city
suppose to impact a lot from traditional standpoint, property ownership conditions showed the
basic situation of financial situation.
No.

General Info

1

2

3

4

5

<=25

25-30

30-40

40-50

>=50

1

Age

2

Gendar

3

Born city

Central city

Medium city

Small City

Small town

Countryside

4

Live city

Central city

Medium city

Small City

Small town

Countryside

5

Living
situation at
current city

No apartment

Apartment
with bank loan

Apartment
without loan

>1 apartment

Others

6

Marriage
status

Un-married

Married no
kids

Married with
one Kid

Married
more
than one kids

7

Current level

Staff

Supervisor

Second line
Mgr

First line Mgr

Senior Mgr

8

Years
current
position

<=1Y

1<X<=3Y

3<X<=5Y

5<X<=8Y

X>8Y

9

Type of the
firm

Private Firm

State owned
firm

Joint Venture

Foreign company

Government

10

religious or
believes

Christian

Catholic

Buddhism

Communist

Others

Male

at

Female

Others

Figure 3.8 General Information Part in the Questionnaire

Also the questionnaire will define 5 different dimensions include traditional culture, official
standard, career development, organization style and employee satisfaction; each dimension
will have five questions. Including two questions link with the latest change in China, one if
the anti-corruption, another is the WeChat and smart phone impact on daily management.
As the result from the literature review, we think Chinese people are deeply impacted by
traditional Chinese cultures. This is contributed by 5000 years history, and China used to be
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one of the develop country for many years. Before reform and opening there are very few
people get the knowledge of other countries. We took few questions from Yang Guoshu ①’s
(1989) Chinese tradition questionnaires, and did the hypothesis as below:
H1: Chinese people is deeply impacted by traditional Chinese cultures
H1a:

Chinese people think Chinese traditional culture is the best culture in the world

H1b:

Chinese people did not think high of US political system

H1c:

Guanxi is very important to Chinese daily life

H1d:

Even today, Chinese people think very high of “face saving”

H1e:

Chinese people still have very deep believing on communist.

Another key studying area for this paper is focus on the organization, and knows why the flat
organization is so difficult to be implemented during daily life. The hypothesis takes the
“official standard” mindset is still very important for Chinese persons. This official standard
means the people wants to be the boss, wants to send order to others, wants to decide
something and wants to get some additional benefit from their position. For this dimension,
Yu Hongsheng (2013) did the survey based on official standard studying, we took 5 questions
and assumptions as below:
H2: Chinese people still has very deep recognition on official standard.
H2a: In China the subsidies need to follow 100% the order from their boss.
H2b: In China the leaders is very brave during decision making.
H2c: Chinese leaders will not adjust their action according to employee feedback.
H2d: Chinese people did not loss any interesting to be the government officer even the
intensive anti-corruption activity in China.
H2e: Chinese leader has very high self-confidence to be a good boss.
From the career development standpoint, for the second dimension we thought it is the main
target as the normal employee. And we do need to think this study will consider salary
increase, promotion and job rotation will be good motivation for the normal employees. Some
time the motivation could come from the salary increase only. This area we have lot of the
questionnaires, we took few questions from the MSQ (Weiss, Dawis, 1967), we do the
assumption as below:
H3: Chinese people has very strong desire on the career development
H3a: In case there is no promotion opportunity, the employees will lose their interesting on
daily work.
H3b: Employee will resign current work in case they offered with 15% more salary.
H3c: Employee will try their best to get promotion opportunity even overtime every day.
Yang Guoshu (1932-), Professor in Psychology from Taiwan University.

①

71

H3d: Job rotation is considered as the career development opportunity.
H3e: With both salary increase and promotion opportunity, employee will just go even there is
huge uncertainty.
On the organization standpoint, the famous studying from Hackman and Oldham (1975) and
JDS (Job Satisfaction Inventory) questionnaires give right guiding. For Chinese we suppose
Chinese people are very used to the hierarchy system, and they are expecting their boss give
instructions from time to time, is it still true? What are the new technology contributions to
the daily management? We did the assumption as follows:
H4: Chinese people are very used to and they like the Hierarchy system.
H4a: In China three people has to define one leader, otherwise the efficiency will drop.
H4b: Chinese people know the disadvantage of Hierarchy system, but no desire to change.
H4c: Chinese leaders has to be more knowledgeable than normal people
H4d: New technical like WeChat will make middle level less important
H4e: China has to use flat way during globalization. (Such as the Road and Belt)
As the result from LinLin’s studying, there is lot more factors could impact on the employees’
turnover intention. Wenzhao Yu (1996) defined some more factors like supervisor,
environment, welfare etc. Hu Pei (2003) did very similar studying. The young generation
could be more emotional than the old generations. What is the real story? We did some
additional assumptions in this studying as the comparison to the culture and organization.
H5: Employee satisfaction is linked with personal feeling sometimes.
H5a: A good boss is much more important than a good company.
H5b: Employee will quit the job in case they did not feel good.
H5c: More training opportunity will help to reduce the turnover rate.
H5d: Employee‘s feeling will be impacted by their friends or family.
H5e: Good company service will reduce the turnover rate.
Overall this paper will try to find the difference between different group of people based on
the needs theory, which means the career development is very important but variance between
different groups of people. It could be age, family background, marriage status, or gender etc.
The research focus and interests of this thesis are mainly based on the findings of the author’s
work: horizontal organization has been vigorously promoted in China, with the entry of the
younger generation to the labor market and the application of social media in workplace, the
traditional hierarchy is subject to the challenges that were never seen before. This thesis starts
with the typical empirical study, induces and summarizes from the research data, gradually
extends to the theoretical study, which belongs to a typical grounded theory, and one of the
most scientific qualitative research methods (Hammersley, 1990).
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In the course of research process, this thesis will use the case study method. Although the case
study is very beneficial to the empirical and grounded theory, it remains subject to many
limitations as a kind of social science research methods. For instance, the subjective empirical
judgment is too strong, and the correct empirical judgment is too dependent on the knowledge
and accumulation of the past events; in this sense, the role of a good case study will not be
substituted by any other research method (Yu Jing, 2004). In the course of case study, some
scholars represented by Eisenhardt Kathleen M (1989) believed that at least four cases will be
quite convincing. This thesis selects 5 different cases for the comparison and analysis and
conducts in-depth interview and questionnaire survey to ensure the correctness and rationality
of the research conclusion.

3.3.2 Quantitative research method

3.3.2.1 Questionnaire survey
Ghauri and Gronhaug① (2005) suggested that questionnaire survey and statistical analysis is
an important way to verify those variables which play a key role in complex phenomenon and
the correlation between these variables. This questionnaire survey is intended to firstly
understand Chinese traditional culture, especially the influence of official standard culture on
employees at different ages; secondly, initially learn the hierarchical level of needs of the
younger generation; thirdly, explore whether the application of new technology will greatly
promote the horizontal course.
In the course of this research, the author imitated a similar questionnaire design (Lin Lin 2012)
and reduced the question items from nearly 90 to 40, so that the respondents will arouse
extensive attention. Firstly, the author made a preliminary survey among about 30 respondents,
based on the initial data, performed the reliability and validity analysis, confirmed and
verified the assumptions, revised some questionnaire contents, and finally produced a
questionnaire consisting of 35 items to carry out a questionnaire survey with a larger scale, so
as to properly identify the components of staff job satisfaction and its correlation with staff
turnover.

3.3.2.2 Processing of questionnaires
The initial questionnaire was distributed among the basic and middle-level employees of
TRW Automotive Safety Technologies (Zhang Jiagang) Co., Ltd. (TRW ZJG), in which 15
were distributed for middle-level employees and 15 for basic-level employees, all respondents
were required to give accurate answers. After the completion of responses, the author made a
simple interview with the personnel administration manager, lean production manager, and a
production operator, in order to understand their feelings in the course of making responses,
①

Pervez Ghauri (Author), Kjell Gronhaug (Author): Research Methods in Business Studies
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and make suggestion for improvement. Based on the results of correlation analysis and their
feedback, the items were changed from 40 to 35.
The objective of the second phase is to collect 300 valid questionnaires, a total of 420
questionnaires were distributed from April 2016 to November 2016, and about 249 were
collected. Another 51 were collected through WeChat from other foreign companies in
Suzhou area. It is consistent with the expected level in that the actual rate of collection is
approximately 60%.
The questionnaire survey was conducted anonymously to protect the privacy of the
respondents, the results would be used only for academic research, and the respondents were
encouraged to express their own ideas. The formal questionnaires were distributed among the
employees at all levels in TRW ZJG, some employees in Suzhou-based foreign enterprise, the
formal questionnaire involved a total of 35 item as Annex I.

3.3.2.3 Analysis of the survey results
Here, based on the questions included in the LINLIN model, the scale introduced the factor
influencing the job satisfaction - organizational form, extracted the initial questions in the
early stage of designing the scale, decreased the items from nearly 70 to 40, and further
adjusted it to 35 items. The reliability of the preliminary questionnaire was evaluated with
SPSS, while the validity analysis tested the rationality and accuracy of dimensions through
the exploratory factors.
The statistical analyses of the collected questionnaires are as follows:
1. Age distribution
Statistical table of the general data of the respondents

Age Distribution
<=25

25-30
3%

24%

30-40
0%

40-50

>=50

0%
19%

54%

Fig.3-9 Age distribution of the respondents
From the above figure, the vast majority of this study was youths, of which nearly 73% were
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under the age of 30, only about 3% were above 40. However, the impact of age on job
satisfaction is coincidentally one of the research focuses.
1．Comparison of gender. According to the analysis of 300 valid questionnaires, 246 were
male, only 54 were female, so this ratio is slightly low compared with the manufacturing
enterprise. Of these questionnaires, 220 responded papers were from TRW ZJG which is a
manufacturing enterprise with strong labor intensity. From the overall picture, this ratio is
inconsistent with the expected female employees of about 40%.
2．Analysis of birthplace

Birth Place
Central city

Midium city

Small City
0%

Small town

Countryside

1% 3%

16%
5%

75%

Chart 3-10 Birth Place Distributions
From this figure, the vast majority of the workers especially basic-level employees in
foreign-funded enterprise are migrant workers, their expectation on economic benefits may
lead to differences.
3．Real estate holding condition

House Holding Status
No apartment

Apartment with bank loan

Apartment without loan

0%
18%

2%
9%

13%

75

58%

>1 apartment

Others

Figure 3-11 House Holding Status

From this table, in the current residence, namely in Suzhou (Jiangsu), of these respondents,
about 24% have their own houses, only 13% have houses free from mortgage loan, which
suggests that the vast majority of employees are subject to or will be placed in the stress of
high housing price and loan repayment.

4．Marital status
Marital Status
Marital Status

Un-married

Married no kids

Married with one Kid

Married more than one kids

Others

3% 0%

21%

17%

6%

53%

Figure 3-12 Marital Status
The results are different from the expectation from two aspects, on the one hand, the ratio of
the unmarried respondents (21%) is significantly lower than it was expected, and on the other
hand, 17% responded with two children, which is much higher than it was expected. And 40
out of the 51 respondents with two children are operators at the age of about 30 from villages
or towns. These will greatly add to the life pressure of general employees and their pursuit for
career development.
With respect to the position, of the 300 valid questionnaires, only 9 are managers, 4 are senior
managers, most work for about 1 year, so the degree of validity is below the target of data
analysis. This section was not analyzed thoroughly here.
As to the problem analysis, a very interesting conclusion was drawn from the perspective of
traditional culture (with 300 valid questionnaires);
Q1a: I think that traditional Chinese culture is the best culture across the world,. The
respondents with “totally agree” and “agree” were up to 287;
Q1b: In my opinion, China should copy from the US political system. Only 76 responded
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“totally agree” and “agree”;
Q1c: In China, relationship is very important and no relationship means no business. Only
176 responded “totally agree” and “agree”. Through further analysis, of the 60 respondents
with “basically disagree” and “totally disagree”, 46 were under the age of 30, which also
suggests that the younger generation is different from the older generation in terms of the
degree of dependence and understanding of relationship. In contrast, of the 64 respondents
above 30, only 14 responded “disagree” or “seriously disagree”.
Q1d: Dignity doesn’t matter as long as I can work to live. Only 66 responded “totally agree”
or “agree”, while the vast majority responded “disagree” or “totally disagree”.

If I can make a living, no matter I can
save my face or not?
Totally agree
11%
Basically Agree
11%

Totally
disagree
35%
Not sure
14%
Basically not
agree
29%

Figure 3-13 Importance of Face Saving
Q1e: I think Deng Xiaoping made a greater contribution to China compared with Mao Zedong,
only 81 responded with “totally agree” or “agree”, while 73 responded with “Basically not
agree” and “totally disagree”, and other 146 responded with “not sure”.

I think Mr. Dengxiaoping did more contribution than Maozedong
Totally agree

Basically Agree

Not sure

Basically not agree

11%
35%

11%
14%

29%
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Totally disagree

Figure 3-14 Result of Political Contribution vs. Economy Contribution

From the overall situation of the questionnaire survey, this item has an obvious correlation,
which means that Chinese people are very confident with their traditional culture and
recognize the Chinese political system; relationship and face work are the popular key words
in this society, even the younger generation also recognizes the past Mao Zedong era.
From the perspective of organizational theory, we also got valuable response (total sample
size 300):
Q2a mentions that official rank is prevalent in China, 228 responded with “agree” or “totally
agree”, which indicates that Chinese bureaucracy is really obvious;
Q2b asks if Chinese leaders are always cautious in doing things, 187 responded with “agree”
or “totally agree”, which also reflects a lot of changes in leader behavior in the new era;
Q2c asks if leader will change the strategy based on staff feedback, 137 responded with
“agree” or “totally agree”, which indicates that Chinese leaders are concerned about staff
evaluation and many are goody-goody;
Q2d asks if the desire for officialdom in the context of intensive anti-corruption campaign
weakens or not, 172 responded with “not at all” or “not yet”. This is somewhat unexpected
compared to the anticipation that the intensive anti-corruption campaign will weaken the
desire for officialdom;
Anti-corruption did not work in China, still more people want to get
the GOV leaders job.
Totally agree

Basically Agree

Not sure

Basically not agree

Totally disagree

8%
11%

31%

24%
26%

Figure 3-15 Impact from China Anti-Corruption Activity
Q2e asks “if possible, I will be a wise leader”, 125 responded with “totally agree”, 75
responded with “basically agree”, while 93 responded with “not sure”, which means that the
vast majority of the respondents show great self-confidence.
From the perspective of official standard, despite the intensive anti-corruption campaign in
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China, the public impression on officialdom doesn’t alter and people still get used to do or
think as an official.
From the perspective of career objective, the responses are consistent with the expected
objective:
Q3a “To be a leader or not, it does not matter, the critical thing is to do a good job”, 268
responded with “totally agree” or “agree”, which means that all employees are dedicated to
their work;
Q3b “If the salary increases by 15%, I will immediately resign to join in a new company”,
112 responded with “totally agree” or “agree”, while 119 reported “not sure”. With respect to
the sensitive increase, only a half might resign, which means that salary increase doesn’t
always lead to staff turnover; more interesting, 79 out of the 112 with affirmative responses
have one or two children. This further indicates that children may cause the employees to be
more sensitive to salary increase;
Q3c “Despite the extra work every day, I am willing to accept it for the benefit of career
development”, up to 75% responded with “totally agree” or “agree”, which is higher than it
expected. This further indicates that our staff may work hard for a better future and stresses
the importance of career development once again;

Considering the career development, it is fine for me to work
overtime everyday.
Totally agree

Basically Agree

Not sure

Basically not agree

Totally disagree

3%
7%
15%

41%

34%

Figure 3-16 Importance of Career Development
Q3d asks if the job rotation is beneficial to the career development or not, over 80%
responded with “totally agree” or “agree”, implying the significance of job rotation to the
enhancement of job satisfaction;
Q3e makes it more straightforwardly, “as long as I can get promoted and salary increase, it is
alright if I have to move my home for 1,000 km”, 111 responded with “totally agree” or
“agree”; through further analysis, it was found that 78 are married with children, of which 24
female employees gave affirmative response, which is also inconsistent with the expectation.
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It was anticipated that those unmarried, young or male employees tend to be attracted by
promotion and salary increase, actually those female employees with affirmative response are
nearly twice of the male employees. This might be attributed to two reasons: first, the sample
size is not large enough, second, women employees at foreign-funded enterprises are just
wage earners, if there is a better opportunity, and they are more likely to leave.
From the dimension of career objective, employees prefer getting better career development
through hardworking, the family or life stress will significantly motivate staff turnover, and
those migrant female or married workers are more likely to leave than any other group.
In the study from the perspective of organizational theory, the results are basically the same as
the assumptions:
Q4a is in relation to “everybody's business is nobody's business”, 252 responded with “totally
agree” or “basically agree”, which implies that Chinese employees highly recognize and rely
on the organization, if the organization is too large, it may lead to loss of control or lower
efficiency, because employees are expecting the direction from the line manager, the ratio of
affirmative responses is much beyond the expectation;
Q4b asks if “I will support if the organization needs to be transformed”, 122 made affirmative
responses, 57 made negative responses, while 121 were “not sure”. This question indicates
that the horizontal transformation will be greatly obstructed;
Q4c asks if leader should have a comprehensive knowledge, 206 made affirmative responses;
in other words, the vast majority of employees realize that there are some gap of skills
between leaders and staff;
Q4d asks if WeChat amongst other real-time communication software will reduce the
middle-level managers, the results show some positive aspect, 36% made affirmative
responses, 23% made negative responses, while other 41% were “not sure”. From this trend,
these new communication tools show great potentials to improve the management and reduce
the middle-level managers.

Wechat will help to Flat the organization
Totally agree

Basically Agree

Not sure

10%

Basically not agree

12%

13%
24%

41%
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Totally disagree

Figure 3-17 Result of WeChat influence on Organization Structure
Q4e asks if a relatively horizontal management should be introduced in the
internationalization of Chinese enterprises, nearly a half made affirmative responses, while
only 16% made negative responses. These results are highly consistent.
From the perspective of organizational theory, Chinese employees highly recognize and rely
on the traditional hierarchical structure, but the horizontal organizational transformation will
be greatly obstructed, modern mode of communication will strongly drive the horizontal
transformation. To implement the “going global” strategy, horizontal management will be
essential.
With respect to the last analysis from the perspective of employee satisfaction, the consistency
of the results of large sample is much beyond the small sample.
Q5a “It will be more important to have a good leader than find a good employer”, 277 made
affirmative responses, which is about 15% higher than the small-scale test. Although
leadership is not the research focus, its role in stabilizing the organization is significantly
higher than the benefits from promotion or salary increase.
To find a good boss is much more important to find a good company.
Totally agree

Basically Agree

Not sure
2%

Basically not agree

Totally disagree

1%

5%

28%

64%

Figure 3-18 Importance of the leadership result
Q5b asks if employees will quit if they get unsatisfied with the current job or not, over a half
made affirmative responses, but more interesting, of the 140 employees who were “not sure”
and made negative responses, there was no clear correlation between marital status and age
group and the ratio of different options are similar;
Q5c asks if training will enhance the job satisfaction, the vast majority made affirmative
responses, which is consistent with the results from LINLIN’s model;
Q5d intends to know the impact of mind of rivalry on staff psychology, 239 reported that such
activities as classmate reunion will stimulate the degree of individual endeavor, because no
one wants to be worse than others. Specifically, in the course of personnel management, it
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will strongly stabilizing the staff emotion if employees are give a limited source of
information, with a certain access to others (e.g.: more extra work, less returns to hometown”;
Q5e asks if good meals will reduce the staff turnover, 204 made affirmative responses, which
indicates that company improvement in any area will positively enhance the staff satisfaction.
This study shows a high degree of consistency, which means promotion or salary increase will
definitely enhance the job satisfaction, but the leadership development will show a great
effect on team stability. Although their job dissatisfaction will lead to a decline in engagement,
it may not directly result in staff turnover. The improvement in all aspects of corporate
management will lead to the enhancement of staff satisfaction.

3.3.3 Qualitative analysis

3.3.3.1 In-depth interview
In essence in-depth interview is a structured interview, which is used to seek the material and
data through predesigned items. In order to avoid an excessive limitation of respondents’
expression, this thesis used semi-structured method and made some appropriate changes on
the items depending on different characteristics of the enterprises they are serving, so that
they can express their true views. In the end, the research conclusion was deduced by revising
the logic relationship among the interview data. (Zhang Xia, 2008)
In the course of this interview, with a view to 5 semi-structured items:


“How many immediate subordinates to a manager will be appropriate?”



“Do you think that the horizontal organization is more efficient?”, “What do you think
of the 80s and 90s?”



“Do you think that the horizontal transformation will affect the individual career
development?”



“Do you think if WeChat amongst other tools makes it possible to reduce the
middle-level managers?”

For those question only department managers and employees at foreign-funded enterprises
were willing to attend the interview giving their names, the vast majority of government
respondents, and employees at Haier① or Xiaomi requested to have their privacy protected,
another respondent DSM JIANGSHAN requested absolutely anonymous during the
interview, since their company was at the critical point of restructuring and the interview
involved sensitive contents. The specific respondents are listed below:

Haier Group Corporation is a Chinese collective multinational consumer electronics and home appliances company
headquartered in Qingdao, Shandong province, China. It designs, develops, manufactures and sells products including air
conditioners, mobile phones, computers, microwave ovens, washing machines, refrigerators, and televisions.
①
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NO.

NAME

EMPLOYER

POSITION

1

SHEN XX

MUNICIPAL GOVERNMENT, X CITY, JIANGSU

DEPUTY MAYOR

2

ZHANG XX

PUBLIC SECURITY BUREAU, X CITY, JIANGSU

POLITICAL
COMMISSAR

3

HELEN DONG

ZHANGJIAGANG
TECHNOLOGICAL
JIANGSU

DIRECTOR, BUSINESS
PROMOTION OFFICE

4

ZHANG XX

POLITICS AND LAW COMMISSION OF SHENZHEN

OFFICE DIRECTOR

5

DAI BO

X BUREAU, JINGJIANG, JIANGSU

OFFICE DIRECTOR

6

WEN JINGCAI

X SUBDISTRICT
SHENZHEN

7

SU XX

HAIER INFORMATION CONTROL CENTER

GENERAL MANAGER

8

WANG CHANGHAO

HAIER SALES SUPPORT CENTER

PROJECT LEADER

9

GAO XX

XIAOMI TV DEPARTMENT

HEAD

10

KU XX

XIAOMI CONTENT DEPARTMENT

HEAD

11

GU XX

XIAOMI MOBILE R&D DEPARTMENT

ENGINEER

12

LIN XX

XIAOMI SALES DEPARTMENT

ENGINEER

13

ZOE ZUO

GENERAL MANAGER OFFICE, TRW ZJG

ASSISTANT

14

JASON PAN

PROJECT DEPARTMENT, TRW ZJG

HEAD

15

JOYCE

PROJECT DEPARTMENT, TRW ZJG

ENGINEER

16

LINDA

QUALITY DEPARTMENT, TRW ZJG

TECHNICIAN

17

WENHUA TAN

LOGISTICS DEPARTMENT, TRW ZJG

HEAD

18

LEO YING

LEAN PRODUCTION DEPARTMENT, TRW ZJG

HEAD

19

CAO JUN

PREMIUM SOUND (DONGGUAN)

PLANT MANAGER

20

PHILIP ZHU

PREMIUM SOUND (CHINA)

SUPPLY
MANAGER

21

YONGTAO YAN YAN

VALEO (SHENZHEN)

PLANT MANAGER

22

JUN LI

AUTOLIV CHANGZHOU PLANT

PRODUCTION HEAD

23

HE CHENG

FIAT (CHANGSHA)

EHS MANAGER

24

QIANG WANG

DSM JIANGSHAN CO

PRESIDENT

25

ZHAO BING

DSM JIANGSHAN CO

VICE PRESIDENT

26

SHENG XX

DSM JIANGSHAN CO

DEPARTMENT HEAD

27

LIU HUA

DSM JIANGSHAN CO

MAINTENANCE HEAD

28

XIE XX

DSM JIANGSHAN CO

TECHNICIAN

29

ZHOU XX

DSM JIANGSHAN CO

INSTRUMENT HEAD

ECONOMIC
DEVELOPMENT

OFFICE,

BAOAN

Figure 3-20 Lists of Interviewees
83

AND
ZONE,

DISTRICT,

SECRETARY
OF
FINANCE BUREAU

CHAIN

3.3.3.2 Process and design of interview
This interview is intended to know the cognition of employees at different hierarchical levels
in different enterprises on horizontal organization, the management path and span between
superior and subordinate in work practice, their opinions on the youth employees, the
application of new technologies in actual management, whether the horizontal transformation
affects them or not. In the design of questionnaire, it was expected to interview 20
respondents, actually 29 were interviewed. The primary reason is that the research range is
larger than expected, which covers the organizations in five different ownership structures, so
as to properly make a horizontal comparison on the above five items. The basic items
involved in this interview include:
1. In your opinion, how many immediate subordinates to a manager will be appropriate?
2. In your opinion, what does the 80s and 90s show more concerns, salary, career promotion,
self-actualization or any other factor?
3. Do you think if the horizontal organization is more efficient?
4. Do you think that the horizontal transformation will affect the individual career
development?
5. Do you think if the scientific development, especially information technology makes it
possible to reduce the middle-level managers?
The research interests came from the deep understanding of the three foreign-funded
enterprises the author ever served, namely the Swedish WOFE (Whole Owned Foreign
Enterprise) AUTOLIV, the French enterprise Valeo, and the US enterprise TRW, qualitative
and quantitative research were conducted accordingly. In the course of research, the author
further identified the limitation of the initial research design: the application of horizontal
structure in China was underestimated in that Xiaomi amongst other innovation-oriented
enterprises have been large-scale businesses, and the reform of Chinese government has
played a good exemplary role in business reform, notably some enterprises represented by
Haier are among the world leaders. The former employer of the author DSM① Jiangshan
(Jiangshan) becomes a perfect reference case after a series of changes since it was bought out
by foreign-funded enterprise. Therefore, this thesis extended the research scope from the
quantitative and qualitative research of foreign enterprises in China to the case study of five
different types, ranging from Chinese government, Chinese state-owned joint-stock enterprise,
innovation-oriented company, foreign-funded enterprise (focus on TRW), to the private
enterprise acquired by a foreign enterprise, and made a horizontal comparison to further
understand the application of horizontal structure in China.

①

Royal DSM is a global science-based company active in health, nutrition and materials.
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Chapter IV Case Study
As mentioned earlier, this thesis uses multiple case study which features two-stage research:
internal case study and cross-case study. The former treats each case as an independent object
for comprehensive analysis, while the latter makes a unified abstraction and induction of all
cases based on the former, so as to give a more concise description and more persuasive
explanation. Li Chuoxin and Lu Qiang (2010)
In this chapter we totally covered 5 different cases which represented different organization
style and ownership. The purpose is to understand the real situation about the organization
flatting status in China. This studying has spent lot of efforts to collect the historic data and
information to ensure the good introduction, this will help us to know better the background
of each organization, what they have done and what they are doing on the organization
change. Both the secondary sources and primary sources have been used for all 5 cases
studying. There are some risks from the secondary sources collection because those public
reports are more positive normally, Ex. Haier and Xiaomi. The deep interview and review the
BBS① feedback helped a lot to overcome those risks. For example the huge overtime in
Xiaomi is not reported officially, but huge complain from BBS. This helped the writer to ask
some question during the interview for deep understand why so much overtime, is it coming
from the extremely flat organization structure? For Haier is the same case, overtime everyday
is very normal, employee usually ‘voluntary’ to work 6 days or more instead of 5 days a week
based on the regulation.
This paper has selected 5 big organizations including Chinese government, which is possibly
one of the largest official organizations in the world. The smallest one is TRW ZJG with
about 1000 peoples. In all those 5 cases there are already 3 organizations are very flat (TRW,
Haier, Xiaomi), another one is during the flatting process (Jiangshan), and Chinese
Government is trying very hard to find the way for flatting. Firstly this selection used very
famous organizations which are easier to get the secondary material and common
understanding with other scholars. Secondly this selection is aligned with the research topic
how to better adapt the flat organization into Chinese culture environment. There is some
other examples especially the small organizations or private firm can be selected next step to
enrich the studying.
Brief introduction of 5 different Organizations
Organization

Type of
organization

Typical span of
management

Career
development
aspiration

Ratio of
80s/90s
employee

New
technology
acceptance

Chinese

Hierarchy

<=7

High

Low

Slow

Bulletin board system or BBS is a computer server running software that allows users to connect to the system using a
terminal program. Once logged in, the user can perform functions such as uploading and downloading software and data,
reading news and bulletins, and exchanging messages with other users through email, public message boards, and
sometimes via direct chatting.
①
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Government
Haier

Inverted
triangle mode

10-30

Low

Medium

Fast

TRW
Zhangjiagang

Flat

7-12

Average

Medium

Average

XiaoMi

Flat

10-100

Low

High

Fast

DSM
Jiangshan

Hierarchy

<=7

Average

Low

Slow

Figure 4-1 Comparison of 5 organization.

4.1 Case Study: The Horizontal Reform Pace of Chinese Government
In a country, the reform of government system is usually an important reference and wind
vane for the reform of other departments concerned and enterprises, while the reform of
government system and the management innovation are what the adaptive economic society
should adjust and improve, which mainly involves change of functions, restructuring of
organizations, construction of legal framework, publicity of government affairs, performance,
administrative accountability, and crisis response. As the famous American management
scholar Mr. Robert once wrote, “administrators often complain that all administrative theorists
live in the “Ivory Tower”, and are still far away from the administrative affairs, so that their
principles and opinions can hardly adapt to the real world. And this case is not an exception
for China, so our analysis and study based on specific cases to understand the specific strategy
and pace by Chinese government will be significant.
New public management can be dated back to 1990, the British public management scholar
Christopher Hood published a universal public administration model on the journal of public
administration, criticized the form of bureaucratic organization in the traditional public
administration, and advocated the government to otherwise use a horizontal structure. The
British scholar Christopher Pollitt summarized the characteristics of new public management,
e.g. more professional, streamlined, horizontal and autonomous work. He suggested replacing
the bureaucratic relationship with an extensive range of contracts, providing public services
through the market mechanism, and stressing the service quality. (Christopher Pollitt, The
essential public manager, Open University press, 2003)

4.1.1 Categories of Government Horizontal Reform
As described in the reform of large department system, the government horizontal reform
reflects the division of works among the governments at different levels or among the
management subjects from the issue relating to the form, namely the management levels
involved in the vertical structure. The vertical horizontal reform means that the hierarchical
levels should be minimized, so that the decision maker will get closer to the executor, the
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chains of information transmission will be shortened, allowing for the timely delivery of
information, the improvement of decision quality and the speed of execution, and the prompt
monitoring. To improve the administrative efficiency, the vertical management should be
reduced to the extent possible.
On the other hand, the horizontal reform can be implemented from the horizontal structure,
which makes a division at the level of structure and position among the government
departments or within a specific department, and involves the span of management. The
horizontal division of works has different criteria of classification, which reflects the number
of subordinates with effective management. From the perspective of efficiency, the narrower
span of management means the higher efficiency. Nonetheless, this also depends on the ability
of manager and the condition of subordinate. In practice, the recombination of horizontal
functional departments not only decreases the hierarchical levels, but also avoids the
overlapping of functions due to the refined division of works, and reduces the cost for
coordination and communication. Based on the comprehensive analysis of these two forms,
the span of management and the level of management are negatively correlated.
The horizontal reform of government structure can also be divided according to the
operational structure which consists of power structure and function structure. In which, the
power structure is generally classified into decentralized system and centralized system.
Centralized system means that decision is made by the higher-up in an organization, while
decentralized system means that the basic levels have greater independence. Government
function structure refers to the fundamental responsibility and the specific role of those
administrative organs at different levels in providing social public products and services. In a
word, which issues the government should deal with? The morphological structure and
operational structures are inherently unified, which not only focuses on the simplification of
internal management levels or the recombination of departments in a government, but also
highlights the association with the external environment.

4.1.2 Analysis of Determinants of Government Horizontal Degree
To examine whether the governance structure of Chinese government is horizontal and
efficient, in Tang Gou and Li Yiting① (2010) proposed on optimization of government scale,
he began to the government scale by comparing the officials-people ratio from the 1980s. His
narration was widely recognized from the 1990s. Liu Jinghuai (1992), Pan Xiaojuan (1998) et
al. argued that the actual size of Chinese civil servants is relatively large based on the absolute
number of Chinese civil servants and from the perspective of its expected trend. Bao Guili
(1996) et al. made a vertical comparison of the historical data of the ratio of fiscal dependents
to the population to investigate our officials-people ratio, and indicated that our fiscal
dependents dramatically increases, especially the rapid growth after the 1970s. And Zhou
Wenjing (1998)②, Guan Qingyou (2002) et al. analyzed the size of our civil servants from the
政府规模的研究路径与优化建议 (Research on Government Optimization), 2010 新视界
http://3y.uu456.com/bp_5mdn68v21855t2h9600y_1.html

①
②
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ratio of the administrative expenses to the fiscal expenditure, suggested that this ratio is about
13%, which is significantly higher than that in some developed countries, and also implies the
redundancy and low efficiency. During two sessions (NPC ① &CPPCC ② ) in 2005, Zhou
Tianyong believed that the Chinese officials-people ratio is 1:18, which tends to be more
representative. Wang Jian (2005) argued that the officials-people ratio is not an ideal index to
measure the size of our civil servants, but rather use the number of civil servants per unit GDP,
and suggested that this figure is about 39/one million USD, 2.31/one million USD, and
1.38/one million USD in China, USA and Japan respectively.
Based on these data, admittedly Chinese civil servants are subject to “redundancy and
complex organization”. Although the expansion of civil servants occurred in all countries after
World War II, for example, US government employees increased by approximately three folds,
Japanese civil servants nearly doubled in 1950-1986; and Chinese civil servants increased by
over four folds after 1949, resulting in the government administrative cost nearly 20% of
fiscal expenditure (in 2004), compared to only 12.7% in USA or only 6.9% in Germany.
With respect to these phenomena, Li Yichun (2016) in his Overall Planning and Horizontal
Structure summarized these problems as the relationship between these two concepts. He
illustrated an example to indicate the importance of institutional importance: when Wang
Qishan③ was the mayor of Bejing, Forestry Bureau was in charge of the greening in rural
areas, while Bureau of Parks was in charge of the greening in urban areas, two secretaries
often reported to the mayor frequently and make him very confused. And Beijing
management of water resources was decentralized, surface water and groundwater, urban
water and rural water, water and sewage were managed by more than 10 departments, but
these departments often lacked in cooperation and coordination, significantly affecting the
control and efficiency of resources.

4.1.3Reference of the Horizontal Reform in World Major Countries
In Yu Xiaobo’s Horizontal Government Structure in Metropolitan Cities, (2014) he vividly
introduced the concept of enterprise reengineering into the theoretical framework of
government reengineering. He considered that since the 1990s, the development and
application of information technology changed the human society, with the expanding scale of
information network, people are allowed to acquire various information of the internet at the
same time, and make transaction of different commodities via the internet, significantly
boosting the global economic integration and the internalization of market competition.
Subject to the volatile market and the external environment in intensified competition, the
past management system and approach are outdated and the previous multi-level pyramid
NPC - National People's Congress of People's Republic of China.
CPPCC - the Chinese People's Political Consultative Conference
③
Wang Qishan (Chinese: 王岐山; born 1 July 1948) is a senior leader of the Communist Party of China. Since 2012 he has
been a member of the seven-man Politburo Standing Committee, China's highest decision making body. He concurrently
serves as Secretary of the Central Commission for Discipline Inspection, and has emerged as the public face of General
Secretary Xi Jinping's anti-corruption campaign since 2013.
①
②
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appears to be cumbersome and lack of flexibility. Following the great achievement of
enterprise reengineering based on horizontal reform, the government reform in such countries
as the United States, Britain, Australia learned from the enterprise reform to address the
decline of people trust on government, attribute different government deficiencies to the
backward form of organization, and criticize the pressure from the bureaucratic structure.
David Osborne (2006) in his Reform Government commented: the bureaucratic structure
designed in the 1930s and 1940s was centralized and multi-level, which cannot be effectively
operated in the 1990s with drastic changes and abundant information. Such government
organizations are just like big luxury passenger ships in the era of supersonic jet aircrafts,
which is huge, inconvenient, expensive, and difficult to steer, the new-generation government
will follow the trend to replace them. Yu Xiaobo observed the actual application of horizontal
theory in the government management field, which not only inherits the instrumental
rationality of bureaucracy, but also merges the post-modern value rationality that is oriented at
the democratic participation, cooperation and communication.
In the course of government horizontal reform, the situation and experience in some
developed countries are also referential. Large department system generally refers to an
agency with certain independence after the reorganization of the departments with similar
functions or the departments concerned, while the original departments are integrated into the
internal functional division or under the large department management. Large department
system is also an important symbol of the government horizontal reform.
Take the United States for example; the US federal government has 15 ministries, which
ranges from 8 to 35 at the local government level. The Department of Homeland Security was
established after the 9.11 terrorist attacks in 2001 because the former President Bush became
aware of the insufficient communication and coordination between the intelligence security
agencies in the United States, which takes the priority to enhance the coordination between
these agencies. This department at least recombines the original 22 agencies, some agencies
under large departments, including National Transportation Safety Board under Department of
Transportation, United States Secret Service under Department and Department of The
Treasury, were recombined into Department of Homeland Security, which in turn makes it the
largest among the government agencies ever founded in the United states over the last half a
century. Although this department has 180,000 employees, nearly 50 other agencies
associated with the homeland security are excluded. In this sense, it is very difficult to make a
full integration of functions through the large department system.
Britain is the first country that implemented the large department system, also referred to as
Giant Department. Currently there are 21 departments. In 1914, there were only 16
departments, during the period of World war I, 13 departments including Air Ministry were
added, until the World War II, 10 departments including Ministry of Defense and Ministry of
Intelligence, after the World War II, the British government implemented the large department
reform due to large number of departments and specific division of works. For instance, in
1964, it recombined the original Ministry of Defense, Admiralty, Army Ministry, and Air
Ministry into the new Ministry of Defense, and always limited the number of departments to
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around 19.
In Japan, the large department reform was implemented with the supervision of the United
States after World War II. Since 1996, Japan made dramatic modifications on the central
government agencies. In 2002, Japan modified its government system from the “1 cabinet
office + 22 ministries” to “1 cabinet office + 10 ministries”. For instance, the original
Department of Transportation, Department of Construction, Ministry of North Sea
Development, and Ministry of Land into Ministry of Land, Infrastructure, Transport and
Tourism, also known as the largest department. This reform significantly enhanced the
horizontal degree of the government.
As a major initiative for the transformation of government organizational form, large
department system involves a wide range of aspects. In this concern, different countries were
very cautious in implementing such reform and tried many methods to implement the reform,
so that the positive role of large department reform in improving the government management
will be played. Firstly, which department should be established in the large department system?
The experience from developed countries suggests implementing such reform in the
department with heavy load of coordination and strong policy consideration; secondly, the
principal leaders in large department are often generalists, while the deputy leaders are often
experts. In addition, we should pay attention to the relationship among the coordination
departments, and focus on the power of strong departments and weak departments, as well as
the allocation of internal resources and the balance of staff allocation.

