














Affairs Bureau (Direccao dos Servigos para os Assumdbsrais or DSAL) promotes vocational
training among citizens and collaborates with other govemhrdepartments in this endeavor.
The DSAL also launched the “Internship Program in Mail&mina for University Graduates”
in 2009. The program provides Macao graduates therierpe of working in mainland
companies for six to 12 months, hoping to improve thkances of landing better jobs in the
workplace.

The government has teamed up with the Macao Federdtibrade Unions on a program
called “On-job Training and Employment Schenfi@€using on the unemployedlhe scheme is
linked with enterprises in the hotel and restaurant itmgissand six gaming concessionaries who
provide on-job training (OJT) for the non-skilled and hiirectly those who are qualified.

The government has also commissioned the services adifirgs Civil Service College
(CSC) to provide training services to Macau's Public Adstiation and Civil Service Bureau
(SAFP) and assist the latter to establish a new CentralifigaTo date, CSC has trained more
than 3,000 senior, middle and junior officers from Macaden the Executive Management
Development (EMD) Programme for Directors and middieellemanagers, the Executive
Management Skills (EMS) Programme for high potential juoiicers and the Public Policy
Development (PPD) Programme for senior officers withinMlagao Civil Service.

The Macao Productivity and Technology Transfer Centem(© de Produtividade e
Transferencia de Tecnologia de Macau or CPTTM ) watsup in 1996 to enhance the
competitiveness and productivity of businesses. It haspl#sed an active role in corporate
training. Moreover, CPTTM has initiated skill building courdes secondary and primary
students to prepare them for future studies and jobs.

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

The Institute for Tourism Studies (IFT, 2009) is the ragideading training provider for
the hospitality and tourism industry. It is a public tegti@ducation institution established in
1995 and funded by the government. It offers degrekedaploma courses, various vocational
training, and short courses on hospitality and caterimggitdge and tourism, and foreign
languages. More than 45,000 people have attended its wiogtidducation courses over the past
five years. IFT is also actively engaged in training daedelopment partnerships with top hotels
in Macao (MSS, 2010). In July 2010, IFT signed anarighth culinary arts practicum program
agreement with 11 hotels in Macao to attract young local stede be future chefs in Western
food (Li, 2010).

The Macao Polytechnic Institute (IPM, 2009), through itsing arm -- the Centre of
Continuing Education and Special Projects — organizesmeongj and vocational training in
different fields for both civil servants and the publits programs on casino career, tourism and
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hotel, and convention and exhibition are popular amongleets. Language courses, public
administration and business management also attracicargimber of participants.

Corporate HRD

Companies in Macao face a shortage of qualified localamunesources, government
restriction on hiring foreign employees, and possible jab due to the economic downturn. In
this context, HRD plays a crucial role in helping companiesveldvetter performance and
productivity from employees, and retain the best talents.

Traditionally, the major utility companies in Macao like thEM (Companhia de
Electricidade de Macau) electric company and Macao Watel,organizations like the Banco
Nacional Ultramarino (BNU), Air Macau, the CTM (Compamhie Telecomunicacoes de
Macau) telecom company, and Lisboa Hotel were atfohefront of corporate training and
development in the region. The entry of major foreigrpeorations in the hospitality and gaming
industries over the past seven years have increasetiothequantity and quality of T&D
initiatives and activities in Macao (MSS 2010). T&D investinagncustomer service related
programs have increased with more tourists expecting bsdterce from hotels, restaurants,
retail shops, and other businesses.

Five-star hotels offer a wider range of T&D coursestfair employees (MSS 2010).
Venetian Macao Resort Hotel, MGM Grand Hotel, StarWortitey Wynn Macau, and Altira
Macau are at the forefront of T&D activities. Customawise, job skills training, management
and supervisory development, leadership skills, trainé&n@ning, language courses, and
occupational health and safety are popular programsesetrganizations. Growing cultural
diversity in the workplace requires employees to acquittetelational and team building skills
in order to ensure work harmony and collaborative ggerdnce. Harmonious and familial
workplaces contribute positively to organizational loyalty anglegee retention.

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

Macao’s fledgling MICE (meetings, incentives, conventiaibitions) industry, which
got a big boost with the opening of Venetian Macau'’s lillomsquare feet of convention space,
foreshadow more T&D activities in the future. A MICE tiam center would be needed to
enhance the development of local talents with the aptepkinowledge, skills and attitudes.
This will also facilitate Macao’s diversification process ouwdside 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 citagetinmuman resources as “a
bottleneck to sustainable economic development” (EC, 20hE) lack of qualified manpower is
a major concern among industries, especially in the mgrhiotel and service sectors (Kim-leng
and Woo, 2010). High turnover rate, filling up vacanthtecal positions and retaining young
staff members are among major concerns of the lockan@viSS 2010).

Hiring foreign workers are a good solution to Macaogemt manpower needs, especially
in jobs disliked by the locals (Coutinho, 2011a; Kim-leng &wdo, 2010). Besides filling up
unpreferred jobs, foreign workers also make up fdnrieal expertise and experience needed in
the industries (Siu, 2011; Leong, 2007). But residentnaré¢oo keen in having more foreign
workers due to job concerns. Moreover, the governnseaverly cautious in granting import
labor quotas to companies. In this regard, more transpasnd accountability are needed in the
approval process of labor quotas (Coutinho, 2011a).

A highly restrictive import labor policy is detrimental to Macs transition into a “world
travel and leisure hub” and a world-class city (Yip & Lag2®11). Quality of services would
stagnate, prices go up and the enclave’s image detesofaip & Lages, 2011). Despite
government restrictions on the hiring of imported labodustries will need to hire foreigners
with the right experience and expertise in order to grod survive (Shamadasani, 2008).

The scarcity of manpower especially in the constructiodustry has driven some
companies to hire illegal labor. Two main factors explain te phmactice. One is that illegal
workers cost cheaper than the locals. And companiewibireg to take the risk of hiring them.
Another factor is that illegal workers are desperatgolos and are willing to do any type of work
even in adverse conditions. Despite the government’s utiregecampaign against hiring illegal
workers, the practice continues especially with the reseeg®f construction projects in the
region.

Retaining valuable talents has been a major challenge @wong the bigger companies
in Macau (Cou, 2012; Yu, 2012). Attimes, it is not justatter of keeping employees happy on
the job but also reaching out to their families (Cou, 2012;2042). Moreover, executives have
to devote more time communicating effectively with theinflioe 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 populatiae a primary education
background or less, 182,400 had secondary educatibite 79,400 had tertiary education
(DSAL 2012). Low education background limits the job gioidities and career mobility of
people. Casino dealers, for instance, usually expersgraaus difficulties in finding jobs outside
the industry. On the other hand, companies have little ehwicen hiring people for jobs
mandated as for-residents-only. Even some big comepatcede to lowering job specification
requirements to be able to fill up vacancies. Smallraedium enterprises (SMESs) are usually in
the losing end because they count among the least-peeamgloyers for local employees.
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Among the 8,700 jobless people in 2011, 7,200 had secpmrducation or less, while the
rest had tertiary education (DSAL 2012). During theegeriod, there were nearly 8,000 job
vacancies in various industries — wholesale and retaié thadl 4,137; the gaming industry had
2,274; transport storage and communications, 666; investigatid security services, 838. The
local workers were either unwilling to take available jobs efyttid 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 HRBDlaoao, and relevant public
policy and strategies in the region. Employing the SWQAlyais, it determines the key areas of
improvement of HRD in Macao in order to effectively addrgmrsistent human resource
problems and harness opportunities for development. ré&bearch addressed the following
guestions:

1) What are the HRD challenges and problems faced betjien?

2) What policy reforms and HRD strategies should be adopyethe Macao government in

order to effectively address present human resourd#gmns?

Invitations for research interview were sent to variousestaklers including HR executives,

legislators, academics, professional and labor associatimerstf Primary data were gathered
from those who agreed to be interviewed. Semi-structuntedview questions were developed
with the aid of relevant HRD literature. The questiamese designed to elicit the interviewees’
expert opinion on the research theme. The respondemnésalso given the opportunity to discuss
issues not addressed by the questions, but relevant tegbarch. Interview transcripts were
analyzed, noting the concurrence and divergencepaiions among the various experts as
regards the strengths, weaknesses, opportunities andstbféddRD in Macao. Secondary data
from published reports and related literature were atsm uo corroborate research findings.
Lastly, HRD policies and strategies for Macao are psepdo conclude the study.

SWOT ANALYSIS
Strengths

Macao has the Chinese central government’'s approvatamrgaming in the enclave,
ensuring hefty revenues from gaming taxes and, tliesjuate resources for education and HRD
in the region. Educational funds and subsidies for ratdare available, although public
expenditure for education is still less than 3 percent@® GOECD, 2012). Big businesses, such
as hotels and casinos, also have considerable res@mdegarious training and development
programs for employees (Carreiro, 2012; Cou, 20122902).

Last year, the government launched a three-year camgirdlucation program estimated
to cost 500 million patacas, offering each resident agkxhst 15 a course enrolment subsidy of
up to 5,000 patacas (USD 625). Government financiap@tipis also given to continuing
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professional education providers, who in turn offer subsidr tuition fee rebates to residents
completing various training and development programs (L&i1 R0

Local labor’'s strength includes their familiarity with the enmim@nt and culture of
Macao, minimizing the problems related to social and vamtjistment (Carreiro, 2012; Cou,
2012; Yu, 2012; Lei, 2011; Siu, 2011). They also enjoyenilexibility in terms of job mobility
(Pun, 2011). Moreover, the younger population hadatively higher educational attainment
and better skills compared to older generations (Ng, 2011).

Weaknesses

Macao’s rapid economic growth over the past decaden gisdimited human resources,
has put big and small companies in a difficult situation. fBggon’s labor policies and human
resource plan have been inadequate in responding toets okbusiness. The labor market has
been very tight especially with the expansion of theises sector, constraining sustainable
economic development in the region (EC, 2011). Theddexecutive, managerial and technical
talents and the restrictions on hiring foreign workers hagkadguered many employers
especially in the gaming and hospitality industries (Tam, 200L22012; Coutinho, 2011). In the
accounting field there is an urgent need for managéalants (Lok, 2012). But potential
candidates for certain positions lack the relevant expexja@raining, and at times the inclination
to work in a very demanding profession (Chan & Che@ij2). Even some higher education
institutions face difficulties in attracting top international méde due to less competitive
compensation packages and statutory restrictions on empibyporacts (Lei, 2012).

The tight labor market coupled the government’s restrictolieyon hiring foreign labor
usually breeds a vicious cycle where a horde of oasmhotel employees resign from their
current employer to join a newly-opened business (T2002). The ease that residents have in
shifting jobs makes organizational commitment and job speation difficult to grow. This
condition usually leads to higher recruitment and trainomgjscand a drop in the service quality.
Small and medium enterprises in the service industry ar@lysan the losing end as they are
faced with the problem of retaining talents and recruitiregl staff members (Chan & Cheong,
2012).

Macao’s policy on human resources has been unabtidtess effectively and decisively
chronic labor problems, especially skills shortages (Morrisziil). “Labor law seems to
undermine large industries and construction businessesg [thprack of transparency and
comprehensibility in the rules governing non-local hiring¥ofrison, 2011: 57). The
government does not have a long-term HR plan and atéegtrategies to promote HRD in the
region (Siu, 2011). The government needs greater effigien addressing human resource
issues in the region (Lei, 2012). For instance, the oeeregarding the quota of imported
labor for various industries are unclear (Lei, 2011). M™wrao government established the
Human Resources Office to deal with requests for impdatear but it was not able to engage in
serious research about HR issues in the region (Ng)28tbteover, lifelong learning among the
residents has not been effectively implemented.
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The need for imported labor is especially urgent in thelh&ded & beverage and
transport industries (Yip & Lages, 2011). One hospitatidustry expert avers: “Since there are
not enough qualified residents to fill vacancies and imppr@bour is hard, hotel employees
have become a commodity. They are no longer redaad qualified workers withaareer ahead
of them” (Cavaliere, 2011). Continuous restrictionshinmg of talented foreign workers will
hurt Macao’s image as a world-class city (Yip and Lage41) and impede its transformation
into a world tourism and leisure center. Also part of thiecdity in hiring foreign workers is the
long processing time of applications for imported laborthyy government (Chang & Cheong,
2012). By the time a foreign employee begins his fiast@h the job, at least four months would
have transpired since the application’s submission.

Deficient quality and quantity of local human resourcesnoftex many organizations
(Coutinho, 2011a ; Lei, 2011; Pun, 2011; Siu, 2011; Yid&es, 2011). The stability of
business operations and quality of services are aglyeaffected especially when employees
leave in hordes for newly opened properties.

Issues regarding the quality of local employees are tféeerd to the region’s educational
system (Coutinho, 2011a). Critical thinking and langudgjés sfor instance, are not adequately
learned in the schools (Coutinho, 2011a). Moreoveagp@d number local appear to be less
competitive because they are more passive, conservatiggarochial in their viewpoint (Fong,
2011). There is also the school dropout problem wlnak to be addressed more firmly
(Morrison, 2011a). Related to matters concerning Macawosth, a local professional
commented: “I think that contemporary young generatiorsiodiave a strong mental quality
and determination to struggle for their life because ofsthble and comfortable life style and
status in Macau. While the economic environment is stable afeegot able to conquer failures.
They prefer a comfortable and easy life to live insteagtrofygling hard” (Luk, 2102). Moreover,
younger employees who just focus on earning money thesdong-term need for continuing
personal and professional development (Cavaliere, 2011).

Despite the government’s policy to alleviate manpower nee@MVESs, they continue to
experience serious human resource challenges and campeéete with the gaming companies in
hiring professionals (Coutinho, 2011a; Lok, 2012; Tam220@ne legislator puts it this way: “If
there is no change to the existing situation, then eventidhg will only be two employers in
Macau - the government and the gaming companiesaksiodthose companies that are related
and dependent on the gaming industry.” (Coutinho, 2011a).

Lastly, the region also faces the issues of an aginglgtigu and low fertility rate (1.1
births per woman in 2010) which will have debilitating effemisfuture labor supply.

Opportunities

The Closer Economic Partnership Arrangement (CEPA) deivihe Macao government
and the mainland Chinese central government grants timefqreferential access to the Chinese
market, fostering trade and investment in both sides. ®&&e&zonomic integration with China
will intensify through the closer links in trade and ecoimoooperation with the governments of
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Zhuhai municipality and the Guangdong province (EC, 20/dr competitive Macao SMEs, this
is an opportunity to grow their business and profits, kmgthem to hire talented employees and
invest in HRD.

Macao’s inclusion as a potential location for internatioraiventions and exhibitions
among various trades continues to drive it toward internatzati@n. This diversification offers
more job options for the local population (Lei, 2011; P20i1). It also provides motives for
more private investment in HRD.

Alongside Macao’s development as a global tourism and legesgnation, its progress
as a haven for shopping and family entertainment walwdmore diverse tourists (Yip & Lages,
2011). This will spur the need for better customer seraod, thus, enhanced training and
development for the local workforce. Frederick Yip, headhe Retailers and Tourism Services
Association of Macao states: “We need to focus on fasihat are coming to Macau and take
advantage of that to diversify our tourism sector. We nedekcome a big entertainment centre.
We must consider that there are other exciting destinatioAsianthat are offering the same as
Macau, like Singapore.... So we have to put more effortsirtber develop Macau as a global
tourism centre.” (Yip & Lages, 2011).

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

Threats

The opening of new properties in Macao’s gaming, hospitality food & beverage
(F&B) industries means potentially losing valuable talentsetw businesses (Cou, 2012; Tam,
2012; Yu, 2012). This situation usually translates to additiomak \v@nd costs to recruitment,
training and development among affected companies. M#thictions to hiring foreign workers,
labor demand for new facilities is filled by attracting thoseaaly employed through better
salaries and benefits. This pushes labor costs upwawrdredy affecting the SME employers’
effort to attract better talents.

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

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

DISCUSSION AND RECOMMENDATIONS

The government needs a five-year and ten-year HRD pianiar to the Tourism Master
Plan proposed by the Pacific Asia Travel Association (5&22l2), which will support the
region’s vision as a world tourism and leisure center. Suiah should solicit inputs from the
residents, the business sector, labor associationsc#uerae, non- government organizations
and other stakeholders in society. It should addressudiéygand quantity of human resources
needed by the region, the standardization and qualiedo€ation, jobs and careers for people,
and the quality of life of families in the region. Moreowie support and services of trade and
professional associations, and bigger corporations sheukhgaged in enhancing the skills and
expertise of residents through structured and long-termirtgaiand development and career
development.

The government should give top priority to developing humesources in Macao and
attract locals to work in crucial professions such us ngramd social work (Pun, 2011). A
recent Pacific Asia Travel Association (PATA) reportMacao also recommended a “migration
policy for skilled workers” and “developing capacitiesriing with local universities” towards a
comprehensive “workforce development strategy” (Segdi22 6). A steady supply of well-
trained locals is crucial to the sustainable developmeMawfao. Thus, there is need for long-
term HRD strategy which includes continuing professionatation (Tam, 2012; Lages, 2010).
A Macao-based educationist suggests that, “Macau naestaireed investment in training,
education and lifelong learning at all levels and fields,inlbabation of creativity, research and
development laboratories for business and enterpmise,business parks that will attract and
serve business development. Macau must cultivate high-lexpertise in business and
management, and solve persistent problems with labour Eteldéegislation.” (Morrison, 2011:
57)

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

On the other hand, a Macao-legislator proffers a mora w@sv toward foreign workers.
He suggests that the government should “create moremiyrend flexible immigration and
labour systems, whereby companies would be allowethport foreign workers provided that
they also train local staff” (Coutinho, 2011: 32). Gaweent should “loosen restrictions on

227



foreign recruitment, while maximizing the opportunitiestfaining of local workers” (Coutinho,
2011: 32).

