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Makro Trender inom Kinesiska Human Resurser 

Medan vi går mot en mer avancerad globaliserad ekonomi har vi också utvecklats från ett 

jordbrukssamhälle till ett service samhälle. Som med alla andra delar av mänsklighetens 

utveckling har vi fortsatt på en stig av entreprenörskap och förändring till det som vissa 

idag kallar ett ”kreativt samhälle”. Det kan vara för tidigt att säga att vi är på väg in i en 

ny era men det är klart att förändringar händer mycket snabbare och med en större effekt 

runtom jorden och det skapar ett samhälle som är annorlunda jämfört med förut.    

 

Ett samhälle där de begåvade, utbildade och kreativa är den ekonomiska utvecklingens 

katalysator. Men uppkomsten av denna, den kreativa klassen, och globaliserings 

processen innebär också problem. När människor höjer sig själva och dem runtomkring 

till nya höjder genom omfattande förändring finns en risk att de människor som inte 

klarar omställningen till en sådan värld lämnas kvar. Det är Globaliseringens paradox; 

den ger rikedom till människor som kan anpassa sig medan de andra ofta lämnas för att ta 

hand om sig själva.   

 

Den här uppsatsen handlar om de effekterna på världens mest befolkade nation, Kina. 

När de kommer till dessa, Human Resurser, de mest produktiva elementen av ett modernt 

samhälle är Kina långt bakom. Det Kinesiska loppet mot att bli en global makt handlar 



 - 3 - 

lika mycket om att komma ifatt resten av världen ekonomiskt som socialt och politiskt. 

Medan Kina spänner sina ekonomiska muskler för att förändras uppstår andra problem 

och hastigheten som Kina förändras med leder till mer komplicerade sociala problem som 

kan komma att hota landets utveckling.  

 

Kina försöker göra det som det tog de främsta utvecklade länderna i världen den största 

delen av de senaste 300 åren att göra inom loppet av en generation. Tvingade av 

nödvändigheten av reformer jonglerar kommunistpartiet dessa politiska, ekonomiska och 

utbildningsmässiga problem på mer och mer komplicerade sätt och längre och längre bort 

från varandra. Den här historien börjar dock på ett tåg mellan Washington DC och New 

York.  
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Macro Trends in Chinese Human Resources  

As we move into a more advanced globalized economy we have developed from an 

agriculture society to a service society. As with every other part of human development 

we have continued down the path of innovation and change to what some today call the 

“creative society”. It might be to early to say that we are entering a new age but it is clear 

that changes happen faster and with greater impact across the globe and that is creating a 

society that is different from before.  

 

A society where the talented, educated, creative, are the catalyst of economic 

development in a modern economy. But the rise of this creative class and the process of 

globalization also offer problems. When people elevate themselves and those around 

them to new heights through major change the people who are unable to transit into such 

a world run the risk of being left behind. It is the paradox of Globalization; it brings 

riches to the people who can adapt to it while the others are often left to tend for 

themselves.  

 

This thesis is about those effects on the world’s most populous nation, China. And when 

it comes to these, the Human Resources, the most productive elements of a modern 
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society, China is far behind. The Chinese race toward becoming a major global power is 

as much about catching up to the rest of the world economically a socially and politically. 

As China masses its economical muscles to change other problems evolve and the speed 

of the change lead to even more complicated social problems that might come back to 

haunt the country’s development path. 

 

China is trying to do what it took the major developed nations of the world a larger part 

of the last 300 years to do in one generation. Pushed by the need for reform the 

communist party is juggling politics, economy, and education of their people in more and 

more complicated ways and further and further away from each other. The story 

however, starts on a train ride between Washington DC and New York. 
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1 Introduction 

While I was writing this introduction about Human Resources in China I was sitting on 

an express Acula AmTrack train between Washington DC and New York. Traveling with 

a wireless internet access, with my new IBM (Lenovo) Thinkpad, I really felt like a child 

of my generation; mobile, always online and with the world at my fingertips wherever I 

go.  

 

I could not help but get a feeling that this was indeed significant for the story ahead, 

significant for the tale about the Chinese Human Resources and the impact that Chinese 

politics have on its ability (or inability) to form into a global superpower.  

 

China in particular started to interest me a few years back when I attended business 

school in India. The Indians view China as their competitors in many aspects of the 

global economy and give Chinese economy and business a lot of thought. They compare 

infrastructure, Human Resources, wireless access, educational systems, corruption, etc., 

basically all aspects of interest in the equation that makes up the competitive advantage 

of nations against each other.  

 

Right after finishing business school I moved to Washington DC to join the Society for 

Human Resource Management (SHRM)1 as Manager of International Education. SHRM 

is the largest association for Human Resource Managers in the world with about 225 000 

members in close to 135 countries, its mission is dual; to serve the Human Resource 

profession and at the same time advance the profession. These missions have now taken 

the Society to new markets such as China and India following the expansion of the 

professional and the internationalization of business.   

 

                                                 
1 The Society for Human Resource Management (SHRM) is the world’s largest society for Human 
Resource management. With over 225.000 members in more than 135 countries around the world the 
society’s mission is to Advance and Serve the Human Resource profession. From its headquarter in 
Alexandria Virginia USA the society deals with all aspects of Human Resources, including governmental 
affairs. www.shrm.org www.shrm.org/india www.shrm.org/china 



 - 8 - 

The Society’s history reflects the human resource function’s history and development in 

many ways: SHRM started out as the American Society for Personnel Administration 

(ASPA) in 1948.2 At that time the human resource function was just that; personnel 

administration, and was mainly focused on administrative work dealing with the 

management of salaries and the recordkeeping required.  

 

Over time the profession has developed and today the human resource function is being 

referred to as “Strategic Partner” (or different other things similar to “Strategic Partner”) 

and is demanding, and sometimes getting, a seat at the boardroom tables of companies.  

 

At a country level the country’s human resource’s is often mentioned as human resource 

capital which in short is the availability, price, and quality of the workforce available (see 

Porter later). As we will see later, advanced human resource capital is recognized as an 

important macroeconomic factor to the success of a nation.  

 

On a macro level, human resource capital is constantly upgraded as countries strive to 

increase the effectiveness and quality of education, research and communications on a 

daily basis. The creation of advanced human resource capital is indeed a political 

decision that impacts the economics of the nation. This is important; human resources are 

largely affected by politics, social issues, culture and economics.  

 

Because of that this thesis takes a somewhat different approach putting human resources 

and its creation into a broader context of business, politics, and economic development.  

 

It is my opinion that one problem the human resource function has in the contemporary, 

globalized world is that few involved understand this larger picture and what impact it 

has. The result for the people who fail to do so is human resource professionals who do 

not have the knowledge needed to take on the increasing responsibilities and importance 

that their function is aspiring to get and is, increasingly, getting.  

                                                 
2 SHRM Online Sep 10th 2007 www.shrm.org  
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The Chinese human resource situation is as much a result of global business as it is of 

domestic policies and history. The current situation, with millions unemployed and fierce 

competition for local as well as global talent tell a tale about a country that has developed 

so  fast that its people are having problems developing at the same speed. 

 

The right skills, knowledge and experience needed in the new Chinese economy (and in 

the new world economy) are hard to come by because of lack of availability in certain 

critical areas. At the same time the Chinese wonder is marching ahead in an increasing 

speed. For how long can it be fueled by a large part of young and inexperienced 

managers that are not in enough supply to go around? And for how long can it go on 

when it is getting increasingly clear that its current form cannot create an equal society 

for the Chinese people? 

 

The short term answer to the Chinese might be immigration of talented professionals 

from abroad, all major economical changes that has brought the opportunities of making 

a fortune and a better life has seen massive immigration from other parts of the world, 

why would this one be any different? That, however, does not solve the second question. 

 

This thesis focuses on the macro realities of human resources and human resource capital. 

It does not go into depth on human resource “best practices” or their strategic importance 

for companies and their business models. Instead the focus is on the Chinese population 

and country and its ability to satisfy their needs of business as well as to compete in a 

modern economy.  

 

If one takes a look at the development of human resources in China it follows closely 

with that of human resources in the developed world. As shown below the importance of 

human resources has increased gradually as companies rely more and more on 

“knowledge workers” or as they are part of the “creative economy” where the 

productivity of your human resources determine the success or failure of a company or 
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country. This is directly related to the level of the human resource capital and the ability 

to develop this capital. 

 

At the same time the developments in China are moving ahead with an incredible speed 

powered by the country’s entrance to the global business world. As business and culture 

expand across borders so does best practices and ways of doing things. This thesis uses 

two main frameworks for analyzing the human resource situation in China; Porter’s 

competitive advantage of nations and the disputed concept of Mr. Richard Florida; “the 

creative economy” and its view of how the global economy more and more are dependent 

on a “creative class” of people.  

 

Michael Porter’s book The Competitive Advantage of Nations provides us with a 

framework for placing China and its struggles with human resources (and other factors of 

competitiveness) in. It helps us to explain the way the modern economy is developed and 

nurtured in society. His framework explains why people move into the roles where they 

are the most productive and hence maximize their return of investment. The point here is 

that it is not the employment of people in jobs but the employment of labor in highly 

productive and advanced jobs that makes the difference to the sustainable competitive 

advantage of a nation.  

 

Porter also helps us explain why low skilled manufacturing can serve as a base for a 

country to take of but does not allow for a sustainable competitive advantage. In the end 

governments, people and companies must strive to work their way up the productivity 

ladder to develop. China has an abundance of cheap labor and engineers that makes the 

country suitable for this kind of a start.  

 

Two of the most important factors in Porter’s framework are human resources and 

knowledge capital. Together these two factors are closely linked and they offer the 

opportunity to elevate a nation’s competitiveness and thus the development of the 

country.  
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The reasons why China is behind are largely political in nature and a result of years of 

mismanagement that effectively has undermined people’s ability to move into more 

productive areas of employment. These politics also have limited their populations 

opportunities upgrade their skills to help develop the work they are already in. However; 

since 1970, when reforms started under Deng Xiaoping, the country has started to change 

its path and is now encouraging the developments of domestic knowledge capital to help 

develop local human resources as well as welcoming foreign practices and institutions to 

enter the country to help with developments. 

 

Out in the Chinese society the shortages of talented people and the abundance of low 

skilled workers are apparent. The problems with the new knowledge capital and the 

quality of the Human Resources that graduates from these knowledge capital institutions 

are in question. At the same time there is pressure to continue up the value chain of 

products and processes as salaries are rapidly increasing and eroding the Chinese 

competitive advantage in low wages.  

 

China is being squeezed from two directions and with large problems on both ends. As 

the new economy fails to deliver more jobs this might have disastrous consequences for 

the world’s most populous country. How to tackle them is hard to answer, one start is to 

define the problem.     

 

1.1 Purpose 

The purpose of this thesis is:  

- To investigate the Chinese human resources and the Chinese human resource capital in 

the light of contemporary thinkers such as Porter, Friedman and Florida combined with a 

view of contemporary debate and research by different corporations and organizations 

dealing with this topic. 
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- To understand how the developments of human resource capital is a lagging effect of 

advanced levels of the knowledge capital available to a nation and then apply this to 

China. 

- To explain the linkage between the development of the Chinese human resource capital, 

the economy, and the politics pursued by Beijing.  

1.2 Method  

As this thesis approaches the subject of human resources and human resource capital 

from the point of view of its interdependencies with Business, Politics, Sociology and 

Economy a wide array of material from the different disciplines have been used as 

sources. The point with this is to show the interdependencies among the different 

disciplines while focusing on human resources.  