4.1.4 The Six Stages of the Chinese Government Horizontal Reform
In Shen Ronghua’s (2006) Government Large Department System Reform, he described the
seven intensive reforms of Chinese government since the opening up and reform, all reforms
were oriented at the change of government function. In terms of the deployment of functions,
establishment of agencies, and staffing control, he presented some practical and productive
innovations in line with the principle of streamlining, unification and efficiency. A review of
the course of six reforms and some appropriate considerations on the future reform are
essential for the determination of reform confidence, the adherence of the correct reform
direction, the mastery and proper use of the reform laws, and the continuous deepening of
reform.

4.1.4.1 The Reform in 1982
In December 1978, the Third Plenary Session of the 11th Central Committee of the Chinese
Communist Party shifted the focus of CPC (China Communist Party) to the economic
construction. At that time, the government agencies and work focus were shifted to the
economic construction. In August 1980, Deng Xiaoping criticized that the redundancy of
government agencies and staff, the low degree of revolution, youth, knowledge and
specialization, and the low working efficiency were too serious to tolerate. This reform
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centered on reducing the number of vice presidents, streamlining 100 departments,
committees, agencies directly under the State Council and offices, and recombined them into
61 (Gao Xiaoping, 2012). In addition, a lot of temporary agencies were removed. This reform
downsized the staff in the organs of the State Council from 490,000 to 320,000.

4.1.4.2 The Reform in 1988
This reform was triggered by the increase of government agencies to 72 since the
administrative system ran for five years. The 13th National Congress of the Communist Party
of China convened in October 1987 proposed a new task for the reform of government
agencies. The task of reform was to further switch the function, clarify the relations,
streamline the government agencies and staff, improve the administrative efficiency, and
gradually establish the flexible and efficient administrative management system with a
complete set of functions, compliant structure, coordinated operation, and typical Chinese
characteristics, that is in line with the requirements of modern management. This reform
removed or recombined 12 ministries and commissions. After that, the State Council had 67
departments consisting of 41 ministries and commissions, 19 agencies directly under it, and 7
offices. The number of staff in all departments under the State Council reduced from 50,000
to 40,000.

4.1.4.3 The Reform in 1993
The 14th National Congress of the Communist Party of China convened in October 1992
clearly put forward the goal of building a socialist market economic system, and requested
that the organs in line with the requirements of socialist market economy should be
established. Furthermore, the number of government agencies quickly rose to 86 along with
the reform of state-owned enterprise, the main content of reform was to change the function,
adhere to the separation of government from enterprises, clarify the relationship, especially
the relation among the comprehensive departments to avoid duplication of functions, and the
relationship between the central government and local governments, which in turn will
stimulate their motivation. After this reform, the State Council had 59 departments consisting
of 41 departments, 13 agencies directly under it, and 5 offices. This reform approved the
agency setup of the central government and local governments, and stipulated the essential
agencies and the limit of agencies.

4.1.4.4 The Reform in 1998
Through the development over the last five years, the number of agencies rose to 72, the
reform in 1998 made the biggest change, downsized the largest number of staff, and
implemented the most intensive reform. As the economic system reform went deeper, the
basic role of market resources allocation was increasingly enhanced. This reform mainly
proposed building an administrative system with high efficiency, operation coordination and
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code of conduct, developing the national civil service system, building a highly specialized
administrative team, and gradually establishing the administrative system with typical
Chinese characteristics that is applicable to the socialist market economic system. Along with
the adjustment of functions, it mainly modified the division of works among different
departments in accordance with the principle of accountability-right consistency, reassigned
more than 100 functions among different departments, and designated a department to assume
the same or similar work to the extent possible. The government agencies concerned were
further streamlined, for instance, 9 industrial departments such as coal, metallurgy, and
machinery were removed by the end of 2000. After that, the State Council had 52 departments
consisting of 29 ministries and commissions, 17 agencies directly under it, and 5 offices.

4.1.4.5 The Reform in 2003
This reform centered on deepening the management system of state-owned assets,
establishing State-owned Assets Supervision and Administration Commission of the State
Council, recombined The People's Republic of China State Commission for Restructuring the
Economic System and State Economic and Trade Commission into National Development
and Reform Commission, established CBRC (China Banking Regulatory Commission),
Ministry of Commerce, China Food and Drug Administration, and National Health and
Family Planning Commission. With the completion of institutional reform of the State
Council, the reform of local government agencies started to set up the appropriate
provincial-level state-owned assets administration body; regulate the integrated functions; and
strictly control the agencies and staffing. This reform also stressed the need to improve the
comprehensive administrative law enforcement, enhance the organizational construction of
law enforcement team, regulate and develop the social intermediaries and professional
service organizations such as industry associations, advisory organizations, and accreditation
agencies, according to the requirements of playing the role of industrial self-regulatory
mechanism and improving the social self-management, and drive the implementation of
e-government and improve the administrative efficiency. Notably the reform of government
agencies was relatively stable after 1998, basically without a change in the number of
agencies.

4.1.4.6 The Reform in 2008
This reform after the 7th CPC National Congress intended to transform the government
function, rationalize the accountability among different departments, explore the large
department system with organically unified functions, reasonably configure and set a
macro-control on the government functions, strengthen the role of energy and environment
management agencies, integrate and perfect the industrial, information, transportation
management system, strengthen and integrate the departments of social management and
public service to improve the livelihood. This reform established Ministry of Industry and
Information Technology, drafted and organized the implementation of industrial plans,
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industrial policies and standards, monitored the daily operation of different sectors,
implemented the development and independent innovation of major technologies and
equipment, managed the communication industry, instructed the facilitation of information
construction, and coordinated and maintained the national information security. Meanwhile,
Ministry of Transport was also established, which involves the planning and coordination of
comprehensive transport system and promotes the coordination of various transport modes. It
also recombined the original Ministry of Human Resources, Ministry of Labor and Social
Security into the new Ministry of Human Resources and Social Security. After that, the
departments of State Council were streamlined to 27 ministries and commissions, 17 agencies
directly under it, and 4 offices.
Li Yichunin (2016) his Overall Planning and Horizontal Structure described the reform after
2012, which further emphasized the human-based concept, respected the subject status of
people, honored the spirit of public initiative, and relied on people to implement the reform.
The human-based concept is still a universal advanced organization concept and management
concept, as well as a underlying management concept that suits the knowledge economy and
information age. Over the past decades, the traditional hierarchical organization that was
based on the principles and features of industrial economic activities, specialization,
centralization and stability, and planning and control could no longer meet the current needs.
Accordingly, it was urgent to a series of modifications on the traditional structure, such as
learning organization, horizontal organization, network organization, organic-adaptive
organization, and inverted pyramid organization, and corrected the deficiencies of the
hierarchical system. Despite the seven reforms of Chinese political system, the number of
government agencies was still multiple folds compared to those developed countries. As the
Chinese participation in the international competition is imminent, the reform of 2013 was
urgent and important.

4.1.4.7 The Reform in 2013
In 2012, the Third Plenary Session of the 18th Central Committee of CPC passed the decisions
on several major issues about comprehensively deepening the reform. It firstly mentioned the
problem of overall planning from the perspective of state governance; proposed that
comprehensively deepening the reform is intended to improve and develop the socialist
system with typical Chinese characteristics; promoted the modernization of state governance
system and governance capacity; and held accountable to the overall design, overall planning,
implementation and supervision of reform by building the steering team for comprehensively
deepening the reform, according to the requirement of the central government.
In the course of Chinese large department system and horizontal reform, it is necessary to
rationally draw upon the foreign experience and scientifically design the specific program,
and take account of our political system characteristics, and the historical course and reality of
Chinese administrative system and institutional reform. Only in this way could the reform be
steadily promoted.
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4.1.5 Origin of the Government Hierarchical Management System
Shen Ronghua (2012) in Government Large Department System Reform bluntly indicated that
the biggest difference between Chinese political system characteristics and western developed
countries is the size of government. Specifically, the western national government agencies
are based on the mature market economy in the context of separation of powers, supervision,
and check and balance. Their functions aim at the execution by means of coordination, the
right of major decision is owned by the representative institution and the specific judicial
restraint institution, e.g.: parliament. In contrast, we have the tradition of large government,
which is associated with the low socialization degree of public management and public
service, deficiencies of civil society and social organization, and inadequacy of development,
and a part of government functions cannot be transferred. Such context restrains that Chinese
functions cannot be transformed overnight, nor could the reform be implemented by one step.
At present, China has been implementing the political system of combination of legislative
and executive powers, which also determines that the deployment of government functions
cannot completely separate decision-making from execution. Furthermore, the reform should
take account of the Chinese national conditions, draw upon the foreign experience based on a
scientific analysis, and implement the administrative system reform as the system engineering,
and avoid the recombination or disintegration of departments during the reform in developed
countries such as Britain.

4.1.6 Political System Reform of Chinese Local Government
Li Yichun (2016) identified that Chinese political system reform also has the origin of
Chinese traditional Confucian culture from the perspective of historical course, namely
emphasis on obedience, imperial power and balance. For example, the Chinese
officials-people ratio in the Tang① and Song② Dynasty, a large number of social affairs were
coordinated by squire mechanism below the county level, and social institutions such as
Chamber of Commerce. However, in event of massive population flow, rapid economic
development, or acceleration of urbanization process, this governance mode primarily in the
form of private coordination will be failed. Tang Jun et al. also found that the current density
of Chinese people is positively related to the size of government. In other words, the higher
density of population means the greater officials-people ratio and the more subjects of
government work.
As to the specific measurement of government, in 1978, the operations research experts
Charnes. Cooper and E.Rhodes firstly proposed the analysis method – DEA (Data
Envelopment Analysis). This method was initially used to compare the efficiency of different
The Tang dynasty is generally regarded as a high point in Chinese civilization, and a golden age of cosmopolitan culture.
The Song dynasty (960–1279) was an era of Chinese history that began in 960 and continued until 1279. It succeeded the
Five Dynasties and Ten Kingdoms period, coincided with the Liao and Western Xia dynasties, and was followed by the Yuan
dynasty. It was the first government in world history to issue banknotes or true paper money nationally and the first Chinese
government to establish a permanent standing navy.
①
②
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enterprises, then used for various utilities (e.g.: hospital, research institute, school). Based on
the model, the efficiency index of Chinese provincial governments in 2006-2008 was deduced
using the relevant data in 2007-2009.
A major conclusion from this empirical study: the overall efficiency of Chinese provincial
governments is relatively high, but it remains to be improved. The overall efficiency in
Beijing, Tianjin, Shanghai, Zhejiang and Guangdong is relatively higher, up to 1, but that in
some provinces such as Qinghai ① , Ningxia ② and Xinjiang ③ is below 0.7. The size of
government has no correlation with the quality of government public service. For instance,
the public expenditure in Tibet④ is more than 60% of the total government expenditure, while
it is approximately 20% in Guangdong or other provinces. The size of government cannot
directly determine the public satisfaction. The values and degree of education in different
regions may affect the size of government, and the quality of basic self-governing mass
organization is associated with the public satisfaction.
The reform of the central government has also led to the reform of local government. For
instance, the number of agencies in most local provincial governments decreased from over
53 to about 40, (Gao Xiaoping, 2012), that in the less developed areas was required to be
streamlined to about 30, and that in the municipalities directly under the Central Government
was also decreased from about 61 to about 45. Based on the practice in Hong Kong, it is
possible to implement the horizontal system. Hong Kong has a population of over seven
million, but it only sets up the Hong Kong SAR (Special Administration Region) Government,
three departments (Department of Administration, Department of Finance, Department of
Justice), 12 policy bureaus (Civil Service Bureau, Commerce and Economic Development
Bureau, Constitution and Mainland Affairs Bureau, Development Bureau, Education Bureau,
Environment Bureau, Financial Services and the Treasury Bureau, Food and Health Bureau,
Home Affairs Bureau, Labor and Welfare Bureau, Security Bureau, Transport and Housing
Bureau), and more than 60 different government departments and agencies. The SAR
Government has the supreme power, which properly addresses the overlapping of
management levels, redundancy, unclear responsibilities among the departments, and other
phenomena that reduce the operating efficiency.
At present, the reform of the central government is generally decentralized to motivate the
initiative of subordinate. In fact, the reform of local government is consistent. A reform is a
process to reduce the hierarchical levels, clarify the relationship and empower the subordinate
government. It is very important to rationalize the relationship, according to incomplete
Qinghai, formerly known in English as Kokonur, is a province of the People's Republic of China located in the northwest of
the country. As one of the largest province-level administrative divisions of China by area, the province is ranked
fourth-largest in size, but has the third-smallest population. (https://en.wikipedia.org/wiki/Qinghai)
②
Ningxia, officially the Ningxia Hui Autonomous Region (NHAR), is an autonomous region of the People's Republic of China
located in the northwest part of the country. Formerly a province, Ningxia was incorporated into Gansu in 1954 but was
separated from Gansu in 1958 and was reconstituted as an autonomous region for the Hui people, one of the 56 officially
recognized nationalities of China. Twenty percent of China's Hui population lives in Ningxia.
③
Xinjiang, officially the Xinjiang Uyghur Autonomous Region, is a provincial-level autonomous region of China in the
northwest of the country. It is the largest Chinese administrative division and the eighth largest country subdivision in the
world, spanning over 1.6 million km2
④
Tibetis a region on the Tibetan Plateau in Asia, spanning about 2.4 million km2 and nearly a quarter of China's territory.
①
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statistics, the overlapping functions in the provincial governments are up to 38, for instance,
the law enforcement by culture, radio film and television, press and publications is seriously
overlapped in culture market, while there is no definite boundary between industry and
commerce, quality supervision, food and drug regulation, health and other departments in
terms of the food safety regulation. However, the specific government division of labor led to
the serious overlapping reporting between super ordinate and subordinate. For example, the
provincial department of construction has to correspond to the subordinate urban construction,
gardening, municipal administration, transportation, planning, environmental sanitation and
other departments. The subordinate government often evades responsibility or finds an excuse
due to excessive or indefinite intervention, complex examination and approval, or improper
regulation. Therefore, the super ordinate and subordinate government should use the best
endeavor to ensure top-down alignment, make an exploration, and accumulate experience
based on reality by considering the historical course and local characteristics, which will
significantly improve the administrative efficiency.
For example, Hubei Province ① observed the principle of top-down alignment earlier to
establish Department of Resources and Social Security Hubei Province, Department of
Environmental Protection of Hubei Province, Department of Housing and Urban-Rural
Development of Hubei Province, Department of Transportation of Hubei Province in line with
the counterparts directly under the State Council.
Chengdu② sought the pathway of urban-rural overall planning, adhered to the principle of
designating a specific department mainly responsible for a function, gradually integrated and
formed the large department pattern of large agriculture, large water utilities, large
transportation, large commerce, and large urban management, addressing the previous
deficiencies of separate administration, specific division of works, overlapping function, and
spatial ambiguity. For instance, the newly established Chengdu Water Authority universally
manages the citywide flood control, water supply, water utilities, water economy, drainage,
sewage treatment, and river course, farmland water conservancy, soil and water conservation,
rural electricity and other water-related affairs, which achieves the integration of water affairs
management and puts an end to the duplicate law enforcement on water affairs. The newly
established Transport Committee of Chengdu integrates all functions of Transport Bureau,
urban public transportation, passenger transport and taxis of Public Utilities Bureau, planning
of transport technology and planning and management of security facilities of Public Security
Bureau, and railway, roads, postal service, communications, aviation and other comprehensive
transport coordination and logistics management functions of Economy and Information
Commission, so as to address the previous deficiencies of separate administration, duplicate
law enforcement and buck-passing, and initially form the urban-rural large transport pattern.

Hubei is a province of the People's Republic of China, located in the Central China region. The name of the province means
"north of the lake", referring to its position north of Dongting Lake. The provincial capital is Wuhan, a major transportation
thoroughfare and the political, cultural, and economic hub of Central China.
②
Chengdu, formerly Romanized as Chengtu, is a sub-provincial city which has served as capital of China's Sichuan province.
It is one of the three most populous cities in Western China (the other two are Chongqing and Xi'an)
①
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Adjacent to Hong Kong, Shenzhen① showed distinct features in the reform mentality of large
department system, introduced a lot of management experience from Hong Kong SAR
Government; in 2002, it put forward the concept of administrative separation of power:
establish the policy departments by means of large industry and large industry, set up several
execution bureaus in each policy department, and the supervision bureau simultaneously
oversees the policy-making and execution. In 2009, Shenzhen formed seven large
commissions, namely Economy, Trade and Information Commission, Development and
Reform Commission, Urban Planning, Land & Resources Commission, Finance Commission,
Transport Commission, Health and Family Planning Commission, Human Settlements
Commission. A lot of difficulties arise from the process of execution due to the immature
domestic political context, especially the personnel arrangement, division of accountabilities,
approval authority, policy-making mechanism, and law enforcement system, supervision
agencies need to be further studied and planned.
This may be mentioned by Yu Xiaobo, where the reform of our government agencies remain
at the underdeveloped stage of the bureaucratic structure, or the related process is not yet
mature, still away from the level of standardization and process flowing, and the overall
quality of civil servants remains relatively low. For instance, among the Shanghai civil
servants who worked in municipal government organs by the end of 2010, only a half had the
college degree or above. It can be presumed that this ratio is likely to be even lower in any
other city. It is very difficult to implement the rapid horizontal reform in a team of civil
servants with such knowledge structure, age structure and capacity structure. However, the
reform of government agencies will trigger a “domino” effect. Horizontal structure requires
the setup of agencies to minimize the middle levels, which will alter the authority of
middle-level managers. As the interested party, middle managers may be affected by negative
mood due to the decline of individual importance, consciously or unconsciously resisting the
reform. And in Chinese traditional culture, the middle and top-level managers have a supreme
power, normally will not delegate power to others, and the subordinate should be subject to
the super ordinate. Thus, if the reform subject does not understand the reform or take the
initiative, it will encounter difficulties. As mentioned by Barnard, only when the goal of
organization is consistent with the goal of individual members could they be induced to
participate in organization activities and achieve the self-development by contributing to the
organization.

4.1.7 Empirical Study of Shanghai Municipal Government Reform
Shanghai is one of the Chinese cities with the highest administrative efficiency and the
empirical study on Shanghai has been arousing the interests of domestic and foreign scholars.
Shanghai has a total coverage of 6,345 km2, since Chongming② was transformed from county
Shenzhen is a major city in Guangdong Province, China and one of the five largest and wealthiest cities of China. The city
is located immediately north of Hong Kong Special Administrative Region and holds sub-provincial administrative status,
with powers slightly less than a province.
②
Chongming District is northernmost district of the provincial-level municipality of Shanghai in China. Chongming consists
①
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into urban district in 2016, Shanghai officially entered the era without county. From “15
districts + 1 county” to “16 districts”, its population was over 24 million, the GDP per capital
exceed USD 10,000, the government management is greatly challenged due to a wide range
of coverage, high density of population, complex of population structure, and sharp cultural
differences (for instance, about 39% of its population are nonlocal, in which 85.9% have the
high school degree or below). Shanghai is a typical export-oriented economy, with a rapid
increase of population, and is generally vulnerable to serious environmental pollution;
aggravate aging population, and difficult access to medical service, kindergarten or elderly
care. From the perspective of governance, its sub-district offices are less capable of
coordination, the community self-governing organizations slowly grow, residents have a weak
awareness of participating in the public affairs, after the breakout of “Shanghai Pension
Scandal①”, Shanghai officials are generally cautious, feared and scared of committing a
mistake. In view of the special circumstances in Shanghai, the Mayor Han Zheng ② published
an article entitled “bear the mission in mind, bear the tenet in mind, strive to open a new
picture for Shanghai” in QiuShi ③ dated February of 2013, calling on all officials to
implement opening up and reform, go ahead or fall behind, and warning that Shanghai will
not advance without reform and innovation. The former Shanghai Municipal Party Committee
Secretary, Mr. Yu Zhengsheng ④ admitted that standard procedure is one of the major
advantages of Shanghai officials, but sometimes it may appear to be too dogmatic and rigid.
He further encouraged them to try unreasonable rules, figure out appropriate countermoves
and take action for a new event or issue.
Since 1990, Shanghai proposed a goal of building an international metropolis, implementing a
new urban management system of the two-level governments and the three-level
administration.
Specifically, the government implemented the model with the two-level governments and the
single-level administration before 1990, which means that the municipal government highly
controls the power of urban management, while the power of district government was highly
limited.
of three low-lying inhabited alluvial islands at the mouth of the Yangtze north of the Shanghai peninsula: Chongming,
Changxing, and Hengsha. Following its massive expansion in the 20th century, Chongming is now the 2nd-largest island
administered by the People's Republic of China and the 3rd-largest in Greater China, after Taiwan and Hainan.
①
The Shanghai pension scandal was a corruption case in Shanghai, China.
Ultimately, former Shanghai party Chief Chen Liangyu was implicated in the scandal and removed from office. Other
high-ranking officials were also implicated such as Zhu Junyi, Qin Yu, Yu Zhifei, and Chen Chaoxian. Vice-Premier Huang Ju
and his wife Yu Huiwen were also believed to be involved, but were never officially exposed as being part of the scandal.
②
Han Zheng (Chinese: 韩正; pinyin: Hán Zhèng; born April 1954) is a Chinese politician, the Communist Party Secretary of
Shanghai, and a member of the Politburo of the Communist Party of China. He served as Mayor of Shanghai between 2003
and 2012 and briefly acted as Party Secretary between 2006 and 2007 when his predecessor Chen Liangyu was removed
from power. In November 2012 he was promoted to become the Party Secretary of Shanghai, the top political post in the
city.
③
Qiushi (Chinese: 求是; pinyin: Qiúshì; literally: "Seeking Truth") is a bi-monthly political theory periodical published by the
Central Party School and the Central Committee of the Communist Party of China. The headquarters is in Beijing.
④
Yu Zhengsheng (Chinese: 俞正声; born 5 April 1945) is a Chinese politician and one of the top leaders of the Communist
Party of China. He is the Chairman of the Chinese People's Political Consultative Conference (CPPCC), a largely ceremonial
political advisory body, and a member of the Politburo Standing Committee, China's the highest ruling body, since
November 2012.
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In 1990-1996, Shanghai began to pilot the model of the two-level government and the
two-level management. At that time, Shanghai urban construction involved a lot of old town
renewal and municipal construction works, the former municipal government made clear the
mentality of two-level management, delegated some power of finance and administrative
approval. This reform mobilized the enthusiasm of the district and county-level governments,
which played a positive role in relocation and resettlement of major infrastructure
construction, thus significantly changing its economic and social development as well as the
urban construction.
After 1996, since Shanghai’s city appearance changed, the urban construction and
management works tended to be complicated, the two-level government and the three-level
management aimed at enhancing the management authority of sub district communities at the
basic level, strengthening the efforts of communities, and improving the management
efficiency at the community level (Li Qi, 2003). Under such circumstance, Shanghai
municipal government reassigned the authority of districts, counties, sub districts and
townships in social management and public services, and achieved the decentralization of
rights and downward movement of management focus.
With a view to the optimization of government structure, Shanghai has also taken a lot of
process reengineering and basic autonomy measures to adjust the span of management and
reduce the size of government. For instance, Shanghai administrative division drove the
horizontal reform of government structure by appropriately expanding the governing range of
horizontal administration and addressing the unreasonable span of management. Recently
Shanghai has performed several adjustments in administrative division: in April 2009,
recombined Pudong New District ① and Nanhui District; in 2011, recombined Huangpu
District and Luwan District; in 2015, recombined Jing’an District and Zhabei District into the
new Jiang’an District; and in 2016, to facilitate the construction of Shanghai International
Tourism Island, transformed Chongming from county to district. The adjustment of
administrative division is more than a simple superposition of quantity, but more importantly,
the improvement of quality. The decrease of regional boundaries would lead to less
district-level administrative agencies, less cost in coordination and administration, and higher
administrative efficiency.
In addition, Shanghai municipal government stressed providing horizontal and efficient public
services by means of process reengineering. From 2000, Shanghai targeted at building a city
with the highest administrative efficiency, the highest administrative transparency, and the
least administrative fees across the nation. Over the last decade or so, it canceled more than
300 charge items, launched the standard management pilot programs for 154 administrative
approval items in 15 departments, allowed for nearly 100 administrative approval items to be
previewed online and accepted on site with certificate issued on site by accelerating the

Pudong is a district of Shanghai located east of the Huangpu River across from the historic city center of Shanghai in Puxi.
The name refers to its historic position as "The East Bank" of the Huangpu River, which flows through central Shanghai,
although it is now administered as the Pudong New Area, a state-level new area which extends all the way to the East China
Sea.
①
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process with IT method. Furthermore, it ran the pilot program of e-government platform in
Pudong New Area, Xuhui District and Jing’an District with favorable conditions; exploited
the establishment of administrative service center, tried to implement “acceptance and
completion by single department”, changed the previous “acceptance, review and issuance by
several operators” to the inverted process featuring “acceptance by several operators, handling
by 2-3 operators, review by 1 operator, and issuance by 1 operator”, significantly improving
the efficiency of approval.
Shanghai municipal government has made great achievements in structural adjustment and
other cities emulate many practical methods. However, there are a lot of deficiencies
compared to its target orientation as an international cosmopolitan city. For instance, the
function of Shanghai sub-district is not strong enough, the focus of urban management
remains at the middle and high level, and the civil servants are devoid of innovation impetus.
A sampling survey among the civil servants at Shanghai municipal organs shows that the
working enthusiasm of the middle-age civil servants or above is lower, and they show
inadequate innovation at work, compared with young civil servants. To a certain extent, this
reflects that civil servants are relatively prudent and fear of taking a risk. However, the
information level of Shanghai and the quality of civil servants are relatively low. With the
rapid development of other domestic cities, Shanghai will experience more urgency and
pressure of transformation. In the period of “the twelfth five-year plan”, Shanghai put forward
taking “four leads” and accelerating the construction of four centers. In the period of “the
thirteenth five-year plan”, Shanghai will strive to establish the basic framework of scientific
and technological innovation with the world influence, formulate and develop more mature
and stereotyped international, market-oriented and legal institutional standards, basically
build a socialist modern metropolis of international economy, finance, trade and shipping
center, and build a moderately well-off society at a higher level. As to the government reform,
Shanghai still regulates the government function by complying with the operating laws of the
market economy, optimizes the government structure and span of management, remold the
superordinate-subordinate relationship, reduce the cost of coordination, and transform itself to
the horizontal government.

4.1.8 Excerpts of Interview
Based on the above analysis, the horizontal reform of Chinese government is continuously
promoted. In this thesis, the knowledge and feedback of government employees on horizontal
reform are presented by asking nearly 10 employees about five standard questions.
As to Q1 (how many subordinates should be appropriately managed by a super-ordinate?),
different types of employees made different answers.
Mr. Shen, the county-level executive deputy mayor, argued that 7 or so will be more
appropriate, but he admitted that it is related to the level, some basic-level leader has no
subordinate. Generally, he perceived that the government is becoming more horizontal. And
notably, Chinese government has made a lot of changes in the basic-level governance over
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these years, but the whole system is still a typical pyramid-like structure, which is basically
stable.
Mr. Zhang, the political commissar of a city public security bureau, showed a similar
understanding. He said that the current police force and armed forces have a similar structure.
At the basic level, a basic-level leader usually has more subordinates if auxiliary policemen
are counted, but at the director-level, it is generally no more than 7.
Mrs. Dong, the head of Investment Department in a prefecture-level city, informed that a
section leader in a basic-level government usually has 5-6 subordinates, certainly it is related
to the administrative level; and the personnel quality in a government varies greatly, a lot of
basic works are outsourced. So if we consider the personnel quality, one had better not to
manage too many subordinates. Relatively speaking, the workload in a government is heavy,
leaders often engage with the policy direction and the external coordination, so that they have
little time in managing too many people.
Mr. Zhang from a sub-district office of Baoan District of Shenzhen said that there are usually
2-10 subordinates, but he may think that about 5 subordinates would be more appropriate. But
it is based on a precondition that the higher-level leaders can be divided into principal and
deputy leaders, in normal practice, both can directly manage the subordinates. Thus, this
concept is ambiguous in practical work.
For Q2: In your opinion, what does the 80s and 90s employee in a government show more
focus? The answers to this question are very interesting, which also suggests the concern and
knowledge of various groups on the younger generation.
According to the deputy mayor Mr. Shen, the post-85s even the 90s account for a high ratio in
new civil servants, admittedly they demonstrated a good comprehensive quality, but they are
undisciplined and show less determination to work hard. If he observed on male and female
civil servants separately, the overall engagement of female is lower than that of male, some
female even treat the identity as a civil servant as the springboard of picking a better
boyfriend, after marriage and becoming a mother, the female civil servants tend to be slack.
The political commissar Mr. Zhang exposed the problems of police officers: the 90s are the
minority group, while the 60s and the 70s are the majority, with an average age of 47 older,
according to the initial statistics. If he just compared the 70s and the 80s, the former group
shows a stronger sense of working responsibilities, while the 80s tend to be more
individualized and are unlikely to get used to the tough working environment. Normally, the
80s has less life pressure and are indifferent about career promotion.
And Ms. Dong identified the most prominent characteristic of the younger generation as
personality-conscious and their ideological independence and freedom of movement must be
assured. Secondly, they are not good at communicating with colleagues, especially with older
colleagues. Certainly, it may be related to an objective factor that the world is changing too
fast, the 90s often experience something that the 70s or the 80s never did before, so they have
no common topic. Thirdly, they are active thinkers, free from the rules and restraints, and dare
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to express their own ideas.
Mr. Wen, the deputy director of Baoan District Bureau of Finance, considered that the youths
are so energetic, vibrant and innovative to activate the team of civil servants, stimulate the
working mood, and allow them to complete different works in a relaxed and pleasant way.
About Q3, whether the horizontal organization will significantly improve the working
efficiency?
The deputy mayor Mr. Shen responded, Chinese government has called on the horizontal
transformation for many years, Chinese bureaucracy has not changed a lot. In terms of the
efficiency, the horizontal system is not necessarily better than the hierarchical system, but it
can greatly reduce the cost. For example, the recent village-town merger and section-office
merger led to the decrease of personnel on fiscal support, but the efficiency after such merger
does not obviously improves, even lower than it was in the short run. Admittedly, the form of
administrative center is beneficial for one-stop service, but these are limited to process work,
a lot of government affairs are not procedural, which means that it is still away from the
achievement of horizontal reform.
And Mr. Zhang responded that horizontal reform will definitely improve the working
efficiency and reduce the unnecessary dispute. More importantly, it can avoid the
embarrassment that the power holder doesn’t control the information and the information
holder doesn’t have any power.
Mr. Zhang considered that more time is needed to see if the horizontal reform is more
efficiency, but the administration cost will be reduced as soon as it can normally operate. He
illustrated the village-town merger in the city, the actual number of basic-level regular staff or
expenditure didn’t decrease, but about 20% were early retirees, so this counted as a decrease.
After their formal retirement, the expenditure will further decline.
According to her four-year overseas study in Sweden and the knowledge of the Nordic
countries, Mrs. Dong was not so satisfied with the horizontal process in Chinese government
and society. She added that from the perspective of government, regardless of the changes in
superstructure, the operation procedure at the basic level didn’t change drastically, or in a
word, only changed in form rather than content. But if the horizontal structure is formed, how
to arrange so many people, and it is impossible for the government to dismiss them. If she
made a deep-going analysis, Chinese regime is still similar to the feudal society, because
Chinese never experienced the capitalist revolution and it was not liberated from the
ideological level. In this sense, it is really hard to make a definite horizontal reform, so she
didn’t identify any change in efficiency.
In the interview, the vast majority of basic-level clerks reported that the horizontal reform will
significantly improve the working efficiency and shorten the policy-making distance.
As to whether the horizontal reform will affect the individual career development, the vast
majority of respondents gave a consistent opinion that it will definitely affect the career
development.
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Mr. Shen firstly analyzed the restructuring of the basic county and township-level government.
Previously, the municipal government had four sections, NPC, CPPCC, municipal party
committee and municipal government. Now one with several capacities is a commonplace in
most governments, and the number of town or county-level leaders has decreased by 30%,
which means that the total number of leaders is less. For the individual development, there is
no distinction between the previous employees on fiscal support and the civil servants, but the
former personnel are basically excluded from the system, so that civil servants will get more
chances of career development. This will positively influence the external personnel, but it is
not the most equitable in an implied sense.
According to Mr. Dong, it is too hard to get promoted from the current personnel structure in
government, because a lot of senior employees are still performing well. Honestly, the
majority of government employees are unlikely to get promoted. In the government, many
employees are subject to the “boiling frog effect”, who are reluctant to move if they stay in an
environment for two years, no matter they will be promoted or not. As to the problem of
resignation, it always happens and he supposed that the resignation was extremely high during
the period of the opening up and reform, but the only difference is the availability of extensive
public coverage. It is normal and in no way should it be only attributed to the horizontal
reform.
Mr. Zhang considered that the salary of civil servants is more exposed and urgent compared
with the horizontal transformation, how to promote the system reform of civil servants as
soon as possible, implement the position-level parallel system, change the common practice
of linking wages only with level, and set a position based on specific needs and determine the
wages according to the position. If this issue cannot be solved on time, the appeal of the
whole civil servants team may be reduced, because there is little point in getting promotion.;
For Q5: Do you think that technological progress makes it possible to reduce the middle-level
managers? Generally, their answers were more or less consistent and a classic excerpt of
answers is described as follows:
Mr. Shen considered that the government has spent a lot of manpower and material resources
in the reform of e-government, with obvious accomplishments, especially for large and
medium-sized cities. However, such reform is still slow in small cities, because the quality of
government employees and the competence of public utilities are still away from the intended
design, and 5 years or longer time is required to improve such two competences. The last
three decades witnessed the overall changes from the adoption of opening up and reform
policy, especially the changes in small cities in the last decade or so. Big changes will
definitely lead to the demand for process, the e-government will make the procedure
determined, transparent and standardized, but we cannot expect that the electronic reform will
address the weakness or deficiency of process. As the society becomes relatively stable, it is
believed that e-government will be more extensive, along with the increase in efficiency, thus
reducing the number of employees in each management level.
Mr. Zhang analyzed the drastic changes of the basic-level works arising from information
103

technology from the actual operation of public security system. The public security system
was already established more than 10 years ago, but it has been rapidly developing in the last
two or three years. Currently, the cameras of public security bureaus and township/sub-district
police stations are networked, over a half of police cars have been installed with networked
cameras, and a lot of wearable devices will be armed among the public security teams. If the
public security department is able to invoke the content from any camera from time to time,
such that the acquisition of field data which previously relied on a lot of manpower, and the
preparation of report which previously involved a lot of time, can be finished in real time only
within seconds, and the accuracy will be higher. In this case, a lot of middle-level works can
be replaced. The present issue is that some basic-level policemen are too old, have no idea to
use the intelligent tools, but he believed that it will be gradually solved with time.
The above answers indicate that the horizontal transformation of Chinese government not
only initiates from the top level, but also covers among the basic-level government. With the
retirement of the older civil servants and the growth of the younger civil servants, the public
management of Chinese government tends to be aligned with the world first-class level, more
horizontal and efficient. In fact, such results have been more obvious in the economically
affluent domestic areas.

