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Theory of Enterprise Organization
Forewords

Early in 1980s, when I was studying Enterprise Management
and achieving my Graduate and Ph. D degrees, Mentor Yiwei Jiang
has set up a clear research direction for each of our several
students, and following his suggestion, 1 gladly selected Enterprise
Organization and Enterprise System as my research area. After
that wherever I go, as a researcher at Chinese Academy of Social
Sciences (CASS) or as a professor at Capital University of Eco-
nomics and Business, 1 am always devoting my mind to this branch
of management science, Enterprise Organization. And no matter
what I do in my works, such as applying for a research topic, in-
vestigation and research, or teaching and instructing my students,
I always take Enterprise Organization as my main direction in the
researching of Enterprise Management.

Benefiting from this persistence, when my students are brow-
sing my articles, they find that these articles are related to every
aspect of Enterprise Organization, and the works had been done
with a serious attitude and by a systematic method; and that most
of the articles are not confined within a special circumstance, or
limited by a short time period. So I accepted my students’ sugges-
tion, and with the help of them, I organized some academic papers,

which have original ideas, to become this book, these papers focus
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on five aspects: the Theory of Enterprise Organization, the Mecha-
nism of Enterprise Management, the Management of Enterprise
Organization, the Acquisition of Enterprise Organization, and the
Leader of Enterprise Organization—Entrepreneur. For readers’
convenience, to focus on his or her interested area, I made a brief
introduction to the original and innovative points of this book.

1. The first thing of researching in Enterprise Organization is
to investigate its theory. Concerning this researchers have various
comments, and through abundant reading I found that this is
caused by that lots of scholars, after H. Fayol, unconsciously con-
fused the boundary between theory and principle. Therefore I
picked off these principles, which have been set up by people, and
then carefully selected seven theories, which are unchangeable by
the will of people, and are related to organization design.

2. Carl Marx scientifically analyzed the origin of capital and
capitalist in Capital. But how did primitive enterprise organization
come into being? I was very interested in this question, and made a
careful and deepening investigation; then I provided an opinion that
the enterprise organization of human being had experienced histori-
cal phrases: vertical and horizontal divisions, and now comes to the
new phrase, the division of information or network.

3. When working in Institute of Industrial Economics of
CASS, I have the chance to make a deeper investigation to enterpri-
ses. In my memory, one month after the investigation of enterprise
management organization of Chengdu Measuring and Cutting Tools
Factory, I found that the management organization is gigantic, but
it can only be classified, from the functional perspective, into three
categories: Planning, Implementing, and Controlling. There are
lots of contradictions between organizations, but these contradic-

tions can be classified, according to its positive or negative func-
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tions, into counterbalancing objective contradiction and inter —im-
peding subjective contradiction. The most desirable targets in or-
ganization reforming and culture building process are striving to e-
liminate the subjective one, and emphasizing and exerting the posi-
tive function of the objective one.

4. Mentor Yiwei Jiang has a conclusion “Enterprise is a dy-
namic organism”. Inspired by this, I found enterprise together
with enterprise management system is a very rigorous system, no
less than human body. Through systematically analyzing the or-
ganization of enterprise management, and following systematic
thinking, I made a scientific design of the management organization
system under the leading of féctory president (CEQ). That is “one
president and three chief majordomos”. Approved by mentor
Jiang, this design was written in official document of central gov-
ernment, and put into practice in many gigantic enterprises.

5. Enterprise Organization is a branch of Enterprise Manage-
ment, how to build its system is the main subject of my thesis.
Comparing enterprise with human body, just like human body has
three subsystems: body, conscious and self —adjust mechanism, I
set up an organization theory with three coordinating subsystems:
organization structure, organization culture and organization mech-
anism. Relatively, this theory set up a clear line between Enter-
prise Organization and Enterprise Management.

6. Enterprise culture is the conscious of its organization. What
is the relationship between organization conscious and organization
cohesion? I find, organization cohesion is not a blur picture, but
has its own layers. And naturally, each level of organization cohe-
sion is correlated with the level of organization conscious. Accord-
ing to the corresponding relationship, I set up a model, which is

called “Haihang Model” by some entrepreneurs and they adjusted
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their enterprise deployment by it.

