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AR AR NE YN W] PN &SR Ne =
NE Lo

AR LR AR PEZ BT FIRE BT 10
X, AERBL, CrBSAIE AT R
FHFTR AR S TE HbAHE, anFIERk “H
IRZEWTT HURRIR, IERERIG IR 7

ANER, BERAEH—FE? 9k
K, BT — R ? Xt
Al ] ZL ATl 9 — KRR ——HE DA g
A, R, NAZRIRAERR R, HiEE s, &K
AR, MORITHREE + # T EE R EET,
(EIAERY ELIEM Al A fR bk, TR ELE T
— R, MBEA R WA R
7 SRR AR, X AR 5K,

RKIEER, BN, R AL,

FERIZZEATRIARAR R o EEH 21T,
XS REF Ak, BT ZIANTIENEEL
DIFE, A TR E RS U,
M5 IHEHERIN A — D H Z AR 1%
FIFAR, WERIET o MfERA SRR AT
BEEMLTEEF, W5 NER
ANUG, DRGSR EIH C R

bRk e, N EREEIN BT,
RN T Ik, AR — R A e—
BRI, O BERHEE

XA AR BRI TAL I 55— MR IE——
PREATTRIRG, RIS RS SR RS
It NE. MBRARI MR, H—x kiR
FTRANTIRRAEN, XREFSET
TEXH) CHARERT o RAREST, XA
FRAIFAE R A B E DT AR, ekt
{77 N

AL AL, P E BT AL 20
QAN A EEERTY “ BRZEN” R, #B
TERKBR MR R T RETRIA AR A
PP, SEEIBINIREBI, 58 FiSHS
W, ST, BEERRRRER E
FERRIEA “ERZEWT AL, ANMNAEEES
(M. WDTHEE, A BT ESRBIEMI,
TR AR

AR IR
CERZENR AR E TR

BRI, HOANRERIL, EEE, R

FARE R WRERD, BR




HEEBRKRMNITIVE TR “BAZEE" IR, SPEELREBE,
RARER . EXIMBRATFRR. =& ZiE, XE2WREH,
EREE, FRHNELSASBUEME, NIXAR. RS LEIEX

TANIHIETR?

TERIANZEA BN HIRES. s
BT, EMTRAAHHER TRREFIL, TR
NFEIERECA TIXMTLRY “BRZENT &,
BENAE; MM 2+ R
(Facebook ) t/&—1 “TEk" , HRIEEIE
53 HT /A F] eMarketer A A HY (2015 FF4422 W
&I HIAIRE ) Wik, A 2015 F kR
ML T S UK IR E] 251.4 {23670, Hp
BT U ATTR SRR T U
) 65% fitq o

i EA—MeiE, AR EERNTL
EMTURE RTELETERY “ EIRZE Bk,
5XEBER, XERE T EERRA.

HEHEAHE . & LEZHE “BRE
Wre , (BEENTRIEANRAHEA. EER
“EIRZEWT &, TTISRER . ek, L,
WA UBER, #REUSANA, W
ARRBIHT IR ES T, TR SR E
THEAGFES I EAe D, fEEE,
B—MRESEFEE Y, RIS EEAL]
HREFHEHET, TrEAE,

(BfERE, BEenml. F—HEEk
WESk, tgb@frsEe e, JEABIH, 7]
PURAGERVRER, BEERN “BARZE
W %, HESEEE AR R HI .

WRENEIRWGIT, HESEIL,

XNEEmE T 2F 20 YNEHRET , &
RYALE NI TN #HESZMILEEA
HE9? RS, RS ERTE,
B ML E R, SRRk, MZEMILRY
PR EHIERR MBI, 45 R BRI T 208
JU, TIEENIREA T #IEHIA BOSS,

XA “EHAZMET W, BERE
SKHIR) o RIS RARAEPER Y B3
Wdntt, FARTEEEEHR HER”
RAEMIER, BINHEITIIE T2 Boh,
TR TR, i EEREES
ik EERE LS, TRERE TiRaXhE
B BIFE, B Tk WHE, WME=E
KXo

LR, PEERNTLYS TN “H
SRZEMT” DUIR, SRUEE EREAR, AR
=l BRI R A, =&,
SORPREAE . RERARAK, X PR AR
AR, (BN R, 8F, AT
W —TE “BERZENRT" IBERRESE T, X
BHPRIE SRS AR, MR, ik
ST, BIEREAMNINARE.
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o

HE: AR - -
ey EErh RS,

BAT — B GEAII = K12

T BAT Rif, EERE "EE , BRSENRONE®E, ANBENBESERE.
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HIF B &

"

ERZAvR

PT B2 : fE L2 {T
RIS HBZBA R,

Bl - &IERUE

MF Q WAL

NIDAN =R
B=31lbo

BRUFHEEMBEREHEARNRAR, ol s, RNE 020 #i. iEifk 020 M
K “O” G TFIKEE, H O R MR RV RN BT a2y TR,
HAT R RO AR U U B Y B
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ELE 1948 5, MRHINE ZAEZEE FTE
TAFEBE — A B FImeY, s E T #l
VA R TR B T B ok “HRZE
17 (natural monopoly ) ” KI5 4] R
I —T S B E R TR ARE K, iR 28R
BONE, DURZARAIN BIN) rkesit it
ZEMr 2B BE 2, RUEILPREAH
T 0 (MC=0) (=l BA FIRZEWHR:

AFRpAEIET 0 (MC=0) RIF= L BHERIAZEMT
i, N EFHAEL R, BILEEEEEL

K + eV RYEF AN RN ZE 0

WS A REME BRI ARG ), KR
S A et IEy Al 7 N Y S Vag RIS Al ND N
JUPETE. BIIIAREE BT RATR A RIHS
RERIAERRS, BRI
PEAFIE, DA Pz inm), RIVEER AL
HEE A RO T R SR,
TSR A N H R okt e 5 2428
Wi, BESh, EERMFE 2R R

AT E SR ZE W 2

MV RS A, ELERI = R
RIS,

KRB RS (subadditivity )

LA SN, IESNIBPER AR AR St

— VIR T P R o

MARNAEFRI AR A, AT
BRI + AV B AR IRD A 22t . REAE1
& 2 A4S« ¥ /K (Peter Thiel ) (2014 )
SRz EABRENEL, S5, B ZEETS (M0 F| 1) thBmktE

ETLARIGUSOBITBRI A RS, TTHRERE S EA7 ) HArah 2 220 | X

£
Tk

FILE5MERTE

SRl 53E. BEFTIER, &
BAEMBINRE. MIESMEBIESRE, WiF
MR XS5 ZRAENKIBRS; M
TUMNBIESRE, BETIAARNT X, €
RTIAR MR LTI RERTRE S E—ERE
ER%. BEMES R EE RRKME
RTYEMRZHRA, 7 XTEMTHHMN
&, FERSEELRAT LRmFs

BIE, NEMTIHEREETEZH.

Rihhin
FBEEITEN. BiE. EBREMEREALN
B, REMRITARRIEZER AT
KE AR TIAH KR EER T AR
ZET—ENNE, FERIETERMEK
A ERNRE 4, MMITREF
Xt R%, BEERFESES, URH
MEP2P. REFERMAATE. XL
MAMEMRABME— N ILRSE, BT
R =i ia AR SR AR, §—

NEIEE
B A RS

METER AP, fil@Ed—1h
NEAFITREMKE. FEAEENIE
ERwMERIREEINAE L0 P E
ALk, FREERSEBHARZEER
AANBESMEERBRI TS, FHEHRAR
Bis (two-sided markets) = &l
1% (multi-sided markets),
XFRiBHIHHHARERTF 21 2
ME, XE. RMEMANET —HXTF
EfRfE AR REZHEFHHR, 2004 £
EEERSZBIN “WAHIHEFE"
FARFITSHREENLTIHELHER
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(M OZE1) BhiRtRiEL: ABSERWFEEFNE
IrEt2ZET | XHEEERR + elIVaIFEEE, WaLt, B
BXK + FYA B B o seiB il [ RR =M = mm e (N SR SR
i, FRRURWERIRIEIR ARIKEMZ

W + GV RORERE, MEANL, EECW + A F]
A R Rea I IZEWT e E U AR R AR
7, s B AT A R R R A

BRI + B H AR BRI S AR — A
SRR~ (AR AT
REFRAUS 2R, P=MC=0) , FH A0

(1) ZE0-1FrE: $RE—DTEANFEF
(T, JHERTRS R, 512 FREHA,
318 VO/PE Bt ; @t “Resk” Rk e
B, BAPRATIZAEE;

(2) fE1-NEY B @ % A is fF
R SS T, RERZEWr L, (615 P KT
MC=MR, @it L8R SRS A T,
HiEL, BEIRE R, EER
SPETTBIEEE R 55 3R A)!

ZEWT- B MAEN 2

SR B B S A B A 7
R RS T L R R T e
BRI Bl RGN 2014 (Ei501
IRESEBAFELE 7K Jean Tirole) 9“1
W S, FAlEAEE TR + 5
AT . S RE TS S S bZEIT
Tk T4, SR STE BT
SRLPIEINES, WLtz E S
TR E N A RAR R, L
NPB TSR, Fatt S
s R ER T SR AR 5 IR A,
V5T PR PR S 7 A SN A B
P PR AT 3, 4S5 F P 2 P
(marque buyer ) fif, %277 7= 2 U IESM 8

2B, KL Rochet # Tirole (2014 £ 3%
MUREZEFZRIKRFE) MR Armstrong
EANAREZHRATE (two-sided
market) FRiEiF#i%RERK. P2P EH
BMTARRARNROTG, HiFH
AR E LB H TR (RN
A) BRRER, AEEEHEZEHEFE
RRMEIEBIE, B—MERASHE
HRABAPH—IHELITHANE
RifE IR -
WATmIHFHRZOHEBEZ TR

BIEM SR RE, B & KR A b d 24 =X
MMEEMEFESFFERTAKL, ZNF
BEMPZMEZEMLE, UEFEEMN
MHBENLSER AWM. Evans 0
Schmalensee (2005) &4 7T XFRibFE
ABEMPEZAEREESR: £—, &L
EM U ZH T XBURTF B EIE KRN i&
BALE, [EEMZSIMEBIESHETEE, URE
NEARREA; £, FAEFIERKLAMN
BARETE—LHbaREAE, BEEAR;
BZ, —DERRAMENR—EL %S
HizihMigmiRE . BERE, MEFIMA

