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Affairs Bureau (Direcção dos Serviços para os Assuntos Laborais or DSAL) promotes vocational 
training among citizens and collaborates with other government departments in this endeavor. 
The DSAL also launched the “Internship Program in Mainland China for University Graduates” 
in 2009.  The program provides Macao graduates the experience of working in mainland 
companies for six to 12 months, hoping to improve their chances of landing better jobs in the 
workplace.  

The government has teamed up with the Macao Federation of Trade Unions on a program 
called “On-job Training and Employment Scheme” focusing on the unemployed.  The scheme is 
linked with enterprises in the hotel and restaurant industries and six gaming concessionaries who 
provide on-job training (OJT) for the non-skilled and hire directly those who are qualified.  

The government has also commissioned the services of Singapore's Civil Service College 
(CSC) to provide training services to Macau's Public Administration and Civil Service Bureau 
(SAFP) and assist the latter to establish a new Central Training. To date, CSC has trained more 
than 3,000 senior, middle and junior officers from Macau under the Executive Management 
Development (EMD) Programme for Directors and middle level managers, the Executive 
Management Skills (EMS) Programme for high potential junior officers and the Public Policy 
Development (PPD) Programme for senior officers within the Macao Civil Service. 

The Macao Productivity and Technology Transfer Center (Centro de Produtividade e 
Transferencia de Tecnologia de Macau or CPTTM ) was set up in 1996 to enhance the 
competitiveness and productivity of businesses. It has also played an active role in corporate 
training.  Moreover, CPTTM has initiated skill building courses for secondary and primary 
students to prepare them for future studies and jobs. 

There are more than 132 adult education providers in Macao offering various courses 
covering soft skills, technical skills, language proficiency and many others.  The University of 
Macau’s Center for Continuing Education (CCE), for instance, is dedicated to adult and lifelong 
education in the region.  It has organized more than 100 courses over the past five years attended 
by more than 9,000 people. The CCE has been strengthening its links with international and local 
professional organizations in order to address the T&D needs of Macao and provide relevant, 
world-class training programs.   

The Institute for Tourism Studies (IFT, 2009) is the region’s leading training provider for 
the hospitality and tourism industry. It is a public tertiary education institution established in 
1995 and funded by the government. It offers degree and diploma courses, various vocational 
training, and short courses on hospitality and catering, heritage and tourism, and foreign 
languages. More than 45,000 people have attended its continuing education courses over the past 
five years. IFT is also actively engaged in training and development partnerships with top hotels 
in Macao (MSS, 2010). In July 2010, IFT signed an 18-month culinary arts practicum program 
agreement with 11 hotels in Macao to attract young local students to be future chefs in Western 
food (Li, 2010).  

The Macao Polytechnic Institute (IPM, 2009), through its training arm -- the Centre of 
Continuing Education and Special Projects – organizes continuing and vocational training in 
different fields for both civil servants and the public.  Its programs on casino career, tourism and 
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hotel, and convention and exhibition are popular among residents. Language courses, public 
administration and business management also attract a good number of participants.  
 
Corporate HRD 
 

Companies in Macao face a shortage of qualified local human resources, government 
restriction on hiring foreign employees, and possible job cuts due to the economic downturn.  In 
this context, HRD plays a crucial role in helping companies derive better performance and 
productivity from employees, and retain the best talents. 

Traditionally, the major utility companies in Macao like the CEM (Companhia de 
Electricidade de Macau) electric company and Macao Water, and organizations like the  Banco 
Nacional Ultramarino (BNU), Air Macau, the CTM (Companhia de Telecomunicacoes de 
Macau) telecom company, and Lisboa Hotel were at the forefront of corporate training and 
development in the region. The entry of major foreign corporations in the hospitality and gaming 
industries over the past seven years have increased the both quantity and quality of T&D 
initiatives and activities in Macao (MSS 2010). T&D investment in customer service related 
programs have increased with more tourists expecting better service from hotels, restaurants, 
retail shops, and other businesses. 

Five-star hotels offer a wider range of T&D courses for their employees (MSS 2010). 
Venetian Macao Resort Hotel, MGM Grand Hotel, StarWorld Hotel, Wynn Macau, and Altira 
Macau are at the forefront of T&D activities. Customer service, job skills training, management 
and supervisory development, leadership skills, trainers’ training, language courses, and 
occupational health and safety are popular programs in these organizations. Growing cultural 
diversity in the workplace requires employees to acquire better relational and team building skills 
in order to ensure work harmony and collaborative performance.  Harmonious and familial 
workplaces contribute positively to organizational loyalty and employee retention. 

The localization of more job positions in the gaming and food and beverage industries has 
also increased the demand for training Macao residents. Hotel and gaming companies have been 
requested by the government to craft a promotion plan for local talents. Bigger companies in 
Macao have taken seriously their management training programs with the aim of preparing 
talented local residents to occupy managerial and senior positions in the organization (MSS 2010).  

Macao’s fledgling MICE (meetings, incentives, conventions, exhibitions) industry, which 
got a big boost with the opening of Venetian Macau’s 1.1 million square feet of convention space, 
foreshadow more T&D activities in the future.  A MICE training center would be needed to 
enhance the development of local talents with the appropriate knowledge, skills and attitudes.  
This will also facilitate Macao’s diversification process outside the gaming industry which will 
require a lot of qualified professionals. 
 
HRD Challenges in the Region 
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The European Commission’s 2010 report on Macau cites limited human resources as “a 
bottleneck to sustainable economic development” (EC, 2011). The lack of qualified manpower is 
a major concern among industries, especially in the gaming, hotel and service sectors (Kim-Ieng 
and Woo, 2010). High turnover rate, filling up vacant technical positions and retaining young 
staff members are among major concerns of the local market (MSS 2010). 

Hiring foreign workers are a good solution to Macao’s urgent manpower needs, especially 
in jobs disliked by the locals (Coutinho, 2011a; Kim-Ieng and Woo, 2010). Besides filling up 
unpreferred jobs, foreign workers also make up for technical expertise and experience needed in 
the industries (Siu, 2011; Leong, 2007). But residents are not too keen in having more foreign 
workers due to job concerns.  Moreover, the government is overly cautious in granting import 
labor quotas to companies. In this regard, more transparency and accountability are needed in the 
approval process of labor quotas (Coutinho, 2011a). 

A highly restrictive import labor policy is detrimental to Macao’s transition into a “world 
travel and leisure hub” and a world-class city (Yip & Lages, 2011).  Quality of services would 
stagnate, prices go up and the enclave’s image deteriorates (Yip & Lages, 2011). Despite 
government restrictions on the hiring of imported labor, industries will need to hire foreigners 
with the right experience and expertise in order to grow and survive (Shamadasani, 2008).  

The scarcity of manpower especially in the construction industry has driven some 
companies to hire illegal labor. Two main factors explain to this practice. One is that illegal 
workers cost cheaper than the locals. And companies are willing to take the risk of hiring them. 
Another factor is that illegal workers are desperate for jobs and are willing to do any type of work 
even in adverse conditions. Despite the government’s unrelenting campaign against hiring illegal 
workers, the practice continues especially with the resurgence of construction projects in the 
region. 

Retaining valuable talents has been a major challenge even among the bigger companies 
in Macau (Cou, 2012; Yu, 2012).  At times, it is not just a matter of keeping employees happy on 
the job but also reaching out to their families (Cou, 2012; Yu, 2012).  Moreover, executives have 
to devote more time communicating effectively with their frontline staff (Tam, 2012).  Having a 
good boss is critical to employee retention. 
 
Education Background of Local Labor 
 

In 2011, 65,800 people of Macao’s employed population had a primary education 
background or less, 182,400 had secondary education, while 79,400 had tertiary education 
(DSAL 2012).  Low education background limits the job possibilities and career mobility of 
people. Casino dealers, for instance, usually experience serious difficulties in finding jobs outside 
the industry. On the other hand, companies have little choice when hiring people for jobs 
mandated as for-residents-only.  Even some big companies accede to lowering job specification 
requirements to be able to fill up vacancies.  Small and medium enterprises (SMEs) are usually in 
the losing end because they count among the least-preferred employers for local employees. 
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Among the 8,700 jobless people in 2011, 7,200 had secondary education or less, while the 
rest had tertiary education (DSAL 2012).  During the same period, there were nearly 8,000 job 
vacancies in various industries – wholesale and retail trade had 4,137; the gaming industry had 
2,274; transport storage and communications, 666; investigation and security services, 838. The 
local workers were either unwilling to take available jobs or they did not have the training and 
experience to fill up the vacant positions (Trigger, 2010). 
 
Research Objectives and Methodology 
 

This exploratory study examines the current status of HRD in Macao, and relevant public 
policy and strategies in the region. Employing the SWOT analysis, it determines the key areas of 
improvement of HRD in Macao in order to effectively address persistent human resource 
problems and harness opportunities for development.  The research addressed the following 
questions: 

1) What are the HRD challenges and problems faced by the region? 
2) What policy reforms and HRD strategies should be adopted by the Macao government in 

order to effectively address present human resource problems? 
Invitations for research interview were sent to various stakeholders including HR executives, 
legislators, academics, professional and labor association officers. Primary data were gathered 
from those who agreed to be interviewed. Semi-structured interview questions were developed 
with the aid of relevant HRD literature.    The questions were designed to elicit the interviewees’ 
expert opinion on the research theme. The respondents were also given the opportunity to discuss 
issues not addressed by the questions, but relevant to the research.  Interview transcripts were 
analyzed, noting the concurrence and divergence of opinions among the various experts as 
regards the strengths, weaknesses, opportunities and threats of HRD in Macao.  Secondary data 
from published reports and related literature were also used to corroborate research findings. 
Lastly, HRD policies and strategies for Macao are proposed to conclude the study. 
 

SWOT ANALYSIS 
 
Strengths 
 

Macao has the Chinese central government’s approval to retain gaming in the enclave, 
ensuring hefty revenues from gaming taxes and, thus, adequate resources for education and HRD 
in the region. Educational funds and subsidies for residents are available, although public 
expenditure for education is still less than 3 percent of GDP (OECD, 2012). Big businesses, such 
as hotels and casinos, also have considerable resources and various training and development 
programs for employees (Carreiro, 2012; Cou, 2012; Yu, 2012). 

Last year, the government launched a three-year continuing education program estimated 
to cost 500 million patacas, offering each resident aged at least 15 a course enrolment subsidy of 
up to 5,000 patacas (USD 625). Government financial support is also given to continuing 
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professional education providers, who in turn offer subsidies or tuition fee rebates to residents 
completing various training and development programs (Lei, 2011).  

Local labor’s strength includes their familiarity with the environment and culture of 
Macao, minimizing the problems related to social and work adjustment (Carreiro, 2012; Cou, 
2012; Yu, 2012; Lei, 2011; Siu, 2011). They also enjoy more flexibility in terms of job mobility 
(Pun, 2011).  Moreover, the younger population has a relatively higher educational attainment 
and better skills compared to older generations (Ng, 2011). 
 
Weaknesses 
 

Macao’s rapid economic growth over the past decade, given its limited human resources, 
has put big and small companies in a difficult situation.  The region’s labor policies and human 
resource plan have been inadequate in responding to the needs of business.  The labor market has 
been very tight especially with the expansion of the services sector, constraining sustainable 
economic development in the region (EC, 2011).  The lack of executive, managerial and technical 
talents and the restrictions on hiring foreign workers have beleaguered many employers 
especially in the gaming and hospitality industries (Tam, 2012; Yu, 2012; Coutinho, 2011). In the 
accounting field there is an urgent need for managerial talents (Lok, 2012). But potential 
candidates for certain positions lack the relevant experience, training, and at times the inclination 
to work in a very demanding profession (Chan & Cheong, 2012).  Even some higher education 
institutions face difficulties in attracting top international talents due to less competitive 
compensation packages and statutory restrictions on employment contracts (Lei, 2012). 

The tight labor market coupled the government’s restrictive policy on hiring foreign labor 
usually breeds a vicious cycle where a horde of casino or hotel employees resign from their 
current employer to join a newly-opened business (Tam, 2012). The ease that residents have in 
shifting jobs makes organizational commitment and job specialization difficult to grow. This 
condition usually leads to higher recruitment and training costs and a drop in the service quality.  
Small and medium enterprises in the service industry are usually on the losing end as they are 
faced with the problem of retaining talents and recruiting local staff members (Chan & Cheong, 
2012). 

Macao’s policy on human resources has been unable to address effectively and decisively 
chronic labor problems, especially skills shortages (Morrison, 2011). “Labor law seems to 
undermine large industries and construction businesses; [there is] lack of transparency and 
comprehensibility in the rules governing non-local hiring” (Morrison, 2011: 57).  The 
government does not have a long-term HR plan and adequate strategies to promote HRD in the 
region (Siu, 2011).  The government needs greater efficiency in addressing human resource 
issues in the region (Lei, 2012).  For instance, the guidelines regarding the quota of imported 
labor for various industries are unclear (Lei, 2011).  The Macao government established the 
Human Resources Office to deal with requests for imported labor but it was not able to engage in 
serious research about HR issues in the region (Ng, 2011). Moreover, lifelong learning among the 
residents has not been effectively implemented. 
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The need for imported labor is especially urgent in the hotel, food & beverage and 
transport industries (Yip & Lages, 2011). One hospitality industry expert avers: “Since there are 
not enough qualified residents to fill vacancies and importing labour is hard, hotel employees 
have become a commodity.  They are no longer regarded as qualified workers with a career ahead 
of them” (Cavaliere, 2011).  Continuous restrictions on hiring of talented foreign workers will 
hurt Macao’s image as a world-class city (Yip and Lages, 2011) and impede its transformation 
into a world tourism and leisure center. Also part of the difficulty in hiring foreign workers is the 
long processing time of applications for imported labor by the government (Chang & Cheong, 
2012).  By the time a foreign employee begins his first day on the job, at least four months would 
have transpired since the application’s submission. 

Deficient quality and quantity of local human resources often vex many organizations 
(Coutinho, 2011a ; Lei, 2011; Pun, 2011; Siu, 2011; Yip & Lages, 2011).  The stability of 
business operations and quality of services are adversely affected especially when employees 
leave in hordes for newly opened properties. 

Issues regarding the quality of local employees are often traced to the region’s educational 
system (Coutinho, 2011a).  Critical thinking and language skills, for instance, are not adequately 
learned in the schools (Coutinho, 2011a).  Moreover, a good number local appear to be less 
competitive because they are more passive, conservative, and parochial in their viewpoint (Fong, 
2011).  There is also the school dropout problem which has to be addressed more firmly 
(Morrison, 2011a).  Related to matters concerning Macao’s youth, a local professional 
commented: “I think that contemporary young generation doesn’t have a strong mental quality 
and determination to struggle for their life because of the stable and comfortable life style and 
status in Macau. While the economic environment is stable, they are not able to conquer failures. 
They prefer a comfortable and easy life to live instead of struggling hard” (Luk, 2102). Moreover, 
younger employees who just focus on earning money miss the long-term need for continuing 
personal and professional development (Cavaliere, 2011). 

Despite the government’s policy to alleviate manpower needs of SMEs, they continue to 
experience serious human resource challenges and cannot compete with the gaming companies in 
hiring professionals (Coutinho, 2011a; Lok, 2012; Tam, 2012). One legislator puts it this way: “If 
there is no change to the existing situation, then eventually there will only be two employers in 
Macau - the government and the gaming companies, and also those companies that are related 
and dependent on the gaming industry.” (Coutinho, 2011a).  

Lastly, the region also faces the issues of an aging population and low fertility rate (1.1 
births per woman in 2010) which will have debilitating effects on future labor supply. 
 
Opportunities  
 

The Closer Economic Partnership Arrangement (CEPA) between the Macao government 
and the mainland Chinese central government grants the former preferential access to the Chinese 
market, fostering trade and investment in both sides.  Macao’s economic integration with China 
will intensify through the closer links in trade and economic cooperation with the governments of 
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Zhuhai municipality and the Guangdong province (EC, 2011). For competitive Macao SMEs, this 
is an opportunity to grow their business and profits, enabling them to hire talented employees and 
invest in HRD.  

Macao’s inclusion as a potential location for international conventions and exhibitions 
among various trades continues to drive it toward internationalization.  This diversification offers 
more job options for the local population (Lei, 2011; Pun, 2011).  It also provides motives for 
more private investment in HRD. 

Alongside Macao’s development as a global tourism and leisure destination, its progress 
as a haven for shopping and family entertainment will draw more diverse tourists (Yip & Lages, 
2011).  This will spur the need for better customer service and, thus, enhanced training and 
development for the local workforce. Frederick Yip, head of the Retailers and Tourism Services 
Association of Macao states: “We need to focus on families that are coming to Macau and take 
advantage of that to diversify our tourism sector. We need to become a big entertainment centre. 
We must consider that there are other exciting destinations in Asia that are offering the same as 
Macau, like Singapore…. So we have to put more efforts to further develop Macau as a global 
tourism centre.” (Yip & Lages, 2011). 

The presence of foreign workers in various industries provides opportunities for the 
transfer of learning among residents who can gain knowledge and expertise from the foreigners 
(Pun, 2011). Mentoring programs can be carefully designed in companies in order to facilitate 
and ensure knowledge transfer. 

 
Threats 
 

The opening of new properties in Macao’s gaming, hospitality and food & beverage 
(F&B) industries means potentially losing valuable talents to new businesses (Cou, 2012; Tam, 
2012; Yu, 2012). This situation usually translates to additional work and costs to recruitment, 
training and development among affected companies.  With restrictions to hiring foreign workers, 
labor demand for new facilities is filled by attracting those already employed through better 
salaries and benefits.  This pushes labor costs upward, severely affecting the SME employers’ 
effort to attract better talents. 

The growing presence of foreign workers with higher educational attainment and better 
collective experience in the gaming and hospitality industries are also seen as a threat by Macao 
residents (Siu, 2011).  This feeling will remain for as long as residents fail to take charge of their 
own personal growth and development and rely continually on government support and 
protection.  Residents may also miss the opportunities for growth when they come and, thus, fail 
to improve and broaden their horizons (Fong, 2011). 

China’s recent five-year plan (2011-2015) includes the drive to increase minimum wages 
by 13 percent and household incomes by about 7 percent in an effort to improve social inequality 
(Li & Woetzel, 2011).  This means some mainland workers would decide working in their 
provinces rather than finding jobs in Macao. The region’s neighbor, Guangdong province, has 
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already been experiencing labor shortages. Thus, Macao needs to relax quotas for qualified 
workers from other regions in order to fill chronic job vacancies. 
 

DISCUSSION AND RECOMMENDATIONS 
 

The government needs a five-year and ten-year HRD plan, similar to the Tourism Master 
Plan proposed by the Pacific Asia Travel Association (Segui, 2012), which will support the 
region’s vision as a world tourism and leisure center. Such plan should solicit inputs from the 
residents, the business sector, labor associations, the academe, non- government organizations 
and other stakeholders in society.  It should address the quality and quantity of human resources 
needed by the region, the standardization and quality of education, jobs and careers for people, 
and the quality of life of families in the region. Moreover, the support and services of trade and 
professional associations, and bigger corporations should be engaged in enhancing the skills and 
expertise of residents through structured and long-term training and development and career 
development. 