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

Educational Reforms

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

The hospitality courses offered by local universities haviee reviewed and configured
to match industry standards. In this regard, collabordigtween the schools and industry will
be very useful in providing courses, training and workeglence needed to form graduates
suited for the companies. Some of the institutions in Magaoalready working toward this
direction. But even then, the number of graduates in gregrams still falls short of what the
hotel, gaming and service industries demand. Kim-lang Woo (2009) recommend the
enhancement of higher education hospitality programs inethien, a stronger drive to increase
enrollment in the programs, and coordination among touwaistnhospitality education providers.
These strategies will especially contribute to the managenaopment of local talents.

Formal education and continuing education subsidiea\a#able from the government.
Instead of being a short-term intervention, this suppartilshbe studied carefully and designed
as a long-term strategy aligned to a sound HRD visioth®region. Moreover, the government
should increase its sponsorship of college students froruitent 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 witktdreand suitable qualifications,
the Macao government should invest more in upgradingetivéce of higher education institutes
(HEIs) of the region. Government support for HEIs wasoanced recently by the chief
executive (MDT 2010). By providing more resources fumdls to these institutes, they can hire
more qualified teaching staff and offer more programg eourses that are suitable to needs of
industry and the labor market. Moreover, centers of llexam® on specific fields or
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specializations should be established in these institutes der do give more focus and
consolidate resources for effective HRD programs in ¢iggon. One good example that needs
urgent attention is the setting up of a school or institutesfoguwon the training and development
of current and future professionals in the MICE industre region.

The government should continue to be open to offeringersidto highly qualified and
needed foreigners who are willing to contribute to theeligmment of Macao. The expertise of
these foreigners should be tapped in transferring tmeiwledge and skills to Macao residents
who are working in related fields. Moreover, the gowgent should also consider giving priority
for residency to highly qualified graduates of Macaaghbr education institutions who come
from mainland China and other countries.

Also, the Macao government can try to attract overseakigras who are local residents,
or provide more subsidies to local secondary studentscimueage them to obtain qualifications
required by the labor market overseas and then retuwoté in Macao. Very attractive
incentives should be given to those who have acquiresllertwork experience abroad for them
to decide to settle back in Macao. This measure can theipcrease the number of highly
qualified local professionals.

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

The government should work hard to eliminate any illegadlabhrough giving sudden
checks to construction sites or other working placest@amnmdpose harsh punishments on the use
of illegal labor, the amount of illegal workers can beafyereduced.

There is one more strategy to solve the HRD challengeshwh already in place —
limiting the quota for imported labor. However, this shooédused as the last resort and applied
judiciously as Macao nowadays really lacks professiomatsany fields. What the government
can do is to help the companies to look for local professsp and only when none can be found,
then it can approve the employment of imported laborthig regard, companies should find
adequate support in the government and not a stumbtcg b their growth and development.

Macao cannot depend on the gaming industry forevex.geming industry nowadays in
Macao relies very much on gamblers from mainland Chihd it is not guaranteed that the
central government will not further constrict or tighten thember of mainlanders that enter
Macao. Macao should attract tourists who would be inter@stisl heritage. In order to do this,
Macao should become more diversified and develop faondy-friendly leisure facilities. Since
Macao has a special history background consisting bothe€hiand Western cultures and there
are many valuable world heritage sites, the governmenildgisee it as an advantage to develop
ancillary industries. The government should make ughisfgolden chance to develop special
attractions to increase its competitiveness. Or else Macao enayelosshadowed by its neighbors
such as Singapore and Taiwan, as they are also gawgkheir gaming industries.
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CONCLUSION

The rapid growth of Macao given an inadequate local wockf underscores the urgent
need for HRD as a regional strategy. HRD in the regat its growth stage, driven by current
manpower demands, and short and medium-term trainiedsnd he region’s highly restrictive
labor migration policy has adversely affected the gravitSMEs and big businesses, hampered
the quality of services and forced some businessesdd tedllegal workers. It is time to adopt
a less restrictive labor policy and a more long-term HRBtesgly to develop local talents and
harness the strengths of foreign labor.

HRD’s trajectory in Macao has been both encouraged ampéred by an economy that
is overly dependent on the gaming industry. The preseint®re multinational companies in the
region has given a big boost to HRD in the private sectoeyBre also in a better position to
provide a definite career path for their employees andusbtjobs for long-term employment.
The next five years should see more HRD programsifall and medium-size businesses and
non-gaming companies. This would need support and geedaom the government, as well as
expertise from the bigger companies in the private sector.

The government needs to adopt an integrated HRD policystmategy that would
effectively address the HRD needs of local human ressuridentify and promote effective
training interventions, and provide better job opportunfoedocals. The quality of government-
sponsored or initiated training programs should also barmeld by ensuring that program
design and implementation match the expectations of potemiplogers. Moreover, greater
attention should be given to empowering the unskilled segmettteoemployed population.
While providing more jobs to local residents is a meritorioasl,goeople, nonetheless, have to
be equipped with the requisite knowledge, skills and attitudeslier to work productively.

Best HRD practices among the multinational companies in &abauld be shared to
local companies. This may be done by tapping HRD prioiesls from these foreign companies
as resource persons for public or in-house trainingramg. Moreover, setting up an association
of HRD professionals in the region could facilitate the exgbaaf experiences and foster
professional development among HRD practitioners. An HB&e@my for public servants will
also be strategically useful in upgrading and enhancingsawiice expertise.

Serious attempts to diversify into the MICE (meetings, incesticonventions and
exhibitions) sector have opened more possibilities for tRD Hprofession. Existing tie-ups
between companies and the academe, such as IFT, t@mchidevelop MICE professionals are
highly commendable. MICE professionals in Macao definitebed continuing professional
development (He, 2010) in order to grow their professiod careers.

Better coordination and synergy must also be formed aniomgexisting centers of
continuing education. Identifying centers of excellenagepiablic training programs and more
government funding could further enhance the growth effettiveness of HRD in the region.
Lastly, companies especially the SMEs should be engedrto invest more in their people by
giving them appropriate government incentives that could fdeilitas endeavor.
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ABSTRACT

The speed of changes in the global business environmenpusted European
multinationals to employ staff from its foreign subsidigyi¢o take over some
corporate activities in a third country. This is the case wi#tin American
executives working in China, that face not only the cultlmeck, but are immersed
in a complex chain of command between headquartersidsaty and host market.
This article is part of a wider research on decoding th@nless environment in
China for Latin American executives, based on threasammunication patterns,
negotiation patterns and cultural/interpersonal developnfergilot sample was
built of Mexican executives that currently manage busiimegshina, and it offers
initial assumptions of the study about leadership values sashin-group
collectivism, future orientation and power distance. Interveswvalso provided
insights about differences in working conditions betweenitte& China, the way
managers either overcome or fought such differencerendhanges that executives
would like to see in the Chinese business environment irr aodé&cilitate the
adaptation of expatriates from Latin America.

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

INTRODUCTION

The speed of changes in the global business envirorimasnpushed European multinationals to
employ staff, from its foreign subsidiaries, to take oseme corporate activities in a third
country. This is specially the case of German manufatusuch as VW that after the most
recent 2008 crisis, the company has started to relyuorah resources throughout the corporate
network and not only from the ones centralized in its hoownty. This phenomenon is caused
mainly by two factors; on the one hand, the steadwiiy@f the Chinese automobile market
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(Automotive News, 2010) (Automotive News, 2010), (Auton®tNews, 2012) in which VW
operates based opdrallel organizational hierarchiésdemands expatriates to share the control
of company’s activities in China with Chinese business pestrand on the other, the company
experienced an increase in demand in Europe (Automodiexes, 2012) which hardened the
availability of executives. The company made its way duths problem by setting up an
internationalization strategy for its executives worldwide follapiour principles: (1) designing
formal processes for talent scout worldwide, (2) build d pbmternationally trained executives
with an international career plan, (3) building a chain adntars that helps to develop
international managers, (4) setting up a formal plan ofessors. This article is part of a wider
research which aims to decode the business environmeftthima based on three areas:
communication patterns, negotiation patterns and cultural/evsopal development. The article
reports on a pilot sample of Mexican executives that aremtly managing operations in China;
the sample aims to explore research tools for the widaplsa but it also provides peculiar
insights about differences in working conditions betweenidte® China, the way managers
either overcome or fought such difference and the clsathgé executives would like to see in the
Chinese business environment in order to facilitate thetatien of expatriates from Latin
America.

The Complexity of the phenomenon

The traditional approach towards foreign markets is vieemtral planning trough in which
subsidiariesreplicate the corporate knowledge that has been provemessful in the home
market’ (Birkinshaw, 1996). No adaptation is pursued unless looaditions endanger the
feasibility of the venture. If it does, then Multinational Entesgs (MNE) looks for achieving a
local responsiveness but making the most of the globaldewtion efficiency in terms of
standardization (Bartlett & Ghoshal, 2001).

The above paragraph exemplifies much of the phenontiabmas been explained in the
introduction. VW entered the Chinese market, by playingezific role of technology provider
for the strategic alliance it makes with Chinese manufactundrsreas, Chinese partners deal
mainly with the adaptation of the VW'’s corporate knowkedg the local conditions. The
adaptation involves several issues such as local markeh@man resources development. In
consequence, two parallel organizational structures haea built in most of the executive
positions. Thereby, VW’s expatriates have a Chinesmgrawith the same hierarchy level,
degree of responsibilities and authority. All decisionsdanade either at operational or strategic
level need to beommunicatedand negotiated This scenario becomes significantly complex if
the players are considered as follows: (1) VW’'s HQ innGery dictates product mandates to be
developed; (2) VW's subsidiary in China replicates given rateg] (3) Chinese partners adapt
product mandates and absorb technology and knowlesigeed such as: what to adapt and how
to adapt it becomes a regular game of communication agatiagon processes. At the end of
the day, two general goals have to be accomplished: G)r&hat products are built according
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to technological specifications and quality standards; (2)eaehefficiencies based on local
resources.

The above explanation describes the phenomenon atongpany’ as the unit of analysis;
however, this articles aims to describe how this phenomencreases in complexity if it is
analyzed along ‘individuals’ as the unit of analysis. Th@ament in complexity comes from
cultural perceptions and attitudeat individuals may follow during theommunicationand
negotiationprocesses. Consequently, VW sends expatriates t@@Rpecting that they are able
to transfer technology, know-how, product and procesaptiance and project management
techniqgues. A Chinese counterpart expects that expatriatésllg aware of what corporations
negotiated and that they are capable to transfer the atepknowledge. Hence, expatriates
expect that Chinese partners agreed with what the corpora@gotiated and that they are
receptive and eager to adopt corporate practices. Until th@nincrement in complexity comes
from two sources: (1) the inclusion of the word ‘expdwihgs to the discussion individuals’
perception of the reality, (2) expatriates and Chinese ingi&l activities are never what
corporations negotiated or what corporate knowledge is boito=y’ for reality.

Finally, the complexity increases even further due éofélet that individuals’ perceptions
are significantly based on cultural values. Therefore, YMis executives from its foreign
subsidiaries according to the internationalization plan exgdairarlier in this article. In
consequence, HQ expects that the expatriate frofhca@ntry is not only capable to replicate the
corporate knowledge but also, he/she has the neetledrkimg in Headquarters (HQ). Figure 1
shows the complexity of the phenomenon along a threechais. The 'y’ axis exemplifies the
unit of analysisn which the low-end refers iadividualsand the high-end tcompanies The ‘X’
axis shows theorporate hierarchy positioon which the left side stands fembsidiaryand right
side forHQ. Lastly, the ‘z’ axis refers to th@osition in the corporate netwoskhich just stands
for peerssuch as: other plants, sales representatives, etoe &he three proxies in the system:
(1) German expats performance foofporate knowledge’(2) Chinese managers’ performance
for ‘compliances with agreementg3) Mexican expats’ performance f@mmulating HQ-from
expats! Individual performance is the generic proxy which ispgldaby communications,
negotiations, perceptions and attitudes. Finally, the focubisfarticle represented by a two-
dimension triangle: German expats, Chinese Managers axiddvieexpats.
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Figure 1: Complexity of the phenomenon

RELATED LITERATURE

Communication within the organizational context can be dividedthree categories: (1)
communication within organizations, (2) communication betweeganizations of the same
species, and (3) communication between organizationsmpeting species (Vincent-Wayne &
Jackson, 2006). In the complexity of multinational corpors (MNC), it would be possible to
find all previously mentioned communication categoriethiwithe same corporation; mainly
with respect to the strategic posture that MNC can adbfterent strategic postures are
identified. Ethnocentric posture regards with ‘value homegg among groups (Luo &
Shenkar, 2006).Polycentric posture emphasizes the smtaghtation especially when HQ has
limited control from the headquarters (van den Born &tdRekpi, 2010). And, Geocentric
postures which denote that the corporation’s search deources within a global scale
(Perlmutter, 1969) regardless to either home or host asighThe adoption of a particular
language within the organizational context denotes a spstifitegic posture, an organizational
identity (Borgerson, Schroeder, Escudero-Magnussoriladgnusson, 2009) and a particular
purpose such as: influencing inter-unit and intra-unit colldlmraRogersorRevella, 2007),
formal reporting (Fredriksson, Barner-Rasmussen, &Kaie, 2006), and facilitate coordination
and value creation (Luo & Shenkar, 2006). However thersity of activities, roles and players
involved in corporate networks tends to make difficult ahttigignment and language
hybridization occurs (van den Born & Peltokorpi, 2010).emvwhough the adoption of a
particular language may have implications on MNC formalmomication structures, it has been

237



reported that interpersonal networking makes a largerribatibon to communication
performance (Ghoshal, Korine, & Szulanski, 1994), timdifg put emphasis on how individuals
make use of communication techniques and methods in wrd@apact positively on his/her own
managerial performance. In consequence, the universianguages to choose from and
individuals’ expertise in a particular language, make a cexnglystem of languages zones
(Babcock & Du-Babcock, 2001). Expats usually switch frome language zone to another
according to the specific situation and receiver. Furthemmanagers employ so called
‘linchpins’ that are individuals with bilingual capabilities and compnsien of the local
business environment. Linchpins assist expatriates during ctramunication process
customizing both ways messages with the aim of improvingspedding up the communication
(Du-Babcock & Babcock, 1996), (Babcock & Du-BabcocR001). Another important
characteristic of international communication is the identificatd ‘genre patters’ such as:
professional, commercial and relational genre (Du-Bab&oBlbcock, 2007); to which the level
of proficiency and the importance of the comprehensioth®@ message vary. Communication
assertiveness has been claimed especially important wghlsidiary — HQ context;
miscommunication between expats and local managers leadsderperformance and an
increasing anxiety in local managers that triggers cordhdt cognitive distortion of the strategic
intent (Harzing & Feely, 2008). Consequently, negotiatsoanother important capability within
cross-border management context. Four dimensions Ieee identified for negotiation in an
international context: (1goncept of negotiatiomhich refers to a negotiators’ initial intentions
such as win-win agreements; (@)ost significant issuahich refers to a particular emphasis
negotiators put on the process, these are either taskdrelatelationship-based; (Basis of trust
which refers to whether or not negotiators rely on writtespoken plans; (4) form of agreement
which refers to whether negotiators request explicit cont@cisplicit agreements (Metcalf,
Bird, Peterson, Shankarmahesh, & Lituchy, 2007).

As mentioned previously, the phenomenon implies theepéion and attitudes of
individuals that are heavily influenced by their cultwalues. In organizational studies, perhaps
one of the most well-known works involving culture is thee aleveloped by Geert Hofstede
during the 1970’s (Hofstede G. , 1980). Hofstede eeffifour components of national cultures;
power distance, individualism vs. collectivism, masculinit. Yemininity, and uncertainty
avoidance with the intention of claiming that work-related @sjubeliefs, norms, and self-
descriptions vary from cultures. Definitions of the dimensre as follows (Minkov & Hofstede,
2011): Power distance is a social inequality, including thkationship with authority;
Individualism vs. collectivism is the relationship between theividdal and the group;
Masculinity vs. femininity is the social implications of &y been born as a boy or a girl;
Uncertainty avoidance are ways of dealing with uncesgtanefating to the control of aggression
and the expression of emotions. In a later work, Hofskededed a fifth dimension: long vs.
short term orientation (Hofstede G. , 1991) to addredseiffécus of people’s efforts is on the
future, present or past. The implication of Hofstede'sassh has brought a significant amount
of related studies such as the GLOBE Project (Global kehgeand Organizational Behavior
Effectiveness) in which it was introduced other dimensemsvell as reframing Hofstede ones.
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The GLOBE project introduced also the concept of pracaresvalues to put emphasis in the
difference betweetwhat people experienca&nd‘what they should desire to experien¢glouse
R., Hanges, Javidan, Dorfman, & Gupta, 2004).
Therefore, cultural values would have potential implicationg@ss-border activities because on
one hand, value chain signals would be under the intatjgne of managers and on the other,
managers would derive actions according to what theyidems$o be good for the specific
location, situation and aligned to corporate norms. Findllg important to review on specific
cultural values of Chinese individuals and five elementsniderstand the Chinese culture have
been identified: (1) Chinese language which embodies €hiphilosophy and culture; (2)
balancing opposites which imply the law of yin/yang, @)inese connectedness refers to the
belief that we are ‘born connected’ not ‘born equal’, Myistream living which is the golden
rule; (5) face which is more important than life itsefihéng & Baker, 2008).

Table 1 shows a summary of the related literature basetbmics derived from the
description of the phenomenon. Strategic posture agdnrational identity dimensions have
been labeled because they are not related to ‘individamthe unit of analysis.