 

While there are a lot of things written in the difference topics the difficulties lies with the 

fast developments of China and the globalized world. Because of this the reliability of 

sources quickly declines as facts and statistics change and thus most sources used for 

statistics and contemporary purposes are from the last few years and any reader should 

keep the fast developments in mind. The statistics show trends but not definitive 

numbers.  

 

Many of the sources used I have come by in my work with SHRM and some are 

membership restricted from SHRM as well as the Mckinsey Quarterly. A lot of the 

statistics are through searches on the Chinese focus area at the US Library of Congress, 

Washington DC. The research is qualitative in nature and as such focuses on finding 

trends and patterns with the help of the texts and publications used. The sources used are 

both of primary and secondary nature and the main categories are as follows;  

 

• As a foundation for the arguments lie two well known and established 

academicians and their work: Michael Porter and his work around what makes up 

the competitive nature of a nation provides a framework for the Chinese situation 

and helps us understand the importance of the main concepts. His work has been 
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well established for years and he is among the most recognized academicians 

within business and economics in the world.  

 

Richard Florida, on the other hand, was relatively unknown until his debut book 

“The Rise of the Creative Class” in 2002. His research has since then been put 

into the forefront of the regional economic developments debate. However, 

Florida’s theories have been heavily criticized and it might be too early to say if 

the tendencies that his research point to really represent the future. In this thesis 

they serve as a basis to compare the developed world and its advanced levels of 

human resource capital with China’s.  

 

His points about where value creation is achieved in a contemporary society is 

relevant weather or not if his theories of regional development are true or not. 

 

• Other books have been used to describe the current intellectual debate as well as 

offer examples of the developments that are taking place. Some of these deal 

directly with China and some with concepts that are then applied to China. These 

books are written by different types of experts using their own experience as well 

as different secondary sources for information.   

 

• In addition to these academic works a large number of different business 

publications, articles, forecasts, and other sources from the business world have 

been used.  

 

Many of these sources, such as the Hewitt publications, are scientifically 

researched sources but one need to keep in mind that they are compiled with the 

goal of being sold as well as drive the sales of consulting services from the firm 

itself. They also, more often than not, draw their information from Western 

businessmen active in China and might fail to provide with an overall picture of 

the Chinese opinions themselves. 
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By and large, there are difficulties with finding sources that take into account a Chinese 

point of view or that have researched Chinese firms and managers. To somewhat 

overbuild this there are some material used from official Chinese government sources. 

These sources offer another problem as the Chinese heavily regulate what information it 

shares with the rest of the world. Thus it is difficult to capture an all-around picture of the 

issue that takes into account a Chinese point of view. 

 

• The thesis also relies on different newspaper and weekly magazine articles from 

different sources such as China Daily, and the Business Week. While these 

articles not always represent a “scientifically” researched source they do provide 

an important insight in the debate regarding a topic that develops faster than new 

books and theories are written.   

 

• Two major examples of the same kind of industry (steel) has been used to drill 

down and give a more tangible view of what the development in itself mean to 

people, towns and situations in the world. One example from the US and one from 

China. The US example describing a US city in decline and the Chinese 

describing a thriving steel industry capitalizing on the western decline.  

  

During the research I have draw heavily from my experiences in my work with SHRM, 

however all sources in this thesis are either public sources or from people agreeing to 

share their work with me for non-work basis as a private person for the purpose of this 

thesis. The opinions expressed in this thesis are my personal opinions based on the 

research that lies behind the thesis. 
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2 The Human Resource doctrine;  

Learning’s from the Developed World 

 

“If you know, recognize that you know,  

If you don't know, then realize that you don't know: 

That is knowledge.” 

 

Confucius 

In the analysis of China and its human resource capital it is important to use the 

perspective of how the western world once developed to where it stands today as an 

integrated, relative free trading, globalized world where companies interact across 

borders and trade both perspectives and best practices. The reason for this is that the 

developed countries have all gone through the same basic phases of development during 

modern history and the development of human resource capital is linked to the needs of 

the companies. The western countries have moved from an agricultural to a 

manufacturing onwards to a service society and finally to today’s “Creative Society”.  

The countries that recently joined the developed club have all gone through the same 

stages, many of them in a rapid speed. These sequences have been an important part of 

the development of these countries and areas because of the step by step development 

that they offered.  

The beginning of Industrialization and modern management with the labor intensive 

times of Fordism3, where human capital was largely expendable and skill sets was low, 

served as the foundation of the modern human resource doctrine. Pioneers during this 

time includes the likes of Alfred P. Sloan, the founder of General Motors, and the Du 

Pont family. Sloan’s management style is considered to have created the modern 

                                                 
3 There are different meanings of Fordism, here the European view of Fordism that was borne out of 
Taylorism around 1910 where the meaning is a “reorganization of the entire productive process by means 
of the moving assembly line, standardization, and the mass market.” Wikipedia “Fordism” 
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corporations as they are today4 and the DuPont family’s influence still affects the modern 

business world.5  

These developments go hand in hand with the political developments in the developed 

world. At the same time that Mr. Sloan developed his corporation and, in a way, 

transformed the modern world, the new world demanded other political realities. As the 

foundation of peoples lives changed so did the foundation of the politics governing them. 

With this period came the rise of the worker unions and their political powers, legislation 

to both help and to restrict the corporations, the birth of large commercial lobbying firms 

etc.  

Today, the largest economic value in society is not created by machines or low skilled 

workers in a manufacturing line. The real values add is done by people and their 

employment of knowledge in a creative manner, this requires yet another new doctrine. 

The human resource function is a development of this and is in itself an 

acknowledgement of the increasing importance of increasing the productivity of people 

and their minds rather than machines. This creates new realities where people must be 

nurtured and guided into certain mindsets as well as given the opportunity to advance 

their of human resource capital in the way they choose. 

In China, politics is a needed part of the business life and should play a proactive, rather 

than reactive role in the forming of business policy. In short, according to the Chinese, 

politics should ensure the equality of the people. This has over the years lead to different 

implications for the Chinese nation and business in the country, as will be seen later, 

often not for the good of the people. This was all well and fine as long as China was 

relatively closed to global influence and ideas but the situation is different today. 

                                                 
4 Sloan Alfred P. “My Years with General Motors” Original version published in 1963. Often considered to 
be one of the most influential management books ever written is also a great historic document of the 
development of modern management. Sloan is seen as the first person to have worked out systematic 
organization in a big company, planning and strategy, measurements, the principle of decentralization - in 
short, basic concepts of the discipline of management.  
5 Smith John Kenly, 2003 “DuPont: The Enlightened Organization” The DuPont Herritage 
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The global human resources function is a direct development of the increased global 

business of corporations. As business expand across border so does human resource 

capital and as global business entered China so did the increasingly global doctrine of 

human resources.  

As the value of goods traded across borders have increased it has become increasingly 

important for firms and industries that their home country provides competitive human 

resources. One of the largest competitive advantages that the developed world has 

compared to the developing is the relative productivity and quality of its human 

resources.  

3 Porter’s Competitive Advantage:6  

and its role in a Global Chinese Economy 

When Michael Porter, the famous strategy professor at Harvard University, set out to 

investigate what comprises the competitive advantage of a nation, China was yet to 

become an international trade powerhouse. When the book was published in 1990 Deng 

Xiaoping’s tour to the southern provinces, that finally opened the floodgates of 

international business and reform, was still two years away.  

If the book was written today there is no doubt that it would have included a significant 

chapter dealing with China and its rapid development into the league of trading nations. 

However, Porter’s book is still useful to us as it builds a framework in which we can 

place China and from which we can analyze its challenges, opportunities and threats to its 

society. We can also explain the way the modern economy is developed and nurtured in a 

society through its organizations and companies.    

Porter’s arguments are important to us because of the tendency of labor to move into the 

sector/industry/occupation where it envisions itself to achieve the greatest return on 

investment of its time. Logically this means that people will move into the most 

                                                 
6 Porter Michael E., 1990 “The Competitive Advantage of Nations” Free Press 
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productive sector of the economy or the sector where they have the capability to be the 

most productive.7  

In his book, Porter describes how an open market economy’s development is dependent 

on its competitive advantage in certain industry sectors vis a vis other nations. 

Competitive advantage is basically described as productivity in the sector and to 

continuously develop and advance the different factors that contribute to the productivity 

of the different sectors. According to Porter the factors are; Human resources, Physical 

resources, Knowledge resources, Capital resources, and Infrastructure.  

It is not the employment of labor in jobs but the employment of labor in highly 

productive and advanced jobs that makes the difference to the competitive advantage of a 

nation. And particularly important for us here; low skilled manufacturing is not a 

sustainable competitive advantage.8 

The competitiveness and the continuous enhancement of the advanced industry sectors 

where China is relatively productive will have profound impact on the social structure for 

China and the development of the input factors will determine its future. Porter points out 

that many developing nations use general or not advanced factor of productions 

(examples would be abundance of natural resources, cheap unskilled labor etc.) but that 

this is not a sustainable source of competitive advantage.  

In his book “China Shakes the World”, James Kynge, a long time journalist for the 

Financial times in China, starts out with the story of a German steel plant from the Ruhr 

Valley; When we join the story the last pieces of the steel plant has just been assembled 

to be shipped off to China, from the Ruhr valley to the Yangtze valley.9 It is an excellent 

example of how low skill work is moved due to cheaper lower skilled workers abroad. It 

is also a typical example of how western traditional jobs move to lower cost destinations 

such as China when general and basic competitive advantage is overthrown by someone, 

                                                 
7 Rayport & Jaworski 2005 “Best Face Forward” Harvard business School Press 
8 To note here is, among other things, the new labor laws and guidelines currently under constructions. 
According to some analysts these could increase the cost of labor in mainland China significantly when 
implemented in 2008.  
9 Kynge James, 2006 “China Shakes the World” Houghton Mifflin 
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somewhere who is just relatively more productive (in this case cheaper labor cost for 

relatively low skilled work).  

The question for the Germans in this example is if they where ready to upgrade their 

skills and search for new and higher end employment, whether they are prepared to 

become a part of the modern economy built up by knowledge workers both opportunity 

wise and mindset wise. Many, faced with this situation, are not. 

The US and European answer to this varies across geographies and groups of people but 

some of the reactions can be seen in the ongoing debates regarding protecting domestic 

workers from competition from foreign countries, mainly China and India. The debate is 

talking about increasing tariffs, subsidies etc. and other ways that will impose more on 

the doctrine of free trade.  

The fact is that there is no free trade between countries and even if there was, 

contemporary examples of opening up borders, as Europe did unilaterally in 2001, show 

that advanced economies opening up their markets to poorer nations doesn’t mean more 

trade from poor to rich. This trade will only follow as developing countries can develop 

the quality of their products and services.10  

The key for developing nations will thus be to create a base of higher value goods and 

services to export. China is an excellent example of this, with its cheap labor and many 

educated engineers China has served as the number one destination for outsourcing of 

manufacturing, however, as Chinese salaries increase, and the world continues to open 

up, China feels the pressure from even lower cost countries. As the development 

continues it will surely test the ability of Chinese engineers to move into higher value 

employment, something we will look at later.  

The key to sustainable development for a country is thus to advance up the productivity 

ladder and gain a sustainable advantage through the five factors described by Mr. Porter. 