The government should give top priority to developing human resources in Macao and 
attract locals to work in crucial professions such us nursing and social work (Pun, 2011).  A 
recent Pacific Asia Travel Association (PATA) report on Macao also recommended a “migration 
policy for skilled workers” and “developing capacities working with local universities” towards a 
comprehensive “workforce development strategy” (Segui, 2012: 6). A steady supply of well-
trained locals is crucial to the sustainable development of Macao.  Thus, there is need for long-
term HRD strategy which includes continuing professional education (Tam, 2012; Lages, 2010). 
A Macao-based educationist suggests that, “Macau needs sustained investment in training, 
education and lifelong learning at all levels and fields, the incubation of creativity, research and 
development laboratories for business and enterprise, and business parks that will attract and 
serve business development. Macau must cultivate high-level expertise in business and 
management, and solve persistent problems with labour and related legislation.”  (Morrison, 2011: 
57) 

Macao’s current policy on imported labor dissatisfies both employers and labor 
associations.  Employers consider it very restrictive and labor groups consider it loose.  Labor 
groups are firm on maintaining a zero non-local workers for certain jobs such as casino dealers 
(Lei, 2011). Moreover, they demand a more transparent procedure to determine which industries 
can import labor, what ratio they should adopt between local and imported workers, and how 
soon foreigners should leave when their contracts expire (Lei, 2011). They are also wary about 
the presence of illegal labor.  Likewise, they want more government support in enhancing the 
potentials and the quality of local labor, and providing them career planning and development 
(Lei, 2011).  

On the other hand, a Macao-legislator proffers a more open view toward foreign workers.  
He suggests that the government should “create more dynamic and flexible immigration and 
labour systems, whereby companies would be allowed to import foreign workers provided that 
they also train local staff” (Coutinho, 2011: 32).  Government should “loosen restrictions on 
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foreign recruitment, while maximizing the opportunities for training of local workers” (Coutinho, 
2011: 32).  

An academic recommends that “the city must create more high-grade employment 
opportunities and diversify the economy much more, so that the highly qualified can find 
employment that matches their qualifications.” He says “the city also needs to expand and 
diversify higher education to serve a diversified economy, and to give high-level employment 
training,” (Morrison, 2012: 105). 
 
Educational Reforms 
 

Macao’s human resource predicament is partly explained by the absence of a standard 
system for primary and secondary education (Vong and Leitao, 2012; Siu, 2011).  The quality of 
education could be compromised in the absence of measurable standards and students are not 
adequately prepared for the rigor of tertiary education and possibly their future jobs.  Educational 
reforms should strategically support the government’s vision for its citizens and its own goal as 
world tourism and leisure center.  Moreover, judicious investment in teacher training and student 
scholarships should be increased besides the additional infrastructure that will facilitate the 
environment of higher learning (Ng, 2011). 

The hospitality courses offered by local universities have to be reviewed and configured 
to match industry standards.  In this regard, collaboration between the schools and industry will 
be very useful in providing courses, training and work experience needed to form graduates 
suited for the companies. Some of the institutions in Macao are already working toward this 
direction.  But even then, the number of graduates in their programs still falls short of what the 
hotel, gaming and service industries demand.  Kim-Ieng and Woo (2009) recommend the 
enhancement of higher education hospitality programs in the region, a stronger drive to increase 
enrollment in the programs, and coordination among tourism and hospitality education providers.  
These strategies will especially contribute to the managerial development of local talents. 

Formal education and continuing education subsidies are available from the government.  
Instead of being a short-term intervention, this support should be studied carefully and designed 
as a long-term strategy aligned to a sound HRD vision for the region.  Moreover, the government 
should increase its sponsorship of college students from its current level of 40 percent of the 
number of students. (Fong, 2011) 
 
Suggested Policy Reforms and HRD Strategies 
 

In order to provide the local employed population with better and suitable qualifications, 
the Macao government should invest more in upgrading the service of higher education institutes 
(HEIs) of the region. Government support for HEIs was announced recently by the chief 
executive (MDT 2010).  By providing more resources and funds to these institutes, they can hire 
more qualified teaching staff and offer more programs and courses that are suitable to needs of 
industry and the labor market.  Moreover, centers of excellence on specific fields or 
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specializations should be established in these institutes in order to give more focus and 
consolidate resources for effective HRD programs in the region.  One good example that needs 
urgent attention is the setting up of a school or institute focusing on the training and development 
of current and future professionals in the MICE industry of the region. 

The government should continue to be open to offering residency to highly qualified and 
needed foreigners who are willing to contribute to the development of Macao. The expertise of 
these foreigners should be tapped in transferring their knowledge and skills to Macao residents 
who are working in related fields.  Moreover, the government should also consider giving priority 
for residency to highly qualified graduates of Macao’s higher education institutions who come 
from mainland China and other countries.  

Also, the Macao government can try to attract overseas graduates who are local residents, 
or provide more subsidies to local secondary students to encourage them to obtain qualifications 
required by the labor market overseas and then return to work in Macao. Very attractive 
incentives should be given to those who have acquired excellent work experience abroad for them 
to decide to settle back in Macao. This measure can help to increase the number of highly 
qualified local professionals. 

The government has to promote the courses and job trainings that it offers to residents to 
encourage continuing professional development and lifelong learning. Also, the government can 
make these courses more attractive by providing more subsidies to workers who have completed 
their training programs. In addition, it can offer more opportunities for paid internships among 
residents who are fresh university graduates. All the above can help to improve the 
competitiveness of local labor by increasing their qualifications. 

The government should work hard to eliminate any illegal labor. Through giving sudden 
checks to construction sites or other working places, and to impose harsh punishments on the use 
of illegal labor, the amount of illegal workers can be greatly reduced.  

There is one more strategy to solve the HRD challenges which is already in place – 
limiting the quota for imported labor. However, this should be used as the last resort and applied 
judiciously as Macao nowadays really lacks professionals in many fields. What the government 
can do is to help the companies to look for local professionals, and only when none can be found, 
then it can approve the employment of imported labor.  In this regard, companies should find 
adequate support in the government and not a stumbling block to their growth and development. 

Macao cannot depend on the gaming industry forever. The gaming industry nowadays in 
Macao relies very much on gamblers from mainland China. But it is not guaranteed that the 
central government will not further constrict or tighten the number of mainlanders that enter 
Macao. Macao should attract tourists who would be interested in its heritage. In order to do this, 
Macao should become more diversified and develop more family-friendly leisure facilities. Since 
Macao has a special history background consisting both Chinese and Western cultures and there 
are many valuable world heritage sites, the government should see it as an advantage to develop 
ancillary industries. The government should make use of this golden chance to develop special 
attractions to increase its competitiveness. Or else Macao may be overshadowed by its neighbors 
such as Singapore and Taiwan, as they are also developing their gaming industries. 
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CONCLUSION 

 
The rapid growth of Macao given an inadequate local workforce underscores the urgent 

need for HRD as a regional strategy.  HRD in the region is at its growth stage, driven by current 
manpower demands, and short and medium-term training needs. The region’s highly restrictive 
labor migration policy has adversely affected the growth of SMEs and big businesses, hampered 
the quality of services and forced some businesses to resort to illegal workers.  It is time to adopt 
a less restrictive labor policy and a more long-term HRD strategy to develop local talents and 
harness the strengths of foreign labor. 

HRD’s trajectory in Macao has been both encouraged and hampered by an economy that 
is overly dependent on the gaming industry. The presence of more multinational companies in the 
region has given a big boost to HRD in the private sector. They are also in a better position to 
provide a definite career path for their employees and not just jobs for long-term employment. 
The next five years should see more HRD programs for small and medium-size businesses and 
non-gaming companies. This would need support and guidance from the government, as well as 
expertise from the bigger companies in the private sector. 

The government needs to adopt an integrated HRD policy and strategy that would 
effectively address the HRD needs of local human resources, identify and promote effective 
training interventions, and provide better job opportunities for locals. The quality of government-
sponsored or initiated training programs should also be enhanced by ensuring that program 
design and implementation match the expectations of potential employers. Moreover, greater 
attention should be given to empowering the unskilled segment of the employed population. 
While providing more jobs to local residents is a meritorious goal, people, nonetheless, have to 
be equipped with the requisite knowledge, skills and attitudes in order to work productively. 

Best HRD practices among the multinational companies in Macao should be shared to 
local companies. This may be done by tapping HRD professionals from these foreign companies 
as resource persons for public or in-house training programs.  Moreover, setting up an association 
of HRD professionals in the region could facilitate the exchange of experiences and foster 
professional development among HRD practitioners. An HRD academy for public servants will 
also be strategically useful in upgrading and enhancing civil service expertise. 

Serious attempts to diversify into the MICE (meetings, incentives, conventions and 
exhibitions) sector have opened more possibilities for the HRD profession. Existing tie-ups 
between companies and the academe, such as IFT, to train and develop MICE professionals are 
highly commendable. MICE professionals in Macao definitely need continuing professional 
development (He, 2010) in order to grow their profession and careers. 

Better coordination and synergy must also be formed among the existing centers of 
continuing education.  Identifying centers of excellence for public training programs and more 
government funding could further enhance the growth and effectiveness of HRD in the region. 
Lastly, companies especially the SMEs should be encouraged to invest more in their people by 
giving them appropriate government incentives that could facilitate this endeavor. 



 

231 
 

 
REFERENCES 

 
Carreiro, E. (2012).  Interview with Ms. Elsa Carreiro (Recruitment Manager of Grand Lisboa 

Hotel & Casino), March 14.  
Cavaliere, G. (2011). To young hospitality worker. Macau Business, June: 112. 
Chan, C. & Cheong, C. (2012). Interview with Mr. Chan Chak Mo (Managing Director, Future 

Bright Holdings Ltd.) and Ms. Cristine Cheong (Director of Human Resources, Future 
Bright Holdings Ltd.), August 7. 

Cou, F. (2012). Interview with Ms. Fatima Cou (Director, Staffing, MGM Macau), February 22. 
Coutinho, J.P. (2011). Great Expectations. Macau Business, May: 32. 
Coutinho, J.P. (2011a). Interview with Macao Legislator José Maria Pereira Coutinho, September 

12. 
EC (European Commission) (2011). Macao Special Administrative Region: Annual Report 2010.  

http://eeas.europa.eu/macao/docs/com_205_11_en.pdf.  Accessed 29 July 2011. 
Fong, D. (2011). Interview with Dr. Davis Fong (Director of the Institute for the Study of 

Commercial Gaming, University of Macau) on 19 August 2011. 
Gilley, J., Eggland, S., & Gilley, A. (2002). Principles of Human Resource Development. 2e. 

New York: Basic Books. 
Institute for Tourism Studies (IFT) (2009). Website: 

http://www.ift.edu.mo/en/Home/Default.aspx 
Kuan, V.M. (2011).  Interview with Mr. Victor Manuel Kuan, Director General of CPTTM, 

October 18. 
Lages, A. (2010). Fanny Vong, president of IFT: ‘Local residents have to work harder’. 

Macau Daily Times. t http://www.macaudailytimes.com.mo/macau/14504-Fanny-Vong-
president-IFT-Local-residents-have-work-harder.html.  Accessed 15 July 2010. 

Lee, M. (2007). Human resource development from a holistic perspective. Advances in 
Developing Human Resources, 9(1): 97-110. 

Lei, E. (2011). Interview with Ella Lei (Vice-Chairperson, Macau Federation of Trade 
Unions)  on 24 June 2011. 

Lei, H. (2012).  Interview with Prof. Lei Heong Iok (President of Macao Polytechnic Institute), 
July 19. 

Leong, A, (2007). Macau MICE Tourism with a Closer Review of the Las Vegas and Atlantic 
City Experiences.” Journal of Macau University Science and Technology, 1(2): 55-70. 

Li, G. and Woetzel, J. (2011). “What China’s Five-year Plan Means for Business”. McKinsey 
Quarterly, July: 1-6. 

Lim-Ieng, L. and Woo, G. (2010). “Macao’s Casino Industry: Reinventing Las Vegas in Asia.” 
Cornell Hospitality Quarterly. 51. (2). 268-283. 

Lok, S. (2012). Interview with Ms. Stella Lok (President, Macau Society of Registered 
Accountants) on March 17. 



 

232 
 

Luk, A. (2012). Interview with Ms. Alice Luk (Founder & Chairperson, Macau Society of 
Registered Accountants) on March 17. 

Low, L. (1998). Human resource development in the Asia-Pacific.  Asian-Pacific Economic 
Literature, 12(1): 27-40. 

Macao Economic Services (DSE) (2007). Website: 
http://www.economia.gov.mo/web/DSE/public?_nfpb=true&_pageLabel=Bk_SME&locale=
en_US 

Macao Labor Affairs Bureau (DSAL) (2012). Website: http://www.dsal.gov.mo/english/tel.htm 
Macao Polytechnic Institute (IPM) (2009).  Website: http://www.ipm.edu.mo/cfcpe/ 
Macao Statistics and Census Bureau (DSEC) (2010). Website: 

http://www.dsec.gov.mo/Home.aspx?lang=en-US 
Macao Statistics and Census Bureau (DSEC) (2011).  Survey of Manpower Needs and Wages, 

Available at: http://www.dsec.gov.mo/getAttachment/3e65f69e-bf1f-41c5-9de5-
8fca14608fa4/E_NECI_FR_2011_Q1.aspx (Accessed on July 28, 2011) 

McLean, G.N. (2004).  National human resource development: What in the world is it?  Advances 
in Developing Human Resources, 6(3): 269-275. 

Macau Daily Times (MDT) (2010). Continuing education to get more support. 
http://www.macaudailytimes.com.mo/macau/15082-Continuing-education-get-more-
support.html.  Accessed on 31 July 2010. 

Macau Business (MB) (2010). Good news, bad news. Macau Business, June: 37. 
Morrison, K. (2012). Feed the mind, mind the belly. Macau Business, June: 104-105. 
Morrison, K. (2011). Macau’s signature dish. Macau Business, May: 57. 
Morrison, K. (2011a). Zombie sex stereotypes. Macau Business, June: 31. 
Morrison, K. (2010). The frog economy. Macau Business, June: 32. 
MSS Recruitment (2010). Macau Job Marker 2010: Leading employers talk about opportunities 

in their companies.  Macau: MSS Recruitment. 
Macao Social Welfare Bureau (MSWB) (2008). Practical Tips for Living in Macao. 
Macao Yearbook (MY) (2009). Government Information Bureau of the Macao Special 

Administrative Region. 
Ng, K.C. (2011).  Interview with Macao Legislator Ng Kuok Cheong, August 23. 
Organization for Economic Cooperation and Development (OECD) (2012).  Society at a Glance - 

Asia/Pacific Edition 2011. 
http://www.oecd.org/document/2/0,3746,en_2649_201185_49233154_1_1_1_1,00
.html. Accessed 14 June 2012. 

Pun, P. (2011).  Interview with Mr. Paul Pun (President, Caritas) July 11. 
Rangel, E. (2004).  Policies for employment and higher education in Mexico: An approach to 

human resource development as policy. Advances in Developing Human Resources, 6(3), 
374-381. 

Segui, V. (2012). Report argues for a ‘Tourism Master Plan’ in order to make ‘Macau accessible 
to the world’. Macau Daily Times. June 20: 6. 



 

233 
 

Shamadasani, A. (2008). When the Chips are Down.  Macau Today. Hong Kong: SCMP. October 
30:  6-10. 

Siu, R. (2011).  Interview with Prof. Ricardo Siu (Associate Professor in Economics), August 31. 
Swanson, R. & Holton, E. (2009). Foundations of Human Resource Development. 2e. San 

Francisco: Berrett-Koehler. 
Tam, S. (2012).  Interview with Ms. Shirley Tam (Assistant Vice President, Casino Marketing, 

Galaxy Macau), February 24. 
Taylor, R. (2005).  “China’s Human Resource Management Strategies: The Role of Enterprise 

and Government.” Asian Business and Management, (4), 5-21. 
Trigger, R. (2010). “Imported labor law ‘could hurt SMEs’”. The Macau Post Daily. June 25: 2. 
UNESCO (2008). Higher Education in Macau: Country Report to UNCESCO. 
University of Macau (UM) (2009). Website: http://www.umac.mo/ 
Vong, T. and Leitao, L. (2012). Education’s ‘cruel reality’. MBusiness Daily, 18 June: 4-5. 
Yang, B., Zhang, D., & Zhang, M. (2004). National human resource development in the People’s 

Republic of China. Advances in Developing Human Resources, 6(3): 297-306. 
Yip, F. and Lages, A. (2011). Several industries are lacking labour force. Interview with Mr. 

Frederick Yip, president of the Executive Committee of the Association of Retailers and 
Tourism Services. Macau Daily Times. October 10: 2-3. 

Yu, W. (2012). Interview with Ms. Wendy Yu (Vice President, Strategic Planning, MGM Macau), 
February 22. 

 
 
 
 

  



 

234 
 

DEVELOPMENT OF INTERCULTURAL SKILLS IN WORKERS 
INVOLVED IN TECHNOLOGY TRANSFER TEAMS 

 
Omar Salgado 

EGADE Business School, Tecnológico de Monterrey; 
Jose Carlos Ramírez-Sanchez 

Volkswagen de Mexico 
Jerry Banks,  Engineering School, Tecnológico de Monterrey 

Yongjiang, Shi and Helen, Zhang 
Institute for Manufacturing, University of Cambridge 

ABSTRACT 

The speed of changes in the global business environment has pushed European 
multinationals to employ staff from its foreign subsidiaries, to take over some 
corporate activities in a third country. This is the case with Latin American 
executives working in China, that face not only the culture shock, but are immersed 
in a complex chain of command between headquarters, subsidiary and host market. 
This article is part of a wider research on decoding the business environment in 
China for Latin American executives, based on three areas: communication patterns, 
negotiation patterns and cultural/interpersonal development. A pilot sample was 
built of Mexican executives that currently manage business in China, and it offers 
initial assumptions of the study about leadership values such as in-group 
collectivism, future orientation and power distance. Interviewees also provided 
insights about differences in working conditions between Mexico & China, the way 
managers either overcome or fought such difference and the changes that executives 
would like to see in the Chinese business environment in order to facilitate the 
adaptation of expatriates from Latin America. 

Keywords: international business communication, corporate communication, expatriate 
communication, subsidiary coordination and control 

INTRODUCTION 

The speed of changes in the global business environment has pushed European multinationals to 
employ staff, from its foreign subsidiaries, to take over some corporate activities in a third 
country. This is specially the case of German manufacturers such as VW that after the most 
recent 2008 crisis, the company has started to rely on human resources throughout the corporate 
network and not only from the ones centralized in its home county. This phenomenon is caused 
mainly by two factors; on the one hand, the steady growth of the Chinese automobile market 
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(Automotive News, 2010) (Automotive News, 2010), (Automotive News, 2012) in which VW 
operates based on ‘parallel organizational hierarchies’, demands expatriates to share the control 
of company’s activities in China with Chinese business partners; and on the other, the company 
experienced an increase in demand in Europe (Automotive News, 2012) which hardened the 
availability of executives. The company made its way out of this problem by setting up an 
internationalization strategy for its executives worldwide following four principles: (1) designing 
formal processes for talent scout worldwide, (2) build a pool of internationally trained executives 
with an international career plan, (3) building a chain of mentors that helps to develop 
international managers, (4) setting up a formal plan of successors. This article is part of a wider 
research which aims to decode the business environment in China based on three areas: 
communication patterns, negotiation patterns and cultural/interpersonal development. The article 
reports on a pilot sample of Mexican executives that are currently managing operations in China; 
the sample aims to explore research tools for the wider sample, but it also provides peculiar 
insights about differences in working conditions between Mexico & China, the way managers 
either overcome or fought such difference and the changes that executives would like to see in the 
Chinese business environment in order to facilitate the adaptation of expatriates from Latin 
America. 

