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INTRODUCTION
Manufacturers today are demanding more for less and are willing to go to

the far corners of the world to get it.  Many are looking to China, not only to

purchase low-cost supplies, components, and services, but also to establish

facilities there.

China’s entry into the World Trade Organization, industrial consolidation, and

social and economic reforms have brought its manufacturing base to global

prominence.  In just the past five years, Shanghai General Motors and

Shanghai Volkswagen have nearly doubled annual production from 280,000

to over 600,000 vehicles.  Most of the world’s clothing and over a third of all

cell phones are now manufactured in China.  It has become the biggest

producer of steel in the world with output in excess of both the U.S. and

Japan together.1

No doubt, the low cost of goods and labor have helped attract hundreds of

billions in investment dollars from companies of all kinds, from furniture

makers to electronic components manufacturers.  China is able to produce

products for 30 to 50 percent less than the U.S.2 But China’s continued

march toward industrial prominence has led to an increasingly keen pursuit

of higher manufacturing standards.  For example, Chinese manufacturers

were asked to identify the focus of their future market strategy—low cost

came in fourth.3 The top three strategies were high quality, innovation, and

service/support.

Regardless of the varied strategies and practices being developed by global

companies, an increasing number of executives around the world realize

that world-class manufacturing primarily rests on a foundation of superior

people assets.  Organizations that develop effective programs to select,

develop, and retain talent, and which engage and invest in every employee

by providing both the tools and authority to solve problems and leverage

opportunities, are likely to come out ahead of the game.  Many China plants

are beginning to grasp these principles as well, leveraging not just cost

structure but employee potential, too.  China manufacturers are beginning to

understand that “soft” initiatives have as much, if not more, bearing on

bottom-line performance than many “hard” investments such as new

technology or equipment.

Yet the ability of facilities in China to deploy and execute human resource

(HR) best practices is still in its early stages.  In fact, many current HR efforts

in China are not improving operational measures or bottom lines as much as

might be expected.  One possible reason is because of the great variation in

plant ownership structures across China (see Table 1). 

1 “Inside the new China,” Fortune, October 2004.
2 “The China price,” BusinessWeek, Dec. 6, 2004.
3 IndustryWeek/Manufacturing Performance Institute China Manufacturing Study 2004.
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TABLE 1:  China Plant Ownership

% of plants

China private 41%

Joint-venture 25%

State-owned 25%

Foreign-enterprise 9%

Source: IndustryWeek/Manufacturing Performance Institute China Manufacturing Study 2004.



When comparing the four types of China plant ownership on

ability to deploy and execute HR best practices, state-owned

enterprises may be the most resistant to shedding their

antiquated practices.  Private China facilities are slowly

transitioning to a new industrial order.  Joint-venture and

foreign-enterprise plants have rapidly adopted Western

management practices and now more closely resemble 

their Western competitors than their domestic peers.4

Over the last two years, Development Dimensions International

(DDI) and the Manufacturing Performance Institute (MPI)

have published data proving that investments in hiring

effectiveness, leadership development, and training can

create dramatic returns for U.S. manufacturers.  Now, new

groundbreaking research from the same research team on

the HR practices of China manufacturers reveals even more

provocative findings:

> Many China plants are outpacing U.S. facilities’ operational 
performances, and fueling these results is the adoption of
many HR best practices and programs.

> China plants with foreign equity structures are more likely 
to be pursuing HR best practices and are typically better 
able to turn practices into improved performance than their 
state-owned or private counterparts.  In the 1980s, China
began promoting self-management of state-owned
enterprises and facilitated contact between Chinese and
foreign-trading enterprises.5 Although many state-owned
enterprises have been privatized, merged, or closed, many
still exist and represent a drag on the Chinese economy.
Privatized firms, even as they transform themselves into
world-class competitors, often still carry suite-owned stigma.

This report examines the extent to which HR best practices

have been adopted by China plants relative to U.S. facilities,6

the performance implications of adopting specific HR best

practices, how gains from individual HR efforts vary by

ownership structure among China plants, and the performance

improvements that can be achieved by adopting an entire

regimen of HR initiatives.   