In a modern global economy some of these factors have a larger impact than others. 

Putting that into perspective with the structure of the knowledge economy the 

                                                 
10 Stiglitz 2007 “Making Globalization Work” W. W. Norton  
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productivity of people is increasingly important. It is not surprising that Porter himself 

consider knowledge resources and human resources to be two of the most important 

factors.   

3.1 Knowledge and Human Resources: The Difference between 

Developed and Developing  

Today it is a well established opinion that the people of an organization are one of the 

most important factors of production and it must be utilized in the best way possible.11 

The simple explanation being that the other factors cannot function without these two and 

the more developed human resources and knowledge resources one has the more 

effectively one can employ the other factors.  

These two factors are closely linked and combined with the others they can enhance the 

overall competitive advantage of a nation. As such they enhance the ability to leverage 

the specific sectors to develop the country’s social structure and develop the country to a 

higher level of living standard.  

According to Porter, human resources represent the “quantity, skills, and cost of 

personnel but also deal with abstract things such as work ethics and culture”. The basic 

concept is that the more educated, hard working, and healthy your population is; the 

better they will turn your other factors of production around to create a sustainable 

competitive advantage for your organizations and companies. 

This has increased the emphasis played on human resources as a function as well as 

human resources as a capital for corporations and countries. That humans can actually be 

seen as a capital for the corporation is proven by the added money value that they 

actually give to contemporary organizations financial statements.  

A great example is a poll made by the management consultant Accenture in 2006 where 

it is estimated that 70% of an American publicly traded company’s value comes from its 

                                                 
11 Jyoshi and Venkatesh 2006 “Human Resource Management” Oxford University 
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intangible assets, including people.12 Assuming that the same holds for countries we get 

an understanding of how important the relative quality or productivity of a county’s 

human resources are. It should be on the top of the agenda of every country to effectively 

develop their human resource capital. As such it is a political decision.  

As the importance of human resources has been acknowledged among companies the 

human resource function has gained increased weight, much due to the lack of higher 

level and specialized human resources available in many countries. One example that 

illustrates this shortage in the US is the shortage of skilled computer engineers13, and the 

relative expensive services offered by those available, something that the Indian Software 

Industry has exploited:  

With its relatively cheap and high quality software engineers they have captured a large 

amount of the lower levels of the business. True to Porters theory, while they are 

learning, they are slowly moving up the value chain and producing higher level software 

every year14. The result is the largest BPO industry in the world with Indian companies 

such as Wipro15 and Tata Consultancy Services16 gaining bigger pieces of the market.17  

This is a lot due to the availability of the right human resources in one of the countries (In 

this case India) and the lack of the same in another (in this case the US). This in turn is a 

result from Indian policies that promote the development of human resource capital in 

these fields as well as a culture that puts emphasis on education. While this has been 

known in the software Industry for quite some time more and more sectors are being 

affected all across the world.  

As with the other factors of production the mere existence of a factor is not a prerequisite 

for a competitive advantage. It is how they are continuously developed and then deployed 

across industries and combined with each other. This development and deployment 

                                                 
12 The Economist Oct. 5th 2006 “The Battle for Brainpower”   
13 Goodchild May 11th 2007 “Shortage of computer engineers growing more acute” Boston Business 

Journal  
14 See NASSCOM Resource center http://www.nasscom.in/Default.aspx?  
15 Wipro Technologies is an Indian company based out of Bangalore Karnataka. For more info 
www.wipro.com   
16 Tata Consultancy Services is a part of the larger Indian TATA group. For more info www.tcs.com   
17 Hamm Nov 9th 2006 “US software talent shortage looming?” Business Week 
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makes investments, government policies, and culture and management capabilities within 

organizations critical components of the competitive nation. As Porter points out the 

development of human resources is in a big way dependent on a country’s available 

knowledge resources.  

Knowledge resources refer to “The nation’s stock of scientific, technical and market 

knowledge bearing on goods and services.” This is usually measured in the number and 

quality of universities, research organizations and facilities, literature, etc. Basically, 

everywhere that knowledge is shared, developed and stored.  

Countries that have focused on developing their knowledge resources have consistently 

been able to achieve better economic results and higher living standards for their people 

across the globe. This is a result of the development of human resources that is brought 

with advanced and broadly established knowledge resources; they develop the creative 

class, they develop the advanced skills necessary to specialize and move higher in the 

value chain of products and service. Thus China, as every other country in the world must 

move these two factors of production to the top of their priority list.   

As China continues on the road of development these two factors of production are 

essential as they, together constitutes the foundation of a modern “creative economy” and 

together build the “creative people” needed to succeed in a globalized economy.         

4 “The Creative Class” and Globalization: The US 

example and the Chinese situation  

 

“The key question isn’t "What fosters creativity?" But it is why in gods name isn’t 

everyone creative? Where was the human potential lost? How was it crippled? I think 

therefore a good question might be not why do people create? But why do people not 

create or innovate? We have got to abandon that sense of amazement in the face of 

creativity, as if it were a miracle if anybody created anything.” 
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Abraham Maslow
18

 

 

4.1 The Western example  

About 45 minutes drive north from Washington DC lie Baltimore. With its roughly 

600 000 inhabitants (city area), a strong tradition within US manufacturing, and the 

proximity to the ocean the city is a major US seaport with a proud history. Traditionally 

Baltimore’s economy has been dominated by manufacturing but during recent years it has 

started to shift towards the service sector and to other high skilled jobs.  

 

What used to be the largest employer in the city, Bethlehem Steel, has now been replaced 

by Northrop Grumman Electric Systems and the John Hopkins hospital.19 The Bethlehem 

steel plant at Sparrows Point in Baltimore was once the largest steel plant in the world but 

its destiny is typical for the aspects of globalization that I am talking about in this thesis. 

It is also a result of the developments in countries like China and India.  

 

In 1959 the plant had about 35 000 employees and, with help from unions and the US 

economy’s reliance on steel, the salaries had rapidly increased to a point where it heavily 

impacted the price point of the steel being sold. (It also allowed the steelworkers to create 

a better future for their kids, put them through college etc.) When cheap steel started to 

enter the US in the 1970th from lower cost producers abroad (that enjoyed far lower labor 

and social costs) the decline was swift. By 1980 the mill employed some 8000 workers, 

or about 25% of the 1959 number.20 The same things happened all across Baltimore; 

between 1950 and 1995 the city lost over 100 000 manufacturing jobs.  

 

At the same time the Chinese steel industry started to gain speed along with the rest of 

Chinese manufacturing sector. Today, China is the world’s largest producer of steel and 

its output is growing with an incredible speed. From 2000 to 2005 the Chinese steel 

                                                 
18 Abraham Maslow, 1908-1970, American psychologist made famous because of his theory regarding the 
Hierarchy of Human needs and is considered the father of Humanistic Psychology. 
19 Career One Stop Online Sep. 30th 2007 “50 Largest Employers in Maryland” Career One Stop 
http://www.acinet.org/acinet/oview6.asp?id=&soccode=&stfips=24&from=State&nodeid=12 
20 City of Baltimore 2004 “Putting Baltimore's People First: Keys to Responsible Economic Development 
of Our City” Baltimore District 1199E-DC  
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production grew with about 170%.21 While much of the steel is being used in country a 

large portion is exported and as Chinese manufacturing labor is relatively cheaper than 

their European and American counterparts they put heavy pressure on their competition 

in the developed world.  

 

Today the Sparrows Point steel mill employ some 3000 workers whom, in order to be 

able to keep their jobs, have had to significantly cut back in the wages and social security 

that they gained during the strong days of the unions. Sparrows point is just one example;  

 

While passing through Baltimore on the train from Washington to New York you get to, 

at first hand, see a reality of the US nation that is not commonly heard about outside of 

the US borders. Row after row of boarded up houses and dead streets that are as far from 

the fancy urban suburbs where the educated “knowledge workers” settle down as you can 

get.  

 

The townhouses themselves have been empty for quite some time or at least been left 

without anyone caring much for them/having the means to care for them. The worn-out 

baseball field right outside of the neighborhood looks like something abandoned by a 

farmer half way through the harvest and in combination it makes up for an overall 

depressing sight.  

 

There are many forces that have combined to transform these, once beautiful 

neighborhoods, into a city jungle, one of which we mentioned above. They are all 

important to this essay and the human resource capital of China. Why? The answer is 

simple but demands an explanation; you see, everything is not bad for the old steel 

neighborhoods of Baltimore.  

 

Lately, these neighborhoods have attracted interest from a growing crowd of young 

professionals working in the area around DC. They are seen as good investments for 

                                                 
21 Price & Weld 2006 “The China Syndrome: how Subsidies and Government Intervention Created the 
World’s Largest Steel Industry” The American Iron and Steel Institute 
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people wanting to buy houses and as a result some of these neighborhoods might go 

towards a new and brighter future.  

 

As Washington DC has emerged, from being the US capital with a large government 

sector, the city (with neighboring areas) has also, slowly but steadily, developed into a 

city that has the power to attract, not only companies of all sizes, significant research 

facilities, a thriving cultural life with the Smithsonian at the centre, but also and most 

importantly, talented people form all across the world.  

 

Baltimore on the other hand, relied on its manufacturing sector and failed to make the 

transition to the new economy, now, it is being brought into it by the expanding 

Washington DC metro region. A region that today is full with the high skilled specialized 

professionals that Porter was talking about. Individuals whom, when deployed in the right 

way will and can create enough wealth to develop the Baltimore neighborhood to great 

areas to live in again. These people bring business, development and economic prosperity 

in their footsteps.  

 

The talented, the educated, the creative, or, as Richard Florida, the sociologist based out 

of George Mason university in DC, calls them; “the creative class” is the catalyst of 

economic development in a modern economy. According to Florida, this creative class is 

made up of everything from musicians and artists to the highly educated people in sectors 

essential to the knowledge economy such as high tech, service sectors, finance, marketing 

etc. They constitute the backbone, and arguably the future, of the American, European 

and other developed societies.22  

 

Combined, they have the income and thus the power to spend more than any other 

segment of people in the world. According to Mr. Florida’s calculations the “creative 

economy” makes up over one third of the total US economy.  

 

                                                 
22 Florida 2003 “The Rise of the Creative Class” Basic Books  
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4.2 From Service Sector dominated to “Creative” Sector 
dominated 

As we move into the next phase of development we move from a service sector 

dominated economy to a “creative economy” that is subjugated by knowledge workers 

and people who can create value from the creative use of their skills. The ability to create, 

retain and attract these people will be the new war for talent and certain regions are better 

prepared to do this.23     

All this wealth being accumulated in the DC area is due to its ability to attract the best 

and the brightest in combination with a strong infrastructure in higher education. The DC 

area has more than 24 different collages and universities that tap from talented people 

from across the world. This represents a major commitment to knowledge resources 

available in the region. 

We hear this all around us every day, companies want to attract the best and the brightest 

(I think every HR or recruitment strategy I have reviewed during the time I have spent in 

and around the profession aims to attract the “best and the brightest”, or more accurately 

the people with the specialized skills and knowledge to be effective in a globalized 

world) because they recognize that it is people that will take their organization forward. 

Another example of this is the northern Virginia town of Arlington.   

When riding the Washington DC Metro during the spring and summer of 2007 one could 

see large poster that with bold letters said “Brainpower: Arlington’s Alternative Energy”. 

These promote the city’s availability of highly talented people and aims to promote 

Arlington as an excellent location to grow and develop business, just because of the 

availability of brainpower.  