The Complexity of the phenomenon 

The traditional approach towards foreign markets is via a central planning trough in which 
subsidiaries ‘replicate the corporate knowledge that has been proven successful in the home 
market’ (Birkinshaw, 1996). No adaptation is pursued unless local conditions endanger the 
feasibility of the venture. If it does, then Multinational Enterprises (MNE) looks for achieving a 
local responsiveness but making the most of the global coordination efficiency in terms of 
standardization (Bartlett & Ghoshal, 2001). 

The above paragraph exemplifies much of the phenomenon that has been explained in the 
introduction. VW entered the Chinese market, by playing a specific role of technology provider 
for the strategic alliance it makes with Chinese manufacturers; whereas, Chinese partners deal 
mainly with the adaptation of the VW’s corporate knowledge to the local conditions. The 
adaptation involves several issues such as local market and human resources development. In 
consequence, two parallel organizational structures have been built in most of the executive 
positions. Thereby, VW´s expatriates have a Chinese partner with the same hierarchy level, 
degree of responsibilities and authority.  All decisions to be made either at operational or strategic 
level need to be communicated and negotiated. This scenario becomes significantly complex if 
the players are considered as follows: (1) VW’s HQ in Germany dictates product mandates to be 
developed; (2) VW’s subsidiary in China replicates given mandates; (3) Chinese partners adapt 
product mandates and absorb technology and knowledge. Issues such as: what to adapt and how 
to adapt it becomes a regular game of communication and negotiation processes. At the end of 
the day, two general goals have to be accomplished: (1) Ensure that products are built according 
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to technological specifications and quality standards; (2) achieve efficiencies based on local 
resources. 

The above explanation describes the phenomenon along ‘company’ as the unit of analysis; 
however, this articles aims to describe how this phenomenon increases in complexity if it is 
analyzed along ‘individuals’ as the unit of analysis. The increment in complexity comes from 
cultural perceptions and attitudes that individuals may follow during the communication and 
negotiation processes. Consequently, VW sends expatriates to China expecting that they are able 
to transfer technology, know-how, product and process compliance and project management 
techniques.  A  Chinese counterpart expects that expatriates are fully aware of what corporations 
negotiated and that they are capable to transfer the corporate knowledge.  Hence, expatriates 
expect that Chinese partners agreed with what the corporation negotiated and that they are 
receptive and eager to adopt corporate practices. Until now, the increment in complexity comes 
from two sources: (1) the inclusion of the word ‘expect’ brings to the discussion individuals’ 
perception of the reality, (2) expatriates and Chinese individual’s activities are never what 
corporations negotiated or what corporate knowledge is but, a ‘proxy’ for  reality.  

Finally, the complexity increases even further due to the fact that individuals’ perceptions 
are significantly based on cultural values. Therefore, VW pulls executives from its foreign 
subsidiaries according to the internationalization plan explained earlier in this article. In 
consequence, HQ expects that the expatriate from a 3rd country is not only capable to replicate the 
corporate knowledge but also, he/she has the needed networking in Headquarters (HQ). Figure 1 
shows the complexity of the phenomenon along a three axis chart.  The ‘y’ axis exemplifies the 
unit of analysis in which the low-end refers to individuals and the high-end to companies.  The ‘x’ 
axis shows the corporate hierarchy position on which the left side stands for subsidiary and right 
side for HQ.  Lastly, the ‘z’ axis refers to the position in the corporate network which just stands 
for peers such as: other plants, sales representatives, etc. There are three proxies in the system: 
(1) German expats performance for ‘corporate knowledge’, (2) Chinese managers’ performance 
for ‘compliances with agreements’. (3) Mexican expats’ performance for ‘emulating HQ-from 
expats’. Individual performance is the generic proxy which is shaped by communications, 
negotiations, perceptions and attitudes. Finally, the focus of this article represented by a two-
dimension triangle: German expats, Chinese Managers and Mexican expats. 
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Figure 1: Complexity of the phenomenon 

 

RELATED LITERATURE 

Communication within the organizational context can be divided into three categories: (1) 
communication within organizations, (2) communication between organizations of the same 
species, and (3) communication between organizations of competing species (Vincent-Wayne & 
Jackson, 2006). In the complexity of multinational corporations (MNC), it would be possible to 
find all previously mentioned communication categories within the same corporation; mainly 
with respect to the strategic posture that MNC can adopt. Different strategic postures are 
identified.  Ethnocentric posture regards with ‘value homogeneity’ among groups (Luo & 
Shenkar, 2006).Polycentric posture emphasizes the local adaptation especially when HQ has 
limited control from the headquarters (van den Born & Peltokorpi, 2010).  And, Geocentric 
postures which denote that the corporation’s search for resources within a global scale 
(Perlmutter, 1969) regardless to either home or host emphasis. The adoption of a particular 
language within the organizational context denotes a specific strategic posture, an organizational 
identity (Borgerson, Schroeder, Escudero-Magnusson, & Magnusson, 2009) and a particular 
purpose such as: influencing inter-unit and intra-unit collaboration (Rogerson‐Revella, 2007), 
formal reporting (Fredriksson, Barner-Rasmussen, & Piekkari, 2006), and facilitate coordination 
and value creation (Luo & Shenkar, 2006). However the diversity of activities, roles and players 
involved in corporate networks tends to make difficult a tight alignment and language 
hybridization occurs (van den Born & Peltokorpi, 2010). Even though  the adoption of a 
particular language may have implications on MNC formal communication structures, it has been 
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reported that interpersonal networking makes a larger contribution to communication 
performance (Ghoshal, Korine, & Szulanski, 1994), this finding put emphasis on how individuals 
make use of communication techniques and methods in order to impact positively on his/her own 
managerial performance. In consequence, the universe of languages to choose from and 
individuals’ expertise in a particular language, make a complex system of languages zones 
(Babcock & Du-Babcock, 2001). Expats usually switch from one language zone to another 
according to the specific situation and receiver. Furthermore, managers employ so called 
‘linchpins’ that are individuals with bilingual capabilities and comprehension of the local 
business environment. Linchpins assist expatriates during the communication process 
customizing both ways messages with the aim of improving and speeding up the communication 
(Du-Babcock & Babcock, 1996), (Babcock & Du-Babcock, 2001). Another important 
characteristic of international communication is the identification of ‘genre patters’ such as: 
professional, commercial and relational genre (Du-Babcock & Babcock, 2007); to which the level 
of proficiency and the importance of the comprehension of the message vary. Communication 
assertiveness has been claimed especially important within subsidiary – HQ context; 
miscommunication between expats and local managers leads to underperformance and an 
increasing anxiety in local managers that triggers conflict and cognitive distortion of the strategic 
intent (Harzing & Feely, 2008). Consequently, negotiation is another important capability within 
cross-border management context. Four dimensions have been identified for negotiation in an 
international context: (1) concept of negotiation which refers to a negotiators’ initial intentions 
such as win-win agreements; (2) most significant issue which refers to a particular emphasis 
negotiators put on the process, these are either task-related or relationship-based; (3) basis of trust 
which refers to whether or not negotiators rely on written or spoken plans; (4) form of agreement 
which refers to whether negotiators request explicit contracts or implicit agreements (Metcalf, 
Bird, Peterson, Shankarmahesh, & Lituchy, 2007).  

As mentioned previously, the phenomenon implies the perception and attitudes of 
individuals that are heavily influenced by their cultural values. In organizational studies, perhaps 
one of the most well-known works involving culture is the one developed by Geert Hofstede 
during the 1970’s (Hofstede G. , 1980). Hofstede defined four components of national cultures; 
power distance, individualism vs. collectivism, masculinity vs. femininity, and uncertainty 
avoidance with the intention of claiming that work-related values, beliefs, norms, and self-
descriptions vary from cultures. Definitions of the dimension are as follows (Minkov & Hofstede, 
2011): Power distance is a social inequality, including the relationship with authority; 
Individualism vs. collectivism is the relationship between the individual and the group; 
Masculinity vs. femininity is the social implications of having been born as a boy or a girl; 
Uncertainty avoidance are ways of dealing with uncertainty, relating to the control of aggression 
and the expression of emotions. In a later work, Hofstede included a fifth dimension: long vs. 
short term orientation (Hofstede G. , 1991) to address if the focus of people’s efforts is on the 
future, present or past. The implication of Hofstede’s research has brought a significant amount 
of related studies such as the GLOBE Project (Global Leadership and Organizational Behavior 
Effectiveness) in which it was introduced other dimensions as well as reframing Hofstede ones. 
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The GLOBE project introduced also the concept of practices and values to put emphasis in the 
difference between ‘what people experience’ and ‘what they should desire to experience’ (House 
R. , Hanges, Javidan, Dorfman, & Gupta, 2004). 
Therefore, cultural values would have potential implications in cross-border activities because on 
one hand, value chain signals would be under the interpretation of managers and on the other, 
managers would derive actions according to what they consider to be good for the specific 
location, situation and aligned to corporate norms. Finally, it is important to review on specific 
cultural values of Chinese individuals and five elements to understand the Chinese culture have 
been identified: (1) Chinese language which embodies Chinese philosophy and culture; (2) 
balancing opposites which imply the law of yin/yang, (3) Chinese connectedness refers to the 
belief that we are ‘born connected’ not ‘born equal’, (4) Midstream living which is the golden 
rule; (5) face which is more important than life itself  (Zhang & Baker, 2008). 

Table 1 shows a summary of the related literature based on topics derived from the 
description of the phenomenon. Strategic posture and organizational identity dimensions have 
been labeled because they are not related to ‘individuals’ as the unit of analysis. 

Table 1: Summary of the related literature 

Topics Literature Dimensions References 

Communication 

Language choice 

Communication types 
Language zones 
Genre patterns 
Linchpin 

 (Harzing & Feely, 
2008),  (Du-Babcock & 
Babcock, 2007),  (Du-
Babcock & Babcock, 
1996), (Babcock & Du-
Babcock, 2001), 
(Ghoshal, Korine, & 
Szulanski, 1994), 
(Vincent-Wayne & 
Jackson, 2006). 

Purpose 
Inter-unit and intra-unit collaboration 
Formal reporting 
Coordination and value creation 

Negotiation 

Concept Win-win agreements 
 (Metcalf, Bird, 
Peterson, 
Shankarmahesh, & 
Lituchy, 2007) 

Most important issue 
Task-related  
Relationship-based; 

Basis of trust Written or spoken plans 

Form of agreement 
Explicit contracts 
Implicit agreements 

Perceptions & 
attitudes 

Cultural values 

Power distance 
Individualism vs. collectivism  
Masculinity vs. femininity 
Uncertainty avoidance 
Short vs. long term orientation 

(Hofstede G. , 1991), 
(Minkov & Hofstede, 
2011), (Hofstede G. , 
1980) 

Leadership values 

Assertiveness 
Future Orientation 
Gender Egalitarianism 
Humane Orientation 
Institutional collectivism 
In-Group Collectivism 
Performance Orientation 
Power distance 
Uncertainty Avoidance 

 (House R. , Hanges, 
Javidan, Dorfman, & 
Gupta, 2004) 

Cultural values in Chinese language  (Zhang & Baker, 2008) 
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Chinese context Balancing opposites Chinese 
connectedness Midstream living  
Face 

 

RESEARCH DESIGN 

As mentioned before, this article is part of a wider research on decoding the Chinese business 

environment for Latin American executives and aims to explore research tools for the complete 

research study.  

  

Picture 2: Research structure 

  
Picture 2 shows the research structure of the project; the project is divided into two 

different scopes: (1) Latin America case studies that are concerned with the collection of cases 
from Latin American executives working in China, (2) China case studies that are concerned with 
the collection of cases from Chinese executives working in Latin America. There are two types of 
research partners in each scope: (1) Universities and Research Centers that convey the research 
activities, (2) Industrial Partners that identify sample of executives and validate information that 
is being obtained from samples. Currently, the research pilot is based on the automotive market 
and VW as the industrial partner. 

The foundation of the research is ethnographic, to explore the observable and learned 
patterns of behavior, customs and way of life of a culture-sharing group. The design is collective, 
to address an issue in question while adding to the literature base that helps us to better 
conceptualize theory. The type of the research is explanatory, to establish cause-effect 
relationships; the purpose is to determine how events occurred and which ones may influences 
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particular outcomes (Gerring, 2007), (Hancock & Algozzine, 2006); and the main research 
question is:  

How can Latin American executives accelerate and better integrate themselves into the 
business environment in China? 
 The research sample for this pilot run was built with current Mexican executives working 
in China for periods that run from one year up to five years. The sample size is 14 people that 
include VW executives and 1st tier suppliers of the automotive industry. All executives are 
Mexican nationals involved in duties such as: product & process compliance, project 
management, product development and market development. For this pilot sample, it was decided 
to do phone interviews instead of survey methods with the purpose of capturing as much insight 
as possible from the managers’ experience. The time expended in each interview varied from 43 
minutes up to 1 hour and 15 minutes; the research team ended with 14 hours of recorded 
interviews. 
 Topics discussed in the interview were built from two different processes: (1) researcher 
discussed what the phenomenon is about and what causes and effects the phenomenon produces, 
the result of this process is the description of the complexity of the phenomenon that can be 
found at the beginning of this article; (2) the literature review of the topics produced from the 
first process. Picture 3 shows the initial topics considered for the interview; from communication, 
negotiation, perceptions and attitudes, ten topics came out from the literature review in nine 
different situations. This makes a matrix of 90 questions that would be difficult to accomplish in 
a 45 minute phone interview. In consequence, interview topics were reduced by using proxies 
from cultural differences literature. 

 
Picture 3: Initial topics for the interview 

By using the cultural differences literature, interview topics were reduced by using 
proxies from cultural differences literature. Therefore, a factor analysis on leadership values was 
conducted between China and Mexico.  The  GLOBE Study dataset. Table 2 shows the leadership 
values of the GLOBE study. 

Table 2: Leadership values of GLOBE Study 
# Concept Description 
1 Assertiveness Degree to which individuals in organizations or societies are assertive, 
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confrontational and aggressive in social relationships. 

2 Future Orientation 

Degree to which individuals in organizations or societies engage in 
future-oriented behavior such as: planning, investing in the future, and 
delaying individual or collective gratification. 

3 
Gender 
Egalitarianism 

Extent to which an organization or a society minimizes gender role 
differences while promoting gender equity and the equality of genders. 

4 Humane Orientation 

Degree to which individuals in organizations or societies encourages 
and reward individuals for being fair, altruistic, friendly, generous, 
caring, kind to others, and exhibiting and promoting altruistic ideals. 

5 

Institutional 
collectivism 
(Collectivism I) 

Reflects the degree to which organizational and societal institutional 
practices encourage and reward collective distribution of resources and 
collective action. 

6 

In-Group 
Collectivism 
(Collectivism II) 

Reflects the degree to which individuals express pride, loyalty and 
cohesiveness in their organizations or families. 

7 
Performance 
Orientation 

Refers to the extent to which an organization or society encourages 
and rewards group members for performance improvement and 
excellence. 

8 Power distance 
Degree to which members of an organization or society expect and 
agree that power should be unequally shared. 

9 
Uncertainty 
Avoidance 

Extent to which members of an organization or society strive to avoid 
uncertainty by reliance on social norms, rituals, and bureaucratic 
practices to alleviate the unpredictability of future events. 

 
The analysis showed that three leadership values (Practice collectiveness in-group, 

Practice Future Orientation, Practice Power Distance) explain the 78% of differences between 
Mexican and Chinese nationals.  

Table 3 shows communalities which explain the amount of variance in each factor.  
Table 3: Communalities 

 
Table 4 shows the variance explained; it is possible to see that the first 3 factors explain 

up to 78.3% the variability of the initial nine factors. 
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Table 4: Total Variance 

 

Table 5 shows three column components; future orientation, power distance and collectiveness in 
group seems to be the most highly correlated among the 9 factors. 

Table 5: Rotated components matrix 

 
 Table 6 shows the resultant topics from factor analysis; the remaining topics are 
communication and negotiation within productive and innovative message. ‘Productive message’ 
has been defined as the message type that managers use when all performance indicators run 
within expected limits; while, ‘innovative message’ has been defined as the message type that 
managers use when performance indicators are out of their normal course. Questions asked 
during the interview would seek to depict whether or not Mexican executives perceive 
differences in the three GLOBE relevant items across communication and negotiation topics. 
Also, it would be of interest to find out if there are substantial differences between what the 
manager experiences (GLOBE AS-IS) and what he/she would like to experience (GLOBE 
SHOULD BE). 
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Table 6: Reduction of topics 

 
According to what has been discussed above, the research question: “How can Latin 

American executives accelerate and better integrate themselves into the business environment in 
China?” is transformed into three main propositions:  
(P1): During a 'productive' situation, the In-group collectivism in China is higher therefore the 
Mexican managers perceive segregation and lack of authority. 
(P2): During a 'productive' situation, Future orientation is lower in China and therefore Mexican 
managers perceive difficulties in planning ahead in China. 
(P3): During a 'productive' situation, Power distance is higher in China and therefore Mexican 
managers perceive difficulties to communicate with Chinese individuals. 

Two extra propositions are given for the innovative message type and manager values: 
(P4): During an innovative situation, Mexican managers change their communication and 
negotiation style, seeking to reduce the disadvantage in terms of In-group collectivism, Future 
orientation or Power distance. 
(P5): Mexican managers consider that the adaptation of Latin American executives would be 
easier if the business environment in China had different characteristics in terms of In-group 
collectivism, Future orientation or Power distance. 
 Interview questions are divided in three different blocks (1) main interview questions, (2) 
demographics of the sample and (3) improving managers’ experience. Table 7 shows main 
interview questions: in-group collectivism, future orientation, power distance, innovative 
situations, and manager values. 

