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Abstract: With the emergence of Knowledge Economy and its penetration into every aspect of society, many 
industrial functions have been changing, including management and labor relations. In this paper, the author 
first presents a system view of management and labor relations under Knowledge Economy, and then based on 
it, elaborates on effect of Knowledge Economy on them, using the case of HP as demonstration. In the end, 
conclusion is made that new dynamic equilibration will develop, depending upon the dynamic power contrast of 
the above two subjects under dynamic changing circumstances of Knowledge Economy. 
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INTRODUCTION 

To begin a discussion on management and 
labor relations requires an in-depth inquiry into 
the many factors that affect the relationship. At 
first glance, this field may appear to be relative- 
ly transparent; although there are actually nu- 
merous factors affecting the relationship. There- 
fore, unlike some other cases,  management and 
labor relations, have no generally accepted theo- 
ry or model to base the study, because study in 
this area can be approached in several different 
ways. 

Generally speaking, there are two extreme 
situations in the management and labor relation- 
ship: complete opposition and complete coopera- 
tion. And the common situation between them is 
the clash of the interests and power conflict be- 
tween management and labor. The kind of man- 
agement and labor relationship is decided by the 
outcome of negotiations, one of the key factors 
deciding management and labor relations. (Fos-  
sum, 1995) .  The more ( less)  powerful labor is 
in the negotiation, the more ( l e s s )  benefits it 
will gain for itself. The more ( less )  interests of 
labor accord (conf l ic t )  with those of manage- 
ment, the more the situation inclines to coopera- 
t ion(opposi t ion) .  Serious enough conflict of in- 
terests and power will doubtless bring about labor 

movement against management(Mills,  1994) .  
In recent years,  with the emergence of 

Knowledge Economy and its penetration into ev- 
ery part of the society at every level, not only the 
interests and negotiation power of labor and those 
of the management but also other factors affecting 
industrial relations have been changing greatly 
day by day. This requires that the old system 
view be expanded. As labor-management rela- 
tions become more divergent, it is important for 
any model of the process to be expanded in order 
to reflect the new environment in which interac- 
tions take place. A more realistic model of in- 
dustrial relations should recognize the active role 
played by management in shaping industrial rela- 
tions as opposed to the traditional view, which 
sees management as "reactionist", responding to 
union pressures. The new model should also rec- 
ognize the different levels of decision making that 
occur within business, and their independent ef- 
fects on industrial relations outcome. 

The author has created a new system view 
within which the effect of the Knowledge Econo- 
my can be more easily seen.  The structure of 
this view allows the numerous factors at work 
within this relationship to be clearly identified. 
The factors have been divided into both micro 
and macro classifications in order to show their 
origin. And the role of the government can be 
put into the macro classifications. So different 
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from the famous John Dunlop model ( Allen, the two directly related parts of the relationships : 
1988) ,  the subsystem of this system focuses on management and labor (Fig.  1 ) .  
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Fig. ! Simplified system view of management and labor relalions under knowledge economy 

THE EFFECT OF KNOWI~2DGE ECONOMY ON 
MANAGEMENT AND LABOR RELATIONS 

Knowledge, innovation and creativity are 
keys t o  success with the globalization of the 
Knowledge Economy in the new millennium. The 
winners in t o d a y ' s  knowledge-based economy 
will be companies that consistently leverage and 
increase their intellectual capital (knowledge of 
an organizat ion 's  workforce, documented pro- 
cesses,  methodologies, patents, guidelines, and 
software).  These forms of intellectual capital are 
often loosely defined and fragmented across the 
organization, making it difficult to locate the 
needed knowledge and expertise, identify orga- 
nizational knowledge gaps, and maintain vital 
competencies and know-how as employees leave 
the organization. In this environment, knowl- 
edge exerts important influence on the manage- 
ment and labor relations by affecting the micro 
and macro factors that underlay the labor-man- 
agement relations system and the interests and 
the negotiation power of management and labor. 
The effect of Knowledge Economy on the man- 
agement-labor relations can be listed as follows. 

1. The first effect is that the new information 
technology has been facilitating changes in orga- 
nizational structures, business process, even the 
nature, way and location of work. This has re- 

sulted in less management by command and su- 
pervision and in more emphasis on cooperation, 
information sharing and communication and in a 
more participant approach to managing employ- 
ees. Flatter organizations, virtual enterprises, 
virtual offices and reengineering of process are 
the cases in point. 