Privatized firms, even as they transform themselves into

world-class competitors, often still carry the stigma of once

being state-owned. 
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5 U.S. Department of State, October 2004.
6 Comparison includes 406 plants that responded to the IW/MPI China Manufacturing Study
2004; all facilities were ISO 9001 certified or in the process of certification or recertification 
to ISO 9001:2000. (See Methodology on page 14 for other specifics on how the sample was
gathered.) U.S. data is based on the IW/MPI 2004 Census of Manufacturers, a U.S.-targeted
survey of 681 manufacturing plants; the U.S. plant sample may include both American and 
foreign-owned plants operating within the United States.

4 Both joint-venture and foreign-enterprise plants are relatively new phenomena in China, and 
the performance and practice trends of these two groups are similar for a majority of China Study
questions.  To ensure sample sizes can reliably be cross-examined, joint-venture plants and 
foreign-enterprise plants have been combined for analysis in this report (i.e., 98 joint-venture
plants and 36 foreign-enterprise plants are represented as 134 JV/FE plants).



HR PRACTICES
Training
The importance of extensive training to an organization cannot be

underestimated, and China plants are acting on this belief.  Fifty-three

percent of plants train more than 20 hours, vs. 35 percent of U.S. plants.

More than one-fourth of China Study plants train more than 40 hours, long

considered the standard for world-class industrial learning; just 11 percent of

U.S. plants train at that level.  

Training in China is highest among joint ventures and foreign enterprises

(JV/FEs), with nearly one-third training more than 40 hours (Table 2). 
JV/FEs also spend a median 6 percent of their labor costs on training 

(Table 3); all China plants spend 5 percent of their labor costs on training,

compared to 2 percent at U.S. plants.

This massive investment in training correlates only modestly to improved

plant performances in China.  Overall, facilities spending more than 

5 percent of their labor budget on training report a return on invested 

capital (ROIC) of 20 percent, vs. 19.1 percent at those plants spending 

5 percent or less.  A more insightful picture can be painted by looking only 

at JV/FEs.  Those plants spending more than 5 percent on training 

boosted ROIC by 10 percentage points up to 30 percent, compared to a 

3-percentage-point increase at state-owned plants and a 2-percentage-point

bump at private China plants. (see Table 4)

TABLE 2:  Annual Hours of Training Per Employee

% of Plants State- China JV or Foreign All China U.S.
Owned Private Enterprise Plants Plants

Less than 8 hours 14% 15% 10% 13% 22%
8–20 hours 35% 39% 29% 34% 43%
21–40 hours 24% 23% 29% 26% 24%
More than 40 hours 27% 23% 32% 27% 11%
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TABLE 3:  Training Investments as % of Labor Costs

Medians State- China JV or Foreign All China U.S.
Owned Private Enterprise Plants Plants

25th percentile 1.5% 2.0% 3.0% 2.0% 1.0%
Median 3.5% 5.0% 6.0% 5.0% 2.0%
75th percentile 6.0% 10.0% 10.0% 10.0% 4.0%
90th percentile 10.0% 20.0% 20.0% 17.9% 5.0%

TABLE 4:  ROIC* by Training Investments**

Training investment Training investment 
Median of 5% or less of more than 5% 
ROIC of labor costs of labor costs

Stated-owned 17.0% 20.0%

China Private 18.2% 20.0%

JV or Foreign-enterprise 20.0% 30.0%

All China Plants 19.1% 20.0%

*   Net operating profit after taxes divided by capital invested.
** Training investment as percentage of labor budget.



TABLE 5:  Empowerment Levels

% of Plants State- China JV or Foreign All China U.S.
Owned Private Enterprise Plants Plants

0% empowered 46% 32% 29% 35% 23%
1–25% empowered 31% 36% 44% 36% 36%
26–50% empowered 18% 20% 14% 18% 14%
51–75% empowered 1% 7% 10% 7% 11%
76–99% empowered 4% 5% 2% 4% 7%
100% empowered 0% 1% 1% 1% 8%

EMPOWERMENT
In China, where leadership approaches have been more

autocratic, it is not surprising to find more of a top-down

approach instead of empowerment on the plant floor.  More

than one-third of China plants (35 percent) do not empower

any of their employees, and among state-owned China plants

this percentage climbs to nearly half (46 percent). More than

one in four plants in the U.S. have a majority of the workforce

empowered compared to only 12 percent of China plants 

(see Table 5).

Empowerment is a cornerstone of North American HR best

practices, ensuring employees’ ownership of day-to-day

activities as well as the authority to improve their roles on a

continuous basis and incrementally impact the bottom line.