7. The Central Government has put forward that “Boosting up
enterprises’ vigor is the central link of economic system reform. ”
This is very right, but how to boost up its vigor? The core of en-
terprise reform is neither changing leaders or people nor handing
out money and power; it is a mechanism transformation. Therefore
I put forward this “mechanism transformation is the essentiality of
boosting up enterprise’ s vigor.” During that time, there were
many explanations of “mechanism”. In my theory, it is a kind of
enginery that is procreated internally and inevitably, and always
has a tendency. We have experienced three phrases of Socialism
traditional socialism, early in the reform, and marketing economy.
To the enterprise management mechanisms of these three phases, 1
classified them into three categories: “having outer restriction but
without internal vigor”, “having internal vigor but without outer
restriction”, and “having internal vigor and with self— control”. It
is a valuable article of theoretical research, and got the first—class
—award in soliciting articles around China. That is the second time
to get this award; the first time is an article named “the Mechanism
Reform of Enterprise Leadership” in 1985,

8. The central link to build state— owned asset management
system is medium level, the Empowered Investment Institution of
State —owned Property. Presided by Ning shao and me, cooperated
by specialists from National Planning Committee, National Eco-
nomic and Trade Committee, National Development and Reform
Committee, and Chinese Academy of Social Sciences, through
more than one year’s investigation and many times discussions, we
put forward an important conclusion, big state—owned enterprise
group can be accredited as the investment institution. It is a mean-

ingful conclusion to the ongoing reform of state — owned property
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management system.

9. Performance of enterprise is main presentation of enterprise
vigor. As my maiden work on economics and management, “Labor
Productivity, Social Employment, and Economic Profitability” got
the approval of Mr. Jizhe Wen, president of CASS, and was pub-
lished on the first position of “Academic Journal”. That was not
only caused by teacher’s Caring, but also caused by the work it-
self. It discovered there is incoherence between labor productivity
and economic profitability, and had a factual, scientific, and theo-
retical analysis about the boundary and condition for China’s im-
porting advanced machines, based on China’s special condition: a-
bundant labor resource.

10. Through lots of investigations on loss of state—owned en-
terprise, I provided a series of original and practical opinions, in-
cluding that “ILoss is a complicated economic phenomenon, not the
only criterion of success or failure; the causes should be classified
into positive or negative factors, and into system or non— system
factors. There are two reasonable rules in non— system factors:
one is that acute changing of industry structure causes the loss of
the whole declining industry; the other is that the maturity of mar-
ket and technology in developed industry causes the rise of loss ra-
tio in this industry”. Benefiting from its theoretical originality, the
work got an award by Yiwei Jiang Enterprise Development and Re-
form Academic Fund, and then received another award by the 8" of
Yefan Sun Economic Science Fund. And these are a report to and a
commemoration of my respected teacher, Yiwei Jiang.

11. Enterprise’s enlargement is not only caused by self —accu-
mulation, but also more depended on enterprise combination, and
enterprise acquisition and merger. This is also a focus of my re-

searching. After the investigation of many types of enterprise com-
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bination, I found that the summary of textbooks or in theoretical
world is insufficient. In textbooks, it only classified the formation
of enterprise combination into three kinds: vertical combination,
horizontal combination, and mixed combination; it doesn’t include
the enterprise combination of machine and assembly line industry.
Therefore, I write an article named “Circular combination” to solve
this problem. The article takes the assembly line factory as center
point, takes hardware part factory and craftwork factory as circle,
and takes the cohesion level among them as radius, to explain this
kind of combination. It is different to traditional vertical and hori-
zontal combination, and has its own special, lively power. This o-
riginality has been collected into the college textbooks “China In-
dustry Economic Management”, written by Hong Ma (published
by CASS Publishing House).

The enterprise acquisition and merger can be summarized as
“three steps of love story”: Bridegroom, Matchmaker, and Mar-
riage. Bridegroom stands for the superior enterprise; Matchmaker
means government; and Marriage is the merger process. In the
past, matchmaker government either acted more like an arbitrary
officer, who don’t respect rules, compelling superior enterprise ac-
quisition and merger with inferior enterprise, just like compelling
marrige. Otherwise government will do nothing at all, and let en-
terprises finish acquisition and merger by themselves. The right
way should be that the bridegroom, superior enterprise, asks gov-
ernment as the matchmaker to find a suitable enterprise, bride, and
then get marriage. This has been proved by the cases of Haier and
Hisen. The principles of enterprise acquisition and merger con-
tained in these cases call for deep thought.

I cherish the team spirit very much. In the past, whomever I

worked with, Xiaojuan Jian or Ning Shao, we all collaborated well
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in the team spirit, and by the same time, we built up a profound
friendship. There is an old Chinese saying “Cohesion is immense
power”, I would like to say “Cohesion is immense wisdom. ” Now-
adays, I am working with my graduate and PHD students and re-
searchers at Capital University of Economics and Business. This
team is more like a family, and has provided a work named “China
Enterprise Theory 50 Years”, which has already got two awards.
Another work named “Research on the Growth of Chinese Entre-
preneur” will be published in the near future, and now we are busi-
ly working on another research topic “State—owned Property Man-
agement System and State — owned Holding Enterprise”. Under
the team spirit, I seriously put several valuable articles of my team-
mates into this book. They are Dongmei Wu, Yudong Qi, Keqing
Song, Wei Xu and etc.. I believe and wish my teammates could stir

themselves and get a superior success.

Haihang Zheng
Nov. 27th, 2004
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