Daniel Pink24, the keynote at the 2007 SHRM annual conference25 drove his point home 

by telling the story of how US car manufacturers increasingly employ people from liberal 

                                                 
23 Florida 2007 “The Flight of the Creative Class: The new Global Competition for Talent” Collins 
 
24 Daniel Pink is the author of “A Whole New Mind” and “Free Agent Nation”, Daniels book A Whole 
New Mind is also relevant to this text as it deals with the increasing importance of right brained thinking 
(the right side of the brain is where creativity is fostered) in today’s world and how the new economy will 
be built upon skills associated with this side of the brain.  
25 Pink Daniel 2007 Keynote speech, SHRM Annual Conference, Las Vegas 
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arts programs and people with design degrees. These people add the value that cheaper 

manufacturing cannot. Increasingly companies are looking for these creative people to be 

their competitive edge and they (the companies) are prepared to move to the locations 

where they (the creative) are available. It is the labor and, above all, the entrepreneurship 

equation of the traditional economics theories that will make you successful, not the land 

or the capital.   

This is significant for this thesis because this is true not only for Washington DC and the 

Baltimore area but also for China and its rural and urban areas which we will deal with in 

detail later on. In fact, it is significant for every area of the modern world.  

4.3 The Chinese situation  

The Chinese situation has both a large historical significance as well as a contemporary 

challenge built in; In order for the Chinese wonder to continue the Chinese economy 

must go on expanding and at the same time China must build its own creative class. Also, 

they must do it without leaving to many people behind and in a way so that they can 

retain this creative class within the country. However, political history has served to 

hinder the Chinese from moving into higher ends of productivity and thus make the 

transition between the ages. Now they have to make this transition in a rapid speed.  

China is on its way to create its own “creative class”. Shanghai, Beijing, Shenzen, and 

Ghouangzho, are all filled with millions of the people that is and will continue to elevate 

the Chinese society from agriculture/manufacturing to a service economy and further to a 

creative economy. However, instead of doing it step by step as in the west it is all 

happening at once.  

China still has a long way to go and compared to commercial centre such as Europe and 

the US. The Chinese economy is still relying on cheap manufacturing and large parts of 

the population is everything but literate. When comparing a number of countries on their 

creative class in his creative index, Florida ranked China on 36th place behind most of the 

former Soviet states in Eastern Europe. This tells us that when it comes to one of the most 

productive elements of a modern society China is far behind, but there are success stories.   
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In his book, The World is Flat,26 Thomas Friedman gives us some examples and he also 

explains why an IBM ThinkPad laptop (which was used to write this thesis) is important 

to our story:  

Once a flagship of IBM, the computer manufacturing division of IBM was sold to 

Lenovo, the Chinese computer part maker, for $1.25billion, in December 2004.27 In just a 

few short years Lenovo has developed into one of few truly global Chinese companies. It 

serves as a grand example of how Chinese Labor and Capital has combined into a 

formidable organization with global reach. It is also a great example of how the 

contemporary world source goods and services from the part of the world where it is 

done best and cheapest. More significant for us, it is a great example of moving up the 

value chain. Lenovo used to manufacture computer parts for IBM and ended up buying 

the business. 

When Friedman traced his own Lenovo ThinkPad across the globe to find the origin of its 

bits and pieces he found out that its parts originated from all over the world. It 

symbolizes a remarkable story of how China is today an integrated part of the global 

community. At least parts of China; Shanghai, Beijing and Hong Kong have the 

capabilities and the necessities to develop, attract and retain the creatively talented. 

This development has both social and economic impact on the world’s most populous 

nation, and as such it has large political implications on a country that works from a 

philosophy where politics is playing a key regulatory role in economics and business as 

well as in the social life of its population. 

 The question is what the Chinese political establishment is doing to develop the human 

resource capital that is needed for the two main issues above. How to develop the 

“creative class” in order for them to be able to develop cities and urban areas in the same 

way as the “creative class” around DC is helping in developing the local Baltimore 

                                                 
26 Friedman 2005 “The World is Flat expanded edition” Ferrar, Straus and Giroux 
27 China Daily Online Dec. 8th 2004 “Lenovo buys IBM PC unit for $1.25 billion” China Daily 
http://www.chinadaily.com.cn/english/doc/2004-12/08/content_398336.htm 
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neighborhood. Then at the same time how to do it without leaving a large proportion of 

the population behind in the paradox of globalization.  

To find the answer we must look into economic ways of looking at human resource 

capital in a country as well as the effects that politics have had on these forecasts in 

China. At the same time we need to keep in mind the history of political interference 

from above and look at the relative quality of human resource capital. If human resource 

capital is merely the number of people with “higher education” China would be well on 

its way. Last but not least we must look at what needs to be done in a developing country 

in order to build a creative class and in such a way become competitive in the 

contemporary world. 

The first thing to acknowledge here is the need for change and the impact that change has 

on a society and the people living in that society. For China the changes is happening in a 

speed that is unmatched in history and that will have different impact on different groups 

and generations in the Chinese society.  

 

4.4 The Role of Generational Shifts in Change: and the Threat to 

Chinese Society 

 

“Wisdom is perishable. Unlike information or knowledge, it cannot be stored in a computer or recorded in 

a book. It expires with each passing generation.” 

 

Unknown 

As China continues to develop so does its people and as changes in society steams ahead 

lead by an economy on financial steroids the demands on people to adapt becomes even 

more important. But people change only so fast and fundamental changes on behavior are 

dependent on educational and societal structures that also only changes so fast.  

The point I am making here is that the development of the Chinese society also has to 

make sure the people themselves keep up with the changes. The apparent talent shortages 
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are because of people being unable to do so as much as it is because of the lack of 

institutions (knowledge resources) abilities to prepare people to do so. This lead to the 

below argument of generational shifts and its role in social changes: 

One interesting thing with social change is that it is largely impacted by generational 

shifts, weather it is in organizations, countries or politics the same pattern is apparent. A 

new generation adopts new behaviors, opinions, and cultural influences in young days 

that largely do not change during their lifetime. We seam to be somewhat set in the ways 

that we learn as young and while some people recognize change, in fact thrive on change, 

they are in minority.28  

What tend to happen is that the next generation picks up the new ways and the change is 

thus executed as the old generation is replaced by the new one. In this way major social, 

political etc. change is slowly incorporated into large populations and new ways are 

adopted within a few generations.29 The shift from an agricultural to a industrial society 

in the US is one example of this and also demonstrates how long it actually takes for 

major social change to gain a hold in society and that even at this pace (roughly 200 

years) the changes bring discomfort and misplaced individuals who end up feeling left 

out of the system. 

According to Mr. Florida the US created over 20 million “creative class” jobs between 

1980 and 2006, this shift is more rapid than any other major social change has been 

before and thus creates social tensions on a big scale,30 and for China it is happening even 

faster.  

In a largely capitalistic system with the philosophy that the market forces should take 

care of even these people the responsibility lie mainly with the individual. In the Chinese 

system however the government philosophy means that it should play a proactive role in 

making sure that this does not happen. It needs to create and steer the policies and society 

                                                 
28 Jellison, 2006 “Managing Change” McGraw Hill  
29 Putnam, 2002 “Bowling Alone, The Collapse and Revival of American Community” Simon & Schuster   
30 Florida, 2007 “How do you define the creative economy” The Creative Class Group 
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into the direction of sustainable development and make sure that people does not get left 

behind in the capitalistic system that now is a reality in China. 

The problem, as we will see, is that the development of human resources in China lags far 

behind the economic development. The result is large social differences and only a small 

part of the population benefits from the economic changes. The only way to increase the 

wealth of a larger part of the society is through increasing people’s relative productivity 

through education. Meaning advancing the human resource capital at large and this in 

turn bring further changes. 

The social stability during these changes will have a profound effect on China and the 

opportunities to join the people who benefits from the development have to be broadened. 

The way to do this is to help people climb in the value chain through updating their skills. 

The continuous updating of human resource capital in China thus has as much to do with 

keeping the pace of economic change and development as it has to avoid the social 

tensions caused by the rapid changes.  

This is of a major interest for the Communist party, especially if they are to remain in 

power with a doctrine built around equality. As a result the entity that perhaps needs 

these changes most rapidly is the party and their agenda is simple; to stay in power, 

something which is becoming increasingly difficult. 

One example of the increased tensions happened on April 10th 2005 when 20 000 

farmers, protesting against a new industrial park on their land, clashed with police in 

Huaxi, Zehijang province: “By the end of the day, high-ranking officials had fled in their 

black sedans and hundreds of policemen had scattered in panic while farmers destroyed 

their vehicles. It was a rare triumph for the peasants, rising up against the all-powerful 

Communist Party government.”31  

 

This incident is by no means a onetime event: In a report to the US congress in May 

2006, Thomas Lum, a Specialist in Asian and Foreign Affairs with the Defense, and 

                                                 
31 Cody, June 13, 2005 “For Chinese, Peasant Revolt Is Rare Victory: Farmers Beat Back Police In Battle 
Over Pollution” Washington Post Foreign Service  
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Trade Division, reported that civil unrest incidents in China had increased dramatically 

during the last few years; from 2003 to 2005 “public order disturbances grew by almost 

50%, up from 58 000 incidents to 87 000”. But there is more to it than that: The report 

also states that:  

 

“Although political observers have described social unrest among farmers 

and workers since the early 1990s, recent protest activities have been broader in 

scope, larger in average size, greater in frequency, and more brash than those of a decade 

ago.”32 

 

While these protests cant directly be traced back to the differences in incomes and levels 

of employment they do speak of an increasing unrest reslulting from the social impacts of 

the economic development and an inability from the Chinese Communist Party to deal 

with the issues. If these people are left behind further, the results could be disastrous, at 

least for the Communist party.  

I argue that rather than one change coming before the other these changes and the factor 

discussed above are mutually reinforcing and thus needs to happen simultaneously. If one 

is lagging behind it will serve as a burden for the others and slow down their 

development. The single largest threat to the continuing development of China might not 

be the health of the capital system or the Chinese companies’ emergence on the global 

stage but the Chinese people’s change curve and the dissonance it creates when they are 

out of sync with the economy, politics and business world.    

 

4.5 Deng Xiaoping and the Fengyijang County: Why is China 
behind? 

“We who live in free market societies believe that growth, prosperity and ultimately human fulfillment, are 

created from the bottom up, not the government down. Only when the human spirit is allowed to invent and 

create, only when individuals are given a personal stake in deciding economic policies and benefiting from 

                                                 
32 Lum, May 8th 2006 “Social Unrest in China” CRS Report for the US Congress 
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their success -- only then can societies remain economically alive, dynamic, progressive, and free. Trust the 

people.” 

Ronal Reagan 

Historically the political process of China has worked against the process described by 

Porter. The systematic buildup of competitive advantage has been indirectly resisted by 

the government in a number of different ways with the main cause being the political 

agenda that Beijing promoted during the years. This has been done by effectively restrict 

the movement of people into the most productive parts of the economy and limit their 

opportunities to upgrade their skills and tools.  

However, like we have covered before, labor seeks the path to where it can be employed 

in the most productive manner. Driven by necessity and by walking a path of civil 

disobedience and quiet changes the Chinese laborers have tried to get there. Sometimes 

they have been successful; many of the reforms made by the Chinese government have 

been in response to developments already occurring in different places on the countryside 

that has been proved effective by peasants and others whom, by necessity developed 

themselves and others.  