Number of results

ZEHIXREE RN, NRNHIHEHEIE
BAXETERH

KEEiS

KE (The Long Tail) X—# S 2 H &
ZORBEE R RHT « ZEF (Chris
Anderson) #E 2004 ££ 10 A §y
‘KE” —XHmBRRY, A%
HE R 40T 5 FhFN Netflix Z 2
W R A #1225 K. (B
“KE” HIEEEE

e —

“More generic  more specific >




PEARDK, SEEX I B T RE s Tl bRA A
LSRRI (captive buyer ) |, W27
WA B P AT RE(R TR A, (Rith, X8
T B4 H R R AN E O 5
AP B PRI, B
REIAAIFREN, RIREE-6— v H I
T HIBREAR TR, TS A P
BURT HIOPRE AR, =0k, Wt
AR FEHERES B o ANk
BHENGIT, I IHREO LT T
B F-RRIRIE RIS, (BRRRR A,
FrR NP A=A NA B o BB ATRIEUR T,
AR R ANRYIXI @R 8 (FHRE
BN Visa Fgbe— MNMLREIA T
Ftr, HHRER AR P BIERCR S FR
A, EESENL A R EEEAE R
AR RECE G, Visa 5 H-RFEGH
FAEE AR AN CAnRR LA, )
X A S T HOBRE AR 2 (7 T

%), B Visa SP-Eiid i PRI F]
FERANIERF RN, BRERF F ATH 2RI AU
fm (-8 SRE TR AR (J8) .
SERFHEREM, RRBEAR-5 R
i, (B EREE b AR Bk A s (35
A% RS (SRR RIS

BEN A+ SFERIEIR (0-1BYEE) -
TE—PEeEFNTly, BA “BRZEN
FRERY = E 2 5 P=MC=0, HI7ELRR
BRA MC=0 (ISR T, P AE IR a2 P
eHmES . HhERRESESSNIEET,
KA EAET M, wiayrBeRnatE o
AELHEA, EEVFEEEENL Hit
AT FBUGHI A FRIRA], TEFaEK
HIEH, XA TN AE TSI A
PG Ban, @ E1F A A 55U
BEEPA, R MNMURRGAT. gliz
I, TR A R PR R R 5
LR, FEHEEERAH —HL

MER, BE—SHENE, BES%EE
RMELE KE” FHEH. “KE”
EhrERGIT FPHIMREST (Pareto
distributions) , BEREKBILFKIZARAE-

REZFFEHRBRETFE, TENE
MARARHNHHRFRELTRE, Fit
g ASE AR AN EF KEHRT] A F
5MEEF. flamkaEEENmg “ZN\
ERE” 1 20% KPR EliEA R 80% BN,
BEZ 100% B7iE. EAMRaEXREE
EMAREENSE, MRAEXTMERN 2

X7, MELFHE ‘KB - FEES
BIRE N R A A RERERIR K S M AR E
g AT, EMBRE, BFREMK
ARKMER, BINVEAFREFZE, Hit
MIE AT REARIERI R A KE I RS
HZ&Ey “BE” , XiE ‘BE LML
HRYFEESBE L o REH - =
BmRIAA, MEMKEXE ‘KE” « &
7 KE” M.

‘KE” BEBKMEEHRAME,
R EEFEBEMERM. &5 (2014) A

AEBKNBERZEEMBEANAZELE,
MEFEHEXMESH—MEgE, Hiz
DAERFERAE. ARHKRELE. M
HIRE. FEARLR, FTIBEBNBY%E, 2EH
BRI AR R T = A & P EFHEIR
AT KZRE, BREXE P EHE TR H
REElER. ERMBREASREXIE
FRART I MRS A, M—EERRS
&, BRERERNAREAILTAE,
B R ASEHEERET KRR LA ~E
HEl, ZERFREGEE “EL” %5,
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THHRE; B E Tl g ERs,
U T AT E I BS HIK, XS RIS UL
B—5E B0 2R AR IRANAT I S AR, =
D33P B ST E R AR F 2R A
TIPSR, AR EA S EREF
&, W AN ER], RIS
[EIE

kS

P B AT TE LR, BiRansEhE
TERIEERI + =k, SEREAVEREM + P&
AR ERPF IS VT E5E N
Z AU ERIEIR A, R Rafa R
Pkt EysRE (NOL, EEERA NO2) &
[FIZEwr, BIFME “BE Nz, —RHoR” By
SRR

AR DA L SR AR R LR OG22 5%
HEMARAET T ERK -5, B

BB MTIL P EE 2—3 MRS ETH
AT TR, WARZH) P2P Gttt
R 2—38 M FE, B &AL R
TN B N G o IXFEA T TR %
RIE SRR TR R A b it iy, £
BERIBARME T, R (1) IRIAEH
FRIXFAFIAT AMATHRE? T
ERMERRE] TS, BARFIAR AR
WEREGEYE, HARAMEERE;
(2) BFRZEHAFEL AT B HiEERE
%, RINERIARKIES, HATRESESAR
KE IR, &FEDAERE S,
FRIDRE LR A M R 2, IR AR,
TeBRSE, KIHSEE.

W24, HXRIKEA BRI E
BERY +, BURZARITEAUE? L5k T HR
ZEWT R TE T R A A
7o & 50 bk £ /K (Crew & Kleindorfer,
1986 ) K ESRZEWTIATEAR IR AR . bt

ERRAL A B bR LS B AR
Bl ATISBRBALT “EX 4
52K, HEE ST ERATLOR
FRRALESS, BtHanstHTE,
SHRBERT TR 4.

BPRZEHT

ZFBRELEL, “BREH HES
EHIE2EHA% - 728 (John Stuart Mill)
REM. EE «BUARFFREREEM
SEFHETRAF, E£H/URRE A

REW . EEZR DR ZHETRE U
B Z2%—7, mERE WHIARE
WTHYZER” (7280, 1848) . BIE-FLit
HIFRERIE, Mt E AT IAE B A R E KA.
BEFIEEAZN, ENRATHIAAL
NEBEAMPRBZR, E—fMETHIAR
TE A2 B i IR A 220 -
BHXFEAZHMM RS INRE
THEEFIEAZKREHIER. 1887
F, = - F4 - ELH (Henry Carter
Adams) £ «BIFF 5T ARIXERY —

NXHiHE T BAZEE M. i likiE
FTRIFE . TRMMEREN LA
B S A SRR, ik, W —.
Rl R s A AR LA, EXTF
HURERY 25 358 48 A 7=l 7 3% 517 BURF 5 o
1902 F2FFRES (Farer) H{EITH
HT BAZBERITH 5 REARZFIFE,
SAlE:

(1) izl R LR P TR = R R S
(2) =l p T HE B A R AR

(3) F= R AIIETE ;



XU H RS RAR, M —MEITRIZEY,

ERR=®K

TR mEE PR AARR. BEARE—ETHE DI
FRtvRRFER, TEelH, EFERZESNIERIERH

HEFIR,

HUE Al R FEPR  BHARIHI 5T
O EAEBIRER, RBURT
RERNAEFIE L F R WA T
VFSPRIE A TR HE SR 2T i — P =0 B 7
iR} 2E % (Demsetz, 1968) #2HifY, HEA
B EIAER . ATHARER A R
W s BRI, BARLEIVE A 3] E AR 2T
IR — T ROT A, SCREHRA IR
BIET . MRS SOMERLHI I RSN
SR AR TR TER T = ARV N
ZERFI TN + =LA SRR, i
FAE AT E S T A2 e i O B X R R
il B A SR B T 40 (Posner,
1969) , MAEHIRE, BRZEW =R,
WATRERE, XIEHTHZE Tk SHoRk &l
MR AT ER . 5 T ARG TR N

BUSRREFAIFEER.

RIS EATBEA DRI ZEWT AR, BHRN
PRI IR RBERBAREIHT . Al
SRS AT RS A Hil, X
ZEWr AL N AR, e — R 22
W, ERPLHCT —REE N — R
PR R HINIE —E s %0 F
BRBAREFED, RErelE, RS
R REIH S RA, SR
HHPPFEE N b, FEEAINDTY
R, A PREEDEIL PSR
R AR M R Z [ A2 Bt 7E 0 A
X LS SN, PRI M2 S AR A A
EEfnE, THRW + 22l A —E R A
LERERIN. © (AXEERNE BRYEE

BRI )

(4) FEMEWES;
(5) I FEEE LR = HE
XTEAZHBFBORRINA, %
FUR S BAREHNRTBEE, X
BRZMPREEXNELETEEEF
(economies of scope) FAL A% A Al
T (subaaditivity) HERE, MFRiZ
L EMRZ SRR £ =R,
BIEMREFAEE, SAMEFYRAL
#, BERZH—EEFEANTIARHRA
NFEANENFANEFHHAZN, HE

A ZR IR S AR, ZIT
MNARBRZHTL. 5& (Sharkey,
1982) #IEAES /R 4L 5B FI4% (Baumol,
Panzar & Willig, 1982) i\A, BAZE
BFIEN S E R B &N Z S HB AR
EinfE (subadditivity) o BUZR S ARTE R
EE, B—REWVREENF LTS
BABRBEERXRENWS 55y E £ [E
RHERE 2R RARIK. RIERIIEX,
BAZHPFRETRRE BHRASH
HELmiE. MBH—AT BEFEANT

7= B SR A L B A AN B E A I BT
BEFXAFEHBBEAR, WiXA{T
e BAZNTIL. X#HKx (Waterson,
1988) HEHEE «MlE 5 B RZEH>
3t BAZEXEN R BAZEIER
EXHE—MZL, ENRARZRZ, 14
BB E =R R — R —HaHE R M
HE~ERER, RIBEANEEEEFHRE
AR LR EFREM EHiIHRER
HBENFR. X58E. WE/REAN
HAZMTFERIAMR R —BEY.
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ok Ehy AZHTFINH

RERRIEEBRMN RS- P SOE PRI BENEL], XEFRAIEI
B, EEREEZUENERR, tB—xREWHEARATE, MXFTR
BERAIZ Oe B — BB W MREAFTTR, HARIERZMMERS .



SEN BRI EEER, KSR
ARFTFRRIA, EREEIDLE A& R
AT SRAESF, &4 T R
BT E BRG] SRS ER
KMk 58 [FIIRSHEEMW G, URITHET
VPR KT 5 B O 7R TH S ] B EL A 1
N TAHFEHBATIET.

SUERE Y 91 Fogk, LUSTE
ELESEHR BN R, A4 IR
TIPSR AL R BT — 2 5%
#zlil, HE5EEPFET, BAAES
NHERITHIRE . RUBEREHE Siad, iR
RSN RIS 52, e
PSRN, 58 RIEEEE WG & (E
B 2 JEm i Are Tl b B e
ZEMrHb L

ZEWr R L P R h A AR s R
RS L — PR EDE L AR
IAERZER J7= it AR P A B S R S 15
o RREFFEIND, BT RI L
SREESL, (EZEWrI HEUR e S BIATE AL,
RN PRIR LA E .

FEHIERIRA ERIEIL S, BB Z S
FE A\ ZEM I e HER O S R
U, HERTEXEE, B
YR 7SN Y SE VA

G T a2

B R A AR T — BB
SSEty I T, Ll PSS T T
b, WEE RN, SR

RS RN . TS T L.