4.1.9 Conclusion
Based on the above study, the horizontal reform of Chinese government has been going
deeper, in addition to the central government and local governments, the basic-level
government will take major actions as well. The Chinese government is committed to
improving the efficiency of government through horizontal transformation. However, the
rapid economic development and the intensification of urbanization process have led to a lot
of obstacles to its horizontal transformation.
Overall, the horizontal transformation of Chinese government substantially decreases the
number of government employees, reduces the operating cost of government, and improves
its working efficiency. On the one hand, with the gradual retirement of the older civil servants,
the younger generation will be more open-minded, tend to be less dependent on the
hierarchical system, and work in a fair, transparent and efficient way. On the other hand, the
younger generation will be more willing to use new techniques, which will greatly promote
the development of e-government and online service. Both would greatly contribute to the
horizontal transformation of government and the improvement of efficiency.
Another phenomenon during the interview with Mr. Shen and Mrs. Dong should be noted.
They mentioned that the growth rate of female civil servants is higher than that of male civil
servants. Mrs. Dong argued that the current civil servant examination system is more
favorable for female, because they tend to be more focused and is likely to get high marks. Mr.
Shen also perceived that the number of female civil servants is rapidly growing.
With a view to the global situation, female leadership arouses an extensive attention, which
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might be a by-product of the economic development; women are liberated from the family
constraint, allowing them to spend more time and energy in career development. The rising
ratio of female civil servants in Chinese government and the increase of their decision-making
power indicate that there will be more female participants in the Chinese key decision-making
level. Due to the limitation of research time, this thesis does not make a further study on this
aspect.
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4.2 TRW Automotive Safety Technologies (Zhangjiagang) Co., Ltd.

4.2.1. Profile of TRW Automobile
TRW Automotive Holdings Corp. is headquartered in Detroit, USA. It is known as the pioneer
and leader in auto parts industry, listed in Fortune Global 500, one of the top 10 suppliers of
auto parts, runs 185 operating facilities in 26 countries across the world, with 63,000
employees, and annual sales revenue of USD 16 billion. On September 15th of 2014, German
ZF as another giant of auto parts announced a buyout over TRW by USD 13.5 billion, in 2015,
passed the US antitrust review, and the buyout was completed in that May 18th. After the
recombination, the number of staff reached 143,000, with annual sales revenue of Euro 30
billion, ranking among the top 3 in auto parts industry in that year.
TRW Automotive Safety Technologies (Zhangjiagang) Co., Ltd. (TRW ZJG) was established
in March 7th of 2014, located in Gangcheng Avenue of Zhangjiagang Economic Development,
with a land area of about 77,000 m2, a construction area of 50,000 m2, mainly engages with
the production of brake control system and passenger safety system. In which, the brake
control system area mainly produces brake calipers and vacuum boosters, while the passenger
safety system area mainly produces airbags and seat belts. This plant develops at a rapid
speed, since its formal operation in early 2016, the sales revenue in that single year hit RMB 1
billion, with the staff of over 700. As the last subsidiary TRW built before it was transferred to
ZF, TRW ZJG was intended to become the largest enterprise in TRW Asia Pacific Region
even the world. It is expected that TRW ZJG will have over 2,200 employees and reach
annual sales revenue of RMB 7 billion by the end of 2020. In addition, it is expected to
produce 18 million pieces of brake calipers and vacuum boosters, 25 million strips of seat
belts, and 10 million air bags.
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Chart 4.2 Picture of TRW Zhangjiagang (ZJG) Site
As the first general manager of this company, the author involved in the design and
implementation process from team building to team development, in response to the
tremendous management stress and timely delivery stress arising from the large production
scale and climbing capacity. Two years after the team building since its establishment, TRW
ZJG has achieved 100% timely delivery, the turnover rate for middle-level managers, overall
staff is lower than 10% and 26% respectively, the quality level is less than 3PPM (Parts per
million), which are comparable to an well-performing mature company in the same period.
Generally speaking, the operation of TRW ZJG is quite successful, the author primarily
attributes its success to the successful organizational, the advantages from an effective
exploitation of horizontal organization, the prevention of deficiencies of horizontal
organization, and the appropriate judgment over the future organizational development
according to the dynamics in the next two years.
As the control group, the author will conduct an interview with nearly 20 middle-level
managers at Valeo Shenzhen and TRW Wuhan, with reference to the four-year working
experience as General Manager at Valeo Shenzhen, and the five-year operation at TRW
Wuhan, so as to fully understand the status, dilemma and countermove of the horizontal
organization.

4.2.2 Organizational Structure in the Early Stage since Its Establishment
The organizational chart of TRW ZJG in early 2016 is presented below, which is also the
initial organizational structure in the early stage since its establishment:
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Chart 4.3 Organization Chart of TRW Zhangjiagang (ZJG) Site
On the whole, the company is divided into three sections, namely Breaking (BRK) operation
(with 5 immediate subordinates), Passive Safety (OSS) operation (with 4 immediate
subordinates), and Sharing Department (with 4 immediate subordinates), plus the position
of Assistant General Manager, the immediate subordinates to General Manager will be 14, so
that this organizational structure relatively horizontal. However, the author also appropriately
analyzed the organizational structure of TRW Asia Pacific and identified that its horizontal
degree is amazing, the immediate subordinates to TRW Asia-Pacific President are 30, in
which 14 operationally report and 16 functionally report, and its horizontal degree is more
prominent than the operating plant. The next case study of Jiangshan Pharmaceutical suggests
that the organizational system of Chinese traditional enterprise is generally no more than 7.
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Chart 4.4 Organization chart of TRW Asia Pacific
In case of TRW ZJG with the extremely horizontal structure, the top management will be
affected in the first place. This position not only challenges the brain, but also challenges the
physical strength. Let’s begin with the daily, weekly and monthly works of General Manager.
For daily works, from 8:45 am, hold the management morning meeting (each takes about 15
min) for BRK and OSS, attend two production morning meetings (each takes 30 min) as per
the requirement, attend two project briefings (each takes about 30 min), plus some routine
works during the sessions, there is little time of taking a break in the morning. After 16:30 pm,
hold a major issue tracking meeting to follow with the major issues about product quality and
delivery. (3.5 hours for each day)
For weekly works, attend BRK weekly meeting on Monday and OSS weekly meeting on
Tuesday (each takes 1-1.5 hours), and attend Asia Pacific BRK weekly meeting on Tuesday
and OSS weekly meeting on Wednesday (each takes 2 hours). On a weekly basis, there is
about 1-hour teleconference for the global production lines (nearly 3 hours). And make on-site
audit in every week, which usually takes 3-4 hours. (14 hours for each week, with an average
of 2.8 hours for each working day)
For monthly works, hold business control meeting every two weeks to review 41 indexes of
the company, 1.5 hours for BRK and OSS (6 hours for each month). On a monthly basis,
attend the staff meeting (1 hour), hold a monthly meeting with each immediate subordinate
(15 hours for each month), hold a monthly GM communication meeting (2 hours), and
conduct a monthly safety audit (2 hours). In addition, make a routine interview with the key
employees, and hold an individual discussion with resigned employee above the technician
level. (At least 26 hours for each month, with an average of 1.2 hours for each working day)
Based on the time measures, the required normal meetings explicitly stipulated in the
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company regulation are approximately 7.5 hours, in 2016, the company was visited by leaders
and listened to more than 20 reports (each takes about 4 hours), the government officials paid
nearly 20 visits (each takes about 1 hour), and the customer visit and audit reached more
than 70 times, with external audits (financial audit for 3 weeks, TS16949 audit for 8 days,
ISO14001 for 6 days), with hundreds of lunches or dinners, most were attended or chaired by
GM and the exact hours cannot be precisely measured. In such a horizontal context, the
workload of GM is tremendous, the working hours per day are 12, always in sleep deficiency.
Admittedly, business trip or jet-lagged travel is somewhat easy and relaxed.
In such a horizontal context, based on the personal experience of GM, it is very tough, the
long-term work pressure is definitely a major challenge to the physical health and causes
exhaustion or sub-health status, regular insomnia, “three highs”, lumbar muscle strain, and
growth of white hair. From the perspective of keeping well being, it is less pleasant and highly
stressed to work in a horizontal organization. From my own experience, the critical way of
maintaining the physical strength is to make intensive exercises and keep running every day.

4.2.3 Summary of Interview
Although General Manager in an extremely horizontal organization expresses pessimistic
opinion, foreign enterprise is still the preferred option for most youths. From the perspective
of analysis, the turnover rate in foreign enterprise is relatively high, in order to properly
understand the feedback of employees at different levels in a horizontal organization, this
thesis conducts an exclusive with nearly 30 employees with different positions, levels and
genders from the following five major aspects:
1．In your opinion, how many immediate subordinates to a manager will be appropriate?
This question is intended to ask about how many subordinates a respondent leads, how
many subordinates the line manager leads, what kind of problems the respondent
encounters, and how to judge the management by line manager.
2．In your opinion, what does the 80s and 90s show more concerns, salary, career promotion,
self-actualization or any other factor? This question is intended to ask about the main
interests of new generation, concern if the career promotion plays a crucial role like the
70’s, and how about the changes from the 80s to the 90s?
3．Do you think if the horizontal organization is more efficient? This question is intended to
mainly observe how the employees in horizontal organization understand the role of such
organization, the significance of horizontal organization for enterprise, and if the intended
design of horizontal organization in improving business efficiency is achieved.
4．Do you think that the horizontal transformation will affect the individual career
development? This question is intended to observe why they like the horizontal structure,
why they hate the horizontal structure, and directly explore their appeal in career
development in true sense.
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5．Do you think if the scientific progress makes it possible to reduce the middle-level
managers? This question is intended to address the original information asymmetry,
inaccessibility and inaccuracy of information after the development of information
technology, a large amount of information acquisition and processing were previously
completed by the middle-level managers. Briefly speaking, Industry 4.0 will not only
remove the middle-level managers, but also remove the basic-level operators. However,
our employees are in the wave of information technology, so how to look at the future of
information technology from the angle of employees.
To properly analyze the feedback from all levels, these respondents cover all levels in the
development of foreign-funded enterprise, 2 plant managers, 2 directors, 10 department
managers, 2 basic-level engineers, and 2 employees in the 90s. In view of the time limits and
the amount of feedback information, the author considers the selection of respondents to be
adequate and the feedback from some representatives is excerpted as follows:
Q1: Do you think how many immediate subordinates to a manager will be appropriate?
The Assistant General Manager Zoe once served as the same position at three different
foreign-funded enterprises. She is familiar with the top-level operation, with respect to “how
many immediate subordinates to a manager will be appropriate”, she responded that it
depends on the level; for the director level, 3 subordinates or so will be more appropriate; for
the manager level, 7 or so; but it is uncertain for GM; normally, the higher level means the
better capabilities and it is justified to manage more subordinates. She mentioned that in a
new organization, because the situation is generally more complex and employees are not
very clear about the company regulation, all members may feel so stressed. But after running
for some period, especially when the mutual trust is assured and the standard rules and
procedures are made clear, the management span may be enlarged, or the managers may be
increased. Based on her personal experience at several foreign-funded enterprises, it is a
similar case that the managers are always engaged.
During an interview with the Plant Manager Mr. Yan, he considered 5-6 subordinates as
appropriate. Currently, he has 12 immediate subordinates, including HR, four managers in
charge of different projects, finance, industrial engineering, logistics, production, quality, and
maintenance. This structure is very horizontal, because he is usually very busy, to be honest,
he cannot handle everything. He admitted that the cost of horizontal management is definitely
low, but it may not be efficient. Based on his personal experience, when he served as
CELLMANAGER at a US company – JABIL, the organization is very horizontal, even more
than the current employer, but he perceived that it may not be efficient in this case.
According to the Production Manager in another Swedish enterprise, 3-4 subordinates would
be more appropriate. He illustrated the straightforward meeting efficiency, just spend a few
minutes to make something clear, and 3-4 subordinates can definitely understand the
information communicated at the meeting, but if there are more subordinate, some may not be
able to get involved in the meeting, since the partial content are irrelevant to them. This will
lead to a waste of management time and resources. Certainly, he also admitted that
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comprehension may lead to the deviation of execution, especially the comprehension and
execution of the basic-level managers remain to be improved. For the management close to
the basic-level employees, the extremely horizontal structure may cause some management
issues, but less subordinates will ensure the appropriate inspection on the assignments, and
timely correct any issue as soon as it is identified.
The former Facility Manager of FIAT① Changsha Mr. He mentioned that 5-6 will be more
appropriate. In practice, he noticed that some leaders manage more than 10 subordinates, it
looks a little tough. Subordinates who are subject to the management hold high expectations
on the leader, since the individual difference in a team is terribly large, if the leader has little
time available or insufficient experience, he can hardly support the horizontal organization. It
is really hard to properly and specifically manage the team, and exploit the individual
expertise.
Premium Sound Solutions (PSS)② China Supply Chain Director Mr. Zhu said that it depends
on the industry, corporate culture and manager, if the industry is relatively mature, it will not
sensitive to the form of organization, but if the industry stresses speed, the horizontal structure
will be beneficial to decision-making because the process is not complete and
human-dependent. He also mentioned a very interesting viewpoint, it will be inappropriate for
a strong leader to manage too many subordinates, because very few people can accept this
style, but a mild manager may as well manage more subordinates.
According to PSS Dongguan Plant Manager Mr. Cao, 7 or so would be more appropriate, on
the one hand, this is related to the available time and strength, and on the other hand, related
to the capabilities of subordinate. If there are too many subordinates who crave for further
development, then more subordinates mean challenges, even affect their own time to grip
decision-making and direction.
But the TRW ZJG Supply Chain Manager Mr. Tan responded that no more than 7 would be
more appropriate, and she considered it as more or less the same at PHILIPS, Electrolux and
TRW in terms of the logistics. Logistics is a department that involves multiple tasks and
highly complex urgency, the on-site work they have to deal with daily needs a lot of time. In
this case, it is inappropriate to have too many subordinates. From the corporate level, she once
saw a GM managing more than 20 subordinates. As a subordinate, she considered that the
said GM obviously has less available time and it is really hard to make specific management.
Q2: In your opinion, what does the 80s and 90s show more concerns?
According to the GM Secretary ZOE, as a 80s, she believed that the post-60s have a devoting
spirit, the post-70s are relatively realistic due to the life pressure, the 80s are in a transition,
the pre-85s are like the post-70s, the 80s are like the 90s, and the 90s usually have a lot of
ideas. For example, she has a 90s’ friend, his family is running a factory, after graduation, he
doesn’t seek job but wants to open a flower shop all day long. He conceived that this flower
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shop will serve coffee, the target customers should be in the class of petty bourgeoisie and
stratified. When I asked how to earn profits from this shop, he never thought of this.
The TRW Project Manager Hong Quan made a very interesting answer. He illustrated Joyce
as an example, she focused on recognition, and in other words, anyone who asks a favor from
her must give recognition and praise. She is more self-conscious and undisciplined, with less
concern about salary or career development. Once she got drunk by herself at the meal with a
customer, then cried loudly at the table, terrifying the customer and GM, they had no idea
about what happened. Later, they were informed that Joyce suffered a little emotional setback.
But this phenomenon is impossible to happen to the post-70s. He also strongly suggested that
the author should conduct an interview with Joyce. And it turned out that his suggestion is
very constructive.
The interview with Joyce was attributed to her manager’s suggestion and this was really
interesting. As a 90s, Joyce said that the priority is to work with fun. She illustrated an
example. She ever worked at a Korean enterprise Zhongxin Auto Parts, she worked with ease
there. But one day, a Korean manager suddenly complained against her, because she didn’t
bow to that manager in the morning. Joyce contended that she waved to him friendly, but she
never expected this situation, it was really upset. She had a very good family background, as
the only daughter, she had no concern. The father bought a MINICOUPE ① to her, but
intentionally paid on installments and required her to pay debts by herself, because they
wanted to impose some life pressure on her, now that she didn’t develop the habit of saving
money. She tried not to request money from the family and the expense of travels in each year
is borne by her.
Another 90s respondent was Linda from the lab. She just graduated in 2016, drove a car
worthy of more than RMB 100,000 in the first working day. After 3-4 months, her parents
bought a house not far from the company, she sought an easy work and disliked those serious
directors. She admitted that she didn’t consider too much on spending money, basically buy
clothes, shoes or something with her wages, and made frequent travels to see the world,
despite the objection from her mother. This March she plans to go to South Korea.
And Yongtao Yan from Siemens considered that the 80s and 90s in Shenzhen relatively work
hard, because the current life pressure is enormous, and many youths who work in Shenzhen
are from the inland, generally with a poor economic condition.
According to Philip Zhu, in his team, approximately 20% are the 90s, most of them are
conscious of personality and life, and generally hold higher expectation on themselves. He
said that during an interview with an employee who was born in 1988, the resume indicates
that he didn’t work for two years. That employee explained that he wanted to take a break and
don’t want to be too tired. Obviously, salary is not major concern.
Q3: Do you think if the horizontal organization is more efficient?
As to this question, these respondents made different responses. But they showed a very
①
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consistent opinion that the horizontal organization would reduce the administration cost. And
such administration cost is definitely low.
The TRW Operation Manager Mr. Simon said that the organization is too horizontal and
overstates that centralization may also affect the efficiency. For example, TRW is very
centralized which often leads to a weak decision on the site.
The Project Manager Hong Quan favored the horizontal organization, because such an
organization will make them focus on doing things. He once served a Taiwan-funded
enterprise, it has a strong sense of stratification. Admittedly it shows a strong execution, many
levels are indeed unnecessary.
Joyce as a 90s said that TRW organizational structure is relatively horizontal and efficient.
She illustrated an example, the South Korean enterprise she ever served is stratified, and those
South Korean managers ate breakfast in company at around 6:00 am, and then attended the
meeting, got off work at around 7:00 pm, because no one dared to leave until the GM left the
company. In fact, those South Korean managers played mobile phones, with low working
efficiency.
The former Facility Manager of FIAT Changsha Mr. He considered that the organizational
culture will be more important than the organizational form. For example, FIAT Changsha is a
typical 50/50 joint venture, there were two GM, one was a foreigner and the other was a
Chinese, and it seemed that they never reached a consensus. Once the foreign manager
convenes a meeting, only 1/3 attended, it turned out that the rest attended the meeting of party
committee. With such a complex organizational culture, the loss of efficiency and the waste of
resources are very serious.
The PSS Dongguan Plant Manager Mr. Cao considered that the size of company is very
important. Over the last decade or so, he served three foreign-funded enterprises. These three
organizations are similar, relatively horizontal, but the efficiency is significantly different.
When he served Furecia Changchun, there were 300 employees, the decision-making
efficiency was extremely high. Now he manages 800 employees, but poorly efficient than the
former employer with 300 employees. In Valeo Shenzhen, there were nearly 2,000, of which
1,200 were clerks and R&D personnel. Now he has to coordinate a lot of things, but
admittedly with poor efficiency.
The TRW ZJG Supply Chain Manager Mr. Tan believed that the horizontal organization will
definitely improve the efficiency, which is more obvious for such departments as logistics
involving a lot of internal communications. Large department may resolve the conflict arising
from barriers between many department or functions, for instance, if the production plan and
material plan are separately managed by Production Department and Logistics Department,
there will be a conflict every day.
With a view to the efficiency of horizontal organization, Li Ju mentioned that the extremely
horizontal transformation may lead to a waste of resources, with a refined division of works,
so as to make sure that they can focus on works. But in this case, the workload on each
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engineer is small, Technical Manager cannot simultaneously coordinate the detailed works of
more than 20 subordinates. If they can be divided into several teams, it will be more efficient
by allowing a member to do more things through team coordination, where the team leader
coordinates the time in the team and promotes the versatility and multiple assignments.
Q4: Do you think that the horizontal transformation will affect the individual career
development?
Male and female respondents were very inconsistent in responding to this question, for
instance, four female respondents considered that it doesn’t matter.
JOYCE as a 90s reported that she has no demand for career promotion in the next years, but
desires to build her own family. And she admitted that male employees are different, “I have a
male classmate who is working at Suning and he always talks about career promotion or pay
rise.
LINDA as a 90s argued that very few can be promoted and she had no expectation to get
promoted.
ZOE responded that after all very few can be promoted, and in this case, more contacts with
the top management will be beneficial to the basic-level employees. It is better to have less
middle-level managers.
Mr. Tan argued that not all want to be the general manager, and honestly, very few can be
promoted to that level. A female manager will accept if she is assigned with more tasks or the
job is stable.
PETER considered that it definitely happens. He cited TRW as an example, a number of
subordinates are expected to get promoted to the management, but there are only one GM and
one Operation Manager. In this sense, the chance of success is slight, which in essence
demoralize the employees. Therefore, the company should design a variety of career
development paths. As mentioned earlier, his former employer BOSCH designed three paths:
expert, project management, leadership. And another former employer SCHEFLER also
defined two paths: expert and leadership. However, the only available path in TRW
determines that the turnover rate stays at a high level.
The manager of AUTOLIV Mr. Li said that horizontal organization is not bad, because it will
deliver more chances of horizontal exercises and develop versatile talents. For example,
Operation Manager may not become GM, actually a lot of Sales Managers or Finance
Managers are promoted to GM. Now that there are limited chances of career development, it
is appropriate to improve some practical skills in the horizontal organization. Currently, few
foreign-funded enterprises intend to build new plants, namely the previous channels of
making up for insufficient internal chances by seeking external chances become less. Even if
the company doesn’t implement the horizontal transformation, the overall market chance will
decrease and all will encounter this problem. This case already happened to some developed
countries and it is believed that China will be placed in the same circumstance: the overall
turnover rate will slowly reduce.
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LEO believed that it definitely affect the career development, “one radish, one hole”, less
leaders will certainly affect the career development. In this case, the company should design
other development paths. For example, in Japan, senior technicians also have higher levels
and are very respected by others.
Mr. He explained in a straightforward way, he was positive about the effect of horizontal
organization on the company, but claimed that it is bad for individual career development.
From the perspective of communication and cost, the company should implement the
horizontal transformation. For the concern of individual development, if there are limited
internal chances, we may seek external chances. For company, the staff turnover is not a bad
thing. A stable personnel structure may lead to inadequate innovation capacity and trouble the
company.
PHILIP contested that career development is not associated with the promotion, for example,
many enterprises implement equity and option incentives, e.g.: Huawei, it turns out to be
effective. The younger generation may not concern about these traditional things, one thing is
more important than career development: the manager has to try new methods to enhance the
employee satisfaction.
Q5: Do you think if the scientific progress makes it possible to reduce the middle-level
managers?
ZOE admitted. She also informed that as a secretary, it was easier and more efficient to handle
her job, or she can finish the work which involved a lot of people. In practice, previously
foreign managers refused to use WeChat, but now the 70-year-old JOHN also used this tool.
Without WeChat, he would be completely marginalized. Currently, a leader sends dozens of
instructions via WeChat every day, but previously it was done by making calls, and one may
notify others by the way, or makes verbal transmission or confirmation with the other, she
barely calls foreigners or those non-WeChat users every time. In China, it is almost
impossible for managers to evade WeChat. With such tool, the management efficiency and
timeliness would be multiplied that it was before.
Another example about organizing a meal on WeChat she cited is more interesting. She was in
charge of an important task to organize the leaders’ meal; as mentioned earlier, GM may
attend hundreds of meals in a year, but it was really tough to such meals can be arranged in
place. With the emergence of WeChat, this case was drastically changed. She made a
comparison, if GM intends to invite the director of local development zone to have a meal,
then VP from the headquarter, GM from the Investment Department, Plant Manager, Plant
Facility Manager, and the local Town Chief, Secretary of Labor Bureau, and Secretary of
Investment Promotion Bureau should be also invited. This arrangement will be very tired,
because it is hard to deal with all guests: time, place of appointment and dishes. Previously,
she had to make dozens of calls, and in case of time change, it will be a disaster, sometimes
guest cannot find the place; once a guest cannot find the place and was so angry to come back,
resulting in serious consequences; it was extremely difficult to order dishes; if a leader doesn’t
like a dish, then it will result in more serious consequences compared with a contraindicated
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dish; one leader was born in the year of Chicken, he prohibited eating chicken; one leader was
allergic to pollen, the flower laid in the center of table must be removed; and some leader
must drink a certain kind of tea. WeChat has fundamentally changed everything. Now she
firstly adds the WeChat ID of each leader’s secretary, builds a special group for the meal,
posts alternative times to the group, all secretaries appoint a time according to the reply of the
secretaries of 2-3 major leaders, other secretaries will inform their leaders of such time,
normally they will reach a consensus soon; after all, 2-3 major leaders always have the final
say. After that, the company will recommend a restaurant and share its location on Wechat,
each secretary will send this location to their leaders by WeChat, so that they will definitely
find the place. Then the company secretary will send the Dianping.com linkage of this
restaurant to the smart phones of other secretaries, attached with the recommended menu,
generally there is no disagreement. But some may reply that one leader only eat vegetables, or
request no seafood in fried rice. The secretary will immediately inform the restaurant manager
with such requirements via WeChat and demand a rapid response. Previously this process
involved a lot of calls, but now there is no need to do so. More importantly, sometimes one
major leader may change the time, this was previously a disaster, because GM will take a high
responsibility to explain, apologize to all guests and make another appointment, and in most
cases, this will mess up. Cancelling this appointment is the last alternative. But now, this case
is fundamentally changed, because other guests are clear which major leader requests a time
change, normally minor leaders wouldn’t request so, if one major leader does so, others will
understand it and make another appointment. Exactly speaking, if a major leader accepts the
invitation, others feel it as a respect; for minor leaders, it is an opportunity and honor to dine
with the major leader; however, if this case really happens, just repeat the above steps to make
another appointment and all will be solved. GM doesn’t need to bear so much pressure and
criticism. This simple example reveals that technological progress plays a surprisingly
significant role in improving the efficiency and solving the problems arising from information
asymmetry and poor communication.
According to YONGTAO YAN, scientific progress will certainly improve the working
efficiency, but may not reduce the middle-level managers, because horizontal organization is
culture-dependent. For example, we are using WeChat, but the organization was not made
horizontal by using WeChat. Based on his working experience, WeChat group or the core
group involving the super ordinate-subordinate relationship makes a big difference. Such
communication is absolutely effective and conductive to work. But he also noticed that it will
be immediately lose efficiency when crossing two levels. The company’s WeChat group
includes up to 400 employees, very few speaks, let alone talk about work.
LIJUN believed that technological method makes it possible to reduce the middle-level
managers, but it depends on whether the organization does it actively or passively. In general,
the organization with less profits or relatively low automation needs the horizontal
transformation.
JOYCE as a 90s considered that technological progress indeed makes it possible to reduce the
middle-level managers, for instance, the South Korean company previously prohibited its staff
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from using WeChat; later, they also used this tool and built a group to communicate with us,
which significantly improved the efficiency. Many middle-level managers just convey
information, but these works can be done by technological means and the role of middle-level
managers will definitely diminish.
LEO said that some technological means like WeChat indeed promotes the speed of
information transmission, but there are good and bad information, how to properly configure
the filter device, make the information more positive and healthy. IT method is beneficial to
getting the first-hand information, the automation method may reduce the manual intervention,
some works with low professional level will be certainly replaced by information and
automation, the number of employees will be reduced, there are fewer things to be handled
manually, so it is pointless of having so many levels.
Mr. He contested that technological progress is a double-edged sword, while enhancing the
communication, it may pass a lot of negative information. At present, foreign-funded
enterprises are very cautious about those management approaches such as WeChat; when the
information becomes available, the system will be semi-open; a lot of information may be
disclosed due to the system defects and hacker’s attack. In general, an effective and orderly
utilization will help improve the management and reduce the management cost to some extent.
As a major in security, he considered it hard to properly manage, a mistake may add to the
cost, if some third-party email passwords are disclosed, a lot of information may be leaked
from the credit card system, some information of customer information are leaked from some
hotels. These are good examples.
CAOJUN considered that technological progress would certainly improve the management
efficiency, for instance, the IT system of PSS is too backward, there is no personnel system,
and ERP is too outdated, and the purchase procedure is handled manually. Compared with
Valeo, its efficiency is too poor. Relatively speaking, more employees are needed,
technological process optimizes the work. However, this does not reduce the middle-level
managers, because they play an intermediary role. Currently, many foreign-funded enterprises
have a few middle-level managers, and it is still far away from reducing them. IT system in
domestic business is not well-established and there is no way to reduce them.
As a management expert of supply chain, PHILIP agreed that technological progress poses a
great challenge to the management, because the intermediary role of middle-level managers
can be assigned to IT system. For supply chain, the basic-level employees address issues, the
middle-level managers are responsible to arrange the recurrent issues as a process, and the
software will make the process realized using IT approach. This process is intended to replace
the experience of the middle-level managers. Currently because the technology is becoming
mature, the younger generation prefers using hardware and software facilities. In this case, the
middle-level managers will be highly stressed. He also illustrated a game company, it is
prohibited to use email, all works are done through the internal platform software, the
production task will be generated in real time, then the work document will be generated in
real time; even in case of resignation, it will not impact the work progress. Under this
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circumstance, it is unlikely to involve the middle-level managers. From these new things, the
role of middle-level managers will be very embarrassing.
WENHUA described the benefits of technological progress based on his work. Currently,
management platforms such as WeChat will be definitely good, especially for such
departments with urgent issues such as Logistics Department; previously, most didn’t use
email, so it is pointless of sending emails. With the application of WeChat, all employees can
use this tool, a lot of groups for different departments, e.g.: Clerks Group, Material Planning
Group. Sometimes if a production plan is changed at night, he may directly issue some
instructions to them, but this was impossible before. Thus, the technological progress
significantly improves the working efficiency and makes it possible to reduce the
middle-level managers.

4.2.4 Summary
This thesis makes a case study of TRW ZJG, conducts an interview with nearly 20 managers
at all levels who serve five foreign-funded enterprises, because they are representatives of
Chinese horizontal transformation. We can observe the actual operation of the horizontal
operation in these foreign-funded enterprises through this study. The results are summarized
as follows:
For Q1, no more than 7 favored it, but subject to the reality, a senior manager usually has
about 10 subordinates, the work is highly stressed and the working time is prolonged.
Subordinates generally responded that when the leader has too many immediate subordinates,
and they also perceive that the leader has a tough work.
For Q2, the interview result indicates that the younger generation has different pursuits from
the older generation. They tend to be undisciplined, seek life quality and personal feeling,
salary is important but not a decisive factor, and the career development basically doesn’t
work. Furthermore, the majority of the post-70s understand this situation and they are
vigorously exploring a suitable management method for the younger generation.
For Q3, more respondents agreed that horizontal organization will be definitely effective for
the cost reduction, but it may not work for the operating efficiency. For instance,
HONGQUAN mentioned that Taiwan-funded enterprise is stratified, but the efficiency is
higher, and YONGTAO YAN also cited an example in the interview, his company initially ran
the power system, he was sent to the sensor system due to a lot of issues, now that these two
organizations were identical in terms of the scale and architecture, why the results are sharply
different. This can be attributed to different leadership style, which may lead to different
organizational culture. Similarly, the organization of TRW ZJG and that in TRW Wuhan are
almost identical, but they are quite different in performance, turnover rate (especially the
turnover rate of middle-level managers), and employee satisfaction. This suggests that
leadership style has a great impact on the performance of the organization.
For Q4, most had to admit, because the horizontal transformation is overwhelming and only a
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few has an access to the career development. As mentioned by Cao Jun, there were 7
operation managers but only 1 General Manager when he served Valeo, he was finally
deprived of expectation after several years, but had to seek the job hopping. In 2010, Valeo
vigorously implemented the expert system, where the expert enjoyed the same level and
compensation as the manager, thus retaining the key technical personnel. Thus, if it is unlikely
to get promoted in the organization, how to diversify the employee incentives will be a major
challenge to maintain the competitiveness of foreign-funded enterprise.
For Q5, most respondents believed that technological methods such as WeChat will improve
the management efficiency, but it doesn’t necessarily decrease the middle-level managers,
which is irrelevant to corporate culture. Such technological methods when applied to the
foreign-funded enterprise will alleviate the burden on managers and enhance the balance
between work and life. However, there are less levels, this can be only used as a means to
enhance the working efficiency and is unlikely to further decrease the middle-level managers
in current situation.
Senior managers from foreign-funded enterprises, especially those with larger scale,
responded that the workload is heavy, for example, of some10 managers in TRW ZJG, over a
half rent houses in Zhangjiagang, actually it is just one hour to come back home, but they
don’t want to drive after work. We have made an in-depth discussion about the career
promotion. At present, the pay level has been increased in domestic enterprises, especially in
the domestic private enterprises, the gap between private enterprises and foreign-funded
enterprises is shrinking, and many respondents expressed the intention to work at private
enterprises. With respect to the working environment, there was a big gap between
foreign-funded enterprises and domestic enterprises more than a decade ago, including safety
and working environment, but with the rise of Made in China, many domestic enterprises
even do a better job in working environment than foreign-funded enterprises. For instance,
most managers in foreign-funded enterprises don’t have a private office, or only with an area
of more than 10 m2, but it is another case in domestic enterprises and manager office is
equipped with good furniture, these will greatly enhance the competitiveness and appeal of
domestic enterprises. Obviously technology contributes to the enhancement of management.
Based on the author’s practice, we used WeChat groups (BREAKING and Security System)
to connect with more than 800 employees, where GM can post some information and
requirements at any time and carry out some cultural propaganda. Previously, these were only
done on a monthly or quarterly basis, or transmitted progressively from the middle-level
managers, because the technological progress significantly improves the communication
effect. And such communication is bidirectional. For example, the employee Tao Qi posted a
picture at 8:32 am on March 4th of 2017, describing that the ceiling in lab fell down, the
facility engineer Chen Hongliang responded and immediately handled this issue at 8:35 am,
until it was resolved at 9:15 am. This was previously done by involving a lot of intermediate
processes, so that the timeliness cannot be assured. The author also joined in dozens of
WeChat groups, no need to speak, but grip the public dynamics and hot issues, if necessary,
get involved immediately to avoid the worsening situation. In contrast, these required a lot of
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meetings and many information obtained were not accurate. Based on the author’s experience,
these tools will definitely replace the middle-level managers at a certain stage.

4.2.5 Conclusion and Limitation
Based on the above results, foreign-funded enterprises have attracted some talents who are
vigorous with a higher knowledge level, and most are using horizontal structure. In reality, the
turnover rate in foreign-funded enterprise is not low, and in most cases this is job hopping
between foreign-funded enterprises. Furthermore, the resigned employees often get the pay
rise and promotion. According to the research results, the high turnover rate is driven by the
employee career development. In the identically horizontal organization, sometimes the same
job but with different titles may also lead to resignation, because Chinese people are
conscious of face work in most cases.
The horizontal organization within an organization is clearly subject to the serious issue of
career development, because no company with the same size is likely to offer more
management positions. In contrast, some large companies have rapidly expanded in China
over the past few years; some new small and medium-sized foreign enterprises have invested
in China, which makes a great contribution to increasing the management positions. On the
one hand, these companies allow for the individual development and reduce the turnover rate
in domestic enterprises, and on the other hand, in case of shortage of talents, they solicit the
talents from equivalent or smaller enterprises, thus increasing the turnover rate of talent
market.
Based on this, the initial talent flow may not always be caused by the horizontal organization,
but rather the market demand plays a crucial role. In the last couple of years, since the foreign
enterprises are stagnant in China, we have noticed another trend: a lot of managers began to
flow from foreign-funded enterprises to domestic enterprises, especially those private
enterprises, and such flow is very uncertain. Take one year after the actual flow for example,
most talent flows led to the sharp increase of wages and the job promotion of the interested
persons, although the job responsibilities and management scale are less than that they
assumed in foreign-funded enterprises, this trend is expected to be more prominent in the next
few years.
With the joining of the 80s even the 90s employees, who are generally the younger
generations with relatively affluent family background, they are devoid of life pressure, and
tend to select their interested job, so that their desire for career promotion is weaker than the
last generation. However, they are more capable of mastering and using new technologies
than the 70s, and the technological progress is definitely proportional to the improvement of
efficiency. In particular, the application of communication tools such as WeChat to the
management level supplements to the traditional office automation and the manufacturing
information flow in plant, thus greatly enhancing the timeliness and effectiveness of
communication.
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According to the general changes of foreign-funded enterprises, their development will
definitely and gradually halt, while the domestic enterprises are obviously rising, the talent
flow will in turn boost their horizontal development. In addition, the 80s and -90s with a weak
desire for career development are expected to gradually become the major forces of the
workplace, and technological progress further addresses the difficulties of communication.
These forces will accelerate the expansion of horizontal management from foreign-funded
enterprises to Chinese domestic enterprises.
This study is subject to the following limitations: most respondents ever hopped from
domestic enterprises to foreign-funded enterprises, rather than from foreign-funded
enterprises to domestic enterprises. However, in the course of this study, at least 4 out of the
30 respondents already hopped from foreign-funded enterprises to domestic enterprises in the
last year. It is believed that the subsequent works will properly correct and supplement to this
case study.