Most China Study plants have fewer than half of their

production employees in empowered or self-directed7 work

teams, with less than 1 percent of China plants reporting 

that all production employees are in empowered or 

self-directed teams.  
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7 The IW/MPI Census survey listed “empowered or self-directed teams.” DDI experience has
shown the latter term generally includes semi-autonomous teaming as well.



The benefits of empowerment in China, however, are not clear-cut across

the entire range of plants, unlike what generally occurs in U.S. facilities.  

That is, few of the performance measures tracked within the IW/MPI China

Study improved among all the most empowered plants, with one significant

exception: 58 percent of China plants with a majority of empowered workers

have reduced per-unit manufacturing costs, compared to 40 percent of

plants with fewer than half their workers in empowered teams, and just 

31 percent of plants with no empowered workers in teams.  

The effectiveness of empowerment and other best practices in the China

Study does dramatically vary, though, based on the plant ownership

structure.  In the older, more established China plants (state-owned and

private) the concept of empowerment may not be understood, may be 

poorly applied, or may be non-existent, and it shows in the results of these

so-called empowered plants.

For example, the metric of return on invested capital (ROIC) among the

ownership categories—state-owned, private China, and joint-venture or

foreign-enterprise facilities (JV/FEs)—clearly shows the level of disparity:

prior to assessing empowerment levels by ownership structure, ROIC is 

20 percent at both state-owned plants and private China plants compared 

to 30 percent at JV/FEs.  Having a majority of workers empowered in those

facilities reveals that ROIC goes down to 12.8 percent at state-owned plants

and down to 15 percent at private China plants.  Of the JV/FEs with a

majority of workers empowered, ROIC increased to 35 percent.  

Eventually, investors and managers at all types of facilities in China will

realize that appropriate empowerment measures not only make employees’

jobs more motivating and rewarding, but that employees in turn will add

more value to their organizations.  This is likely to become increasingly

important as tightening pockets in China’s labor markets start 

to appear, and competition for good workers increases in years to come.

Although results of current empowerment efforts in China are equivocal at

best, the experience of other manufacturers around the globe suggests that

increased adoption of HR practices that engage and involve employees will

be vital for China to remain competitive.
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LABOR COSTS & WAGES
Total labor costs in China amount to 25 percent of cost of

goods sold, which is above that of U.S. plants (20 percent),

while overhead expenses were higher in the U.S. (27 percent)

than China (20 percent).8 Some of this difference could be

due to accounting vagaries and how costs are allocated in

China compared to the U.S., but it more likely reflects the

labor-intensive production environments prevalent in many

China facilities, especially state-owned plants.  In addition, 

the labor percentage may take into account housing, meals,

transportation, and medical benefits often provided to China

employees.  It’s also necessary to consider that, although the

labor percentage may be slightly higher in China than in the

U.S., the overall pie is much smaller, as seen in this hypothetical

breakdown of COGS for a can of soda (see Table 6).

Labor costs are 30 percent of COGS at state-owned and

private China plants—facilities with a history of using manpower

to solve problems rather than utilizing equipment, technology,

or process improvements—compared to 20 percent at JV/FEs,

facilities more likely to resemble Western manufacturing

plants in their HR approaches.  China manufacturers also

tend to run leaner overhead staff than U.S. plants.

However, state-owned and private plants have far higher

retention rates.  Many of these plants value keeping

employees for life, which also may contribute to higher labor

costs.  Annual labor turnover rates at state-owned and private

China plants were 5 percent, vs. 10 percent at JV/FEs;

annual labor turnover was 5 percent across all China plants

(see Table 7). 

TABLE 6:  Can of Soda:  Per-Unit Margins and Costs

$1.20

$1.00

$0.80

$0.60

$0.40

$0.20

$0.00

Margins Costs Margins Costs
China U.S.
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TABLE 7:  Annual Labor Turnover Rate

Medians State- China JV or Foreign All China U.S.
Owned Private Enterprise Plants Plants

25th percentile 10.0% 10.0% 10.0% 10.0% 12.6%

Median 5.0% 5.0% 10.0% 5.0% 6.0%

75th percentile 1.0% 2.0% 4.6% 2.0% 3.0%

90th percentile 0.1% 1.0% 1.0% 1.0% 1.3%

Material

Overhead

Labor

Gross margin

COGS

8 Note that since labor costs are described as medians, the total of the three groups of COGS
will not necessarily sum to 100 percent.