ISR S RIB FAEDIET,  EAAnR
JREFRREL, BRI LA 2
ANRFGUE, HemtbEl T S L 3R SE
Peih, T EmE T ENARHEEN . SEH]
[EPRPUIIERIS taiil @k EnEillialinE A S
—MNETEGRR TEBIM., K. AL, 24
FEMHENRERN, KT, 5t
K MY AINAES 52 b B R AR (BIFAE] o

TE—17) 5 SFHAFHRAT] 3.5% H5EFr,
BRJAM= RS AR R B . KA
NPT XA RIM A FIR, X=%
T BB IEA ERF& EASKRE 721 L
S,

[SE A SR AP A RIS, —>
SRR H K —— X 2 GIA )
TR ANFRAT, KHRS T HIGHEE,
IR, RAR PO, Z ¥R AT Y
BITHAEN RS, TR F A 4
DB T Bt R A ARy B
PRRUHERARI, U546 TERIWH 7 L
MFEB LS, LB —R—BF—KZ
B, SRR R A TE AR S A, X5
R AL EA SR, AR ERES
Rateaito

IAREE SRR EMILI L, Mz
SO, AR E TR A S

BIAEER B RTE T IR AR A,
KB LEEA N FE SR E S ROV AR T
EEHHE CEO ZZ 202K, EMMILKY
SR BRI BAHRRIFIL,  DIFLEE
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HEXM A &R LA — MR/ 2R, EREI AR
RIRRT, KAMNESEMATRNYRE, FiRRRE=S
AR R, REFBABEREE, MERUGHRYE,
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(A% i RS iy oI ik 7 £ VAR
HIRMIE S A L K, BRI LAl R
R RS

YRS EERNERR, HPREAETILL
B BIEARNAE— DA DL BRI ISE, o
AR EBA R, TTS (33
+ B3 + 05 ) AR BRI ZIEIL
PRI R, Rt Il
AT ARSEALERE, RRHBLE2ME Lk
Kl —5¢ OTA (TELkhiefCHE) o Rif,
R EAE IO Y5k, SIAEZS
REREIR, X057 AL SR
W5 Gy et AT RO, PRy A
FACTEFRITIA T

XA RATE LML A T 5
R AR EMBILOTIE R, HEREHE
2 CEO W E T REREM R 10 (250
TGS, BT B AR50 s
Jefd. #iETrR, ELdE—F—ss
23.64 {270, SFE—FELFT 7L,
BREMEEFRIELHER, BEEFEWLF
T, IR 1R EREL SR,
B LS{ZTE. Zh " FEIHRE R, Higs
WK 3.56 {278, ST K.

RHERIL,  EIRIN A BB — U8y

INEWTRS, FER R A R R, B
RAMESHM AR e, HaRBE
PRI, REPTA NERZHEE, ifu
AMIALE AL,

GHE G HIHALHET

YEAWEFR TR E > 20 TTAVRAVAL
B, A—4T% BRI T F R, WS
PREFERER A S HZRANISTEE o 4n
A, VITITONE, 1Iuke%, 1 TEHYE, &
BRI NI A E A TR A K N5z o

fifi CEO f4kli, SHmEIFLART,
IUAE 2014 SETRE4E, TEELIER T 15 (Z A
Rifie HWGHIEBRRN T E5 S AN
A7 BT MORAR AR, R
SR —ZAT], AN RARIEH T

FETR . PREYE AR, XUTHE S %
BORbTT, BB SETE B AP R
Rz — o TEROTIRAERIRNUELH, GEr) 2
VC DI BE AR E, BOTHSSFRGEH T
L5 {ZH P, HEZERERH T FHETE.
RS AT ST

I AT A VBRI S, AREA
B, SRR S A RS T SRR
TR P SUIERIOESET, @& ™ TE




IR PSS S, B2 BAT AJ=4T
EHEEZTTE.

XL BT AT, EH AR S
KA, TR TR ENE SR HZE
e (HX AN e S N AR S,
IEAEZS R P EL O T D A
TR R

FER BRI MARA |15t 2 B s B R A
Ak, A 2SRRI, A
Prsg g i 5 ok 4T, BRIGTE
B T T o

Hitt, FieRAIERIMIL, E=FE
TiEFT %, #AEA ARBBEE 745
AR, DU PR, (R X
HMEpI, SRB BRI A A R
FHRZ— B—MREE, SFEIRA AR
Hg, WEEATHINERS, Bl AER
BERRAIBIR AN Ko

NERFAL AR WA ZERIN, 4]

FHEERATISTFER, BARsIMUERA
MR EERN R (0L, BERMWA
o e P AR B R A PR AR B I A DL
B, XDRARIBOHEFHER, FEARR
KRADFE AR R
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Who Feels Lonely
at The Top?

Do people feel lonelier when they have more power?

Do people feel lonelier when they
have more power? Previous studies

found that power brings larger social
distance. Previous studies also found
that power is likely to reduce the trust
among people, making it hard for one to
accept the generosity from others. These
findings seem to resonate with people’s

perception that the higher one is at the

organizational hierarchy, the lonelier one

will feel.

How Does Higher Power Lead to
Less Loneliness?

However, in line with previous studies,
but in contrast to conventional wisdom,
this paper put forward a counterintuitive

idea that people at the top actually have

Adam Waytz
Northwestern University
Eileen Y. Chou
University of Virginia
Joe C. Magee

New York University
Adam D. Galinsky
Columbia University
Rewritten by

Ruoyong Zhang
Lanzhou University

A\ =

lower level of loneliness. Why? First,
power provides more social opportunity.
Second, power can improve social skills,
facilitating interactions with others. Third,
power helps to reduce the negative
influences of social stress, thus making
the person feel more capable of forming
new social bonds even in adverse

situations. As a result, people at the top
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should have lower level of loneliness
compared to those who lack power.
Moreover, power helps reduce one’s
need for belonging and then reduce

loneliness.

Research Methods and Findings

We conducted eight studies to
test the above ideas. The first was a
questionnaire
study and the
other seven were
experimental
studies, in which
three methods
were applied to
manipulate the variable “power”.

Study 1: 309 participants completed
an online questionnaire that measured
their sense of power and loneliness.
Results show that the sense of power was
negatively related to feeling of loneliness.
We controlled for age in analyses and
still found significant negative correlation
between the sense of power and
loneliness.

Study 2a-2c: Three experiments
were included in the second study in
which three manipulations of power were
applied: (a) writing out the ways one
has or lack power, (b) occupying a boss

or subordinate role, and (c) having or

lacking control over resources.

In experiment 2a, 56 participants were
randomly assigned to the experimental
conditions of high or low power and they
were required to complete an essay task.
Under the high power condition, they
were required to write down all possible
ways they have power over others while

under the low power condition, they wrote

'Compqred with those who lack power, the
oeople af the top actually have lower needs to
oelong and a lower sense of loneliness.

down all possible ways by which others
have power over them. After completing
the task, all participants completed the
questionnaire that evaluated their feeling
of loneliness at that moment.

In experiment 2b, 202 participants
were randomly assigned to the
experimental conditions of high or low
power. Every participant was randomly
paired with another one, with whom
to complete the same task. They were
randomly assigned to play the role
of boss (high power) or the role of
subordinate (low power). The boss is
the decision-maker who decides which

task the subordinate should accomplish

and the subordinate has no choice but
to obey. Afterwards, they played the role
assigned to them and performed their
duties as required. Similar to experiment
2a, the participants were required to
complete the questionnaire that measures
feeling of power and loneliness.

In experiment 2c, 82 participants were
randomly assigned to the experimental

conditions of high or

low power. A classic

dictator game was

played. Each participant
‘ was randomly paired

with another one

to complete a task
about how to distribute $1.00. Some
people were randomly assigned to be
the boss (high power) or the subordinate
(low power). The boss made decision
on how to allocate the $1.00 and the
subordinate had to obey the decision.
Similar to experiments 2a and 2b, the
participants were required to complete
the questionnaire measuring feelings of
power and loneliness at the end.

The results show that three
manipulations of power come to the
same conclusion, that is, compared with
people who have low power, those with
high power feel lower level of loneliness.

Study 3 and Study 4: A baseline



condition was added in the third and
fourth studies, which used the dictator
game.

In Study 3, 124 college students
were randomly assigned to one of the
three experimental conditions: high-
power versus low power versus baseline.
Different from experiment 2c, the money
was $10 and only one paired group
would get the money through random
drawing. In the high power condition,
the participants played the role of Boss;
in the low-power condition, they played
the subordinate role; and in the baseline
condition, no explicit role-plays were
assigned. At the end, they completed
the questionnaire. The results suggest
that low power can increase feelings
of loneliness compared to baseline
to a greater degree than high power
can decrease loneliness compared to
baseline.

In Study 4, 653 participants were
randomly assigned into six experimental
conditions: 3 power (high versus low
versus baseline) x 2 social connection

(high versus neutral). The results are

Organizations should increase workers’ job

autonomy o make them feel powerfu
N turn reduce their loneliness and up

Nappiness.

slightly different from Study 3: compared
to baseline condition, people with
high power reported marginally less
loneliness and compared to the low
power condition, people with high power
reported less loneliness. No significant
differences were found between the low
power and baseline conditions.

Study 5 and Study 6: The dictator

, which
ift their
y |

game was again used in these two
studies. After the game, the participants
completed the questionnaire measuring
their need for belonging, in addition
to power and loneliness. The results
again show that people with high power
reported less loneliness. These people
also had lower need to belong, which

reduced the feeling of loneliness. &

Managerial Implications

Although the results in this paper were based on U.S. samples, they are meaningful
in the Chinese context. The cultural context in China is based on high power distance
where the society is embodied with obvious classes and stratums. From ancient
times, China has developed a series of rigid stratification systems, which advocated
that people are differentiated according to their power and the inferior must follow the
order from the superior. Even today, the concentration of power is still ubiquitous in
many organizations where subordinates have little power in participating organizational
affairs, which reduce their identification with the mission and goal of the organization.
This issue is especially prevalent for the new generation born in 1980s and 1990s who
enter the workforce, as they grow up in the Internet age when freedom, equality, and
democracy are promoted. The findings of this paper suggest that managers should pay
attention to the negative impact of loneliness on the physical and mental health of their
subordinates, and find ways to empower them by increasing their autonomy at work,

thus reduce their feeling of loneliness and uplift their happiness.

This summary is based on the full article, “Not so lonely at the top: The relationship between power and loneliness,” Organizational Behavior and Human

Decision Processes, Vol. 130, No. 1, pp. 69-78, 2015. Adam Waytz (a-waytz@kellogg.northwestern.edu) is associate professor at Kellogg School of

Management, Northwestern University. Eileen Y. Chou (eileen.chou@virginia.edu) is assistant professor at Batten School of Leadership and Public Policy,

University of Virginia. Joe C. Magee (jmagee@stern.nyu.edu) is associate professor of Management at Wagner Graduate School of Public Service, New

York University. Adam D. Galinsky (adamgalinsky@gsb.columbia.edu) is professor at Columbia Business School, Columbia University. Ruoyong Zhang is an

Associate Professor at Lanzhou University.
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What Emotions to Display
When Making Corporate Public Apologies

A company’s endeavors to win back customers by apologizing may be
betrayed by the speaker’s inappropriate facial expressions.

n the past few years, corporate public
Iapologies are becoming a hot research
topic because many companies have
been exposed for their wrongdoings. The
defective products recalled by TOYOTA
and Volkswagen are two such examples.