122

4.3 Haier’s Organizational Transformation

4.3.1 Profile of Haier Group
As a port city in the east of China, Qingdao has a time-honored history of electrical
appliances. In the early 1920s, a refrigerator plant was built in Qingdao. Since the founding
of the People’s Republic of China in 1949, this refrigerator plant was transformed into a
collectively owned enterprise subject to the administration of Qingdao local government. In
1984, Mr. Zhang Ruimin① at his 35 age, which was the same with the history of PRC, was
appointed as the plant manager of Qingdao Refrigerator Plant. In 1983, the plant suffered a
loss of RMB 1.47 million. Mr. Zhang Ruimin had to accept this appointment, because the
German Liebherr-Haier production line that was introduced by him encountered difficulties
during the operation, the former plant manager resigned due to operating difficulties, but no
suitable substitute can be found. Under this circumstance, Zhang Ruimin decided to rise to
this challenge and serve this position to honor his commitment to Liebherr. In that year, Haier
Group was established in Qingdao, based on the Qingdao Refrigerator Plant. Since its
founding, Haier has been adhering to the user needs-centered innovation system to facilitate
the sustainable healthy business development. Thanks to their efforts, Haier evolved from a
collectively owned, insolvent enterprise that was previously on the verge of bankruptcy, to the
world’s top brand in major appliances. In 2016, Haier’s global turnover was estimated to
reach RMB 201.6 billion with a YoY increase of 6.8%, its profits were estimated to be RMB
20.3 billion with a YoY increase of 12.8%, and the profit growth rate was 1.8 times of the
revenue growth. Over the last decade, Haier’s revenue CAGR was 6.1% and its profits CAGR
was 30.6%.

Figure 4.5 Picture of Haier President Mr. Zhang Ruiming
According to Global Major Appliances 2016 Brand published by Euromonitor (the world’s
authoritative market research agency): In 2016, the retail sales of Haier’s major appliances
were 10.3% of the global market, ranking the first place in the world, which marks its eighth
Zhang Ruimin (Chinese: 张瑞敏; pinyin: Zhāng Ruìmĭn; born January 5, 1949 in Laizhou, Shandong) is a Chinese
businessman and chief executive officer of Haier Group.
①
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topping for the consecutive eight years from 2009, and the retail sales of refrigerators,
washing machines, wine coolers and freezers maintained the first place, with an
overwhelming difference over the second place. Haier has 10 R&D centers, 21 industrial
parks, 66 trading companies, and 143,330 outlets all over the world, and its users are
distributed in more than 100 countries and regions.

Figure 4.6 Haier Logo
The world academia has been focusing on the researches for Haier. It was reported that Mr.
Zhang Ruimin was invited to deliver a speech in Harvard University from 1998, according to
BaiduWenku, Haier has more than 30 cases selected into the MBA teaching material database
of world-renowned business schools, but this thesis does not count the exact number of Haier
cases selected into Harvard. According to the people.com.cn report dated July 24th of 2015,
Professor Dennis Campbell introduced Haier case into Harvard course “Haier – Zero Distance
to User”, which stirred a strong response from approximately one thousand MBA students,
just seventeen years after the selection of “Haier Culture Activating Shock Fish” into Harvard
cases database.
Bill Fisher in his Reinventing Giants attributed the success of Haier to five factors:
1.
2.
3.

4.

5.

Innovation: In the field of white appliances, Haier has been the innovation leader
for product, business model and corporate culture.
Fastness: Compared with foreign competitors, Haier makes a faster response and
action.
Customer-oriented: Build a strong relationship with customers, take heed of their
ideas and actively give feedback, which is the core competence for an innovation
leader and fast doer.
Talent engine: Throughout the course of 30-year development, Haier is like a
magnet, showing a great attraction to Chinese talents, use the best endeavors to
revitalize the talents through design of mechanism, make a good use of the
talents, and incentivize them to make greater contributions to the realization of
Haier dream.
Leadership: Without a prominent leadership, Haier is unlikely to make these
accomplishments.

Professor Alex Osterwalder① insisted that the development course of Haier firstly referred to
①

Alexander Osterwalder (born 1974) is a Swiss business theorist, author and consultant, known for his work on business
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the western and Japanese business practices and management skills, continuously blended the
unique Chinese management elements, and believed that Haier has three competences as a
“leading enterprise”: first, design and create the best value proposition in line with real user
needs; second, demonstrate the organizational skills and design skills of business model as a
prominent enterprise; last but not the least, continuously subvert and remodel itself after
succeeding. He further added that only a few companies can create a business model that
ensures the current success and simultaneously design an appropriate organizational structure
that suits the future, and Haier has made it, which is truly amazing and impressive. Haier has
prepared for the future challenges through continuous innovation and change of the corporate
culture.
The reason why this thesis focuses on Haier Group: Haier is a banner of the traditional
Chinese enterprises and its internal changes have been continuing in the past three decades.
Beyond any doubt, Haier is a successful enterprise and there are certainly multiple factors
behind its success. Thus, this thesis intends to analyze Haier from the perspective of
organizational theory. As a traditional Chinese enterprise, Haier constantly challenges itself
from the perspective of organization, evolve from such challenges, and becomes the Top 1
participant of home appliances, regardless of all dissenting voices. Most systems ranging from
the bureaucracy to the division structure are in top-down manner, while the subsequent One
Single Integrated Model and Inverted Triangle Model emphasize the customer-oriented mode,
ever becoming the legend of the industry. Recently, Micro Business Maker stresses the
formation of platform, exploitation of people’s creativity, and they may not be employed by
Haier. This new model is similar to Xiaomi’s organization featuring “breaking down the
horizontal boundary and making each user as the R&D manager”. Although the emergence of
this new idea incurs the public questions, it maintains a good momentum and is likely to open
a new opportunity to Haier, so that Haier will make another legend.

4.3.2 Four Stages of Haier Organizational Development
Professor XinRong ① argued that the essence of organizational change is to remold the
business model and culture of an enterprise. (Prologue of Reinventing Giants) In 1984-2014,
Haier Group witnessed at least three big changes. Professor Xin was once deeply involved in
Haier organizational changes and believed that such changes aimed at the traditional
authorization mode and the traditional leadership mode. As a “leader” of Haier organizational
changes, Mr. Zhang Ruimin identified the development orientation, established the famous
One Single Integrated Model (a famous Haier management model), and created Haier
“entrepreneurship and innovation-based” corporate culture in the course of its thirty-year
development. From the course of Haier organizational changes, it is the origin of business
organizational changes!

modeling and the development of the Business Model Canvas.
①
Xin, Katherine R.Professor of Management; Bayer Chair in Leadership; Associate Dean (Europe);Co-Director of Centre for
Globalization of Chinese Companies, CEIBS
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Wang Qin①, the chief research expert of Haier Center, summarized four stages of Haier
development in his Haier’s New Model, which has been widely quoted. He compared these
four stages to the process of settling conflicts between the bureaucratic organization and the
networked society. In his book, the first three stages of Haier development mainly intend to
grip the social opportunities effectively as Chinese policy of opening up and reform deepens,
while the fourth stage is Haier’s response to the impact of new technology environment on its
strategy, resulting in the comprehensive change and regulation of management model,
organizational structure, and change tool. He further added, with the recent accelerated
application of big data, intelligent manufacturing, mobile Internet, cloud computing and other
new technologies, consumer lifestyle also undergoes dramatic changes, Haier’s fourth change
intends to ensure the zero distance to user, establish the networked organization, effectively
combine the resources, and meet the individualized user needs.
In this course, Mu Sheng②, a scholar who has been focusing on Haier, Suning③, and ZTE④,
summarized in “Business Review” 2016(8) that Haier transformation was considering how to
introduce the market mechanism into the bureaucracy since 2008, and completed four
consensus-based changes within twenty years. From 2008, Haier launched another attack
against the bureaucracy, so that every open attack made the staff concerned about its effect. In
particular, One Single Integrated Model effective in 2015 made a great success in that year,
Haier gained a profit growth of 30% with CAGR ⑤ of 6%, which is an extraordinary
performance in the highly competitive appliances market. Many famous scholars and business
elites in the world even associated Haier with the present future and expected that One Single
Integrated Model will become a trend in the future organizational development. To put it
simply, the organization of bureaucracy resembles a structure serially connecting R&D,
production, marketing and sales department, but only the sales department can communicate
with customers. Haier once attempted to turn the internal supply chain into the market chain,
and authorized the downstream suppliers to assess the upstream suppliers, which was ever
used a case study in Harvard. However, it turned out that this form was still a serial structure
and all complaints eventually passed to the sales personnel. The key to addressing this
problem is to use a parallel structure connecting all departments, allowing them to deal with
customers, share earned money, and find a solution to serve customers, which in turn forces
the backend department to research customer needs, even the personnel department also needs
to research the business model. This parallel model addresses a major problem arising from
the bureaucracy, namely changing the pay system from leadership determination to customer
determination.

Wang Qin, Associate Research Fellow, Institute of industrial economics, Chinese Academy of Social Sciences
Mu Sheng, or Dr. Leo Moo, Guanghua postdoctoral fellow, Peking University.
③
Suning Commerce Group is one of the largest non-government retailers in China, headquartered in Nanjing, Jiangsu.
Suning has more than 1600 stores covering over 700 cities of Mainland China, Hong Kong and Japan and its e-commerce
platform.
④
ZTE Corporation, commonly shortened to ZTE, is a Chinese multinational telecommunications equipment and systems
company headquartered in Shenzhen, Guangdong.
⑤
Compound annual growth rate (CAGR)
①
②
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Figure 4.7 Different development steps of Haier Group

A. The first stage of Haier’s organizational development: Bureaucracy
Through the course of Haier development, the period in 1984-1991 is referred to as the first
stage, during which Haier changed its pathway of improving the quality to enhance the
competitiveness of the product, no other enterprise of Chinese appliances did so. Jack Welch
also had a famous remark: if the speed of external change of an enterprise exceeds the speed
of its internal change, then it will be on the verge of failure and destruction. Sam Palmisano,
the former president of IBM, also said that the prosperity of corporate culture mainly depends
on its openness and creativity. And Haier was fully aware of the market changes and the
necessity keeps itself open.
In the 1980s, Chinese appliances market was at the explosive growth period, due to lack of
social goods, the price of a refrigerator was equivalent to the sum of a few years of the wage
of a common worker, and the market was in short supply. However, most enterprises with
certain franchise or monopoly were similar in terms of the operating condition, and the
quality was not a key word at that time. Haier also produced inferior products, employees also
showed indifference about the product quality, Zhang Ruimin was aware of the severity of
quality issue, identified 76 defective refrigerators from the inventory with more than 400 sets,
and ordered the specific operator to smash his product. Meanwhile, he took advantage of the
symbolic opportunity of smashing defective refrigerators to make product quality related to
the vital interests of everyone, and created a clear and inspiring company vision. As inspired
by Japanese business management practice, he further explored the first-generation Haier
OEC (Overall, Everything, Control and Clear) management model and linked the wages with
3E (everyone, everything, everyday). In the context of restricted technical conditions, this set
of management principles significantly improved the lean management, process control and
incentive mechanism of the plant, and greatly enhanced the staff performance. Until now,
many SMEs are still learning Haier OEC. This hammer stimulated the development of Haier
and contributed to the success of its global strategy. In December 1988, Haier refrigerator
stood out the national evaluation of refrigerators and won the first-ever gold medal with the
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highest score in this history of Chinese refrigerators. In 1991, Haier refrigerator was rated as
“China Top 10 Famous Brands”. At that time, Haier had transplantable models in terms of
management, technology, talent, capital and corporate culture, thus establishing Haier as the
leader of Chinese appliances.

Source: http://www.ren-manage.com/
Figure 4.8 From Triangle modes to Inverted triangle mode
From the perspective of management, Haier used this typical management model of unitary
structure, which is usually effective for a small enterprise. Specifically, Haier refined the
management work and enhanced the executive capacity, rather than changed the
organizational system. OEC was designed for the objective circumstances: low quality of staff,
lack of skills, sluggish working attitude, lack of the sense of responsibility and evasion,
intended to enhance the staff sense of responsibility, and ensure the effective completion of
work. And OEC-3E combination was used to link the wages with individual performance in
the context of limited conditions, and it was known to all that in that circumstances, even the
vast majority of Chinese enterprises, wages are relatively fixed. We can conceive the
challenges of breaking this prototype in plant operation.
Later, Zhang Ruimin also identified a lot of problems arising from this management model,
for example, frequent performance inspections on the management level would lead to high
management costs, but there was no other alternative, because these were associated with the
social context and the society neglected rules at that time. Only with a relatively highly
stressed management model could various standards and systems of the organization be
properly implemented, and only in this way could the product quality get better. The unitary
structure is like a pyramid. The general staff is at the bottom while the plant manager and
general manager are at the top. One of its advantages is to allow for an easy control over the
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terminals. The unitary structure is described above, when an enterprise is small-sized, “a
straightforward management is enough” and the response is very fast. As the enterprise grows,
this model does not work any longer and the biggest weakness is the slow market response.
This structure played a crucial role in the early development of Haier. At that time, Haier was
in a mess internally, with lax discipline and low quality of staff, this structure was absolutely
effective. By 1996, it reached a peak in the development of Haier. It is because of such
initiatives that in December 1988, Haier refrigerator stood out the national evaluation of
refrigerators and won the first-ever gold medal with the highest score in this history of
Chinese refrigerators. In 1991, Haier refrigerator was rated as “China Top 10 Famous Brands”.
At that time, Haier had transplantable models in terms of management, technology, talent,
capital and corporate culture, thus establishing Haier as the leader of Chinese appliances.
In 2016, during an exclusive interview by yicai.com, Mr. Zhang Ruimin expressed his point
of view on KPI (Key Performance Indicator) management of traditional bureaucracy. He said
in the bureaucracy, several KPIs form from the complex strategic framework, and then KPIs
are used as the management control measures. However, if we further examine KPI, the
subordinates always report positive aspects rather than negative aspects, even if the KPI is
met, we have no way to improve our business and create a value for users. I don’t mean that
KPI is bad, it only suits the mass production time, admittedly the current KPI ensures
tolerance and consistency, when we are enjoying the benefits from mass production, the
enterprise is devoid of the crisis awareness, no one will think if there is any problem in the
organization. In the context of mass customization, KPI evaluation cannot assure the
identification of potential market, or assure the implementation of customization, so KPI will
become meaningless. Over these years, the fact that western large-sized enterprises have
taken limited measures for the organizational transformation is attributed to the expectation of
capital market on short-term performance, and their avoidance to the risk of organizational
transformation. He expressed some idea after a visit to Google: many small companies
implement bureaucracy as they grow up, but the bureaucracy means that they will be devoid
of the drive for innovation. The major reason why Google maintains continuous innovation is
that they implements bureaucracy for those seeking short-term benefits, while implements
relatively flexible organizational form for those seeking creativity. The dual-structure
operation model assures their vitality of sustainable development. Mr. Zhang Ruimin also
made an impressive comment on the organization of Amazon, although Amazon didn’t make
both ends meet for a long time, it still withstood the stress from Wall Street and abandoned
KPI model, which might be the key reason for its continuous innovation and development.
In the same period, China appliance producers were still much behind foreign giants, US,
European and Japanese enterprises accounted for more than 60% of the global market share,
in which Whirlpool, GE, Maytag, Electrolux, Philips, Mitsubishi, Panasonic and Sanyo were
the well-established brands. Meanwhile, due to the intensified market competition, these
brands tried their best to expand to each other for the completion of global objective, but the
Chinese market was not the main target of the market expansion of European giants. Japanese
brands were the exception, they gained an upper hand in Chinese market by exploiting the
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geographical location and cultural advantage over others, notably Panasonic once accounted
for more than 4% of the market share in China.

B. The second stage of Haier’s organizational development: Division structure
The second stage of Haier development is generally referred to the period in 1991-1998,
during which diversification was the key feature. In view of the success of Qingdao
Refrigerator Plant, and the extraordinary leadership that Mr. Zhang Ruimin showed, leaders
from Shandong Provinces even the state ministries expected that Zhang Ruimin could make
up deficits for other enterprises. At that time, given the importance of maintaining a good
relationship with the local government, Zhang Ruimin and his team selected some companies
on the brink of bankruptcy and in urgent need for rescue, also referred to as “shock fish”.
Between 1991 and 1998, Haier merged 18 deficit enterprises, the Group’s assets spiked to
RMB 3.9 billion from tens of millions a decade ago, making it the first domestic extra-large
enterprises. In the course of “shock fish” integration, the original team of Qingdao
Refrigerator Plant encountered some difficulties that they never had before, but the
recombination of these shock fish also contributed to the rapid expansion of production lines
of Qingdao Refrigerator Plant, and increased the business scale. In 1991, Qingdao
Refrigerator Plant was renamed as Haier. “Shock fish” is a highly risky asset, rather than
simple integration process of the government-donated assets. For the star enterprises
comparable to Haier in the same period, for example, KELON, SANJIU as mentioned in
Defeated suffered heavy burdens, resulting in the operation failure. In particular, CHUNLAN,
which was even more influential than Haier, gradually disappeared in the course of
diversification.
“Shock fish” is a vivid metaphor used by Haier for the merged enterprise. Of the enterprises
on the brink of bankruptcy, if some have better equipment performance, and their debts can be
stripped, only ambiguous property right, absence of accountability or improper management
lead to low efficiency, Haier may deem such enterprises as “shock fish” and consider the
merger as appropriate. For others on the brink of bankruptcy, Haier may deem as “dead fish”
and in no case shall such enterprises be merged, otherwise the parent business may incur
some problems. Haier was not dragged by the enterprises it merged in the course of rapid
expansion, kept all merged subsidiaries vitalized, and continuou8sly improved its own
economic benefits. One of the main reasons is that it properly gripped the principle of eating
“shock fish”, which in turn significantly stimulated the low-cost expansion of Haier. It started
with the refrigerator business, washing machines except roller washing machines, air
conditioner, freezers, and small appliances were developed from the mergers. Haier’s holding
merger for nonlocal companies is a typical case of low-cost expansion.
To rapidly activate the “shock fish”, the trump that Haier ever used is to assimilate the staff of
the merged enterprise with its corporate culture. Since 1995, Haier Group has formed its own
corporate culture with typical characteristics and cultivated a large number of reserve talents.
Upon the merger of an enterprise, it firstly injected the Haier culture. From the merger over
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Hongxing Electric Co., Ltd., Haier only sent 3 personnel to each merged enterprise. However,
with a strong “gene” of Haier culture, they delivered Haier culture and management system to
the staff of merged enterprise, until their ideology and concept were altered. Without a unified
corporate culture, or management philosophy or innovative spirit, it would be impossible for
Haier to achieve management benefits, make up for deficits, and implement the Haier strategy
of diversification at a low cost. Haier products evolved from the single refrigerator to over
10,000 varieties in 69 categories, including air conditioners, washing machines, TV sets,
computers, and mobile phones. Notably Haier’s market share of refrigerators, freezers, air
conditioners and washing machines has been topping over its domestic peers.
From the perspective of organizational operation, Haier quickly formed a special corporate
culture and preliminarily established the product family–oriented division organizational
structure through a series of low-cost expansions and by means of cultural output. This is a
decentralized operation structure. With respect to the business operation mode, Haier used the
operation mechanism of “combined fleet”. Headquarter acted as the “flagship” and
coordinated the affiliates by means of “planned economy”. Internally, the affiliates were
divisions, while externally, independent corporate. They had an independent access to the
market operation and the development of “market economy”. However, they must be subject
to the general coordination by the Group with respect to corporate culture, personnel
allocation, project investment, financial budget and settlement, technology development,
quality certification and management, market network and service. In a word that all
individuals in Haier are familiar with, every company may “work separately”, rather than
“administer separately”. According to Zhang Ruimin, as long as the Group requests, you must
execute, if there is a problem, I will be held accountable for it and make a correction
accordingly, you may make a suggestion, but in no case could you overtly agree but covertly
oppose. As mentioned earlier, a strong “central administration” is essential before
implementing the division structure.
With the growth of Haier, Zhang Ruimin found that Haier was slowly also infected with the
“common disease for large enterprises”, namely slow response, low efficiency, top-down
administrative affiliation, hierarchical level, where the Group is decision center, each division
is profit center, each affiliated plant is cost center, and each team is quality center. As a result,
all employees only face the higher-up rather than the market, hold no accountability for the
whole process, individual performs his own duty, it would be impossible to implement a
flexible management on large-sized enterprises. At the meeting on September 8th of 1998,
Haier subverted the unitary “pyramid-like” management structure it had maintained for years
and questioned this structure. After a period of preparation, in March 1999, Haier began to
modify the organizational structure by transforming the linear “pyramid-like” structure into
the matrix structure. Although this structure still kept all divisions and the whole business
process of each division ranging from R&D, purchase to sales, the Group’s whole
management function was no longer a unified top-down instruction, and each division didn’t
administer separately anymore. They were associated for a specific project and the right of
each division to managing all business processes was decentralized.
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Thanks to the effect of domestic trade protection in the same period, Chinese appliance
enterprises rapidly grew, with more than 400 different brands. By 1997, the market share of
Haier, Rongsheng, Meiling and Xinfei accounted for more than 71%. At the same time, the
majority of transnational enterprises such as Whirlpool, Maytag, Electrolux, Samsung and LG
entered China through various channels and treated China as a part of their global strategies.
C. The third stage of Haier’s organizational development: Super-division structure
The third stage of Haier development is the period in 1998-2005, during which the core
element is internalization. With the rapid business expansion, Zhang Ruimin was aware of
many invisible walls between the internal divisions or the departments, which not only
hindered the internal innovation but also disqualified Haier to meet the customer needs on
time. To transform itself from an excellent manufacturer to a service-oriented enterprise, the
best solution for Haier is to provide everyone with the market access, allow them to directly
contact with customers, and make them understand the value of service and product from the
standpoint of customers. At that time, Zhang Ruimin intended to change the traditional
vertical pyramid structure, but established a project-based network organizational structure, so
that each type of the unorganized work will effectively interact and operate in the market
chain. He expected that Haier will launch different project based on specific customer needs
and reintegrate the resources that were divided by the departments concerned. Not
surprisingly, as soon as these projects were launched, the bureaucratic organizations set some
obstacles, because the project manager only followed the instruction of the head in his
department, rather than focused on these interdepartmental projects. Therefore, Haier
organizational structure was redesigned to be matrix-like structure comprising four divisions
(Sales, Logistics, Finance, and Overseas Business) and six departments (R&D, HR, Customer
Relations, Planning, Quality, Equipment). Such a new organizational structure already
touched the core element of self-management and was established as the basis for Haier future
self-management model.
In August 1999, Haier initiated the BPR (Business Process Reengineering) process reform,
established the super-division structure, and began the deepening reform of organizational
structure. As the first step, it separated finance, purchase and sales business from each
division, integrated them into the business flow division, logistics division, and capital flow
division which were independently operated, and implemented the unified marketing,
purchase and payment within the group; second, it integrated the original functional
management resources, such as HR development, technical quality management, information
management, or equipment management. All functional management departments were
separated from each division to form an independent service company; third, it connected
these professional flow systems through “market chain”, redesigned the original functional
structure and divisions, transformed the original functional organizational structure into
process-based network system structure, and the vertical business structure into the horizontal
business structure, so as to create a complete and coherent new business process from end to
end. However, no reform went smoothly, although the management model of SBU (strategic
business unit) was recognized by many experts, as the interdepartmental walls were broken
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down, theoretically this would greatly reduce the management cost, and the centralized
financial coordination would greatly enhance the efficiency of capital utilization. In order to
smoothly implement SBU, between 1998 and 2002, Haier made over 40 adjustments on the
corporate organizational structure, incurring the resistance and disobedience from the staff,
leading to the challenge of the management against the higher-up officials, and the criticism
of public media. Despite that, Zhang Ruimin never changed his intention and the subsequent
practice has proved that Haier’s market chain theory is highly valuable for the
customer-oriented organization. The market chain mechanism became its major trend for the
next few years, brought Haier closer to the customers, and laid a solid foundation for the
prospective One Single Integrated Model and Inverted Triangle Model.
With a view to the international context, China joined the WTO at the end of 2001. Subject to
the agreement, China promised to open the market of major appliances, which means that all
foreign companies will be able to compete with local enterprises in an open and fair way.
Chinese appliances market firstly experienced the overcapacity, so most enterprises had to
consider their globalization pathway. According to the report by xinhuanet.com, in March
2000, the refrigerator project of US Haier Industrial Park was formally operated, its
refrigerators were provided in the local market, with typical local features through local
designing, local manufacturing and local sales. After that, Haier built Haier Industrial Park
and plants in developing countries such as Pakistan and Bangladesh, in accordance with the
established strategy of “easy then difficult”; bought out a local Italian large-sized refrigerator
manufacturing plant; built 30 overseas plants, 56 trading centers, 15 design centers, and
53,000 outlets worldwide; with over 3,000 global managers, sold its products to more than
160 countries and regions across the world, and became a famous brand with local
recognition.

D. The third stage of Haier’s organizational development: Super-division structure
Between 2005 and 2012, Haier entered the fourth stage of its organizational change:
subverting the original organizational system, establishing an “inverted triangle” organization,
placed users at the top of the organization, and built internal autonomous entity. It is this
inverted triangle structure that switched the previous role and position of general staff from
the bottom level in the traditional bureaucratic structure to the top level in the inverted
pyramid.
Some source told that Haier initially built more than 4,000 ZZJYT① (self-run bodies), and by
Haier constantly creates business model innovations, thus gradually forms and perfects Win-win Model of Individual-Goal
Combination full of Haier characteristics, “Individual” refers to the employees with two spirits of entrepreneurship and
innovation; “Goal” is users’ value. Each employee creates value for users in different ZZJYT to fulfill their own values. As a
result, the value of the enterprise and stockholders are naturally fulfilled. Each employee establishes a goal with users by
joining ZZJYT and signing a contract with users from being managed to independent management and from being operated
to independent operation, which is to release humanity to the largest extent.
The ZZJYT featured by Win-win Mode of Individual-Goal Combination provides resources and mechanism guarantee for
each employee to carry our two spirits of entrepreneurship and innovation and makes each employee actively and
independently create innovations to realize achievement by establishing changeability in change ability.The ZZJYT innovation
advanced by Haier is ahead of its time and surely will achieve success. The Spanish IESE Business School has incorporated
①
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April 2012, they were streamlined to 2,145, in which 2,020 were the first-level ZZJYT
(including 1,835 market ZZJYT, 78 module ZZJYT, and 107 manufacturing ZZJYT), 119
were the second-level ZZJYT, and 6 were the third-level ZZJYT. The original Haier matrix
structure was horizontally modified to three levels, where the first-level ZZJYT directly
served consumers, the second-level ZZJYT provided the first-level ZZJYT with resources,
and the third-level ZZJYT held responsible for strategic planning and created new
opportunities and development chances for the company.

Figure 4.9 From Win-Win Model to ZZJYT

To a great extent, such ZZJYT was inspired from the philosophy of “Amoeba Management ①”.
For example, KYOCERA Corporation had 63,000 employees, with 1,200 Amoeba
organizations. According to the father of Amoeba Kazuo Inamori, only by stimulating the
working enthusiasm of individual could the organization be activated. Amoeba calls for the
whole participation, with the concept of partnership, which had a great influence on many
Chinese enterprises. Yang Guoan argued that the organizational changes in Haier, Huawei,
and Handu Group② were inspired by Amoeba. Of which, Mr. Guo Ping, the Hauwei Rotating
CEO, found that Huawei’s operation was similar to Amoeba in essence, that is to stimulate the
activity of the general staff and improve the operating efficiency. Coincidentally, Zhang
Ruimin also said “if I met Kazuo Inamori earlier, Haier would develop faster”.
In an enterprise, employee commitment will definitely contribute to the organizational
performance, but such commitment will diminish without continued business incentives,
supervision and strengthening. The basic idea of Haier is to turn all employees into
“entrepreneurs” and attain this goal by way of ZZJYT, as if they were managing their own
into its teaching case book a case on the cross-culture integration of Individual-Goal Combination. Zhang Ruiming attended
the 73rd Annual Meeting of the Academy of Management on invitation and delivered a keynote speech on the Win-win
Model of Individual-Goal Combination. (http://www.haier.net/en/about_haier/one_person_alone/)
①
Amoeba is a Management System designed by the creator and the current Kyocera honorary chairman, Kazuo Inamori.
This management system was established in Kyocera and DDI. Amoebas are in general groups of 5 to 50 people, composed
of personnel in a company, with a clearly defined purpose of making profit for itself.
②
Handu group, a fashion company in China setup in 2006, is very famous for their “Integrated Operating System for Single
Product” (IOSSP).
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businesses. In fact, this mechanism was firstly proposed by those management masters
including Tom Peters (The professional Service Firm 50, New York: Knopf, 1999), Gary
P.Hamel, The future of management, Cambridge, MA: Harvard Business School Press, 2007).
In view of the challenging reform, only a few organizations tried to run this model, but Haier
succeed with it. ZZJYT was a basic organizational unit created by Haier for the maximization
of employee potentials, most ZZJYTs were the teams in cross-functional departments, where
members can set their own goals and deliver wages according to the attainment of
performance goal. Furthermore, all ZZJYT will be formed through bidding, the winning
candidate will establish a set of measurable market objectives for ZZJYT, and he and his team
should be responsible for this goal.
According to an exclusive interview by yicai.com, in 2005, Management and Sociology
Professor Marshall Meyer from the Wharton School at the University of Pennsylvania warned
Zhang Ruimin of One Single Integrated Model, “This model will be the best in the world if
you can make it, but it is certain that you cannot.” In the Haier annual meeting of 2017,
Professor Marshall Meyer avoided giving a comment on Zhang’s goal of reaching a sales
revenue of RMB 400 billion in the next seven years, but made an indirect response in
American humor, “I think I need to pay you tuition here, it is awesome, this model should
travel from China, I think it should not only serve the Chinese people, but also spread to the
rest of the world.”
How does the One Single Integrated Model in the basic framework of ZZJYT operate? From
the staff structure, the first-level ZZJYT is mainly composed of the general staff, they are in
zero-distance with end users, with major responsibility of capturing the market information,
coordinating the product design, sales and market; the second-level ZZJYT assumes the major
task of providing the first-level ZZJYT with professional technical advice and essential
resources; while the third-level ZZJYT formulates the strategy and seek market opportunities.
From 2009, Haier bought out Sanyo's white appliances business, Fisher & Paykel’s appliances
business, and launched two new brands to meet the needs of low and high-end market; and in
2016, it spent USD 5.5 billion to acquire GE white appliances business. Since 2008, Haier has
topped the world white appliances for the consecutive eight years.
Liu Fang in Reinventing Giant introduced the operating mechanism of ZZJYT by illustrating
Haier’s Three-door ZZJYT. When the side-by-side refrigerators were popular, the company
identified the market opportunity of three-door refrigerators, and in October 2010, this
product category was established as the pilot among the first ZZJYTs. At that time, four
employees from Side-by-Side Refrigerator R&D Department, Domestic Market Planning
Department, Supply Chain Department and Market Research Department proposed the
internal bidding program. All of them served the company for more than ten years. Through
the bid evaluation by Evaluation Committee, Pu Xian from Domestic Market Planning
Department was selected as the leader of ZZJYT, while Li Gaojie from Side-by-Side
Refrigerator R&D Department was positioned as “catfish”. Haier formulated a three-year
operating goal for them and permitted them to recruit their own teams. By April 2012,
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Three-door Refrigerator ZZJYT had 18 members, and in 2012, they signed 22 contracts with
other ZZJYTs, in which 14 were sales ZZJYTs and 8 were manufacturing-related ZZJYTs.
With respect to the individual performance evaluation, Haier defined a strategic income
statement specifically for each employee, so that individual was able to focus on the
difference between budget and actual level. For instance, employees in Three-door
Refrigerator ZZJYT would examine the cost control, quality level, module level, project
progress control, innovation project and other KPIs, which will determine their own
compensation level. Within this mechanism, Haier employees usually worked for a long time,
the working hour system was from 9:00 am to 6:00 pm, six working days in a week, but few
of them went home before 8:00 pm, many employees even worked at the only day-off.
Because individual can view his own performance from the system and calculate the
accessible wages, one disqualifying the goal may be eliminated from ZZJYT, and the leader
may be challenged or impeached by team members at any time. From the perspective of
management, admittedly One Single Integrated Model was extremely effective, the more
capable individual will be solicited by more ZZJYT, while the less capable individual will be
ultimately eliminated. In this way, a value-based hierarchical structure was formed and those
individuals who attained the goal will gain more rewards and get more chances for promotion.
Haier has been superior over any other market competitor in terms of service, especially in the
last mile, it has established a market benchmark. Haier's approach is also worth of being
studied, because it has built the informal staff with tens of thousands of members over the last
two decades or so, in addition to the regular staff, how did Haier make it? Here we observed a
market ZZJYT to make a simple analysis. Jiaozhou is a county-level city in Qingdao,
Shandong Province, when the market ZZJYT was established, only 7 employees competed
against each other until Miao Shuqiang became the winner, later he organized a ZZJYT
composed of 16 members. At that time, there was a general agent with 18 franchised stores in
Jiaozhou market. The general agent was responsible for wholesales, sales support, logistics
support and after-sales service of all goods. And these 18 stores almost covered the primary
level with a unit of 20 towns. According to the store owner in Lige Village, he spent 80% of
his time in seeking potential users in local forty villages and appointed 60 village
representatives in these villages. These representatives were selected from those local
villagers with good reputation, interpersonal relationship and good eloquence. Haier believed
that many villagers who bought its products only because they trust those representatives.
Individual representative will get 1% of the revenue as a commission, if the annual sales
volume is more than 5 sets, he will get RMB 300 as extra bonus. That’s the reason why many
people were running for the selection. Another job responsibility of a village representative is
to handle the after-sales issue; if a user reports an issue, the village representative will give the
first immediate solution, if this issue cannot be solved, the representative will contact the
technician to deliver the door-to-door service. This method of providing market service was a
typical model that Haier infiltrated to the vast rural areas in China, allowing for the
deployment of limited after-sales resources to the most needed places without affecting the
user care. Since China has more than 2,800 counties like this, from the perspective of
borderless organization, Haier made a special move to break down the boundary with users. A
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large number of unregistered low-cost employees constituted an integral part of Haier
development.
In 2016, during an exclusive interview by yicai.com, Mr. Zhang Ruimin informed that he ever
talked about Haier’s One Single Integrated Model with the management master Jack Welch.
According to Jack Welch, this was a very bold action, because it was truly a horizontal
organization. Following the reform of division structure, he once vigorously promoted
borderless organization in GE, but Mu Sheng contested that GE practice remained “a healthy
bureaucracy”, rather than the real sense of a borderless organization.

4.3.3 The recent direction of Haier’s organizational development: Maker and
micro-business
In the recent organizational change of Haier, maker and micro-business became a new
direction. In November 2014, Zhang Ruimin once wrote a letter to makers: a small dust
makes a big difference. He asserted that every prosperity and progress of human society
cannot be possible without technological breakthrough, but every great progress of human
civilization cannot be possible without the liberation of ideas. When the internet leads to the
prosperity of index technology, we once again stand at the junction of the time. At the most
critical point that the big industrial development turns every individual into a mechanical part,
the time train switched into a new track, the zero-distance, decentralized and distributed
internet ideology brings us to an era belonging to all individuals and all makers, with vitality
and challenge. He added that the advanced technologies of human industrial civilization
contribute to the present Haier, allowing Haier to catch up with the classical targets we ever
respected and lose the referential benchmark. Facing new challenges, the only weapon that
was left without being abandoned by the time is the everlasting spirit of “lasting
entrepreneurship, lasting innovation.” (Journal of Haier, Complied in 2014)
Haier began to implement One Single Integrated Model, Inverted Triangle and ZZJYT from
2005, by 2013, they were upgraded to micro-businesses. These micro-businesses were turned
into tangible independent accounting bodies, with independent decision-making and
personnel system, which attracted the first-class talents all over the world. At each phase of
micro-business, a specific incentive program and content was designed. In the early stage, a
maker only got the basic pay, by the growth stage, a maker got basic pay and VAM (Valuation
Adjustment Mechanism) pay, at the mature stage, a maker got excess profit sharing, with the
introduction of external capital, a maker had real shares and truly became the master of
micro-business. This program, which was designed specifically for each stage, forced Haier
and makers to bear some risks, ensured that both sides should use the best endeavors to attain
the goal, otherwise both will suffer a loss. Similarly, if a maker cannot accomplish the VAM
performance, new maker was allowed to “grab” this micro-business. In certain circumstances,
“capable makers” will be attracted by “high pays” to deal with the “large-sum” order.
Compared with the traditional bureaucratic organization, this new organization pattern altered
the prototyped concept that employees were only subject to the management of leaders for a
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thing they believed to be managed by leaders, the management risk were assumed by leaders,
while employees finished the action prescribed in the management regulations. Haier Risk
Control Department was only responsible for the VAM signed with micro-business. Only with
the fulfillment of requirements could micro-business get the pay package and these key
results constitute the operating results of micro-business ecosystem.
Zhang Ruimin considered that maker and micro-business will stimulate the potentials of
employees as well, allow for their self-actualization, and help them achieve economic benefits.
To some extent, it can greatly alleviate the boss’s crush for power at the transformation of a
traditional business and his reluctance to delegate power. The boss who is reluctant to
delegate power will be unable to develop a maker platform, or the boss who cannot rest
assured after delegation of power, or does not grant interests after delegation of power will not
become the steersman of organizational transformation. It is with the mentality of equal rights
that Haier has significantly developed.
In the 2016annual awarding ceremony, Zhang Ruimin defined 2017 as the first year of rooting,
flowering and fruiting of One Single Integrated Model. In his PPT, the industrial ecology
constructed by Haier was compared to a flourishing tree, rooting means that the operation
flow of One Single Integrated Model got adapted to different cultures, flowering mainly refers
to the strategy of Haier platform and the potentials of Internet of Things for Haier future
development, while fruiting means harvesting and continued progress, and a recycling
process.