Table 7: Main interview questions 

Main 
interview 
questions 

In-group 
collectivism 

1. During negotiations, Mexican managers perceive that their 
Chinese counterparts seek the benefit to both parties? 
(NGCBNF) 

2. During negotiations, Mexican managers perceive that their 
Chinese counterparts are looking to build a relationship or 
just find solutions the points of negotiation? (NGCBLD) 

3. During negotiations, Mexican managers perceive that their 
Chinese counterparts based business agreements on 
personal relationships? (NGCRLT) 

Future 
orientation 

4. What is the Mexican managers’ judgment as to how 
activities are planned in China? (NGCPLN) 
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5. What is the Mexican managers’ judgment as to how 
activities are monitored in China? (NGCMNT) 

6. What is the Mexican managers’ judgment as to as to 
reward performance in China? (NGCCLL) 

Power 
distance 

7. Mexican managers’ inability to communicate in Chinese 
language affects their job performance? (improve 
performance if you would speak Chinese ...) (LMTLNG) 

8. Mexican managers’ hierarchical position in the 
organization affects his/her job performance? (worse if it 
had less rank ...) (LMTPST) 

9. The name of the company for which the Mexican manager 
works affects his/her job performance? (if less recognized 
worse ...) (LMTCPY) 

10. Does the fact that Chinese counterparts perceive that the 
Mexican managers acts 'different' to other business men 
affects their job performance? (better if acting like ...) 
(LMTDFF) 

11. The fact that 'keeping face' is culturally rooted in Chinese 
business environment affects your job performance? (better 
if this were not rooted in Chinese culture ...) (LMTFCE) 

Innovative 
situations 

12. When changes are necessary because performance 
indicators gone out of its normal course, Mexican 
managers focused these changes on communication, 
negotiation and interpersonal or cultural performance? 
(CMMINN) 

Manager 
values 

13. What would the Mexican manager change the business 
environment in China if it were in his/her hands: 
communication, negotiation, media, cultural and 
interpersonal performance? (VALORE) 

 
Table 8 shows the 19 questions of the Demographics of the sample block. This group of 

questions would eventually help to describe the population. 
Table 8: Questions in the demographics of the sample block 

Demographics 
of the sample 

14. Company's home-country 
15. Company's corporate language 
16. Company's position in the supply chain (OEM, 1st tier...) 
17. Interviewee's work area before going to China 
18. Interviewee's hierarchical level before going to China 
19. Number of years that the interviewee has worked for the company 
20. Interviewee's country of origin 
21. Sex of interviewee 
22. Age of interviewee 
23. Interviewee's mother tongue 
24. City in which the interviewee lives (or lived) in China 
25. Interviewee's arrival date in China 
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26. Date that the interviewee will leave China (real or prospected) 
27. Day of the interview 
28. Interviewee's work area in China 
29. Interviewee's hierarchical level in China 
30. Hierarchical level of the interviewee's communication assistant 

(linchpin) 
31. Interviewee’s marital status 
32. Does the interviewee have children? 

Table 9 shows questions in the improving managers’ experience block. Questions in this 
block give more insight about how is the living experience in China. 

Table 9: Questions in the improving managers' experience block 

Improving 
Managers 
experience 

33. Does the interviewee have a prior experience as an expatriate? 
34. In what country was the interviewee working before being sent to 

China? 
35. Does the interviewee have prior work experience in China? 
36. Does the interviewee have to work with a Chinese partner in decision-

making? (2 hierarchical structure) 
37. What is the language that the interviewee uses most of the time at 

work? 
38. Does the interviewee have a translator or communication assistant? 
39. In what language the interviewee is communicating with his translator 

and communication assistant? 
40. Is (or was) the interviewee with his family in China? 
41. How supportive was the interviewee’s family during his/her stay in 

China? 
42. What is the experience of the interviewee in a matter of housing in 

China? 
43. What is the interviewee's experience within schooling in China? 
44. What is the experience of the interviewee in a matter of city services in 

China? 
45. What is the experience of the interviewee in a matter of informal 

networks (clubs, neighbors, sports, etc.) in China? 
46. What is the experience of the interviewed in a matter of health services 

in China? 
47. Who the interviewee receives more support for his/her professional 

development? 
48. Who does the interviewee receive more often support from? 
49. What is the impact of the expatriate experience in China on the 

interviewee’s professional development? 
50. What is the impact of the expatriate experience in China on the 

interviewee’s personal development? 
51. What is the impact of the expatriate experience in China on the 

interviewee’s family development? 
52. What is the impact of the expatriate experience in China on the 
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interviewee’s company? 
53. What is the impact of the expatriate experience in China on the 

interviewee’s country of origin? 

 Fifty three questions were provided,, very challenging for an interview lasting 45 minutes 
on the average. Therefore, researchers focused the interview on main questions in order to let 
managers freely express themselves as much as the time allowed. Interviews were reordered and 
transcribed afterwards; researchers coded interviewees’ responses on likert scales. Time after, 
interviewees received an excel file with the interviewer’s questions, so that they were able to see 
how his/her responses were codified. Researchers requested interviewees to check if the 
codification matched with what they wanted to express during the interview and if it does not, 
they were able to change their responses directly on the likert scale. A database of codified 
answers was built with returning excel files and a statistical analysis was derived from such 
source. Table 10 shows likert scales of main responses. 

Table 10: Liker scales of main responses 
In-group 
collectivism 

5: Always beneficial for both, 4: Often benefits both 3: Neutral (depends on 
the case), 2: Often benefits them, 1: Always benefits for them 
5: Always build a relationship, 4: Often build a relationship, 3: Neutral 
(depends on the case), 2: Rarely build a relationship, 1: Never build a 
relationship 
5: Always based on personal agreements, 4: Often based on personal 
agreements, 3: Neutral (depends on the case), 2: Rarely based on personal 
agreements, 1: Never agreements based on personal 

Future 
orientation 

5: Much better than expected, 4: Better than expected, 3: As expected, 2: 
Worse than expected, 1: Much worse than expected, 0: I cannot judge 

Power 
distance 

4: Definitely yes, 3: Yes to some extent, 2: Not substantially, 1: Definitely 
No, 0: I cannot judge 

Innovative 
situation 

1: Communication, 2: Negotiation, 3: Support, 4: Cultural performance and 
interpersonal 

Manager 
values 

1: Communication, 2: Negotiation, 3: Support, 4: Cultural performance and 
interpersonal 

Interviews in numbers 

As mentioned previously, this article presents a pilot study that aims to build a research 
methodology, questions and research sample characteristics for the wider study of  the 
project‘ Decoding China for Latin America’ .  In consequence, the numbers shown in this section 
are not to be taken as population statistics sincethe sample size is limited.  Table 11 shows the 
MNC participating in the pilot sample, their country of origin and location in China. 

Table 11: MNC included in the sample 
MNC Home Country Subsidiary Host Location 
VW Germany SAIC-VW Shanghai 
VW Germany FAW-VW Changchun, Beijing, Cheng Du 
Continental Germany Continental Changchun 
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Johnsons 
Controls 

US Johnsons Controls Changchun 

Grammer Germany Grammer Changchun 
Hella Germany Hella Changchun 

Figure 1 shows boxplots for in-group collectivism, future orientation and power distance. 

 

Figure 1: Boxplot analysis for in-group collectivism, future orientation and power distance 

In-group collectivism 

With no significant shift in means, the perception of Mexican expatriates is that in-group 
collectivism depends on specific cases, and a large overlap of boxplot boxes indicates that the 
majority of interviewees tend to think similarly. However for the question of ‘…Chinese 
counterparts would either seek for their own benefits or the benefit for both parties?’ 
Interviewees indicated that if the negotiation is about short term agreements, Chinese managers 
tend to look for their own benefit.  But, in negotiations on long term agreements, the consensus is 
around seeking benefits for both parties. Interviewees highlighted the positive experience they 
had while negotiating further investment with the central government; contrary to what the 
expected, executives from government never push or rush the negotiation.  A similar situation is 
with the question of whether ‘…Chinese counterparts seek to build a relationship?’; managers 
expressed that it is difficult to build a relationship with Chinese nationals mainly because of the 
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way they perceive cultural differences from foreigners in comparison to their own cultural values; 
however, the answer to this question. Finally, on the question about whether ‘Chinese 
counterparts tend to base negotiation agreements on personal relationships’, managers indicated 
that Chinese executives do not sign agreements. Mexican managers mentioned that this is a very 
blocking attitude from the fact that it is very difficult to gain the commitment of people. 
Managers suggested different methods to track negotiation decisions such as using electronic 
whiteboards and circulated handout of negotiation topics and discussions. Interviewees also 
indicated that the lack of a willingness to sign agreements is closely related to the fear of losing 
the ‘face’ if they make wrong decisions; therefore Chinese leave the decision making process to 
either higher hierarchy organizational levels or in-group decision making. 

FUTURE ORIENTATION 

For the case of future orientation, there are not significant shift in means therefore most managers 
tend to think that this is as they would have expected; however, boxplot boxes overlaps 
differently than they do for the previous case. Regarding the question of ‘…Mexican executives’ 
judgment on the way activities are planned in China?’, most managers think that planned 
activities are carried out as expected. They mention that the automotive industry is very 
demanding and standards oriented. Therefore, it would be very difficult for Chinese subsidiaries 
to modify this pattern. A similar case is with ‘…Mexican executives’ judgment on the way 
activities are monitored in China?’. Most managers think that activities are monitored as they 
expected. However, managers offered more insight about this. Interviewees mentioned that 
Chinese workers are not used to following procedures and tend to look for shortcuts. 
Consequently, the monitoring activity is always very comprehensive and time consuming for 
middle men. This phenomenon has a larger implication for either project management and 
product compliance duties, since repetitive activities such as serial production are more 
standardized. Furthermore, Mexican managers state that ‘modifying report figures’ is a common 
business practice that although is seen as a negative action in China, the penalty for doing this is 
not as high as they would expect in either Mexico, Germany or the US. A lightly different story is 
with respect to the question concerning ‘…Mexican executives’ judgment on the way activities 
are rewarded in China?’ Managers think that this is better than they expected.  Some managers 
indicated that companies tend to stress on economic reward; this is different to Mexico that 
reward stress on recognition. Interviewees argue that Chinese society is very monetary oriented 
and people are always thinking on how they can obtain the best economic benefit from a job. 
Managers even mention that is very difficult to retain a worker in a position because nowadays, 
there is a lack of available workers due to the enormous economic activity. 

Power distance 

Boxplots tell a different story about power distance in comparison to in-group collectivism and 
future orientation. There is a significant shift in means from 2 to 4 values and boxes overlaps are 
also significant. Regarding the question of ‘…Mexican managers’ inability to communicate in the 
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Chinese language affects their job performance?’ most managers tend to express that this affects 
their performance and obviously, executives with activities directly related to managing people, 
stress in this issue. Most of the arguments of managers denote the anxiety on doubting whether 
Chinese counterparts understand or not what they want to express. Interviewees state that even 
though most companies hire communication assistants (linchpins) to translate or help with the 
day by day communication, linchpins do not solve the anxiety on this matter. Furthermore, some 
of the interviewed managers mentioned that they dispensed with linchpins because they do not 
tacitly translate what they want to say, mainly because of the fact that linchpins tend to adapt the 
message to their business culture. Another important issue expressed by Mexican managers is the 
use of body language; Chinese workers tend to assent when they are listening but that does not 
mean that they agreed what they have been told but simply saying ‘I am listening’. Anxiety rises 
when Mexican managers raise their voices to the level of being considered rude. The practice of 
pointing out the defects of someone in public decreases the authority of the one who does it. 
Managers also state that as a foreigner, speaking Chinese may lead to more confusion because 
Chinese workers could think that the foreigner knows the culture surrounding the conversation. 
Regarding the question of ‘…Mexican managers’ hierarchical position in the organization affects 
his/her job performance?’ most managers indicate that organizational hierarchy impacts job 
performance. They state that decisions are made by top management; furthermore, if immediate 
action is needed, the most reliable way is that top management communicates it by a top-down 
command. Managers mentioned that organizational hierarchy is a big issue in a business context 
because it impacts substantially on the effectiveness of meetings. Meetings becomes an 
‘ informational show’ in which there is not discussion of issues or the opportunity to change the 
course of decisions, decisions are made before meetings. Regarding the question of ‘…The name 
of the company for which the Mexican manager works affects his/her job performance?’ most 
managers consider this to be true; however as explained previously, the Chinese living style is 
very monetized and workers would not prefer to stay in a well-known company if the salary is 
low. Regarding the question of ‘…The fact that Chinese counterparts perceive that the Mexican 
managers acts 'different' to other business persons affects their job performance?’ most 
managers disagree with this statement, since they do not perceive that acting differently affects 
his/her performance. Some of them even argue that being a foreigner is an advantage; people 
know that you are there because of the knowledge and technology so they seek to quickly gain 
the most of your knowledge. With respect to the question of ‘The fact that 'keeping face' is 
culturally rooted in Chinese business environment affects your job performance’, most managers 
consider this to be true. ‘Keeping face’ causes lack of commitment and lack of willingness to take 
a risk. Managers mentioned that when they have found fault with somebody, it is not possible to 
blame them immediately. Managers need to find ways to point out mistakes without exposing 
people; respondents mentioned that when someone has been exposed in public, Chinese are in 
solidarity with their compatriots and are no longer willing to participate. 

Figure 2 shows the boxplot analysis for the dimension of manager’s perception, attitudes 
and cultural values. As mentioned before, levels represent how managers would choose to 
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response in case performance indicators are out of control (innovative situation) and what to 
change if it were in his/her hands to do it (manager values). There is a significant shift in means; 
while for the case of innovative situation, managers tend to put emphasis on communication, they 
would chose to change the organizational support and Chinese perceptions and attitudes if the 
could. 

 
Figure 2: Boxplot analysis for innovative situation and manager values 

 Innovative situation 

Regarding to the question of ‘When changes are necessary because performance indicators gone 
out of its normal course, Mexican managers focused these changes on communication, 
negotiation and interpersonal or cultural performance?’ most managers mentioned that they try 
to improve communication modes and channels. One strategy they follow is to make sure that 
workers understand what they have been told to do, make sure workers have tools and knowledge 
to do their duties and check even hourly the course of urgent topics. 

Manager values 

Regarding to the question of ‘what would the Mexican manager change the business environment 
in China if it were in his/her hands: communication, negotiation, media, cultural and 
interpersonal performance?’ most managers express that they would change the cultural and 
interpersonal performance of Chinese counterparts. The issues that managers expressed are to get 
Chinese workers to gain interest in their work, to get them to accept challenges and 
responsibilities and not only in the money.  Also, it is desired to get Chinese workers to express 
what is bothering them and what they like about their work. Mexican managers also mentioned 
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that Mexican managers should change their mind-set about China; the old stereotype of poor, 
humble and handicapped Chinese people that was widely publicized by movies is no longer valid. 
China has gone ahead quickly to many western countries in different economic activities. 

Other factors: language choice, linchpins and double organizational hierarchy 

Other important information obtained from interviews is how expatriates’ performance is affected 
by the use of a specific language, linchpins or double organizational hierarchies (Chinese pair). It 
seems that linchpins do not have an important impact on expats’ performance. Managers 
expressed that even if linchpins can be a ‘bridge’ to the Chinese culture, they do not really offer 
much advantage; especially if linchpins are young workers with low experience and little 
organizational knowledge. Some managers stated that linchpins can be an advantage if their ‘in-
situ’ is high. Another important factor to discuss is the choice of language to communicate; it 
seems that the choice of German as a communication language has a negative impact on expats’ 
performance. The organizational communication literature discusses the advantages of adopting a 
common organizational language that in many cases is not the MNC home country language. 
Finally, the double organizational hierarchy seems to have a relative positive impact on expats 
performance. Although Mexican managers would find it difficult to couple with Chinese 
managers, they offer a reliable ‘bridge’ to the local business culture. 

Thumb rules for adaptation 

It is not possible to derive a statistical conclusion to the above proposed research statements 
because the sample size is too small but, tentative findings can be proposed to the reader as a 
summary of what is being discussed: 

1. Before embarking in any negotiation, foresee players’ roles, aims and horizons. If 
possible express goals in a medium to long term period. 

2. Try to find out what role can you play in already established Chinese teams, play for the 
team and not for yourself.  In this way, you increase the chances to build a relationship 
with your hosts. 

3. Locate the decision maker, communicate your ideas to him/her in a face-to-face meeting, 
and let him/her convey the ideas to the team. Do not pretend that your ideas would be 
better accepted if you push or rush your Chinese hosts. 

4. Do not make a direct judgment on somebody else’s work.   Express your points in terms 
of overall performance. Base your judgment on facts (indicators, written processes, etc.). 
If needed, call the worker in a face-to-face   meeting to point out his/her mistakes. 

5. Be aware about the volatile job market in which implications might be different from 
what you have seen in your country. Workers would be looking for today’s reward rather 
that a job career. 

6. Find a common communication language which might be different from a corporate 
language. Use linchpins but do not rely on them to assertively communicate your ideas. 
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Even with his/her help, double check if the message has gone through (ask questions, 
monitor developments frequently, etc.) 

7. Understand and accept the fact about the importance of hierarchies; rather than fight 
against them. Use the system to advance your ideas and improve performance. 

8. Seek support whenever is needed starting from your pairs. Use your organizational 
networking to bring solutions to the problems you are facing daily.  

9. Remember that you are not there to take a Chinese position, but to take the position that a 
Chinese worker cannot have yet because of the lack of knowledge. Therefore, teach them 
to do it. 

10. Get rid of any stereotype you have about China, you will be surprised how advanced and 
fast growing it is in comparison to your own country. 

CURRENT LIMITATIONS OF THE STUDY 

 
It is important to mention that the sample size presented in this paper limits any possible 
statistical assumptions. Anyhow, the purpose of this paper is to pilot the research questions, 
variables and statements for increasing the sample size and sample heterogeneity by including 
other Latin American nationals. With respect to this issue, there are several topics that can be 
discharged such as: the use of linchpins and the whole perception of managers about how 
activities are planned, monitored, and rewarded in China. On one hand, managers did not stress 
the value of communication assistants for their performance. On the other hand, this study is 
framed in the automotive industry which its competition dynamic permeates business practices to 
the local environment and little differences are found. However, there are several topics which it 
would be important to concentrate on for the wider research; one is the impact that the double 
organizational hierarchy has on expats’ performance and the other, is the support that expats need 
to have in order to improve the benefits from his/her experience in China. The first topic is 
important to research not only from the MNC point of view but also, from the local perspective; 
since fast adaptation of expats and the fast transference of knowledge would have a positive 
impact on the subsidiary performance. The second topic has a potential to contribute to the 
corporate network configuration and coordination literature, since having peer subsidiaries to 
contribute to the success of another subsidiary is a valuable research gap to discuss.  

Another important limitation is the current study’s perspective and approach taken; the 
GLOBE framework is that an “either/or” (linear, Western), rather than “and/and” (Chinese, 
holistic) perspective is adopted to assess cultural differences in the context of China.   Some 
scholars have also been challenging the controversy surrounding Project GLOBE and what it has 
measured: unfounded national stereotypes (misleadingly called "practices") and norms 
(misleadingly called "values"); while clear differences are shown if compared between mainland 
China, Hong Kong and Taiwan. Following Hofstede’s value orientation framework, tend to 
bound Chinese people in their high power distance, low individualism, low uncertainty avoidance 
and medium masculinity ratings (Bond, 1996; Chong et al., 1983; Shenkar and Ronen, 1987: 
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Cragin, 1986: in Dong & Liu, 2010), while IBM survey showed that in comparison to the 
Americans, Chinese are more likely to choose long-term orientation decisions. 
Further study 
In concordance with it has been explained above, it would be important to increase the sample 
size in order to get a representative population to derive assumptions. This can be either 
increasing the number of Latin American managers having an expatriate experience in China; 
however, finding managers within the automotive and industry seems to be very restrictive and 
time consuming. In contrary to that, the sample size can also be increased by digging deeper on 
each of the fourteen cases presented in this article. Thus, every manager has an inner circle in 
China, represented by people working close to him/her such as: chief, pair, linchpin and 
collaborators. In consequence, the sample size could be increased up to 112 interviewees (inner 
circle: 1 chief, 1 pair, 1 linchpin, 5 collaborators equals 8 people; 8 people times 14 managers 
equals 112 interviewees). Hence, the sample size can be extended further if a ‘mirror’ research is 
carried out in Mexico with Chinese managers, then the total sample size would be 224 
interviewees. A similar approach can be taken if the study is expanding to other nationalities in 
Latin America. 