2.  The second effect is the increased trans- 
parency of the labor-management relations sys- 
tem because of the law under new circumstanc- 
es.  In the field of employment relations one can 
expect an increase in the scope and coverage of 
the legal rights of employees,  a continued redefi- 
nition of durable and uniform working relation- 
ships between labor and management. With the 
accumulation of knowledge and progress of soci- 
ety, labor relations laws actually impact the 
management and union behavior more than be- 
fore. The U . S .  is at the high end of the trans- 
parency trend, as revealed by its laws, such as 
the Fair Labor Standards Act,  the National Labor 
Relations Act,  the Occupat ional  Safety and 
Health Act,  the Labor Management Relations 
Act,  etc which impact both management and la- 
bor. However,  it is quite different in China, 
where companies in business tend more to con- 
suhing the labor code or their expert lawyers. 
They will have.to get a better feel for the institut- 
ions on the ground and the power, for example, 
of labor unions, which will not be reflected in 
the codes. 
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3. The third effect is that all businesses are 
becoming more dependent on one key factor of 
production: the super-skilled employee (Zhao ,  
1999) .  Tt~e role of key individuals has been 
greatly enhanced by the growth of large knowl- 
edge-based enterprises that service global market 
through extensive use of modern distribution and 
communication channels. In this environment, 
an incremental level of skill can be efficiently le- 
vered so as to have a major economic impact on a 
c o m p a n y ' s  profitability. Due to' this, the em- 
ployees have stronger negotiation power with em- 
ployers and can gain higher salary, more benefits 
and better working conditions. 

4.  The fourth effect is that labor unions are 
changing their roles. Workers have always felt a 
need to gain power through collectivization in or- 
der to negotiate their rights. ( Fossum, 1995 ) 
This helps to equalize the relationship between 
themselves and their mmmgers. It is uncertain 
how the role of the labor union will be affected 
by the Knowledge Economy. As the labor force 
in general becomes more skilled, the power of 
the labor union may increase, but may also de- 
crease, because the employees will have even 
power to negotiate on there own. During the cold 
war, political considerations sometimes dominat- 
ed or influenced union activities, attitudes and 
their role(Silva,  1998) .  Now, unions are grad- 
ually focusing more on the working conditions 
and interests of their members.  And at the same 
time, the influence of unions is decreasing. In 
the United States, trade unions now represent no 
more than 10 percent of workers working in pri- 
vate firms. Mend~ers and non-members who are 
covered by collective bargaining are about the 
same percentage. In Canada, the range is from 
25 % to 3 0 %  of private sector workers, is de- 
clining, but at much slower rate than that in the 
United States. 

5.  The fifth effect is that cooperation, t r u s t  

and loyalty are highly regarded in corporation 
culture, especially in knowledgeable enterprises 
say, virtual enterprises. Accordingly, good la- 
bor relations appear to involve a wider mixture of 
human characteristics and open communications 
that build mutual respect and loyalty, as sum- 
marized below(Silva,  1998) .  

Attitude: A cooperative, friendly attitude is 
evidence that the employer is interested in his 
employees and their success.  It shows that to the 

employee the employer is a person he can get 
along with. He '  s more apt to ask questions be- 
fore he acts on his own if the boss '  s attitude en- 
courages it. 

Expectations: Letting employees know what 
they are expected to do, and not to do, is very 
important to them, especially when jobs are to 
be done in a certain way or at a certain time. In 
some cases,  it may be helpful to explain "why" 
the specifics of what is to be done are important. 
It is better to over communicate expectations 
than to assume the employee knows. 

Supervis ion:  Supervision needs to be tai- 
lored to the employee. During the early stages of 
the relations, it is advisable to visit the employee 
and get his opinion how much supervision he wa- 
nts or needs. As he is able to assume more re- 
sponsibility, direct supervision can be reduced.  

Recognition: When the employee has done 
a good job,  let him know. Expressing gratitude 
or giving sincere praise may be as important as 
greater pay. 

6.  The sixth effect is that on the wage pat- 
tem.  Evaluation of performance becomes more 
and more difficult because brain-based work is 
mostly intangible and unquantifiable. There is 
no precise standard or systems that can quantita- 
tively evaluate work performance, which has be- 
come a factor causing inharmonious relations be- 
tween management and labor. A rating of the 
emp loyee ' s  performance on a regular basis is a 
good communication tool. A rating form listing 
the factors on which an employee is being evalu- 
ated lets him know how he is being evaluated. 
The rating factors might include timeliness, 
avoiding waste, safety, job skill, care of equip- 
ment, willingness, honesty, pride, in the high 
quality of his work, efficiency, reliability, or 
other factors pertinent to his job.  Probably no 
more than three ratings are needed,  e . g .  excel- 
lent,  good and fair. The rating should be done 
on a regular basis,  such as quarterly or semian- 
nually and reviewed with the employee. The re- 
view with the employee should be candid and 
stress his performance rather than his personal 
characteristics. 

