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Private Business Owners’ Social Status and Hiring Behaviors
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Abstract ; Private enterprises play an irreplaceable role in job creation, economic growth, and social stability
in China. According to the statistical data of State Administration for Industry & Commerce (SAIC) and All-China
Federation of Industry & Commerce ( ACFIC) in China, by the end of 2013, there were 12538. 6 million private
firms, and the economic output of private enterprises was more than sixty percent of the GDP. Also, they created
0. 219 billion jobs in the labor market. Nevertheless, they are frequently criticized for problems in labor relations.
Common problems are wage arrears, high labor intensity and lack of basic social security. The key conflict between
labor and capital in private enterprises is essentially economic. Actually, the hiring behaviors vary considerably
across private enterprises. As hiring decisions are usually made by the business owners or their agents, the business
owners’ social status may greatly influence hiring behaviors of the firms, which is little studied in extant research.

Drawing on a nation-wide representative sample of private enterprises conducted in 2008 in China, this paper
examines the effects of business owners’ social status on their hiring behaviors. We find that (1) firms whose own-
ers have strong social status, including political party status, political status ( members of People’ Congress or Peo-
ple’ s Political Consultative Committee) and business status ( members of industry associations or National Industry
and Commercial Association) hire more employees and pay more compensation; (2) firms whose owners have
strong political party status and business status have a higher level on basic social security, including medical insur-
ance, pension, unemployment insurance, employment injury insurance, maternity insurance and housing fund;
(3) There is no significant difference in basic social security among firms, no matter whose owners possess a politi-
cal status or not. Besides, only few sample firms (over five percent) build the full package of social security and
more than twenty-five percent of the sample firms have no any basic social security at all, even though social securi-
ty is mandated by the government.

Based on institutional theory, resource dependence theory and social capital theory, this paper proposes some
explanations on these findings. Firstly, social status is an important channel to gain social capital, which can help
the firms acquire social support, but also can limit their freedom in decision making, such as hiring decisions. Sec-
ondly, for the sake of institutional pressure and resource dependence, private enterprises may conduct hiring behav-
iors that are good for the society actively or passively. Moreover, private business owners with political party status
make society friendly decisions due to their communist ideologies which require party member to serve people
whole-heartedly. Furthermore, private business owners with political status may hire more employees and pay more
compensation because of obedience, which is one of the major virtues of Confucius values. For example, according
to Confucius, a subject should obey the emperor.

The paper also has some limitations. First, all the data from the same survey in this research may lead to com-
mon method variance. Second, drawing on a cross-section data in a study may cause endogenity.

To sum up, the results reveal that firms may increase hiring behaviors that are good for the society, rather than
purely interests oriented, when their owners possess a social status. In terms of building basic social security sys-
tem, political party status and business status seem to have a stronger binding force to private business owners,
compared with political status. This paper offers evidence on large variations of hiring behaviors among different pri-
vate firms and further shed light on the sources of these variations among private enterprises from a social status
based perspective.

Key Words :private enterprise; social status; employee size; compensation level; basic social security level
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