Finally, it is important to mention that this study could produce a certain number of 
deliverables such as: a methodology to assess how robust would be the actual abilities of a 
company’s pool of managers in order to carry expatriate activities in a foreign country; therefore, 
a method to extrapolate the research assumptions to other nationalities and industries may be an 
output. Picture 4 shows the potential extrapolation method derived from what was explained in 
‘the complexity of the phenomenon’ section. 

 
Picture 4: Potential Extrapolation Method 

Assuming that research topics, questions, answers’ codes and organizational framework 
can be standardized; it would be possible to extrapolate results based on a two dimensional 
triangle system. This system can potentially suggest what would be the best approach to a 
particular need in a foreign subsidiary, as well as what would be the best nationality to fit in for a 
particular business situation. This extrapolation to other nationalities would produce also specific 
training needs that multinationals could develop to build a pool of international managers for 
their foreign operations. 
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ABSTRACT 
 

With information technology and network entering into people’s life, to sell and 
buy on the Internet becomes more and more popular in China. Accordingly, 
individual entrepreneurship on the Internet in China, which generally acts as 
intermediate business, has been growing rapidly. The information technology 
changes the transactions a lot by offering clearer information at a lower cost. The 
effect of asymmetric information and price discrimination, which used to bring 
profits for intermediate business, has been weakened and this impels the 
intermediate economy on the Internet into an operating predicament. Near-zero 
profitability, caused by excess price competitions, poor qualities and evil 
reputations, supply channel bonding and innovation difficulties together with 
platform websites’ restrictions, has been harassing China’s online individual 
business. This paper has analyzed these issues and summarized Chinese online 
entrepreneurs’ survival tactics to refrain from clumsy price competitions, and put 
forward a model of growth path as well as a growing strategy combination for 
online individual entrepreneurship in China. 
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The rapidly-developing Internet has changed the sellers and buyers a lot, both in the 
trading methods and trading concept. Information technology (IT) has made the searching cost of 
price information much lower and declined the degree of price discrimination. In China, online 
individual entrepreneurship is thriving since the Internet has been mature and popular. And 
numbers of vendors and consumers choose to sell and buy on the World Wide Web. But the life 
of doing business on the Internet is not seemingly glamorous for most of the Chinese small 
vendors and the competitions among them integrate the market structure and change online 
transactions in many aspects. As a matter of fact, a lot of individual entrepreneurship on the 
Internet has failed. Chinese online small vendors, who just buy at a low price and sell at a high 
price, face the dilemma of zero profitability. What changes does the Internet have brought to 
Chinese individual entrepreneurship? What makes online individual entrepreneurship activities 
blooming and glomming? What is the trend of Chinese individual entrepreneurship on the 
Internet? And what are the solutions to overcome those failure-leading factors? These issues 
deserve researchers’ attention. 

CHINESE INDIVIDUAL ENTREPRENEURSHIP’S THRIVING ON T HE INTERNET 

To cope with the lasting negative effects of the international financial crisis in recent 
years，Chinese government has published a series of policies about stimulating domestic 
investment and social consumption. And small-scale private entrepreneurship and business 
activities are also encouraged and advocated. The prominent small/micro businesses are 
generally based on two types: innovation-oriented and job-oriented. The former refers to the 
entrepreneurial activities based on a technical or service innovation, some of which can obtain a 
few of loans, investments or grants. While the latter aims at handling unemployment. Chinese 
government encourages college graduates and young people to create their own enterprises to 
reduce social employment pressure by lower taxing and applying supporting tools such as 
enterprise incubators. And the popularization of the Internet has opened up a new world for 
entrepreneurship, especially for Chinese young generations. 

With the advent of the Internet into people's life, doing small business on the Internet as 
an off-work money-making activity also becomes popular in today’s China, which usually takes 
the form of individual entrepreneurial activities as the opportunity entrepreneurship. And the 
accordant C2C websites and the huge demand in the e-market have provided conditions and 
possibilities for them. 

Online shopping has realized more and more Internet users’ daily consumption. During 
the period of economic transformation, Chinese government entitles people to have more 
freedom in choosing a favorite business, fixing a price, and selling in a proper way allowed by 
law. And so far, Chinese government has provided a relatively favorable environment for 
individual entrepreneurship by publishing related policies and laws. According to the 30th 
Chinese Internet Development Report published by China Internet Network Information Center 
(CNNIC), by the end of June 2012, the number of Chinese Internet users has reached to 538 
million (http://www.cnnic.net.cn/hlwfzyj/hlwxzbg/hlwtjbg/201207/t20120723_32497.htm). And 
the number of online shopping users has reached to 209.892 million with the utilization rates up 
to 39% (http://www.cnnic.cn/hlwfzyj/hlwxzbg/hlwtjbg/201207/P020120723477451202474.pdf). 
Meanwhile IT and network have made the information, especially the price information, much 
more transparent than ever before, and the consequent low prices based on price battle have 
attracted a lot of people shopping online. Many C2C websites have also grown up rapidly by 
attracting more and more registered buyers and sellers. 
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However, the individual entrepreneurs on the Internet in China generally play the role of 
intermediate businessmen or retailers. Usually these people neither produce products themselves 
nor implement any of the key production processes. Thus they are not the main forces of 
breakthrough innovation and cannot achieve the inimitable and irreplaceable innovation for 
profits. Once customers are extremely price-sensitive, and supported by sufficient and 
convenient technology for comparing the prices (based on an absolutely same product), B2C as 
well as C2C businesses will enter into a stage of fierce price war (Chen, 2010). 

THE CHANGES THE INTERNET BRINGS TO THE PROFITABILIT Y 

Since online intermediate business seldom produces any products directly, the price 
difference between buying and selling generates the profits. In ancient China, merchants had 
quite low status because people believed that they almost produced nothing but just to buy at a 
low price and sell at a high price. And this kind of behavior was taken for roguery, cheat and 
dishonesty. In fact, the merchants did produce some values in trading processes before IT era 
since they had played the delivery role, contributed to the different needs in different regions, 
and cut down the huge single transaction cost. Therefore merchants produced scale economy. 

The emergence of IT and express delivery services can solve the problem of the regional 
limitation at a lower cost. With them, people don’t have to go distantly to buy commodities 
themselves saving much money and time. Instead people can gain almost all the information of 
what they need and pay on the Internet and get the goods in convenient places. For the same 
product, the primary causes of the much smaller price difference in different places are usually 
not the middle men’s profits but the differences in postage or delivery fees. 

Nowadays IT and online network have made the business world nearly an information-
complete world. And the complete information (especially price information) about 
homogeneous products brings about a perfectly competitive market. It is very convenient and 
efficient to utilize a searching engine and other searching tools such as Youdao shopping 
assistant for Chinese online customers to find out the lowest price of a product. Small online 
sellers suffer it a lot since these searching tools have triggered the fierce price wars among them. 
Individual entrepreneurs generally choose C2C websites to publish their products at a near-zero 
rent with secure paying and withdrawing such as Taobao.com and Paipai.com. In the early time 
before these websites became popular, small online sellers had been creating large number of 
registered users for them by low price attraction. Now these websites have a tremendous amount 
of clicks everyday and work like large virtual malls in which many vendors and stores have 
settled with huge number of customers’ visiting. These C2C trading platforms have their own 
ranking functions such as to rank by price, volume of sales, publishing time, clicks and sellers’ 
reputation scores, which also intensify the price battles on homogenous products. 

IT has also weakened the price discrimination to a certain extent. Price discrimination 
means to charge different people different prices for the same product to gain the biggest profits. 
This behavior is likely to be viewed as unfair and easily outrages the customers once they found 
that they had been extracted for more money (Elegido, 2011). For the first-degree price 
discrimination, the price of a product will be viewed by all customers once it is published on the 
web by eliminating spatial difference. Hence it is impossible to implement the first-degree price 
discrimination if the privacy information of the viewers such as cookies is not gained by 
applying software to confirm different customers’ consumption habits. As to the second-degree 
price discrimination, many websites offer group purchase which enable individual buyers to 
enjoy a lower price based on bulk purchases. 
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The third-degree price discrimination has defined the different prices to people who 
consume in different areas. If there was no IT in our life, merchants would get more profits by 
taking advantage of asymmetric information in different areas. But IT has made the information 
of products much more transparent, and people of different areas within a specific region, such 
as the same country or state, will face different postages but not differentiated price of product. 
On average the postage adds much less cost to a purchase than price discrimination does, which 
makes a real cost but not an unfair treatment. People like to choose the lowest-priced goods but 
not the instant ones if they are not urgently needed. Therefore the third-degree price 
discrimination is weakened in a certain region. Here we use “weakened” instead of “eliminated”, 
because the third-degree price discrimination still exists for great distance area difference and IT 
can’t eliminate the time effect differences caused by spatial differences. This is particularly 
common in China since it has a vast territory and frequent super-long-distance transportation will 
surely add the expenses. For low-value products, regional economies of scale still exit if single 
logistics fee is too large compared with the product’s price and consumers are able to gain the 
products at a lower total cost in the local. And the virtual interface makes people reluctant to 
consume high-value products online in case of high uncertainty caused by real spatial difference 
such as inaccurate information and fraud. In this sense, virtual malls cannot completely replace 
the real stores. As Chinese credit system and Internet security measures are getting improved and 
the logistics costs become lower, the third-degree price discrimination continues to be weakened. 

In all, IT has put most of the online businesses into a nearly completely competitive 
market and shrinks the online entrepreneurs’ profits. 

THE PRICE BATTLE MODELS AMONG ONLINE SELLERS 

Businesses live on profits, but severe price competition will cut down the profitability 
and impel entrepreneurship to depression or even death. The traditional method of reaping huge 
profits by asymmetric information is ended by the prevalence of IT. 

Chinese individual entrepreneurs on the Internet are generally tied to a C2C website, 
which charges them less fees and rents than an entity store does. The most popular Chinese C2C 
websites are Taobao.com and Paipai.com. They have almost all the functions and services like 
eBay.com. And Taobao.com has been known as “Chinese eBay”. Taobao's registered users 
reached 370 million in 2010 and Taobao led China's online B2C and C2C shopping market with 
a 75.3 percent share by transaction volume as of the end of September 2009, according to 
Chinese Internet consultancy Analysys International (Interfax, China Business Newswire, 2011). 
To buy and sell on Taobao.com has been the first choice for most Internet users in China. And if 
the sellers’ commodities are homogeneous ones (and usually they are), which means the products 
someone is selling can be searched out in other sellers’ online shops and he/she is not able to 
monopolize those products’ supply channel, the online individual entrepreneurs playing the role 
of intermediate businessmen or retailers will inevitably fall into intense price battles. 

Sellers are entitled to two methods of publishing their products on both Taobao.com and 
Paipai.com, by fixed price (namely “buy it now” on eBay) or auction. Here we’ll discuss three 
kinds of price battles that Chinese online sellers generally face. And our discussions are based on 
specific homogeneous products supposing that all the sellers have the same qualifications to 
purchase their stocks at the same wholesale price from manufacturers. And we also suppose that 
buyers have mastered the whole market information. 
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Fixed Price Of One Product 

New entrants with zero information about their reputations and scores who are selling 
incumbent homogenous products are likely to choose penetration price strategy to increase 
customers’ clicks and sales. Customers rank the products by price, and the lowest-priced seller 
will generally win the order, supposed that the customers are economic rational and have 
mastered the whole information of the products such as qualities and prices. Some sellers even 
sell some products for minus profits in exchange for positive remarks, which are expected to 
bring more sales and profits. Profits but not losses are what the tradesmen pursue, and eventually 
they will enhance the price someday and are likely to lose their customers to newer entrants who 
also follow the low price strategy. (The sale records including the transaction price can be 
viewed by new potential customers, and if customers find that the current price is higher than 
before, the purchase will generally be postponed or cancelled since customers are expecting the 
promotion price’s publishing or they will search other sellers’ lower prices. The change of prices 
will affect both incumbent products’ and new ones’ sales, and this topic is beyond this paper’s 
theme.) A low price is an entry barrier. New competitors are not interested in an incumbent 
market with little profits or demands. Once a seller enhances the price for normal or big profits, 
new entrants will be attracted to enter into it before the markets is saturated. Analogically, to win 
the consumers, new entrants will begin hot contesting and set lower and lower prices until the 
profits shrink to zero or even minus. So the advantage of the first mover in intermediate business 
disappears very soon. (However first mover will accumulate more remarks, which are an 
important way for new customers to get the products’ real information, and the positive remarks 
will win new customers who don’t have the whole real information about the products such as 
fake products’ features. These customers usually reckon the low-priced products as fake ones or 
inferior goods with low quality. And trust means a lot to purchasing online. This will be 
discussed later.) Moreover the first mover may face the disadvantage of higher costs and bigger 
risks, as delineated in strategic management theories. In this model for one specific homogenous 
product, the price battle is fiercest. 

Fixed Prices Of Multiple Products 

Some smart sellers have changed the above model into a mild form by selling one or 
several varieties of their products at the lowest prices for customers who are likely to buy more 
than one category. The products with the lowest prices are generally best-selling, and they can 
attract customers to view their listing pages of all products and buy the lowest-priced products as 
well as other products which they may gain normal profits. Since the postage within a constant 
weight is a sunk constant cost, customers are willing to buy the lowest-priced products 
combination to dilute every product’s average postage. There are still other sellers who give gifts 
to promote sales. But the price-sensitive customers will count it carefully how much the gifts 
cost and whether the main products they need take a large proportion in the whole order and are 
sold at the lowest prices. And this price battle leads to the products’ being sold at the lowest-
priced homogenous combination. 

Auction 

In auction model sellers may set a threshold price and a minimum bid interval to a 
product. This model still leads to price competition among sellers but not buyers for 
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homogeneous products. Suppose a seller set the threshold price at a penetrative one like ￥0.01. 
Before the product is bidden above the lowest fixed price submitted by other sellers, the 
competition is among the buyers. If the lowest fixed price offered by other sellers equals the 
seller’s cost, the seller will risk a loss in case the buyers don’t bid at a higher price than the 
lowest fixed price. (And usually the buyers won’t.) It will be worse that other sellers have got a 
supply channel at a competitive price and set a fixed price below the former seller’s cost. And 
more and more manufacturers also appear on a C2C website and retail at wholesale price which 
makes the price competition fiery. To avoid potential losses, sellers may make the threshold 
price equal the cost to reach breakeven at least. However this pricing has actually abandoned the 
stimulation of buyers’ bids and returned to the first model. Some sly sellers even play tricks in 
the bidding process to raise the price, but smart buyers will not buy it and give up the bids to 
other lower-priced products. Cheating in the bidding benefits neither the sellers nor the buyers 
and made the auctions on Chinese C2C websites notorious at one time. Though these websites 
have taken measures to punish the tricksters, less and less Chinese online buyers trust the auction 
model and fewer sellers adopt it. 

To sum up, online entrepreneurs who sell homogenous products will fell into price battles 
whatever the sale pattern is. 

PRODUCT QUALITY AND REPUTATION 

Sellers, who are engaged in cutting down cost and attracting customers by low prices, 
often neglect products’ qualities. Cheap shoddy commodities disguised with refined pictures are 
harmful to online buyers’ interests and sellers’ reputation scores, and will give the buyers the 
feeling of being deceived. Before Chinese government and C2C websites draw up policies to 
guarantee secure online transactions, online fraud cases and phishing are very common in China. 
Generally a product’s new customer is not capable of get acquainted with the product only by 
lingual description and image expression since the knowledge of some products has to be gained 
by practicing. For example, a new hair clipper consumer can’t gain all the product’s true 
performance and functional information by the picture of its appearance. Some C2C websites 
offer video show service for charge but most Chinese small sellers are reluctant to use it in case 
of extra costs. The disputations caused by products’ being inconsistent with their descriptions 
bring about customer dissatisfaction, negative feedbacks, refunds, complaints, penalties, and 
even online stores’ shutdown. In light of the costs added by returning unqualified or unsatisfied 
goods, buyers possibly would rather keep the goods and publish negative feedbacks on the 
Internet, which can be viewed by potential buyers. And this will damage the sellers’ reputation 
and reduce the sales. Ironically, the lack of trust and credibility has made buyers panic-stricken 
and suspicious about low-priced products even if they are really bargains. According to 
consumer behavior theories, price may be the indicator of a product’s quality especially when the 
consumer is uncertain about product quality (Martin, 1986). Shopping online is very different 
from that in a real store because buyers can’t touch and examine the target product on the scene 
to get its exact quality information. Frustrating online shopping experiences, such as the products’ 
failing to live up to the buyers’ expectations that are generated by online sellers’ descriptions, 
may strengthen consumers’ cognition that cheapest is the dearest and the things on the Internet 
are not trustworthy. So the competitive advantage based on lowest price will not benefit online 
sellers all the time not only for the reason of low profits. 

Furthermore, the reputation scores of sellers may not be true. As a matter of fact, many 
online sellers cheat in their reputation scores. Fake online transactions and fake positive scores 
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can be created by software or sock puppets. Another cheating method often used is to publish a 
product at a very low price to attract buyers but the product is not in stock. Before the rules of 
publishing items online have been improved recently by C2C websites in China, some sellers 
marked a very low fixed price such as ￥0.01 while added the real price into the postage to 
occupy the first position in the low-to-high price rank. And now there are still many sellers who 
publish prices lower than the costs and declare on the web pages that the real priced products’ 
links are others but not the ones being viewed. These tricks have wasted the buyers’ searching 
time, added extra cost to transactions and led to price information malfunction, information 
redundancy as well as losses in efficiency. These will also bring online buyers with cognition 
about prices that there is no cheap lunch in this world. In the past, many online sellers made their 
fortune by false pretenses. Buyers used to bear the return postage themselves while the 
commodities they bought had quality problems or were inconsistent with the sellers’ descriptions, 
which was the sellers’ fault. There is so much speculative product information flooding on the 
Internet and confusing consumers that there are still quite a lot of Chinese consumers reject 
shopping online. 

CHANNEL BONDING AND INNOVATION HANDICAP 

As intermediate business, Chinese individual entrepreneurship on the Internet lives on 
external supply chains to buy in bulk and sell at retail. Along with the competitions growing, 
some first-tier suppliers begin their B2C business on C2C websites and retail at wholesale price. 
Retailers who bulk buy from them have fallen into the awkward position of price-comparison 
setoffs. Moreover the suppliers’ disadvantage of first mover will simultaneously bring disaster to 
the first-moving retailers. 

More and more online retailers have realized the trouble of competing for homogenous 
products and begin to innovate to be new, special and unique. But these innovations are very 
simple and can be easily copied. Online individual entrepreneurs generally don’t have the 
qualifications or abilities to implement vitally important innovation, since they don’t have much 
money, enough equipment, or any interest in breakthrough technical innovation. A mild change 
in formats, which is easy to be replicated, is not adequate to bring them with long-term 
competitive advantage. In this situation, price battles will surely come back soon. What’s more, 
China’s online intellectual property protection is not perfect to solve the problems of 
infringement. 