As the communist party enacted law after law to strengthen their political doctrine the 

results for the larger Chinese community actually led to the start of the market driven 

ideology one can see in contemporary China.33 The 1950 Agrarian Reform Law which 

distributed the property of “traitors”, here represented by bureaucrats and land owners 

into the hands of the peasantry created a society with small private farmers dominating 

the labor force.34  

In 1956 this reform was taken one step further as all private property was confiscated and 

put into the hands of the communist party. In 1958 Mao executed his ideas in “The Great 

Leap Forward”, a plan that was supposed to turn the agricultural dominated Chinese rural 

                                                 
33 Fishman Ted C. 2005 “China Inc.” Scribner 
34 Fu Chen “Land reform in rural China since the mid-1980s, Part 1” College of Economics and Trade 

South China Agricultural University, Guangzhou, China 
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areas into a modern communistic industrial society. Mao’s vision was built on principles 

of a rapidly, in leaps, developing economy, relying on “intuition and mass spontaneity”.35  

The plan left the Chinese agriculture in a complete mess that greatly contributed to the 

massive deaths during the 1960 Chinese famine in which 10s of millions of Chinese died. 

The effects of the 1960 Chinese famine could probably have been dramatically reduced if 

the Chinese agricultural sector had been better organized.  

Further, all small enterprises and companies that dealt with the every day commerce of 

the countryside were collectivized and in this way it continued. The following years the 

communist party continued to “reform” the country’s farmers, the structure of their farms 

and with the introduction of the Hukou system even more limited large parts of the 

Chinese population to do what we have discussed before; move into the jobs where they 

would receive the largest possible return on their employment.  

The Hukou system was set up in 1958 as a way to limit Chinese urbanization. The system 

has been gradually relaxed from the 1970s and even further in the 1990s36 but these 

reforms often included restrictions on high income and housing requirements continuing 

to limit the movement of people from the countryside to the urban areas. The system also 

limits the rights of rural citizens to social welfare, education, medical care, housing and 

employment.37 The result was highly limited opportunities for people to move from the 

rural areas to the urban and thus keeping them away from the relatively more productive 

jobs available there. 

All of these, and many more, political reforms served to block the natural ways in witch a 

population would use the available knowledge resources to upgrade their skills and 

enhance the country’s productivity and thus their human resource capital. Briefly in the 

years 1959-1960 the government decided to allow migration from the countryside to the 

                                                 
35 Chan 2001 “Mao's Crusade: Politics and Policy Implementation in China's Great Leap Forward (Studies 
on Contemporary China)” Oxford University Press 
36 US Congressional-Executive Commission on China congressional hearing Sep. 2, 2005 “China’s 
Household Registration (Hukou) System: Discrimination and Reforms” US Congressional-Executive 

Commission on China  
37 Jiaojiao 2007-05-21 “Hukou; an obstacle to market economy” China Daily 



 - 35 - 

cities resulting in about 60 million people trying to do just this, move into higher level 

employment in the cities. Most of them were deported back.38  

The movement towards a freer market in the 1970s unlocked some of these hinders. 

While it is widely believed that the start of the Chinese wonder is due to designed 

government reforms made by Deng Xiaoping in 1978, history points out flaws in this 

theory. This was merely a result of Chinese farmers, unable to move to the cities, looking 

to invest the small surplus they could muster from their fields in order to provide for their 

families:  

The story about Deng Xiaoping and the Fengyang County is the story of how farmers 

lead the reform by creating small financial institutions (in an act of civil disobedience) 

that slowly started to invest money into small enterprises and how this spread across the 

countryside.39 When 600 million people suddenly start to invest a small part of their 

surplus there is suddenly massive amounts of capital available for investment in different 

enterprises. This capital helped develop the countryside and thus allowed a limited 

number of Chinese to move up to higher level of productivity. 

Let us return briefly to the story cited by Mr. Kynge about the German steel mill which 

was assembled and sent away to China. Kynge helps us with an important point; “People 

I spoke to in Dortmund (Germany) had assumed that their steel mill must have been 

bought by a Chinese state-owned enterprise or perhaps by some sinister arm of a 

totalitarian regime.” This is as far away from the truth as one could possibly be. The 

Shagang Steel Corporation was started by a Chinese farmer named Shen Wenrong and 

developed from scratch as an excellent example of our theory above:  

With the chance and possibility to develop himself and his city into a higher level of 

human resources and powered by the determination of a people who have lived in 

poverty for the last 1000 years, this farmer upgraded his and his city’s skills. Today 

                                                 
38 Mackenzie Peter W. 2002 “Strangers in the City: The Hukou and Urban Citizenship in China” Journal of 

International Affairs 
39 Kynge “China shakes the world”, Fishman “China inc.”, Zhou “How the Farmers changed China” among 
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Shen’s enterprise is the 12th largest steel producer in the world at about 14.6M tons a 

year.40  

This is important to us because it shows that it is not the Chinese Government itself that 

is the most important aspect to the development of the competitiveness of the Chinese 

nation. Now, when the floodgates have opened, it is the Chinese people themselves, 

powered by the institutions and factors of production that is becoming available to them 

that holds the key to the future and they will go there, with or without the current 

government.  

However, government influence and resources are important in these struggles and, 

historically, they have effectively kept the majority of the country from developing to its 

full potential, but, whether the communist party agrees or not; the road that it has taken 

have opened up the thought of possibilities to enough people that it cannot be reversed.  

The people of China will continue develop their human resource capital and thus make it 

possible to use the other factors of production to their advantage. The availability of these 

opportunities for the people who seek them must become broader and the Chinese 

government has a huge responsibility in this. This is something that the Chinese ministry 

of education acknowledges in its 9th 5 year plan of “China's Educational Development 

and the Development Outline by 2010”; 

“During the 9th 5-year Plan, the overall objectives for the educational development are 

to implement the Outline for Educational Reform and Development…with the priority on 

the universalization of 9-Year Compulsory education and illiteracy eradication among 

young and middle-aged groups, to proactively develop vocational and adult education, to 

develop higher education properly, to optimize the educational structure, to improve 

education quality and efficiency, and to establish a socialistic education system 

framework with Chinese characteristics and oriented towards the 21st century. More 
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detailed performance targets for education at different levels and of various forms will be 

introduced.”
41

  

The Chinese view of development of human resources will be an essential part of this and 

the optimizations of the Chinese knowledge resource factor of production is already an 

essential part of the next step, the move to a service oriented, and in the end, a creatively 

oriented, marketplace for the Chinese people. Also, the tapping into international 

knowledge resources is increasingly important. 

The key is the parallel development of the Chinese economy and the upgrading of its 

factors of production. It is easy to see how the upgrading of human resources followed 

from the small surplus of farmers, learning together how to increase the return of their 

plots of land.  

Men such as Shen Wenrong have a large role to play here as promoters of industry and 

development as well as ambassadors for the learning. People such as Shen are also the 

reason for the rapid development of China. The talent and entrepreneurship that these 

people stand for need to have the potential to flourish and the support talent it needs to 

develop further. 

For these people to be able to develop China they require the right kind of people around 

them. They require the right numbers and levels of human resource capital to draw from. 

Today that is not available and the first step to getting there is to develop the right type of 

mindset for human resources to grow; human resource management must be seen as vital 

and the development of human resource capital must be given prime importance.  

 

 

                                                 
41 Ministry of Education Online 2007 “The 9th 5-Year Plan for China's Educational Development and the 
Development Outline by 2010” www.moe.edu.cn Ministry of Education of the People’s Republic of China 
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5 Human Resource Capital in China  

“In a society of little economic development, universal inactivity accompanies universal poverty. You 

survive not by struggling against nature, or by increasing production, or by relentless labor; instead you 

survive by expending as little energy as possible, by striving constantly to achieve a state of immobility.” 

Ryszard Kapuscinski42  

 

5.1 A Western Doctrine in the World’s Oldest Culture 

When the ILO list factors that leads to an increase in productivity levels there are two that 

stands out for China;  

• the move from traditional personnel practices to international HRM;  

• Changes in leadership styles: from bureaucracy to entrepreneurship.43 

International human resource management puts an emphasis on the development of skill 

levels and practices that promotes and recognizes the continuous development of the 

organization. This view is based on a long development of human resource practices in 

the western world and particularly during the 1990s when economic downturns put an 

increased pressure on companies to save on the expense side while increasing the 

productivity of their people. The result was a heavy emphasis on productivity propelling 

western workers to higher levels of productivity and skill levels.  

As with most western management/economic practices the western concept of human 

resources or human capital is fairly new to the Chinese. Its introduction came with the 

increased western influences of multinational corporations (MNC’s) after Xiaoping’s 

reforms started.  

Among the Chinese elites the power of the laborers/farmers has always been of prime 

interest. While these farmers where regarded as sort of a reserve of resources for the 

                                                 
42 Ryszard Kapuscinski, 1932-2007 Polish author, journalist and poet. 
43 Prokopenko 2000 “Globalization, competitiveness and productivity strategies” ILO Working Paper 

EMD/22/E 
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government to use as they saw fit, they are also the historical base of power for the 

communist party.44 Be it in war or for other purposes, their skills where, generally, not 

upgraded and the obvious use of a basic and general human resource capital is evident in 

the way China continued to use their large population as a source of competitive 

advantage.  

When the MNC’s entered they brought a similar view as Porter’s; a western human 

resource doctrine, where the knowledge resource factor is used to upgrade the general 

human resources into advanced and specialized resources to help the nation to become 

competitive.  

These MNC’s have been focused in and around the large cities with western influences 

and thus so have the establishment of Chinese human resource bodies.45 These bodies are 

generally small and dwarf the size of the Multinational human resource consulting firms 

and other human resource bodies. Their development as well as that of more human 

resource professionals with advanced and specialized knowledge is becoming 

increasingly important. They are the ones to drive the doctrine forward in the Chinese 

society. 

This is one of the reasons why the American Society for Human Resource Management 

has decided to move into China with a different strategy than what they use in other 

international markets. 

The society’s strategy for China says that it will “Become the premium provider of 

Human Resource Services and the go to body for Human Resources in China”. While in 

other countries the strategy clearly states that the Society will only be a “complementary 

provider”.46  

                                                 
44 Slinger Dorothy, 1999 “Contesting  Citizenship in urban China” University of California Press 
45 Examples are the Hong Kong Institute of Human Resource Management (HKIHRM) established in 1977 
with help from the US Society for Human resource Management another example is the Shanghai Human 
Resource Consulting Association  
46 Glade Brian, SHRM VP of International Programs presentation of the Society’s international strategy to 
some 300 representatives from the US College and University community at the SHRM 2007 coordinators 
conference, Las Vegas, Nevada.   
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The obvious reason for this difference in strategy is that the Society did not see an 

established or well enough developed human resources sector in China to only become a 

complementary provider. While the human resource field has developed over some time 

it is fragmented and represents mainly western views.  

One problem is that there are not nearly as many educated human resource professionals 

as needed and the competition for those available is fierce. This is illustrated by the 

escalating salaries and turnover rate in the human resource profession. For instance, in 

2005 the average turnover rate of human resource professionals in the pharma industry in 

China was 16.5%, compared to finance and accounting at 10.7% and engineering at 8.1% 

(numbers that are still high compared to international numbers).47  

It is easy to assume that the low number of human resource professionals combined with 

the relative low standard of these professionals (there are no developed standards around 

the profession) contributes to a limited internal development of human resources.  