A public apology from a representative

speaker is an indispensable remedy
following a company wrongdoing. Even
a leader as legendary as Steve Jobs, the
ex-CEO of Apple Inc., could not escape
from a public apologetic presentation. In
a word, after the catastrophic exposure of

a negative event, the involved company

initiates the crisis management process
and expresses their regrets to customers
or the general public. During this
process, some apologies end well while
others do not work at all. This question
was the impetus for the study: how can

the effectiveness of a company public



apology be improved?

A company’s endeavors to win
back customers by apologizing may be
betrayed by the speaker’s inappropriate
facial expressions. For instance, Netflix, in
2011, irritated its customers by raising the
price of DVD leasing and video-streaming
service, pushing CEO Reed Hasting
to make an apology. Unfortunately, his
apology was perceived to be perfunctory,
possibly because he apologized with
a smiling face. The poorly received
contrition led to a continuous cancelation
of subscriptions and a loss of more than
half of its market value in fewer than three

months.

How Do Emotions Impact
the Effectiveness of Public
Apologies? Normative versus

Deviant Emotions

We differentiated two types of
emotions during an apology: normative
affect versus deviant affect, specifically,
sadness versus happiness. By
comparing the consequences of the
two different emotions, we proposed
that sadness, contrary to happiness,
is apt to yield unfavorable perceptions

by investors of the company, who will

sadness, contrary to happiness, is apt to vield
unfavorable perceptions by investors of the
company, who will perceive the apologizer

to be insincerely remorsefu

, which in turn will

decrease their confidence in the company

and company’s market performance.

perceive the apologizer to be insincerely
remorseful, which in turn will decrease
their confidence in the company and
company’s market performance.
Furthermore, the apologizer’s status in
the company is a key factor in responses
to the apology. The CEO, as the most
powerful and responsible figure in an
organization, may magnify the effect of
affect. If the CEO repents with a smile on
his/her face, the company will be even
less likely to perform well in the following

days and months.

Research Methods and Findings

Three studies were conducted to
test the central hypothesis, including
one archival study and two experimental

studies.

Study 1 (Archival Study):

We first selected videos of corporate
apologies by searching Google news,
Google video, and YouTube. Then a
trained coder examined in slow motion
90,583 frames (by the standard of 1/30th
second/frame). Next, based on the
Facial Action Coding System, the coder
examined each frame of video twice for

the presence and duration of each of the

seven universal emotions in both upper
and lower regions of the face. This fine-
grained analysis of both regions of the
face was essential to be able to quantify
subtle expressions. From these 181,166
codes, we calculated the proportions of
the duration of each facial action display
in the total length of one’s apology. we
also used an online software tool called
Eventus to obtain data on the financial
outcomes of each company.

The results from 29 videos showed
that when an apologizer representing the
company expressed his/her regrets with
deviant affect (i.e., smile), the company
experienced negative abnormal returns
(performance lower than expected). A
noticeable finding was that if the speaker
apologized while expressing happiness,
the stock value of his/her company was
negatively impacted in the same day,
the day following the apology, and over
the 30, 60, and 90 days following the
apology. Even though a sad face did not
contribute directly to improve the value
of a company, the normative emotion
display boosted the company image if
the CEO rather than another company

representative apologized.
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Studies 2 and 3 (experimental

researches):

In Studies 2 and 3, participants
watched a video of a white, male actor
(age 44) who played the role of a
CEO of a flight company for a recent
transgression by his airline (a computer
malfunction that canceled 140 flights
and left thousands of passengers
stranded). The actor was instructed
to appear happy, sad, or to show no
emotion in three separate video-taped
versions of the same scripted apology
which included all of the elements of an
actual verbal apology. All three videos

were 58 seconds long.

Study 2:

A total of 180 participants were
randomly assigned to watch one of the
three videos. In order to eliminate the
influence of cues of voice, after reading
the script of the speech, participants
were instructed to watch a silent video
and pay more attention to the speaker’s
behavior. Following the video, they
rated the sincerity of the apologizer,
their willingness to reconcile with the
organization, their confidence in the
company, and made a prediction of its

stock value.

Study 3:
In this study, participants did not

read the script in advance; instead, they

watched a silent video with subtitles. predicted its stock value.

In addition, there was no instruction to The results of these two experiments
pay particular attention to the speaker’s demonstrated that when the apologizer
behavior. A total of 199 participants expressed deviant affect, investors
were randomly assigned to either the perceived the apologizer to be insincerely
normative or the deviant condition. After remorseful, which led to diminished
watching the video, they rated their confidence in the company and lower
perception of the apologizer's sincerity, participants’ predictions of stock

their confidence in the company, and values. M

Managerial Implications

Company apologies are not new phenomena in our time, and organizational
transgressions and scandals are difficult to avoid. The findings of this research have
significant implications for Chinese organizations. Transgressors must try to apologize
as sincerely as possible. When making the apology, in addition to verbal content,
the speaker’s emotional display is an important source of information for observers
to judge the degree of the apologizer’s underlying sincerity. Therefore, transgressors
should express normative affect, including sadness, regret, and sympathy in their
apology. Moreover, in order to maximize perceptions of sincerity, it may be better if
a powerful and responsible figure delivers the public apology. In short, the CEO’s
personal contrition will be a heavily-weighted factor in determining perceptions of the
organization.

Perhaps a speaker with a higher EQ or more skilled acting could fake a normative affect
in his/her apologetic speech. However, according to the great philosopher in ancient
China, Zhuangzi, sincerity is the spontaneous overflow of an absolute truth and honesty.
An impure sincerity could never be truly touching. Hence, a fake crier delivers mourning
without sorrow, an artificially angry man’s sternness shows anger without dignity, and
a falsely friendly smile presents friendship without harmony. Only one who bears true
feelings in his or her heart will show natural emotion in his or her face. In a word, inner
sincerity can be detected. Regret spontaneously overflowing from the inner heart may
have a far greater impact than a fabricated apology. Therefore, when a company is
caught for serious wrongdoing regarding its product and service, a sincere public
apology is needed. Merely trying to mask the transgression may result in customers’

abandonment and potential doom of the organization.

This summary is based on the full article, “Saving face ? When emotion displays during public apologies mitigate damage to organizational performance,”

Organizational Behavior and Human Decision Processes, Vol. 130, No. 1, pp. 1 — 12, 2015. Leanne ten Brinke (leannetenbrinke@berkeley.edu) is a Postdoctoral

Fellow at Haas Business School, UC Berkeley. Gabrielle S. Adams (gadams@london.edu) is an Assistant Professor at London Business School.

Ruoyong Zhang is an Associate Professor at Lanzhou University.
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| Will Speak Up
If My Voice Is Socially Desirable

Although speaking up, or known as employee voice, brings innovative ideas, helps correct

errors, and facilitates organizations to adapt to competitions, employees often keep their

mouths shut. When will they speak up?

About 1,300 years ago, Tang Tai
Zong asked Wei Zheng, one of

his most favorite courtiers, “Why have
the courtiers been silent recently?” Wei
explained, “Those who are mediocre are

not able to detect the problems though

they are loyal, those who are not close to
you majesty worry that you majesty would
not endorse their voices, and those who
are pursuing for wealth and fame are
afraid of ruining their careers.”

Centuries passed by, but things have

hardly changed. Silence is still prevalent
in modernized organizations, even if
employees are able to generate good
ideas or detect problems. When Jack
Welch was the CEO of Generic Electrics

(GE), he noticed a weird phenomenon

s1ybisu| tuswaebeuen

SL0¢

Relclg]

fu—
(=)
©



2
(0]
«
(0]
Q
=
0
=
T
«Q
=
&
=T
—+
%]

110

at the Development center where the
most excellent managers from each
business unit participated in training
and development courses. These
managers raised a huge amount of
specific proposals on how to improve the
practices in their own units, or questioned
the unreasonable decisions from upper
levels. Welch was confused, “why didn’t
you talk about these things to your
bosses?” They responded immediately,
“That’s not possible!
| would get fired!”
GE is

an exception.

not

Although speaking
up, or known as
employee voice, brings innovative ideas,
helps correct errors, and facilitates
organizations to adapt to competitions,
employees often keep their mouths shut.
As in the above examples, they may be
uncertain about whether management
will endorse their suggestions, termed
as perceived efficacy of voice; or they
may fear that they would suffer negative
repercussions, termed as perceived risk
of voice.

In our recent research, we found that
whether or not employees speak up is
determined by how socially desirable
they thought their voice would be.
Voice is a way of self-presentation. In

some situations an individual presents

oneself for the agentic motive—he/
she wants to be seen as a competent,
powerful, and fearless person. However,
in some situations an individual may
present oneself to be agreeable, dutiful,
and restrained in order to fulfil his/
her communal motive—to avoid social
disapproval. In the case of employee
voice, high perceived efficacy implies
that employees see voice as socially

desirable in agentic aspects, as

Whether or not employees speak up is
defermined by how socially desirable they
thought their voice would be. Voice is a way of
self-presentation.

efficacious voice enhances one’s image
as being competent and influential.
Meanwhile, low perceived risk implies that
voice may fulfill the communal motive,
as free from negatively interpersonal or
career outcomes shelters the speaker

from social sanctioning.

How do employees form perceptions
about efficacy and risk of voice?
We conducted a field survey in 66
work groups of five IT companies in
China (including 66 group leaders,
mostly middle managers, with 262
group members), and found that
such perceptions are shaped by both

employee values and social norms

signaled by the behaviors of significant
others or embedded in the climate in the

groups or organizations.

The Concern for Efficacy

The agency of employees is
embedded in the power structure
of the superior-subordinate dyad in
organizations. Thus employees’ values
on power distance are relevant for their
desires to demonstrate their competence,
self-reliance or
influence through
speaking up. If
employees have
high power distance,

A

socially desirable to follow supervisory

they regard it more

decision than to exercise autonomy.
They tend to underscore the imbalance
of power between themselves and
their superiors, and to estimate a low
likelihood of garnering resources and
authorities in a hierarchical setting,
which is critical for selling ideas to
upper levels. Therefore, they estimate a
low likelihood that their voices will make
a difference.