PLATFORM RESTRICTION 

Being bonded to a C2C website is not always a good and sound settlement for online 
entrepreneurs. When small sellers are enjoying the toll-free online platforms to do business, they 
are inclined to be locked in and controlled by the C2C website. For example, after massive small 
sellers settled in Taobao and contributed to the large number of registered users by their owns’ 
low prices and little profits in fierce competitions, Taobao has been pushing out new rules that 
are benefit to itself and its B2C users (sellers) who are capable of offering big rents but harmful 
to great numbers of free users (sellers). Taobao is apparently aiming at abandoning the cost-
adding free users (sellers) and turning to be a profit-making B2C platform. The notorious 
“Taobao’s Sieged Incident in October 2011” verifies this. According to the report (Chen, Wang 
& Xiao, 2011, http://news.qq.com/a/20111102/000768.htm), on 10th Oct., 2011, Taobao Mall, 
namely Taobao’s B2C platform, decided to raise up its technical service fees from ￥6,000 per 
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year to two levels of ￥30,000 and ￥60,000 per year, and the deposit from ￥10,000 to three 
levels of ￥50,000, ￥100,000 and ￥150,000. Taobao Mall offers B2C platforms only for 
registered companies, and some of them are derived from individual enterprises, which still have 
the characteristics of weak financial abilities. And these skimming pricing policies based on 
users’ lock-in enraged Taobao Mall’s small sellers. On 13th Oct., thousands of online small 
vendors attacked Taobao Mall on the Internet by utilizing Taobao’s policies of “Return for No 
Reasons”. Furthermore, hundreds of victims even demonstrated in the street carrying protesting 
placards, which caught the government’s attention. In the end, Taobao had to make a concession. 
Moreover there are still many tricks for C2C websites to create other difficulties for free 
incumbent users. What’s more, being bonded to a third party will accumulate huge conversion 
cost such as reputation scores, virtual stores’ construction and maintenance. 

THE TREND OF C2C’S LOSING TO B2C 

It is reported by Modern Business (China) that B2C businesses got more capital input 
than C2C in 2011 and B2C businesses strongly rallied, and meanwhile the C2C’s leading role 
was declining for the past decade. This is because with the flourishing of online shopping, more 
and more Chinese online consumers have given up low prices and turned to pursue genuine 
articles with much value, famous brands, good qualities, and guaranteed after-sale services. And 
many people agree that B2C businesses, which can meet these new needs well, are the 
mainstream of future online markets (Modern Business, 2011; Fu, 2011). Zhang (2010) also 
pointed out that counterfeit products had ruined the C2C businesses and B2C businesses would 
realize their prosperity. Hence the living space of small sellers on the Internet in China is getting 
narrower. Being dependent on price battles and lack of innovation as mentioned above adds to 
the collapse of the old model of Chinese online individual entrepreneurship. 

SURVIVAL STRATEGIES 

It’s obvious that Chinese online entrepreneurship is inevitably squeezed by fierce price 
battles in the process of striving for survival. To eliminate the fatal effects of price battles and 
leave them as far as possible, online entrepreneurs may probably adopt the following strategies: 

Select A Diversified Industry With Numerous Heterogeneous Categories 

Some industries such as apparel industry include many ordinary brands and product 
varieties for buyers to select. This market is a high-degree differentiation market full of 
information, while buyers as bounded rationality people are not capable of making the best 
decision by finding out all the information about all the products. This means that one keyword 
may be related to so many products that customers are impossible to view and compare all of 
them and leaves much space for retailers to live. Therefore to obtain benefits by implementing 
asymmetric information is possible for the sellers. Buyers will make transactions when they feel 
the products can meet their needs at the most reasonable prices they confirm. And the selected 
prices are different for different buyers according to their price knowledge by experience. Some 
researchers have also pointed out that “the reason why Internet sites provide extraneous 
information well beyond that provided by storefronts has been obscure because providing it 
bears at least some cost but seemingly gains no benefit for the input supplier if users can surf the 
Web, collect information, and then buy elsewhere at the lowest price” (Just & Just, 2006: 882). 
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On one hand, in some industries there are many kinds of products related to one searching 
keyword. This market has the nature of diversification. On the other hand, the same product can 
be named by different descriptions to be differentiated. Some sellers rename (or redefine) a 
homogenous product differently to make consumers feel that it is absolutely new. In this way, 
though the consumers try to rank the products by price, by using the new names as keywords 
they will find that the products are in a blue ocean. 

Add Value Based On Know-How Knowledge To The Products 

Chinese online individual entrepreneurs shouldn’t settle for their conventional roles. 
Though they are not the main body to implement breakthrough technological innovation to make 
a fortune, they may play a positive role in a succinct but not simple improvement to make each 
one’s products different from the others’. To add know-how technique into a product will well 
protect the profits by making inimitable differences. For example, some handicraft products will 
gain unique taste and higher perceptive quality by skillful redecoration, masterly assemblage and 
distinctive packaging. 

Monopolize A Product 

It is difficult for a small seller to monopolize a supply channel because of weak financial 
ability. However it is possible for someone to monopolize a typical product in some industries. 
For example, some special unique products made of non-renewable resources are good options, 
and this is very common in collection industry which has been growing explosively in China 
today. In addition to luxurious collection business, cheaper and smaller collection business is 
also prosperous. Unique means absolutely different and highest differential. And valuable 
products with this nature will yield great profits. 

Seek A Profitable Market Niche Or Enter A Segment Market 

To operate a market niche means to monopolize a segment market to obtain great benefits. 
Sellers may explore new needs and meet them or go in for a professional market and cut down 
the costs to achieve scale economy. 

Develop Positive Reputation And Get Registered 

A product with a famous registered brand can be identified by people easily since the 
brand strategy belongs to the differentiation strategy. A well-known brand has accumulated 
much and will provide more reputation information about quality, taste, performance, after-sale 
services and so on, which will cut down buyers’ transaction cost. It can draw online sellers out 
from the hot water of competing for homogeneous products at a very low price without profits. 
In recent years, some Chinese online sellers began to pay attention to their own brands, and some 
small remarkable brands have been emerging online. 

FROM SURVIVAL TO GROWTH 

Most of the Chinese online entrepreneurs, who survived in the continuing price wars, 
have occasionally or deliberately adopted one or two strategies mentioned above. Actually these 
survival strategies can be combined into a practical package for the continuous growth of 
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Chinese online entrepreneurs. Figure 1 shows a 4-stage growing process that is supposed to help 
Chinese online individual entrepreneurship get through price wars and keep growing: entry, 
establishment, extension and consolidation. In entry stage, entrepreneurs can take the strategies 
of heterogeneous industry and/or market niche to begin their online businesses. In establishment 
stage, knowledge innovation strategies of redesign, reassembly and redefinition are available. In 
extension stage, it is necessary to integrate forward and monopoly the supply channel to a certain 
degree. In consolidation stage, brand strategy is the main method to maintain and promote the 
business. 

 
Figure 1 

Growing Process Of Individual Entrepreneurship On The Internet In China 
 
 
 
 
 
 
 
 
 
 
 
To sum up, Chinese individual entrepreneurship on the Internet has to keep growing to 

get out of the low-leveled price battles thoroughly. Baptized by painful price competitions, some 
individual online enterprises in China have begun higher levels of their lifecycle and operate 
more meticulously. With the fast development and extensive use of cloud computing system, 
intelligent information terminals as well as the Internet of Things (IOT), it can be expected that 
Chinese individual entrepreneurship on the Internet will gain much more living space, and will 
play more active roles contributing to China’s developing into the “Innovation-oriented Society”. 
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ABSTRACT 
 

This article studies if there is a relationship between the Lubin School students’ current year of 
education and their cumulative grade point average—and their intention to starting a business 
once they have completed their undergraduate studies? The research showed that there is no 
statistical relationship between these students’ current year of education—and their intention to 
starting a business once they have completed their undergraduate studies. The analysis also 
showed that there is no statistical relationship between these students’ cumulative grade point 
average—and their intention to starting a business once they have completed their undergraduate 
studies. This is the first study of its kind that explored the relationship between (a) students’ year 
of education and their intention to start a business once they have completed their undergraduate 
studies and (b) students’ cumulative grade point average and their intention to start a business 
once they have completed their undergraduate studies. My claim about these pioneering findings 
is based upon an extensive title review (including their summaries) of hundreds of articles related 
to these factors listed in EBSCO. 
 

RESEARCH METHODOLOGY i 
 

  A 6-page questionnaire containing 91 questions (variables) was designed for this 
study for distribution among selected undergraduate students at the Lubin School of Business, 
Pace University, New York during December 2004 – December 2005 period.ii  
  Copies of the questionnaire were sent to the author’s faculty colleagues who 
agreed to allow their students to participate in the study. Of the 435 responses completed by the 
students, 390 were included for further analysis in this study. Forty-five of these were found 
unusable for the study for various reasons. 
 

PURPOSE OF RESEARCH 
 

  The overall purpose of this continuing research is to find if there is a statistical 
relationship between a number of independent variables and the Lubin School of Business 
students’ intention to become entrepreneurs after they have completed their undergraduate 
education. 
  The objective of this article is limited to analyzing selected variables as stated in 
the following hypotheses: 
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1. Null Hypothesis: There is no statistical difference between the Lubin students’ 

current year of undergraduate education (first year, second year, third year, or 
fourth year)—and their intention to starting a business once they have completed 
their undergraduate studies. 

� Alternate Hypothesis: There is such a statistical difference. 
 
2. Null Hypothesis: There is no statistical difference between the Lubin students’ 

cumulative grade point average as of the preceding semester (A’s, B’s, C’s, or 
lower than C’s)—and their intention to starting a business once they have 
completed their undergraduate studies. 

� Alternate Hypothesis: There is such a statistical difference. 
 
  The independent variables (students’ year of education and students’ cumulative 
grade point average) were tested against the dependent variable (intention to become 
entrepreneur). Exhibit 1 lists the exact questions related to these variables as included in the 
questionnaire.  
 

LIMITATIONS OF STUDY 
 

  This is a study of the Lubin students who were taking undergraduate business 
courses (accounting, information system, management, or marketing) at different class levels 
(first, second, third, or fourth year) during the study period. The 390 students chosen for the 
study were all different individuals. This is not a study of the same individuals as they 
progressed from their first year of study through to their fourth year. 
 

DEFINITION, REQUIREMENTS, AND EDUCATION 
 

  Let me first present a brief overview of the definition, requirements, and 
educational aspects of entrepreneurship. 
 
Entrepreneurship Definition 
  According to the Wikipedia, the free Encyclopedia, the term first appeared in the 
French Dictionary "Dictionnaire Universal de Commerce" of Jacques des Bruslons published in 
1723. Entrepreneur in English is a term applied to a person who is willing to help launch a new 
venture or enterprise and accept full responsibility for the outcome (Wikipedia 2012). Here are 
some other definitions: 
 
1. 1934: Schumpeter: According to him entrepreneurs are innovators who use a process of 

shattering the status quo of the existing products and services, to set up new products, 
new services (Wikipedia 2012). 

2. 1961: David McClleland: An entrepreneur is a person with a high need for achievement 
[N-Ach]. He is energetic and a moderate risk taker (Wikipedia 2012). 
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3. 1964: Peter Drucker: An entrepreneur searches for change, responds to it and exploits 
opportunities. Innovation is a specific tool of an entrepreneur hence an effective 
entrepreneur converts a source into a resource (Wikipedia 2012). 

4. According to a European Commission report (2008), “entrepreneurship refers to an 
individual’s ability to turn ideas into action. It includes creativity, innovation, and risk 
taking, as well as the ability to plan and manage projects in order to achieve objectives.” 

 
Entrepreneurs: Born or Made 
  Like the traits theory of leadership that argues that the leaders are born and cannot 
be made, there are people who contend that entrepreneurs are also born and cannot be educated 
and trained to become one. 
  Birch once said that if you want to teach people to be entrepreneurs, you can’t. To 
them, entrepreneurship, like leadership, is a function of some invisible personality attributes (in 
Aronson 2004). 
  According to Thompson (2004; quoted in Alain Fayolle 2008), talent and 
temperament cannot be taught. 
  On the other hand, Peter Drucker once said that “It is becoming clear that 
entrepreneurship, or certain facets of it, can be taught. Business educators and professionals have 
evolved beyond the myth that entrepreneurs are born not made.” The entrepreneurship is not 
magic, it’s not mysterious, and it has nothing to do with the genes. It’s a discipline. And, like 
any discipline, it can be learned” (Drucker 1985, in Kuratko 2005). 
  I am one of those many other writers who maintain that entrepreneurship, like 
leadership, is a function of certain skills and attitudes which can be acquired and improved upon 
through education and experience. If one can learn to become a medical doctor, he/she can also 
learn to become an entrepreneur. Actually, it is sometimes easier to become an entrepreneur than 
to be qualified as a physician or physicist. If Birch were opining today, I am sure he will have 
entirely different thoughts. 
 
Entrepreneurship Education 
  The merits of entrepreneurial education have been cited by several people. 
Entrepreneurship education could help students establish and manage a business properly. It 
could also help them prepare for working for someone else. 
  According to Muster (2009), if the engineers want to attain their goals (either by 
creating a firm, or by being creative within an existing firm), they have to create connections, 
form partnerships outside established fields, organize the  distribution of tasks, and receive 
financial support, among others. The Innovation and Entrepreneurship specialization aims to 
provide them with this type of competency. 
   The significance of the entrepreneurship education is evidenced by 
the fact that a growing number of institutions, other than the business schools, are 
offering courses and programs in the various fields of entrepreneurship. These include, 
among others, the schools of arts, engineering, medicine, nursing, and sciences.  
  In i t s  March 2008 reports, the European Commission recommended that 
teaching of entrepreneurship should be integrated in more curricula, not just in the curricula of 
business or economic studies.  
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RESEARCH FINDINGS & DISCUSSION 
 

  Several statistical techniques, such as chi-square, regression analysis, and t-test, 
are available to test the validity of a set of data. All the same, only the chi-square technique has 
been used to test the validity of data used in this research, because the data gathered amply 
satisfy the following four primary assumptions of the Pearson's chi-squared test: (a) 
Independence of observations, (b) large enough expected cell counts, (c) randomness of data, and 
(d) sufficient sample size (Yates, Moore & McCabe, 1999). 
 
Research Findings 
  A summary of the statistical analysis of data related to the two hypotheses stated 
above is presented in Exhibit 2. It also shows the decisions reached based on this analysis. 
  This analysis endorses the acceptance of the Null Hypothesis 1: That there is no 
statistical difference between these students’ current year of education (1st/2nd/3rd/4th year)—and 
these students’ intention to starting a business once they have completed their undergraduate 
studies. The calculated value of X2, 1.61729, is smaller than the tabulated value of X2, 9.49, with 
3 degrees of freedom with alpha=.05. 
  This analysis also endorses the acceptance of the Null Hypothesis 2: That there is 
no statistical difference between these students’ cumulative grade point average—and these 
students’ intention to starting a business once they have completed their undergraduate studies. 
The calculated value of X2, 2.18879, is smaller than the tabulated value of X2, 7.82, with 3 
degrees of freedom with alpha=.05. 
 
Discussion 
  This is the first study of its kind that explored the relationship between (a) 
students’ year of education and their intention to start a business once they have completed their 
undergraduate studies and (b) students’ cumulative grade point average and their intention to 
start a business once they have completed their undergraduate studies. My claim about these 
pioneering findings is based upon an extensive title review (including their summaries) of 
hundreds of articles related to these factors listed in EBSCO. 
  Due to the lack of similar studies to review and compare, the survey of literature 
presented below is limited to a study of some other variables that reflect upon the students’ 
intention for entrepreneurship. 
  Bhandari (2006) in his study of students at a university in India found that “luck” 
and “to lead other people” have a statistical relationship with the intention to start their own 
business after completing education. 
  In another study of students at Pace University’s Lubin School of Business, 
Bhandari (2012) found that there is no statistical difference between these students’ gender—and 
their intention to start a business once they have completed their undergraduate studies. 
  A research by Wilson et al. (2004; in Shinnar, Pruett, and Toney) also concluded 
that men expressed higher entrepreneurial interest than did women, a relation that was consistent 
across Hispanic, Black, and White youth (Wilson et al). 
  In a study of secondary school students enrolled in the Young Achievement 
Australia (YAA) enterprise program, Peterman and Kennedy (2003) found that the participants, 
after completing the enterprise program, reported significantly higher perceptions of both 
desirability and feasibility of starting a business. 
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  According to Crispeels (2008), the drive towards (or away from) entrepreneurship 
comes from the potential entrepreneur’s perception towards own skills and the environment. The 
more confident the potential entrepreneur is about these factors, the more likely the step towards 
nascent entrepreneurship becomes. 
 

SUGGESTIONS FOR RESEARCH 
 

  This research shows that the Lubin School of Business students’ intention to 
become entrepreneurs is not related to their year of education (first year, second year, third year, 
or fourth year of undergraduate education. Likewise, their cumulative grade point average has no 
statistical relationship with their intention to become entrepreneurs. 
  I make the following suggestions for further research: 
1. Relationship between grades and intention for entrepreneurship among graduate level 

students by their majors in the area of business: accounting, economics, finance, 
management, marketing, etc. 

2. Relationship between grades and the discipline of arts: English, geography, history, law, 
mathematics, philosophy, etc. 

3. Relationship between grades and the disciplines of science: engineering, information 
systems, medicine, nursing, etc. 
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Exhibit 1 
List of Independent and Dependent Variables Used for Research 

(With their Original Question Numbers) 
 
Independent Variables 
9. What is your current year of education (check one): 
(a) 1st year of undergraduate study _____; (b) 2nd year of undergraduate study _____; 
(c) 3rd year of undergraduate study _____; (d) 4th year of undergraduate study _____; 
(e) 1st year of graduate study _____; (f) 2nd year of graduate study_____ 
 
12. What is your cumulative grade point average as of the preceding semester/term (check one): 
(a) A+, A, A- _____ (b) B+, B, B- _____; (c) C+, C, C- _____; (d) Lower than C _____; 
 
Dependent Variable 
15. After you have finished your education (whether you have attained a degree or not), what do 
you intend to do (check one): 
a. Start my own business _____; 
b. Work for a business owned by an immediate family member (spouse, parent, brother and/or 

sister) _____; 
c. Work for someone else ______  
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Exhibit 2 
Relationship between Selected Variables and Students’ Intention for Entrepreneurship 

 
Null Hypothesis Total No. 

of 
Respon-

dents 

No. of 
Respondents 
Who Wants 

to be 
Entrepreneurs 

X2 

Calculated 
Value 

X2 

Critical 
Value 

Degree 
of 

Freedom, 
a=.05 

Decision 
on Null 

Hypothesis 

There is no 
relationship 
between Students' 
Current year of 
education (1st year 
to 4th year) and 
Their Intention for 
Entrepreneurship 
 

391 177 1.61729 9.49 3 Accept 

There is no 
relationship 
between Students' 
Cumulative GPA 
and Their Intention 
to Become 
Entrepreneurs 

380 169 2.18879 7.82 3 Accept 
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ABSTRACT 
 

In recent years, Initial Public Offerings (IPOs) have increased vastly. IPOs provide an easy 
way to increase initial investors’ wealth and to raise cash for future expansion of the company. 
Accrual accounting provides management with discretion in the reporting of earnings, and thus 
provides opportunity for managers to engage in earnings management in an IPO. This paper 
presents the first study of earnings management by initial public offering (IPO) firms in Iran. 
Besides, this paper seeks to determine whether Iranian managers exercise discretionary accruals 
to reach earnings forecast targets they voluntarily specify in conjunction with initial public 
offerings (IPOs). We examine a sample of 90 Iranian firms that issue voluntary management 
earnings forecasts in connection with IPOs that occur   between 1993 and 2006. We investigate 
the pattern of discretionary current accruals (DCA) over time. We show that IPO firms choice to 
accruals-based earnings management in the year before the IPO and in the first year as a public 
company. The results show that pre-IPO earnings management by issuers is positively related to 
subsequent firm performance. The evidence strongly suggests that Iranian IPO firms engage in 
accruals management to reach their voluntary earnings forecast targets.  
 