Figure 4.10 Haier innovation organizations
Many experts also questioned that Haier maker mechanism is unlikely to be realized, and
Zhang Ruimin explained that he would not persuade all employees to start their businesses,
but expected that all entrepreneurs can develop at Haier maker platform. He further wished
that this action will open the enterprise even more, without boarder, and with the introduction
of more makers. He illustrated R&D as an example, if the global resources can be integrated,
it would be better than working alone and the world will become our R&D center. The
development of cloud computing makes the development of such platform possible, user
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becomes the center of the whole operation, user can select or eliminate the personnel through
platform, ultimately measures the wages based on the magnitude of customer value created by
a specific employee. In witty words, he once said that even many employees may not get used
to the transformation of corporate culture, from the traditional emphasis on execution, to the
maker culture, as if the enterprise ordered employees to attack the hilltop regardless of death,
but now they had to decide which hilltop should be attached since there were too many
hilltops, many employees had no idea. Certainly he also argued that many domestic and
foreign enterprises think Haier as foresighted, although entrepreneurs and academics
recognized this direction, it would be too difficult to realize. Data shows as of the end of 2016,
Haier entrepreneurship platform accumulated more than 3,600 incubator resources, 1,333
venture capital institutions, and the venture fund already reached RMB 12 billion. The
number of Haier micro-businesses on financing was 35, in which 16 were valued over RMB
100 million. These achievements prove the breadth and attempt of Haier in future business.
Zhang Ruimin kept up the morale by delivering a speed at the annual meeting of 2017, “we
must be very confident and persevering, and properly develop micro-businesses and makers.”

Figure 4.11 Example of Haier Micor-Business and Maker: Thunderrobot
As the most satisfactory achievement out of hundreds of Haier micro-business teams,
undoubtedly Thunderobot had a successful operation. Since the founding in 2003, Haier PC
Department never stood out in the PC market, three “85’s” boys – Li Ning, Li Yanbing and Li
Xin, launched Haier internal entrepreneurial organization. Despite the recession of PC market
in 2013 due to impact of mobile devices, game laptops made a substantial development in that
year and it does not seem to be affected by the whole industry. In addition, because most
purchasers of game laptops were game players, they focused on product performance rather
than price, Thunderobot laptops were generally higher than any other product in terms of sales
price and profit. In July 2013, with the joining of Li Yanbing as a “85’s” who was familiar
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with the upstream suppliers, and Li Xin as a “90’s” who was good at the zero-distance
communication with user, formed a new micro-business maker team “Thunderobot”, which
marked the beginning of difficult startup business from scratch. However, others thought that
the internet-based “genetically modified" project begun to work. In addition to the
internet-based creation, they drew some ideas from Xiaomi’s fans marketing, and made
customers deeply involved in product R&D and test. For example, Li Xin who was
responsible for customer communication replied questions from online fans at 2:00-3:00 am,
according to the habits of game fans. But these were impossible in the original refrigerator
system or PC system. Lu Kailin, the current general manager of Thunderobot, stressed that the
market was specific to small groups during an interview in April 2016, and the rules of fast
iterative in the internet age required the rapid upgrading of products, the purchase habit and
consumer habit were constantly changing, we should be keen to capture it. To make this, it
was very difficult to implement the traditional bureaucracy.
In the capital market, throughout 2014, Thunderobot sold 58,200 sets of game laptops and
became the dark horse of the industry and media focus overnight. By 2015, after Pre-A and A
round financing, hunderobot began its independent operation, Haier shares fell to 70% or so,
and it was expected to be lower than 50% in future.
Wang Qin, the director of Enterprise Management Research Office, Institute of Industry
Economics, Chinese Academy of Social Sciences, the integration of platform and the cost
reduction of platform are the most prominent characteristic of the development of internet
economy. However, this development depends on the fundamental pathway: the platform
owner needs to continuously obtain a large volume of information. Only by establishing a
reasonable rule for fans and an order of growth could the platform gain more information. As
for Thunderobot, the key to sustainable development is to establish a good game rule after the
expansion of platform.
In the case study of Thunderobot, Zhang Ruimin gave a comment on Haier’s platform: it is
open and used Haier’s integrity genes to address the challenges arising from tradition of
dishonesty, only the platform can survive forever, and it allows everyone to fulfill the due
value. It is not specific to the value of Haier staff, anyone who is willing to use the platform
could achieve their values through Haier’s platform.
During an exclusive interview by yicai.com, Zhang Ruimin presented some points from the
perspective of traditional Chinese culture. He considered that the platform is little similar to
Taoism, which follows the nature and advocates inaction. Haier’s platform breaks down the
bureaucracy, which is free from any control, but self-organized. Only by showing respect for
humanity, releasing the control from the top level, concentrating on building a stage for the
makers on the platform, could their creativity fulfilled to the extent possible, and the platform
and makers achieve a win-win result. As Professor Cao Yangfeng answered with respect to the
changes of Haier over the last three decades, especially its changes and practices in the recent
decade, that Haier changes are not only related to the tools or methods, but also related to the
management philosophy and management logic behind it. He also added that it is hard to
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understand Haier, and even for the researchers, Haier is a “difficult book” to read.

4.3.4 Summary of Interview
Based on a large volume of second-hand information and literature review, the author clearly
identified the special attributes of Haier organizational development, and its continued
challenging, and space and courage innovation. In a recent interview, Mr. Zhang Ruimin
presented his research and comment on Taoist culture, how Haier is operating, and how Haier
employees may describe themselves. Therefore, the author made a telephone interview with
two Haier employees. However, pursuant to the internal policy, two respondents were
anonymous (during an interview with Professor Jing Runtian at Shanghai Jiaotong University,
he also mentioned that the internal interview is strictly controlled in Haier, no one may
receive the external visit without prior consent). Some of the personal information of the two
respondents are listed as follows:
NO.

Name and Capacity

Remark

1

Mr. Su, Haier Information Control Center

With 19 years of service in
Haier, anonymous

2

Mr. Wang, Haier Sales Support Center

With 17 years of service in
Haier, anonymous

Figure 4.12 Interview list
Prior to the telephone interview, the author made some adjustments on five standard questions
that were applicable to Haier.
Q1: Haier experienced several organizational transformations and upgrades over the past few
decades, and now it moves into One Single Integrated Model 2.0 and Age of Makers. As a
member of Haier, what do you think of such changes? After these changes, do you feel that its
operation becomes more and more efficient?
According to Mr. Su, the company witnessed large-scale and fast changes. He has been
serving Haier since graduated in 1997, twenty years has past, the constant law in Haier was
making changes, and the company has been forcing all employees to make innovation. Based
on his knowledge of other enterprises through exchange program, generally a process will be
fixed for 3-5 years, but it is not possible in Haier. Here we have a problem that the company
forced us to draw upon the successful experience to examine the process problem and
optimize the process. In my opinion, it is getting better and more efficient, maker,
micro-business and other new things derived from the practice of continuous examination.
Mr. Wang believed that Haier style is to act then optimize; exactly speaking, build the
framework and keep optimizing in the process. Compared with other companies, which figure
out everything before building and implementing the framework, but encounter many
problems in practice, Haier practice tended to be more effective. For example, “Inverted
Triangle” is just a model, but very few of us figured it out at the very beginning, some may
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not understand it till now, but it does matter, action is the major factor, if a manger makes an
arrangement, implementing this arrangement would be the most important. Haier had a
terrific and perfect execution, which is supposed to be a critical factor determining its
continuous success. In addition, the recognition and influence of Mr. Zhang Ruimin is another
major reason.
As to the “Inverted Triangle” of Haier, Mr. Wang was much impressed by the complete
change of methods. Previously, we just strictly followed the requirements of the managers,
but now we follow the requirements of our users, while they have switched their roles from
the issuer of instruction to the provider of service. This full involvement in customer service
addresses the deviation arising from level-to-level reporting in the original triangle model,
which is beneficial to the enhancement of user satisfaction or the improvement of our working
efficiency. Compared to competitors, such inverted triangle structure suggests the
sophisticated philosophy and efficiency of Haier.
Q2: In Haier’s system, since the overall structural is relatively horizontal, do you get higher
workload?
As the head of sales department, Mr. Wang attributed the high workload to the goal
established by the company, rather than merely the horizontal organizational structure.
Because an individual company in the appliances industry sets an ambitious goal, it is a
commonplace to see the established target of 50% annual growth, let alone the doubled
growth required by a lot of companies, such as Gree and Midea. But Haier basically
completed the target established earlier in each year, due to the endeavors and excess working
hours of the staff. The individual performance of sales personnel is showed in Kanban,
allowing for the query at any time. In the last ten days in each month, all members in sales
department might be sleepless or eat nothing, including me. Anyway this is the corporate
culture of Haier, which also drives its further development. We cannot reject but have to adapt
to it, now that I am a member.
As the head of IT Department, Mr. Su admitted that it is highly stressed to work in Haier.
Actually, the appointment with Mr. Su changed for three times, until one morning on Saturday,
we met for about one hour; another appointment with him at 9:00 pm was called off due to the
temporary meeting. In his opinion, Haier was strongly result-oriented, almost all individuals
work without break, it was normal to work from 7:00 am till 8:00 pm. At present, as driven by
the horizontal structure and the inverted triangle, he had to attend many meetings in that day,
almost 60%-70% of the time were spent on meetings. And with the work assignment, the
work stress and strength significantly increased than it was five years ago.
Q3: Now 80’s and 90’s have stepped into the workplace, but most enterprises generally
inform that it is difficult to manage such younger generation. In Haier, how do you manage
them?
Mr. Wang admitted that 80’s are not engaged with work if compared with the older
generations. Sales Department recruits few new staff. The turnover rate of this generation was
extremely high, because few of them can tolerate the workload.
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As the head of IT department, Mr. Su gave a very different answer. He contested that the
overall quality and innovation capacity of staff was significantly improved since the 80’s,
especially the 90s joined in IT Department. Young guys show a strong learning and research
ability, which is beneficial to IT department. For example, the recent Haier service review
process reengineering project was basically led by the 85’s, they made a big through in the
go-live efficiency and interface design. Haier cloud computing project is unlikely to be
implemented without their participation. We often take it for granted that young guys cannot
tolerate tough works, but he believed that they prefer doing whatever they like and we must
consider their feelings.
Q4: In Haier’s horizontal structure, there are less chances of individual career promotion?
Mr. Wang replied that it does not matter who is the leader, in Sales Department, the personnel
management depends on process rather than specific person. Compensation is an important
means of measuring the working performance. Currently the high-salary earners are those
who solicit large-sum orders, rather than merely leaders.
Mr. Su also responded with a similar conclusion. According to him, it is difficult to be a
leader here, because Haier has considerably developed, admittedly Zhang Ruimin is old and
will soon retreat like President Yang Yuanyuan, and Zhou Yujie is likely to take over his
position. This transformation will be very important for Haier. You can understand how hard it
is, actually most prefer engaging with micro-business rather than becoming a leader.
Q5: I was told that Haier’s IT systems are very powerful, can you specify the role of these
systems in improving the efficiency and decreasing the middle-level management, and what
will be the prospective direction for information technology?
Mr. Wang mainly analyzed from two aspects: firstly, all divisions in Haier were independent
from each other and they ran their own systems, until integrated as a platform around 2000.
The immediate change is that the system became more stable, there was no addition of system
operators, but the sales volume on platform increased by 4-5 folds. We clearly observed the
improvement of IT-based management efficiency. Obviously the increase of volume without
addition of system operators reflects that IT management can replace the middle-level
management. As the head of my department, he can view the performance of each salesman,
the position of each service personnel and user feedback through RRS platform. But he could
hardly imagine this before.
As the head of IT Department, Mr. Su believed that Haier’s customer management system is
the most successful system, which manages 7,000 sites, connects nearly 100,000 service
personnel, which means every vehicle, every service outlet, and every service personnel will
be controlled in real time, allowing for the coordination of all processes. Without IT system,
he cannot conceive how to manage these processes, which means that IT system not only
decreases the number of various coordinators, but also makes those unfeasible things possible.
Su remembered that when he joined in the company, there was no such system, most
contacted with customers by call and fax, customer issue cannot be handled promptly. At that
time, there was someplace called “Command Room” to deal with critical quality issues every
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day. In 2000, the scale was much smaller than the present status, without IT system, Haier had
to increase a number of employees to achieve the current scale.
With respect to the role of IT system, Mu Sheng also made a succinct description in his article
published in yicai.com. He believed that the future organizational model will not be an
associated networked organization, but a networked organization based on the internet
information, and in his own words, “clouding organization”. He simply explained that only
such a highly networked organization could ensure that every node on the network can be
freely connected and in line with user needs. Vividly, all information should be placed on the
cloud end, allowing for invoking against need. However, many enterprises couldn’t make it,
but add a new table in case of the organizational change, the additional table or signature
means the extra cost. But if such additional procedures are abandoned, the management will
be messy. In terms of the IT system, Haier did a lot of prospective efforts to achieve “zero
signature”, all processes are carried out online. This modification led to the signature
improvement of efficiency, for example, some financial functions were transferred to the
cloud end, the previous configuration of 64 personnel was reduced to only 3, which implies
that the handling got faster. The present RRS platform manages 90,000 vehicles, 180,000
service personnel and 5 million m2warehouse. Based on WeChat, the new management
system resulted in a great increase of efficiency, decreased the management levels, and
maximized the information synchronization. These may be impossible without the
introduction of communication tools such as mobile internet, smartphone and WeChat.
Su believed that IT will play a greater role in the business management in future, in the latest
words travelling in Haier “use IT to drive the organizational change”. An example is the latest
after-sales process reengineering. The process reengineering pushes for IT advancements,
which in turn drives the improvement of process. Currently Haier is using its own APP, but
everyone tends to use WeChat, and the 80’s and 90’s prefer using mobile platforms. Su has
dozens of groups, each group features a project, which basically handles issues or provides
remote support from time to time. These approaches substantially improve the individual
working efficiency. In Haier, one normally holds capacity in several ZZJYT, for instance, IT
Department is responsible for dozens of ZZJYTs. Such new technology platforms add to the
business platform. Admittedly these third-party platforms deliver extremely high efficiency
and Haier also encourages all employees to use these new platforms.

4.3.5 Summary of Haier Case Studying
This thesis illustrates Haier as an example since Haier made special organizational changes,
moved ahead regardless of the different voices and modeled for domestic enterprises over
these years, compared with other Chinese enterprises. The understanding throughout the
course of Haier, from the bureaucracy, division structure, super-division structure, and the
inverted triangle, to the latest maker and micro-business, and the interview with some Haier
employees, will contribute to our knowledge of Haier organizational changes and grip the
latest direction for its organizational development. Generally speaking, Haier believes that
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changes are bound to happen and only with brave changes could they properly deal with the
future. Recently, Mr. Zhang Ruimin expressed his idea on Taoism, which is found to be
similar to maker and micro-business, in essence, only by mobilizing the initiative could
individual creativity be exercised properly. The previous “allowing a capable person solicit
large-sum order” is consistent with Taoist characters, since it stimulates the initiative to
address a specific issue. From the perspective of traditional culture, such conversion not only
elevates to a higher level, but also fulfills the needs of the contemporary well-off society and
the material abundant generation.
The interview with two Haier executives is much consistent with the data research, namely
Haier has a healthy development, Haier staff loves their enterprise, and Haier staff is
confident about its future. The form of inverted triangle cannot be simply interpreted as a
horizontal structure, with the introduction of One Single Integrated Model, makers and other
new forms; Haier has been a pacesetter for the world development in terms of organizational
form, which will arouse more research interests.
This study is subject to these limitations: overdependence on second-hand information,
narrow range of interview, and absence of the direct interview with internal makers.
Furthermore, Haier maker and micro-business remains an internal pilot program, without
enough scale and reasonable time span. As Haier unveils its age of makers, we will get more
chances to validate its effectiveness in exploring the organizational transformation, and
summarize and derive its successful experience to allow more enterprises to draw upon it.
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4.4 Xiaomi Organization Studying
The expert of management Drucker already predicted the basic characteristics of the present
society, he said “the next society is not only a knowledge-based society but also a
organizational society, only with the organizational practice could the knowledge be effective.”
This is also the case with the horizontal organizational structure, it aims to reduce the
management levels and expand the span of management. It not only poses a hard challenge
for the managers, but also has higher requirements for the employees. In the course of the
horizontal management, enterprise should highlight talents, ensure and improve the quality of
personnel in key positions.

Source: Baidu
Figure 4.13 Xiaomi Headquarter in Beijing

In China, when it comes to the horizontal management and internet thinking, we have to
mention Xiaomi. As a representative new internet enterprise, Xiaomi exploits internet as the
main channel, directly connect the internet and mobile internet to the market audiences. Since
its establishment, Xiaomi has been arousing the attention of industry, and shortly becomes the
leader of domestic internet mobile phones. Traditional enterprises and internet enterprises
closely follow the dynamics of Xiaomi in an attempt to find out the secret of its business
success. However, we are more concerned about how the internet enterprise form a business
organization, especially in the fast changes of internet, how to improve the efficiency of
traditional organization and allow it to properly cross the traditional boundary of enterprise,
and what is the significance of this new organizational form and traditional business
transformation. In the case study of Xiaomi, we clearly found that the horizontal operation of
Xiaomi is way beyond the traditional perception: it measures the horizontal business
organization from the management level and the management span. According to Xiaomi TV
GM Mr. Gao, Xiaomi has established a fans-centered non-traditional organization which is
only responsible for users, or has formed the customer-oriented boundaryless organization.
This thesis initially analyzes Xiaomi’s internal structure and operation through a large number
of public information, and systematically and faithfully understands the actual status of
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Xiaomi’s organizational operation based on the interview with Xiaomi TV GM Mr. Gao,
Xiaomi Content GM Mrs. Ku and four junior engineers.

4.4.1 Profile of Xiaomi
Founded in April 2010, Xiaomi Inc. (Xiaomi)is an innovative technology enterprise
specializing in high-end smartphones, internet TV sets and smart home ecological chain.
Xiaomihas maintained an amazingly growth since its establishment. In 2012, Xiaomi sold
7,190,000 sets of smart phones; in 2013, sold 187,000,000 sets; in 2014, sold 61,120,000 sets;
in 2015, sold over 70,000,000 sets. (Baidu Baike) In these four years, Xiaomi’s valuation has
increased by 160 folds to the record-breaking USD 40 billion.
When it comes to Xiaomi, we have to mention Xiaomi CEO Mr. Lei Jun. He was born in
1969, originally known as the President of the domestic software enterprise Kingsoft. After it
was listed in stock market, he became an angle investor. At the age of 40, he began to review
his work over the last twenty years. Prior to the advent of smartphones, he predicted that the
era of mobile phones will come soon. For testing of phones, he basically didn’t use PC. Based
on his accumulated experience in the internet industry, with respect to this major trend, Lei
Jun made a precise judgment on the future development of this industry.
With a tremendous success of the mobile phones, Xiaomi targeted at a larger market, namely
the construction of the internet ecological chain. Recently, Xiaomi has launched the internet
TV STB, internet smart TV, household intelligent router, and smart home products to subvert
the traditional market. By the end of 2016, there were more than 60 ecological chain
enterprises affiliated to Xiaomi, of which Zimi’sMiPower Bank, Huami’sMi Band, Zhimi’sMi
Air Purifier, 1 MORE’s Mi Piston Headphone, Ninebot-One have shortly been the star
products with an extensive influence on Chinese consumer electronic market. The
construction of Xiaomi ecological chain will adhere to the open, non-exclusive cooperation
strategy, and drive the construction of smart ecological chain with industry partners.
Of course, Xiaomi also encountered some problems along with its development, e.g.:
suspension of sales in India due to patent litigation, many litigation cases in US market,
decrease of shipments and decline of market share from the No.1 place in 2016. Anyway,
Xiaomi is worthy of our observation and study because of its exploitation of internet thinking,
especially the role model for new internet companies in terms of management model and
marketing approach.

4.4.2 Introduction of Boundaryless Organization
This thesis initially observes the topics about Xiaomi’s horizontal structure and efficiency of
organization, but the practical research reveals that Xiaomi already jumped out of the
horizontal concept and made at least 2-3 steps in “boundaryless organization”.
Jack Welch in his Reinventing GE firstly proposed the concept of “boundaryless”, he
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conceived a boundaryless company like this: the barriers between all functional departments
are removed, Engineering, Production, Marketing and other departments can freely flow with
full transparency; there is no distinction between “domestic” and “foreign”; tear down the
external walls; make suppliers and users as a part of a single process; tear down those
undetectable hedges of race and gender; place the team in front of individuals.
After the construction of facilities for several years – recombination, acquisition and disposal
of assets, GE boundryless has become the core part of its social structure and formed the core
value that is different from others. Traditionally, enterprise relies on strict boundaries to win
the competition, while future enterprises have to rely on the boundryless organization. The
organizational structure of a traditional enterprise generally includes four boundaries: vertical
boundary, horizontal boundary, external boundary, and geographical boundary. Vertical
boundary refers to the internal hierarchy and occupation level; horizontal boundary refers to
the walls dividing functional departments and rules; external boundary refers to the isolation
between customers, suppliers and regulators; geographical boundary refers to the boundary
distinguishing culture and the state market.

vertical

horizontal

organization

external

territory

Figure 4.14 Boundary of Organization
In the traditional model of business management, enterprise divides the employees and
business processes based on a specific need, so that all elements would hold accountability
and fulfill their own duties. The organization of a traditional enterprise is a top-down
pyramid-like management model, where the management organizations adhere to their own
strict boundaries, and enterprise has strict organizational and hierarchical boundary.
This often leads to large size, too many levels, centralized power, and low efficiency of
organization, slow and ineffective response, and internal communication barrier, inhibition of
innovation and employee initiative. In order to meet the challenge and impact arising from
economic globalization, information network technology and knowledge-based economy, the
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business management model must not mechanically configure the traditional model of
management levels and functional departments in strict accordance with the division of
responsibilities and the hierarchical management, but rather fully reflect the environmental
adaptation and response of the organization, allowing for a rapid and immediate response to
the environmental changes, with a high degree of flexibility and variability in the course of
design.
As inspired by biology, the boundaryless theory considers that business organization is like a
biological organism and various diaphragms give its shape or definition. Although these
diaphragms contribute to the sufficient structure and strength, it does not prevent food, blood,
oxygen, chemicals from passing through smoothly. The theories of boundaryless organization
maintain that information, resources, ideas and energy will also quickly and smoothly cross
the enterprise boundary and integrate the enterprise as one. In the principles of boundaryless
organization, enterprise still maintain all functions and boundaries, higher-up leaders, staff
with special technical skills, and middle-level managers, allowing for free communication,
exchange and best cooperation between all boundaries. The theory of boundaryless
organization requires another analysis of the original enterprise boundary.

Focus, Excellence, Good feedback and Fast (Xiaomi.com)
Figure 4.15 Seven Key Words of Xiaomi

4.4.3 Xiaomi’s Three-level Management System: Eliminate the Vertical Boundary and
Exploit the Ability of Manager
Xiaomi has an extremely horizontal structure, when the size of an enterprise is expanding, the
traditional practice is to increase the managers, while the emerging approach is to increase the
management span, and the middle levels between the management and the operation should
be less to the extent possible. In this way, horizontal management also resolves a lot of
problems and contradictions arising from the traditional pyramid-like business management
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model.

Figure 4.16 Xiaomi Leaders Team Picuture

In the organizational structure, Xiaomi abandoned the tree structure that is used by traditional
company to maintain the control power through system and process. Xiaomi’s organizational
structure is user-oriented, human-based horizontal management model. Lei Jun delegated
power to its partners, similar to “local autonomy”, and partners have greater autonomy,
without mutual interference. In business departments, there is no hierarchical relationship,
position, without KPI assessment, and all members are treated as equal. According to Lei Jun,
Xiaomi’s has three levels: co-founder-department head-employee. Precisely speaking, there
are only 8 Xiaomi partners, LEADER refer to the person in charge of a specific project and
keep fixed. For each project, in principle, every engineer may apply for becoming LEADER,
then builds a team to finish the task, normally each team has no more than 10 members.
LEADER should not only lead the team for R&D and daily management, but also coordinate
and communicate with other departments. This management system greatly reduces the time
for repeated communications of management information, for the enterprise size like Xiaomi,
there is basically no quarterly or semi-annually meeting.
Since Xiaomi has an extremely horizontal organization, according to the research results of
horizontal organization stated above, such organization needs a number of independent and
self-managing employees. In practical operation, Xiaomi wouldn’t recruit two kinds of job
seekers: first, persons who require management, because the company has no time or energy
to deliver training; second, persons who are not relaxed, because Xiaomi believes that only
those who alternate work with rest keep fighting. Xiaomi doesn’t want to recruit an engineer
who is comparable to ten engineers, but the engineer who is comparable to a hundred
engineers. In the initial stage, 90% of Xiaomi talents are referred by others, those without or
with little experience, or without managing hundreds of subordinates will not be recruited.
This system creates a favorable condition for the next horizontal management.
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By the early 2016, Xiaomi is a large-sized company with 8,000 employees and the benefits of
partnership management include mutual check and balance, exploitation of talents, and
extremely high efficiency. However, it still has deficiencies, if a team has up to 10 members
and each member joins 2-3 teams, a company with 8,000 employees may have about 2000
working groups, which means that every founder needs to manage 250 teams, simultaneously
communicate with hundreds of leaders. If a founder is less incapable, the business
development he manages may be strongly restrained, resulting in internal competition. In this
sense, Xiaomi encounters the organizational challenge in the expansion of company size.
Those employees with execution, either partners or junior engineers, will be critical to such
organizational structure. All respondents from Xiaomi were so busy, especially in posting on
WeChat Moments.
People have indeed realized the benefits from such open and horizontal structure. However,
the trend of smart home is imminent, Xiaomi doesn’t want to miss any eruptive segmentation,
they soon realize the limitations of this structure. In traditional R&D practice, for example,
when IBM or Samsung decided to enter 100 smart hardware sectors, they usually built 100
project teams, each project has hundreds of members, the research institute with thousands of
employees, the clear hierarchical and organizational relationship ensures that each business
acquires necessary resources from the center, and the mutual relations are equal. This practice
is not a big problem, Huawei and other companies also adopt this R&D model, but the
fundamental difference is that whether the developed product is suitable to the volatile market,
whether it takes account of the customer experience, and whether the system is stable enough
to ensure better customer loyalty. For instance, Microsoft recently spent a lot of money in
developing a lot of products, but didn’t succeed in the market. In contrast, small internet
companies such as Facebook have achieved great success in the market.
In Chinese technology circle, Huawei is comparable to IBM in the field of hardware. The
traditional technology giants who have adapted to the business market will encounter a
problem due to the redundancy of organizational structure: they are unable to the consumer
market demand for rapid response to the product changes. This is why Huawei establishes the
sub-brand HONOR. According to Huawei Terminals President Mr. Yu Chengdong, “If we
don’t know Xiaomi’s intention, then we directly compete against it.” Huawei hopes to copy
Xiaomi’s features including its organizational structure to HONOR. Admittedly, Xiaomi’s
business model is productive. This model subverts the extensive management model used in
most enterprises. In four years after its establishment, Xiaomi has accomplished what other
companies may use several years or even decades. Xiaomi’s rapid team response and high
efficiency cannot be compared by many enterprises. In the industry, Xiaomi’s fast-growing
model is referred to as “Xiaomi speed”. This depends on the most intelligent and flexibly
responsive team with the least possible members. A small, horizontal and efficient team is
essential for Xiaomi’s success. According to three founders of Haier Thunderobot, they had a
sense of engagement at the very beginning, and the fans-based marketing is a trump that many
emerging enterprises follow suit.
Many critics argued that Xiaomi’s flexible and human-based structure makes it possible to
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make large-scale and mass expansion of production lines, because it doesn’t have the process
and mechanism to support large-scale expansion. In general, a company will increase the
business division along with the expansion of new businesses, in addition to some inherent
functional departments. Xiaomi engages with a few of “self-run” businesses such as mobile
phones, while “outsources” other businesses to its ecological chain, otherwise it has to form
the corresponding departments for patch boards, sweeping machines, lamps, cameras, and
toys. Such horizontal explosive growth makes it too difficult for company management; this
third-party investment model greatly reduces the risk of Xiaomi’s expansion, regardless of the
exact number of eco-chain industries, it only has a eco-chain department. The eco-chain
model is innovative because all business teams are “externalized” to become independent. On
the one hand, this exploits the efficiency advantages of small team, and on the other hand, this
could maintain and stimulate the role of entrepreneurs, even recruit better talents with stock
incentives at its sole discretion. Another reason is that Lei Jun doesn’t want to make it bigger;
large companies have a common problem, Nokia is a good example. With the further
development of industrial chain, large monopolists with multiple businesses has to deal with
the rising cost, the technological advantage will be deprived, until defeated by small but
specialized barbarians. In fact, US Apple quickly dominated the market share of high-end
mobile phones since its access to this industry, subverted mobile phones, digital cameras and
Walkmans and other related industries, and became the model of smart phones. In China,
Xiaomi is undoubtedly a barbarian in the industry of mobile phones, it quickly grew by
subverting the traditional R&D model and sales model, but this is a high possibility that
Xiaomi will continue such a barbarian model or is subverted by other barbarians. However,
the capital market was in downturn from 2016 and most barbarian survival models that rely
on large investment have been challenged.

Ⅱ. Xiaomi’s Non-KPI Management: Eliminate the Horizontal Boundary and Exploit the
Ability of Employees to the Fullest
KPI is an objective-based quantitative management method used in the course of business
management, as well as a critical quantitative index of business performance management.
Xiaomi advocates that in the age of internet, the boundary between users and producers will
be broken down, producers must get closer to users. To this end, Xiaomi gradually transfers
the management power from employees to users. User experience is the premise to test
everything. Based on this, Xiaomi removes KPI to make employees focused on the user
experience. With a good user experience, the company will form an extensive user group and
expect higher benefits. Mr. Li Wanqiang in his Sense of Participation said that in Xiaomi,
customer service should also forget KPI, what really matters are to make friends with users
and properly serve the users from the bottom of heart. In his opinion, with more trust on
customer service and more powers delegated, they will be more prudent with work. For
example, when a customer service answers the question from customer, he is allowed to send
some small gifts without applying to the director. Xiaomi’s internal system just takes a note
without asking the specific reason for sending a gift. Its three-level management structure
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requires that both managers and employees should be highly autonomous, and a lot of works
need to be handled by employees themselves. This poses a considerably high requirement for
employee quality, and is only continued with full authorization and trust. Lei Jun explained
that Xiaomi has no KPI assessment, when VANCL was in crisis, Lei Jun once suggested Chen
Nian removing KPI. Coincidentally, many enterprises are considering how to run non-KPI
management, which indicates the influence of Xiaomi’s non-KPI management on Chinese
business management.
To date, Xiaomi has approximately 10,000 employees, each team is kept relatively small, a
larger team will be divided into several small ones, such management system reduces the
unnecessary time for reporting between different levels. For instance, during the “815
e-commerce war” of 2012, Xiaomi spent less than 24 hours to make preparations from
planning, designing, development to supply chain, after the product launching, Weibo
forwards were about 100,000 and the sales volume was about 200,000 sets. However, for
many enterprises, this 24-hour time frame may be not enough to get the approval from line
manager. Why does Xiaomi show such a strong execution? Of course, the above-mentioned
horizontal structure is very important, and there is the other reason that may not be ignored:
Xiaomi has extraordinary employees, actually its horizontal organization is precisely built
upon the high availability of excellent talents. They demonstrate a strong ability in motivation
and self-management. It is precisely for this reason that Xiaomi does not implement the KPI
assessment system.
Xiaomi’s flexible and human-based management structure determines that it cannot conduct
internal large-scale, mass expansion of production lines. To avoid getting stuck in the swamp,
it is preferred for Xiaomi to make external expansion. In Xiaomi, Lei Jun instead of the
company system is the core part. Lei Jun as a humble man shows a strong and overbearing
style in business management. He is mainly responsible for “two ends” – strategy and product
details, and has the absolute discretion in all decisions about Xiaomi. A source who has
acquainted with Lei Jun for many years told the journalist that, Lei Jun once said, the past
industry was slow, you may have time to ensure the implementation of project with a long
term. But now it is getting too fast, we need the model which can be adjusted at any time, so
he is required to manage everything. Finally, an exceptionally important point is: he was ever
frustrated by the surpassing of internet company, so he requests all things to be fast and new.
Xiaomi employees never punch during the working hours, but they also bear high working
pressure, they usually work in 10:00 am-10:00 pm, this diligent working culture is the most
prominent in Huawei, but it appears that this operation model has become the normal in
internet startups. In general, only a building of Xiaomi Headquarter in Qinghe was lit at the
nightfall, along with the increase of employees, there are three blocks. However, this
approach is absolutely not available for the common KPI-oriented enterprises. In other words,
although Xiaomi has no KPI assessment and doesn’t use it to measure individual performance,
employees have to finish the task that is even more stressed than KPI assessment. Some
admitted that the company develops too fast, any slow-down process will be labeled as
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“bottleneck” by others, if this “bottleneck” is created by anyone, they will bluntly tell the guy
– “you become the company bottleneck”.
Xiaomi has a unique value. Although the uniform value cannot be directly simplified from the
organizational structure, its effect is the same with the horizontal transformation. According
to the author, when Xiaomi recruits new staff or invests in new industry, value might be the
prioritized factor. In a word, this diligent, plain value that is loyal to product and make honest
pricing would be the general value covering all strengths of honest men. Working with the
like-minded men will certainly boost the efficiency.
And Lei Jun is also a well-known model worker in Zhongguancun (High tech park in Haiding
District, Beijing). He works more than 12 hours every day and handles too many details
regarding Xiaomi operation, significantly different from some successful enterprise owners
who continue studying, delivering speech, serving as tutors, or writing books. Although
Xiaomi already has more than 10,000 employees, it is unexpected to find that too many
middle-and high-level managers claim themselves as entrepreneurs, and work for a startup
with all characteristics of entrepreneur.
There is a puzzling and touching rule: the middle and high-level mangers are required to serve
as shopping guide at Xiaomi Fans Club. Company definitely hopes that decision makers
would accept the user feedback. However, another terrifying fighting force has been formed:
generals are also soldiers! Leaders also get involved in the basic-level works, which
apparently contributes to the rapid and accurate transmission of information, and substantially
reduces the unnecessary loss and intercourse. “A general who eats and lives with his soldiers”
generally wins the battle.
“You will feel that Lei Jun is tense because of excitement and anxiety.” A source who is close
to Lei Jun told the journalist, in the next morning after the ending of Smartisan Launch Press,
he received a call from Lei Jun, repeatedly asked him, “what do you think of Smartisan’s
influence on the industry?”
It is easy to conceive that such an entrepreneur who has endeavored for 20 years to
accomplish this, what “only a step from the dream” means for him. “The whole company is
rushing forward, but Lei Jun always comes first.” an employee who joined in Xiaomi three
years ago said. And Lei Jun has a set of engine theories, he believed that if one is driven by
others, it is unlikely to keep enthusiastic and working for a long time; only by self-driving and
acting as the engine could he love to work and be fully devoted to the work. This is more
refined that Lenovo’s engine theory, because it is still applied among the key managers. And
Chen Yu once mentioned in his study of Xiaomi management, Xiaomi’s accomplishment is
mainly attributed to these self-driving employees.
For internal management, Xiaomi also advocates that men always come first, so as to enhance
the staff’s sense of responsibility. For instance, when an engineer finishes his work, another
engineer should inspect it. Upon the assignment of this task, the engineer must leave his
current work aside and make the immediate inspection.
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Ⅲ. Xiaomi Fans-based Model: Eliminate the External Boundary
On August 16th of 2011, Xiaomi was launched, Lei Jun defined it as “Fancier’s Phone”.
“Fancier” has become one of its labels. Since then, MiBox, MiTV are also marked with
“Fancier”. This orientation contributed to the rapid growth of Xiaomi over the last four years,
because it really impresses the user, and Lei Jun decided this orientation based on the related
survey. Only those favorite mobile phones among fanciers could become the best-sellers. He
shows a great respect to users by addressing them as fanciers, which in turn makes users feel
it cool to buy Xiaomi phones. By no means shall such orientation stay on slogan, the process,
memory and other hardware of XiaomiⅠ-Ⅲ upon launching were always slightly better than
any of its competitors, so that “Fancier” is recognized by the consumers. In addition to this
orientation, Xiaomi’s competitive pricing strategy has injected great impetus to the
word-of-mouth and brand of Xiaomi, and rapidly gathered a swarm of Mifans, or Xiaomi fans.
Whenever it comes to Mifans, we have to mention Apple fans, namely the fans of Apple
electronic products. They began to know Apple from iPhone series, then purchased Mac, iPod,
iPad through affective recognition, and have been famous for sticking to Apple products. In
contrast, there are “Apply Anti-fans”. In the sector of digital consumption, people prefer using
“Apply fans” to describe those digital users who are fond of Apply products. Most of them
began to know Apple from iPhone series, then purchased Mac, iPod, iPad through affective
recognition, and affected the people around with the recognition on Apple; “Apple fans” have
been famous for sticking to Apple products. The latest research shows that most Apply fans
cannot make both ends meet; one fifth of iPhone users reported that their master bank
accounts are almost overdrawn. This is a typical “fans-oriented” consumption.
However, the fans-based model was not invented by Xiaomi and there are more users. But
only Xiaomi treats the fans-based model as the artery. The magic power from the operation of
fans is not easy to understand by all. In August 2014, Huawei Vice President Mr. Yu
Chengdong said in his Weibo, no one knows the outstanding achievement of Huawei as the
world’s top three, but Xiaomi will hit the world headline if it ranks the first or second place
for one quarter in China, he called on Huawei colleagues to learn from Xiaomi. In addition to
Huawei, ZTE, Lenovo, Coolpad are also studying Xiaomi’s fans-based marketing model, but
the learning effect is less satisfactory.
The head of Xiaomi phone department reiterated, Xiaomi broke down the common practice.
Upon the induction of new employees, Xiaomi will give a set of engineering phone, which
will become their major work tool, arousing their dependence on the product, and converting
more employees into Xiaomi fans.
Generally speaking, there is a large demand for Xiaomi phones. An employee can apply for
several purchase quotas every month, send these phones to his friends and relatives, so that
they will become Xiaomi users as well.
In the R&D team of most companies, R&D engineer cannot directly communicate with users.
But in Xiaomi, posting BBS and talking with users are the routine work for Xiaomi phone
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R&D team. Previously, some R&D engineers who just joined in Xiaomi would prefer
spending more time in the product R&D rather than listening to a customer nagging. But Li
Wanqiang ever communicated with these engineers specifically, because Xiaomi questioned
that it may be downgraded to be a common company if it remains to follow suit. R&D team
will immediately capture the user needs and developed the intended product by allowing the
team and every member to talk with customers and listing the problems responded by users in
the course of R&D.
In order to capture the interests from users, Xiaomi should treat its products as kids. It is with
such attitude that Xiaomi have gathered a swarm of Mifans who are always keeping in
company and giving encouragement. Upon the sales of XiaomiⅠ, only 100 employees had to
fulfill the subscribed volume of a few hundreds of thousands a month, from the perspective of
R&D or operation, it was impossible in a traditional company. This suggests that Mifans play
a key role in it. Xiaomi even had a collection of some valuable gifts from Mifans across the
nation. It is may be surprising to hear that users send gifts to company, but in Xiaomi, the
daily deep interaction with customers results in the establishment of unusual friendship and
affection between company and customers.
According to the statistics, by August 2014, Lei Jun accumulated the Weibo fans of over 11
million, he not only spoke in point-to-surface, but also replied the questions rose by some
users and forwarded some user experience. For Mifans, it is very excited to get a private letter
from Lei Jun, if his blog is forwarded or replied by Lei Jun, Lei Jun’s amicable public image
can be shaped. And Lei Jun once requested Xiaomi tam to make friends with Mifans,
everyone from the top management to the basic-level employees acts as Xiaomi customer
service, interacts with online users, which becomes a habit in Xiaomi. They almost answer the
online questions every day. In 2013, there were hundreds of professionals who carried out the
fans-based marketing, Xiaomi Forum (30), Weibo (30), WeChat (10), Baidu Space (10), of
which many were famous media professionals. They had a lot of media experience and acute
tactile impression; the good media relationship gives more exposures to Xiaomi on
professional media. Xiaomi always stresses loyalty of fans, as Lei Jun once said, a user who is
very satisfied with the company will bring you ten or dozens of users, and it is likely to
establish the user loyalty. In order to cultivate the mentality of employees, Xiaomi once drew
experience from HaiDiLao Hot Pot①. (HaiDiLao has been well-known for its quality and
attentive service, every employee serves users with heart.) In the early development of MIUI,
Xiaomi Vice President Li Wanqiang had a classic story about the fans-based marketing:
previously no one knew the system, they tried best to solicit 1,000 users, and selected 100
super-users to participate in the design, R&D and feedback of system. In Mifans Festival in
April 2013, Xiaomi released a microfilm to extend thanks to that 100 die-hard fans, and
projected their names to the screen, almost all fans cried to tears. Later the startup screen of
Xiaomi MIUI system once showed the names of those 100 die-hard fans to express their
Hai Di Lao Huo Guo, or Hai Di Lao Hot Pot (海底捞火锅), is a chain of hot pot restaurants founded in Sichuan Province,
China in 1994. At an early phase, it was a small shop selling "hot and spicy soup"(麻辣烫)". Later it developed and expanded
its menu range.
①
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admiration for them. This sincerity is incomparable to the superficial fans marketing
approaches, e.g.: giving awards, posting. And Xiaomi was clearly aware of the virtual sense in
internet marketing. To make friends with fans, they must go offline. Therefore, Xiaomi
organized hundreds of local fans gatherings in several cities, more than 15 local gatherings
with 30-50 attendees were organized on a weekly basis, the larger “Popcorn” had 300-1,000
attendees, at least two gatherings were organized in each month. The annual Mifans Festival
was held in April 9th in Beijing, Lei Jun attended this festival to report to Mifans the company
performance in the last year, and shared the stories between loyal Mifans and Xiaomi phones.
These operations followed the common practice of Star Fan Club and management of fans,
which not only brought it closer to Mifans, but also stimulated the sales of many derivatives,
e.g.: MiPolo, MiBackpack; in 2013, the online sales revenue of Xiaomi accessories hit RMB
1 billion and this figure is continuously rising.