Table 1: Summary of the related literature

Topics Literature Dimensions References
Communication types (Harzing & Feely,
Lanauage choice Language zones 2008), (Du-Babcock &
guag Genre patterns Babcock, 2007), (Du-
Linchpin Babcock & Babcock,

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

Communication
Inter-unit and intra-unit collaboration
Purpose Formal reporting

Coordination and value creation

Concept Win-win agreements
Most important issue Task-.relate.d . (Metcalf, Bird,
Negotiation Relationship-based, Peterson,
9 Basis of trust Written or spoken plans Shankarmahesh, &
Explicit contracts Lituchy, 2007)

Form of agreement L
Implicit agreements

Power distance
Individualism vs. collectivism
Cultural values Masculinity vs. femininity
Uncertainty avoidance

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

Short vs. long term orientation 1980)
Assertiveness
Perceptions & Future Orien_tati_on _
attitudes Gender Egglltana_msm
Humane Orientation (House R., Hanges,
Leadership values Institutional collectivism Javidan, Dorfman, &
In-Group Collectivism Gupta, 2004)

Performance Orientation
Power distance
Uncertainty Avoidance
Cultural values in Chinese language (Zhang & BaRe08)
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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 retean decoding the Chinese business
environment for Latin American executives and aims tdagpesearch tools for the complete

research study.

@ Pilot sample

Carlos Ramirez

Industrial
partners
Latin
America

Latin America s

Case Studies -
o ““~._ Yongjiang Shi  Helen Zhang
Omar Salgado ~ Jerry Banks 7 \

Research
partner
Latin
America

Research
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China

Executives from Chinese P

MNE working with Latn -~ Executives from Latin

America - American based Subsidiaries
//” of MNE working with China

industrial
partners
China

China
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Picture 2: Research structure

Picture 2 shows the research structure of the projket;project is divided into two
different scopes: (1) Latin America case studies thatameerned with the collection of cases
from Latin American executives working in China, (2) Ghoase studies that are concerned with
the collection of cases from Chinese executives workingim America. There are two types of
research partners in each scope: (1) Universities aneaR#sCenters that convey the research
activities, (2) Industrial Partners that identify sample ofcakees and validate information that
is being obtained from samples. Currently, the reseaitohis based on the automotive market
and VW as the industrial partner.

The foundation of the research athnographic to explore the observable and learned
patterns of behavior, customs and way of life of a cedlvaring group. The designasllective
to address an issue in question while adding to the literdtase that helps us to better
conceptualize theory. The type of the researchexplanatory to establish cause-effect
relationships; the purpose is to determine how events occanegdvhich ones may influences
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particular outcomes (Gerring, 2007), (Hancock & Algoez 2006); and the main research
guestion is:

How can Latin American executives accelerate and bettegraite themselves into the
business environment in China?

The research sample for this pilot run was built withrenirMexican executives working
in China for periods that run from one year up to fpears. The sample size is 14 people that
include VW executives and®'ltier suppliers of the automotive industry. All executives are
Mexican nationals involved in duties such as: product & pm®ceompliance, project
management, product development and market developneerihi§ pilot sample, it was decided
to do phone interviews instead of survey methods with tihhgoge of capturing as much insight
as possible from the managers’ experience. The timendrpgen each interview varied from 43
minutes up to 1 hour and 15 minutes; the research teaedendh 14 hours of recorded
interviews.

Topics discussed in the interview were built from twoedtdéht processes: (1) researcher
discussed what the phenomenon is about and what caxseffects the phenomenon produces,
the result of this process is the description of the compl@fithe phenomenon that can be
found at the beginning of this article; (2) the literatundaw of the topics produced from the
first process. Picture 3 shows the initial topics consdiéor the interview; from communication,
negotiation, perceptions and attitudes, ten topics came out tfrenfiterature review in nine
different situations. This makes a matrix of 90 questionswiald be difficult to accomplish in
a 45 minute phone interview. In consequence, interviewcgopere reduced by using proxies
from cultural differences literature.

Topics

T e

Communication Negotiation Perception & Attitudes

AT

language 1%link 2" link  Concept lssues Trust Agreement Culture Leadership China
choice pin pin context
1
1 2 3 4 5 6 7 8 9 5

L J
3 i

Profi I 1
Genre %rganizaﬂona{ 2
Relational 3 Matrix of 9 x 10 topics with
> produave ¢ a total of 90 questions
Tyos Maints 5
Innovative 6
Proficiency y 7
> control 9

Picture 3: Initial topics for the interview
By using the cultural differences literature, interview tepigere reduced by using
proxies from cultural differences literature. Thereforégaor analysis on leadership values was
conducted between China and Mexico. The GLOBE Statlyset. 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 societiesaasertive)
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confrontational and aggressive in social relationships.

2| Future Orientation

Degree to which individuals in organizations or societiesagagn
future-oriented behavior such as: planning, investingenfature, and
delaying individual or collective gratification.

Gender
3| Egalitarianism

Extent to which an organization or a society minimizesdgemnole
differences while promoting gender equity and the equaligenders

4| Humane Orientation

Degree to which individuals in organizations or societies @agyes
and reward individuals for being fair, altruistic, friendlygngrous
caring, kind to others, and exhibiting and promoting altristeals.

6| (Collectivism 1)

Institutional Reflects the degree to which organizational and societal itsti&h

collectivism practices encourage and reward collective distributionsafurees angd
5| (Collectivism 1) collective action.

In-Group e .

Collectivism Reflects the degree to which individuals express pridgltp and

cohesiveness in their organizations or families.

Performance
7| Orientation

Refers to the extent to which an organization or so@etpourages
and rewards group members for performance improxaenaand
excellence.

8| Power distance

Degree to which members of an organization or sociepe@ and
agree that power should be unequally shared.

Uncertainty
9| Avoidance

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

The analysis showed that three leadership values (Pramibectiveness in-group,
Practice Future Orientation, Practice Power Distance) expiairv8% of differences between
Mexican and Chinese nationals.

Table 3 shows communalities which explain the amount of va@iameach factor.

Table 3: Communalities

Comunalidades

Inicial

Extraccidna

Practice assertiveness

Practice collectivenes in-group
Practice collectivenes Social
Practice Future Orientation
Practice Gender Egalitarianism
Practice Humane Orientation
Practice Performance Crientation
Fractice Power Distance
Practice Uncertainty Avoidance

1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000

847

848
817
819
827
a79
784
954

Valores altos --= buena representacion

Table 4 shows the variance explained; it is possible to seehth first 3 factors explain
up to 78.3% the variability of the initial nine factors.
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Table 4: Total Variance

Varianza total explicada

Autovalores iniciales cuadrado de la extraccidna cuadrado de la rotacion
Compenente | Total | % de lavarianza| % acumulade [ Total | % de la varianza | % acumulado| Total | % de la varianza | % acumulade
q 3.838 42 647 42 647(3.838 42647 42 G4T| 2724 30.268 30268
2 1.857 200630 63.277( 1.857 20630 §3.277| 2.256 25.069 55337
3 1353 15.034 78.311(1.353 15.034 78.311| 2.068 22974 7831
4 823 9.149 87.460
5 500 5.560 93.021
] 374 41585 97.175
7 214 2378 99.552
g 040 443 99,085
g 000 005 100.000

78.3% de variaciones representadas por esos 3 componentes, pérdida de sdlo 21.7% de las variaciones

Table 5 shows three column components; future orientatieverpdistance and collectiveness in
group seems to be the most highly correlated among flet@s.

Table 5: Rotated components matrix

Matriz de com ponentes rotadosa

Componente

1 2 3
Practice assertiveness -044| BTG -278
Practice collectivenes in-group 18| J115| 906
Practice collectivenes Social 541 |-52T| 496
Practice Future Orientation B47(-.140|-288
Practice Gender Egalitarianism -762|-.167|-.148
Practice Humane Crientation 087 |-409) 636
Practice Performance Orientation | .798(-.109| 365
Practice Power Distance -018| 965 148
Practice Uncertainty Avoidance B8T|-2068| 509

Table 6 shows the resultant topics from factor analysig; rdmaining topics are
communication and negotiation within productive and innovatiessage. ‘Productive message’
has been defined as the message type that managersheseall performance indicators run
within expected limits; while, ‘innovative message’ has beeindd as the message type that
managers use when performance indicators are out of bemal course. Questions asked
during the interview would seek to depict whether or nogéxigan executives perceive
differences in the three GLOBE relevant items acrossnaamcation and negotiation topics.
Also, it would be of interest to find out if there are stalntial differences between what the
manager experiences (GLOBE AS-IS) and what he/sheldwiike to experience (GLOBE
SHOULD BE).
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Table 6: Reduction of topics

Communication Mechanic Negotiation
Communication Type: Organizational |Language choice |Ist Linkpins  |Concept IS issue BOT FOA
Message type Praduct_lve 1 P 3 4 5 =]
Innovative 2

Globe relevant items
1 In-Group Collectivism [ Collectivisim 1)
2 Future Orientation
3 Powerdistance
Globe types of question
1 AS IS (Practices)
2 SHOULD BE (Values)

According to what has been discussed above, the obseaestion: How can Latin
American executives accelerate and better integrate theessilio the business environment in
China?” is transformed into three main propositions:

(P1): During a 'productive’ situation, the In-group colleésm in China is higher therefore the
Mexican managers perceive segregation and lack of aiyhor

(P2): During a 'productive’ situation, Future orientation is lemin China and therefore Mexican
managers perceive difficulties in planning ahead in China.

(P3): During a 'productive’ situation, Power distance igher in China and therefore Mexican
managers perceive difficulties to communicate with Chineseidiudils.

Two extra propositions are given for the innovative mgss$gpe and manager values:
(Ps): During an innovative situation, Mexican managers chanigeirtcommunication and
negotiation style, seeking to reduce the disadvantage in tefrimsgooup collectivism, Future
orientation or Power distance.

(Ps): Mexican managers consider that the adaptation of Latirerktan executives would be
easier if the business environment in China had different cheniatics in terms of In-group
collectivism, Future orientation or Power distance.

Interview questions are divided in three different blocha{ain interview questions, (2)
demographics of the sample and (3) improving manageperience. Table 7 shows main
interview questions: in-group collectivism, future orientatiomwer distance, innovative
situations, and manager values.

Table 7: Main interview questions

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

2. During negotiations, Mexican managers perceive that their

. In-group . . : . J

!\/Iam . collectivism _C:hmgse counterparts are looking tO.bL_JI|d a relationship or

interview just find solutions the points of negotiatio®WRZCBLD

guestions 3. During negotiations, Mexican managers perceive that their

Chinese counterparts based business agreements on

personal relationshipsRIGCRL)

Future 4. What is the Mexican managers’ judgment as to how

orientation activities are planned in ChinadRGCPLN

244



5. What is the Mexican managers’ judgment as to how
activities are monitored in ChinaRGCMNT)
6. What is the Mexican managers’ judgment as to as to
reward performance in ChinaRGCCLL)
7. Mexican managers’ inability to communicate in Chingse
language affects their job performance? (imprpve
performance if you would speak Chinese LNITLNG)
8. Mexican managers’ hierarchical position in the
organization affects his/her job performance? (worse |if it
had less rank ... MTPST)
9. The name of the company for which the Mexican manager
Power works affects his/her job performance? (if less recoghize
distance worse ...) L(MTCPY)
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 Clenes
business environment affects your job performance? (bette
if this were not rooted in Chinese culture LMTFCE)
12.When changes are necessary because performance
indicators gone out of its normal course, Mexican

Innovative P
. managers focused these changes on communication,
situations 2 i

negotiation and interpersonal or cultural performance?

(CMMINN)

13.What would the Mexican manager change the business

Manager environment in China if it were in his/her hands:
values communication, negotiation, media, cultural and

interpersonal performance?ALORB

Table 8 shows the 19 questions of the Demographics cfatmple block. This group of
guestions would eventually help to describe the population.
Table 8: Questions in the demographics of the sample block

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
Demographics 19. Number of years that the interviewee has worked for thgpeny
of the sample 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 prospkcte

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 asdistan
(linchpin)

31.Interviewee’'s marital status

32.Does the interviewee have children?

Table 9 shows questions in the improving managers’ expeziblock. Questions in this
block give more insight about how is the living experiencEhma.
Table 9: Questions in the improving managers' experielook

33.Does the interviewee have a prior experience as anratpat

34.In what country was the interviewee working before besegt to
China?

35.Does the interviewee have prior work experience in China

36.Does the interviewee have to work with a Chinese partndedrsion-
making? (2 hierarchical structure)

37.What is the language that the interviewee uses most ofirtiee at
work?

38.Does the interviewee have a translator or communicat&istast?

39.In what language the interviewee is communicating with hrsskagor
and communication assistant?

40. s (or was) the interviewee with his family in China?

41.How supportive was the interviewee’s family during his/higy Sn
China?

42.What is the experience of the interviewee in a mattehaafsing in

Improving China?

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

45.What is the experience of the interviewee in a matter ajrmmél
networks (clubs, neighbors, sports, etc.) in China?

46.What is the experience of the interviewed in a matter dfthearvices
in China?

47.Who the interviewee receives more support for his/her gpsaieal
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 challengorgah interview lasting 45 minutes
on the average. Therefore, researchers focused tém@i@w on main questions in order to let
managers freely express themselves as much as thaltowed. Interviews were reordered and
transcribed afterwards; researchers coded interviewespbnses on likert scales. Time after,
interviewees received an excel file with the interviewer’'s tjoies, so that they were able to see
how his/her responses were codified. Researchersestgl interviewees to check if the
codification matched with what they wanted to expresinduhe interview and if it does not,
they were able to change their responses directly orlikbe scale. A database of codified
answers was built with returning excel files and a statisticalysis was derived from such
source. Table 10 shows likert scales of main responses.

Table 10: Liker scales of main responses

In-group 5: Always beneficial for both, 4: Often benefits both 3: Na&utdepends on
collectivism| the case), 2: Often benefits them, 1: Always benefitthiem

5. Always build a relationship, 4: Often build a relationship,N&utral
(depends on the case), 2: Rarely build a relationshipNever build &
relationship

5. Always based on personal agreements, 4: Often basegbersona
agreements, 3. Neutral (depends on the case), 2: Raasbd on persona
agreements, 1. Never agreements based on personal

Future 5: Much better than expected, 4: Better than expected,s3expected, 2
orientation | Worse than expected, 1: Much worse than expected abinlot judge
Power 4: Definitely yes, 3: Yes to some extent, 2: Not substaptidll Definitely

distance No, O: | cannot judge

Innovative | 1: Communication, 2: Negotiation, 3: Support, 4: Culturafqrenance ang
situation interpersonal

Manager 1. Communication, 2: Negotiation, 3: Support, 4: Culturafggenance and
values interpersonal

Interviews in numbers

As mentioned previously, this article presents a pilot stud@ #ms to build a research
methodology, questions and research sample charactereticthe wider study of the
project’' Decoding China for Latin America’ . In conseque, the numbers shown in this section
are not to be taken as population statistics sincethe sameles dimited. Table 11 shows the
MNC participating in the pilot sample, their country of orignddocation 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 us Johnsons Controlss Changchun
Controls

Grammer Germany Grammer Changchun
Hella Germany Hella Changchun

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

In-group collectivism Future orientation Power distance

4 o # &
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AN
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Figure 1: Boxplot analysis for in-group collectivism, futoreentation and power distance
In-group collectivism

With no significant shift in means, the perception of Mexiexpatriates is that in-group
collectivism depends on specific cases, and a largeapvefl boxplot boxes indicates that the
majority of interviewees tend to think similarly. However ftive question of ‘.Chinese
counterparts would either seek for their own benefits or Ileaefit for both parties?’
Interviewees indicated that if the negotiation is about short éagmeements, Chinese managers
tend to look for their own benefit. But, in negotiationdarg term agreements, the consensus is
around seeking benefits for both parties. Intervieweagiligphted the positive experience they
had while negotiating further investment with the central gowent; contrary to what the
expected, executives from government never push orthgéshegotiation. A similar situation is
with the question of whether ‘Chinese counterparts seek to build a relationshipfanagers
expressed that it is difficult to build a relationship with Cea@ationals mainly because of the
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way they perceive cultural differences from foreignersamparison to their own cultural values;
however, the answer to this question. Finally, on the tmuesabout whether Chinese
counterparts tend to base negotiation agreements on pdrsglagonships; managers indicated
that Chinese executives do not sign agreements. Mexicargeranaentioned that this is a very
blocking attitude from the fact that it is very difficult to gain tbemmitment of people.
Managers suggested different methods to track negotidegeorsions such as using electronic
whiteboards and circulated handout of negotiation topics disclissions. Interviewees also
indicated that the lack of a willingness to sign agreemertt®sely related to the fear of losing
the ‘face’ if they make wrong decisions; therefore Céinkeave the decision making process to
either higher hierarchy organizational levels or in-groegigsion making.

FUTURE ORIENTATION

For the case of future orientation, there are notifstgnt shift in means therefore most managers
tend to think that this is as they would have expected; howdplot boxes overlaps
differently than they do for the previous case. Regarthegyuestion of ‘. Mexican executives’
judgment on the way activities are planned in Chipnafiost managers think that planned
activities are carried out as expected. They mention that dh@mmative industry is very
demanding and standards oriented. Therefore, it waaildeby 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 atiosit Interviewees mentioned that
Chinese workers are not used to following procedures temd to look for shortcuts.
Consequently, the monitoring activity is always very comgnstve and time consuming for
middle men. This phenomenon has a larger implication ifinere project management and
product compliance duties, since repetitive activities sughserial production are more
standardized. Furthermore, Mexican managers state tldif{nmg report figures’ is a common
business practice that although is seen as a negative actthina, the penalty for doing this is
not as high as they would expect in either Mexico, Geynoaithe US. A lightly different story is
with respect to the question concerningMexican executives’ judgment on the way activities
are rewarded in China?Managers think that this is better than they expectemmeSnanagers
indicated that companies tend to stress on economic rewasdis different to Mexico that
reward stress on recognition. Interviewees argue thate€ainociety is very monetary oriented
and people are always thinking on how they can obtain ¢se dconomic benefit from a job.
Managers even mention that is very difficult to retain akewoin a position because nowadays,
there is a lack of available workers due to the enorreoasomic activity.