However, delegation from the
supervisor will weaken the negative
relationship between employees’ values
on power distance and their perceived
efficacy by enabling the actualization

of their agentic motives. For example, a



Employees’ values on power distance are
relevant for their desires 1o demonstrate their
competence, self-reliance or influence through
speaking up.

middle manager in a prestigious estate
firm told us, he actually had a high
orientation for power distance and was
used to the hierarchy in his previous
employer. Recently he moved to this
new firm, and was assigned by the CEO
to take charge in an important project
in a newly developed area. The CEO
gave him great autonomy for decisions,
and even allowed him to implement
important acts without prior approval.
Being delegated in these ways, this
manager was less dependent on
upper levels, but had more discretion
to exercise self-direction and control.
The CEQ’s delegation also enabled
the manager to obtain access to key
resources, thus boosting his capability
in initiating and implementing changes.
The manager, in turn, believed that he
could make a difference, and developed
plenty of new ideas in revising and
implementing the project plan. In
other words, supervisory delegation
creates a favorable context for potential
speakers to demonstrate agency, thus
ameliorating the depression of power
distance value on perceived efficacy
of voice, and consequently enhancing

voice behaviors.

The Concern for Risk

Meanwhile, if employees value
superficial harmony, they will perceive
high risks of voice. The value on
superficial harmony reflects a defensively
communal motive, which treats
harmony maintenance as a socially
desirable means to protect oneself from
interpersonal conflicts. People who
value superficial harmony avoid direct
confrontation with their counterparts
so that the counterparts will not take
revenge. As voice challenges the status
quo and may elicit interpersonal conflicts,
employees valuing superficial harmony
are acutely aware of the potential tension
and negative emotions that may result
from a direct approach to disagreements,
and of the costs of a strained relationship.
And this sensitivity to interpersonal risks
leads to silence when employees detect
problems in their groups or organizations.

However, the influence of superficial
harmony on employees’ fear for risks
will be undermined if there is a strong
voice climate, that is, group members
share the perception that free expression
of doubts regarding organizational
practices is supported within the work

group. For instance, in one of the firms

4

where we conducted field visits, the R&D
department is characterized by openly
and direct communications. Members
often debated intensely on work-related
issues, pointing out the defects in the
current projects, and warning about the
unfeasible solutions. Under this strong
voice climate, the need for avoiding
social disapproval becomes less salient.
Members feel little pressure for self-
censorship. By contrast, in some groups
or organizations where voice climate is
weak, employees feel that questioning is
not welcomed, thus keeping their mouth
shut. Therefore, employees’ value on
superficial harmony and voice climate
in the groups/organizations interact to
influence employees’ perceived risk and

their voice behavior.

Which Concern is More
Important for Proposals Versus
Warnings?

When employees propose new
ideas to improve current practices or
procedures, they often uphold a high
performance standard and have a
desire to actualize their ideals. They

care more about demonstrating their
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competence and self-reliance, than
managing impressions to maintain
social approval. This emphasis is further
reinforced by the fact that proposals are
related to relatively less interpersonal
risks than are warnings. The new ideas
or solutions, although challenging the
status quo and creating more work
for coworkers, the underlying intents
are often perceived as constructive to
organizational functioning. In a study on
voice outcomes, researchers asked two
actors to play the role of employees, and
each actor presented a
different type of voice
to managers. One
“employee” reported
the problem in current
jobs, whereas the other
provided a solution to
the same problem. Then
researchers asked the
managers to rate the two employees. It
turned out that the employee providing
solutions obtained more positive ratings
than the one merely reporting the
problem. Thus interpersonal risk is a less
salient issue in proposing new ideas or
solutions or promotive voice. Whether
employees express promotive voice
is more determined by their perceived
efficacy of their voices.

In contrast, the concern for risk

looms larger than the concern for

efficacy in the case of warnings about
group or organizational defects, i.e.,
prohibitive voice. The defects usually fall
within the responsibilities of managers
at upper levels, so warnings about
them may increase task conflicts with
the supervisor. Managers may view
these subordinates as disrupting the
task execution or uncommitted to the
organization’s goals, thus questioning
the loyalty of these employees. Task
conflicts may also spill over to affect the

supervisor-subordinate relationship. The

For employees who have defected
group or organizational problems,
risk perception is a more imporfant
deferminant for thelir voices.

interpersonal risks exist even if warnings
are efficacious. In an interview about
voice and silence, even managers who
sincerely wish to be open to employee
ideas admitted that they feel vulnerable or
threatened by inputs from below that are
critical of existing practices. Managers
thus responded in a defensive or hostile
manner, such as giving low performance
ratings, unfavorable assignments,
and/or decreasing the chances of the

speakers for promotion. Therefore, for

employees who have detected group or
organizational problems, risk perception
is @ more important determinant for their
voices.

To conclude, managers may
encourage employees to speak up by
making them believe that voice is socially
desirable, that is, voice could change
the status quo without sabotaging their
careers or significant relationships.
Delegating power and responsibility
enhances employee assessment of
success in proposing new ideas and
suggestions, and such
leadership practice
is especially effective
for people with a high
power distance value.
Meanwhile, to encourage

‘ employees to voice
concerns regarding
existing or potential

dysfunctional practices, managers should
focus on reducing the risks associated
with such behavior. Developing a climate
where everyone is encouraged to freely
express doubts may ameliorate perceived
risk, and this effect is especially
significant for those who are concerned

about superficial harmony. M

Adapted from the authors’ recent published article by Wei, X., Zhang, Z. X., & Chen, X. P. | will speak up if my voice is socially desirable: A moderated

mediating process of promotive versus prohibitive voice. Journal of Applied Psychology, Vol.100, No.5, pp.1641-1652, 2015. Xin Wei (weixin@uibe.edu.cn) is

an associate professor at University of International Business and Economics, Zhixue Zhang (zxzhang@gsm.pku.edu.cn) is a professor at Peking University, and

Xiao-Ping Chen (xpchen@uw.edu ) is a professor at University of Washington.



Organizational theorists posit that
new organizational forms require

recognition and legitimation to survive
and proliferate. A new organizational
form may receive legitimacy spillover
from an old organizational form when the
two forms share some common identity.
However, there is a theoretical puzzle

to be solved: If two organizational forms

The “Ladder” in
China’s Economy Transition

Who’s the mysterious ally to help POEs in China?

have substantial identity overlap, such
that the old form can transfer legitimacy
to the new form, the new form should also
legitimate the old form; then how does
the new form challenge the old form,
causing its demise? Conversely, if the
new form has little identity overlap with or
even poses a challenge to the old form,

how can it be legitimated by the old form

Dean Xu

University of Melbourne
Jane W. Lu
University of Melbourne
Qian Gu
the Georgi

NE

in the first place?

Our study attempts to solve this
puzzle by studying inter-population
dynamics. We suggest that when a new
organizational form contrasts with the
prevailing identity codes represented by
the old and dominant form, a transitional
form that accommodates both the new

and old codes can confer legitimacy
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The removal of formal instifufional constraints
did not mean that POEs immediately
acquired taken-for-granted status as a new
organizational form.

on the new form. The transitional form
cannot replace the old form, though; the
new form is expected to terminate both
the old and the transitional forms. We
refer to the interactions of the three forms
as multi-population dynamics to highlight
the multiple inter-population relationships
that arise in this context.

We apply the above theoretical
logic in the analysis of the dynamic
change of organizational forms in the
context of market transition in China. The
economic transition is conceptualized
as a community-level change from an
old, dominant organizational form (SOE),
through a transitional form (COE), to a
new form (POE).

In China, the POE was not an entirely
new form because private firms existed
before the Communist takeover in 1949
and persisted during the first few years
of the new regime. At that time, POE
owners were treated as the “exploiting
class”. Private firms remained until
around 1956, and any reminiscence of
private ownership would be demonized,
eliminated, and forgotten in the next 20
years.

By the late 1970s, the economy,
dominated by failing state-owned
enterprises (SOEs), was on the brink of

collapse. To save its economy, China

had to save the SOE, not eliminate it or
change it fundamentally. Therefore, in the
early stages, reforms mainly improved
incentive alignment within SOEs by
delegating more power to managers and
allowing SOEs to retain more profits so
that they could be more efficient and
more adaptive. The legacy of Communist
ideology kept ownership reforms, such as
privatization, off limits. State ownership
continued to enjoy full legitimacy in
China’s political institutions, as well as in
the mind of the public.

As reforms progressed, a collective
ownership form, the COE, began
to emerge and gain popularity as a
supplement to outright state ownership.
The ownership of COEs in rural areas
belonged to all residents of the local
community, such as a town or village,
represented by the government of that
community. The ownership of urban
COEs was “public” in the sense that they
belonged collectively to all employees.

The rise of COEs, however, signaled
the start of an economy-wide transition
away from pure state ownership and
central planning. The government began
to downsize the public sector and
initiated the privatization of SOEs, leading
to the (re)emergence of private firms, the
POEs. The 1994 Company Law provided

4

a legal framework that incorporated all
three ownership forms.

By the late 1990s, the major political
hurdles to economic transition had
disappeared. The Communist Party
acknowledged private ownership as a
legitimate part of the socialist economy
in its 15th Party Congress in 1997, and
POEs attained legal status under the
new Chinese Constitution. These policy
initiatives coincided with further loosening
of control in the state sector.

The removal of formal institutional
constraints did not mean that POEs
immediately acquired taken-for-
granted status as a new organizational
form. Although their appearance may
have revived the memory of their
predecessors, they represented a new
population to many people, especially
the younger generation. POEs needed to
build both sociopolitical and constitutive
legitimacy. The presence of COEs in
the Chinese economy offered a unique
source of legitimation for POEs.

We employed the Annual Census
on Industrial Enterprises Database
(1998-2006) of the Chinese National
Bureau of Statistics (NBS) to examine
the dynamic ecological process during
China’s economic transition. Our

empirical analysis presented following



When the new organizational form conflicts with
the prevailing identity codes represented by the
old form, the transitional form performs the critical
tasks of fransferring legitimacy to the new form and
supporting its survival and proliferation.

results concerning the multi-population
dynamics in China:

1. The old form depresses the
proliferation of the new form. At the
beginning of the economic transition
process, the SOEs were the dominant
organizational form and enjoyed absolute
ideological supremacy. The prevailing
institutional rules and identity codes
associated with this old organizational
form were outright public ownership
of properties and central economic
planning. Private ownership was distant
from state ownership in the identity space
and was regarded as the enemy of the
SOEs.

there was little room for POEs to survive,

In this institutional environment,

though where they emerged, survived,
and prospered, they challenged the
legitimacy and ideological supremacy of
SOEs.

2. A transitional form, at peace with
the old form, lends legitimation to the new
form. The COEs shared identity with the

POEs in terms of market incentives and
non-state ownership, so their proliferation
exerted a legitimation effect on POEs.
The growth and profitability of COEs
had a greater and more direct impact on
maximizing the revenue streams of local
government than do those of either SOEs
or POEs. Meanwhile, the SOEs remained
politically more legitimate, so the COEs
were not in a position to eliminate the
SOEs.