Source: Xiaomi.com
Figure 4.17 Xiaomi mindset: Every end user is our product manager

The cleverest point of Xiaomi is to assign the responsibility of members in a normal
organization to Mifans and most fans don’t charge fee, rather than bind users through fans
marketing. For instance, a lot of questions raised by fans are answered by other fans, a lot of
R&D works, trials and improvements are finished by many fans. The home page of Xiaomi
User Development Platform clearly reads: every user is the product manager. From the
perspective of boundaryless organization, Xiaomi successfully eliminated the external
boundary, broke down the restraints of traditional organizational structure, allowed users to be
engaged in the product development earlier, listened to user needs and feedback, and let them
directly participate in the whole process. The home page dated on January 8th of 2017 shows
that 3,662 professional fanciers joined in Xiaomi’s improvement plan. In other words, in
addition to 10,000 regular employees of Xiaomi, tens of thousands of “fanciers” have been
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joining in the product R&D, most of them are professional fanciers, or well-reputed
researchers in China even the world. There is a traditional Chinese saying “more people, more
wisdom”, another saying is “great talents are always not famous”, they fulfill themselves by
trying to address a lot of technical issues, but most of them may not get a free engineering
phone.
In the course of development, internet enterprises always deal with how to utilize social
resources effectively, JD Mall (On line shopping website) ever conceived of asking “Da Ma”
(Ladies already retired) to deliver fresh food; Haier’s township marketing model also utilizes
the idle social resources. But both are on a compensated basis.
The cleverest point of Xiaomi is to use these resources on an uncompensated basis, effectively
eliminate the external boundary, and transform each user into product manager. Li Wanqiang
repeatedly expressed the intention to convert employees into Mifans and convert fans into
Xiaomi employees. The purpose of the latter sentence is to make those users who love Xiaomi
and know a lot about Xiaomi become its part, introduce Xiaomi to others, even help other
users to answer questions. In the early stage since its establishment, Xiaomi barely made any
outdoor advertisement, almost all promotions and transmissions were conducted online.
According to the statistics by Xiaomi, a lot of users were recommended by other Xiaomi users,
once a user had any issue, he would inquire friends in the first place, rather than contact
Xiaomi customer service. These senior Mifans voluntarily acted as Xiaomi customer service
to help solve issues. The number of the fans-based customer service cannot be compared by
the customer service in any other company. We should know that customer service assumes
the largest burden in an internet enterprise, a half of Xiaomi employees work at Customer
Service, for instance, when Xiaomi had about 5,000 employees: R&D (about 200), Marketing
(about 200), Logistics and Transportation (1,200), but Customer Service (3,000). However,
for an internet e-commerce business with sales revenue of approximately RMB 50 billion, the
staffing size is more than three folds of Xiaomi, suggesting that Mifans play a crucial role in
eliminating the external boundary and improving the operating efficiency.
Another well-known example is that Lei Jun built “Honor Development Team” to expedite
the improvement process. This development team was initially composed of 120 volunteered
fanciers. The weekly upgrade of MIUI is guaranteed by done in this way: Saturday thru
Monday, MIUI team collects information, fixs bugs, hands over the system to the
development team for testing and continuously correcting, until the latest version is released
before 5:00 pm in Friday.
Apple’s system is closed, although APP is open, it implements a strict review policy
mechanism, so Apple fans barely participate in the IOS R&D. In contrast, Xiaomi is
considerably open, Mifans get involved in almost all processes, or actually assume a lot of
system developments and tests. Xiaomi achieved a big success within a short period of time
by eliminating the operation model of business boundary. This operation model substantially
crosses the scope of participation, because these Mifans have been deeply involved in the
front-end work , even become an important channel for talent recruitment. For example, the
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head of Xiaomi Community Operation Mr. Wang Zhengwas previously a senior Mifan; when
he was a sophomore, he rooted a Motorola phone to MIUI OS; he has engineering phones for
different Xiaomi generations and is quite familiar with Xiaomi product configuration and
performance. Upon the arrival of each Xiaomi press, Wang Zheng registered earlier, visited
several Xiaomi Community BBS, and frequently exchanged ideas with other Mifans. In 2012,
he attended more than 20 “Popcorn” activities and was once awarded “the craziest Mifan of
the year” in the annual ceremony. At the end of 2012, Li Wanqiang also attended the “Popcorn”
held in Xi’an, Wang Zheng asked if he can work in Xiaomi, Mr. Li agreed his request
immediately. This case clearly shows that there are a lot of experts among the Mifans who
love Xiaomi so much.
Xiaomi is an enterprise that makes us better understand the internet thinking. It has a
horizontal internal structure, the decision level is also at the forefront of market, acquires user
comments, treats the fans-based marketing as a highly systematic project, employees are also
fans; they know and like their products a lot, many were already Mifans before they joined in
Xiaomi; from the top management to the basic-level employees, everyone treats customers as
friends, which plays a vital role throughout the process from spreading the concept of Xiaomi
products, marketing, selling, to R&D.
There are controversies over whether Xiaomi organizational structure would meet the
requirements of future development. But other enterprises based on the internet thinking
didn’t rapidly expand like traditional enterprises in the course of their fast development. For
example, UBER which concurrently developed with Xiaomi, expanded its business to more
than 300 cities in more than 60 countries during five years since its establishment, the
cooperated drivers exceeded 1 million, but there were less than 4,000 employees, in which a
half were recruited before and after January 2016. After UBER China was recombined into
DiDi, there were only 800 employees, compared to over 7,000 employees in DiDi, 10,000
employees in Xiaomi. Thus, business development doesn’t necessarily need to expand the size
of organization, otherwise the management will be greatly challenged in terms of
management span and hierarchy. In a first-class team, with the first-class IT, and effective
incentive measures, the innovative internet enterprises will create many new ideas and new
practices for traditional enterprises in the continuous attempt of innovation.

Ⅳ. Xiaomi must Cross the Next Boundary
During the four-year rapid development, Xiaomi built the fans-based economy and MIUI
ecosystem, which is indeed a good strategy. However, it inevitably encountered some
problems from rapid expansion. With a valuation of USD 40 billion and over 10,000
employees, if Lei Jun and several co-founders still lead the company through the management
model of a startup, it will result in some problems and intensified conflicts. In this sense,
Xiaomi should develop a set of applicable, efficient and reasonable company system and
management structure. Lei Jun’s catchwords: Focus, Excellence, Word-of-mouth, are
supposed to become the trump of Xiaomi’s success; Li Wanqiang summarized three strategies
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for word-of-mouth marketing: make best-sellers, make fans, make We Media; most
enterprises have the similar strategies. How to make the excellent products and maintain a
good word-of-mouth? This poses a major challenge to Xiaomi’s marketing channels, R&D
strengths and innovation capacity. Jack Ma commented at the 2013 Economic Figures
Awarding Ceremony, “Xiaomi did well in marketing, but marketing is easy to learn. Once it is
lost in the protracted war, the model deficiency of Internet Company will be exposed.
As mentioned by Ren Zhengfei (President of Huawei China) at the 2014 summing-up meeting,
Huawei only earns RMB 30 by selling a set of phone, does it a real hi-tech product. In
contrast, if the revenue of Xiaomi was RMB 78 billion with a sales volume of 70 million sets
in 2015, by the profit rate of 1.5%, the profit per set is less than RMB 15. The great challenge
is to address the low profitability and keep a high pace of development.
The greater challenge for Xiaomi is to cross the geographical boundary, because the
innovation enterprise cannot get considerable profits and make big investment for
technological innovation by relying on the model created by internet tool. The domestic
market tends to be saturated, Xiaomi can hardly expand to the foreign market due to the
patent reason, compared to the ratio of Huawei’s, Lenovo’s foreign market sales up to 42.3%
and 17.7% respectively, while this figure is only 1.9% for Xiaomi. It is reported that Xiaomi
might spend billions of US dollars for patent. In order to get an access to the overseas market,
in August 2013, Xiaomi hired ANDROID Product Executive Huge BARRA from GOOGLE
(Hugo Harra joined Facebook on Jan 2017), so as to rapidly make up for the weakness of
Xiaomi internationalization strategy. And Lei Jun also said that Xiaomi will get an access to
Singapore, Malaysia, Philippines and other markets from 2014. By the end of 2014, Xiaomi
decided to expand to Indonesian, Mexico and other markets. While expanding the overseas
markets, Xiaomi wished to copy the fans economy and hunger marketing which have been
proved successful in China. However, the marketing model in overseas market is sharply
different from other mobile phone manufacturers, other mobile phone manufacturers still rely
on the operator customization channel, advertising-established brand. Whether Xiaomi could
copy the successful models in China to the overseas market? This still needs the market test.
Xiaomi implemented “flash sale” in India and Taiwan. Although the focus on “flash sale” is
incomparable to the mainland, it is still good. Xiaomi’s hunger marketing was imposed with a
fine of TWD (Taiwan Dollar) 600,000 by Taiwan Fair Trade Commission, due to its
involvement with misleading propaganda. In order to avoid the intellectual property lawsuit,
Xiaomi firstly expanded to the Southeast Asia, while avoiding the access to European and
American market. As an emerging brand, Xiaomi will be confronted with various severe
challenges if it only relies on own strength to expand to the overseas market, resulting in the
increase of time cost, opportunity cost, even the actual cost.
In contrast, ZTE, Huawei's overseas market relies on its close relationship with overseas
operators and the traditional brand operation; in particular, Lenovo also intends to open the
international market by the acquisition of Motorola, and TCL with the accumulated
experience in overseas market over the past years also expands the overseas market by the
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acquisition of Alcatel. In order to cross the distance with geographical boundary, Xiaomi
should establish itself as an international enterprise.
As Jack Ma once said, “Although such enterprises like Alibaba may exceed the size of
Wal-Mart, but this does not mean that Alibaba would be stronger than Wal-Mart. Admittedly
we didn’t things easily in the first years of the internet age, but we will encounter more
problems in future. In the last two years, we went smoothly, but we are expected to experience
difficulties, what makes matter is our perseverance. To make up for deficiencies, Xiaomi as an
internet company should eventually return to technology R&D, marketing, brand, channels,
after-sales service and other traditional competition levels, which determines the sustained
vitality of an enterprise.

4.4.5 Summary of Interview
In order to properly understand the actual operation of Xiaomi horizontal organization, this
thesis made an interview with Mr. Gao from MiTV, Mrs. Ku from Xiaomi Content, and 5
junior engineers from Xiaomi Mobile Phone, and performed an in-depth analysis by adjusting
the standard five questions applicable to Xiaomi:
Q1: Xiaomi is famous for its horizontal organization, so what is the difference if compared
with your former employer?
The respondents were much consistent in answering this question, they believed that Xiaomi’s
organization is very horizontal, the working atmosphere is relaxed, or there is few formal
communication in Xiaomi. But most are informal communications, the form of meetings is
casual, Mr. Lei may appear in front of the common employees from time to time, without a
trace of the bureaucracy in traditional enterprise.
Mr. Gao cited the decision process of Xiaomi to reflect its corporate culture, Lei Jun always
firstly asked about user feedback, showed more concerns on their response, urged that a
product which is not yet tested by user cannot be launched; in other words, user instead of
boss is the decision maker for the launching of a specific product. Mr. Gao further mentioned
Hisense TV he once served, President Zhou Houjian manages everything from R&D to
marketing, he will sell products in shopping malls to understand the market conditions at
weekends or holidays, and stress on implementing the decision with execution power. This is
sharply different from Xiaomi’s operation model. Of course, President Zhou Houjian could
make it because he has a good knowledge of the appliances market, another similar example
in China is Huawei Mr. Ren Zhengfei.
Mrs. Ku from Xiaomi Content also compared Xiaomi’s organization with her former
employer Samsung. She said that although Samsung is identified as a technology company, it
has obvious hierarchical levels, because all reports are made from lower levels to higher
levels, and it is impossible for a new employee to see the president in person. In Xiaomi ,
every key department has a director who directly reports to founder and manages the
subordinates, the top leadership of Xiaomi also stresses the communication with common
161

employees, which is enormously effective for improving the efficiency and enhancing the
staff sense of belongingness.
The junior engineer Mr. Ding put it straightforward, Mr. Lei from Xiaomi Mobile Phone
usually came to our department, sometimes asked for details in front of an engineer; there was
no applause when he came into the office, even no one said greetings to him, but in most
cases, stay concentrated on working. Mr. Lei always asked their questions and commented
their views on BBS. There was no sense of hierarchical levels here.
For the question “do you think how many subordinates to a manager will be appropriate?” Mr.
Gao replied that Xiaomi staff focus on work and he has no idea how many subordinates will
be appropriate. While Mrs. Ku considered that there are many immediate subordinates in
Xiaomi because of horizontal factors, their working time is pretty long, especially the key
personnel in each department; such key personnel barely work at regular time, who engages
with the most exhausted work. Before April 2016, Xiaomi had six days in a week, 9:30 am
thru 21:30 pm. currently, although it is still 6 days, the working time is changed to 9:00 am
thru 18:30 pm.
Those engineers who were interviewed told that their working pressure is enormous, the
working time is so long, and the leader who has a higher level tends to be busier. They were
told that one manager didn’t return to hometown for five years. In Xiaomi, it is justified to
leave if you finish the work, but actually others may prejudice against you if you don’t work
overtime. A respondent cited an example, at one annual party, all attendees were asked to
write down their personal wishes. According to the statistics, most wrote “no overtime” rather
than “travel” or “buy high-class appliances.”
Q2: As an internet company, what’s the experience of Xiaomi in managing the 80s and 90s?
Mr. Gao considered that Xiaomi’s target customers are youths, Xiaomi also intends to capture
younger users. Although youths cannot be measured only by age, actually either Lei Jun or
any other founder really knows the exact needs of youths, so that youths are highly valued in
Xiaomi. Lei Jun also urged that youths should be set free from the restraints. Mr. Ku believed
that Xiaomi is a company that youths have been yearning for; most 90s employees managed
by her treat Lei Jun as the god, the fans-based marketing shows an obvious result. And
Xiaomi made a lot of transformations suitable to youths. For example, the canteen prepares
customized dinner for youths on extra working hours, some Girls Singing Group are often
invited to interact with programmers. Generally speaking, Xiaomi’s youths don’t earn much
and excessive dependence on their working enthusiasm may gradually lead to some problems.
However, Xiaomi young engineers highly recognize the corporate culture. In “November 11th”
(a holiday for bachelors), others make large purchase, while Xiaomi managers may invite all
bachelors to dine out, sometimes hold “lucky draw” activities, the winner is awarded in the
form of “hug”. In most cases, the company will provide funds for an employee who is
planning to get married, even sold the self-built house at a more favorable price, contributing
to the youths’ sense of belongingness.
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Q3: Do you think that horizontal organization will be more efficient?
Mr. Gao said that Xiaomi’s organization is more efficient than the former employer Hisense.
But Xiaomi involves too many businesses, has to deal with a lot of things, and the internal
process remains to be improved. If an organization is too large, the subordinate organization
and efficiency management will result in some problems.
Mrs. Ku compared Xiaomi and Samsung in terms of organizational structure. She was very
depressed in the 11-year service at Samsung, because it has a more strict hierarchy, but much
lower decision-making efficiency than Xiaomi. Anyway, these two technology companies are
very successful, it is hard to say which one is more efficient, because what makes a difference
is product. Admittedly a good organization will stimulate the implementation of a right
decision.
According to Xiaomi junior engineers, leaders are very busy, although they sincerely help the
basic-level employees, they have little time available. Therefore, the basic-level employees
will force themselves to make things better and try not to disturb leaders. This structure is
applicable to Xiaomi, because the youths are reluctant to work in a stratified system, hope to
work with major leaders and get their instructions. We prefer this structure. For example,
Xiaomi failed to attain the annual goal in 2016, but the employees mainly examined the
reasonableness of this goal and discussed the new actions for the coming 2017, leaders didn’t
blame any subordinate nor deduct the proceeds distributable to the subordinates. This is
impossible in traditional enterprises. In general, this structure will be more equitable.

Q4: Do you think that horizontal organization will affect individual development?
With respect to this question, in all interviews with Xiaomi employees, it seems that they had
little interest in career promotion. As mentioned by Mr. Gao, even in Google, the R&D
organization is too horizontal. Because this is a product-oriented society, engineer is keen to
develop the product with customer satisfaction, rather than seek career promotion in the
stratified system. Furthermore, some senior employees ever led dozens or hundreds of
subordinates, and demonstrated brilliant capabilities; after joining in Xiaomi, they work
pleasantly even without immediate subordinate. Therefore, Xiaomi employees are strongly
affective; in order to develop good products and meet the project progress, they will work day
and night without the intention of seeking promotion. Honestly, there are only a few
management positions.

Q5: Do you think that technological progress makes it possible to reduce the
middle-level managers?
During the interviews with respondents at seven different levels, they were more consistent in
answering this question about Xiaomi. Xiaomi has an extremely horizontal structure. More
importantly, Xiaomi should keep horizontal organization without losing a failure rate, rather
than further horizontal transformation. Currently, Xiaomi has a real-time access to the
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working progress of individual employee through the proprietary management platform.
However, Xiaomi still has a lot of deficiencies in company regulations and system. For
temporary solution, LEADER provides site instructions, which indeed increases the workload
on director, but also significantly enhances the company management. In the long run, Xiaomi
will develop more standard procedures to ensure the management consistency and reduce the
arbitrariness, reduce the decisions to be made by director, and maintain the current horizontal
system of Xiaomi for a long time.

4.4.6 Summary of Xiaomi Case Study
This thesis makes a case study of Xiaomi, the most famous and hottest company with
horizontal management, and attempts to identify some latest dynamics of the horizontal
management in Chinese enterprises. Results show that Xiaomi’s horizontal organization has
been very successful. Although a lot of incompatibilities arise from the increase of staffing
size, it is still proceeding on the horizontal transformation. And it is also found that Xiaomi’s
horizontal organization is much beyond the scope of traditional horizontal transformation that
attempts to eliminate the internal hierarchical levels and expands the management span, but
makes a great breakthrough in the scope of boundaryless organization; in particular, gets
closer to customers with zero distance, converts users into Mifans, converts every user into
R&D manager, allows the autonomous management by Mifans, extending the organizational
boundary of traditional business organization and subverting the definition of traditional
enterprise about business boundary. Furthermore, this model has been copied and extended by
a lot of technology-intensive enterprises in the past one or two years. On the other hand,
although Xiaomi suffered a sales downturn in 2016, this model is not firstly created by
Xiaomi; but extensively used by Apple in APP development and by Android in system
development. There would be almost no problem in business transformation.
More importantly, Xiaomi has configured its eco-chain construction in advance, the sales of
related products has become a new profit growth point, and Xiaomi staff are still devoted to
developing quality products that are suitable to youths. Based on this, it is justified that
Xiaomi will proceed on the horizontal management and boundaryless organization in China.
This case study is subject to the following limitations: Xiaomi is a new startup company, more
time is needed to examine if the Xiaomi’s horizontal or boundaryless organization is
successful, technology-intensive enterprise is much affected by uncertainty. To get more
useful results, this study should be continued for the next ten years or more.

164

4.5 Jiangshan Pharmaceutical (Jiangsu) Co., Ltd.

4.5.1 Profile of Jiangshan Pharmaceutical
Jiangshan Pharmaceutical (Jiangsu) Co., Ltd (Jiangshan Pharmaceutical) was established in
1990 and specializes in R&D, production and sales of Vitamin C (VC) and its product series,
vitamins, glucosamine, minerals and other nutraceuticals, and known as the world’s leading
VC producer and the domestic major producer for nutraceuticals. Of which, its production
capacity of VC as the main product is 20,000 tons, making it recognized one of the five VC
giants. The other four giants are CSPC, North China Pharmaceutical Group, Northeast
Pharmacy and Luwei Pharmacy respectively. In 2013, its sales revenue was approximately
USD 100 million, with more than 2,200 employees, in which more than 740 have college
degree or above, and 36 have senior professional titles.

Figure 4.18 Main door of Jiangshan Pharmaceutical Co

For VC production, Jiangshan Pharmaceutical is running the world’s largest single VC
production line (with a capacity of 20,000 tons/year), uses the world’s advanced two-step
fermentation process, with the production efficiency among the world’s top levels, and shows
core technology advantages with respect to the microbial fermentation, modern separation
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technology, continuous crystallization and other fields. Its products comply with the
international standards such as British Pharmacopoeia, US Pharmacopoeia, Japanese
Pharmacopoeia, Chinese Pharmacopoeia and FCC, and has been accepted for certain quality
management systems, e.g.: GMP, ISO9001, ISO14001, OHSAS18001, HACCP, COS, JDMF,
IP, FAMI-QS, HALAL, KOSHER, SA8000. The company is one of the only two domestic
VC enterprises that have been accepted in German GMP certification, notably the only
nutraceutical producer that has been accepted in USP certification for dietary supplements.
Before its acquisition by foreign investor, the company had four wholly-owned subsidiaries,
ran a complete supply chain that integrated the upstream and the downstream suppliers
ranging from APIs to preparations, and mapped its selling campaigns all over the world. The
marketing center is based in Suzhou National Hi-Tech District (SND), VC product series with
the international renowned brand - “Blue Barrel”, and the China Famous Trade Mark “Jiangshan”, are distributed extensively to more than thirty countries and regions, its
international market share ranks among the world’s top three, and it has been widely
recognized at home and abroad because of superior quality, excellent service, and good
reputation. With the booming sales innutraceuticals, it gradually becomes a key participant in
the international nutraceutical market.
These nutraceutical products are exported to dozens of countries and regions including
America, Europe, Southeast Asia and other. The establishment of strategic cooperation with
Walmart, Costo and other multinational companies makes it a key participant in the
international nutraceutical market. In China, “Jiangshan” nutraceutical products have been
available for sales in more than 70 chain pharmacies in China Top 100, covering over 20,000
points of sales. This lays a solid foundation to build “Jiangshan” as a leading Chinese brand in
nutraceuticals.
Since its establishment, Jiangshan Pharmaceutical has been awarded “National Top 100
Hi-tech Enterprises” , “National Foreign-funded Enterprise with Dual Excellences”, “National
Top 10 API Producers”, “China Most Valuable Top 10 Trusted Medicine Brands”, “China
Special Contribution to Fulfilling Social Responsibility”, “National Top 5 Pharmaceutical
Preparations Exporters”, and “Jiangsu Open Economy Advanced Unit”, “Jiangsu Business
Innovation Advanced Unit”, “Jiangsu Information and Industrialization Model Enterprise”,
“Jiangsu Energy Efficiency Advanced Enterprise”, “Jiangsu Harmonious Labor Relations
Model Enterprise” and other honorary titles, and has built the state-level post-doctoral
scientific research station, the provincial-level enterprise academician workstation, the
provincial-level technology research center, the provincial-level enterprise technology center,
and other technology innovation platforms.
Jiangshan Pharmaceutical has always been aiming at “building the world’s leading producer
in the niche market of nutraceuticals”, keeping promoting strategic transformation, in addition
to the continuous development of APIs and the enhancement of VC product structure,
accepting the industrial transfer of nutraceuticals worldwide, extending the industry chain,
vigorously develop nutraceuticals, implementing the upstream-downstream integration
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strategy, and create a new competitive edge that features “APIs-based, preparations-oriented”.
(From the original official website, but it is closed now)
It is precisely because of the special advantages in industrial chain and market that Jiangshan
Pharmaceutical has been treated as the target of M&A by foreign investors. After more than a
decade of ups and downs, according to the report released by yicai.com on July 16th of 2014,
Jiangshan Pharmaceutical and Royal DSM signed a share purchase agreement, in which DSM
will buy out Jiangshan Pharmaceutical and the transfer process will be completed around June
2015. This M&A case were successfully approved by the state competent authorities.
In this thesis, the reason why Jiangshan Pharmaceutical was selected as the subject of case
study is mainly because that this company is a local famous enterprise where the author was
born, widely known as the local benchmark and model. Furthermore, coincidentally the
author served this company between 1997 and 2000, the love and close focus on this company
have never ceased for the past three decades. In particular, the organizational transformation
and cultural shock after this M&A case is highly valuable for this study. As an enterprise with
a history of thirty years, Jiangshan Pharmaceutical evolved from the most conventional SOE
in China, accidentally became a joint venture due to inadequate funds, and had to transform
itself as a private enterprise with the governmental intervention due to the equity concerns in
the major trend of the mergers of domestic enterprises. A few years later, it was acquired by a
foreign investor. Jiangshan Pharmaceutical has experienced almost all changes that an
enterprise may witness.
In the course of this case study, the author was privileged to find out the personal narration of
Mr. Kong Tai, the first general manager of Jiangshan Pharmaceutical but now retired,
conducted face-to-face communication with some major participants during the case study (at
the request of the respondents, the author agrees not to give the name of any respondent), so
as to understand the real challenges during the organizational transformation and the
countermeasures that Jiangshan Pharmaceutical has or intends to use, highlight its changes
after the M&A case. Since it was renamed as DSM Jiangshan Pharmaceutical (Jiangsu) Co.,
Ltd (DSM Jiangshan) after the M&A case, this company immediately becomes a single global
plant of DSM Royal with the most employees (as of March 2017, the interview data indicates
there were about 1,750 employees), almost three times of DSM New ZeJiangshan with the
same scale and capacity. In addition, the organizational structure also shows a big difference,
so that it has a special research value.

4.5.2 Seven Development Stages of Jiangshan Pharmaceutical
To give a better introduction of the course of Jiangshan Pharmaceutical, this thesis analyzed
seven different stages of its development and focused on Stage 5-7 to properly identify the
driving factors and hindering factors of its organizational transformation:
Stage 1: Predecessor (1980-1985)
At the thought of Jiangshan Pharmaceutical, we have to mention Jiangsu State-Owned
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Jingjiang Glucose Plant. Since 1970, the plant had been trying to develop new products due to
single variety, the former general manager of Jiangshan Pharmaceutical Kong Tai recalled (V
Published in September 2015, Sichuan Minsheng Pharmaceutical) that the plant had been
attempting to develop antibiotic products from 1970, megalycin, lincomycin and other
products were released in sequence. At the end of 1979, the plant further decided to launch the
200T VC project and Kong Tai was appointed as the first workshop director, which was
formally operated in 1981. Although such a production capacity is nothing special nowadays,
the total output of VC products nationwide was just over 2,000 tons at that time. Its formal
operation was sensational in the domestic pharmaceuticals industry, Jingjiang Glucose Plant
squeezed into China Top 3 from a small ordinary county-level plant that specialized in
glucose for injection, VC, lincomycin and other major export products. As a result, only two
Yangzhou local enterprises were listed into the national large-sized enterprises, one is the
well-known Chunlan Air Conditioner and the other is Jiangsu State-Owned Jingjiang Glucose
Plant.
In this course, the establishment of corporate system was a typical characteristic of SOE, i.e.
the plant manager accountability system under the leadership of CPC Committee.

Stage 2: Incorporation (1986-1990)
Until 1986, the previous 200 T production line was smoothly modified to 500 T in a technical
way. It rose to fame in Jiangsu because of the large export volume, by around 1986, Gu
Xiulian, the former governor of Jiangsu, proposed the immediate launching of a 1,000 T
production line during her visit to the plant. Upon the receipt of the task, in 1986, Jingjiang
Glucose Plant began to accelerate the proposed construction of 1,000 T VC project, by the
second half of 1987, began to implement the Term works, unfortunately the project was halted
due to the state macro-control and monetary restraint in 1988. In the same year, in order to
address the inadequacy of project funds, after experiencing numerous twists and turns,
Jingjiang Glucose Plant, Hong Kong ZhongShan Corporation, and Jiangsu Health Care
Products Import and Export Company decided to form a joint-venture, in which Zhongshan
Corporation contributed USD 3.15 million, in 33.3% of the equity shares. On August 3rd of
1990, Jiangsu Provincial Administration for Industry and Commerce issued the business
license on behalf of State Administration for Industry and Commerce, on September 28th of
1990, Jiangshan Pharmaceutical (Jiangsu) Co., Ltd (Jianshan Pharmaceutical or Jiangshan)
was incorporated. The joint venture invested in the project with an annual production of
1,000T VC products, the total investment amounted to RMB 51 million, and the registered
capital of the company was RMB 44.68 million.
In this thesis, we have to mention Mr. Kong Tai as an outstanding entrepreneur and the key
member of Jiangshan Pharmaceutical over two decades, because the relevant data indicates
that Mr. Kong played a crucial role in its company establishment and made tremendous efforts
in the company development. After the formal operation of 200T VC project, Mr. Kong Tai
was exceptionally promoted by the former county government to the deputy director of
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Organic Chemicals Construction Bureau, given his its prominent performance. In July 1988,
he was appointed as the secretary and the first deputy plant manager to assist the general
manager for the technical modification of VC project. This appointment indicates that the
corporate system was converted from the direct leadership of CPC Committee to the plant
manager accountability. Since the opening up and reform, the company was basically
transformed into an organization orienting at the business performance and market economy,
from the political direction and planned economy. In 1990, at the founding of the company, it
already became a joint venture and Mr. Kong Tai was appointed by the first Board of
Directors as the general manager. Meanwhile, the corporate system was changed from the
state-owned plant manager accountability, to the new general manager accountability under
the leadership of Board of Directors.

Stage 3: Excess profit (1991-1995)
According to Kong Tai, since Jiangshan was formerly a joint venture, it was not only entitled
to the tax incentives that we simply described as “tax exempt for two years and tax reduction
by half for three years”, but also owned the export autonomy, tax exempt for imported
equipment and other incentives. A set of favorable policies contributed to the good efficiency
of VC project from its formal operation. In 1991 and 1992, the net profit amounted to RMB
4.2 million, RMB 35.50 million respectively. Thanks to a package of capacity improvement
and technological innovation initiatives, the company profitability was enhanced significantly.
In 1993, the net profit reached RMB 68 million, especially in 1994, it hit RMB 88 million.
A strong profitability in turn stimulated the company shareholders to make further investment,
in 1992, it proposed to expand the production capacity to 1,500 T, in April 1993, decided to
increase the capital investment and expand the capacity to 3,000 T, by November 1993,
further decided to make additional investment and construct the scale with an annual output of
5,000 T, earlier in 1994, the 5,000 T project was initiated, in September 1995, the project was
formally operated. Despite the extremely high liability ratio and high operating risk of
Jiangshan Pharmaceutical, Expert Assets Limited which was affiliated to COFCO Corporation
bought shares worth USD 10 million at a premium rate, in 12.60% of the outstanding shares,
given the strong profitability of Jiangshan Pharmaceutical. The injection of such funds
ensured the smooth and timely construction and operation of 5,000 T project and the total
capacity suddenly rose to 7,000 tons.
Jiangshan Pharmaceutical became a famous local enterprise due to the substantial export
profits and strong corporate profitability, all employees were proud of being a member of
Jiangshan, many talents gave up their steady income and were determined to join in Jiangshan
Pharmaceutical, and a number of outstanding graduates were employed by Jiangshan every
year. They had contributed to the subsequent development of Jiangshan. At this stage,
Jiangshan Pharmaceutical paid a special attention to the formation of corporate culture,
provided talent dormitory for nonlocal graduates, and established Jiangshan Hotel to meet the
growing number of visitors. Based on the dormitory area for senior talents, Jiangshan
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Community which can accommodate 300-500 residents was planned to meet the internal
housing demand. In addition, the Labor Union also organized diverse activities and appointed
a specific professional to compose the song of the plant.
Mr. Wang Qiang, the former president of Jiangshan Pharmaceutical, now serves at DSM
China Sales Director, recalled that in 1993, he resigned from the Foreign Affairs Department
of Public Security Bureau and joined Jiangshan Pharmaceutical because of its good social
reputation, attractive welfare, open environment, and the chance of receiving training abroad.
Such conditions were among the best in Jingjiang.