Power distance

Boxplots tell a different story about power distance impgarison to in-group collectivism and

future orientation. There is a significant shift in meanmftbto 4 values and boxes overlaps are

also significant. Regarding the questiori.aMexican managers’ inability to communicate in the
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Chinese language affects their job performanae®st managers tend to express that this affects
their performance and obviously, executives with activitiesctly related to managing people,
stress in this issue. Most of the arguments of managestel the anxiety on doubting whether
Chinese counterparts understand or not what they want tessxgnterviewees state that even
though most companies hire communication assistants (linchpirisanslate or help with the
day by day communication, linchpins do not solve the anxietthis matter. Furthermore, some
of the interviewed managers mentioned that they dispengbdimchpins because they do not
tacitly translate what they want to say, mainly becaugbeofact that linchpins tend to adapt the
message to their business culture. Another important esquressed by Mexican managers is the
use of body language; Chinese workers tend to agdet they are listening but that does not
mean that they agreed what they have been told but simlygs'l am listening’. Anxiety rises
when Mexican managers raise their voices to the levieemfy considered rude. The practice of
pointing out the defects of someone in public decreasesuthority of the one who does it.
Managers also state that as a foreigner, speaking $hmay lead to more confusion because
Chinese workers could think that the foreigner knows tleireusurrounding the conversation.
Regarding the question bf.Mexican managers’ hierarchical position in the organizatifieets
his/her job performance?most managers indicate that organizational hierarchy impalts jo
performance. They state that decisions are made bmamagement; furthermore, if immediate
action is needed, the most reliable way is that top managexemhunicates it by a top-down
command. Managers mentioned that organizational hierarchpi issue in a business context
because it impacts substantially on the effectiveness otingee Meetings becomes an
‘informational showin which there is not discussion of issues or the oppostuaithange the
course of decisions, decisions are made before meelRegsarding the question of ‘The name

of the company for which the Mexican manager works affésteer job performanceost
managers consider this to be true; however as explaimstbpsly, the Chinese living style is
very monetized and workers would not prefer to stay wel-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 gffémir job performancé?most
managers disagree with this statement, since they do naiyeetbat acting differently affects
his/her performance. Some of them even argue that befaeigner is an advantage; people
know that you are there because of the knowledge ahddkgy so they seek to quickly gain
the most of your knowledge. With respect to the questibfiThe fact that 'keeping face' is
culturally rooted in Chinese business environment affeais pb performance most managers
consider this to be true. ‘Keeping face’ causes lacloofroitment and lack of willingness to take
a risk. Managers mentioned that when they have foundvathltsomebody, it is not possible to
blame them immediately. Managers need to find ways to pointistakes without exposing
people; respondents mentioned that when someone hasxgesed in public, Chinese are in
solidarity with their compatriots and are no longer willing to ipguate.

Figure 2 shows the boxplot analysis for the dimensiomanager’s perception, attitudes
and cultural values. As mentioned before, levels reptelew managers would choose to
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response in case performance indicators are out of tdmrmvative situation) and what to

change if it were in his/her hands to do it (manager valléere is a significant shift in means;
while for the case of innovative situation, managers tepdit@mphasis on communication, they
would chose to change the organizational support and &hiperceptions and attitudes if the
could.

4 Perception & Attitudes

E! Org, Support —

2 Negotiation

0 m m
(=) |
CMMINN VALORE

<& 1stQuartle Omin Amedian Xmax ©3rd Quartile

Figure 2: Boxplot analysis for innovative situation and awgn values
Innovative situation

Regarding to the question dVhen changes are necessary because performancatmdigone
out of its normal course, Mexican managers focusedethdsanges on communication,
negotiation and interpersonal or cultural performancaetst managers mentioned that they try
to improve communication modes and channels. One gyraéibey follow is to make sure that
workers understand what they have been told to do, sakeworkers have tools and knowledge
to do their duties and check even hourly the coursegent topics.

Manager values

Regarding to the question afhat would the Mexican manager change the businessoenvant

in China if it were in his/her hands: communication, negotiatiomedia, cultural and
interpersonal performancé”most managers express that they would change the cuéndal
interpersonal performance of Chinese counterpartsisBoes that managers expressed are to get
Chinese workers to gain interest in their work, to get th®maccept challenges and
responsibilities and not only in the money. Also, it isirdelsto get Chinese workers to express
what is bothering them and what they like about their wigl&xican managers also mentioned
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that Mexican managers should change their mind-set aboug;Chie old stereotype of poor,
humble and handicapped Chinese people that was wideligigedlby movies is no longer valid.
China has gone ahead quickly to many western countrgiffenent economic activities.

Other factors: language choice, linchpins and double ganizational hierarchy

Other important information obtained from interviews asvrexpatriates’ performance is affected
by the use of a specific language, linchpins or doulgarorzational hierarchies (Chinese pair). It
seems that linchpins do not have an important impact @at&€xperformance. Managers
expressed that even if linchpins can be a ‘bridge’ taCthi@ese culture, they do not really offer
much advantage; especially if linchpins are young werkeith low experience and little
organizational knowledge. Some managers stated that liscbpmbe an advantage if their ‘in-
situ’ is high. Another important factor to discuss is thei@hof language to communicate; it
seems that the choice of German as a communicationadgadwas a negative impact on expats’
performance. The organizational communication literatureudges the advantages of adopting a
common organizational language that in many cases is nd@ home country language.
Finally, the double organizational hierarchy seems to laaxedative positive impact on expats
performance. Although Mexican managers would find iffidift to couple with Chinese
managers, they offer a reliable ‘bridge’ to the local bessrculture.

Thumb rules for adaptation

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

1. Before embarking in any negotiation, foresee players’'sro@ms 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 estabtisG@inese teams, play for the
team and not for yourself. In this way, you incretise chances to build a relationship
with your hosts.

3. Locate the decision maker, communicate your ideas to hirmteface-to-face meeting,
and let him/her convey the ideas to the team. Do noéemuaethat 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 wdikxpress your points in terms
of overall performance. Base your judgment on fac@icators, written processes, etc.).
If needed, call the worker in a face-to-face meetingpiat out his/her mistakes.

5. Be aware about the volatile job market in which implicationghtnbe different from
what you have seen in your country. Workers would b&ifg for today’s reward rather
that a job career.

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

7. Understand and accept the fact about the importance dair¢hés; rather than fight
against them. Use the system to advance your ideas anovienperformance.

8. Seek support whenever is needed starting from your.pdse your organizational
networking to bring solutions to the problems you are fadaity.

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

10.Get rid of any stereotype you have about China, youbeilsurprised 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 inptyper limits any possible
statistical assumptions. Anyhow, the purpose of this papér pilot the research questions,
variables and statements for increasing the sample sizsaanple heterogeneity by including
other Latin American nationals. With respect to this issusretlare several topics that can be
discharged such as: the use of linchpins and the whotepgiemn of managers about how
activities are planned, monitored, and rewarded in Cl@maone hand, managers did not stress
the value of communication assistants for their performa@oethe other hand, this study is
framed in the automotive industry which its competition dyngmeitneates business practices to
the local environment and little differences are found. H@wnethere are several topics which it
would be important to concentrate on for the widerasde one is the impact that the double
organizational hierarchy has on expats’ performancdtandther, is the support that expats need
to have in order to improve the benefits from his/her B&pee in China. The first topic is
important to research not only from the MNC point ofawieut also, from the local perspective;
since fast adaptation of expats and the fast transferenkeowofledge would have a positive
impact on the subsidiary performance. The second tagscahpotential to contribute to the
corporate network configuration and coordination literatsiece having peer subsidiaries to
contribute to the success of another subsidiary is a lalvegearch gap to discuss.

Another important limitation is the current study’s perspectind approach taken; the
GLOBE framework is that an “either/or” (linear, Westerrgther than “and/and” (Chinese,
holistic) perspective is adopted to assess cultural difesein the context of China. Some
scholars have also been challenging the controversy sdirmuProject GLOBE and what it has
measured: unfounded national stereotypes (misleadingljed “practices”) and norms
(misleadingly called "values"); while clear differences stiewn if compared between mainland
China, Hong Kong and Taiwan. Following Hofstede’s valuemation framework, tend to
bound Chinese people in their high power distance, loivitiualism, low uncertainty avoidance
and medium masculinity ratings (Bond, 1996; Chong et18B83; Shenkar and Ronen, 1987:
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Cragin, 1986: in Dong & Liu, 2010), while IBM survey sheavthat in comparison to the
Americans, Chinese are more likely to choose longr@iientation decisions.

Further study

In concordance with it has been explained above, it woaldnportant to increase the sample
size in order to get a representative population to deassumptions. This can be either
increasing the number of Latin American managers haamgxpatriate experience in China;
however, finding managers within the automotive and industgms to be very restrictive and
time consuming. In contrary to that, the sample sizeatsmbe increased by digging deeper on
each of the fourteen cases presented in this artibles, Tevery manager has an inner circle in
China, represented by people working close to him/heh sas: chief, pair, linchpin and
collaborators. In consequence, the sample size coulacheased up to 112 interviewees (inner
circle: 1 chief, 1 pair, 1 linchpin, 5 collaborators equalgeople; 8 people times 14 managers
equals 112 interviewees). Hence, the sample size cantdredexr further if a ‘mirror’ research is
carried out in Mexico with Chinese managers, then thel sdmple size would be 224
interviewees. A similar approach can be taken if the sisidxpanding to other nationalities in
Latin America.

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

In-group Collectivism Future orientation Power distance

(practices) P : (practices) | : [ (practices)
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Picture 4: Potential Extrapolation Method

Assuming that research topics, questions, answers’ @ue®rganizational framework
can be standardized; it would be possible to extrapolatdétsdsased on a two dimensional
triangle system. This system can potentially suggest what wmilthe best approach to a
particular need in a foreign subsidiary, as well as wizatld be the best nationality to fit in for a
particular business situation. This extrapolation to otheomalities would produce also specific
training needs that multinationals could develop to build d pbanternational managers for
their foreign operations.
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ABSTRACT

With information technology and network entering into peaplife, to sell and

buy on the Internet becomes more and more popular inaCkincordingly,

individual entrepreneurship on the Internet in China, whiehegally acts as
intermediate business, has been growing rapidly. Thenwaton technology
changes the transactions a lot by offering clearer infoomat a lower cost. The
effect of asymmetric information and price discriminatiamich used to bring
profits for intermediate business, has been weakened tlsisdimpels the

intermediate economy on the Internet into an operating aeeict. Near-zero
profitability, caused by excess price competitions, poorlittesa and evil

reputations, supply channel bonding and innovation difficiltiegether with

platform websites’ restrictions, has been harassing Chioalse individual

business. This paper has analyzed these issues amdaszed Chinese online
entrepreneurs’ survival tactics to refrain from clumsggicompetitions, and put
forward a model of growth path as well as a growing egratcombination for
online individual entrepreneurship in China.

KEYWORDS: Individual Entrepreneurship; Online Business; Gino8trategy; China
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The rapidly-developing Internet has changed th&ersebnd buyers a lot, both in the
trading methods and trading concept. Informati@htelogy (IT) has made the searching cost of
price information much lower and declined the degwé price discrimination. In China, online
individual entrepreneurship is thriving since theelnet has been mature and popular. And
numbers of vendors and consumers choose to sethandn the World Wide Web. But the life
of doing business on the Internet is not seemimggdgynorous for most of the Chinese small
vendors and the competitions among them integfaenmarket structure and change online
transactions in many aspects. As a matter of &adgt of individual entrepreneurship on the
Internet has failed. Chinese online small vendats) just buy at a low price and sell at a high
price, face the dilemma of zero profitability. Whatanges does the Internet have brought to
Chinese individual entrepreneurship? What makemenhdividual entrepreneurship activities
blooming and glomming? What is the trend of Chinesdividual entrepreneurship on the
Internet? And what are the solutions to overconesehfailure-leading factors? These issues
deserve researchers’ attention.

CHINESE INDIVIDUAL ENTREPRENEURSHIP’S THRIVING ON T HE INTERNET

To cope with the lasting negative effects of theerimational financial crisis in recent
years Chinese government has published a series of psliabout stimulating domestic
investment and social consumption. And small-sqaigate entrepreneurship and business
activities are also encouraged and advocated. Toeenipent small/micro businesses are
generally based on two types: innovation-oriented pb-oriented. The former refers to the
entrepreneurial activities based on a technicaeovice innovation, some of which can obtain a
few of loans, investments or grants. While theelattims at handling unemployment. Chinese
government encourages college graduates and yocemgepto create their own enterprises to
reduce social employment pressure by lower taxind applying supporting tools such as
enterprise incubators. And the popularization e thternet has opened up a new world for
entrepreneurship, especially for Chinese young igdioas.

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

Online shopping has realized more and more Intarsets’ daily consumption. During
the period of economic transformation, Chinese guwent entitles people to have more
freedom in choosing a favorite business, fixingriagy and selling in a proper way allowed by
law. And so far, Chinese government has providegklatively favorable environment for
individual entrepreneurship by publishing relatedligges and laws. According to the 30th
Chinese Internet Development Report published byn&mternet Network Information Center
(CNNIC), by the end of June 2012, the number ofn€&é Internet users has reached to 538
million (http://www.cnnic.net.cn/hlwfzyj/hlwxzbg/lltjbg/201207/t20120723 32497.htm). And
the number of online shopping users has reach89@92 million with the utilization rates up
to 39% (http://www.cnnic.cn/hiwfzyj/hlwxzbg/hlwtjdg01207/P020120723477451202474.pdf).
Meanwhile IT and network have made the informatiespecially the price information, much
more transparent than ever before, and the consedue prices based on price battle have
attracted a lot of people shopping online. Many Gg2€bsites have also grown up rapidly by
attracting more and more registered buyers andrsell
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However, the individual entrepreneurs on the Irdern China generally play the role of
intermediate businessmen or retailers. Usuallyalpeople neither produce products themselves
nor implement any of the key production proces3dsis they are not the main forces of
breakthrough innovation and cannot achieve the iiabte and irreplaceable innovation for
profits. Once customers are extremely price-semsitiand supported by sufficient and
convenient technology for comparing the prices €dasn an absolutely same product), B2C as
well as C2C businesses will enter into a stagéeoté price war (Chen, 2010).

THE CHANGES THE INTERNET BRINGS TO THE PROFITABILIT Y

Since online intermediate business seldom prodacss products directly, the price
difference between buying and selling generatesptéits. In ancient China, merchants had
quite low status because people believed that délregst produced nothing but just to buy at a
low price and sell at a high price. And this kindbehavior was taken for roguery, cheat and
dishonesty. In fact, the merchants did produce seahges in trading processes before IT era
since they had played the delivery role, contridui@ the different needs in different regions,
and cut down the huge single transaction cost.€fbe¥ merchants produced scale economy.

The emergence of IT and express delivery serviaassolve the problem of the regional
limitation at a lower cost. With them, people dohdve to go distantly to buy commodities
themselves saving much money and time. Insteadlgpeap gain almost all the information of
what they need and pay on the Internet and gegdioels in convenient places. For the same
product, the primary causes of the much smallerepdifference in different places are usually
not the middle men’s profits but the differencepastage or delivery fees.

Nowadays IT and online network have made the basimerld nearly an information-
complete world. And the complete information (espc price information) about
homogeneous products brings about a perfectly cotiveemarket. It is very convenient and
efficient to utilize a searching engine and othearshing tools such as Youdao shopping
assistant for Chinese online customers to findtbatlowest price of a product. Small online
sellers suffer it a lot since these searching thalge triggered the fierce price wars among them.
Individual entrepreneurs generally choose C2C webd4o publish their products at a near-zero
rent with secure paying and withdrawing such asb&aaccom and Paipai.com. In the early time
before these websites became popular, small oskflers had been creating large number of
registered users for them by low price attractidow these websites have a tremendous amount
of clicks everyday and work like large virtual ngalh which many vendors and stores have
settled with huge number of customers’ visitinge3é C2C trading platforms have their own
ranking functions such as to rank by price, volurhsales, publishing time, clicks and sellers’
reputation scores, which also intensify the priatles on homogenous products.

IT has also weakened the price discrimination tedain extent. Price discrimination
means to charge different people different pricedlie same product to gain the biggest profits.
This behavior is likely to be viewed as unfair aasily outrages the customers once they found
that they had been extracted for more money (EtegiD11). For the first-degree price
discrimination, the price of a product will be vieavby all customers once it is published on the
web by eliminating spatial difference. Hence itngossible to implement the first-degree price
discrimination if the privacy information of theewers such as cookies is not gained by
applying software to confirm different customershsumption habits. As to the second-degree
price discrimination, many websites offer group glase which enable individual buyers to
enjoy a lower price based on bulk purchases.
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The third-degree price discrimination has defined tifferent prices to people who
consume in different areas. If there was no IT uin Ide, merchants would get more profits by
taking advantage of asymmetric information in diéfg areas. But IT has made the information
of products much more transparent, and peopleftdrdnt areas within a specific region, such
as the same country or state, will face differevdtages but not differentiated price of product.
On average the postage adds much less cost talhagserthan price discrimination does, which
makes a real cost but not an unfair treatment. IBdilge to choose the lowest-priced goods but
not the instant ones if they are not urgently nded€herefore the third-degree price
discrimination is weakened in a certain region.eHee use “weakened” instead of “eliminated”,
because the third-degree price discrimination sxists for great distance area difference and IT
can't eliminate the time effect differences caussdspatial differences. This is particularly
common in China since it has a vast territory aeduent super-long-distance transportation will
surely add the expenses. For low-value productgomal economies of scale still exit if single
logistics fee is too large compared with the pradugrice and consumers are able to gain the
products at a lower total cost in the local. And thrtual interface makes people reluctant to
consume high-value products online in case of higtertainty caused by real spatial difference
such as inaccurate information and fraud. In teisss, virtual malls cannot completely replace
the real stores. As Chinese credit system andnletesecurity measures are getting improved and
the logistics costs become lower, the third-degréze discrimination continues to be weakened.

In all, IT has put most of the online businessds @ nearly completely competitive
market and shrinks the online entrepreneurs’ @ofit

THE PRICE BATTLE MODELS AMONG ONLINE SELLERS

Businesses live on profits, but severe price coitipetwill cut down the profitability
and impel entrepreneurship to depression or evathd&he traditional method of reaping huge
profits by asymmetric information is ended by thevalence of IT.