Higher turnover in the JV/FEs could be due to heightened competition for

highly trained and skilled employees.  These plants tend to have more

comprehensive training programs.  JV/FEs may also be less tolerant of poor

performance, letting go of those employees who don’t measure up.

The employment outlook, of course, continues in a positive direction.

Seventy-one percent of JV/FEs anticipate employment increases in 2004,

and 79 percent expect employment increases in 2005.  Fewer than half of

state-owned plants were expecting employment increases in either year.

Approximately 61 percent of all China plants expected to increase hiring in

2004, and 68 percent expected employment levels to rise in 2005.  Hiring

pace also is linked to the age of plants—38 percent of JV/FE plants are less

than five years old compared to just 5 percent of state-owned plants.  

Across all types of ownership structures in China, wages were approximately

$121 per month, compared to $2,160 per month in the U.S. (see Table 8)9

It bears remembering, though, that all price comparisons are different in

China; for example, a single can of cola in China can cost $0.30 and a bottle

of beer may sell for $0.36.10

China’s supply of cheap labor is likely to continue for some time.  Rural

workers have flocked to urban manufacturing centers by the millions.  

In Shanghai, the number of working rural migrants rose from 2.76 million in

1997 to 3.87 million in 2000.11 While rural migration resulted in problematic

conditions in the 1990s (many rurals became transients without work,

homes, or appropriate identification), migration is better managed today;

although Min Gong wages and benefits typically still remain below those 

of permanent residents.  

There is a potential long-term threat to an abundant, low-cost supply of

manufacturing labor.  Many rural workers left their families in outlying areas

for employment opportunities.  New job opportunities and easier work

conditions in rural areas are now being fueled by growth in the service

sectors.  Many of these workers are now moving back to their rural homes

for those better opportunities.  This may make it harder for some companies

in some geographical areas or industrial sectors to find the talent they need

to drive their exponential growth.  And the labor shortage could be

exacerbated by past government policies on one-child families.

China’s cost advantages are best illustrated by gross profit margins that 

are a full 10 percentage points higher than those of U.S. plants: a median 

40 percent (comparable for all types of plant ownership in China) vs. 

30 percent at U.S. plants.  This indicates that many China firms can beat

U.S. competitors on price and still maintain a strong gross margin.  
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TABLE 8:  Monthly Median Wages

State- China JV or Foreign All China U.S.
Owned Private Enterprise Plants9 Plants9

25th percentile $108.70 $96.60 $108.70 $96.64 $1,183.20
Median $120.80 $120.80 $120.80 $120.80 $2,160.00
75th percentile $179.30 $145.00 $181.20 $181.20 $2,560.00
90th percentile $241.60 $241.60 $241.60 $241.60 $3,040.00

9 China respondents answered as China renminbi per month (.1208 RMB per U.S. dollar). U.S.
respondents answered as dollars per hour (160 hours per month).
10 www.passplanet.com
11 “Moving millions rebuild a nation,” China Daily, Oct. 2, 2004.



HUMAN RESOURCE PROGRAMS
In the IW/MPI China Study, as with the earlier IW/MPI U.S.

Census survey, plants were asked about the existence and

effectiveness of six specific human-resource programs—

recruiting and hiring, performance management, employee

development and training, leader/supervisor development

and training, teaming, and safety and health.  Does the plant

have a program in place? If so, what is its effectiveness: “not

effective,” “somewhat effective,” or “highly effective?” 

The vast majority of China facilities indicate that these HR

initiatives are in place, with adoption rates comparable to or

higher than those of U.S. Census facilities (see Table 9). 
With the exception of safety and health programs, the

effectiveness of the programs (percentage of plants with a

program that is rated “highly effective”) was significantly better

in China than in the U.S. Adoption rates in China plants were

generally highest among joint-venture and foreign-enterprise

plants, with effectiveness highest among the China JV/FEs.  
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TABLE 9:  HR Programs in Place

% of Plants* State- China JV or Foreign All China U.S.
Owned Private Enterprise Plants Plants

Recruiting and Hiring 92% 87% 92% 91% 86%

Highly Effective (23%) (26%) (30%) (26%) (21%)
Performance Management 93% 97% 98% 96% 89%

Highly Effective (26%) (32%) (42%) (33%) (19%)
Employee Development and Training 89% 90% 94% 91% 93%

Highly Effective (22%) (28%) (30%) (27%) (12%)
Leader/Supervisor Development 92% 89% 98% 92% 88%