In a modern society where human resources have become one of the most important 

factors of competitiveness this might prove to be a big disadvantage. The development of 

human resources needs to be at the forefront of the agenda and the modern aspects of 

human resources is largely driven by corporations and their needs for advanced human 

resource capital. One good example of this is the financial sector with its need for highly 

skilled managers and professionals. In China the shortages for firms such as Deloitte and 

Accenture etc. is getting increasingly acute and the turnover rates are about 25%.48    

The current human resource situation is multifaceted with a large focus on the transition 

from an agricultural rural society towards a manufacturing urbanized society and with all 

the implications of such a transition. This process as such is not a new one but rather a 

process that every developed country has gone through in the transition from an 

agricultural based economy to a manufacturing based one. One good example is the US 

(which is the developed country of the most comparable size to China) where the 

                                                 
47 Hewitt TCM Study 2005 
48 Kwan 2007 “Human Resource Challenges and the Development of China's Financial Sector” Deloitte 

Touche Tohmatsu 
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development started with the atomization\industrialization of the country and today is in a 

transition towards an economy dominated by the “Creative” sectors. 

5.2 A Transitional Economy 

Around the turn of the 19th century about 80% of the US workforce was employed in 

agriculture. At the start of the 20th that number was down to about 40%, and today it is 

closer to 3%. In roughly 200years the percentage of the American workforce employed in 

agriculture has declined with about 77 percentage points.49  

Adding to this is the transformation of a manufacturing society into a service/creativity 

based society. Today, 76.4% of the American workers are employed in different kinds of 

service occupations requiring different skills and aptitudes than those of their fathers and 

their grandparents, many of these represent the creative economy.50  

As we explained earlier the majority of value creation is done in the creative fields 

adding to the development from manufacturing to service is thus service to creative. 

Comparing this with the Chinese development; in 2003 almost 60% of the total 

population still lived in rural areas. However many of these are expected to move into 

urban areas and the urbanization is seen as an important part of the Chinese development.  

The reason for this is the relatively higher valued jobs that are available in urban areas.  

While Chinese urbanization is still far behind that of the western cities it is working hard 

to catch up: Between 1980 and 2000 the urban population increased with 270 million. By 

2015 it is estimated that another 200 million will follow suit. However, the current urban 

30% of the population generates about 60% of GDP and 85% of GDP growth. 51  

                                                 
49 Wessel David, 21st August 2003 “Productivity Gains: Never Bad, Even for American Workers,” New 

York Times  
50 CIA Country Fact Book Online China, Oct 2

nd
 2007 

https://www.cia.gov/cia/publications/factbook/geos/us.html#Econ CIA Country Fact book 
51 The World Bank Online July 2007 “Urban Development and China” 
http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/EXTEAPREG
TOPURBDEV/0,,contentMDK:20456117~menuPK:604383~pagePK:34004173~piPK:34003707~theSiteP
K:573913,00.html The World Bank 
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The migration is dominated by two trends; those who go into the cities for other types of 

jobs and that people migrate from the inner parts of the country to the more developed 

costal areas.52 There are two aspects of these changes that are of importance to us;  

1. The societal impact of unrest followed by large numbers in the population who fails to 

upgrade their skills according to the needs of a new economic model, and;  

2, the need to upgrade the population’s skills and knowledge to accommodate the new 

reality of globalization, the “creative economy” 

These to issues are of real concerns to the Chinese society and business today and with 

current developments the problems are bound to increase. People are left behind when 

they fail to make the transition, advance and specialize their knowledge.  

Without a properly built up social security system (which China is looking to develop but 

lacks at the moment53) the social unrest that follows is threatening to slow down the 

progress made. It might even threaten the Communist party’s powerbase.  

The essential problem is that people does not have the right talents (skills, knowledge, 

mindset) for a “creative economy”. This creates worries for the business community, the 

political community and in the end for a globalized world dependent on cheap Chinese 

manufacturing. 

When asked about the main threats to China’s continued growth and development, 

business executives ranked “rising income inequality” at the top among  social aspects 

while the “shortage of talent” ended up as the second largest threat in the business and 

economics category, slightly after “Poor or arbitrary enforcement of commercial laws and 

regulations”.  

These both factors are tied together as the talent shortage is not due to a shortage of 

people in the right ages but rather a shortage of people with the right specialized skills 

                                                 
52 Ping & Shaohua “Internal Migration in China; Linking it to development” 14-16th March 2005 Regional 

conference on Migration and development in Asia   
53 “China’s Social Security and its Policy” 2004 The Information Office of China's State Council 
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and quality of education.54 When you overbuild the talent shortage you elevate more 

people and, if done the right way, the inequalities are overbuilt as well. They key to the 

western developments was the slow rise of a major part of the population.  

Another way to explain what is happening is to apply Porter’s model of human resources: 

In this scenario, once China was opened up to foreign trade and markets suddenly a 

country with an abundance of cheap, generalized, low skilled workers became available 

for the rest of the world. Companies dealing in business that could make their profits of 

this basic form of human resources swiftly moved to China, those who did not had to find 

ways to increase their value proposition or to automate their production. If they did not, a 

Chinese company would start producing their goods and replace them in the 

marketplace.55  

China quickly used their competitive advantage of a large pool of cheap basic human 

resources to gain a commanding part of the world’s manufacturing industry. Thus, 

competition from China almost always comes in the form of lower cost structures and 

therefore lower price.56  

 

5.2.1 Creation of Sustainable Advantage to Maintain Development 

However, this, like we discussed earlier, does not represent a sustainable competitive 

advantage and China is already seeing the effects of that when even lower cost 

manufacturing countries steal jobs away from China. In fact, since 2000 China has lost 

more than 4.5 million manufacturing jobs. The US lost 3.1 million during that same 

                                                 
54 McKinsey Quarterly Online 2006 “Doing Business in China; A McKinsey Survey of Executives in Asia” 
McKinsey Quarterly  
55 There are numerous examples of this development, in a newsletter in 2001 the world bank put emphasis 
on the cheaper Chinese replacements of different products in the marketplace; 
http://worldbank.org/html/prddr/trans/octnovdec02/pgs4-6.htm “China is becoming the world’s 
manufacturing powerhouse”  
56 McKinsey Quarterly survey of Executive in Asia January 2007 About 70% of the surveyed executives 
said that their competition from China was based on “Lower cost structures, therefore lower prices”. 
Second largest was “No stringent patent and copyright regulations” with about 15%  
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period.57 One reason for this is lower cost labor in other countries. The competitive 

advantage is threatening to disappear.58  

To create a sustainable competitive advantage China must, not only use cheap 

manufacturing to elevate the BNP but also develop the nation’s human resources capital 

to a new level. Without doing this the social tensions threaten to rip the country apart in 

one way or another and economic progress is poised to slow. At the same time it is 

important to China to take care of the over 600 million people with only basic skills and 

with no way of getting them. 

To do this one must start with a greater awareness of human resources as an important 

part of society. Then develop a knowledge infrastructure, both physical and in the form of 

teachers, researchers, and a culture that supports innovation to start increasing this pool 

of capital. The communist party has a large role to play in these areas; if they can cope 

with the differences it will bring as well as bridge the gap between the unskilled and the 

increasingly skilled. China needs them both.     

To think that this transformation has been a quiet and happy one in the countries that 

today are considered to be in the developed club and in their society’s political world is a 

big mistake. Despite the long span of time, (one which we will recalculate to generations 

because of above significant implication) roughly 3 generations; this transformation has 

led to large political consequences and civil unrest. However, with democratic systems 

the political changes necessary was made in a flexible way through election and influence 

of the people. Contemporary China does not have that kind of political flexibility. 

One thing that is clear is that the Chinese economy is going through the same 

development in a speed that is previously unheard of. The Chinese change is not 

spanning over 3 generations but is being done within one generation’s life. Something 

that complicates the issue as described in the previous chapter.  

                                                 
57 Banister 2005 “Manufacturing Employment and Compensation in China” Report to the US Department 
of Labor and the US Bureau of Labor Statistics   
58 Yale Global Online 15th May 2006 “Does a Growing Worker Shortage Threaten China's Low-Cost 
Advantage?” www.yaleglobal.yale.edu Sep. 15th 2007 
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While the current debate does reflect current human resource policies, and the Chinese 

attempt to deal with the contemporary problem, the human resource capital of the country 

is showing big signs of not keeping up with the economic development. 

According to the UNDP’s China Development Report 2005 the inequalities in income 

has increased exponentially since the reforms. From 1990-2003 the gap between rural 

and urban workers increased more than six-fold pointing to clear problems in the 

distribution of wealth.  

During this time the urban income has largely stayed on par with the growth rate of the 

economy while the rural area per capita income depends on other variables, such as 

prices on agricultural products and the farmer’s ability to work outside his/her place of 

origin.59 Something we have already seen is still limited.  

One important thing to avoid this is the development of the human resource capital. 

When you upgrade the human resources of a country and allow the people to choose their 

own occupation they will move into more and more productive areas of employment. 

This will lead to increased return on that labor and a stronger economy, higher living 

standards and, in the end, increase social stability and reform the country.  

Studies show a number of correlations between higher education and more developed 

financial structures60 as well as a correlation between increased wealth/availability of 

capital and increased demand for education in developing countries.61 The problem ahead 

for China is if it is possible to upgrade their knowledge resources and human capital on a 

broad front not to leave too many people behind.  

                                                 
59 UNDP 2005 “China Human Development Report”  
60 Paulson, 2000 “Human Capital and the Development of Financial Institutions; Evidence from Thailand” 
Northwestern University 
61 Glewwe & Jacoby 2000 “Economic growth and the Demand for Education; is there a wealth effect?” 
Paper prepared for presentation at conference on New Research on Education in Developing Countries 

Center for Research on Economic Development and Policy Reform Stanford University 

August 25-26, 2000 
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5.3 The contemporary human resource problem facing China:  

In a Manpower Inc 62 2006 whitepaper the Chinese human resource problem was 

explained already in the title “The China talent Paradox; how there can be a talent 

shortage in a country of 1.3 billion people…and what to do about it”.63 As we will see in 

the following pages there is a large shortage of talent/human resource capital in China 

and at the same time there is a large unemployment, even among experienced Chinese 

managers.  

The Manpower whitepaper starts out with explaining the exact problem that China is 

facing today; “Despite a population of 1.3billion, China is hampered by a critical talent 

shortage. For China to fuel its current levels of growth, it needs to develop internally the 

same level of talent in seven years that exists now in the UK and France”.  

These numbers tell a tale of large shortages and extremely high demands to fill them if 

the Chinese rate of growth, so important for the continuous social development of China, 

shall continue. Today China has around 9.6 million young, college/university graduated 

persons with enough experience to serve as a pool of suitable leaders of a well developed 

service industry. Adding to this is around 97 million additional persons whom, with 

limited or no training could serve as support staff to these graduates.64  

In a western economy this would serve as a huge human resource asset that would 

catapult the economy, and so it should in China. However, there are problems with the 

talent in question, largely derived from problems with the Chinese knowledge capital 

institutions that we will discuss later. The essence is that these individuals have problems 

with adapting to an international business environment due to differences in culture, 

knowledge, and language skills and their education is often not en par with the standards 

demanded by the competitive environment of the globalized economy.  