Chinese individual entrepreneurs on the Internet generally tied to a C2C website,
which charges them less fees and rents than ay stdre does. The most popular Chinese C2C
websites are Taobao.com and Paipai.com. They Hawestall the functions and services like
eBay.com. And Taobao.com has been known as “Chie8sg/’. Taobao's registered users
reached 370 million in 2010 and Taobao led Chioalsye B2C and C2C shopping market with
a 75.3 percent share by transaction volume as efetid of September 2009, according to
Chinese Internet consultancy Analysys Internati¢hmaéerfax, China Business Newswire, 2011).
To buy and sell on Taobao.com has been the figtefor most Internet users in China. And if
the sellers’ commodities are homogeneous onesysimally they are), which means the products
someone is selling can be searched out in othErsebnline shops and he/she is not able to
monopolize those products’ supply channel, thenenindividual entrepreneurs playing the role
of intermediate businessmen or retailers will itely fall into intense price battles.

Sellers are entitled to two methods of publishimgirt products on both Taobao.com and
Paipai.com, by fixed price (namely “buy it now” eBay) or auction. Here we’ll discuss three
kinds of price battles that Chinese online seligmserally face. And our discussions are based on
specific homogeneous products supposing that ellse#llers have the same qualifications to
purchase their stocks at the same wholesale pooe fhanufacturers. 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 tapions and scores who are selling
incumbent homogenous products are likely to chgoseetration price strategy to increase
customers’ clicks and sales. Customers rank thdugsts by price, and the lowest-priced seller
will generally win the order, supposed that thetaoeers are economic rational and have
mastered the whole information of the products saglgualities and prices. Some sellers even
sell some products for minus profits in exchangepositive remarks, which are expected to
bring more sales and profits. Profits but not lsss® what the tradesmen pursue, and eventually
they will enhance the price someday and are likelpse their customers to newer entrants who
also follow the low price strategy. (The sale relsoincluding the transaction price can be
viewed by new potential customers, and if custonfieis that the current price is higher than
before, the purchase will generally be postponedaocelled since customers are expecting the
promotion price’s publishing or they will searchhet sellers’ lower prices. The change of prices
will affect both incumbent products’ and new onsgales, and this topic is beyond this paper’'s
theme.) A low price is an entry barrier. New contpet are not interested in an incumbent
market with little profits or demands. Once a sefiehances the price for normal or big profits,
new entrants will be attracted to enter into itdoefthe markets is saturated. Analogically, to win
the consumers, new entrants will begin hot comigstind set lower and lower prices until the
profits shrink to zero or even minus. So the adwvgatof the first mover in intermediate business
disappears very soon. (However first mover will lanalate more remarks, which are an
important way for new customers to get the produet information, and the positive remarks
will win new customers who don’t have the wholel ieéormation about the products such as
fake products’ features. These customers usuatkorethe low-priced products as fake ones or
inferior goods with low quality. And trust meansla to purchasing online. This will be
discussed later.) Moreover the first mover may fibeedisadvantage of higher costs and bigger
risks, as delineated in strategic management t&dn this model for one specific homogenous
product, the price battle is fiercest.

Fixed Prices Of Multiple Products

Some smart sellers have changed the above modehimild form by selling one or
several varieties of their products at the lowegtgs for customers who are likely to buy more
than one category. The products with the lowestegriare generally best-selling, and they can
attract customers to view their listing pages bpedducts and buy the lowest-priced products as
well as other products which they may gain normalfits. Since the postage within a constant
weight is a sunk constant cost, customers are ngilio buy the lowest-priced products
combination to dilute every product’s average pgstd here are still other sellers who give gifts
to promote sales. But the price-sensitive customaliscount it carefully how much the gifts
cost and whether the main products they need tddega proportion in the whole order and are
sold at the lowest prices. And this price battiedke to the products’ being sold at the lowest-
priced homogenous combination.

Auction

In auction model sellers may set a threshold pand a minimum bid interval to a
product. This model still leads to price competiti@mong sellers but not buyers for
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homogeneous products. Suppose a seller set thehtideprice at a penetrative one likeD.01.
Before the product is bidden above the lowest fixedte submitted by other sellers, the
competition is among the buyers. If the lowest dix@ice offered by other sellers equals the
seller's cost, the seller will risk a loss in cabe buyers don’t bid at a higher price than the
lowest fixed price. (And usually the buyers wonlt.ill be worse that other sellers have got a
supply channel at a competitive price and set edfigrice below the former seller’'s cost. And
more and more manufacturers also appear on a CbSiteexind retail at wholesale price which
makes the price competition fieryo avoid potential losses, sellers may make thestiold
price equal the cost to reach breakeven at leasteMer this pricing has actually abandoned the
stimulation of buyers’ bids and returned to thstfinodel. Some sly sellers even play tricks in
the bidding process to raise the price, but smayets will not buy it and give up the bids to
other lower-priced products. Cheating in the biddoenefits neither the sellers nor the buyers
and made the auctions on Chinese C2C websitesiowdoat one time. Though these websites
have taken measures to punish the trickstersale$sess Chinese online buyers trust the auction
model and fewer sellers adopt it.

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

PRODUCT QUALITY AND REPUTATION

Sellers, who are engaged in cutting down cost dtrdcéing customers by low prices,
often neglect products’ qualities. Cheap shoddyroonities disguised with refined pictures are
harmful to online buyers’ interests and sellergutation scores, and will give the buyers the
feeling of being deceived. Before Chinese goverrinaea C2C websites draw up policies to
guarantee secure online transactions, online fcasds and phishing are very common in China.
Generally a product’s new customer is not capablgeb acquainted with the product only by
lingual description and image expression sincektimvledge of some products has to be gained
by practicing. For example, a new hair clipper econer can’'t gain all the product's true
performance and functional information by the pietof its appearance. Some C2C websites
offer video show service for charge but most Chenewall sellers are reluctant to use it in case
of extra costs. The disputations caused by prodbeisg inconsistent with their descriptions
bring about customer dissatisfaction, negative liaekls, refunds, complaints, penalties, and
even online stores’ shutdown. In light of the caadsled by returning unqualified or unsatisfied
goods, buyers possibly would rather keep the gaod$ publish negative feedbacks on the
Internet, which can be viewed by potential buyéusd this will damage the sellers’ reputation
and reduce the sales. Ironically, the lack of tarsl credibility has made buyers panic-stricken
and suspicious about low-priced products even dytlare really bargains. According to
consumer behavior theories, price may be the italicd a product’s quality especially when the
consumer is uncertain about product quality (Marti®86). Shopping online is very different
from that in a real store because buyers can’'tht@nd examine the target product on the scene
to get its exact quality information. Frustratinginoe shopping experiences, such as the products’
failing to live up to the buyers’ expectations tleae generated by online sellers’ descriptions,
may strengthen consumers’ cognition that cheapetttel dearest and the things on the Internet
are not trustworthy. So the competitive advantagget on lowest price will not benefit online
sellers all the time not only for the reason of lprefits.

Furthermore, the reputation scores of sellers nwybe true. As a matter of fact, many
online sellers cheat in their reputation scorekeFanline transactions and fake positive scores
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can be created by software or sock puppets. Anatiheating method often used is to publish a
product at a very low price to attract buyers Ing product is not in stock. Before the rules of
publishing items online have been improved recebylyC2C websites in China, some sellers
marked a very low fixed price such a50.01 while added the real price into the postage to
occupy the first position in the low-to-high pricank. And now there are still many sellers who
publish prices lower than the costs and declaréherweb pages that the real priced products’
links are others but not the ones being viewedsé&liacks have wasted the buyers’ searching
time, added extra cost to transactions and ledriwe pnformation malfunction, information
redundancy as well as losses in efficiency. Thedlealgo bring online buyers with cognition
about prices that there is no cheap lunch in tlmddvIn the past, many online sellers made their
fortune by false pretenses. Buyers used to bearréh@#n postage themselves while the
commodities they bought had quality problems oreanrconsistent with the sellers’ descriptions,
which was the sellers’ fault. There is so much sfsive product information flooding on the
Internet and confusing consumers that there allegsiite a lot of Chinese consumers reject
shopping online.

CHANNEL BONDING AND INNOVATION HANDICAP

As intermediate business, Chinese individual enémegurship on the Internet lives on
external supply chains to buy in bulk and sellettit. Along with the competitions growing,
some first-tier suppliers begin their B2C businessC2C websites and retail at wholesale price.
Retailers who bulk buy from them have fallen inte tawkward position of price-comparison
setoffs. Moreover the suppliers’ disadvantage rst fnover will simultaneously bring disaster to
the first-moving retailers.

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

PLATFORM RESTRICTION

Being bonded to a C2C website is not always a goutl sound settlement for online
entrepreneurs. When small sellers are enjoyingditvéree online platforms to do business, they
are inclined to be locked in and controlled by @#C website. For example, after massive small
sellers settled in Taobao and contributed to thgelmumber of registered users by their owns’
low prices and little profits in fierce competit@nTaobao has been pushing out new rules that
are benefit to itself and its B2C users (sellerepware capable of offering big rents but harmful
to great numbers of free users (sellers). Taobaapmrently aiming at abandoning the cost-
adding free users (sellers) and turning to be ditpraking B2C platform. The notorious
“Taobao’s Sieged Incident in October 2011” veriftes. According to the report (Chen, Wang
& Xiao, 2011, http://news.qq.com/a/20111102/000f&8), on 10th Oct., 2011, Taobao Mall,
namely Taobao s B2C platform, decided to raise up its technieavise fees from¥ 6,000 per
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year to two levels of¥ 30,000 and¥ 60,000 per year, and the deposit frafl0,000 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 defesdindividual enterprises, which still have
the characteristics of weak financial abilities.dAthese skimming pricing policies based on
users’ lock-in enraged Taobao Mall's small selléds 13th Oct., thousands of online small
vendors attacked Taobao Mall on the Internet blzitg Taobao’s policies of “Return for No
Reasons”. Furthermore, hundreds of victims evenamhstnated in the street carrying protesting
placards, which caught the government’s attentiothe end, Taobao had to make a concession.
Moreover there are still many tricks for C2C websitto create other difficulties for free
incumbent users. What’s more, being bonded tord farty will accumulate huge conversion
cost such as reputation scores, virtual storesstcoction and maintenance.

THE TREND OF C2C’S LOSING TO B2C

It is reported by Modern Business (China) that BA@inesses got more capital input
than C2C in 2011 and B2C businesses strongly dalaed meanwhile the C2C’s leading role
was declining for the past decade. This is becautbethe flourishing of online shopping, more
and more Chinese online consumers have given upplives and turned to pursue genuine
articles with much value, famous brands, good tjealiand guaranteed after-sale services. And
many people agree that B2C businesses, which cat these new needs well, are the
mainstream of future online markets (Modern Busne&11; Fu, 2011). Zhang (2010) also
pointed out that counterfeit products had ruinesl @2C businesses and B2C businesses would
realize their prosperity. Hence the living spacsmtll sellers on the Internet in China is getting
narrower. Being dependent on price battles and ¢ddknovation as mentioned above adds to
the collapse of the old model of Chinese onlineviiddial entrepreneurship.

SURVIVAL STRATEGIES

It's obvious that Chinese online entrepreneurshimevitably squeezed by fierce price
battles in the process of striving for survival. &@mminate the fatal effects of price battles and
leave them as far as possible, online entrepremsaysprobably adopt the following strategies:

Select A Diversified Industry With Numerous Heterogneous Categories

Some industries such as apparel industry includayn@dinary brands and product
varieties for buyers to select. This market is ghkdegree differentiation market full of
information, while buyers as bounded rationalityople are not capable of making the best
decision by finding out all the information abolitthe products. This means that one keyword
may be related to so many products that custonrersrgossible to view and compare all of
them and leaves much space for retailers to liveerdfore to obtain benefits by implementing
asymmetric information is possible for the sell®&syers will make transactions when they feel
the products can meet their needs at the mostmabkoprices they confirm. And the selected
prices are different for different buyers accordingheir price knowledge by experience. Some
researchers have also pointed out that “the reagloy Internet sites provide extraneous
information well beyond that provided by storeforitas been obscure because providing it
bears at least some cost but seemingly gains nefibéar the input supplier if users can surf the
Web, collect information, and then buy elsewheréhatlowest price” (Just & Just, 2006: 882).
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On one hand, in some industries there are manyskafdproducts related to one searching
keyword. This market has the nature of diversifaratOn the other hand, the same product can
be named by different descriptions to be differetl. Some sellers rename (or redefine) a
homogenous product differently to make consumesktfet it is absolutely new. In this way,
though the consumers try to rank the products lgepby using the new names as keywords
they will find that the products are in a blue atea

Add Value Based On Know-How Knowledge To The Produs

Chinese online individual entrepreneurs shouldeltls for their conventional roles.
Though they are not the main body to implementkireaugh technological innovation to make
a fortune, they may play a positive role in a sactbut not simple improvement to make each
one’s products different from the others’. To adwb-how technique into a product will well
protect the profits by making inimitable differescé&or example, some handicraft products will
gain unique taste and higher perceptive qualitglyful redecoration, masterly assemblage and
distinctive packaging.

Monopolize A Product

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

Seek A Profitable Market Niche Or Enter A Segment Mirket

To operate a market niche means to monopolize raesgigmarket to obtain great benefits.
Sellers may explore new needs and meet them on far ia 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 batifled by people easily since the
brand strategy belongs to the differentiation sggt A well-known brand has accumulated
much and will provide more reputation informatidsoat quality, taste, performance, after-sale
services and so on, which will cut down buyershgaction cost. It can draw online sellers out
from the hot water of competing for homogeneousipets at a very low price without profits.
In recent years, some Chinese online sellers begpay 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 sadvin the continuing price wars,
have occasionally or deliberately adopted one orstwategies mentioned above. Actually these
survival strategies can be combined into a prdcteeckage for the continuous growth of
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Chinese online entrepreneurs. Figure 1 shows agesirowing process that is supposed to help
Chinese online individual entrepreneurship get ubloprice wars and keep growing: entry,
establishment, extension and consolidation. Inyestige, entrepreneurs can take the strategies
of heterogeneous industry andfoarket niche to begin their online businessesstatdishment
stage, knowledge innovation strategies of redesgpagsembly and redefinition are available. In
extension stage, it is necessary to integrate fiahaad monopoly the supply channel to a certain
degree. In consolidation stage, brand strategfi@sntain method to maintain and promote the
business.

Figure 1
Growing Process Of Individual Entrepreneurship On The Internet In China
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To sum up, Chinese individual entrepreneurshiphenitternet has to keep growing to
get out of the low-leveled price battles thorougldgptized by painful price competitions, some
individual online enterprises in China have begighér levels of their lifecycle and operate
more meticulously. With the fast development antersive use of cloud computing system,
intelligent information terminals as well as theéelimet of Things (IOT), it can be expected that
Chinese individual entrepreneurship on the Intem#tgain much more living space, and will
play more active roles contributing to China’s depeng into the “Innovation-oriented Society”.
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ABSTRACT

This article studies if there is a relationshipvesn the Lubin School students’ current year of
education and their cumulative grade point averaged-their intention to starting a business
once they have completed their undergraduate stedide research showed that there is no
statistical relationship between these studentg’eoti year of education—and their intention to
starting a business once they have completed thelergraduate studies. The analysis also
showed that there is no statistical relationshiwben these students’ cumulative grade point
average—and their intention to starting a busines® they have completed their undergraduate
studies. This is the first study of its kind thapkered the relationship between (a) students’ year
of education and their intention to start a busnasce they have completed their undergraduate
studies and (b) students’ cumulative grade poietraye and their intention to start a business
once they have completed their undergraduate stullig claim about these pioneering findings
is based upon an extensive title review (includhmgr summaries) of hundreds of articles related
to these factors listed in EBSCO.

RESEARCH METHODOLOGY '

A 6-page questionnaire containing 91 questiomasigbles) was designed for this
study for distribution among selected undergrads@teents at the Lubin School of Business,
Pace University, New York during December 2004 -eddeber 2005 periot.

Copies of the guestionnaire were sent to theoastifaculty colleagues who
agreed to allow their students to participate & dtudy. Of the 435 responses completed by the
students, 390 were included for further analysighis study. Forty-five of these were found
unusable for the study for various reasons.

PURPOSE OF RESEARCH

The overall purpose of this continuing reseaghoi find if there is a statistical
relationship between a number of independent vi@sabnd the Lubin School of Business
students’ intention to become entrepreneurs aftey thave completed their undergraduate
education.

The objective of this article is limited to analyy selected variables as stated in
the following hypotheses:
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1. Null Hypothesis: There is no statistical differertmetween the Lubin students’
current year of undergraduate education (first ysacond year, third year, or
fourth year)—and their intention to starting a Imesis once they have completed
their undergraduate studies.

= Alternate Hypothesis: There is such a statistidé&tence.

2. Null Hypothesis: There is no statistical differertmetween the Lubin students’
cumulative grade point average as of the precesimgester (A’s, B’s, C’s, or
lower than C’s)—and their intention to starting asimess once they have
completed their undergraduate studies.

= Alternate Hypothesis: There is such a statistidé&tence.

The independent variables (students’ year of &tilut and students’ cumulative
grade point average) were tested against the dependariable (intention to become
entrepreneur). Exhibit 1 lists the exact questimglated to these variables as included in the
guestionnaire.

LIMITATIONS OF STUDY

This is a study of the Lubin students who welkdng undergraduate business
courses (accounting, information system, managenoninarketing) at different class levels
(first, second, third, or fourth year) during theidy period. The 390 students chosen for the
study were all different individuals. This is notstudy of the same individuals as they
progressed from their first year of study througliteir fourth year.

DEFINITION, REQUIREMENTS, AND EDUCATION

Let me first present a brief overview of the dgion, requirements, and
educational aspects of entrepreneurship.