Highly Effective (27%) (30%) (40%) (33%) (12%)
Teaming 90% 90% 97% 92% 80%

Highly Effective (26%) (31%) (32%) (29%) (18%)
Safety and Health 98% 96% 97% 97% 98%

Highly Effective (36%) (38%) (46%) (40%) (54%)

* (%) indicates highly effective programs as a percentage of plants with that particular program in place



The existence and effectiveness of some of these programs in China

correlates with better operational metrics.  In some cases, however, it

appears the China plants may have been overly optimistic regarding the

effectiveness of their HR programs—or else the programs may be relatively

new, and while perceived as highly effective, they do not yet fully impact

operational and financial measures.  Either way, manufacturers competing

with China plants should be aware of China’s interest in HR best practices.

The combination of low-cost labor and highly effective HR programs will be 

a force to be reckoned with in coming years.

Recruiting and hiring: The explosive growth of China’s manufacturing

sector has necessitated a greater emphasis on recruiting and hiring activities

as plants establish formal processes to make sure they hire the right people

for the right jobs.  In some China provinces, thousands wait to enter

jurisdictions and seek jobs at facilities; sifting through this mass of potential

employees can be challenging.  Yet poor hiring practices lead to lower

productivity, higher turnover, and poor customer service.  

Successful plants hire based on experience, skills, knowledge, and

motivation for success—both on the job and within the organization.  Many

world-class plants, both in and out of China, put tremendous emphasis on

these programs and invest heavily in screening and assessment to ensure

high levels of productivity, quality, and long-term retention.  For example, 

74 percent of the China plants that report “highly effective” or “somewhat

effective” recruiting and hiring programs report that sales per employee

increased in the past year, which compares to 50 percent of plants with no

program and 58 percent of China plants with programs that were “not effective.”

Among JV/FEs with “highly effective” recruiting and hiring programs, 91 percent

report sales per employee had increased in the past year.

Performance management: Employees need clear goals, a focus on

strategic improvements, and ongoing feedback in order to give their best—

and to impact a plant’s bottom line.  Everyone in a high-performance

workplace, from plant manager to the front line, needs to understand the

importance of aligning his or her own performance with the organization’s

vision, values, and strategic priorities.  Plants that ignore this managerial tool

have no clear system for rewarding and recognizing high performers, thus

unwittingly allowing employees to pursue their own improvement agendas

(or to do nothing at all). Nearly all China plants claim to use performance

management, a complex HR tool; however, the numbers don’t necessarily

bear this out, as there is little or no trending for any measures that typically

align with use and degree of effectiveness of performance management.  

Employee development and training: For a workforce to perform at a 

high level, employees need training on a regular basis, and in China this

message is starting to be heard.  The IW/MPI China Study found that plants

with “somewhat effective” programs were spending 5 percent median of their

labor budget on training, and that those with “highly effective” programs were

spending 8 percent.  Plants with no program were spending 1.5 percent 

of their labor budget, and plants with programs that were “not effective” 

were spending only 4 percent.  As these plants continue to introduce new

manufacturing processes, information technologies, and equipment in order

to stay competitive, they will find that well-funded employee development is

more important than ever.
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Leader/supervisor development and training: At all

levels of an organization—plant management, supervisors,

cell/line managers—leaders play a crucial role in guiding

their colleagues in executing strategies and achieving

overall goals.  Successful plants develop leaders who can:

> Effectively communicate and execute business strategies;

> Support a committed, engaged workforce;

> Manage change successfully;

> Serve as coaches and mentors;

> Foster a culture of accountability; and 

> Make tactical and strategic decisions in a timely manner.

DDI recently completed a separate study of leadership

training practices in China, which is summarized in the

sidebar.

Teaming: Effective teaming—establishing well-defined

boundaries and activities for teams, and training employees

in interpersonal and teaming skills—yields significant

competitive advantage.  Effective plants develop company-

specific strategies for how to team, set guidelines for

identifying and accepting team roles, and thoroughly instruct

employees on conflict resolution, root-cause problem-solving

techniques, and communication skills.  Not surprisingly,

there was a direct relationship between effectiveness of

teaming and the percentage of employees working in teams.

China plants with effective teaming practices reported that

79 percent of their employees were working in self-directed

or empowered teams, while only 31 percent of plants without

a teaming program had employees in teams.  Plants that

invest in teaming get more from their workers, too—78

percent of China plants with highly effective teaming

programs report that sales per employee have increased,

vs. 38 percent of plants with no teaming program.