KEYWORDS: Initial public offering (IPO); Earnings management; Financial reporting; voluntary 
earnings forecast. 
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INTRODUCTION 
 
In recent years, Initial Public Offerings (IPOs) have increased vastly. An IPO is the first sale 

of stock by a private company to the public. IPOs are often issued by smaller, younger 
companies seeking capital to expand, but can also be done by large privately owned companies 
looking to become publicly traded. IPOs provide an easy way to increase initial investors’ wealth 
and to raise cash for future expansion of the company. In other words, going public is a major 
corporate event for a company to raise additional capital to fund its growth and enhance the 
entrepreneur's personal wealth, where an offering prospectus including externally audited 
financial statements for up to a certain period (different among different jurisdictions) is needed 
to be prepared in the IPO process. 

When a company lists its shares on a public exchange, it will almost invariably look to issue 
additional new shares in order to raise extra capital at the same time. The money paid by 
investors for the newly-issued shares goes directly to the company (in contrast to a later trade of 
shares on the exchange, where the money passes between investors). An IPO, therefore, allows a 
company to tap a wide pool of stock market investors to provide it with large volumes of capital 
for future growth. The company is never required to repay the capital, but instead the new 
shareholders have a right to future profits distributed by the company. 

The case of IPOs is a little different from seasoned issues. For new issues there is no settled 
value and a shortage of information, therefore investors were rely more heavily on financial 
statements information (Friedlan, 1994; Neill et al, 1995). Accrual accounting provides 
management with discretion in the reporting of earnings, and thus provides opportunity for 
managers to engage in earnings management in an IPO. According to Healy and Wahlen (1999), 
"Earnings Management" occurs when managers use judgment in financial reporting and in 
structuring transactions to alter financial reports to either mislead some stakeholders about the 
underlying economic performance of a company or to influence contractual outcomes that 
depend on reported accounting numbers. Earnings management in general and earnings 
management in the IPO process in particular, have attracted growing attention in the accounting 
research. 

Earnings management in the IPO process is of particular concern for several reasons. First, 
management has incentives to engage in income increasing earnings management to ensure that 
the issue is fully subscribed and/or priced higher to earn greater proceeds, because their 
compensation and/or status depend on the success of the IPO. Second, at the issuing stage, 
earnings management is found to be negatively related to post issue earnings performance (Teoh 
et al., 1998b) and post issue stock returns (Teoh et al., 1998a). As a result, at the issuing stage, 
earnings management has significant resource allocation implication. Third, APB 20 allows IPO 
firms to change accounting principles in the prospectus as long as financial statements of 
previous years are restated. This may give management an opportunity to engage in earnings 
management (Chen et al. 2005). Fourth, there is significant information asymmetry between the 
owners-managers and investors (Leland and Pyle, 1977), and between informed and uninformed 
investors (Rock, 1986; Beatty and Ritter, 1986). 

Many previous researches suggest that earnings are managed even in relatively highly-
regulated US environment (Friedlan, 1994; Teoh et al., 1998a; Teoh et al., 1998b; Burgstahler 
and Eames, 1998), so there is a high possibility of observing earnings management in less-
regulated stock markets, as exist in developing countries. In addition, because of different 
environments across countries and regions, we decided to conduct an earnings management 
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study for IPO firms in Iran. The current study is motivated by two previous studies. The first is a 
study by Roosenboom et al (2003) which finds that IPO firms, which managers tend to over-
report earnings in the first year as a public company, subsequently suffer poor returns; and, the 
second is a study by Gramlich and Sorensen (2003) which found Danish IPO firms engage in 
accruals management to reach their voluntary earnings forecast targets.  

We have focused on the case of Iranian IPOs and Tehran Stock Exchange, as an emerging 
capital market. Tehran Stock Exchange has grown rapidly and it lists all major firms in Iran. We 
examined the managers’ behavior for reporting of earnings in the period before the IPO and in 
the first year as a public company, as Roosenboom et al (2003) did in their research. Then, Like 
Teoh et al. (1998b) and Roosenboom et al. (2003), we studied the long-term stock price 
performance for the IPO firms that were engaged in earnings management experience in 
comparison to the performance of those firms that do not appear to engage in that activity in 
order to assess the long-term effects facing the decision to increase short-run earnings. Next, we 
examined if discretionary accruals are related to a possible incentive to reach mandatory 
specified earnings forecasts1. 

 
IRANIAN GENERALLY ACCEPTED ACCOUNTING STANDARDS (GA AP) 
 
Prior to 1979, financial reporting in Iran was influenced heavily by Anglo-American practices 

(Mirshekari and Sudagaran, 2005). There were no national accounting standards and disclosure 
requirements were based on tax law, corporate law, and stock exchange regulations. The tax law 
required firms to prepare a balance sheet, income statement, and a list of shareholders (with their 
holdings). 

The tax law also prescribed a set format for reporting tax-deductible expenses, computing 
depreciation, and accounting policies related to certain expenses. The main disclosure 
requirements of the corporate law were contained in Section X of the 1969 Amendment to the 
Commercial Code with Articles 232–242 specifying the rules for preparing financial statements, 
disclosing any changes in accounting methods, contingent expenditure and the required methods 
of depreciation. In 1970, the tax law decreed the Iranian Official Accountants Institute, and 
Official Accountants were in charge of verifying the tax liability reported in financial statements. 

From 1966 to 1978, there were requirements for corporate financial statements to be audited. 
For example, the regulations of the Tehran Stock Exchange required that publicly traded 
companies have their financial statements audited by Official Accountants. Therefore, all the Big 
Eight international auditing firms in Iran had Official Accountants as their employees. In the 
1960s and 1970s, the Big Eight dominated the public accounting profession in Iran. While there 
was an emerging cadre of local and Western trained Iranian accountants, the Big Eight tended to 
be dominated by expatriates from the United Kingdom, United States, and South Africa. This 
contributed to accounting and auditing in Iran being influenced by foreign practices. However, 
these developments were ad hoc and there was no systematic structure in place either for setting 
national accounting standards or for adopting International Accounting Standards.  

                                                 
1 Gramlich and Sorensen (2003) in their study, seek to determine whether Danish managers exercise discretionary 
accruals to reach earnings forecast targets they voluntarily specify in conjunction with initial public offerings 
(IPOs). Because earnings forecasting for IPO firms in Iran is mandatory, we examined earnings management in the 
case of mandatory earnings forecasts for IPO firms. 
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Following the Iranian revolution, in 1980, an amendment to the Direct Tax Law disbanded the 
Official Accountants Institute. The public sector’s control and ownership of previously private 
enterprises made necessary the establishment of audit enterprises for managing business entities 
expropriated by the government. Therefore, during 1980–1982, the government established audit 
enterprises and Budget, Planning and National Industries Organization. These new organizations 
recruited a large number of accountants who were previously employed with private auditing 
firms. In 1987, following the merger of the public sector audit entities, the Audit Organization 
was established as the sole auditor of organizations with public ownership and as the only 
regulatory body for national accounting and auditing standards. Audit organization is responsible 
for compiling and determining principles and rules of audit and accounting in Iran. The audit 
reports and financial statements in which, the determined principles and rules are not observed 
not allowed to be used in any of governmental offices. 

During the last two decades, Audit Organization has taken various measures to enhance 
accounting profession in Iran. It has harmonized Iranian profession with global practices via 
translation of International Accounting Standards (IAS), preparation and publication of a number 
of textbooks complying with developed countries’ accounting and auditing standards, issuance 
sets of accounting and auditing manuals for special topics, and accounting and auditing 
guidelines that are published at a superior level. In continuation of these efforts, the Audit 
Organization has prepared and issued the accounting and auditing standards and code of ethics.  

 
3. Stock market and IPO process in Iran 
One of the major tasks of capital market is to provide a proper condition in order to determine 

the fair prices of the capital assets, provide money for the stock owned by the investors, and 
specify optimum budget to the departments, which are qualified enough for increasing values. 
When the market cannot function properly and efficiently, it causes major disorders in the capital 
market, and its effects will be perceived in the layers of national and foreign economies. 

Because of infirmities in their statutory systems and regulative mechanisms, most emerging 
markets usually face many different forms of manipulation, which cause in their turn deficiencies 
in their capital market and also account for the loss of public credence to these markets. Short 
and drastic swings, and short-time investment with little role in economic growth are undesirable 
consequences resulted from investor's lack of long term presence, and are widely reflected in the 
large economy of these countries. 

The idea of having a stock exchange to speed up the process of industrialization in Iran dates 
back to 1936, when Bank Melli Iran completed a report working out the details for the formation 
of a stock market and laid down the preliminary foundations. The outbreak of the World War II 
and subsequent economic and political events delayed the establishment of the stock exchange 
until 1967 when the Stock Exchange Act was ratified. The Tehran Stock Exchange (TSE) 
opened in April 1968. Initially only Government Bonds and certain State-backed certificates 
were traded in the market. During 1970's the demand for capital increased the demand for stocks. 
At the same time institutional changes like the transfer of shares of public companies and large 
private firms owned by families, to the employees and the private sector led to the expansion of 
the stock market activity. The restructuring of the economy following the Islamic Revolution in 
1979 expanded public sector control over the economy and reduced the need for private capital. 
At the same time, the abolishment of interest-bearing bonds terminated their presence in the 
stock market. Because of these events, the TSE started a period of standstill. This came to an end 
in 1989 with the revitalization of the private sector through privatization of state-owned 
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enterprises and promotion of private sector economic activity based on the First Five-year 
Development Plan of the country. Since then the Stock Exchange has expanded continuously. 

In Iran, companies use IPO in order to attract financial resources. In other countries the firms 
are first shaped into joint stock (or public company) and then enter the stock exchange whereas 
in Iran the first offer is made along with the company's entering into the stock exchange. In fact 
the conversion of companies into joint stock is considered as a second market for them. In the 
IPO process in Iran, some controlling mechanisms (such as investment banks, periods of stock 
bargain banning in order to fix the market prices, and controlling the preliminary offering) are 
not being applied.  

Determining the access or deny of the companies' stock in the stock exchange, is the 
responsibility of stock admission board. According to the rules if the admitted companies do not 
observe the exchange regulations and manuals or if after working for a while in the stock market 
they be distinguished as unqualified, the admission board can eliminate the company from 
admitted firms' list.After admitting the applicant, the company must annually pay an amount as 
the registration charge. 

In short, we can summarize the process of admitting companies in Tehran Stock Exchange 
(TSE), as the most important Iranian stock market as follows: 

 
1- Application- If the applicant is qualified, he/she must provide the required documents 

and send them to the TSE Admission Board and the TSE council to get the application 
examined. The applicant must forward a letter from one of the official brokers of TSE, which 
serves as an introduction of the applicant to be admitted in the TSE. The applicant must pay 
the TSE Admission Board a sum of money as the investigation fee. 

       
2- The phases of examining the admission- The examination starts with receiving the 

introductory letter from the official brokers of TSE, which contains the applicants request for 
being accepted in the stock market. The applicant's required documents are taken for 
examining the request. The sent documents are examined at the TSE Admission Board and 
the TSE council to make sure of the completeness of documents. In case of their 
completeness, a basic report is made in this department. A general schema of the firm's 
general status is given in this report. When the first examinations are carried out, the 
applicant's request and the documents are sent to the TSE Admission Board’s secretariat after 
the chief secretary permits. After doing further investigations and preparing critical reports, 
the applicant's application is rendered to the TSE Admission Board for making a decision 
upon. 

The TSE Admission Board is responsible to check the request and announce his decision 
stating either acceptance or rejection of it within 2 months. In case the stocks are accepted, 
the TSE Admission Board will inform the TSE board of directors, the official brokers of TSE 
who has sent the introductory letter and the applicant him/herself immediately.  

In case the stocks are not accepted, the TSE Admission Board is obliged to announce the 
result and give reasons for making such a decision in a written statement to the official 
brokers of TSE who has sent the introductory letter, the applicant and finally to the TSE 
council supervisor and the TSE board of directors. 

The decisions of the TSE Admission Board can be revised by the TSE council at most 
until 10 days after the results have been announced to the TSE board of directors; this is only 
possible if the TSE council supervisor or the people whose requests have been denied have 
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any objection to the results. The TSE council will consider the revision request and give its 
verdict within 20 days after getting the objection. The verdict of the TSE council is definite. 

In case the request is denied, the applicant cannot require again for admission of the same 
stocks before a period of 12 months is completed. By accepting applicant's request, he/she 
will be told about the terms of admission, and the time needed for it to be carried out. If the 
admission terms are agreed upon, the TSE Admission Board will perform the ultimate phase 
for registering the name of the firm in the registered firms' list. 

 
 

DISCUSSION AND CONCLUSION 
 

This study examined the function of discretionary accruals in the Iranian IPO market. We 
show that IPO firms choice to accruals-based earnings management in the year before the IPO 
and in the first year as a public company. Our results strongly support the expected use of 
income-increasing DCA during the year prior to going public and the IPO year. These results are 
consistent with earlier findings such as Roosenboom et al. (2003), Aharony et al. (1993), and Teoh 
et al. (1998b). In contrary to Roosenboom et al. (2003), the results show that pre-IPO earnings 
management by issuers is positively related to subsequent firm performance. 
     Besides, the evidence strongly suggests that Iranian IPO firms engage in accruals 
management to reach their voluntary earnings forecast targets. The direction and extent of the 
accrual management depends on how pre-managed earnings differ from forecast level. Firms 
reduce (increase) reported earnings through earnings management depending on whether pre-
managed earnings are higher (lower) than forecast level. This result is similar to Gramlich and 
Sorensen (2003).  
       In summary, in an environment without high potential litigation costs, Iranian firms 
undergoing IPOs often voluntarily forecast post-IPO earnings. Discretionary accruals (or 
‘earnings management’) appear to be used to narrow the gap between forecast and reported 
earnings, and this suggests that managers view voluntary earnings forecasts as terms of an 
implicit contract with stakeholders. Thus, Iranian managers typically provide more earnings 
forecasts, and they appear to possess the flexibility to manage earnings to reach the forecasts. 
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INTRODUCTION 

With the advent and popularity of social networks sites, the boundaries of the relationship 
between the employer-employee/prospective employee have stretched well beyond the work-
place and work-hours.  Predictably, this relationship expansion has led to unchartered adversarial 
scenarios between the respective parties.   

Ensuing legal disputes necessitate an expansion of the law’s applicability (or new 
legislation) to this new world.  The respective parties, employers especially, require a level of 
predictability regarding their respective rights and duties.  While this predictability can only be 
offered by a body of well settled law, unfortunately, in this new, vibrant cyber world, traditional 
employment law considerations are struggling for deference and rumination.   

Notwithstanding this ostensible indifference, each phase of the relationship is heavily 
impacted by social network media.  Applicant recruitment, information gathering and applicant 
selection stand to be impacted by the social network communications made by employees or 
prospective employees.   While Facebook users are projected to shortly reach1Billion, no 
legislation exists specifically regulating the employer’s access to and use of social network 
information for hiring and firing purposes.  

This article examines whether present and proposed law protects employees’ and 
prospective employees’ rights from potential, unlawful discrimination resulting from the 
employer’s use of social media in its applicant recruitment, information gathering and applicant 
selections processes. iii      

I. The Competing Interestsiv 
A.  The Employer’s Interests   

The employer’s desire to obtain and digest all possible information regarding a job applicant 
before selection is a logical business interest.  A preliminary study finds a strong correlation 
between job performance and Facebook profiles.v  In a study published in the Journal of Applied 
Social Psychology, raters were asked to rate university students by personality related questions, 
such as “[I]s this person dependable?” after viewing the student’s Facebook page only.vi   Raters 
were, in essence, asked to “form impressions” of an applicant based solely on viewing the 
publicly available material (photos, status updates, and conversations) on the applicant’s 
Facebook page.vii    

The raters then assigned a grade to each applicant for the attributes of a good employee; a 
degree of emotionally stability, conscientiousness, extroversion, intellectual curiosity and 
agreeableness.viii    Such findings were subsequently (six months later) matched to the student’s 
job performance evaluation completed by the students’ respective employers.  The study found a 
clear and strong relationship between “good” Facebook scores and job performance.  Generally, 
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the raters gave positive grades to students who traveled, had lots of friends and a variety of 
interests or hobbies.   

Such indications suggest that a reasonable employer should review job applicants’ social 
media communications.  In its recruiting and selection process, it is, of course, in the employer’s 
interest to distinguish between a poor applicant and a good applicant.   

Under some circumstances, a review of an applicant’s profile page may be more than a 
logical business decision, but may also constitute a legal necessity.  Employer responsibility for 
the actions of an employee can potentially be based on two different theories.  Firstly, under the 
doctrine of respondeat superior, when the employee commits a tort while in the course of his 
employment duties, the employer is rendered liable to the victim of the tort.ix  While it is true that 
this type of vicarious liability, generally, does not create an affirmative duty to peruse an 
applicant’s profile page prior to offering the position,x a prudent employer would be better 
served to conduct such review in search evidence for propensity towards tortious conduct. xi    

Secondly, unlike vicarious liability, which is based on the indirect liability of the employer, 
direct liability may also be imposed on the employer for the eventual tortious acts of the 
employee.xii  An employer may be directly liable based on the theory of negligent hiring.  This 
doctrine stems from pure negligence concepts, that is, an employer must exercise reasonable care 
when hiring a person to perform specific duties.xiii   For example, an employer may be deemed to 
be acting unreasonably, i.e., negligently, when it employs a person, previously convicted of child 
abuse, to work in a position entailing direct contact with children, if harm to the children ensues.  
Most states’ law holds employers liable for the tortious acts of the employee when the employees’ 
tortious acts were reasonably foreseeable at the time of hiring.xiv   Negligent hiring is based on 
the fact that it was negligent for an employer to hire the employee given what the employer knew 
or should have known about the employee at the time of hiring.  Using Connecticut as an 
example, “[t]he ultimate test of the existence of the duty to use care is found in the foreseeability 
that harm may result if it is not exercised.”xv  “It is well settled that defendants cannot be held 
liable for their alleged negligent hiring[…] of an employee accused of wrongful conduct unless 
they had notice of said employee's propensity for the type of behavior causing the plaintiff's 
harm.”xvi 

Since foreseeability is the basis of this tort, the inevitable question is whether employers must 
perform a perfunctory investigation of an applicant’s profile page (especially given the relative 
ease of doing so) prior to employing the candidate.  No case has explicitly found that a failure to 
review online information before hiring an employee who later commits a tort, constitutes 
negligence hiring.   Other than statutorily required background checks in connection to sensitive 
positions such as teachers and law enforcement personnel,xvii  current law is not clear on this 
point.xviii   Some courts have imputed to employers the obligation to investigate an applicant's 
background.xix   While in other jurisdictions the existence of the duty may depend on the nature 
of the position sought, the hazardous nature of the employee’s tasks, the level of interaction of 
employee with public and the correlation between the employee’s prior misconduct and the 
nature of the position sought.xx  Notwithstanding this lack of clarity, seemingly, it is in the 
interest of the employer to conduct a review of an applicant’s profile before hiring the 
applicant.xxi 

In fact, employers do conduct reviews of applicants’ profile page.   According to a study 
conducted for CareerBuilder.com by Harris Interactive,xxii 45% of employers surveyed are using 
social networks to select applicants.xxiii   Just one year earlier, a similar study found that 22% of 
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employers were using social networks sites like Facebook, MySpace, Twitter and LinkedIn to 
review applicants.xxiv  The study found that 35% of employers based their decision to deny 
applicants jobs on the content viewed on the respective applicant’s social networking site.xxv  In 
the study, Facebook proved to be the most popular social media site for employers to conduct 
their applicant screening (followed by LinkedIn, MySpace and Twitter). xxvi  Over 50% the 
employers who participated in the survey stated that provocative photos played the biggest role 
in a decision not to hire an applicant, while 44%  of employers used applicants’ references to 
drinking and drug use as red flags as a contributor to not employing applicant.xxvii  A survey 
commissioned by Microsoft in 2010, also showed that 79% of the U.S. employers which 
participated in study use the Internet to screen applicants and that 70% employers rejected 
applicants based on the search results.xxviii  

Not only have employer s demonstrated their willingness to search profiles, recently, they 
have also demanded applicants’ passwords to respective social media sites as a condition of 
employment. xxix The practice first came to attention when the Maryland Division of Corrections 
(DOC) policy required that job applicants for employment with the DOC provide the 
government with their social media account usernames and personal passwords for use in 
employee background checks.xxx   As consequence, corrections officer Robert Collins was 
required to provide his Facebook login and password to the DOC.  During the interview the 
interviewer logged on to Collins’ social media site and read the latter’s postings and those of his 
family and friends.   