Entrepreneurship Definition

According to the Wikipedia, the free Encyclopediee term first appeared in the
French Dictionary "Dictionnaire Universal de Comperof Jacques des Bruslons published in
1723. Entrepreneur in English is a term applied fmerson who is willing to help launch a new
venture or enterprise and accept full respongybibt the outcome (Wikipedia 2012). Here are
some other definitions:

1. 1934: Schumpeter: According to him entrepreneugsirarovators who use a process of
shattering the status quo of the existing prodacis services, to set up new products,
new services (Wikipedia 2012).

2. 1961: David McClleland: An entrepreneur is a peraath a high need for achievement
[N-Ach]. He is energetic and a moderate risk tgk@ikipedia 2012).
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3. 1964: Peter Drucker: An entrepreneur searchesHange, responds to it and exploits
opportunities. Innovation is a specific tool of a@mtrepreneur hence an effective
entrepreneur converts a source into a resourceifédla 2012).

4. According to a European Commission report (200&ntrepreneurship refers to an
individual’s ability to turn ideas into action. icludes creativity, innovation, and risk
taking, as well as the ability to plan and managgegts in order to achieve objectives.”

Entrepreneurs: Born or Made

Like the traits theory of leadership that argtineg the leaders are born and cannot
be made, there are people who contend that entreym® are also born and cannot be educated
and trained to become one.

Birch once said that if you want to teach peaplbe entrepreneurs, you can't. To
them, entrepreneurship, like leadership, is a foncdbf some invisible personality attributes (in
Aronson 2004).

According to Thompson (2004; quoted in Alain H&y02008), talent and
temperament cannot be taught.

On the other hand, Peter Drucker once said thats“becoming clear that
entrepreneurship, or certain facets of it, caralglit. Business educators and professionals have
evolved beyond the myth that entrepreneurs are hotrmade.” The entrepreneurship is not
magic, it's not mysterious, and it has nothing towith the genes. It's a discipline. And, like
any discipline, it can be learned” (Drucker 198bKuratko 2005).

| am one of those many other writers who mainthet entrepreneurship, like
leadership, is a function of certain skills andtades which can be acquired and improved upon
through education and experience. If one can leabecome a medical doctor, he/she can also
learn to become an entrepreneur. Actually, it imetimes easier to become an entrepreneur than
to be qualified as a physician or physicist. IfdBirwere opining today, | am sure he will have
entirely different thoughts.

Entrepreneurship Education

The merits of entrepreneurial education have beéed by several people.
Entrepreneurship education could help studentsbkestaand manage a business properly. It
could also help them prepare for working for soneeelse.

According to Muster (2009), if the engineers wamattain their goals (either by
creating a firm, or by being creative within ansixig firm), they have to create connections,
form partnerships outside established fields, dmgathe distribution of tasks, and receive
financial support, among others. The Innovation &mdrepreneurship specialization aims to
provide them with this type of competency.

The significance of the entrepreneurship edanat evidenced by
the fact that a growing number of institutions, estihan the business schools, are
offering courses and programs in the various figidentrepreneurship. These include,
among othershe schools of arts, engineering, medicine, nurging,sciences.

In its March 2008 reports, the European Commissiecommended that
teaching of entrepreneurship should be integratemare curricula, not just in the curricula of
businessor economic studies.
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RESEARCH FINDINGS & DISCUSSION

Several statistical techniques, such as chi-squagression analysis, and t-test,
are available to test the validity of a set of détththe same, only the chi-square technique has
been used to test the validity of data used in tbsearch, because the data gathered amply
satisfy the following four primary assumptions dfiet Pearson's chi-squared test: (a)
Independence of observations, (b) large enoughategeell counts, (c) randomness of data, and
(d) sufficient sample size (Yates, Moore & McCab@99).

Research Findings

A summary of the statistical analysis of datated to the two hypotheses stated
above is presented in Exhibit 2. It also showsdesions reached based on this analysis.

This analysis endorses the acceptance of the HNydbthesis 1: That there is no
statistical difference between these students'ectiryear of education {2"%3/4™ year)—and
these students’ intention to starting a business dhey have completed their undergraduate
studies. The calculated value of X.61729, is smaller than the tabulated value 09X49, with
3 degrees of freedom with alpha=.05.

This analysis also endorses the acceptance Muldédypothesis 2: That there is
no statistical difference between these studenishutative grade point average—and these
students’ intention to starting a business oncg ttese completed their undergraduate studies.
The calculated value of %2.18879, is smaller than the tabulated value 8f7X82, with 3
degrees of freedom with alpha=.05.

Discussion

This is the first study of its kind that explorélde relationship between (a)
students’ year of education and their intentiostaort a business once they have completed their
undergraduate studies and (b) students’ cumularade point average and their intention to
start a business once they have completed theiergratiuate studies. My claim about these
pioneering findings is based upon an extensive tidview (including their summaries) of
hundreds of articles related to these factorsdisteEBSCO.

Due to the lack of similar studies to review awminpare, the survey of literature
presented below is limited to a study of some otrarables that reflect upon the students’
intention for entrepreneurship.

Bhandari (2006) in his study of students at arersity in India found that “luck”
and “to lead other people” have a statistical refethip with the intention to start their own
business after completing education.

In another study of students at Pace Universitybin School of Business,
Bhandari (2012) found that there is no statistiiierence between these students’ gender—and
their intention to start a business once they ltavepleted their undergraduate studies.

A research by Wilson et al. (2004; in Shinnaye®, and Toney) also concluded
that men expressed higher entrepreneurial inténastdid women, a relation that was consistent
across Hispanic, Black, and White youth (Wilsomlgt

In a study of secondary school students enraledhe Young Achievement
Australia (YAA) enterprise program, Peterman anarkely (2003) found that the participants,
after completing the enterprise program, reportgphificantly higher perceptions of both
desirability and feasibility of starting a business
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According to Crispeels (2008), the drive towafaisaway from) entrepreneurship
comes from the potential entrepreneur’s percepgbarards own skills and the environment. The
more confident the potential entrepreneur is alloege factors, the more likely the step towards
nascent entrepreneurship becomes.

SUGGESTIONS FOR RESEARCH

This research shows that the Lubin School of Bess students’ intention to
become entrepreneurs is not related to their yeadacation (first year, second year, third year,
or fourth year of undergraduate education. Likewiseir cumulative grade point average has no
statistical relationship with their intention todeene entrepreneurs.

I make the following suggestions for further @sh:

1. Relationship between grades and intention for prereeurship among graduate level
students by their majors in the area of businesxoumting, economics, finance,
management, marketing, etc.

2. Relationship between grades and the disciplinertsf &nglish, geography, history, law,
mathematics, philosophy, etc.

3. Relationship between grades and the disciplinessaménce: engineering, information
systems, medicine, nursing, etc.
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Exhibit 1
List of Independent and Dependent Variables Used fdresearch
(With their Original Question Numbers)

Independent Variables
9. What is your current year of education (check)on

(a) 1st year of undergraduate study ; (b)y2rd of undergraduate study ;
(c) 3rd year of undergraduate study ; (d)yétr of undergraduate study ;
(e) 1st year of graduate study ; (f) 2nd pégraduate study

12. What is your cumulative grade point averagefdle preceding semester/term (check one):
(@) A+, A, A- (b) B+, B, B- ; (¢) C+, G5 ; (d) Lower than C ;

Dependent Variable

15. After you have finished your education (whethau have attained a degree or not), what do

youintend to do (check one):

a. Start my own business ;

b. Work for a business owned by an immediate familynmer (spouse, parent, brother and/or
sister) ;

c. Work for someone else
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Exhibit 2
Relationship between Selected Variables and Studentintention for Entrepreneurship

Null Hypothesis | Total No|  No. of X X? Degree | Decision
of Respondentg Calculated Critical of on Null
Respon- | Who Wants | Value | Value | preedom, Hypothesis
dents to be a=.05
Entrepreneurs

There is no 391 177 1.61729 9.49 3 Accept

relationship

between Students'

Current year of

education (1 year

to 4" year) and

Their Intention for

Entrepreneurship

There is no 380 169 2.18879 7.82 3 Accept

relationship

between Students'
Cumulative GPA
and Their Intention
to Become
Entrepreneurs
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ABSTRACT

In recent years, Initial Public Offerings (IPOs)vheancreased vastly. IPOs provide an easy
way to increase initial investors’ wealth and teseacash for future expansion of the company.
Accrual accounting provides management with digmnein the reporting of earnings, and thus
provides opportunity for managers to engage iniegsnmanagement in an IPO. This paper
presents the first study of earnings managementibgl public offering (IPO) firms in Iran.
Besides, this paper seeks to determine whetheairananagers exercise discretionary accruals
to reach earnings forecast targets they voluntaigcify in conjunction with initial public
offerings (IPOs). We examine a sample of 90 Irarfiems that issue voluntary management
earnings forecasts in connection with IPOs thatincdetween 1993 and 2006. We investigate
the pattern of discretionary current accruals (DG®¢r time. We show that IPO firms choice to
accruals-based earnings management in the yearehdt® IPO and in the first year as a public
company. The results show that pre-IPO earningsagement by issuers is positively related to
subsequent firm performance. The evidence strosgfigests that Iranian IPO firms engage in
accrualsmanagement to reach their voluntary earnings fetdeagets.

Keyworbs: Initial public offering (IPO); Earnings managentdfinancial reporting; voluntary
earnings forecast.
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INTRODUCTION

In recent years, Initial Public Offerings (IPOs)hancreased vastly. An IPO is the first sale
of stock by a private company to the public. IPOe aften issued by smaller, younger
companies seeking capital to expand, but can asdobe by large privately owned companies
looking to become publicly traded. IPOs providesasy way to increase initial investors’ wealth
and to raise cash for future expansion of the complm other words, going public is a major
corporate event for a company to raise additiomglital to fund its growth and enhance the
entrepreneur's personal wealth, where an offerimgsgectus including externally audited
financial statements for up to a certain periodfédent among different jurisdictions) is needed
to be prepared in the IPO process.

When a company lists its shares on a public exahangyill almost invariably look to issue
additional new shares in order to raise extra ah@Et the same time. The money paid by
investors for the newly-issued shares goes diréatthe company (in contrast to a later trade of
shares on the exchange, where the money passesebeitwwestors). An IPO, therefore, allows a
company to tap a wide pool of stock market investorprovide it with large volumes of capital
for future growth. The company is never requiredrépay the capital, but instead the new
shareholders have a right to future profits disiielol by the company.

The case of IPOs is a little different from seasbissues. For new issues there is no settled
value and a shortage of information, therefore shwes were rely more heavily on financial
statements information (Friedlan, 1994; Nedt al 1995). Accrual accounting provides
management with discretion in the reporting of e®s% and thus provides opportunity for
managers to engage in earnings management in anAliOrding to Healy and Wahlen (1999),
"Earnings Management" occurs when managers usemglgin financial reporting and in
structuring transactions to alter financial repadseither mislead some stakeholders about the
underlying economic performance of a company onnftuence contractual outcomes that
depend on reported accounting numbers. Earningsageament in general and earnings
management in the IPO process in particular, h#tvacéed growing attention in the accounting
research.

Earnings management in the IPO process is of péaticoncern for several reasons. First,
management has incentives to engage in incomeasiage earnings management to ensure that
the issue is fully subscribed and/or priced higherearn greater proceeds, because their
compensation and/or status depend on the succewe dPO. Second, at the issuing stage,
earnings management is found to be negativelyertltt post issue earnings performance (Teoh
et al, 1998b) and post issue stock returfisahet al, 19983. As a result, at the issuing stage,
earnings management has significant resource &tbocenplication. Third APB 20allows IPO
firms to change accounting principles in the pratjpe as long as financial statements of
previous years are restated. This may give manageare opportunity to engage in earnings
management (Cheet al 2005). Fourth, there is significant informaticsymetry between the
owners-managers and investors (Leland and Pyler)18Ad between informed and uninformed
investors (Rock, 198@eatty and Ritter, 1986).

Many previous researches suggest that earningsmareaged even in relatively highly-
regulated US environment (Friedlan, 1994; Tetlal, 1998a; Teotet al, 1998b; Burgstahler
and Eames, 1998), so there is a high possibilitpligerving earnings management in less-
regulated stock markets, as exist in developingntas. In addition, because of different
environments across countries and regions, we éecid conduct an earnings management
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study for IPO firms in Iran. The current study istidated by two previous studies. The first is a
study by Roosenbooret al (2003) which finds that IPO firms, which manage¥sd to over-
report earnings in the first year as a public camypaubsequently suffer poor returns; and, the
second is a study by Gramlich and Sorensen (200&)hwiound Danish IPO firms engage in
accruals management to reach their voluntary egsriorecast targets.

We have focused on the case of Iranian IPOs andameBtock Exchange, as an emerging
capital market. Tehran Stock Exchange has growidlsaand it lists all major firms in Iran. We
examined the managers’ behavior for reporting ohiegs in the period before the IPO and in
the first year as a public company, as Roosenbetoah(2003) did in their research. Then, Like
Teoh et al. (1998b) and Roosenboost al (2003), we studied the long-term stock price
performance for the IPO firms that were engagedeamnings management experience in
comparison to the performance of those firms tlwihdt appear to engage in that activity in
order to assess the long-term effects facing tloesida to increase short-run earnings. Next, we
examined if discretionary accruals are related tpoasible incentive to reach mandatory
specified earnings forecasts

IRANIAN GENERALLY ACCEPTED ACCOUNTING STANDARDS (GA AP)

Prior to 1979, financial reporting in Iran was udhced heavily by Anglo-American practices
(Mirshekari and Sudagaran, 2005). There were nmmetaccounting standards and disclosure
requirements were based on tax law, corporatedaa,stock exchange regulations. The tax law
required firms to prepare a balance sheet, incaatersent, and a list of shareholders (with their
holdings).

The tax law also prescribed a set format for repgrtax-deductible expenses, computing
depreciation, and accounting policies related totage expenses. The main disclosure
requirements of the corporate law were containe8aation X of the 1969 Amendment to the
Commercial Code with Articles 232—242 specifying tliles for preparing financial statements,
disclosing any changes in accounting methods, mgatit expenditure and the required methods
of depreciation. In 1970, the tax law decreed ttamidn Official Accountants Institute, and
Official Accountants were in charge of verifyingettax liability reported in financial statements.

From 1966 to 1978, there were requirements forarate financial statements to be audited.
For example, the regulations of the Tehran StockhBrge required that publicly traded
companies have their financial statements audiye@fbicial Accountants. Therefore, all the Big
Eight international auditing firms in Iran had @ffl Accountants as their employees. In the
1960s and 1970s, the Big Eight dominated the pwatounting profession in Iran. While there
was an emerging cadre of local and Western trdiraedan accountants, the Big Eight tended to
be dominated by expatriates from the United Kingdamited States, and South Africa. This
contributed to accounting and auditing in Iran geinfluenced by foreign practices. However,
these developments were ad hoc and there was tesrsptec structure in place either for setting
national accounting standards or for adopting frgg@onal Accounting Standards.

! Gramlich and Sorensen (2003) in their study, seefletermine whether Danish managers exerciseetiisnary
accruals to reach earnings forecast targets théyntasily specify in conjunction with initial puldi offerings
(IPOs). Because earnings forecasting for IPO fiirmisan is mandatory, we examined earnings manageimehe
case of mandatory earnings forecasts for IPO firms.
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Following the Iranian revolution, in 1980, an amerasht to the Direct Tax Law disbanded the
Official Accountants Institute. The public sectocsntrol and ownership of previously private
enterprises made necessary the establishment afeaidrprises for managing business entities
expropriated by the government. Therefore, dur@®g0+1982, the government established audit
enterprises and Budget, Planning and National nigigsOrganization. These new organizations
recruited a large number of accountants who weesipusly employed with private auditing
firms. In 1987, following the merger of the pubsector audit entities, the Audit Organization
was established as the sole auditor of organizatisith public ownership and as the only
regulatory body for national accounting and audittandards. Audit organization is responsible
for compiling and determining principles and rut#fsaudit and accounting in Iran. The audit
reports and financial statements in which, the rd@teed principles and rules are not observed
not allowed to be used in any of governmental effic

During the last two decades, Audit Organization keleen various measures to enhance
accounting profession in Iran. It has harmonizexhitin profession with global practices via
translation of International Accounting StandandsS|), preparation and publication of a number
of textbooks complying with developed countriest@anting and auditing standards, issuance
sets of accounting and auditing manuals for spetapics, and accounting and auditing
guidelines that are published at a superior lelrelcontinuation of these efforts, the Audit
Organization has prepared and issued the accoumiti@uditing standards and code of ethics.

3. Stock market and IPO process in Iran

One of the major tasks of capital market is to mewa proper condition in order to determine
the fair prices of the capital assets, provide mdioe the stock owned by the investors, and
specify optimum budget to the departments, whieh quralified enough for increasing values.
When the market cannot function properly and edfitly, it causes major disorders in the capital
market, and its effects will be perceived in thgela of national and foreign economies.

Because of infirmities in their statutory systenmsl aegulative mechanisms, most emerging
markets usually face many different forms of matapan, which cause in their turn deficiencies
in their capital market and also account for theslof public credence to these markets. Short
and drastic swings, and short-time investment \ititle role in economic growth are undesirable
consequences resulted from investor's lack of teng presence, and are widely reflected in the
large economy of these countries.

The idea of having a stock exchange to speed uprtieess of industrialization in Iran dates
back to 1936, when Bank Melli Iran completed a repmrking out the details for the formation
of a stock market and laid down the preliminaryridations. The outbreak of the World War 1l
and subsequent economic and political events deldye establishment of the stock exchange
until 1967 when the Stock Exchange Act was ratifiéle Tehran Stock Exchange (TSE)
opened in April 1968. Initially only Government Bisrand certain State-backed certificates
were traded in the market. During 1970's the denfandapital increased the demand for stocks.
At the same time institutional changes like thexgfar of shares of public companies and large
private firms owned by families, to the employegad ¢éhe private sector led to the expansion of
the stock market activity. The restructuring of #wnomy following the Islamic Revolution in
1979 expanded public sector control over the ecgnamad reduced the need for private capital.
At the same time, the abolishment of interest-lmgabonds terminated their presence in the
stock market. Because of these events, the TStedt@mperiod of standstill. This came to an end
in 1989 with the revitalization of the private smctthrough privatization of state-owned
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enterprises and promotion of private sector ecoooaativity based on the Firgtive-year
Development Plaof the country. Since then the Stock Exchangeslkpanded continuously.