Safety and health: Most manufacturers will argue that the

safety of their workforce is their top priority, and both the

China Study and Census data support this.  But the

effectiveness of safety and health programs is significantly

higher in the U.S. (54 percent of U.S. safety programs rated

as highly effective, vs. 40 percent in China), possibly due to

greater regulation in the States of this fundamental aspect of

workforce management.  
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THE STATE OF LEADERSHIP
IN CHINA
In a recent study on leadership in China, DDI 
surveyed HR Professionals and 394 leaders from 
43 organizations to gauge what it takes to be a
successful leader in China. The study set out to assess
what skills are critical to a successful leader, as well as
the level to which they are considered strengths.  It also
measured the culture of leadership in China and the
ability of leaders to make good hiring decisions.  
Leadership in China is very much a reflection of
Chinese culture.  Western leaders are often prized for
their ability to act assertively and decisively.  In China,
however, leaders tend to place a greater emphasis 
on a sense of connectedness and the importance of
relationships between individuals.  It is common for
leaders to be respected not only for their reputation, 
but also by how likeable they are deemed by their
colleagues.  Such differences in leadership style may
have implications for how organizations operate in an
environment of growth and expansion. 
Some key findings of the study include:
> HR professionals and leaders agree on the most

critical skills for leaders (percent of leaders selecting
the competency as critical): 
1. Motivating Others (80%) 
2. Trust (80%) 
3. Retention (75%)

> Three quarters of leaders cite retaining talent as
critical, yet only 1 in 10 see themselves as strong 
in this skill.

> According to leaders, one-third feel that new leaders
are not adequately prepared for their new roles.

The findings of the study underscore that despite China’s
growth, leaders need the constant support of their
organization to ensure success.  Awareness of what it
takes to be a good leader and where improvement is
needed is not enough.  The full impact of China on the
global economy and its sustainable growth may very well
be measured by the extent to which Chinese leaders are
prepared for the challenges of tomorrow today. 



SUPER HR
Many individual practices, such as training and empowerment, can improve

performance, particularly in China plants that most resemble Western

facilities.  It follows, then, that those facilities adopting an array of leading-edge

human resource initiatives (so-called Super HR plants) will do even better.

Eight percent of China plants (32 facilities) indicate that all six HR programs

are in place and highly effective (see Table 10).12 While in many instances

the China Study supports this hypothesis, the impact of HR within China

Super HR plants is not nearly as clear as it is in U.S. Super HR plants.

The China Super HR plants appear to operate differently than other facilities

in China.  Specifically, they are developing more skilled, higher-paid workers

and are giving them the strategies and tools to improve.  The impact from

this effort, though, appears greater among Super HR JV/FEs, as described

below.  Approximately 11 percent of the JV/FEs were Super HR, compared

to 8 percent of private and 6 percent of state-owned plants.13

> Training: Two-thirds of the China Super HR plants (66 percent) offered
more than 40 hours of formal training per production employee per year,
vs. 24 percent of other China plants.  They also spend a median 10 percent
of their labor budgets on training, vs. 5 percent of other plants.  Approximately
71 percent of Super JV/FEs trained more than 40 hours, vs. 50 percent of
Super state-owned plants and 67 percent of Super private plants.

> Lean Methodologies: More than one-third of China Super HR plants 
(35 percent) had implemented Lean Manufacturing, Lean and Six Sigma, 
or the Toyota Production System, vs. just 15 percent of the other China
plants.  Approximately 55 percent of Super JV/FEs were pursuing some form
of Lean, vs. 25 percent of Super state-owned plants and 27 percent of
private plants.

> Wages: Median wage for China Super HR plants was slightly higher at
$145 per month vs. $120.80 per month for all other China Study plants.

> Information Technology: Only a well-trained and motivated workforce can
make optimum use of the myriad information technologies available to
manufacturers today.  The China Study surveyed plants about their use of 18
different IT applications, asking if a particular application was in use and if the
plant could turn that application into profitability.  For every application,
China Super HR plants were more likely to report adoption of the information
technology and were more likely to indicate that they had leveraged
application use into a “major improvement” to profitability.  For example, 
71 percent of China Super HR plants had implemented enterprise
resource planning (ERP) systems, vs. 46 percent of all other China plants.
Where an ERP system was in use among the Super HR plants, 41 percent
reported major improvement to profitability; where ERP was in use at other
China plants, just 18 percent reported major improvement to profitability.
This trend appears for many IT applications—customer relationship
management, product data management, financial management, asset
management, etc.—and indicates that only the best workforces get the
maximum benefits from new technologies.