Stage 4: Price war (1996-2000)
Vitamin C was one of the main products of Chinese pharmaceutical industry to earn foreign
exchange. In view of its huge profits, domestic competitors such as China Shijiazhuang
Pharmaceutical Group Co., Ltd. (CSPC), North China Pharmaceutical Group greatly
expanded their production capacity. By 1996, VC producers hit the record-high 29, in which 3
production lines were above 5,000 T, especially Northeast Pharm launched the 10,000 T
production line. As a consequence, on the one hand, the rapid expansion of production
capacity led to the serious imbalance between the market supply and demand; on the other
hand, China VC industry seriously threatened the monopoly status of transnational
corporations, despite its substantial development. Since 1996, the western transnational
corporations led by Roche provoked the price war, following the fierce competition in the
next two years, the number of Chinese VC producers sharply decreased from the previous 26
competitors to North China Pharmaceutical Group, Northeast Pharm, CSPC, Jiangshan
Pharmaceutical, and some transnational corporations were also seriously shocked and
eliminated from the market. According to Mr. Kong’s narrations, in 1996, Jiangshan
Pharmaceutical suffered a loss of RMB 32 million, by 1997, it reached RMB 50 million. To
maintain the normal operation, the company tried all means. It vigorously implemented the
technological innovation and the lending bank also agreed the measures it took, including
delay of depreciation and debt repayment, so as to ensure the normal operation. However,
Jiangshan Pharmaceutical was still stuck in this dilemma and it was not markedly improved
until 2000. Meanwhile, the company management was thinking about developing the
VC-related industries and addressing the problems such as single varieties and risk resistance
capacity. And in 1998, it launched a series of products, such as VC lozenge and drinking
water.
In 1997, the author just graduated and joined in Jiangshan Pharmaceutical because of its
reputation, but the company only intended to recruit about 10 employees, suspended the
recruitment for general technicians, but for the recruitment for some outstanding graduates. At
the end of August 1997, it was the first time that I saw Mr. Kong in person, when he
welcomed and shook hands with the graduates who joined the company on behalf of the
management, and made a brief presentation on Jiangshan Pharmaceutical. This trivial thing
made us realized of the extraordinary corporate culture, because it will be very difficult to see
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the general manger in a traditional SOE. It was in April 2000 that we met again, when the
author was admitted as a postgraduate, according to the corporate culture, the general
manager usually held a separate interview. I remembered I made no reservation before I went
to the general manager’s office, but Mr. Kong enthusiastically called me in and asked about
my test result, sincerely expressed his intention to welcome me to return to Jiangshan after the
completion of postgraduate study. Nowadays, it is still be impossible for many companies, but
Mr. Kong already implemented this policy for 20 years ago. This suggests the unique
corporate culture of Jiangshan Pharmaceutical.

Stage 5: Equity dispute (2001-2007)
On the one hand, the financial performance got worse and worse, and on the other hand, the
parent company - Jingjiang Glucose Plant - was acquired by CWGC in July 2000 due to poor
performance. Since then, Jiangshan Pharmaceutical was involved in the five-year equity
dispute. In this period, the world VC giant Roche had been attempting to buy out Jiangshan
Pharmaceutical. However, subject to the limitation of the state VC industry, it was difficult for
a foreign investor to control Jiangshan Pharmaceutical, so Roche intended to indirectly
control Jiangshan Pharmaceutical by establishing a joint venture as a workaround. Especially
from April 2001, the operation of 10,000 T VC production line of CSPC Weisheng
Pharmaceutical (Shijiazhuang) Co., Ltd. mounted a great stress on the market, the price of VC
products plunged, quickly broke the threshold of USD 3/kg, then dived to USD 2.8-2.9/kg,
and tended to further reduce. In this case, all working capitals of the company were borrowed
from bank, and the normal operation can be hardly maintained. Even under such circumstance,
the acquisition failed due to dispute among the shareholders, and the rumor for this
acquisition halted after Roche shut down its VC production line as a result of the huge loss.
However, Jiangshan Pharmaceutical gained huge profits between 2003 and 2005 since its
overall competitiveness continuously enhanced because of the growing capacity, in 2003
alone, the output was 15,000 tons and the profits hit the record-high RMB 260 million.
Despite the intensive dispute among the shareholders, they unanimously agreed to increase
the capacity to 20,000 tons, so as to enhance its presence in the VC industry.
From the second half of 2006, since the original two SOE shareholders - CWGC and
Fengyuan Group – experienced operating difficulties at the same time, their capital chains
were broken and it was hard for them to survive, both had no other alternative but disposed
some assets. With the intervention of the Reform Panel of Jingjiang Municipal Committee, all
private capitals from CWGC and Fengyuan Group were transferred, and Jiangshan (Hong
Kong) Holdings Co., Ltd. was incorporated, thus putting an end to the equity dispute in
Jiangshan Pharmaceutical.

Stage 6: Strategic transition (2007-2014)
In January 2007, the meritorious general manager of Jiangshan Pharmaceutical Mr. Kong Tai
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retired and Mr. Chang Liang took over this position, took this opportunity to carry out the
equity transformation and clearly establish the ownership, incentivized the management and
staff to buy shares, and vigorously expanded the VC-related industries, especially in the
nutraceutical industry. In addition to the further development of the existing VC industry, it
extended the production line to the downstream, developed the deep-processing nutraceuticals
and OEM, formed the health industry, and envisioned a new Jiangshan Pharmaceutical in the
next three to five years.
Jiangshan Pharmaceutical turned the negative aspects and entered a new round of
development. In particular, the price of VC products was continuously rising from 2008, the
peak price was up to USD 23/kg, even the financial recession swept the world in the second
half of 2008, the price of VC products remained steady at USD 10/kg.
And serious overcapacity led to the decrease of VC price from 2009, the unit price for
exported products decreased from USD 9/kg in the early year, to USD 3.5/kg in 2013.
Meanwhile, the price of Sorbitol as a raw material rose by approximately 10%, the
profitability level that was seriously squeezed caused most of the participants at a loss, and
notably some had to stop production. It was reported in 2012 that the revenue of Jiangshan
Pharmaceutical reached USD 1.163 billion and the net profit was RMB -137 million, while
this figure was RMB 2.421 billion and RMB +10.08 million in 2013, respectively.
By 2014, according to the data provided by China Chamber of Commerce of Medicines &
Health Products Importers & Exporters, the overall capacity was close to 250,000 tons, which
was 2.5 times of the international market demand, or in nearly 90% of the global market share.
However, the rapid growth of domestic VC output also led to the market oversupply, it was a
commonplace for most domestic VC producers in financial loss, discontinued production. At
this stage, Jiangshan’s good momentum was primarily benefited from the enhanced awareness
of ownership among the staff after the equity transformation, since then all staff members
focused on production efficiency and yield. According to the former manager of Maintenance
Department Mr. Sheng, once the water treatment unit broke down, which affected the normal
production, as soon as the general manager issued an order, all staff concerned took action and
hustled for two days and nights, until the unit was fixed and the production was normal again.
After its was acquired by DSM, this situation altered, in the same case, the general manager
was on holiday and requested that the production should be stopped until he came back, and
the subordinates were not so courageous to hold accountability.

Stage 7:

Foreign M&A and continued development (2015-present)

According to the report released by yicai.com on July 16th of 2014, Jiangshan Pharmaceutical
(“Jiangshan Pharmaceutical”) Co., Ltd recently announced that Expert Assets Limited, the
shareholder of its controller, Jiangshan (Hong Kong) Holdings Co., Ltd. (“Jiangshan Hong
Kong”), signed share purchase agreement with Royal DSM (“DSM”), in which 100% of the
outstanding shares of Jiangshan Hong Kong will be transferred to DSM.
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According to the annual report of Jiangshan Pharmaceutical for the year 2013 ended,
Jiangshan Hong Kong held 96.43%. This means that once the acquisition was completed,
DSM will take over all 96.43% shares. About a decade ago, domestic and foreign investors
ever targeted at Jiangshan Pharmaceutical, but several years later, no M&A case was made.
Notably Roche intended to form a joint venture with Jiangshan Pharmaceutical, but had to
terminate this offer because of the alleged “suspect of monopoly”. Shortly after this, Roche
with 40% of the global VC output had to sell its VC business to DSM due to its involvement
in the manipulation of VC price and the prospective heavy fines. Notably DSM was the buyer
of this M&A offer over Jiangshan Pharmaceutical.
Prior to this acquisition, DSM ever kept in contact with North China Pharmaceutical for many
years and signed a joint venture agreement in 2009. However, North China Pharmaceutical
introduced a local SOE as the new shareholder, which broke down the joint venture
negotiation with DSM, and the previous agreement became void and null. Nonetheless, DSM
never altered its goal of enhancing the VC market presence. In the last round of global price
war over VC, DSM successfully bought out the VC business from Roche, proposed the
construction of VC production bases across the nation, and bought out the premix business
from Bayer China. So far, it has 5 VC premix plants in China. It mainly aimed at improving
the production capacity of VC products and Jiangshan’s capacity exceeded 20,000 tons.
Through this acquisition, DSM will increase the capacity of low and high-end VC products by
approximately 50,000 tons. DSM will become the world’s largest VC supplier compared to
several other domestic producers with an annual output of 20,000-30,000 tons.
And it was reported that this acquisition only included Jiangshan’s VC production and
VC-related marketing and sales, except for its nutrients, health care products or B2C.
yicai.com quoted the comments from the relevant source: perhaps, this acquisition over
Jiangshan Pharmaceutical is the best choice. After all, “Jiangshan Pharmaceutical has no
better option for development than this.”

4.5.3 Interview
This interview made some changes suitable to the staff of Jiangshan Pharmaceutical based on
the standard questions of horizontal organization, so that their responses will be closer to the
reality.

Q1: Jiangshan Pharmaceutical made an equity transformation in 2007 and the meritorious
general manager Mr. Kong Tai retired. After its privatization, which changes happened to
Jiangshan Pharmaceutical in terms of the organizational form and the corporate culture?
This question is intended to observe the staff’s knowledge ranging from the management style
of SOE business type to the organizational changes and performance results after the
management of private enterprise.
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For this question, Mr. Liu from Maintenance Department illustrated the repair work for
example. At that time, Jiangshan Pharmaceutical recombined the Machine Repair Workshop,
Instrument Workshop, Electrical Workshop, and Imported Equipment Repair Center to
allocate the available resources, and proposed the corporate culture featuring activity,
progression, cooperation and win-win result.
According to another respondent Mr. Ge, the biggest change is the implementation of
management stock ownership plan, since then the staff work orientation significantly changed
from the “passive work” to “active work”. It was because of the biggest change that their
actual income increased a lot. For example, subject to the previous wage scale system, each
manager earned no more than RMB 10,000, after the privatization and the implementation of
management stock ownership plan, each manager earned about 50% higher. It was also
because of this change that all staff used the best endeavors to nearly double the capacity
given no increase of employees. Furthermore, the company yield and product quality
significantly increased and improved.
According to another respondent Mr. Xie, the biggest change is the pay rise, an obvious
change is that managers began to buy cars from 2009, and a large number of directors also
followed suit. From 2013, the parking spaces were limited and most cars had to be parked
outside. In Jingjiang, no other company could match this speed, in other words, the pay rise
increased sharply after the privatization, but the previous activities organized by CPC and
Youth League and Labor Union greatly reduced.

Q2: As a well-known pharmaceutical producer, Jiangshan Pharmaceutical maintained a
traditional form of organization. In such a system, do you have more chances to get promoted?
In your opinion, what are the incentive factors that drive your continued efforts?
This question mainly observes the traditional form of organization, theoretically there are
more management positions in the hierarchical system, and the turnover rate in Jiangshan
Pharmaceutical was very low. So it means that each employee given sufficient chances of
personal development or other factors matter? According to the key members in the actual
organizational structure, except an assistant president dispatched by DSM, most of other vice
presidents and the management personnel already served Jiangshan Pharmaceutical for
around twenty years, and the main management was also formed a decade ago. Its
stabilization of staff especially the management is beyond our imagination.
Mr. Liu from Maintenance Department responded that Jiangshan staff had a very strong sense
of seniority, it is hard to implant the new diversified cultures and there are few chances to get
promoted. The factor that drove him to work here for more than twenty years is the location
of workplace, anyway too many things should be considered before working in other places.
Mr. Xie also admitted that there is almost no chance or possibility of individual development.
Mr. Lu Hongliang said that there is ordinary chance to get further promoted and the driving
factors are mainly the recognition from line manager and colleagues, and the sense of
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achievement after making some technological modifications. And Mrs. Zhou, who worked
here for more than twenty years, argued that it is almost impossible to get promoted and the
driving factors are stable and undemanding work without too much stress. While Mr. Lu Jie,
who just served the company for about five years as a technician, believed that it is definitely
possible to get promoted from such a company with more than 1,000 employees, but he
should be well-prepared and willing to accept challenges.

Q3: Some responded that although the pay level in Jiangshan Pharmaceutical is not so
attractive, but it is relatively good in Jingjiang, and it is not a demanding work, or the
workload is not too high.
As for you, what is the biggest difference between DSM and Jiangshan?
Is there any change in the previous working environment and compensation structure?
Is there any dramatic change in the corporate culture?
This question mainly considers the staff understanding of the consequences arising from the
conflict of two cultures after the acquisition.
A survey was carried out among seven employees in Jiangshan Pharmaceutical. Of which, Mr.
Liu responded that the biggest change is institutionalization and everything stresses the
process to avoid the arbitrariness and subjectivity that ever occurred. The expected
compensation structure didn’t change, from the perspective of corporate culture, the company
highlighted accountability, which means that the staff should take more responsibilities.
According to Mr. Xie, the biggest change is the emphasis on working safety, and the
standardization and scheduling were enhanced. Mrs. Zhou argued that the efforts to ensure
working safety were the highest since the founding of Jiangshan, employees were urged to
actively take responsibilities and their sense of safety and existence was significantly
enhanced. Mr. Lu Jie believed that the biggest change lies in the corporate culture: DSM
focuses on men, the earth and profits, and stresses the sustainable development, with greater
strategic vision and horizon, while Jiangshan previously focused on market, technology and
company profits. As for staff, they gained a higher sense of pride. According to Mr. Sheng,
DSM repeatedly expressed the intention of turning the enterprise into a favorite place for staff
and making them feeling at home earlier in the company integration, actually the Labor Union
once devoted to it, and formed the Staff House, but it just appeared to be attractive. Two years
later, DSM invested a lot in the staff occupational health and safety and delivered a lot of
trainings. Based on the staff feedback, these efforts were very positive.
According to Mr. Zhao who was in charge of DSM integration, the strangest thing he felt is
that the enterprise invested more than one billion for the safety transformation, which was
interpreted by local employees as “setting obstacles”, as if they were deliberately making
things difficult. Previously, Jiangshan’s safety department was nothing but a small functional
division under Maintenance Department and no specific safety department was established in
the plant, but admittedly, many procedures that were used at the time of joining Jiangshan are
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totally different or deviant from DSM.

Q4: Generally speaking, the organizational structure of a foreign-funded enterprise is
relatively horizontal and involves only a few hierarchical levels, but the number of employees
is less than a traditional enterprise, senior managers are also required to handle the work that
general staff usually do. In this sense, what do you think of the possible optimization on
organization and staff in future?
This question mainly intends to explore the exact differences of working methods in a more
horizontal structure. However, all respondents from Jiangshan indicated that there was no
organizational change after the acquisition, and they felt that the current organizational
structure was not very efficient, the higher-up had little knowledge of the general staff, and
the information transmission was not made timely and accurately. In contrast, DSM stresses
the site management and implements different new systems very quickly.
And the response from Mr. Zhao was very important. He revealed that the staff complaint was
overwhelming after the acquisition of DSM over Jiangshan, because the purchase process was
prolonged, if the material requisition was not submitted before the 20th day of each month,
then it will not be included in the purchase approval in that month and they had to wait till the
next month. This means that DSM was conscious of process. In the previous purchase system,
a word from the general manager was quickly responded, so the employees who served
Jiangshan for many years didn’t develop any habit of making a schedule, resulting in a lot of
conflicts in work, even leading to the lower efficiency. This is also a material distinction
between DSM and Jiangshan.
There is one phenomenon at work that was not found in a foreign enterprise: the reporting and
transmission pathway are distinct. In DSM, if the workshop equipment cannot work, the site
operator will immediately notify the maintenance staff, which will instantly arrive to repair
the equipment. But it was different in Jiangshan, in case of an equipment failure, the operator
should immediately notify the production director, who will notify the production manager,
then the production manager will notify the maintenance manager, two professionals
(mechanical and electrical) will be designated by the maintenance manager to enter the
production site, identify if the failure is an electrical or mechanical issue according to the
specific condition, more personnel will be sent to deal with the issue after they reported it to
the manager. Rather than directly notified the technician, the operator hardly know what
happened, and they will not get to work without the instruction from the line manager, who
will not be happy even if he may do so, because he is not the handler for this issue designated
by the line manager, otherwise it may incur a lot of problems. The other reason is that the
technician is not fully capable of handling such issue due to division of labor, only the
professional with required knowledge is able to identify and coordinate. This working way
results in a very low efficiency.
Based on Zhao’s judgment, this transition will take 7-8 years or even longer. The organization
change will take very long time. (See Annex II current DSM Jiangshan organization and
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Annex III future standard DSM flat organization.) In this sense, many enterprises which were
previously acquired by DSM almost experienced the same process, even at the acquisition of
Roche, the New Zealand Plant had nearly 700 employees, only 350 will be retained after a
number of technological modifications, and the rest of the staff had to retire or were offered
with new arrangements in this course. But the M&A case over Jiangshan may take even
longer time. Generally, Jiangshan has many employees, but the pay per capita is relatively low,
so the personnel cost is not so sensitive if compared with the total cost. At present, the focus is
to modify Jiangshan to the minimum production requirement defined by DSM, so that no
problem will occur.

Q5: A foreign-funded enterprise generally has more sophisticated information construction, so
in your opinion, what is the relationship between information enhancement and improvement
of operating efficiency?
WeChat has been widely used, in your opinion, what will be the potential role of DSM
WeChat Account?
Liu Hua responded that the current information sharing among departments greatly improves
the information exchange efficiency and accuracy of storage, each department has built a lot
of WeChat groups, which will be very effective for the improvement of working efficiency.
Lu Hongliang said that a large amount of tasks have to be assigned through WeChat, and the
cross-departmental WeChat group is also available. Since WeChat is a communication tool
connecting different groups, the efficiency is multiplied.
And Mr. Zhao said that a large number of DSM systems were not introduced to Jiangshan,
major investment was mainly directed to safety and environment. With the introduction of
such systems, the current financial and personnel management will allow for paperless
operation. In practice, many of us are still using some mobile applications, for example,
WeChat as a means of day-to-day communication really improves the working efficiency.
And in other plants of DSM, the degree of automation has been very high. With a view to the
size of Jiangshan’s staff several times of the similar plants, from the condition in associate
organizations, the degree of information and automation will significantly stimulate the
efficiency and reduce the staffing size. Furthermore, from the analysis of the staffing size at
the middle level, less people means downsizing. In this regard, there is no doubt and it has
been validated that information construction will result in the horizontal organization and the
improvement of efficiency.

4.5.4 Summary of Jiangshang Case Study
This thesis observes Jiangshan Pharmaceutical with a long history, especially its changes after
the M&A case by a foreign enterprise. After the smooth transition for one and half a year, the
former general manager was transferred and DSM designated a substitute to take over
Jiangshan and engaged in the organizational transformation.
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Through the interview, it was found that DSM was very experienced for such acquisition. It
usually divided the integration process into multiple stages: balanced transfer, alteration on
the high level, followed by the integration of the middle level and the downsizing of the basic
level, if something is impossible to modify, certain time will be needed for the smooth
transition. Generally speaking, this approach is relatively in line with Chinese national
conditions. To downsize such an enterprise with 1,750 employees by a half, at least the
vice-president level and the deputy manager level for all departments should be reduced in
terms of the hierarchical levels. This horizontal modification and cultural integration will be
difficult. In fact, since the Chinese general manager was transferred in 2016, followed by the
enterprise restricting, there were serious strikes every month. Although the enterprise believed
that all actions were in line with the Chinese laws, local employees protested that the
enterprise was not human-based, because most employees were already 50 years old,
downsizing means layoff. At the end of 2016, the clerks’ appeal for pay rise was satisfied with
the consent of the company. But the strike organized by more than 300 power plant
employees in the mid-March of 2017 affected the production and led to a lockout. It was
triggered by DSM’s shutdown of the original power plan by introducing the municipal power
supply. At present, there are over 200 management positions, but DSM aims to downsize it to
53, which means that the majority will be removed. Although these actions are not
implemented yet, we can conceive that it will be very difficult.
Through this study, we clearly found that the management approach in domestic enterprises
especially old enterprises was relatively backward, and the seniority consciousness under the
hierarchical system was too strong: first, introduction of a few new talents; second, drain of
the existing excellent talents. Despite the enhancement of the overall level, it was still away
from the international advanced management. With the injection of foreign capital, the
corporate culture gradually changed, the integration gradually became stronger, and the
cultural shock also intensified even more. The foreign investor paid more attention to the
plant efficiency, which affects the working opportunity of old employees. With the
advancement of automatic horizontal restructuring, the company is unlikely to bear such
redundancy and this situation will continue for several years.
This study is subject to these limitations: the integration of Jiangshan is proceeding on the full
integration just after the smooth transition, the observation time and segment may be longer.
However, we can identify only the sharp contrast between the two ways and predict the
prospective changes in future, which still need some time to be validated.

4.6 Cross-case analysis
Through a separate analysis of the five cases, we found that the responses to the same
question of employees from different natures of organizations and with different backgrounds
have its similarities and differences.
With a view to the horizontal degree of various organizations, Chinese government has
implemented the reform since the 1950s. Impartially, the current efficiency of government has
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significantly improved than it was in the last century. The government is subject to the highest
ever pressure from the continuous expansion of economics of scale, the population increase,
the pervasive population mobility, and the rapid urbanization. In the absence of extensive
expansion, therefore, it seems that Chinese government changes a little, the course of
horizontal transformation has been considerably improved. Recently, the ongoing horizontal
transformation in Guangdong, Shenzhen, and Shanghai amongst other economically affluent
cities reflects the strong need of government reform for supporting facilities. For example, the
population capacity and economic aggregate in Fuyong Sub-district Office of Shenzhen are
comparable to a large inland county; the scale of a town government is less capable of
realizing the refined management of the area. In the social context featuring a rapid change,
the government reform must be enforced and the way of making a reform is still a long
process of exploration.
As a well-established SOE in China, Haier has been restructured into a joint-stock enterprise,
the depth and width of its organizational transformation are definitely exemplary in China.
However, its corporate structure is more than horizontal, One Single Integrated Model,
Inverted Triangle Model turn the pyramid of the enterprise upside down; Maker, micro
business and platform have been the effective tools to break down the traditional business
boundary, and provide a good alternative to mobilize the employees and integrate the global
resources.
Xiaomi, well-known as a new hi-tech giant in China, also holds accountable for exploring the
corporate structure of hi-tech enterprises. In the course of development, Xiaomi also
encountered many opportunities and challenges. It was tough to implement the three-level
partnership structure during the period of rapid expansion, and the motivated work style will
gradually fade off over time. But Mr. Lei Jun is good at adapting and I believe they will find
out a better way sooner or later.
As a representative of foreign-funded enterprises in China, TRW ZJG is a typical American
organization and one of the few enterprises with the most horizontal structure. In practice,
officer feels it tired to work and generally works for a long time, and the work stress is
terribly high. With the decrease of profits in China, foreign-funded enterprises are stagnant
and a substantial number of closedowns and relocations will definitely impact the labor
market. However, the flood of those talents who have been adapted to the horizontal structure
to domestic companies would in turn stimulate their horizontal development.
The ownership form of DSW Jiangshan changed from SOE to joint-stock company,
Sino-foreign joint venture, and private enterprise, until it was turned to foreign-funded
enterprise after the M&A case by DSM. Its organizational transformation has been a
representative work for Chinese enterprises over the last three decades. This appears to be
typical due to a large span of management. In particular, the organizational transformation
from private enterprise to foreign-funded enterprise will encounter many difficulties. In the
process of slowly downsizing the staff from more than two thousand to several hundred, most
managers showed a negative attitude, and workers responded with strike or demonstration.
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This indicates the obstacles to the reform.
With a view to Q1 “how many immediate subordinates to a manager will be appropriate?” the
responses are similar and most respondents suggested about 7.
Based on the specific situation, two municipal-level government officials suggested no more
than 7, while the county-level government officials argued that about 5 will be more
appropriate.
Most plant managers at foreign-funded enterprises believed that it should be no more than 7
(but in reality, about 12), the department managers suggested that 5-6 is more appropriate,
while engineers believed that 3-4 is more appropriate. This shows an obvious decline, which
is also consistent with the actual management capabilities of employees at all levels.
Haier uses Inverted Triangle Model where a lot of works are done in the form of project
department. Specifically, one works in several projects and the hierarchical management is
weakened. Based on the real situation, two respondents are the department heads and each
department has about 30 employees, where the point-to-point management is adopted without
intermediate processes.
In Xiaomi, a leader manages a lot of subordinates, more than 30 on average, it is very tough
to be a manager there, because he has to deal with everything from time to time regardless of
tiredness.
In DSM Jiangshan, 1 to 3 or 1 to 4 is a common practice, this apprenticeship model also
results in a lot of 1 to 1 cases, i.e.: one leader manages 3-4 subordinates. This organizational
culture has been prevailing for nearly three decades and it is expected that 1 to 10 model will
be formed in DSM.
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Figure 4.19 Comparison of Span of Management
For Q2 in relation to the post 80’s and 90’s, the respondents share a similar view based on
their impressions, but their views on the role of the post 80’s and 90’s are quite difference.
According to the government, the overall quality of the post 80’s and 90’s is relatively low,
but they tend to be undisciplined, personality-conscious, and are unlikely to adapt themselves
to the tough environment and stressful condition.
Foreign-funded enterprises coincided that they are undisciplined, undedicated, and unable to
endure the mounting work stress, and tend to hold back.
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In Haier, two departments gave different feedback, Sales Department argued that the younger
generation cannot endure hardship with an extremely high turnover, while Information
Department contested that the technology capacity of the younger generation is much better
than the older generation, they rather only endeavor for their interested things than endure
hardship for other things.
Xiaomi has a different cognition of the youths. As it is known in the industry that Xiaomi has
a lot of extra works, most employees are youths. They are highly valued here and Xiaomi
intends to capture their attention.
Recently DSM Jiangshan has maintained a very stable team, barely recruited new staff, so
that there is a low ratio of the youths. In that regard, we didn’t conduct an in-depth study on
this company.
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Figure 4.20 Importance of 80s/90s in the organization

As to the question whether the horizontal organization is more efficient, although the
responses were not exactly the same, most suggested that horizontal organization will
definitely reduce cost.
The government highlighted that horizontal structure will definitely reduce cost, although
some results are not discovered for the time being, after a group of old employees get retired,
these results will turn out. But more time are needed to examine whether it is more efficiency.
Foreign-funded enterprises gave consistent feedback. They believed that horizontal structure
will improve the efficiency, but a couple of employees argued that excessive horizontal
organization in China may result in lower efficiency.
The actual condition of Haier has been much beyond the range of horizontal structure,
Inverted Triangle Model has provided a high operating efficiency, but Haier staff especially
the high-level managers complained that their working time is too long and the work stress is
so high.
Xiaomi is a completely horizontal organization. All respondents compared it with the last
employer and considered that Xiaomi has a much higher efficiency. But they stressed that it
has an extremely high work pressure and intensity.
After the M&A case, the original hierarchical system of DSM Jiangshan was immediately
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exposed and none denies this situation. Based on its own experience, DSM has to spend at
least 7-8 years to basically solve this problem.
As to the question whether the horizontal organization will affect the individual career
development or not, different enterprises held different views.
The respondents from government made similar responses. They reported that it is still too
hard to get promoted, even in the absence of horizontal structure.
The female respondents from foreign-funded enterprises considered that it doesn’t matter,
while male respondents made affirmative responses. But this deficiency may be offset by
seeking external opportunities, which can be considered with high turnover of senior
managers at foreign-funded enterprises.
Two senior managers from Haier responded that leadership makes no difference, Haier
usually manages the personnel through process; in addition to the leadership positions, one
can earn a high salary by concluding big order or engaging in micro business.
Among all interviews with Xiaomi respondents, they were not interested in promotion and
many engineers once managed dozens or even hundreds of subordinates before they joined in
Xiaomi. In Xiaomi, they focused on the products that make its customers satisfied.
The staff stability in DSM Jiangshan is beyond our imagination, most of in-service managers
have been working there for years. In this sense, there is almost no chance of promotion in
such a static organization. The horizontal transformation will definitely lead to reduction of
opportunities. But in the adjustment, youths may replace the older employees to generate
some mobility, which is good for youths.
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Figure 4.21 Career aspiration comparisons

For the question if the technological method makes it possible to reduce the middle-level
managers, according to the vast majority of interviews, some agreed while most were still
watching or uncertain.
The overall feedback from the government was positive and most respondents were uncertain
if the technological method makes it possible to reduce the middle-level managers, but they
affirmed that technological method will make things better and refined. In essence, it makes
up for the things that cannot be done well, so that the middle-level managers will be reduced.
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According to the foreign-funded enterprises, technological method makes the work more
convenient and transparent. Since the foreign-funded enterprises were previously horizontal, a
lot of things were not finished, and it will be a supplement to make it possible to reduce
middle-level managers. However, it cannot immediately replace the middle-level managers.
Two senior managers considered that technological method is an important support for its
rapid development. In the last decade, Haier didn’t increase many employees, but the sales
volume multiplied. New technologies will definitely make it possible to improve the
management efficiency and reduce middle-level managers.
The interviews with Xiaomi respondents showed a high degree of consistency. They believed
that Xiaomi is too horizontal and may urgently need to standardize the daily work through
technological method and process management. In other words, Xiaomi’s current
technological method and process are lagging behind the actual work requirement, which
should be offset by personnel management.
According to the foreign managers from DSM Jiangshan, it has been proved that the
technological method makes it possible to reduce the middle-level managers, and Chinese
managers have realized the significant improvement of management efficiency by shared
holder and WeChat group. Furthermore, the office automation system and ERP system will in
turn intensify the optimization of middle-level managers.
Organization

Technical acceptance
level

Feedback from interview
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GOV
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Technical helped
flatting

Haier

High

Technical helped a lot of organization
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Strong in ERP,
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communication

Xiaomi
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Highly demanding on IT system

Standard IT
company

DSM Jiangshan
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Fast promotion and average acceptance level

High acceptance
only for young
generation.

Figure 4.22 Technical acceptance level comparisons

4.7 Findings and hints from cross-case study
The organizations involved in the case study have a large span, cover a wide range, and
basically represent the current situation of horizontal organizations in China. From this study,
we can get the following findings and hints:
For the question “how many immediate subordinates to a manager will be appropriate?”, in
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general, 7 is a limit boundary for the Chinese management. Chinese people are more
accustomed to about three subordinates, and a team with more than 3 members should better
have a leader, which comes from the scope of traditional Chinese culture, it has existed for
thousands of years, it is expected to exist for the coming thousands of years, we don’t attempt
to alter this situation right now. The theory that one can manage no more than 7 subordinates
is also the common sense in the Western management community. However, in
foreign-funded enterprises or innovation-oriented enterprises such as Xiaomi, managers are
always in a state of heavy workload. To a great extent, it is caused by the difference between
the independent capabilities of subordinates and the management skills of line managers, or
sometimes caused by the work tasks with extremely high requirement, or both. Such work
rhythm can hardly be achieved by the employees in western developed countries, or such
working style is identified as illegal in western countries. In the course of implementing the
“going global” strategy, a lot of incompatibilities like this may arise.
The overall feedback on the 80s and 90’s after their entry to workplace is negative. They show
less dedication than the last generation and are undisciplined. However, when the author as a
70s began to work, the last generation also criticized so, which is a normal phenomenon, or
referred to as “generation gap”. Social changes after the 80s enter the workplace are also
tremendous, because they have more options to do whatever they like, free from any life
pressure, and are willing to work hard. This is not simply a career development or salary
increase. As inspired by the latest rapid development of bicycle sharing, the creativity of the
80s and 90’s are infinite, they evolve the bicycle industry that has been overlooked by China
into a new industry, facilitating the short-distance travel demand, greatly relieving the
pressure on public transportation. These things may be impossible in the view of the last
generation, but probably only they can conceive and make it. However, children have to ride
bicycles whenever they travel, sometimes riding for two hours, as if they came back to the
1970s with scarce resource. Thus, we must attach great importance to the social contributions
from the 80s and 90’s, good education and horizon will definitely make them identify better
innovations, believe it or not, and they will preside over the future development of this
society.
Whether a horizontal organization is more efficient or not, it will solely depend on the specific
environment. In early April 2017, the author once communicated the HR Management expert
THOMAS from SAFRAN, they were also very puzzled about how to implement the
horizontal organization across the world, but the reality is that horizontal organization must be
consistent with actual needs. The current horizontal transformation of Chinese government is
relatively slow and the officials-people ratio is slightly high, which is closely associated with
the traditional official standard thinking in China. The path of reform is absolutely bumpy, but
Chinese government has done a lot. Most foreign-funded enterprises in China are in global
organization. Admittedly such organization runs well in developed countries, but the
workload on managers at foreign-funded enterprises is mounting due to inadequate capacity
of managers and the subordinates and their business expansion in early stage. As they enter
into the platform stage and the capacity of managers and the subordinates improves, the
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overall workload will reduce. However, Xiaomi amongst other innovation-oriented companies
is witnessing the increase of workload, incomplete management system, rapid development,
higher requirement for development, inadequacy of employees, and excessively horizontal
organization result in a lot of extra works. However, more access to career development and
higher salary in private enterprises will attract more talents to join in these emerging
industries. During the skyrocketing growth of Haier, organizational transformation played a
crucial role, One Single Integrated Model, Inverted Triangle Model have exploited the
organizational efficiency; based on the actual situation, such mechanisms are much more
advanced than the vast majority of foreign-funded enterprises. For DSM Jiangshan, the effects
of organizational transformation need more time to see, because the enterprise requires a
stable environment, how to make a balance between stable production and downsizing
progress is the key to determining the success. Based on these facts, an international
enterprise can hardly implement the form of horizontal organization in the same period, and it
cannot be guaranteed that all places will be identically efficient even with the same
organization. In this sense, horizontal transformation does not always improve the
organizational efficiency and each case should be analyzed specifically depending on the
subject.
As to the question whether the horizontal organization will affect the individual career
development or not, from the results of quantitative research, the answer is affirmative. Based
on the case study of interviews, although the majority of respondents made affirmative
responses, they gave interesting comments. For example, most government employees argued
that it is too difficult to get promoted and the horizontal organization makes this phenomenon
exposed; most employees at foreign-funded enterprises solved it by changing job; Xiaomi’s
employees showed little interest in getting promoted; Haier’s employees were indifferent
about being a leader; in DSM Jiangshan, the ranking conscious was strong, the personnel flow
was basically halted, and some youths expected the horizontal transformation to get some
opportunities which may be unavailable before. This further indicates that qualitative research
supplements and completes the quantitative research and avoids misjudgment. In other words,
although the responses were affirmative, there are a variety of workable solutions.
For the possibility of reducing middle-level managers by using new technologies, the answer
is affirmative. But this answer is directly related to the previous condition of the organization.
For example, technological method will improve those low-efficiency concerns, which is
more obvious in the government management. The camera system installed across Chinese
villages will be connected with the screen of the Ministry of Public Security, the data about
sewage and gas emission sensor of chemical enterprises will be sent to the environmental
protection management system. Their role in government public administration was
impossible in the past. In foreign-funded enterprises, because of the application of complete
ERP system and paperless office system, online approval allows for the information flow
across the world for 24 hours; the information push with smartphone transfers the office from
PC to mobile terminals, thus significantly improving the efficiency. In China, Xiaomi
amongst other technology innovation companies started from a software company and it has
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efficient software to facilitate the daily office work and communication. From the
effectiveness of role, Haier’s system is the most straightforward, where a central command
system connects to tens of thousands of terminals. According to the Chinese local operation of
UBER, as long as the software system is strong enough, a team with 100 members can
simultaneously manage tens of thousands of drivers and such organizational system is
completely horizontal. Therefore, the boundaryless organization built by the software
platform will break down the scope of traditional organization, in addition to the improvement
of internal efficiency. However, the internal organization generally has an upper limit of scale,
while the boundaryless organization will connect different regions, cultures and persons in a
loose form. In addition to UBBER, actually Xiaomi and Haier are walking on the road that is
beyond the traditional organization.
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Chapter V Discussion and Conclusion
Based on the interpretation of relevant literature, this thesis conducted a midrange
questionnaire survey by distributing small-scale questionnaire, and performed a
comprehensive analysis of the influence of traditional culture on Chinese employees at
different ages, with different genders and from different family backgrounds. In the end, it
extracted 5 questions from the results of the questionnaire survey, made an interview with
nearly 30 employees, and made a comprehensive analysis with the case studies of five
different organizational forms, so as to get some simple academic opinions and some
referential suggestions in management practice. Due to time limit, this thesis didn’t have an
in-depth observation on the leadership extension research and women’s leadership research.