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

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

In short, we can summarize the process of admittorgpanies in Tehran Stock Exchange
(TSE), as the most important Iranian stock markdblows:

1- Application-If the applicant is qualified, he/she must provile required documents
and send them to the TSE Admission Board and the d@@&uncil to get the application
examined. The applicant must forward a letter froore of the official brokers of TSE, which
serves as an introduction of the applicant to beithed in the TSE. The applicant must pay
the TSE Admission Board a sum of money as the tigason fee.

2- The phases of examining the admissiohhe examination starts with receiving the
introductory letter from the official brokers of ESwhich contains the applicants request for
being accepted in the stock market. The applicartpired documents are taken for
examining the request. The sent documents are aerdnat the TSE Admission Board and
the TSE council to make sure of the completenesdadfuments. In case of their
completeness, a basic report is made in this depatt A general schema of the firm's
general status is given in this report. When thet fexaminations are carried out, the
applicant's request and the documents are sei¢ {6SE Admission Board’s secretariat after
the chief secretary permits. After doing furthevastigations and preparing critical reports,
the applicant's application is rendered to the PsImission Board for making a decision
upon.

The TSE Admission Board is responsible to checkréfgeiest and announce his decision
stating either acceptance or rejection of it witBimonths. In case the stocks are accepted,
the TSE Admission Board will inform the TSE boafddoectors, the official brokers of TSE
who has sent the introductory letter and the apptibim/herself immediately.

In case the stocks are not accepted, the TSE Admi8®oard is obliged to announce the
result and give reasons for making such a decigioa written statement to the official
brokers of TSE who has sent the introductory letiiee applicant and finally to the TSE
council supervisor and the TSE board of directors.

The decisions of the TSE Admission Board can béseeivby the TSE council at most
until 10 days after the results have been annoutwctte TSE board of directors; this is only
possible if the TSE council supervisor or the peaphose requests have been denied have
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any objection to the results. The TSE council wdhsider the revision request and give its
verdict within 20 days after getting the objecti@he verdict of the TSE council is definite.

In case the request is denied, the applicant caregoire again for admission of the same
stocks before a period of 12 months is completgda&epting applicant's request, he/she
will be told about the terms of admission, andtihee needed for it to be carried out. If the
admission terms are agreed upon, the TSE Admigoamd will perform the ultimate phase
for registering the name of the firm in the registefirms' list.

DISCUSSION AND CONCLUSION

This study examined the function of discretionacgraals in the Iranian IPO market. We
show that IPO firms choice to accruals-based egsnmanagement in the year before the IPO
and in the first year as a public company. Our Itessirongly support the expected use of
income-increasing DCA during the year prior to gopublic and the IPO year. These results are
consistent with earlier findings such Reosenboonet al (2003), Aharony et al. (1993), and Teoh
et al. (1998b). In contrary to Roosenboetral (2003), the results show that pre-IPO earnings
management by issuers is positively related toesyloent firm performance.

Besides, the evidence strongly suggests thaian [PO firms engage in accruals
management to reach their voluntary earnings fetetzagets. The direction arektent of the
accrual management depends on how pre-managedg@zamdiifer from forecast level. Firms
reduce (increase) reportegrnings through earnings management dependinghether pre-
managecearnings are higher (lower) than forecast levels Tasult is similar to Gramlich and
Sorensen (2003).

In summary, in an environment without higbtemtial litigation costs, Iranian firms
undergoing IPOs often voluntarily forecast post-IR@rnings. Discretionary accruals (or
‘earnings management’) appear to be used to nathewgap between forecast and reported
earnings, and this suggests that managers viewntawlu earnings forecasts as terms of an
implicit contract with stakeholders. Thus, Iraniaranagers typically provide more earnings
forecasts, and they appear to possess the fléxitnlimanage earnings to reach the forecasts.
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INVISIBLE DISCRIMINATION:
EMPLOYERS & SOCIAL MEDIA SITES

Richard Pate
John F. Welch College of Business
Sacred Heart University

INTRODUCTION

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

Ensuing legal disputes necessitate an expansiotheoflaw’s applicability (or new
legislation) to this new world. The respectivetiga;, employers especially, require a level of
predictability regarding their respective rightddatuties. While this predictability can only be
offered by a body of well settled law, unfortungteh this new, vibrant cyber world, traditional
employment law considerations are struggling fdedmce and rumination.

Notwithstanding this ostensible indifference, egttase of the relationship is heavily
impacted by social network media. Applicant retngint, information gathering and applicant
selection stand to be impacted by the social nédtwommunications made by employees or
prospective employees.  While Facebook users esgqgbed to shortly reachlBillion, no
legislation exists specifically regulating the epydr's access to and use of social network
information for hiring and firing purposes.

This article examines whether present and propdaed protects employees’ and
prospective employees’ rights from potentialnlawful discrimination resulting from the
employer’s use of social media in its applicantuégment, information gathering and applicant
selections processeés. '

l. The Competing Interests
A. The Employer’s Interests

The employer’s desire to obtain and digest all ipdssnformation regarding a job applicant
before selection is a logical business interest.prédiminary study finds a strong correlation
between job performance and Facebook profiléis.a study published in the Journal of Applied
Social Psychology, raters were asked to rate usityestudents by personality related questions,
such as “[l]s this person dependable?” after vigwire student’'s Facebook page ofhlyRaters
were, in essence, asked to “form impressions” ofapplicant based solely on viewing the
publicly available material (photos, status updatasd conversations) on the applicant’s
Facebook pag¥.

The raters then assigned a grade to each appfoatiie attributes of a good employee; a
degree of emotionally stability, conscientiousnesstroversion, intellectual curiosity and
agreeablenesS. Such findings were subsequently (six monthg)atetched to the student’s
job performance evaluation completed by the stigleaspective employers. The study found a
clear and strong relationship between “good” Faoklszores and job performance. Generally,
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the raters gave positive grades to students wheled, had lots of friends and a variety of
interests or hobbies.

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

Under some circumstances, a review of an applisgmtdfile page may be more than a
logical business decision, but may also constidgutegal necessity. Employer responsibility for
the actions of an employee can potentially be basetivo different theories. Firstly, under the
doctrine ofrespondeat superipiwhen the employee commits a tort while in thersewf his
employment duties, themployeris rendered liable to the victim of the tBrtWhile it is true that
this type of vicarious liability, generally, doe®tncreate an affirmative duty to peruse an
applicant’'s profile page prior to offering the pami,* a prudent employer would be better
served to conduct such review in search evidencprfpensity towards tortious condutt.

Secondly, unlike vicarious liability, which is basen the indirect liability of the employer,
direct liability may also be imposed on the employer for the e@dritortious acts of the
employe€." An employer may be directly liable based on timeoty of negligent hiring. This
doctrine stems from pure negligence concepts,shan employer must exercise reasonable care
when hiring a person to perform specific dutfesFor example, an employer may be deemed to
be acting unreasonably, i.e., negligently, whesmploys a person, previously convicted of child
abuse, to work in a position entailing direct cantaith children, if harm to the children ensues.
Most states’ law holds employers liable for theitwrs acts of the employee when the employees’
tortious acts were reasonably foreseeable at the of hiring™’ Negligent hiring is based on
the fact that it was negligent for an employerite the employee given what the employer knew
or should have known about the employee at the tim&iring. Using Connecticut as an
example, “[t]he ultimate test of the existencehs tluty to use care is found in the foreseeability
that harm may result if it is not exerciséd.™It is well settled that defendants cannot bedhel
liable for their alleged negligent hiring[...] of @mployee accused of wrongful conduct unless
they had notice of said employee's propensity ler type of behavior causing the plaintiff's
harm.™"

Since foreseeability is the basis of this tort, ittevitable question is whether employarsst
perform a perfunctory investigation of an applicamrofile page (especially given the relative
ease of doing so) prior to employing the candidae.case has explicitly found that a failure to
review online information before hiring an employefo later commits a tort, constitutes
negligence hiring. Other than statutorily reqditeckground checks in connection to sensitive
positions such as teachers and law enforcemenomeel™ current law is not clear on this
point" Some courts have imputed to employers the olidigab investigate an applicant's
background”™ While in other jurisdictions the existence of ttluty may depend on the nature
of the position sought, the hazardous nature okthployee’s tasks, the level of interaction of
employee with public and the correlation betweea #mployee’s prior misconduct and the
nature of the position sougfit. Notwithstanding this lack of clarity, seemingiy,is in the
interest of the employer to conduct a review of applicant’s profile before hiring the
applicant™

In fact, employerslo conduct reviews of applicants’ profile page. @wling to a study

conducted for CareerBuilder.com by Harris Interagli" 45% of employers surveyed are using
social networks to select applicafit$. Just one year earlier, a similar study found #2% of
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employers were using social networks sites likeebaok, MySpace, Twitter and LinkedIn to
review applicants?¥ The study found that 35% of employers based ttHetision to deny
applicants jobs on the content viewed on the reismeapplicant’s social networking sit€. In

the study, Facebook proved to be the most popolkeirismedia site for employers to conduct
their applicant screening (followed by LinkedIn, Sfyace and Twitter)™ Over 50% the
employers who participated in the survey stated phavocative photos played the biggest role
in a decision not to hire an applicant, while 4466 employers used applicants’ references to
drinking and drug use as red flags as a contribtetanot employing applicarit" A survey
commissioned by Microsoft in 2010, also showed th@% of the U.S. employers which
participated in study use the Internet to screepliggnts and that 70% employers rejected
applicants based on the search restits.

Not only have employer s demonstrated their wiliegs to search profiles, recently, they
have also demanded applicants’ passwords to regpesticial media sites as a condition of
employment®™ The practice first came to attention when the Néarg Division of Corrections
(DOC) policy required that job applicants for emptent with the DOC provide the
government with their social media account userrsaiued personal passwords for use in
employee background checKS. As consequence, corrections officer Robert Csllimas
required to provide his Facebook login and passworthe DOC. During the interview the
interviewer logged on to Collins’ social media sited read the latter’s postings and those of his
family and friends.

The above conclusions demonstrate that the emp(@yshouldreview profiles, (2) at times
may needto review profiles, (3) most timesill review the profiles, and (4) that it wilisethe
information contained in profile to deny a positioHow are these legitimate business and legal
concerns contrary to the interests of the applizant

B. The Applicant’s Interests

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

Accordingly, the employer’s ability to discriminai® greatly facilitated. The employer can
discriminate based on one or more of the abovei@ileetions without the applicant knowledge.
That is, in absence of an interview, and therefoithout the knowledge of the employer’'s
review of her profile page, an applicant is likétynever know if she was denied the position
because of, for example, her color.

It is the applicant’s interest to participate i tivorld of social media sites without giving up
the opportunity to gain employment because of heritior be denied a position because of her
race, color, religion, gender, national origin, agelisability, for example.

The legal (and social ) issues are then formulatddw can the law avoid interfering with
the prudent employer’s need to review content thedrly aids in its recruitment and selection
process, and simultaneously prevent the employerofiportunity to view and weigh factors
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which may potentially lead to unlawfully discrinate? And, how can the law achieve this
without the applicant’s notice of the unlawful distsination?

THE ADVERSARIAL SYSTEM

A. Litigation

The U.S. legal system is based on the adversasa ™™ As opposed to the inquisitorial
systems where a judge or other public decision mekéhe proponent of the facts and legal
evaluation?™" “an adversary system relies upon the parties tmlyme the facts and legal
arguments that will be forwarded on their behadf, $uch a system to function properly, the
parties must be somewhat equally capable of produtieir cases™" “[The] accepted virtue
of the common law, adversarial system of justicéaa it leaves more control in the parties...By
placing control in the individual over the state tadversary system reflects deeper values of
liberalism and even natural justic€™ Our decision to resolve legal disputes in this nean
however, triggers equality concerfis.“ If one side in adversarial adjudication is ititepped--
it cannot afford access to the system, or hastiegsand money to pursue evidence, or less skill
in developing legal claims--then what emerges asstlonger case might not necessarily be the
better case...[T]he parties must be given relatiegyal opportunities to present their cas&’”
The adversarial system hinges on party control h& investigation and presentation of
evidenceX™""

The anticipatory use of social media informationdmgployers does not simply trigger such
concerns, it eradicates the adversarial systeMore specifically, when an employer views the
content of an applicant’s profile prior to an intiewv, it gains an overwhelming competitive edge
over the applicant and the law in the adversagtlrgy. As stated above, this preliminary view
of the profile allows the employer to make thergrdecision without the applicant’s knowledge
that he or she is even under consideration. Iemployer discerns an applicant’s color, for
example, and bases its decision not to hire on $ador, it is essentially free to unlawfully
discriminate effortlessly and without much consetpae the applicant will simply never know
that this misconduct has occurr&d:" Without notice of the wrongdoing the applicant! wbt
seek redress, hence she will not investigate thieemdile a charge of discrimination or litigate
the case; no adversarial setting will ever be #&igd into play. That is no enforcement of the
anti-discrimination law will occur.

As stated above, in an adversarial system, théepariust be put on equal footing to present
their cas€?™ The adversarial system rests on party’'s abilityintvestigate and present the
evidence! The above described applicant is clearly notaquagfooting with the employer. In
fact, she is likely to never become one of the eshrées. In essence, social media sites remove
possible discriminatory conduct from the purviewjustice by temporally moving such conduct
outside reality and into the cyber world, rendemmgawful discrimination invisible.

B. Agency Enforcement

The Equal Employment Opportunity Commission (“EEQ@as the authority under Title
VIl and the ADA to file a Commissioner’s charge épeendently of an employee or applicant’s
charge® arguably, lessening the harm caused by the lagnafdversarial system. The EEOC
Compliance Manual states as follows: “While theingipal means for implementing
Commission policy is the investigation of individwharges, EEOC-initiated investigations are a
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necessary part of the enforcement process. Diguation victims are often unaware of their
rights or unaware of discriminatory practices. Whhis is typically so in cases of systemic
discrimination, it is also true in cases where wmimsimation is less pervasive. Field offices should
not hesitate to recommend Commissioner chargesitite directed investigations when such
action will fulfill EEOC's law enforcement missigH’

The EEOC has a special interest in pattern or jpecf discrimination cases because “it
has access to the most current statistical compngatand analyses regarding employment
patterns' [and] was thought to be in the best josito determine where “pattern or practice”
litigation is warranted’ and to pursue #"

However, notwithstanding this mandate, in the ¢hd,EEOC’s authority to initiate its own
litigation is rarely used. In 2011, only 47 Comsmser’'s charges were filed, while 99,947
charges were filed by individuals against their Eper. The EEOC's reliance on the
adversarial system is evideHt. Given this heavy reliance, ostensibly, the EEO@sipowerless
as the individual applicant as means of discoveaimd redressing discriminatory conduct. After
all, with the possible exception of pattern andcpca cases (where statistics play a major role),
the EEOC is in no better position than the appticahen it comes to discovering invisible
discriminatory conduct. In the end, the EEOC’s awmfiorcement of anti-discrimination law is
also rendered less than efficacious.

CURRENT LEGISLATION: DOES IT PROTECT APPLICANT? *

A. The Password Trend

The analysis beings with the most recent trendhm émployer-employee/applicant
relationship, that is, the employer's practice d@manding applicants’ social media sites
passwords as a condition of employment or as aqgfdtte hiring (see Maryland Division of
Corrections matter described above). Although,rtbe practice may be short lived. Maryland
itself became the first state to pass legislatiohipit employers from requiring applicants and
employees to disclose their passwords (the lanstakect on October 1, 201%Y. On August 1,
2012 lllinois signed into law (effective January2D13) amendments to the Right to Privacy in
the Workplace Act™' thereby prohibiting, among other things, employémm asking
applicants and employees to provide passwords agenl information to personal social
networking sites. Similar legislation has beerraduced in California, lllinois, Maryland,
Michigan, Minnesota, Missouri, New York, South Aara and Washington.

Congress is currently considering two related bittsApril 2012, Reps. Eliot Engel and
Jan Schakowsky introduced the Social Networkingir@nProtection Act" and in May 2012,
Sen. Richard Blumenthal and Rep. Martin Heinrictioduced the Password Protection Act of
2012 Both proposed laws would prohibit employers framong other things, requiring or
asking an employee or applicant to provide a pastviar access to personal social media
account.

Law makers’ reaction to this latest practiogicates that employees will not be subject to
the password requirement. However, the legislateaction does not protect the employees
from the use of information that is openly avaigabh the Internet.

B. The Fair Credit Reporting Act
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The Fair Credit Reporting Act (FCRA)among other things, regulates employment
background checks performed by third parties oraliesf employel’ The Act requires that
when a third party prepares a background check @naployee or applicant, the latter two must
be notified of the investigation; given the oppaity to give or refuse consent; and notified if
information from the report if used to make an adeehiring decisioi. The FCRA requires an
employer to “clearly and accurately notify applitam writing |f they will be the subject of a
consumer credit report prepared by a consumer tisgagency.”

Unfortunately, the FCRA and its protections do apply when an employer performs its
own profile search. Accordingly, the FCRA woulddfeno aid to the aforementioned applicant.

C. Stored Communications Statutes

As stated above, this note’s analysis is basedpplicants’ whose profile is public. In
instances where the applicant’'s media site is obtip but is nevertheless accessed by employer
without the applicant’s consent, a violation of th®red Communications Act may be found.
The Electronic Communications Privacy Act (ECIBAD]cIudes federal wiretapping laws and
federal laws prohibiting unauthorized access toroomications in electronic storage.