11

TABLE 10:  Super HR Plants

Number of plants and % of plants
China Plants U.S. Plants*

Super HR 32 plants 8% 12 plants 2%

All other plants 352 plants 92% 650 plants 98%

* For IW/MPI Census years 2003 and 2004, a combined 29 Super HR plants and 1,619 other plants.

12 The profile of the Super HR plants in China generally resembles all other China plants (number of employees, 
industries, age, revenues, etc.). 
13 The smaller the sample size, the larger an observed difference is required to conclude statistical significance. 
MPI and DDI generally chose to report only results where the differences between the group of 32 plants and other
China Study plants were most pronounced. Where double cross-tabulations of Super HR plants by ownership structure
are cited, sample sizes are exceptionally small—state-owned (six plants), private China (12 plants), and joint venture or
foreign-enterprise (14 plants).



Surprisingly—especially given the HR best practices and
tools in use among the China Super HR plants—the overall
performance results of collective HR-focused programs were
uneven.  Indeed, certain metrics were better among plants
without a full array of HR initiatives or where these HR
initiatives were less effective. (For example, 38 percent of
China Super HR plants reduced manufacturing costs in the
past three years, vs. 39 percent of China plants without the 
full array of HR initiatives.) In some cases, the data may
have been influenced by the performances of state-owned
plants, many of which do not have modern HR programs in
place yet still report (some) outstanding operational metrics.
Additionally, and as noted earlier, many of the HR concepts
included in the study are relatively new to China plants, 
which could mean that these HR practices have not yet
generated the returns they have provided to manufacturers 
in other countries.  Nonetheless, many critical manufacturing
measurements were clearly better among the China Super
HR plants: 

> ROIC: Super HR China plants report a median ROIC of 
30 percent, vs. 20 percent for all other facilities (see Table 11).

> Inventory Turns: China Super HR plants turn all types of

inventories (raw materials, WIP, finished-goods, and total

inventory) at least twice as often as other plants, possibly

due to their higher implementation rates among this group

for Lean Manufacturing, which places a premium on

inventory reductions (and thus higher turns). For example,

total inventory turns were 9 turns at China Super HR

plants, vs. 4 turns at all other facilities.  

> Three-year Improvements: The China Study tracked

three-year changes for many metrics, seeking a range of

improvements for some measures and percentage point

increases for others.  China Super HR plants were more

likely to report:

- 12-month production output had increased 

(91 percent of China Super HR plants vs. 

76 percent for all other plants);

- Total inventory turns had increased 

(58 percent vs. 36 percent); 

- Greater three-year improvement to ROIC 

(5 percentage points vs. 2 points); and

- Greater three-year improvement to on-time delivery

rates (5 points vs. 3.9 points). 

> 2005 Revenues: The China Super HR plants were more
likely to anticipate increased revenues in 2005 (93 percent
of China Super HR plants, vs. 84 percent at all other
plants), and far likelier to anticipate revenue increases of
more than 10 percent in 2005 (74 percent of Super HR vs.
53 percent).

TABLE 11:  ROIC
China All other

Median Super HR China plants

25th percentile 15.0% 10.0%

Median 30.0% 20.0%

75th percentile 40.0% 40.0%

90th percentile 80.0% 73.5%
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BETTER SELECTION
SPELLS SUCCESS 

For its Bohai Bay, China facility, one of the world’s
largest refineries realized that it needed the right
people in order to drive business growth and
achieve its business objectives in coming years.
With an aggressive growth plan that called for 
the number of employees to more than double,
from 425 to 960 people in two years, the
organization needed an effective selection
system to ensure that it hired the right people—
those who would be a good fit with both the
organization and its culture.
Prior to implementing a reliable and valid
selection process, the organization sought to
educate a newly established HR recruitment
team with both the knowledge and skills
associated with selection system design, and to
equip hiring managers with solid behavior-based
interviewing skills.
Once implemented, the selection system helped
the organization realize several results, including:
> The ability to screen better and to identify

higher-quality candidates.
> As only the best candidates were advanced to

the interview phase, hiring managers were
able to interview fewer people—saving their
time to focus on managing the business.