Managerial Implications

3. The new form crowded out both
the old and the transitional forms. As
reforms progressed, because the POEs
represented a new ideology and identity
codes that were adversarial to the old,
dominant rules represented by the
SOEs, and because the legitimacy of the
COEs rested on its identity as a semi-
public form, the existence of the POEs
constituted a challenge to both SOEs and
COEs. ™

When the new organizational form conflicts with the prevailing identity codes

represented by the old form, the transitional form—which has identity overlap with both

the new and old forms—performs the critical tasks of transferring legitimacy to the new

form and supporting its survival and proliferation. Radical form change is often difficult

and unwelcome.

With few exceptions, the changes that the modern economic transition has effected on

the Chinese economy in general have not been examined empirically. It is imperative for

organizational research scholars to take on this issue, which involves the fate of millions

of firms in transition.

This article is rewritten from "Organizational Forms and Multi-population Dynamics Economic Transition in China”, Administrative Science Quarterly, Vol.59,

No.3 pp. 517-547, 2014, by Dean Xu (dean.xu@unimelb.edu.au), professor of management at the University of Melbourne; Jane W. Lu (jane.lu@unimelb.

edu.au), the James Riady Chair of Asian Business and Economics at the University of Melbourne; and Qian Gu (qgu@gsu.edu), assistant professor at the

Georgia State University. Rewritten by Runtian Jing, professor of organizational behavior, Antai College of Economics and Management, Shanghai Jiao Tong

University, and column associate editor of Management Insights.
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The Trap of Transparency

Is transparency a panacea for organizations?

rganizations’ quest for worker
Oproductivity and continuous
improvement is fueling a gospel of
transparency in the management of
organizations. Transparency, or accurate
observability, of an organization’s low-
level activities, routines, behaviors,
output, and performance provides

the foundation for both organizational

learning and operational control, two
key components of productivity. This
trend toward transparency has been
particularly evident in the design of the
world’s factories. Most modern-day
facilities are designed to provide near-
perfect observability of the actions and
performance of every employee, line, and

function.

Ethan S. Bernstein
Harvard Business School

Rewritten by
Runtian Jing
Shanghai Jiao Tong University

:
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There are, however, reasons to be
skeptical that transparency is such a
panacea: detailed field work from the
long tradition of factory floor research in
management science has documented
instances in which observability has
encouraged hiding behavior among
organization members producing only

the appearance of enhanced learning



and control without real benefits to
organizational productivity, continuous
improvement, and performance.

To untangle this transparency
paradox, this paper presents a behavioral
model of observability in organizational
design, based on both qualitative and
experimental field data, in an empirical
setting that uniquely allowed me to
investigate transparency within the
locus of organizational experience and
performance. | studied workers at the
mobile phone factory of “Precision” (a
pseudonym) in Southern China, which
was the second largest mobile phone
factory in the world at the time.

Precision’s management viewed
transparency as absolutely essential to
performance and survival. To achieve
large-scale manufacturing efficiently,
PrecisionMobile simultaneously operated
large numbers of identical production
lines and implemented sophisticated
systems and processes to ensure
crossline transparency for learning and
continuous improvement.

Existing theory predicts that
reduced observability will reduce both
organizational learning and operational
control, at a detriment to performance.
| use qualitative participant-observer
field data in Study 1, and empirical field
experiment in Study 2, to challenge some
of the current, blanket assumptions about
the value of transparency for productivity
and organizational learning. Study 1 was
a month-long inductive qualitative study
with data gathered by three embedded
researchers who were simultaneously
operators on the factory lines and

participant-observers for the study.

Encrypted

Private
ENCRYPTION
BOUNDARIES
Transparent
Open
Public Hidden
VISIBILITY
BOUNDARIES

Figure 1. Forms of privacy

Study 2 was a field experiment using
an intervention and, again, embedded
researchers to collect data on the factory
lines, this time for the first five weeks of a
five-month study.

The results illustrate the transparency
paradox: observability may reduce
performance by inducing those being
observed to conceal their activities
through codes and other costly means;
conversely, creating zones of privacy
may, under certain conditions, increase
performance.

Based on literature review, | find two
forms of privacy: blocking observability
of people’s actions through visibility
boundaries, such as private offices,
team meeting rooms, war rooms, or
phone booths; blocking understanding
of people’s actions through encryption
boundaries, such as the codes used by
the mafia, finals and eating clubs, and
the CIA. Because these two forms of
privacy are substitutes in most cases, few
organizations find the need to construct
both. In either case, we achieve privacy
and reduce transparency by creating

either visibility boundaries or encryption

boundaries to separate the private from
the transparent. Figure 1 diagrams the
means of achieving privacy by creating
such boundaries.

How group privacy is achieved in
organizations is both a behavioral and
a contingency-based phenomenon.
Organizations decide how much visible
group privacy to support; then groups
decide how much code to implement to
make up for remaining, unmet privacy
needs. PrecisionMobile is no exception.
In Study 2, | asked PrecisionMobile’s
engineering department to put up a
curtain around four operating lines.
Prior to the installation of the curtain,
transparency imposed through public
visibility encouraged individuals to create
privacy through encryption—a code that
only peers could decipher—without the
knowledge of management. With the
installation of the curtain, a boundary to
visibility was created, allowing operators
to unencrypt their communication. For
operators, encryption was a cost-benefit
decision: with the installation of the
curtain, the benefit of encryption was

reduced, while the cost of maintaining

s1ybisu| tuswaebeuen

a sioc

117



20
)
w
o
Q
=
0
=
T

@
=

=
=T
=
[%2]

118

the code remained the same. Thus the
data demonstrated a contingent model
of transparency: operators determined
how to satisfy their instrumental needs for
privacy depending on how transparently
management designed their environment.

At least at Precision, aiming for the
high-visibility, low-encryption quadrant
of Figure 1 (bottom-left) would simply
result in a high-visibility, high-encryption
outcome (top-left), while aiming for the
low-visibility, high-encryption quadrant
of Figure 1 (top-right) would result in a
low-visibility, low-encryption outcome
(bottom-right). In summary, only two of
the four total outcomes were realistically
achievable equilibria at Precision, as
illustrated by the shaded quadrants in
Figure 1: high visibility, high encryption
(top-left) or low visibility, low encryption
(bottom-right). While most prior
management scholarship has assumed
that visibility of action and accessibility of
knowledge are logically collinear (Private-
Transparent diagonal), this result provides
evidence that they can be behaviorally
orthogonal.

That result has implications for
organizational theory, given that much
of the existing discourse has focused
on the movement from “‘private’” to
“transparent” organizations. At least
at Precision, however, efforts to move
to high visibility, low encryption, as
established management precepts
dictate, would result in the original status
quo: a highly transparent organizational

design with significant encryption in

peer communication. Instead, a more
valuable question is which of the two off-
diagonal cells—privacy by encryption
or privacy by visibility—is preferable
for organizational learning, productivity,
and performance. As demonstrated by
this research at Precision, the choice
of one type of boundary or another has
profound implications for behavior and
performance.

For Precision, movement from privacy
by encryption to privacy by visibility
through visible privacy—via curtains—
resulted in valuable behavioral changes
that made workers more productive.
Existing literature would suggest that
other interventions might have had
similar effects, including the degree
of workgroup autonomy, the presence
of self-managed teams, or the use of
autonomous workgroups. The links
between this research on transparency
and related aspects of those theories
remain topics for further research. What is
important to note here is that the curtain,
as a weak, non-invasive intervention, held
the above mostly constant: the qualitative
data offered no evidence of changes in
power, status, authority, or organizational
culture as a result of the curtain. In a
context in which real-time performance
is so closely and transparently monitored
by both Precision analysts and customers
in real time, the curtain actually offered
individual operators very little—only
privacy of activity was granted, and a
permeable, temporary, and delicate

privacy boundary at that. Compared with

significantly more invasive interventions
such as those above, this intervention
reflects a change of minimal cost.
But the impact at the group level was
substantial: a sustained marginal
performance increase as large as 10-15
percent, induced from such a minor
privacy intervention, is a testament to the
potential value of zones of privacy.

We typically assume that the more
we can see, the more we can understand
about an organization. This research
suggests a counteracting force: the more
that can be seen, the more individuals
may respond strategically with hiding
behavior and encryption to nullify the
understanding of that which is seen.
When boundaries to visibility fall, invisible
boundaries to accurate understanding
may replace them at a significant cost.
Hence the transparency paradox:
broad visibility, intended to increase
transparency, can breed hiding behavior
and myths of learning and control, thereby
reducing transparency. Conversely, |
have observed that transparency can
actually increase within the boundaries
of organizational modules, or what the
operators called zones of privacy, when
the visible component of transparency is
decreased or limited between them.

In sum, visual privacy is an important
performance lever but remains generally
unrecognized and underutilized.
Paradoxically, an organization that fails
to design effective zones of privacy may
inadvertently undermine its capacity for

transparency.

This article is rewritten from "The Transparency Paradox: A Role for Privacy in Organizational Learning and Operational Control”, Administrative Science

Quarterly, Vol.57, No.2, pp.181-216, 2012, by Ethan S. Bernstein (ebernstein@hbs.edu), assistant professor of leadership and organizational behavior at the

Harvard Business School. Rewritten by Runtian Jing, professor of organizational behavior at the Antai College of Economics and Management, Shanghai Jiao

Tong University.
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How State-owned Enterprises Should
Adapt to Institutional Pressures Abroad?

State-owned enterprises (SOEs) face more complex institutional pressures in host
countries than private firms. How can they proactively build legitimacy in host societies?

ultinational enterprises (MNEs) are
Mexposed to institutional pressures
in each country where they operate,
which they have to accommodate while
also aligning with the MNEs’ global
values and practices. In particular, MNEs
have to conform to rules and belief
systems in each host country to establish
local legitimacy. They can enhance
their legitimacy by for example aligning
organizational practices to local norms
and regulation, by adopting organizational
structures to imitate incumbents, or by
cooperating with local partners who
enjoy high levels of legitimacy locally.
Moreover, organizational forms such as
low-level equity investment or greenfield
operations lower an investor’s public

profile, and thus reduce the likelihood of

being challenged for its legitimacy.

Two host country conditions—one
technological and one institutional—likely
shape the extent of additional institutional
pressures imposed on SOEs. In countries
with strong technological development,
concerns might arise about losing critical
technologies to foreign competitors
as well as to foreign governments. In
countries where a strong rule of law limits
the direct government interference in
business, ideological inconsistencies
are likely to emerge with respect to firms
closely associated with governments
in foreign countries. In consequence,
state-owned MNEs are expected to work
extra hard to attain local legitimacy in
countries with advanced technological

and institutional development. These

differential institutional pressures induce
state-owned MNEs to show more local
adaptation than privately-owned MNEs in
terms of both their establishment mode
(acquisition or greenfield) and the level of

control over the foreign operation.

Greenfield versus Acquisition in
Foreign Entry

Greenfield investors usually face
fewer challenges to their legitimacy than
acquirers of local firms. Acquisitions
tend to receive more attention in local
media and political discourses, and they
potentially involve short-term job losses.
In contrast, greenfield investments
typically bring more visible benefits

such as new production capacities and
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new jobs. So, acquirers face stronger
institutional pressures to demonstrate
their legitimacy.