                                                 
62 Manpower is a world leading company operating in the employment services industry, for more info see 
www.manpower.com   
63 Manpower 2006“The China Talent Paradox; how there can be a talent shortage in a country of 1.3 billion 
people…and what to do about it” Manpower Inc.  
64 McKinsey 2006 “China’s Looming Talent Shortage” McKinsey Quarterly 
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In a 2005 Business climate Survey, the American Chamber of Commerce in Shanghai 

reveled that the biggest business challenge for companies is the acquisition of 

management level talent65 To go back to Mr. Florida’s books he quotes the Economist 

while making one of his main points; “educational qualifications may be relatively easy 

to measure but (they) offer only a poor proxy for human capital. What one wants is a 

direct measure of economically relevant skills”.  

If the educational system cannot provide the right skills for a modern economy it doesn’t 

matter how much you develop and upgrade your human capital in terms of the number of 

people who achieve, say, higher educational qualifications. 

Since 1998 the employment of urban workers in Chinese State Owned Enterprises 

(SOE’s) has shrunk from 71 million to 50 million due to economic restructuring. Many of 

these workers find it harder and harder to get reemployed, despite the obvious shortages 

of workers in many sectors. In 2003, the reemployment rate of these workers was around 

30%. The reason is that they do not have the suitable competencies and advanced 

specialized knowledge required in the new economic landscape. Further, the economic 

growth has not been matched by growth in employment; the ratio is about 1% GDP 

growth to 0.4% employment growth.66  

Adding to these trends is the increasing movement of rural workers to the urban areas. 

These rural workers come to take advantage of the growing employment opportunities 

due to the expanding economy. On another note, the age structure of China leads to a 

decrease in growth in employable individuals; by 2012 the growth rate of the working 

population in China will be zero and in the years to come after that it will be negative.67  

Not only does this tell us that there is a shortage of the right talent but also that China has 

an aging population problem that will strike the country sooner rather than later, this in 

                                                 
65American Chamber of Commerce 2005 “China Business Climate Survey 2005” American Chamber of 

commerce China and Shanghai 
66 Juwei 2003 “How serious is the Unemployment in urban china” 
http://www.cbiz.cn/NEWS/showarticle.asp?id=1843 (Oct. 2nd 2007) CBIZ.COM The Sunday Column 
67 Juwei “Rural Labor Transfer and Construction for New Countryside in China” Institute of Population 

and Labor Economics 
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turn leads to shortages further down the line. But the shortages are there already, in the 

sectors that matters the most, the creative ones. 

In Mr. Florida’s research he uses a framework developed by Economists Frank Levy and 

Richard Murnane in categorizing different types of jobs in contemporary society. This 

framework uses the following 5 different categories;  

- Expert Thinking 

- Complex Communication 

- Routine Cognitive Tasks 

- Routine Manual Tasks 

- Non-routine Manual tasks 

The two first categories represent what makes up the “creative class” work that Florida is 

focusing on. They also represent what Porter explains as a competitive edge; the expert 

thinkers that are highly skilled and specialized workers, the complex communication 

people are the people who work with “design, innovation, and motivation or management 

of others”.  

Both Porter and Florida looks to these groups as the foundations of the modern society, as 

the cornerstone of economic development. When comparing these groups with the 

shortages in human capital in China there is almost an identical match. China lacks the 

needed higher level technical workers, innovative workers, and management workers 

while they have the other categories in abundance and in fact have high levels of 

unemployment in these at least in certain parts of the country.     

The Manpower whitepaper continues by explaining how corporations should act to attract 

and retain talent (human resources), not dealing with the, for China, more critical aspect 

of increasing the overall pool of human resources available for the nation to continue on 

its growth path.  
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The Manpower report is in many ways a classic Western way of looking at things and it 

exposes us to several identified major problems with human Rresources in China: For 

Foreign Owned Enterprises (FOE’s); job poaching, rapidly escalating salaries to the small 

group of managers that are seen as suitable to work in MNC’s, and a slow erosion of the 

competitive advantage of some of the FOE’s as a result.68 China must work on a different 

path if they are to work out the escalating social challenges.   

Increasing the quality of human resource capital is essential to, not only fill a shortage, 

but for the more overarching question explained earlier; upgrading the average 

productivity of the Chinese workforce from a competitive standpoint, a larger percentage 

of the populations needs to be able to contribute to the creative parts of the economy.  

5.4 Enabling the Unskilled 

“Human beings, who are almost unique in having the ability to learn from the experience of others, are 

also remarkable for their apparent disinclination to do so”.  

 

Douglas Adams 

It is agreed that the Chinese have an abundance of cheap labor to work with; by and large 

these represent the last two of Florida’s groups. In some estimates the numbers of 

migrant workers roaming around the country looking for jobs are as many as 300 million. 

A more accurate calculation would probably be around 140 million.69  

These people are largely unskilled farmers or similarly low skilled workers. However, it 

is necessary for the Chinese to acknowledge the fact that they cannot live on this cheap, 

unskilled and general factor of production for tow reasons. 

Porter singles out factor abundance of low cost factors as a disadvantage towards 

development as it is often not efficiently deployed; since the factor exists in such an 

abundance there is no interest in developing it. Besides, Chinese labor is increasingly not 
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69 Centre for Strategic and International Studies 2006 “China; The Balance Sheet” Centre for Strategic and 
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as cheap as it once was as the shortages of talent contributes to increases in salaries; in 

2005 the average increase in salary in china was 8.4% with some sectors way above 

that.70  

A disadvantage in a basic factor on the other hand leads to innovation in production, 

something many Chinese have adopted in other sectors where necessity has lead to 

remarkable innovation and life stories that in many ways exemplifies what used to be the 

“American Dream”.  The extraordinary part of the story of many of the contemporary 

Chinese leaders of business themselves started out as nothing more than a farmer or 

living on the streets of a major Chinese city. They slowly learned the work and expanded 

their skills. In lack of knowledge resources they had to study others or make their own 

mistakes but their resolve to move from poverty was lead by a feeling of necessity and 

there is no stronger motivational factor than necessity.   

With a better knowledge infrastructure these people could be educated and a lot more 

local steel plant owners could spawn from this entrepreneurial group of Chinese and 

become world leaders. This is not due to a lack of existing institutions but rather due to 

the lack of quality and the differences in educational experience.  

As educational systems, family, and society develop the human resources capital of a 

nation China’s human resource capital has develop different from the west, along 

different cultural and philosophical lines.71 Thus, a large pool of the Chinese graduates is 

not suitable for employment in western companies or companies that work in the 

globalized economy (that is largely developed by a western doctrine).  

Despite this the Chinese knowledge capital infrastructure is developing rapidly; In 2004, 

99% of the children at right ages completed their primary education. This is up from 95% 

in 1995.72  
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In June 2007 around 10 million Chinese youngsters attended the 2 day annual exam that 

will decide if they make it to colleges or universities across the country. They are 

competing for approximately 5 million seats.73  In fact the Chinese college/university 

system has developed into the largest in the world and the numbers keep rising; 2001 

about 1 million Chinese graduated with a undergraduate or post graduate degree, three 

years later in 2004 the number was about 2.4 million.74  

However, there is a lack of resources available for the people attending higher education 

and the emphasis tends to be on quantity and not quality. In 2003 China spent about 2.2% 

of its GDP on education. The US spent about 4.8%. With a smaller educational system 

and a much larger GDP in consideration the difference is larger than just the 2.6% in 

GDP.75 Adding to this is that large parts of the educational system is privately funded, 

leaving the people who needs the education the most unable to get it. 76 

To increase the quality of education China will have to start by increase the spending per 

student and then focus on getting the education right, 

which means to teach the students the right skills 

necessary for the new economic reality.      

Taking some other statistics into account the average 

schooling of a Chinese worker when entering the 

workforce is 11 years and the literacy rate is around 

91%.  

Of the about 2.4 million university educated workers 

that became available in 2004 it is estimated that only 

around 3% is employable to multinational companies, 

something that is set to widening the disparity between 

the rural and the urban areas.  
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Looking back at our earlier discussion regarding competitive advantage the Chinese 

wonder is really working some miracles. The average productivity of Chinese workers is 

increasing rapidly (see chart). Which result in an increasing relative competitive 

advantage, at least compared to the other ASEAN countries. 

According to the ILO, this development has followed an increase in enrollment in 

Secondary Schools and universities.77 It is also easy to correlate this development with 

the increasing urbanization; as more and more people moves into the higher paying, 

higher productivity jobs available in the cities the productivity increases and the ability to 

pay for higher education increases with it.  

What is happening is the exact development described earlier; as labor seeks to maximize 

its return on investment it moves into sectors with higher productivity, such sectors 

requires more advanced and specialized skills putting higher demands on higher 

educational institutions.  

Comparing the productivity of Chinese workers to that of European and Americans 

uncovers a competitive disadvantage in higher industries that will take decades to 

overbuild, if it can ever be overbuilt. The average US worker produces goods or services 

at a value of $60 738 with the average European worker at $54 333.78 The Chinese is 

only slightly over $10 000. This difference is due to the lower level human resource 

capital.  

The Chinese shortages of experienced and qualified managers result in a very strong 

hiring market for experienced professionals but almost none at all for recent graduates.79 

Despite increases in enrollment in colleges and universities the relatively low quality of 

this knowledge capital result in a low quality human resource capital. 
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One solution for China is to increase investments in education and put a heavy emphasis 

on developing the College and university sector’s capability to increase the average 

quality of graduates.  

5.4.1 The Existing Knowledge Capital  

Despite the above mentioned lack of upgraded, high quality Knowledge capital the 

Chinese university system has created a limited number of internationally competitive 

institutions. While the rankings differ from publication to publication the general 

consensus seam to be that the following Chinese Universities are the top institutions;80 

when it comes to the development of Chinese Business Schools; the development has 

seen as rapid as anything else in the Chinese economy.  

With the help of known US and European institutions such as Harvard and Wharton etc. 

the Chinese business schools has gone through a breathtaking development. The top 

Chinese institutions has simply copied the western approach, added some Chinese 

influences and created business schools that mirrors the best in the world, both in 

executive as well as regular student education. In 2004 there were around 90 MBA 

programs in China that accepted around 18400 students.81 Some examples of these 

excellent schools are the Tsinghua University and the China European International 

Business School. (CEIBS) 

 

The Tsinghua University was founded in 1911 as a preparatory school for Chinese 

students going to the west to study. The western influences have been a part of Tsinghua 

from the start. The university has played a prominent role in modern Chinese history by, 

for example actively work against the Japanese innovation in 1937. In 1978 the 

departments of economics and management was reestablished with the beginning of 

Deng Xiaoping’s reforms. Since then the university has developed into a world class 

institutions.  

                                                 
80 China Daily Feb 21st 2005 “2005 Chinese University Ranking Unveiled” China Daily 
81 Business Week Special Report Jan 9th 2006 “China’s B-School Boom” McGraw Hill 
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Today, the school has around 20 000 students spread across its 44 different departments. 

It is one of few examples of a Chinese University that holds to international standards 

and where the students are suitable for employment across a wide variety of industries 

and sectors. However the competition for the students that graduates from Tsinghua is 

fierce and as a result the salaries are spiraling almost out of control.      