The above conclusions demonstrate that the employer (1) should review profiles, (2) at times 
may need to review profiles, (3) most times will review the profiles, and (4) that it will use the 
information contained in profile to deny a position.  How are these legitimate business and legal 
concerns contrary to the interests of the applicant? 

B. The Applicant’s Interests 

When viewing unbridled media site profiles, an employer  may potentially view and discern, 
among other things, the age, religion, color, race, gender, disability, sexual orientation, military 
status, or the nationality of an applicant.  This information gives the employer the ability to go 
beyond legitimate applicant recruitment and selection.  The employer is afforded the opportunity 
to enter the realm of unlawful discrimination.  Typically, other than an applicant’s gender (most 
time discoverable from a name on application) the applicant’s attributes are likely to be revealed 
only after an interview, in fact, some characteristics may never be discovered.  However, a pre-
interview review of a profile is likely to show the above mentioned classifications before the 
applicant meets with employer.  

Accordingly, the employer’s ability to discriminate is greatly facilitated.  The employer can 
discriminate based on one or more of the above classifications without the applicant knowledge.  
That is, in absence of an interview, and therefore without the knowledge of the employer’s 
review of her profile page, an applicant is likely to never know if she was denied the position 
because of, for example, her color. 

It is the applicant’s interest to participate in the world of social media sites without giving up 
the opportunity to gain employment because of her merit, or be denied a position because of her 
race, color, religion, gender, national origin, age or disability, for example.  

The legal (and social ) issues are then formulated:  How can the law avoid interfering with 
the prudent employer’s need to review content that clearly aids in its recruitment and selection 
process, and simultaneously prevent the employer the opportunity to view and weigh factors 
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which may potentially  lead to unlawfully discriminate? And, how can the law achieve this 
without the applicant’s notice of the unlawful discrimination?   
 

THE ADVERSARIAL SYSTEM 

 
A.  Litigation  

The U.S. legal system is based on the adversarial system.xxxi  As opposed to the inquisitorial 
systems where a judge or other public decision maker is the proponent of the facts and legal 
evaluation,xxxii  “an adversary system relies upon the parties to produce the facts and legal 
arguments that will be forwarded on their behalf, for such a system to function properly, the 
parties must be somewhat equally capable of producing their cases. xxxiii   “[The] accepted virtue 
of the common law, adversarial system of justice is that it leaves more control in the parties…By 
placing control in the individual over the state the adversary system reflects deeper values of 
liberalism and even natural justice.” xxxiv Our decision to resolve legal disputes in this manner, 
however, triggers equality concerns.xxxv “ If one side in adversarial adjudication is ill-equipped--
it cannot afford access to the system, or has less time and money to pursue evidence, or less skill 
in developing legal claims--then what emerges as the stronger case might not necessarily be the 
better case…[T]he parties must be given relatively equal opportunities to present their case.”xxxvi  
The adversarial system hinges on party control of the investigation and presentation of 
evidence.xxxvii 

The anticipatory use of social media information by employers does not simply trigger such 
concerns, it eradicates the adversarial system.    More specifically, when an employer views the 
content of an applicant’s profile prior to an interview, it gains an overwhelming competitive edge 
over the applicant and the law in the adversarial setting.  As stated above, this preliminary view 
of the profile allows the employer to make the hiring decision without the applicant’s knowledge 
that he or she is even under consideration.   If an employer discerns an applicant’s color, for 
example, and bases its decision not to hire on such factor, it is essentially free to unlawfully 
discriminate effortlessly and without much consequence; the applicant will simply never know 
that this misconduct has occurred.xxxviii   Without notice of the wrongdoing the applicant will not 
seek redress, hence she will not investigate the matter, file a charge of discrimination or litigate 
the case; no adversarial setting will ever be triggered into play.  That is no enforcement of the 
anti-discrimination law will occur.      

As stated above, in an adversarial system, the parties must be put on equal footing to present 
their case.xxxix  The adversarial system rests on party’s ability to investigate and present the 
evidence.xl  The above described applicant is clearly not on equal footing with the employer.   In 
fact, she is likely to never become one of the adversaries.  In essence, social media sites remove 
possible discriminatory conduct from the purview of justice by temporally moving such conduct 
outside reality and into the cyber world, rendering unlawful discrimination invisible.  

B.  Agency  Enforcement  

The Equal Employment Opportunity Commission (“EEOC”) has the authority under Title 
VII and the ADA to file a Commissioner’s charge independently of an employee or applicant’s 
charge,xli arguably, lessening the harm caused by the lack of an adversarial system.  The EEOC 
Compliance Manual states as follows:  “While the principal means for implementing 
Commission policy is the investigation of individual charges, EEOC-initiated investigations are a 
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necessary part of the enforcement process. Discrimination victims are often unaware of their 
rights or unaware of discriminatory practices.  While this is typically so in cases of systemic 
discrimination, it is also true in cases where discrimination is less pervasive.  Field offices should 
not hesitate to recommend Commissioner charges or initiate directed investigations when such 
action will fulfill EEOC's law enforcement mission.”xlii  

The EEOC has a special interest in pattern or practice of discrimination cases because “‘it 
has access to the most current statistical computations and analyses regarding employment 
patterns' [and] was thought to be in the best position ‘to determine where “pattern or practice” 
litigation is warranted’ and to pursue it.”xliii  

However, notwithstanding this mandate, in the end, the EEOC’s authority to initiate its own 
litigation is rarely used.  In 2011, only 47 Commissioner’s charges were filed, while 99,947 
charges were filed by individuals against their employer.  The EEOC’s reliance on the 
adversarial system is evident. xliv Given this heavy reliance, ostensibly, the EEOC is as powerless 
as the individual applicant as means of discovering and redressing discriminatory conduct.  After 
all, with the possible exception of pattern and practice cases (where statistics play a major role), 
the EEOC is in no better position than the applicant when it comes to discovering invisible 
discriminatory conduct.  In the end, the EEOC’s own enforcement of anti-discrimination law is 
also rendered less than efficacious.    

 
CURRENT LEGISLATION:  DOES IT PROTECT APPLICANT? xlv 

 
A.  The Password Trend 

The analysis beings with the most recent trend in the employer-employee/applicant 
relationship, that is, the employer’s  practice of demanding applicants’ social media sites 
passwords as a condition of employment or as a part of the hiring (see Maryland Division of 
Corrections matter described above).   Although new, the practice may be short lived. Maryland 
itself became the first state to pass legislation prohibit employers from requiring applicants and 
employees to disclose their passwords (the law takes effect on October 1, 2012).xlvi  On August 1, 
2012 Illinois signed into law (effective January 1, 2013) amendments to the Right to Privacy in 
the Workplace Act,xlvii  thereby prohibiting, among other things, employers from asking 
applicants and employees to provide passwords and log-in information to personal social 
networking sites.  Similar legislation has been introduced in California, Illinois, Maryland, 
Michigan, Minnesota, Missouri, New York, South Carolina and Washington.  

Congress is currently considering two related bills. In April 2012, Reps. Eliot Engel and 
Jan Schakowsky introduced the Social Networking Online Protection Act,xlviii  and in May 2012, 
Sen. Richard Blumenthal and Rep. Martin Heinrich introduced the Password Protection Act of 
2012.xlix  Both proposed laws would prohibit employers from, among other things, requiring or 
asking an employee or applicant to provide a password for access to personal social media 
account. 
     Law makers’ reaction to this latest practice indicates that employees will not be subject to 
the password requirement.  However, the legislative reaction does not protect the employees 
from the use of information that is openly available on the Internet.  

B. The Fair Credit Reporting Act  
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The Fair Credit Reporting Act (FCRA),l  among other things, regulates employment 
background checks performed by third parties on behalf of employer.li  The Act requires that 
when a third party prepares a background check of an employee or applicant, the latter two must 
be notified of the investigation; given the opportunity to give or refuse consent; and notified if 
information from the report if used to make an adverse hiring decision.lii    The FCRA requires an 
employer to “clearly and accurately notify applicants in writing if they will be the subject of a 
consumer credit report prepared by a consumer reporting agency.”liii  

Unfortunately, the FCRA and its protections do not apply when an employer performs its 
own profile search.  Accordingly, the FCRA would be of no aid to the aforementioned applicant.     

C. Stored Communications Statutes 

As stated above, this note’s analysis is based on applicants’ whose profile is public.  In 
instances where the applicant’s media site is not public but is nevertheless accessed by employer 
without the applicant’s consent, a violation of the Stored Communications Act may be found.  
The Electronic Communications Privacy Act (ECPA)liv includes federal wiretapping laws and 
federal laws prohibiting unauthorized access to communications in electronic storage.   

Title II of the ECPA created the Stored Communications Act (SCA)lv, intended to “address 
access to stored wire and electronic communications and transactional records.” The SCA makes 
it a federal crime for anyone to “access” without “authorization”, or in excess of authorization, a 
“facility providing electronic communication services and thereby obtaining access to a wire or 
electronic communication while it is in electronic storage.”  The SCA would be of no help to an 
applicant with a public profile.lvi      

 
 

D. Federal Computer Fraud and Abuse Act  

Although this Act is often used by employers to pursue claims against their employees, 
arguably, an employer who exceeds its authorized access to a profile or the social network’s 
server, may be in violation of the Computer Fraud and Abuse Act (CFAA).lvii   Again, however, 
the CFAA would be of no help to an applicant with a public profile. 

 
E. Title VII, The ADA and the ADEA 

An array of antidiscrimination statutes exists if we consider state and federal law.  The 
most fundamental federal statutes, however, are listed below.   Under Title VII of the 1964 Civil 
Rights Act,lviii  an employer shall not “fail or refuse to hire or to discharge any individual, or 
otherwise to discriminate against any individual with respect to his compensation, terms, 
conditions, or privileges of employment, because of such individual's race, color, religion, sex, or 
national origin.”lix    Under the Americans with Disabilities Act (ADA)lx an employer cannot 
make an adverse employment decisions against “an individual with a disability who, with or 
without reasonable accommodation, can perform the essential functions of the employment 
position that such individual holds or desires.”  Pursuant the Age Discrimination in Employment 
Act (ADEA), it is against the law for an employer “to fail or refuse to hire or to discharge any 
individual or otherwise discriminate against any individual . . . because of such individual's 
age.”lxi   
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As a consequence of this legislation and disparate treatment and disparate impact 
principles, employers are prohibited from making inquiries such as the following examples, in 
response to an applicant’s application.lxii    
Are you Hispanic?  
What is your ethnicity?  
What is your race?  
What is your national origin?  
Are you a citizen of this country?  
Where were you born?  
What is your religion?  
Do you attend church? 
How old are you?  
When were you born? 
Are you disabled?  
Are you an addict?lxiii  
 

Additionally, as a consequence of this legislation and especially disparate  
 
impact principles employers are strongly discouraged from making inquiries such  
 
as the following examples, in response to an applicant’s application. 
 
Are you married?  
Do you have children?  
Do you plan to have children?  
Are you pregnant or planning to become pregnant? 
Have you ever been charged with a crime? 
Have you ever bounced a check?  
Have you ever failed to make a payment on a loan? 
Were you honorably discharged from the military? 
How tall are you?  
How much do you weigh? 
Are you a citizen?  
Where were you born? 
What is your religion?  
Can you work on Sunday? 
What organizations do you belong to?lxiv 
 
     The introduction of social media sites into this paradigm demonstrates the growing 
irrelevance of employment law in the cyber-world.  A profile or even simply a posted photo of 
an applicant may give the employer the answer to most of these inquiries, without the need to 
pose a single unlawful question.  And, as stated above, the employer can collect and consume 
such responses without the applicant’s knowledge that she is unknowingly responding to 
unlawful inquiries.  To a great extent, this represents the demise of antidiscrimination protection 
at the employee recruiting and selection phase.  The more the employer looks, the more it sees, 
the more it sees, the greater the potential of discrimination.   
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In the end, no federal statute specifically prohibits employers from obtaining or utilizing 
information gathered from profile searches. 

 
CONCLUSIONS  & RECOMMENDATIONS 

The preliminary findings of this note are as follows:  (1) The employer should review 
profiles, (2) the employer, at times, must review profiles, (3) the employer most times will 
review profiles, (4) the employer will most times use information contained in profile to make a 
hiring decision.  Lastly, it is also clear that (5) the employer’s review of social media sites takes 
any potential discriminatory conduct outside the temporal parameters contemplated by current 
anti-discrimination statutes, and, consequently, (6) the applicant and the EEOC are unlikely to 
discover the discriminatory conduct.  Without notice of the misconduct, the adversarial system 
stops functioning and with it the enforcement of anti-discrimination law.      

Based on these conclusions, to remain consequential in this new world, anti-discrimination 
protection must find a presence in that pre-interview slice of time.   Two avenues seem most apt 
towards achieving this end.  The first option is to steer away from the reasoning reflected in the 
current “password related legislation” discussed above.  That is, given the absence of an 
adversarial system to enforce the law, a categorical prohibition of employer’s use of social media 
content in hiring decisions would be less than a weak warning.  Since it seems clear that 
employers are actually using the online content to make decisions, the first clear choice is to 
require employers to report to the EEOC and the applicant every instance of social media site 
review (in the context of making hiring related decision).  As a result, the applicant and the 
EEOC would have notice of the review and the option to re-enter the adversarial system should 
discriminatory conduct be suspected. 

The reporting system currently required by the FCRA should be expanded.lxv As stated 
above, among other things, this law regulates employment background checks performed by 
third parties on behalf of employer.lxvi   The Act requires that when a third party prepares a 
background check of an employee or applicant, the employer must “clearly and accurately notify 
applicants in writing if they will be the subject of a consumer credit report prepared by a 
consumer reporting agency.”lxvii   The FCRA ‘s protections have not been expanded to cover 
employer conducts its own background check.  Amending the law to make it applicable to 
employer’s own searches would, as stated above, reactivate the adversarial system by giving 
notice to the applicant and the EEOC.  Of course, we remain with traces of the problem:   How 
can one ascertain if the self-regulated reporting is a true reflection of the employer’s searches; 
for unscrupulous employers, the ones more likely to discriminate, the searches and the 
discrimination would remain invisible.   
  The second option consists of applying a rebuttable presumption element to 
discrimination cases.  In discrimination related cases, employers would have the burden of 
rebutting the presumption that they did view social media sites when they made their hiring 
decision.  Of course, this would be quasi irrefutable in instances where an employer has an actual 
declared internet screening policy.  Obviously, the employer's burden of rebutting the 
presumption would be onerous.  However, placing this burden on the employer in order to rescue 
the adversarial system is a burned worth imposing.  In the end, such a presumption does not 
create any greater burden than that of a small business owner operating in a small town where 
everybody knows everybody.   
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i  i A good amount of the text-material included under “Research Methodology” 

section of this article is identical to the text-material that was written under “Research 
Methodology” section of the first article that was based on the same data published in the 2012 
online issue of the Journal of Entrepreneurship Education. 

  ii The author is very thankful to his faculty colleagues who helped collect students’ responses for 
this research and to Dr. Vasantha K. Bhat who helped in the statistical analysis of the data. Thanks are also due to 
Mr. Mihir Trivedi and to Mr. Pratik Shinde for their research assistance; and to Pace University for its support in 
this study. 

 
iii  The focus of this note is on the effects of social media sites/profiles on discriminatory practices 
in the workplace.  However, it should be mentioned that the growth of such communications has 
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protected employees.   
  Several cases have seen the application of tort based legal theories such as defamation, invasion 
of privacy, wrongful disclosure of confidential information or trade secrets.  Cases against public 
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constitute an unreasonable search and seizure.    Other cases have raised exceptions to the 
general at-will doctrine, such as violation of public policy and statutory protections such as anti-
retaliation statutes based on protected activities such as free speech.   
  For examples of cases dealing with discipline and discharge of employees due to social media 
sites posts, see Simonetti v. Delta Airlines, No. 1:05-CV-2321, 2005 WL 2407621 (N.D. Ga. 
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and microblogging) through which users create online communities to share information, ideas, 
personal messages, and other content (as videos).  See Social Media, Merriam-Webster, 
http://www.merriam-webster.com/dictionary/social%20media (last visited Sept. 23, 2012)(last 
visited September 23, 2012). Popular examples include Facebook, Twitter, Linked-In, and 
YouTube. 

 Throughout this note it presumed that an applicant’s social media site/profile (such as a 
Facebook profile) is public and not protected by privacy settings.  

v  Donald H. Kluemper et al., Social Networking Websites, Personality Ratings, and the 
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special relationship between particular persons and the employee.”  Moses v. Diocese of 
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xxxii As is the case in most of Europe.  See John H. Langbein, The German Advantage in 
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xxxviii   Arguably, an applicant could hire an expert to find an online trail left by an 
employer's search.  However, without some notice of the employer’s search or suspicion thereof, 
the applicant’s curiosity is unlikely to be sufficiently aroused to take such steps.  And, in the 
cases where the suspicion or notice is present, the cost of such steps may be prohibitive. 

Title VII of the Civil Rights Act, the Americans with Disabilities Act and the Age 
Discrimination in Employment Act (all discussed below) do require employers to retain 
applications and other personnel records relating to hiring process.  One could argue that such 
records could be used to trigger investigations, etc.   However, the unscrupulous employer, the 
one most likely to discriminate, is unlikely to abide by this law if it knows the chances of being 
found out are minimal.  Moreover, the applicant is not automatically entitled to a copy of such 
records, thus, who would review such innumerable documents?         
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