> Written and valid selection criteria—consistent
with the organization’s unique requirements
and culture—for all job openings.

> Higher morale and performance due to the
perceived fairness of the selection process.



> World-class: China Super HR plants were more likely to consider

themselves at or near world-class manufacturing status than other plants;

55 percent reported they have made “significant progress” or “fully

achieved” world-class status, vs. 22 percent of the other plants that made

that claim.  Likewise, no Super HR plant indicated that “no progress” had

been made toward world-class, compared to 24 percent of all other plants

that report no progress toward world-class.

THE FUTURE
There is little doubt that China will play a dominant role in global manufacturing,

serving both its own surging economy and the demand for the goods 

of other countries.  And Chinese manufacturers will continue to become

more competitive.  We can expect more innovation, continued lower prices,

more emphasis on quality, and tremendous investments in new plants 

and equipment.

Like all manufacturing enterprises, whether in Detroit, Düsseldorf, Singapore,

or Shanghai, real competitive advantage will depend on developing an

effective portfolio of human resource best practices.  While developing such

a portfolio is a long, hard road, those that persevere will enjoy higher levels

of operational and business excellence.  Although many China plants may

not yet see the clear benefits of their HR efforts, these programs provide the

momentum for long-lasting results, particularly when combined with the 

cost-structure advantages enjoyed by China’s manufacturers.

DDI clients around the world have started HR transformations from varied

levels of competence: Some are in dire need, while others are ready to put

the last HR strategy in place.  In all cases, it takes commitment, driven

leadership, proven approaches, and an overall upgrade in human resource

skills.  In China, the requirements are no different.

Commitment to/strategy for excellence: Just as a facility or organization

cannot be satisfied with mediocrity in its production or quality practices, it

needs to demand the same level of commitment in its human resource

processes.  Far too many HR initiatives are implemented but then don’t

deliver the expected results.  Realization of these results can often require

detailed planning and a fanatical focus on execution.
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Dedicated leaders: Every organizational transformation

requires a champion to show others the way.  Ideally, this

beacon is found at the top of the organization (e.g., CEO,

president, VP human resources) or facility (e.g., plant

manager or other executive staff), gives voice to the HR

strategy, and powers the transformation.

Benchmarks/proven approaches: Don’t reinvent the

wheel.  Find and benchmark plants or organizations that

already have highly effective human resources programs.

Visit their sites, talk with their leaders, study the metrics that

worked for them, ask about their failures, and seek out the

resources and external aids that have helped them advance.

Skills to proceed: Moving to the next level of human resource

capability may require training and developing of internal 

HR staff.  If the necessary skills cannot be grown from within

to facilitate an improved HR program, look for outside

assistance to jumpstart the transformation.  For instance, 

the performances and practices of China JV/FE plants

indicate that many HR programs likely have migrated into 

the China plants from their multinational parent companies.

With the right strategy in place and the proper focus on

execution, developing a world-class workforce can be a

reality sooner than most managers imagine.  Our data

indicates that facilities in China are already trying to make 

this “impossible dream” a reality.  Every day spent moving

closer to HR best practices is one step closer to cost 

savings, improved productivity, and better bottom lines.  

METHODOLOGY
Data for this report is drawn from the IndustryWeek (IW)/
Manufacturing Performance Institute (MPI) China Manufacturing
Study 2004.  With the assistance of MPI principals,

Development Dimensions International (DDI) examined

results of the study.  

The IW/MPI China Manufacturing Study 2004 was designed

to collect operational and business metrics and practices at

manufacturing facilities within China.  In spring 2004, at the

direction of MPI, BNC Resources Co. Ltd. (a Beijing-based

firm that conducts industrial research, including supplier

audits) contacted approximately 1,000 plants throughout

China and across all major industries, requesting their

participation in the study, which consisted of a four-page

questionnaire with more than 100 questions.  From April 15 

to June 30, 2004, 406 facilities—all of which were ISO 9001

certified or in the process of certification or recertification to

ISO 9001:2000—answered the questionnaire by fax or via an

in-person interview on the condition that their identities would

be kept confidential; there was no incentive offered to plants

that participated.  Data was transferred from BNCR to MPI,

and then entered into a database, edited, and cleansed to

ensure answers were plausible.

For more information on the IW/MPI China Manufacturing
Study 2004, or to obtain industry-specific information, call the

Manufacturing Performance Institute at 216/991-8390 or visit

online at www.mpi-group.net.  
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