These pressures originate from
local norms of what is a legitimate
organizational form (e.g., private versus
state-owned), but may take regulatory
form, notably competition law as applied
to mergers and acquisitions, and
national security related laws as applied
to resources considered strategic by
the host society. For instance, while
mergers and acquisitions are subject
to security review by the Committee on
Foreign Investment in the United States,
greenfield investments are exempted
from such review. Pressures also arise
from managers and employees of the
target companies who are worried about
their job security and attempt to influence
the outcome of proposed acquisitions
through, for example, lobbying regulatory
authorities.

Hence, since more stakeholders in
the host country are directly affected by
foreign acquisitions than by greenfield
investments, more institutional pressures
are likely to emerge. Investors may thus
aim to reduce such institutional pressures
by investing in greenfield projects rather
than acquiring local firms.

Foreign firms who do use acquisition
as the entry vehicle have another way
to alleviate legitimacy concerns in host
countries. They can vary the degree
of equity control. In particular, a lower
level of equity enables a low profile

strategy and provides an important

Vv ‘
A lower level of equity enables a low
orofile strategy and provides an important
signal that an investor is working with local
partners to align to institutional norms in the

nost economy.

signal that an investor is working with
local partners to align to institutional
norms in the host economy. Specifically,
a low level of control limits the ability
of the owners of the investing firm to
impose their objectives onto the local
operations, and thus alleviates suspicions
of local stakeholders. Moreover, shared
ownership enables investors to leverage
the legitimacy of the local co-owner,
and facilitates local regulatory approval
where that is required. Indeed, regulatory
authorities seldom intervene in acquisition
deals where the acquirer takes a non-

controlling interest in the target.

Host Country Technological
Environment

Host societies may have major
concerns about foreign takeovers
when an acquirer could use acquired
technology in ways that harm the
competitiveness of the host economy.
Such concerns can arise from the
relocation of high value adding activities
out of the country, from sharing of
technology embedded in a local cluster

with wider groups of competitors abroad,

4

or from transfer of technology of military
relevance to countries perceived to be
hostile. Some of the technology that
the foreign firm gains access to may
not be owned by the acquired firm (and
hence paid for in the acquisition) but
shared knowledge in the local business
community, perhaps even including
the outcome of government sponsored
research projects.

Such technology leakage concerns
are likely to arise in particular when the
acquiring firm is a state-owned MNE,
for several reasons. First, emerging
market MNEs enter technology-rich host
countries often with the explicit goal of
securing technological resources. In case
of state-owned MNEs, such acquired
technologies may be diffused fast in the
home country, in part in form of deliberate
sharing with other state agencies or firms.
For example, in China, the acquisition
of world class technologies and brands
overseas is not only a corporate strategy
but an explicit goal of government policy.
State-owned MNEs might thus pass the
acquired technology to other state-owned

firms, including those in the military



sector, to fulfill political objectives such
as development of national economy
and defense. Second, stakeholders in
host countries often find it more difficult
to monitor technology transfer activities
of state-owned MNEs than those of
privately-owned firms because the
organizational structures and processes
of SOEs are generally less transparent
than in private firms, which in itself can
be a source of suspicions.

Once an entrant has decided to
acquire a local firm,
for example because '
that is the only way to
access some sought
resources, they can
still address local
legitimacy concerns by
the way they structure
the acquisition deal.
Most important, they can choose a
partial acquisition over a full acquisition
as a means to benefit from the local co-
owner’s legitimacy and to reassure local
stakeholders of their mutually beneficial
objectives. Former owners that remain
involved in the company stand for both
business continuity and the protection
of legitimate interests of the host society,
such as the retention of technological
competences, and thus lend legitimacy
to the acquirer in the eyes of local

stakeholders.

Host Country Institutional
Environment

The institutional profile of a host

country in terms of regulatory, normative
and cognitive institutions shapes the
pressures that foreign investors face.
Pressures that are directed specifically
against state-owned MNEs are likely
to be strong in countries where the
dominant ideology promotes a free
market economy. Such countries
organize their economies around markets
and open competition between private
firms. The efficiency of markets is

secured by the rule of law, in particular

Instifutional pressures opposed 1o acquisi-
tions by state-owned MNEs are particularly
strong in counftries with strong legal
development, with shareholder protection
oeing a parficular important aspect of the
rule of law.

private property rights, transparency in
business relationships, and the protection
of private shareholders. In such a
context, governments are normally not
directly involved in business, and SOEs
are rare. Therefore, the legitimacy of
state-owned foreign MNEs is likely to be
challenged because they appear to be
inconsistent with the leading ideology,
and a potential threat to the economic
system, as argued above. This belief
creates normative pressures that can
lead to additional regulatory requirements
for acquisitions by foreign state-owned
MNEs, such as a formal approval by a
committee on foreign investment. Such

requirements strengthen the positions

of local stakeholders and provide
means by which they can prevent the
implementation of an M&A deal.

An important channel through
which institutional norms can affect the
outcomes of acquisition negotiations
is the legal protection of minority
shareholders. A strong shareholder
protection makes it more complex for
acquirers to obtain equity stakes because
of requirements for transparency of the
acquisition process, and the need for
minority shareholders
to approve proposed
acquisition deals.
Hence, an acquirer has
to earn legitimacy with
minority shareholders
as well. So, institutional

‘ pressures opposed to
acquisitions by state-

owned MNEs are particularly strong in
countries with strong legal development,
with shareholder protection being a
particular important aspect of the rule of
law. In such countries, local stakeholders
are both more motivated and more
equipped with legal means to deter
acquisitions by state-owned MNEs.
Therefore, in these contexts state-owned
MNEs should be more inclined to use
greenfield investments that grant them
more legitimacy. Also, if state-owned
MNEs do use acquisition in countries with
stronger legal rule of law and shareholder
protection they should be more inclined
to take a lower equity stake when

acquiring a local firm.
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Research Method and Findings

To analyze our research questions,
we constructed a dataset of foreign
subsidiaries of listed Chinese MNEs
with and without state ownership. We
constructed our dataset from all Chinese
firms listed in the Shanghai and Shenzhen
Stock Exchanges in 2009. Among a
total of 1,686 Chinese A-share listed
companies, 914 companies were SOEs.
For the 1,686 listed companies, we then
hand-collected from their 2009 annual
reports the information on their outward
investment activities. After adjustments,
we had 569 observations of overseas
subsidiaries of Chinese state-owned and
private listed companies.

Our variables to be explained were
entry mode as acquisition or greenfield
and level of control in an acquired
subsidiary (control being measured
by cash flow rights in the subsidiary).
We also obtained measures of our
explanatory variables: state ownership,
host country technology level, rule of law,
and host country shareholder protection.

Using regression analysis we were
able to confirm our predictions about the

relationships we have predicted. M

Managerial Implications

Policy makers in host countries may be most interested in our findings in view of the
controversial nature of state-owned MNEs in some places. Our results are consistent
with the view that state-owned MNEs strategically acquire sought after resources such
as technologies abroad. However, we also find evidence that they make deliberate efforts
to attain local legitimacy in countries where ideological inconsistencies or concerns of
technology leakage are likely to be high, notably by using greenfield investments or by
taking lower equity stakes in their acquired subsidiaries. Hence, in a world of increased
diversity of capitalisms, SOEs are building bridges across economic systems.

From a host country perspective, such cooperative ventures provide opportunities to
get to know an unfamiliar type of foreign investor, and experiences with that cooperation
will then determine whether the investor, and firms of similar type, merit legitimacy
in the host society. For home country politicians, especially those involved in state-
owned firms as owners, our study points to limits of political influence over such firms
when they operate abroad. When state-owned firms operate in a competitive market
environment, their ability to pursue political objectives is constrained by the rules of the
game in the host society, which are designed to create a level playing field (or at least a
field not skewed in favor of a foreign investor). Therefore, advantages enjoyed by state-
owned firms at home may turn into disadvantages abroad because they trigger adverse
host country institutional pressures.

For managers in state-owned MNEs, we show how they can manage the additional
institutional pressures they are exposed to in host countries by making the attainment
of local legitimacy a guiding principle for their foreign entry strategies. In fact, such
strategies may turn to their advantage in the long run. Several studies show a tendency
for emerging economy MNEs to undertake large overseas investments that generate
weak financial performance. With easy access to financial resources yet limited
experience in international business, they are taking high risks. By engaging with
stakeholders in host countries, state-owned MNEs can not only demonstrate that they
merit legitimacy, but lower their investment risk and create learning opportunities.
Beyond adapting their organizational form, they may also adapt their management
practices in view of the goal to earn legitimacy in the eyes of the host community. Once
they have built up local competences and legitimacy, they may then also be able to run

wholly owned subsidiaries without being challenged for their legitimacy.

This version is based on the full article, “Overcoming distrust: How state-owned enterprises adapt their foreign entries to institutional pressures abroad,”

Journal of International Business Studies, Vol. 45, No. 8: pp. 1005-1028. Klaus Meyer (kmeyer@ceibs.edu) is JD.com Chair of International Business at China

Europe International Business School. Yuan Ding (dyuan@ceibs.edu) is the Dean and Cathay Capital Chair in Accounting at China Europe International

Business School. Jing Li (jingli@sfu.ca) is Associate Professor and Canada Research Chair at Beedie School of Business, Simon Fraser University. Hua Zhang

(zhua@ceibs.edu) is Assistant Professor of Finance at China Europe International Business School. George Yip is Professor of Strategy in the China European

International Business School, and column associate editor of Management Insights.
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Equality is Better for Everyone

B Anne S. Tsui

Not only have the lower income levels suffered from income
inequality, but also the majority of the population, including

those who are wealthy.

t is a truism that everyone wants to be
I wealthy believing that wealth can make
us happy. Yet, we also know that it is not
how much money we have but how much
we have relative to others that make us
more or less happy, according to the well-
established social comparison theory in
psychology. It is also a well-established
fact that wealth
makes us happy only
to a certain point.
Beyond that point,
additional income
does not generate a
proportionally higher level of happiness,
according to the economic law of
diminishing return on marginal utility.
These two general laws, which describe
individuals, appear to apply at the
societal level as well, according to this
book titled “The Spirit Level” by Wilkinson
and Pickett. This relatively small book of
300 pages is filled with surprising data

and insightful discussions about the

human cost of income inequality among
the 23 wealthiest nations in the world.
The major surprising learning from this
book is that the consequences of income
inequality (defined as the difference
in income between the top 20% and
the bottom 20% of a nation) extend far

beyond subjective happiness. They

influence objective wellbeing such as
life expectancy, infant mortality, mental
illness (including drug and alcohol
addiction), obesity, children’s educational
performance, teenage births, homicides,
imprisonment rate, level of trust in the
society, and social mobility (from low
to higher level of economic status). An
even more surprising finding is that

income inequality produces negative

consequences not only for those in
the lower income category. It affects
everyone, including those in the top
income bracket, hence the subtitle of this
book, “Equality is better for everyone”.
| was drawn to this book because
China is becoming one of the countries
with large income inequality, with the
Gini index of 0.47 in
2014 (United Nations
set a value of 0.40
as a warning level of
inequality). Before
the economic reform
in 1978, the Gini index for China was
probably near O when everyone earned a
standard wage of about US$60 per year.
China is not included in this book for the
simple reason that it is not yet a wealthy
economy. Its average annual disposable
income per person in 2014 was less than
US$5,000 while the average income for
the 23 rich countries that the authors
studied exceeds US$30,000. China
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is still at the stage of development
where wellbeing is still a function of
overall wealth. However, there might be
some lessons we can learn about the
consequences of rising income inequality
for the citizens of this developing
economy.