Title Il of the ECPA created the Stored Communimasi Act (SCAY, intended to “address
access to stored wire and electronic communicaamastransactional records.” The SCA makes
it a federal crime for anyone to “access” withoatithorization”, or in excess of authorization, a
“facility providing electronic communication sere and thereby obtaining access to a wire or
electronic communication while it is in electrositorage.” The SCA would be of no help to an
applicant with a public profil&'

D. Federal Computer Fraud and Abuse Act

Although this Act is often used by employers to qué claims against their employees,
arguably, an employer who exceeds its authorizegsacto a profile or the social network’s
server, may be in violation of the Computer Frand Abuse Act (CFAA}" Again, however,
the CFAA would be of no help to an applicant witpudblic profile.

E. Title VII, The ADA and the ADEA

An array of antidiscrimination statutes exists & wonsider state and federal law. The
most fundamental federal statutes, however, aiedliselow. Under Title VIl of the 1964 Civil
Rights Act"™ an employer shall not “fail or refuse to hire ordischarge any individual, or
otherwise to discriminate against any individualthnvrespect to his compensation, terms,
conditions, or pnwleges of employment, becaussuath individual's race, color, religion, sex, or
national origin.**  Under the Americans with Disabilities Act (Alji&hn employer cannot
make an adverse employment decisions against ‘@imidlial with a disability who, with or
without reasonable accommodation, can perform #serdial functions of the employment
position that such individual holds or desirestrgtant the Age Discrimination in Employment
Act (ADEA), it is against the law for an employdp‘fail or refuse to hire or to discharge any
individual or otherwise discriminate against andiwdual . . . because of such individual's

age.™
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As a consequence of this legislation and dispatetatment and disparate impact
principles, employers are prohibited from makinguimies such as the following examples, in
response to an applicant’s applicatfn.

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¥'

Additionally, as a consequence of this legisladon especially disparate
impact principles employers asgongly discourageérom making inquiries such
as the following examples, in response to an agplis 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't§?

The introduction of social media sites intastiparadigm demonstrates the growing
irrelevance of employment law in the cyber-world.profile or even simply a posted photo of
an applicant may give the employer the answer tetrabthese inquiries, without the need to
pose a single unlawful question. And, as stateaV@bthe employer can collect and consume
such responses without the applicant’'s knowledge #he is unknowingly responding to
unlawful inquiries. To a great extent, this repras the demise of antidiscrimination protection
at the employee recruiting and selection phasee mbre the employer looks, the more it sees,
the more it sees, the greater the potential ofidigcation.
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In the end, no federal statute specifically praiilemployers from obtaining or utilizing
information gathered from profile searches.

CONCLUSIONS & RECOMMENDATIONS

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

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

The reporting system currently required by the FCsbuld be expandédf.As stated
above, among other things, this law regulates eynpémt background checks performed by
third parties on behalf of employ&f. The Act requires that when a third party prepaaes
background check of an employee or applicant, thel@yer must “clearly and accurately notify
applicants in writing if they will be the subject a consumer credit report prepared by a
consumer reporting agenc’”® The FCRA ‘s protections have not been expandecoter
employer conducts its own background check. Anmmdhe law to make it applicable to
employer’'s own searches would, as stated abovetivate the adversarial system by giving
notice to the applicant and the EEOC. Of courseremain with traces of the problem: How
can one ascertain if the self-regulated reporting true reflection of the employer’'s searches;
for unscrupulous employers, the ones more likelydtscriminate, the searches and the
discrimination would remain invisible.

The second option consists of applying a rebldgtapresumption element to
discrimination cases. In discrimination relatedsesa employers would have the burden of
rebutting the presumption that thelyd view social media sites when they made their firin
decision. Of course, this would be quasi irreflgab instances where an employer has an actual
declared internet screening policy. Obviously, thmployer's burden of rebutting the
presumption would be onerous. However, placing biirden on the employer in order to rescue
the adversarial system is a burned worth impositrgthe end, such a presumption does not
create any greater burden than that of a smalhbasiowner operating in a small town where
everybody knows everybody.
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! ' A good amount of the text-material included urftResearch Methodology”
section of this article is identical to the textiaraal that was written under “Research
Methodology” section of the first article that waassed on the same data published in the 2012
online issue of thdournal of Entrepreneurship Education.

" The author is very thankful to his faculty colleagwho helped collect students’ responses for
this research and to Dr. Vasantha K. Bhat who lteip¢he statistical analysis of the data. Thanksadso due to
Mr. Mihir Trivedi and to Mr. Pratik Shinde for thraiesearch assistance; and to Pace UniversitySaupport in
this study.

" The focus of this note is on the effects of soriatia sites/profiles on discriminatory practices
in the workplace. However, it should be mentiotieat the growth of such communications has
also impacted employee privacy, discipline andltisge, and has also not left unscathed union
protected employees.

Several cases have seen the application of asedlegal theories such as defamation, invasion
of privacy, wrongful disclosure of confidential armation or trade secrets. Cases against public
employers may also rely on the U.S. Constitutieguimg that certain aspects of profile searches
constitute an unreasonable search and seizure.ther @ases have raised exceptions to the
general at-will doctrine, such as violation of pgalgolicy and statutory protections such as anti-
retaliation statutes based on protected activitiesh as free speech.

For examples of cases dealing with discipline disdharge of employees due to social media
sites posts, see Simonetti v. Delta Airlines, N®51CV-2321, 2005 WL 2407621 (N.D. Ga.
Sept. 7, 2005) in which a flight attendant postesiggestive photo of herself on MySpace page
and was later discharged for the same; Pietrylblilstone Rest. Grp., No. 06-5754 (FSH),
2008 U.S. Dist. LEXIS 108834 (D.N.J. July 25, 2Q08here an employee was discharged after
staring a MySpace page and posting numerous corsnadut management. See also,
http://www.higheredmorning.com/professor-suspenidgedacebook-posts (last visited
September 1, 2012), (professor was suspendedaafierdent reported humorous comments on
her Facebook page, about “not wanting to kill” atydents that day. Facebook: Professor
Suspended for Posts, HigherEdMorning.com; see/fta Webley, How One Teacher's Angry
Blog Sparked a Viral Classroom Debate, Time/CNN, b.Fe 18, 2011,
http://www.time.com/time/nation/article/0,8599,20%23,00.html#ixzz1 Fx9Ba0fz (last visited
September 1, 2012.)

Social media sites’ popularity has also impactemmuprotected employees. On May 30, 2012,
the National Labor Relations Board (NLRB), throughActing General Counsel (GC), issued a
third Operations Management Memo on social media casesless than a year.
https://www.nlrb.gov/news/acting-general-counsétases-report-employer-social-media-
policies (last visited July 8, 2012).

See also the 2011NLRB survey which indicates thaiNLRB has reviewed more than 129
cases involving social media sites. The centrlas of cases regard discharge or discipline of
employees based on their social media posts antherhine posts are a protected activity under
the National Labor Relations Act.
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http://www.uschamber.com/sites/default/files/reptit RB%20Social%20Media%20Survey%o2
0-%20FINAL.pdf(last visited August 28, 2012).

Y Throughout this note, the terms “social media’sited “profile” are used synonymously and
are defined as follows: A form of electronic coamitation (as Web sites for social networking
and microblogging) through which users create entiommunities to share information, ideas,
personal messages, and other content (as vide@)e Social Media, Merriam-Webster,

http://www.merriam-webster.com/dictionary/social%iéia (last visited Sept. 23, 2012)(last
visited September 23, 2012). Popular examples decl&acebook, Twitter, Linked-In, and

YouTube.

Throughout this note it presumed that an applisasbcial media site/profile (such as a
Facebook profile) is public and not protected hyamy settings.

Y Donald H. Kluemper et al., Social Networking Wetsj Personality Ratings, and the
Organizational Context: More Than Meets the Eye3Jd@nal of Applied Social Psychology,
Volume 42, Issue 5, pp. 1143-1172 (2012).

Y |d.

viil_d.

viiil_d_

X Richard A. Epstein, Cases and Materials on T@&(8th ed. 2008).
¥ Restatement (Second) of Agency § 219(1) (1958).

X Daniel E. Mooney, Comment, Employer on the WebenBalancing the Legal Pros and
Cons of Online Employee Screening, 46 Idaho L. R83, 758 (2010).

Xi Restatement (Second) of Agency § 213 (1958).

Xiii m

XV | ex K. Larson, State-by-State Analysis, Employm&areening (MB) pt. 1, ch. 11
(2010).

X Perodeau v. Hartford, 259 Conn. 729, 754, 792dA7%2 (2002).
X Knicrumah v. Albany City School District, 241 Fg88d 199, 211 (N.D.N.Y.2003).

' For example, Connecticut law requires all pubticasl employees hired on or after July
1, 1994, to submit to state and national criminatdny record checks when they are hired.
According to a survey by Education Week, 42 stagegliire criminal background checks for
teacher certification. The states that do not Hmakground check requirements for teachers are
lllinois, Indiana, Massachusetts, North Carolin&jd Pennsylvania, Tennessee, and Wisconsin.
See “State Policies on Sexual Misconduct Betweeanc&mrs and Students,” Education Week,
April 30, 2003.

XX See, e.g., Kendall v. Gore Props, Inc., 236 F28 ®.C. 1956); Weiss v. Furniture in
the Raw, 306 N.Y.S.2d 253 (N.Y. Civ. Ct. 1969); Bdbon v. Church of God Int'l, 978 S.w.2d
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120, 125 (Tex. App. 1997) (“One who retains thevisess of another has a duty to investigate the
background of that individual for fitness for thesgtion....”).

* “Liability of the employer is predicated on thengloyer's antecedent ability to recognize a
potential employee's ‘attribute[s] of charactepoor conduct’ which would create an undue risk
of harm to those with whom the employee came intamnin executing his employment
responsibilities.... The scope of the employer'sy dn exercising reasonable care in a hiring
decision depends on the employee's anticipatededagfrcontact with other persons in carrying
out the duties of employment. The requisite degifesare increases, and may require expanded
inquiry into the employee's background, when thepleger expects the employee to have
frequent contact with the public or when the natfrthe employment fosters close contact and a
special relationship between particular persons ted employee.” _Moses v. Diocese of
Colorado, 863 P.2d 310, 323-324 at 327-328 (Cofi8)Lert. denied, 511 U.S. 1137, 114 S.Ct.
2153, 128 L.Ed.2d 880 (1994) (citations omitted)oting Connes v. Molalla Transport System,
Inc., 831 P.2d 1316, 1321 (Col0.1992).

For example, in_Ponticas v. K.M.S. Invs., 331 N.w.207, 911 (Minn. 1983), ‘the
apartment manager had access to tenants' homegnipkyer had a duty to conduct a
reasonable investigation to explore whether the agan posed a high risk of injury to the
apartment complex's residents. The employee intigme®iad a criminal history of armed
robbery and other felonies that a cursory crimibatkground check would have revealed.
Additionally, the employee had listed his mothed aister as his employment references. Due
to the ease with which the employer could haveadieed that the employee had committed
violent crimes and had provided sham employmemtreeices, the court upheld the jury's finding
that the employer was liable for negligent hiringKatherine A. Peebles, Negligent Hiring And
The Information Age: How State Legislatures CaneSamployers From Inevitable Liability, 53
Wm. & Mary L. Rev. 1397, 2012.

See also Proceed with Caution: Social Networkingb®ites and Blogs, Labor Law Reports,
May 27, 2009, at 1, available at http://
www.bicklaw.com/Publications/LAWFULMININGOFSOCIALNEWORKS.htm (last visited
June 1, 2012) and Jonathan Bick, Lawful Mining of Social Netks, N.J. Law J., Feb. 16,
2009.

*!In jurisdictions where the duty clearly does agist, an argument could be made that if
an employer may only be liable for what is reasbnédreseeable, it behooves him not to review
any profiles and argue ignorance of any of the iappt's propensities.  However, as can be
learned from the statistics below, the employeliksly to deem the benefits of a search to
outweigh the possible consequences of the review.

XXii

http://www.careerbuilder.com/share/aboutus/presasssdetail.aspx?id=pr519&sd=8/19/2009&
ed=12/31/2009last visited June 30, 2012).

xXiii Id.
XXiv Id.
>V d.
XXVi Id.
XXVii Id.
Vil Cross-Tab, Online Reputation in a Connected Wd#6 (2010), available at
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http://www.microsoft.com/privacy/dpd/research.aspfollow hyperlink labeled “Online
reputation research overview PDF) (last visitedi&aper 8, 2012).

X This trend has been met with opposition, as dissielow.

¥*02/18/ Want A Job? Password, Please! By Mere@ititis, ACLU of Maryland at
2:04pm http://www.aclu.org/blog/technology-and-liberty/vigob-password-pleas@ast visited
July 8, 2012).

¥ See, e.g., Lassiter v. Dep't of Soc. Servs., 458 W8, 28 (1981) (“[OJur adversary
system presupposes [that] accurate and just resdtsnost likely to be obtained through the
equal contest of opposed interests... “);

SeeMcNeil v. Wisconsin, 501 U.S. 171, 181 n.2 (199W/hat makes a system adversarial
rather than inquisitorial is...the presence ofdgpiwho does not (as an inquisitor does) conduct
the factual and legal investigation himself, bust@ad decides on the basis of facts and
arguments pro and con adduced by the parties.”).

il Ag js the case in most of Europe. See John Hghein, TheGerman Advantage in
Civil_Procedurg52 U. Chi. L. Rev. 823 (1985)

i \William  B. Rubenstein, The Concept Of Equality IrCivil Procedure,
23 Cardozo L. Rev. 1865 (2002).

>V Martin E.P. Seligman, et al., Why Lawyers Are Upiig 23 Cardozo L. Rev. 33 Cardozo
Law Review (2001).

¥ Rubenstein, supra note 31, at 1874.

*Xd. See also Alan Wertheimer, The Equalizatioh@f§al Resources, 17 Phil. & Pub.
Affairs 303 (1988).

VI Judith Resnik, Managerial Judges, 96 Harv. L. B&4, 380 n.23 (1982); See also
Judith ResnikMoney Matters: Judicial Market Interventions CregtBubsidies and Awarding
Fees and Costs in Individual and Aggregate Litayati48 U. Pa. L. Rev. 2119, 2136 (2000)
(“Equipage for civil litigants--from filing fees tmvestigation to counsel for experts--is generally
left either to the legislature or to the market.”).

i Arguably, an applicant could hire an expert todfian online trail left by an
employer's search. However, without some noticia@femployer’s search or suspicion thereof,
the applicant’s curiosity is unlikely to be suféatly aroused to take such steps. And, in the

cases where the suspicion or notice is presentdsteof such steps may be prohibitive.

Title VIl of the Civil Rights Act, the Americans t Disabilities Act and the Age
Discrimination in Employment Act (all discussed d&) do require employers to retain
applications and other personnel records relatingiring process. One could argue that such
records could be used to trigger investigations, eHowever, the unscrupulous employer, the
one most likely to discriminate, is unlikely to dbiby this law if it knows the chances of being
found out are minimal. Moreover, the applicanhdg automatically entitled to a copy of such
records, thus, who would review such innumerabidents?
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XXX Rubenstein, supra note 31, at 1874.
X Resnik, supra note 35, at 379.
X See42 U.S.C. § 2000e-6(€2008):29 C.F.R. §§ 1601-11; § 2000e-5(b);

1 EEOC Compliance Manual (BNA) 8:0001 (2001)(Headier referred to as “EEOC
Intake”)(“Under Title VII/ADA, EEOC must have a hado investigate possible violations and
must obtain a Commissioner charge and notify tlspardent of such basis by specifying the
date, place and circumstances to be covered bintestigation. Under ADEA/EPA, there are
no prerequisites which must be met to investigate.”

No commissioner’s charge provisions are found @ADEA and the EPA, however, the EEOC
may investigate into violations of these two statuEEOC Intake.

xlii
1d.
Xl £ qual Employment Opportunity Comm'n v. Shell Odl. 466 U.S. 54, 69 (1984).
XV hitp://www.eeoc.gov/eeoc/plan/upload/2011par (it visited September 18, 2012)

XV With some exceptions, the ensuing discussion dugsexamine state (U.S.) anti-
discrimination law, but focuses on pertinent fet&a.

™ To be codified at Md. Code Ann., Lab. & Empl. §82.

i llinois HB 3782 amends the state’s Right to Peivin the Workplace Act
Wil 4 R. 5050, 112th Cong., 2d Segapr. 27, 2012).

XX 5. 3074, 112th Cong., 2d Se@day 9, 2012).

'15 U.S.C. §§ 1681-1681t (2000 & Supp. 2003).

"d.

li Id.

li Id.

" 18 U.S.C 8§ 25102522

18 U.S.CChapter 128§ 2701-2712.

™' In Crispin v. Christian Audigier Inc. ,717 F. Sug2d 965 (C.D. Cal. 2010), a federal district
court decided that the SCA applies to social medsts, provided that a posting had established
privacy settings was content electronically storgihin the meaning of the SCA and thus could
not be accessed without authorization.
See alspPietrylo v. Hillstone Rest. Group, 2008L 6085437; and_Konop v. Hawaiian Airlines,
Inc., 236 F.3d 1035 (2001) (D.N.J. July 24, 200&king it clear that under some circumstances
unconsented access to private media sites mayittbast violation if the SCA.

M 18 U.S.C§ 1030

Mil 42 U.S.C. §§ 2000e-2 (2000)

42 U.S.C. §§ 2000e-2(a)(1).

X 42 U.S.C. §§ 1210612213 (2000)

" 29 U.S.C. §§ 62534 (2000)

X Many of such questions are not explicitly protehit by the language of the
aforementioned antidiscrimination laws (exceptttog ADA), but in some cases have been de
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facto made unlawful by federal regulations and EE§diglance. It is beyond the scope of this
article to discuss specific federal regulations BEDC guidance regulating such inquiries.

Ixii
http://www.peopleclick.com/resources/wpaper/Sodigtworks Employment Law eBook.pdf
(last visited September 29, 2012)
Ixiv |d.
X 15 U.S.C. 88§ 1681-1681t (2000 & Supp. 2003).
Ixvi
1d.
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