5.1 Main conclusions
As a conclusion, this thesis mainly analyzed the specific historical conditions of extensive
application of horizontal organization in western countries, learned some specific background
about its origin and the characteristics of application, namely it was usually formed in the era
of excess capacity after mass production, which is a key action used to reduce cost and
improve efficiency. Based on the case study of five different organizations, this thesis fully
revealed the current application of horizontal organization in China. Through some horizontal
comparisons of the five cases, the selection of these five cases represents five distinct
organization systems, ranging from Chinese government, joint-stock listed company, new
hi-tech enterprise, foreign-funded enterprise in China, to the domestic private enterprise
which is recently acquired by a foreign corporation. Through such comparison, the current
application of horizontal organization in China is clearly identified. This thesis will provide a
clear procedure for future researches.

Conclusion 1
In the current Chinese conditions, the suggested management span should be no more than 7
In the course of management span research, the organizational psychologist and group
dynamics expert J. Richard Hackman① argued that emotional ties between group members
are critical. Coincidentally, the Amazon founder and CEO Jeff Bezos proposed his famous
“The Two Pizza Principle”. Specifically, the number of group members should make two
pizzas enough for a meal; or too small or too large group may lead to excessive or insufficient
communication. Excessive communication is a waste of time and energy, while insufficient
will cause information asymmetry resulting in a deviant behavior.
J. Richard Hackman is Edgar Pierce Professor of Social and Organizational Psychology at Harvard University.

①
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According to the results of qualitative analysis, most respondents suggested that 7
subordinates are more appropriate, and preferred 5 direct subordinates. Based on the author’s
management of horizontal organization, once the subordinates were more than 10, manager
will complain that the time is not enough, while the subordinates will complain less support
and their confidence is discouraged. This circumstance can be referred to a famous metaphor
by the management expert Peter Drucker, if a symphony orchestra wants to present a
successful performance, the conduct should have a superb level and all members should be
skillful, but China remains to improve these two aspects. This circumstance is related to the
high turnover rate and the high pace of development, which should be made stable only
through development, longer education and training, and more accumulated experience.
From the perspective of quantitative analysis, traditional Chinese culture remains influential
on the organizational form. I is recognized that “Everybody's business is nobody's business” is
a commonplace in China and one out of three persons should be the leader, as analyzed earlier,
this not only reflects the needs of staff management, but also reflects the needs of the
managed employees. With a view to the prevalence of official rank, 76% of the respondents
agreed, which implies that general employees highly value the chance of being a leader, from
the perspective of demand theory.
During the interview, Xiaomi, Haier, and Valeo (Shenzhen) amongst other companies have
done well in horizontal transformation, but managers are subject to the mounting workload
without a good rest, which is adverse to their occupational health. Senior managers should
pay much attention to this phenomenon and take countermeasures, notably a lot of abnormal
death events of the employees in foreign-funded enterprises and innovation-oriented
companies are associated with the overwork death.

Conclusion 2:
We have downplayed the role of the 80’s and 90’s in the organization
In the course of quantitative research, the vast majority of operators showed the characteristics
of the 80s, while approximately 20% showed the characteristics of the 90s. Due to inadequate
sample size of the 60s and 70’s, no detailed analysis of the age was made. It is expected that the
age distribution will be more uniform after we expand the subsequent research to the SOEs like
DSM Jiangshan and adopt the third-party paid survey.
In the course of qualitative research, Xiaomi amongst other innovation-oriented technology
companies attaches great importance to the younger generation, as mentioned by Lei Jun, all
projects he has invested involve the 90s employees. And Xiaomi has removed the vertical
boundaries and horizontal boundaries through the internet, and is also slowly eliminating the
geographical boundaries and cultural boundaries, and Mi fans become the loyal customer
services and R&D managers.
In Haier, Inverted Triangle Model allows customers to be the top of the pyramid, managers are
converted into the support department, and the accurate process management and the
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assessment system exploit the organization efficiency to the fullest, contributing to the rapid
business development. Makers and micro business launched by Zhang Ruimin are responding
to and deailing with the future challenges. But how to seize the youths is a key to this process.
According to a few micro businesses Haier has succeeded and the thousands of micro
businesses it is managing, youths will preside over the future and make it a wonderland.
For several other cases, most of the 70s leaders reported that the younger generation are
undisciplined, undedicated and they didn’t see the youths’ contribution to the organization.
Some traditional enterprises barely recruit youths and hold prototyped views on them.
Through this study, we found that most of the younger employees born in cities are
well-educated, while those who are born in villages are different from their parents, they are
still in the bottom of the society without good education, which means that they have different
hierarchies of needs. These well-educated younger employees with relatively good family
background will become the major forces of social development. However, their needs are
quite uncertain and arbitrary. There is a motto traveling in Xiaomi, only young guys can
understand the needs of youths. Even in the automobile industry, the consumer demand
research focuses on seizing the preferences of youths. For example, the popular mini SUV
models evolve from the research results two or three years ago, which can hardly imagine in
the era of large-sized vehicles. But it turns out to be true.

Conclusion 3
Horizontal organization will definitely reduce the opportunities of career development, but the
desire for hierarchical promotion is diminishing.
Through the quantitative analysis, Chinese people are deeply influenced by the traditional
concept, and the consciousness of the official standard is still very strong, and the concept of
face work is prototyped in their mind. Through a future analysis, most respondents filling the
questionnaires during the qualitative research are less educated operators, while many
well-educated youths participated in the interview. This is of research significance, because it
meets the demand theory, the demand of youths from villages for benefit through hierarchical
system is much stronger than the well-educated youths with good family background.
In the course of the interview, youths showed great enthusiasm, were good at talking, were
eager to present their views and tried to make it persuasive. As mentioned by the manager of
Project Department in TRW ZJG Hong Quan, one of his 90S subordinates expects others
saying “thanks”, if there was no response when she helps others, she will be unhappy. This
implies that the 90S desire for others’ recognition. Recently, he was told that this 90S
employee is about to resign and start her own business, which indicates the need of the 90S
employees for self-actualization. JOYCE’s parents expected that she could save money and
find a boyfriend as soon as possible, and he was also informed that JOYCE’s parents collected
some information about the company before she joined in TRW ZJG, and confirmed that the
working environment and workload here is suitable.
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Youths at Xiaomi like their company, most of them were anonymous and very sensitive to the
negative information about the company during the interview. For example, when we
mentioned that Xiaomi didn’t achieve the performance target in 2016, almost all employees
contested that the company is operating well, actually mobile phones are not profitable, what
makes a big difference is to build an ecosystem. This is a standard answer. When it comes to
the building of corporate culture, these youths were busy with introducing the dinner on
“December 11”, Xiaomi’s canteen, members from Chinese Talent sung in their offices.
Xiaomi’s development is impossible without their solicitation of a lot of Mi fans; they got to
know the needs of the youths by using the operation model of boundryless organization, and
designed products to satisfy these needs. In Xiaomi, the hierarchical system still exists, but it
makes no difference now, and it is tough to become a leader.
In Haier, Inverted Triangle Model allows managers to concentrate their power on customer
services and field services. This system basically makes leaders coordinate works, and
high-salary earners are salesmen or ZZJYT leaders, and the owners of micro businesses
launched recently. Thus, anyone expecting a high salary does not need to challenge the
management position. Haier provides a variety of options. In this sense, the desire for benefit
through hierarchical promotion is fading off.
In DSM Jiangshan, because of the traditional ranking consciousness and the low turnover rate
for years, there is a large static group, with scarce chances of promotion. In this system, the
great majority of employees are content with things as they are, because there are few youths
and there are less motivations of getting promoted. After the M&A case by DSM, some
self-motivated employees are inspired to get promoted.

Conclusion 4
Whether the horizontal organization will improve the efficiency or not remains to be further
studied, but it will definitely reduce the management cost.
This conclusion is made in that horizontal transformation will lead to the decrease of
management positions with the highest cost in a company. In foreign-funded enterprise, the
wages of a manager is generally about RMB 25,000, reducing a management position will
save RMB 300,000 a year for the enterprise. In 2013, I had a small conversation with Valeo
President Jacques Aschenbroich; I asked if they expected the cost reduction in the tough
process of recombining the 13 divisions into 4, he made an affirmative answer. He said that
the management cost reduced by at least 20%. In practice, the response rate of the new
organization is not fast, the decision efficiency is not improved significantly compared to the
previous organization. This widened span of management highlights responding to the market
challenges and reducing the cost as a group, so as to enhance the overall competitiveness.
In the course of actual research, most managers at foreign-funded enterprises reported
mounting work stress and long working time, coincidentally Xiaomi and Haier respondents
made the same response. During an interview with the government employees, they didn’t
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mention the mounting work stress, but in the working time of DSM Jiangshan, only 1-2 hours
are needed to complete the daily work, other times are available for reading and surfing the
internet, employees can manage time on their own. In this concern, it has to implement the
horizontal transformation.
At the government level, since the current hierarchy is obvious, after the horizontal
transformation in some economically affluent areas, the cost reduces a lot and the handling
efficiency significantly improves.
In view of the previous occasions with an obvious hierarchy, horizontal transformation will
lead to the improvement of efficiency and cost reduction. However, the previous occasions
with a horizontal structure will result in the continuous cost optimization, while the efficiency
may not always be improved continuously.

Conclusion 5
Technological progress makes it possible for the future horizontal transformation.
At the annual meeting of 2016 Paris EDBA, the US Professor THOMAS said that the
introduction of ERP in 1990 or so addressed the information asymmetry in business
management and significantly improved the management efficiency. Another view is that the
promotion of internet launched a reform in management, allowing for more smooth
information transmission across the world.
Technological method will be an important facilitator for the horizontal organization,
especially with the promotion of mobile internet, smart phone and social platform, WeChat
amongst other platforms have become an integral part of our life. According to the latest
“2016 Wechat Report”, typical users send up to 74 messages a day. This social platform with
such an activity level cannot be found in developed countries. Once it is applied in daily
management, on the one hand, it makes it possible for downsizing, and on the other hand, this
in turn forces the organizational transformation and upgrading of the enterprise.
The introduction of this new dimension was directly motivated by a conversation with
President Li of Hebei Daqi Photoelectric Science And Technology Co., Ltd. at the end of 2014.
Although the author served several good foreign-funded enterprises and used different
advanced management systems and software, the author was very surprised at seeing Mr. Li’s
presentation of WeChat application in his enterprise. In Hebei Daqi, all management affairs,
commands and communications are available through the mobile devices, without using PC.
He requested all employees to use smart phones and install iFLY① and other voice input APPs.
In essence, this system is much more efficiency that the PC-based office system. Further, one
of its advantages is that any employee can easily join in the platform, which is impossible in a
foreign-funded manufacturer, because over a half of the operators in such foreign-funded
iFlytek, styled as iFLYTEK, is a Chinese information technology company established in 1999. It creates voice recognition
software and 10+ voice-based internet/mobile products covering education, communication, music, intelligent toys
industries. 15% of their shares will be bought by China Mobile. It is listed in the Shenzhen Stock Exchange with market
capitalization at 25 billion RMB.
①
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manufacturers don’t have an e-mail, but the communication is generally conducted by holding
a meeting.
In the course of interviews, the government employees responded that online service has been
a critical part of the government information reform. However, it has been available in the
United States and other developed countries for decades. Foreign-funded enterprises usually
discourage but don’t ban using WeChat, because this tool greatly improves the efficiency.
However, the information exposure also increases the probability of information leakage, so
their work focus is how to selectively use WeChat and screen out the sensitive contents. As
described earlier, the extensive application of WeChat has promoted the management
efficiency of domestic enterprises among the world’s best. Since most Chinese people don’t
mind dealing with work issues online around the clock, the previous difficulty of just-in-time
management would be addressed. Further, WeChat group is comparable to a meeting group,
the previous difficulty of failing in information sharing is also addressed. That’s the reason
why foreigners in connection with Chinese are using WeChat, because no other
communication channel will be more efficient and popular than WeChat, in order to make a
contact with Chinese.
Based on the present research, technological progress will definitely make it possible to build
a more horizontal organization.

5.2 Hints for horizontal transformation of the organization
As mentioned above, based on the quantitative research, this thesis appropriately selected five
distinct cases for the case study, generally covering the horizontal reform pace of Chinese
government, especially in contrast with Chinese reform of large department system and the
horizontal reform in economically affluent areas such as Shenzhen, Shanghai; the
representative of technology innovation companies Xiaomi, to understand the management
style of emerging internet giants, and the general view of youths on horizontal organization;
the well-established joint-stock SOE Haier, to understand the difficulty and contribution of
implementing organizational transformation and upgrading in the course of business
development; the foreign-funded enterprise TRW, it adopted a very typical horizontal
structure, or the system widely modeled by domestic enterprises. It was intended to clarify the
intended goal of these enterprises, and the results from quantitative research were summarized
as five relatively standard items to carry out the interview design. Firstly, this thesis compared
the five enterprises which are trying to use more horizontal structure, so as to ensure the
research subjects unbiased, true and complete. Through conclusion and analysis of the
research results, we found that Chinese horizontal transformation becomes a trend for the
future society, and the youth employees and the application of new technologies will greatly
promote the process of organizational transformation. These research results ensure the
theoretical and practical value, provide a basis for subsequent studies and make the following
recommendations.
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5.2.1 Chinese horizontal transformation should be appropriately implemented
In terms of the management, horizontal transformation can be defined as the decrease of
levels or the widening of management span. The horizontal transformation should be
appropriately implemented due to the following three reasons:
(1) Influence of traditional Chinese culture
In China, the hierarchical system has been prevalent for thousands of years, and the official
standard culture is imprinted on our mind, which may take a long time to eliminate. Although
the anti-corruption campaign has a certain influence on politicians, in the framework of
one-party system, if the absolute power of the ruling party is not delegated, it will be still
dignified to be an official or a high-ranking official.
(2) Influence of the quality of managers and subordinates
In China, it was in April 1986 that the nine-year compulsory education was enforced, and the
access to modern management was also after the adoption of opening up and reform policy.
This course is up to 30 years, while the social development in western countries has been
accumulated for 200 years. In terms of the number and quality of talents, Chinese society is
falling behind. To improve the quality of people, more time is needed to implement education
and accumulation.
(3) Horizontal transformation is not conductive to the leadership cultivation and promote
On the one hand, manager can get leadership through training and other ways, but more
importantly, it is gradually accumulated in practice. Under the horizontal organization,
management positions will be more streamlined than the hierarchical system, which means
that the organization provides the staff with insufficient chances to accumulate leadership in
practice, leading to the weakened overall group leadership. It also took place in the author’s
former employer Valeo (Shenzhen). Because the organization was relatively horizontal, upon
the dismissal of General Manager, no line manager with such leadership, management
capabilities and making others convinced was qualified for this position, we had to carry out
the social recruitment. This is a commonplace in Europe, as the organization theory expert
Pierre ROMELAER once said “think today the organization is flat enough, I hope no more”.
From another angle, it seems that we are never bothered by selecting a new leader in this
complete hierarchical system.

5.2.2 We should show more concerns on the younger generation
Currently our society is in the process of rapid change and reform, as Mr. Liang Qichao called
“China will be strong if the juveniles are strong”, this famous sentence is still echoing. To
catch up with the world powers and realize the Chinese dream, their strengths will play a vital
role.
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The present study found that most of the older leaders neglected or downplayed the youths to
some extent, didn’t recognize their behavior or thinking habits. However, the author contested
that the 70’s were once treated in the same manner by the 50’s and 60’s, most social elites
were born in the 1960s and 1970s. Furthermore, thanks to the accumulation by generations,
China gradually shortened the gap with the world level.
Through case study, we found that those companies including Xiaomi, Haier showing more
concerns on the youths are achieving the performance that is impossible for the control group.
Especially in Haier, Zhang Ruimin who is almost 70 years old built a commercial platform of
youths and made it available internally and externally. Although this platform remains in the
early stage, the success it achieved is motivational. Governments and large-sized SOEs will
take greater actions in that more youths prefer joining in foreign-funded enterprises, the talent
contest will directly affect the competitiveness of enterprise or organization in future.

5.2.3 Technological method will play a vital role in enhancing the organizational
transformation or efficiency
Before the adoption of opening up and reform policy, information communication was
basically made through only a few telephones or telegraphs, the China’s first highway is
Shanghai-Jiading Highway, only 20.5 km long, which was operated by the end of 1988. In the
United States, however, telephone, automobiles or highways were accessible across the nation,
and it was a common practice to take flight travels. In terms of technological methods, China
is relatively backward compared to those developed countries. Until now, the user ratio of
ERP in domestic enterprises is still very low, it was reported that the United States invested
more than USD 38 billion a year in IT system a decade ago, while it was only USD 2.9 billion
in China (Baidu Wenku). The investment in software/hardware will further widen the gap
between China and developed countries in respect of the management efficiency.
The author firstly used Smartphone in 2008, when the BLACK BERRY mobile was sold up to
RMB 5,000, the mail push service provided by China Mobile charged RMB 300 a month, the
services it provided were just mail sending and receiving. Within a decade, China has become
the world’s largest market of smartphones. At present, the functions of any smartphone are
similar or even better than PC at that time, and the mobile internet turns all smartphones into
the online terminals. WeChat amongst other real-time communication tools connects nearly
800 million users on the same platform. Such popularity rate and user group are rarely seen in
the world, new functions enabled by WeChat will in turn makes it more user-friendly and can
hardly be replaced. Enterprise, Official Accounts developed by WeChat incorporate mobile
office and business management into the platform, WeChat Group greatly enhances the
individual sense of belongingness and the sense of being needed. WeChat can basically
address the previous information asymmetry; through other APPs or WeChat application, 100%
online office can be realized. After resigning from the foreign-funded enterprise and joined in
a private enterprise, the author found that all things can be done without using PC, but PC was
an essential tool in the former employer, and Chinese people don’t mind accepting or
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providing management for 24 hours. These have laid a good foundation for the improvement
of business management in China.
Therefore, enterprise must understand the new technologies and know how to apply new
technologies. The application of new technologies will be an important way to enhancing the
business management and further surpassing the competitors.

5.3 Research limitations and prospects

5.3.1 Research limitations
(1) Limitation of quantitative sample selection
Due to limitation of available time and social relations, more than 300 samples involved in the
quantitative research were limited to Suzhou-based foreign enterprise, in which 80% were
sourced from the same enterprise. Although the age, gender, family background and other
demographic variables basically complied with the requirements of scientific research and the
reliability and validity of data analysis were relatively reasonable, the consistency was
relatively high. Since the quantitative study focused on Chinese government and SOEs, it was
only used as an intermediary tool for the extraction of samples and problems, the research
focus shifted to qualitative research, especially the perspective of case study.

(2) Limitation of sample selection for the case study
The samples involved in case study were selected with reference to the suggestions from my
mentors, Prof. Bernard FERNANDEZ, Prof. Jing Runtian, and Prof. Li Junlin. The coverage
of such selection was full, but due to barriers and limitations of time and space, some
interviews were conducted only by calls; some companies including Haier banned third-party
interview; and the government officials were very careful about interviews. To make
respondents participate the interviews, the author basically stated to them that the interview
will be conducted anonymously, and most respondents were acquaintances of the author. The
interested group cannot be avoided, which means that respondents and the interview organizer
share a similar value, so that the credibility of the case study will be affected.

(3) Limitation of research time span
The cases involved here had a good time span, for instance, Chinese government covered the
whole process since the founding of PRC, the case study of Haier was supported by its
practice over three decades, the case study of TRW was with reference to three foreign-funded
enterprises the author once served, with the individual experience of at least 15 years.
However, the case study of Xiaomi involved a lot of variables since Xiaomi is rapidly
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expanding its staffing size, whether it can maintain the horizontal structure or not remains to
be seen; and there are a lot of uncertainties whether Xiaomi’s model turns out to be a success.
Therefore, the cased study of Xiaomi needs a longer time span. DSW Jiangshan is at the
critical point of organizational transformation, it was reported that the labor and management
makes at least one fierce contest a month, the business reform may encounter an invisible
hand, i.e.: government intervention. This reform may be stopped, or evolve into a big scene.
However, this thesis cannot wait and see it due to time limit.

5.3.2 Research prospects

(1) Better demonstration of the facilitative role of technological method in organizational
transformation
In the present study, the quantitative research can be extended to the data collection of the
five subjects, which will make the age distribution and industry distribution of the
respondents more reasonable. Over time, especially the further revelation of the benefits
of mobile internet, this will obtain the results with a higher consistency and get closer to
the intended goal, or prove that the intended goal is not established.
According to the author’s understanding and hands-on practice of advanced business
system, China WeChat will be a great management tool, because it is a typical tool kit
without marking the boundary between private and company affairs, which is consistent
with Chinese thinking. In developed countries, e-mail is used for work communication,
and FACEBOOK amongst other social platforms is used for private communication,
which may greatly limit the functionality of platform. However, these obstacles don’t exist
in WeChat, the number of users and the ease of use makes it available for users at different
ages, as long as they are educated to some extent; and WeChat addresses the deficiencies
such as complication of mail system, or less intelligent degree of ERP system. These
aspects may require the software optimization and longer time.

(2) Influence of leadership on the implementation of horizontal transformation
The present study didn’t make a detailed study of the power allocation model in horizontal
organization due to time limit. Through the questionnaire survey, for Q21 “Good leader or
good employer, which is more important”, employees made an affirmative response that
the correlation between organization form and staff job satisfaction might be lower than
the correlation between appropriate leadership and staff job satisfaction.
The compensation level of domestic private enterprises is close to foreign-funded
enterprises and the domestic enterprises provide much better opportunities of career
development than foreign-funded enterprises. The talent flow between different
enterprises may be accelerated by improving the leadership.
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Leadership has attracted lot of attention from lot of scholars in past half century, but most of
the studying is related western practices. The rapid globalization rose the huge demanding on
understanding the leadership style not only westerns, especially China has had a remarkable
economic development in recent 30 years, it will be very helpful to get some understanding
from the Chinese leadership standpoint. Even Chinese leadership has already been influenced
by western leadership for more than one century, with good integration of western leadership
and Chinese leadership philosophy, especially better understanding on Chinese leadership
philosophy, we have good chance to develop some new leadership style which could be more
suitable for the global organization. (2004)

Figure 5.1 Modern Chinese Leadership Model
The leadership study is existing in western countries for very long time, and experienced
many different phases already, such as great man theory, trait theory, skills theory, style theory,
situational theory, contingency theory, democratic leadership, transactional leadership,
behavioral theory, participative theory…
Bruce J. Avolio (2005) summarized the leadership current theories, research and future
directions, listed the authentic leadership, cognitive psychology and leadership, New-Genre
Leadership, Complexity leadership, shared leadership (or collective, distributed leadership),
followership style leadership, servant leadership, cross culture leadership, and E-leadership
Chao-Chuan Chen and Yueb-Ting Lee (2008) in their book management in China listed most
of the leadership style for Chinese peoples, Confucian & Mencian ① philosophy of
BENEVOLENT LEADERSHIP, Xunzi ② ’s philosophy of SAGE-KINGSHIP, Daoist
leadership, Legalism leadership, Sunzi③’s strategic leadership, also they studied the modern
Chinese leadership such as Paternalistic leadership, the leadership theories and practices of
Mencius , or Mengzi (Chinese: 孟子; 372 – 289 BC; alt. 385 – 303/302 BC) was a Chinese philosopher who is the most
famous Confucian after Confucius. (https://en.wikipedia.org/wiki/Mencius)
②
The Xunzi, (Chinese: 荀子; Wade–Giles: Hsün-tzu) is an ancient Chinese collection of philosophical writings attributed to
Xun Kuang, a 3rd century philosopher usually associated with the Confucian tradition.
(https://en.wikipedia.org/wiki/Xunzi_(book))
③
Sun Zi, also rendered as Sun Tzu, was a Chinese general, military strategist, and philosopher who lived in the Spring and
Autumn period of ancient China. Sun Tzu is traditionally credited as the author of The Art of War, a widely influential work of
military strategy that has affected both Western and Eastern philosophy.
①
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Mao Zedong and Deng Xiaoping.
Canchu Lin (2008) defined the Chinese leadership from three system of Chinese culture
standpoint, Confucianism, Collectivism and Communism, then defined the leadership from
Benevolent Authoritarian Leadership, Face Saving leadership. The writer also foresaw the
future Chinese leadership direction, which from culture, leadership and corruption standpoint.
Especially the big concern of unethical business behaviors switched from the planned to
market economy already.
Hongguo Wei (2015) in Effective Chinese Leaders’ ESI competencies analyzing the Chinese
leadership from emotional intelligence standpoint, he defined the Chinese thoughts are related
with Xin (mind-heart) – Xing① (Nature) – Qing② (Emotion). Qing (Emotions) is usually seen
as behavioral manifestations of One’s Xing (nature) through heart and mind. (Wei & Li, 2010).
One of the important Confucian thoughts is to get the harmony within their own
Xin-Xing-Qing, between individuals and environments. It is considered that Chinese culture
cannot be fully explained without refer this specific word: REN③ (humanity/benevolence).
According to Confucian, Ren is a fundamental principle in self-cultivation and interpersonal
relations. Deeply Ren also mean the sincerity and true care for others. Importance of Guanxi
is coming from one dimension of Ren: interpersonal relations.

Confucian foundations
Item

Major
leadership type

Major
scholars

Core concept

1

Confucian and
Mencian
Philosophy of
benevolent
leadership

Confucia
n

Human
goodness:
Humans are born with
natural kindheartedness.

2

Xunzi's
philosophy of
Sage-Kingship

Xunzi,
Hanfei

Human badness: Human
hedonistic desire and
emotions.

Leadership practices

Ideal kingship and government are benevolence toward the common people.
Leaders should rely on education to reinforce, extend, and further develop
human goodness.
Emphasize the supplementary function of rule, regulations and even
punishment.
Human badness serves to legitimize human self-interest in leadership.
Elevate the necessity for education, morality, ritual and conduct propriety.

Figure 5.2 Confucian Foundations

Alternative traditional Chinese leadership philosophies
In Chinese philosophy, xin can refer to one's "disposition" or "feelings" (Chinese: 心; pinyin: xīn), or to one's confidence or
trust in something or someone (Chinese: 信; pinyin: xìn). Literally, xin (心) refers to the physical heart, though it is
sometimes translated as "mind" as the ancient Chinese believed the heart was the center of human cognition.
(https://en.wikipedia.org/wiki/Xin_(concept))
②
In Chinese philosophy, qing (情) is a concept translated variously as "reality", "feelings", "genuine", "essence",
"disposition", or "emotion". Neo-Confucians understand qing as products of environmental circumstances affecting xing, or
innate human nature.
③
Ren (Chinese: 仁; pinyin: rén; Wade–Giles: jen) is the Confucian virtue denoting the good feeling a virtuous human
experiences when being altruistic. Ren is exemplified by a normal adult's protective feelings for children. It is considered the
outward expression of Confucian ideals. (https://en.wikipedia.org/wiki/Ren).
①
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Major
leadership type

1

2

3

Daoism
leadership

Legalism

Strategic
leadership

Major
scholars

Major concept

Lao Tzu,
Zhuangzi

Dao: Nature is guided by
immanent patterns and
forces.
Ying and Yang
Human being is member
of natural universe, not its
masters
or
priority
members.

The ultimate purpose of human existence is to be one with the way, with all
things, in harmony and union.
Individuals should embrace and adapt to their environment. Just like water to
various to all situations.

Hanfeizi,
Shangyang
, Lisi

Human born evil.
Tech the ruler how to
survive and prosper in a
highly competitive world
through various measures
of administrative reform.

Strengthening the central government, increasing food production, enforcing
military training, builds strong bureaucrats.
Ruler without position and power cannot control his subjects.

Sunzi

Know the enemy and
yourself, you can fight
hundred battles with no
danger of defects.
Form (Xing), Position
(Shi), Change (Bian)

Know the enemy and yourself, you can fight hundred battles with no danger
of defects.
A coherent strategic and tactic theory of a practical doctrine governing
intelligence, planning, command, operation and administration procedures.

Leadership practices

Figure 5.3 Alternative traditional Chinese leadership philosophies

Modern Chinese leadership theories and practices
Major
leadership type

1

2

3

Major
scholars

Major concept
Rooted from Confucian
leadership in term of
respect for hierarchy,
benevolence and rule of
morality.

Paternalistic
leadership

Mao Zedong 's
leadership

Mao
Zedong,

Anti-Confucian

Deng
Xiaoping's
leadership

Deng
Xiaoping
,

Socialism with Chinese
characteristic
Opening and reform.

socialism

Leadership practices

Good explanation for family model business with father-son relationship is
extended to superior-subordinate relationships in modern places.
Eliminate inequality, namely, gap between workers and the peasants, the city
and countryside, mental and manual labor, woman and man.
Revolution to invert the ruling class to bottom of pyramid structure, and move
working and peasant to the peak.
Part of region, some people can become rich first, drive and help others
gradually achieve common prosperity.
No matter whether the cat is black or white, as long as it catches mice.

Figure 5.4 Modern Chinese leadership theories and practices

This study did not get real chance to understand deeply the leadership style of those 5
different organizations. But clearly the company like TRW has very obvious western
leadership style, the management team is more align with the procedures instead the
relationship management. But DSM Jiangshan has very clear the paternalistic leadership style,
everyone is waiting for the decision from the management instead of the system. For Chinese
government has very similar leadership as Paternalistic. The company like Haier, also has
very clear paternalistic leadership style, but Zhang Ruiming is always pushing the
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organization change and design the organization for future challenges. Xiaomi is the product
of Leijun, after many years senior management experience in Software Company, Leijun’s
leadership style changed significantly from traditional company management to technical
driven. With those simple analyzing, the leadership of the senior management team will
decide the organization style and organization transformation, and then decide the future of
specific organization. There is lot of rooms for the future studying.

(3) Study of women’s leadership
In the course of interviews, the government leaders reiterated that women’s ratio and
status among the civil servants are increasing. As a government employee, Mrs. Dong
suggested that the current civil servant examination system is more favorable for female,
because they tend to be more focused and is likely to get high marks. In contrast, more
female from the new civil servants will exert a far-reaching influence on women’s status
in government. We might see some women heads of the state after a few years, even in
future.
At the level of business management, the ratio of women managers has increased
significantly over these years. Since women are more prudent and patient about
management with high comment, there are a lot of female senior managers or even female
presidents in foreign-funded enterprises. The exact role of women’s leadership in business
management or government administration is worthy of being studied and followed.
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Annex I: Questionnaires
Questionnaires on Flat Organization in Chinese Culture Environment
Dear Sir/Madam,
Firstly, I want to thank you so much to attend this survey. This Survey is on purpose to
understand employee needs change during the economy development, and impact from our
traditional culture.
This survey also want to know better the specific link between employee career development
needs and its conflicts with the organization flatting.
The importance of new technology and leadership has been considered in this paper.
This questionnaire survey will be conducted anonymously, and it will be used for data
analysis of the doctoral thesis and in no case will it be used for any commercial purpose. The
suggestion time to finish this survey is about 10-15 mins. We strongly recommend picking the
answer based on your first image.
Thank you again to join this Survey.

Part 1 General Information
No.

General Info

1

2

3

4

5

<=25

25-30

30-40

40-50

>=50

1

Age

2

Gender

3

Born city

Central city

Medium city

Small City

Small town

Countryside

4

Live city

Central city

Medium city

Small City

Small town

Countryside

5

Living situation at current city

No apartment

Apartment with bank
loan

Apartment without
loan

>1 apartment

Others

6

Marriage status

Un-married

Married no kids

Married with one Kid

Married more than one
kids

7

Current level

Staff

Supervisor

Second line Mgr

First line Mgr

Senior Mgr

8

Years at current position

<=1Y

1<X<=3Y

3<X<=5Y

5<X<=8Y

X>8Y

9

Type of the firm

Private Firm

State owned firm

Joint Venture

Foreign company

Government

10

Religious or believes (Such as
Christian, Buddhism...)

Christian

Catholicism

Buddhism

Communist

Others

Male

Part 2 Dimension of traditional Chinese culture

208

Female

Others

Traditional culture

1

2

3

4

5

Totally agree

Basically Agree

Not sure

Basically not agree

Totally
disagree

Chinese culture is one of the best
culture in the world

1

2

3

4

5

I think China should copy the
political system from US

1

2

3

4

5

You can do nothing without
Guanxi, try not to fight with
others.

1

2

3

4

5

If I can make a living, no matter I
can save my face or not?

1

2

3

4

5

I think Mr. Deng Xiaoping did
more contribution than Mao
Zedong

1

2

3

4

5

Part 3 Dimension of Traditional Official Standard

Official standard

6

7

8

9

10

Totally agree

Basically Agree

Not sure

Basically not
agree

Totally disagree

It did not change so far in China the
small boss has to follow 100% big
boss.

1

2

3

4

5

In China the leader is very cautious to
make any decision.

1

2

3

4

5

Chinese leader will adjust their action
according to employee feedback
normally.

1

2

3

4

5

Anti-corruption did not work in
China, still more people want to get
the GOV leaders job.

1

2

3

4

5

If I am a officer one day, for sure I
will be wise and clean.

1

2

3

4

5

Part 4 Dimension of Employee’s Career Development Objective
Career development

11

12

Totally agree

Basically Agree

Not sure

Basically not
agree

Totally
disagree

No matter I can be a manager or not, I
will try my best to do a good job.

1

2

3

4

5

In case anyone offers me 15% more, I
will join them immediately.

1

2

3

4

5
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13

14

15

Considering the career development,
it is fine for me to work overtime
every day.

1

2

3

4

5

Job rotation will help me to get more
skill for future, I will support job
rotation.

1

2

3

4

5

In case I can get promotion and salary
increase, even ask me to relocation
1000KM away, I will be fine.

1

2

3

4

5

Part 5 Dimension of Organization Style

Organization style

16

17

18

19

20

Totally agree

Basically Agree

Not sure

Basically not agree

Totally
disagree

In China three peoples have to
define a leader, otherwise the
things will not move.

1

2

3

4

5

Chinese firm is over sizing and
must change, I will support even
the company ask me to leave.

1

2

3

4

5

In China as a leader is not easy
job, he needs to be very
knowledgeable.

1

2

3

4

5

I thought something like WeChat
improved the communication
efficiency significantly, in this
case we may not need that much
middle level management in
future.

1

2

3

4

5

It won't be possible for Chinese
firm to get successful
globalization without learning the
western management method.

1

2

3

4

5

Part 6 Dimension of other factors impact on employee satisfaction

Employee satisfaction

21

22

23

Totally agree

Basically Agree

Not sure

Basically not agree

Totally
disagree

To find a good boss is much more
important to find a good
company.

1

2

3

4

5

If I did not feel happy on my job,
definitely I will quit my job.

1

2

3

4

5

My company organizes much
training for us, I feel it is very
helpful for my daily work.

1

2

3

4

5

210

24

25

I feel big pressure to join the
classmate's party, we are
comparing to each other. I will
have to work harder.

1

2

3

4

5

I think a good food service will
reduce the employee turnover
significantly.

1

2

3

4

5

Thank you again for the great support to fill the paper!
You can send the mail to MHD9999@163.com
Maxwell Miao
Jan 2015
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Annex II: DSM Jiangshan Organization Chart
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Senior Vice
President
Yuxiang MAO

Senior Vice
President
Qi WANG

Warehouse Dept.
Guoqiang LUO
Production Dept.
Weinan HOU

President
Qiang WANG

Workshop 203
Zengchang PEI

Internal Sales Dept.
Xun GONG

Workshop 204
Haiyan
QIAN

Supply Chain Dept..
Qi WANG

Workshop 205
Bin LU

Finance Dept.
Fei YAN
Adm. Dept.
Hua LIN

Assistant
President
Chuanlin XI

Senior Vice
President
Xiao WU

Vice President
Zhihong GAO

Vice President
Youfa WU

Workshop 202
Wei LU

VC Tech (CoE）
Yinzhen LIU

Marketing support Dept.
Yongfei HUANG
Senior Vice
President
Jun Qiu

Workshop 201
Hong Chen

Workshop 208
Wencan LU

Workshop 209
Guangyin Yu

Workshop 301
Yakun ZHAO

HR Dept.
Wenguang QIU
Labor Union
Xun YUAN

Power Workshop
Qingsong SONG

Utilities Engineering Dept.
Canfang ZHOU

Measure Monitor
Center
Zequn TAO

SHE Dept.
Yiping MA
Maintenance Dept.
Bangliang SHENG

Environment
Treatment
Workshop
Jianming ZHAN

Purchase Dept., DNP China
Sudong QIN
Assistant
President
Liang GE

Assistant
President
Bing ZHAO
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Quality. Dept..
GE Liang
Engineering Dept.
Canjun YANG
Technology Dept.
Huafeng ZHANG

Laboratory
Xiaoming NIE

Annex III: DSM standard site organization chart
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RESUME

Maxwell Miao is the site general manager in ZF-TRW since Jun 2015, who is
specialist in managing the fast growing business and leading the lean manufacturing.
Prior to ZF-TRW, I have spent 4 years (2011-2015) in Valeo Shenzhen electronic
business group as the senior general manager, and 5 years (2006-2011) in Autoliv
China inflator plant as the plant manager. Also I have spent 4 years in Alison Group as
the senior project manager, and 3 years in Jiangsu Jiangshang Pharmaceutical Co.
between 1997 and 2000.
With this very variance of working experience from different ownership of companies,
different original countries, different leadership types, I have accumulated lot of
experience in both multi-national company and local operations, this helped a lot to
understand cross culture management.

216