| want to thank Prof. John Child for
introducing this book to me. Otherwise,
| would not have become aware of this
treasure. The book answers the puzzle
that | have for a long time. What account
for the high happiness level of citizens in
the north Scandinavian countries where
the citizens pay high taxes, where the
price of goods is extremely high, where
people live and eat modestly, recycles
everything, where most people take
public transportation, and where the
weather is extremely cold? The answer
is that these societies have a high level
of security, trust, sense of community,
respect, and all around positive social

relations. The citizens in these nations

care for each other and the government
truly serves the people. People do not
flaunt their wealth (because they are
not that much better than others) and
everyone is guaranteed a better than
living wage with strong social security
protection. After reading this book, | have
a much better understanding of why
there are so much social ills in the U.S.A.
The nation is divided into haves and
have-nots. There is a thick invisible wall
between the wealthy and the poor, with
the latter looked down upon, their plight
ignored, and their conditions viewed as a
result of their own laziness or no desire to
be somebody. The common belief is that
these social ills have nothing to do with
the wealthy but are a legacy of the poor
people’s own behavioral patterns, and
past history. From this book, | know this
thinking is so wrong. From this book, |
further know that the wealthy suffers also
by living in a society with so much crime,

so much hatred, and where government

money is spent on prisons and law
enforcement, rather than on education,
on repairing the bridges and roads, and
other infrastructure. For a nation that
leads the world in innovation and full of
smart people, the lack of attention to
such problems due to increasing level of
income inequality is truly a large puzzle.
The Appendix of the book explains
how the authors selected the countries
and information on the data sources
they used for income inequality and the
wellbeing measures. The data presented
in this book are all taken from existing
datasets (see Data Sources on pages
282-283). The authors provide evidence
of inequality on many different indicators
of wellbeing, using simple correlation
between the inequality measure and
each of the wellbeing indicators. Each
chapter has many graphs providing a
visual pattern that is easy to understand
and remember. The consistent patterns

across all the indicators provide robust
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results. In other words, we can trust the
authors’ conclusion that inequality is
bad for everyone, or stated differently,
“equality is better for everyone”.

Figure shows that it is only in the early
stages of economic development would
income boost wellbeing, measured by life
expectancy. For countries with average
national income per person of over
$20,000, there is no relationship between
income and life expectancy. A similar
result is found on happiness. In other
words, in the rich countries there is no
relationship between level of income and
wellbeing, measured either objectively
or subjectively. The authors have done
experiments on 21 wealthy nations and
50 states in the United States, and find
that it is income inequality rather than
average wealth that produces negative
effects.

What does income inequality
mean and how does it reduce human

wellbeing in the developed economies?

The authors proceed to answer this
question. They suggest that income
inequality measures the social distance
and social stratification between people
in a society. People in different social
strata develop different life styles
and behavioral patterns. But more
importantly, the authors suggest that it
is the threat from the evaluation of one’s
position relative to others that cause
anxiety, shame, humiliation, loneliness,
embarrassment, depression, and stress.
These feelings produce the health,
education, psychological and deviant
behavioral problems, including drug
use and violence, in wealthy nations
with a high level of income inequality.
Then, the authors proceed to prove this
hypothesis in the following nine chapters
and they provide robust evidence using
a variety of wellbeing indicators on the
consequences of income inequality.

The data shows that distrust in others

is higher (expressed by percentage of

citizens expressing distrust in others) in
unequal societies. The same results they
draw out between the relation of income
inequality and mental health and drug
use, physical health and life expectancy,
obesity, educational performance,
teenage birth rate, violence, prisoners, as
well as social mobility.

A reader might assume that the
problems described in these chapters
apply primarily to those in lower income
levels. However, the authors argued
that it also harms the majority of the
population next, i.e., including those who
are wealthy. By comparing data from UK/
Wales and Sweden (both wealthy nations
but the former has a much higher level of
income inequality), authors demonstrated
that the citizens in UK/Wales at both the
lower and the higher level of occupational
or social classes experience worse
wellbeing (e.g., adult and infant death
rates). Similarly, children of parents

with the highest educational level did



better in the more equal countries (e.g.,
Finland and Belgium) than they did in
the less equal nations (e.g., U.S.A. and
UK). It is clear that equality benefits
those in the lower income category but
the authors conclude “greater equality
brings substantial gains even in the
top occupational class and among the
richest or best-educated quarter or
third of the population, which include
the small minority of the seriously rich”
(page 181). The benefits of equality
are widespread. This chapter offers
an extensive discussion of alternative
explanations for the effects of inequality.
For example, the authors show that the
relationship between wellbeing (adults
or children) and inequality is not due to
a country’s ethnic mix, the proportion of
single parents, or the history of the nation.
Lastly, the authors carefully considered
the possibility that the consequences
of inequality might be its causes, and

concluded that it is unlikely.

There are two basic needs of humans,
social status and friendship. They are two
sides of the same coin. We have a desire
for being in the higher level of the social
hierarchy and at the same time, we desire
friendship, love, and community. It is
not difficult to see why “social structures
which create relationships based on
inequality, inferiority and social exclusion
must inflict a great deal of social pain”.

Based on the above analysis, the
author figured out that inequality indeed
bring us lots of disadvantages and
waste unnecessary cost. Meanwhile,
the authors provide data to show that
equality does not sacrifice creativity or
quality of life. The equal nations are more
innovative (more patents per million), and
have a wider sense of social responsibility
by recycling more, and as shown in
Chapter 4, contribute more of the national
wealth to foreign aid. The authors call for
“a historic shift in the sources of human

happiness from economic growth to a

more sociable society”.

According to Paul Krugman, the
Nobel Prize winning economist, the
profit-making force of the firm is the
most important contributor to inequality.
Most corporations divide employees into
various gradations, and place employees
in “rank-ordered hierarchy, superiors
and inferiors, bosses and subordinates”.
Rather than the market force, inequality
was driven by changes in institutions,
norms and power, such as the weakening
of trade unions, the influence of the
conservative political parties, tax policies
favoring the rich, and failure to maintain
adequate minimum wage legislation.
Public opinion polls in both UK and the
USA indicate that most people (60%
to 80%) want greater equality and a
better society. There is a need for a
social movement to increase awareness
of the ills of inequality and to influence
the government and corporations to

take measures to increase equality. The
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authors point out that an argument for
greater equality is not necessarily an
argument for big government.

Evidence is clear that there is no
relationship between executive pay and
company performance. These executive
salaries are likely
reflection of the
dominant bargaining
of executives. It is also Of poy S

likely the strategic

skills in manipulating Qw orfunifies for upward r
1ships, as well as i”'W‘O\/QTKJT"

the composition of the Jﬂ
Board of Directors. - QWOWWQ( |

By brining in high

paying directors, the executives of the
company also are likely to have larger
compensation packages and receive
bigger increases, regardless of company
performance. In fact, data show that in
2007, the chief executives of the 365 of
the largest US companies received well
over 500 times the pay of their average

employee, and these differences were

o noed o

S

getting bigger.

| have long been a critique of
excessive pay of executives, and have
always wondered why they deserve such
a high level of compensation, relative

to the average employee in the firm.

Nnduct research ¢
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| am puzzled when executives were
given huge raises even when the firm is
performing poorly often due to the poor
decision made by these executives. | am
amazed by the power of the executives
in negotiating contracts that guarantee
their income and annual raises, and a
departure bonus (often in the millions)

even when they have to be dismissed for

n the effect
es |like sftress
and burnout, work r*womk@s N i QQ@U@MT&

any reason, including poor performance
of the firm. It seems that the business
elite in some rich societies, like the U.S.A,,
is an “old boys club” and they collude in
ensuring that everyone gets the highest
compensation they can muster. Using the
market logic, supported
by invisible collusion, they
] command huge salaries,
which are contractual and
protected regardless of

SOCIO
) J‘ A

the performance of the

de firm. When inequality is

4

those with different social status,

a measure of the degree
of separation between
itis
critical that we understand the nature
and consequences of income inequality
at the firm level. We need to conduct
research on the effect of pay dispersion
(a term used in the management literature
for income inequality) on outcomes like
stress and burnout, work mistakes and

accidents, opportunities for upward



mobility, social relationships, as well as
innovation and performance. We should
study if the negative consequences of
income inequality observed at the society
level carry over to the firm level.

China’s economic development has
led to the steady reduction of poverty,
but it is also accompanied by the rise
of a super-rich class of individuals.
Without explicit intervention at both the
government and the corporate level, the
social distance between the rich and the
poor will continue to rise also. This means
that the kinds of problems observed in
the wealthy nations as reported in this
book also may begin to emerge in China
as well. | think there is much to learn
from this book if China wishes to avoid
following the development journey of the
U.S.A., a leader both in income inequality
and in all kinds of social problems.

The authors discussed the
advantages of democracy at the

work place, including employee stock

ownership and participation in the
management of the firm. Either form alone
produces inconsistent and sporadic
performance improvement. When both
are co-existing, firm performance is
consistently superior when either or
neither is present. The authors provide
many examples of excellent companies
that have employee ownership and
employee participation in the governance
of the firm. Equality without democracy
is not true equality. There are many
advantages to a more egalitarian
society with employee ownership and
participation in the management of the
corporation.

The authors suggest at least two
ways in which government can reduce
inequality. One is to raise minimum
wage and cap executive pay to some
multiples of the lowest or average pay of
employees. The second is redistribution
with a high tax on the wealthy and to

provide for the social needs of the poor.

The latter may not be as effective as
the former because it does not reduce
or eliminate inequality. Given that the
corporate sector is a major contributor
to income inequality, efforts to curb
executive pay and sharing the profits
with employees will go a long way in
decreasing inequality.

There is a historical trend toward
greater equality in many societies, and
a more equal society is within reach. It
is impossible for the government not to
influence income inequality, and creating
the political will to make societies more
equal is the most important. “Political will
is dependent on the development of a
vision of a better society which is both
achievable and inspiring”. “To sustain
the necessary political will, we must
remember that it falls to our generation to
make one of the biggest transformations

in human history”.
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