 

CEIBS was founded in Shanghai in 1994 as a joint venture between the European 

Commission and the Chinese Ministry of Commerce.82 11 years later, in 2005, the 

school’s MBA program was ranked by the Financial Times as the 22nd best MBA 

program in the world. 3 years after graduating from CEIBS students earn an average 

salary of $135,562. 2 years later, in 2007, the MBA program was ranked as the 11th best 

in the world, ahead of institutions such as MIT Sloan and Cambridge.83  

The school is certainly a success story and proves the point of the success of Chinese 

schools that have copied and adapted western practices to create internationally 

competitive institutions. These schools are likely to serve as the backbone of the Chinese 

educational system for years to come the need is not to further improve the top schools 

but to create a breath of schools that can create average talent. It is the average business 

(and other higher educations learning institutions) that needs to be developed.       

While theses two Schools represent a success story in the Chinese college and university 

world they also help us point to the flaws of it; both schools have been established with 

significant western support and/or influence and have propelled to the top based on that. 

This point to the evident problem of the Chinese to develop top knowledge resources by 

themselves; the knowledge capital and know-how is not present and while there is 

progress being made this is, by nature, a slow process. 

It takes a certain amount of time to educate a PhD no matter how large your GDP growth 

is and it takes a certain time for that same professor to gain the necessary experience to 

actually add value to society at large. And when the resources these few bright people can 

                                                 
82 “About CEIBS” http://www.ceibs.edu/ June 9th 2007 
83 Financial Times Online June 9th 2007 “2005 and 2007 100 Top B-School’s Ranking” 
http://www.ft.com/businesseducation/ Financial Times 
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draw upon domestically are limited the result is that the best and the brightest go abroad, 

with the risk of being absorbed by other countries where the resources and environment 

for their work is already established. Even if China today is far better off than 10 years 

ago the brain drain continues to be a problem and the global competition for talent is one 

where China is not very well placed. 

5.5 The War for Talent 

“The war for talent” is an expression founded by The McKinsey Quarterly in its 1998 

article with the same name.84 The article highlights research of major US companies and 

their situation competing over a limited talent pool in the US. Looking at the US 

demographics this “war” is only going to increase as baby-boomer’s continue to retire 

during the next 14 years. 

This is relevant because movement of talent across borders is today heavily regulated. It 

is one of the things that globalization has not yet fully expanded to. Looking at the 

movement of capital and the liberalization of trade across the globe since 1990 when the 

World Trade Organization (WTO) was created to help facilitate and liberalize world 

trade, much of the liberalization that has happened in capital movement and trade has 

happened when there has been a need for it from the developed countries of the world, 

mainly Europe and the US.85  

Even if India, China and other developing countries arguably might be future economic 

and political powerhouses they still have a limited influence in international institutions 

such as the WTO. As the US and Europe increasingly will see their way of life threatened 

by the demographical fact that they will se a shortage of talent when the baby-boomer’s 

retire it is a possibility (if the US and Europe realizes in time that they need 

immigrations) that these two powerhouses will start a global war for talent on a larger 

scale than it already is.  

                                                 
84 Chambers & Foulon and others 1998 “The War for Talent” McKinsey Quarterly. See also “The War for 
Talent part 2” 2001 McKinsey Quarterly 
85 Stiglitz “Making Globalization Work” W. W. Norton, 2007 
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While the McKinsey research focused on the war for talent between companies the 

reality is that the war could, and probably will, stretch to countries as well. Some has 

already embraced this; both Canada and Australia actively recruits qualified people when 

they graduate from Universities across the globe and they are bound to be joined by 

others in the near future. 

This is important to China because there is a large chance that poaching of University 

educated youngsters will start from developing countries pools of talent. The brain drain 

from China to the US has always been significant without any major efforts from the US 

side but now it threatens to undermine the efforts of China to compete in some 

industries.86 What if the western world starts to go after these people actively? And if you 

add to this the demographic reality facing the Chinese population the Chinese is looking 

at more trouble ahead: Due to the one child policy practiced by China they will be the 

first country in the world going through a development phase and at the same time fight a 

shortage of workers. As show earlier in this thesis the Chinese growth of the labor force 

is slowing and will be reversed in just a few years. This in combination with the limited 

investments in upgrading the knowledge capital infrastructure is bound to create a 

continued shortage of talent in China that could negatively impact the development of the 

country.  

The Chinese increase in productivity/worker is bound to continue as quality of education 

and best practices in management continue to flow into the country. It is also likely that a 

gradual change in culture is helping this development and will continue to do so. 

5.5.1 Can China compete in a global war for talent? 

It is difficult to foresee the reactions of the talented or the “creative class” on China’s 

development. As this class grows larger so will its appetite for the very things described 

by Richard Florida, and the need for a climate around them that takes into account his 3 

t’s; Technology, Talent, and Tolerance, factors where China constantly scores low.  

                                                 
86 People Daily Online July 26th 2002 “China Faces another Round of Brain Drain” 
http://english.peopledaily.com.cn/200207/26/eng20020726_100412.shtml People Daily 
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It is more than likely that China as a society will have to cater to their increasing needs 

and that large, dirty, crowded industrially dominated cities are not the right place for this. 

The willingness to move to cleaner European and American cities might take its toll as a 

result. The hope will be set to a continuous expansive economy that continues to offer the 

talent people the opportunities that they need to stay and perhaps even immigrate to 

China. This issue is of prime interest as China develops their human resource capital as 

with amore developed and advanced human resource capital the interest from the rest of 

the world will increase and threaten the Chinese in yet another way.    

6 Conclusion 

China has so far done a great job of turning its large and relatively cheap labor force into 

a competitive advantage based on basic manufacturing; it is on this that the country has 

succeeded in making China a major part of the modern world. During the last 20 years 

China has slowly transformed into what is today called the worlds manufacturing hub. 

However, and of large interest to this thesis there are doubts regarding the validity of the 

“manufacturing hub” description. 

The economic question is really not how many products wear the made in China label but 

how large the value add is that Chinese manufacturers can tap profits from. After all that 

is what adds to the economy and in the end ends up in peoples pockets. The problem 

facing the Chinese is that most things are not manufactured in China but only assembled 

there minimizing the value adds that the Chinese economy can tap from. The assembly 

jobs are on the bottom of the value chain while the more skill demanding jobs, higher up 

in the value chain, that are services, marketing, and finance yield the high returns.  

The switch of the western world to these higher end parts of the value chain is due to the 

effect that higher level human resource capital brings with it as skilled human resource 

capital moves into the areas where its return on investment is maximized. The Lenovo 

story mentioned earlier as a success story becomes, in this case an example of how China 

moves into the parts of the value chain where the West moves out.  
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As industry segments becomes commoditized, more advanced companies, with more 

advanced human resource capital based on long national tradition of education and 

political freedom, move out and upwards to the segments where the returns are higher. 

The result is higher value add for the companies, the nation, and the individuals. Thus it 

is easy to see why governments across the globe should focus on encouraging the creative 

economy and the human resources that make out the backbone of it.  

The result is that higher educated people move into these areas of job while the people 

left behind by the developments mentioned earlier form a class of their own. As we have 

seen, this is a reality in China and it creates the kind of social tension that the Chinese 

Communist party wants to avoid. This is the linkage between the economic reforms, the 

social development, and the political climate.         

China must start move into the higher productivity areas and build the capabilities for it if 

they are to become a true power in the world, political as well as economic. Worth to 

mention is that the Chinese will probably succeed in this given enough time but today 

there is a rush to get there that are starting to show how difficult growth is, especially for 

a country of the size of China. 

 

The Chinese Communistic Party knows this very well and is today faced with a situation 

where they have to help all parts of the Chinese people to gain from the economic 

development. Today certain groups are benefiting more than others and as a result the 

social tensions are increasing. These kinds of tensions could turn into major difficulties 

for the party and the result of that might be a forced development of the Chinese political 

structure.  

 

Depending on the nature of such a tension the economic development might as a result 

slow down or even worse, come to a halt. The example of Russia comes into mind where 

the first few years after the fall of the Warszawa pact actually lead to worse conditions 

than before and major declines in GDP. A major shift in power in Beijing would probably 

lead to a similar development, at least initially while a gradual reform of the country’s 
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economic, social, and political structures could bring a peaceful transition. But time is 

short and it could be argued that the numbers are not in favor for a smooth ride.     

 

There are lots of conclusions that can be drawn from the statistics, theories and 

frameworks presented in this paper. There are a number of trends that can be read and 

developed upon but the main thing that I believe stands out from this thesis is the 

mutually reinforcing forces of economic development and its dependency on social and 

political change driven by the people of countries.  

 

We have seen that all of these forces must happen at the same time, and while they can be 

powered by one that is stronger than the other they are dependent on each other. In 

Chinas case the incredible economic development that has taken place since reforms 

started. That would not have happened without the successful social transformation of the 

people back when Deng Xiaoping was the front man of the Chinese communist party. 

 

China has reached a new point where the education of the people and the overall 

upgrading of the human resource capital are critical and where there is not enough being 

made to advance it and with it benefit larger parts of the population. The most extreme 

cases of this are shown in the civil disobedience resulting from farmers and poor workers 

whom feel left behind in the development. To do this the Chinese knowledge institutions 

must be upgraded first in order for China to be able to support such a large scale 

upgrading. This in turn might take time and the question is what happens meanwhile. 

 

While there is ambition to improve these institution from the governments side, such 

development takes time and lags behind the economy at large. The people filling 

positions in the Chinese labor market today is often relatively well educated compared to 

other developing markets but still lacks the necessary skills and experience to effectively 

elevate the country.  China must do more and if they want to see the social tensions 

lessen they must do it faster.  
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Put in the framework of Michael Porter it is easy to see where China lags after and where 

it will have to put down serious resources during the next few years. How they will have 

to continue develop and extend the educational system and increase spending on R&D 

and public social welfare. The good news are that the Beijing administration 

acknowledges the problems, the bad news that it might take to long to facilitate change to 

make sure that too many people are not left behind.  

 

We have seen that past Chinese reforms and policies have clearly damaged the country’s 

ability to compete and are still hampering their human resources as well as knowledge 

resources. The result is the large deficits in the right skills needed to continue power the 

Chinese economic growth. With higher average salaries and increased international 

competition from other low cost countries China will have to move up the value chain of 

the economic world. As it is right now China is quickly losing its low cost advantage in 

manufacturing without capturing higher end jobs at a fast enough pace and it is failing in 

producing jobs at the same pace as the economy is growing.  

 

It must start competing with the developed world unless it wants to somehow focus on 

keeping salaries and costs down to defend the cheap manufacturing advantage. The result 

of this would most likely be to keep large parts of the population outside of the economic 

advantages reaching the country to keep salaries and benefits down, something that most 

likely would increase the tension between the low and high skilled, the have’s and have 

not’s. 

 

In short, the Chinese wonder is at large an economical phenomena and when it steams on, 

other, equally important, parts of the nation is lagging behind. These are correlated and 

dependent on each other and the lagging of the social and human resource capital (that 

we have shown is closely linked) ones could have large implications on the political 

landscape and in the end threaten the economic developments.  

 

China must start creating their own infrastructure of knowledge capital and use this to 

enhance its human resource capital, quantitatively to allow for more people t take part of 
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the economic wonder, qualitatively so that these people can add value enough value to be 

competitive in higher end task. In this way China must also start to produce its own 

creative class. This might take some time as the creation of knowledge resources and the 

education of people takes time and one key resource here is foreign knowledge resource 

and their influence on China.  

 

Another threat to the expansion of the Chinese economy is the looming war for talent. If 

the educated and well of Chinese grow tired of the dirty and crowded cities this group 

might well leave for countries where the standard of living is higher and where the other 

parts of Florida’s equation, talent, technology, and tolerance, is higher.  
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