7.  The seventh effect is the inducement of 
the mutual benefits for knowledgeable manage- 
ment and knowledgeable labor. In new Knowl- 
edge Economy, more and more employees work 
for the managers and expect to realize self-ira- 
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provement at the same time. The significance of 
knowledge to employees is not only more power 
in negotiations with management, but they can 
actively cooperate with the management, enjoy 
trust, freedom of creation, feelings of satisfac- 
tion and success,  acknowledgement by others, 
etc.  And the self-development and self-advance- 
ment of the educationed labor can achieved in 
coordination with management. On the other 
hand, promising businesses can create,  culti- 
vate, and stimulate the vigor of intellectual capi- 
tal. So there is a tendency that the benefits of 
management and labor will merge to a certain 
degree. 

8. The eighth effect is that more and more 
companies conduct Knowledge Management pro- 
gram and set up Information Systems as the es- 
sential tool. According to Knowledge Manage- 
merit Research Report by KPMG Consulting 
Co. , one of the world' s famous consulting com- 
panies,  we know that the rate of sampled compa- 
nies conducting KM program increased from 
4 3 %  in 1998 to 6 7 %  in 2000. And the table 
below shows us the percentage of the information 
systems (IS)  set up inside the investigated com- 
panies,  showing that KM technologies have been 
widely implemented. 

Table 1 Survey of information system inside compa- 
nies by Bi Ma-wei  Consultants,  2000 * 

Percentage Percentage 
Kinds of information system (1998) (2000) 

Interact 90 % 93 % 
Intranet 66 % 78 % 
Document management system 63 % 61% 

Groupware 49 % 43 % 

Decision Support 38 % 49 % 

Data warehousing/mining 36 % 63 % 

Extranet 16 % 38 % 

Artificial intelligence - -  22% 

http://www, kpmg. corn] # 

CASE STUDY 

Hewlett-Packard Corporation is a large, suc- 
cessful company with over $ 31 billion in early 
1995 revenues. The fast annual revenue growth 
of approximately 3 0 %  from such a large base 
have astounded obsmwers. The company com- 
petes in many markets, including computers and 

peripheral equipment,  test and measurement de- 
vices, electronic components, and medical de- 
vices. It has 110000 and over 400 branches 
around the world (Thomas, 1996) . As represen- 
tative of" the IT industry, Hewlett-Packard Cor- 
poration' s success lies in its harmonious indus- 
trial relationships based on RHR (Road  of Hu- 
man Resource ) ,  which is made up of the ideas 
and strategies as follows: trust and freedom, re- 
spect, acknowledgement and participation, in- 
surance and individual problem settlement, profit 
and responsibility share, mutual communication 
and help between management and labor, target- 
oriented management, decentralized organiza- 
tional structure ( Lu, 2000 ) .  Hewlett-Packard 
Corporation is a good example of how Knowledge 
Economy affects the industrial relations inside 
the company. 

HP has a relaxed, open corporation culture 

All employees,  including the CEO, call 
each other by first names directly, and work in 
open cubicles.  Many employees are technically 
oriented engineers who enjoy learning and shar- 
ing their knowledge. The company is perceived 
as being benevolent to its employees,  and its fast 
growth has obviated the need for major layoffs. 
All employees participate in a profit sharing pro- 
gram. 

HP is known for its decentralized organizational 
structure and mode of operations. 

This means,  in HP,  business units that per- 
form well have a very high degree of autonomy. 
There is little organized sharing of information, 
resources, or employees across units. HP man- 
agers feel that the strong business-specific focus 
brought by decentralization is a key factor in the 
f i nn ' s  recent success.  It is common, h "v,/,e'eer, 
for employees to move from one business unit to 
another; this mobility makes possible some de- 
gree of informal knowledge transfer within HP.  

HP creates web of inclusion in enterprises 

As for a human-centered relationship be- 
tween management and labor, the web of inclu- 
sion plays a role as running base of successful 
enterprise, which differs a lot from the obsolete 
management-labor relations. There is no hierar- 
chy, no boun~tTary, no limits of self-improvement 
and no obstacle to information in the web of in- 
clusion, so labor can easily contact management 
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and take part in the decision making in their en- 
terprise. The employees share the profit and re- 
sponsibility of the company and they devote 
themselves to their work. They can truly own the 
enterprise and themselves. In fact the develop- 
ment and utilization of IT contribute greatly to 
the establishment of the web of inclusion (Tho- 
mas, 1996) . 

CONCLUSIONS 

As Prof. Peter Drucker predicted, the 
knowledge-based economy will be the future 
economy for mankind. Knowledge, as the cre- 
ation and valuable wealth of mankind,  is also in- 
fluencing ourselves : our thoughts, our lives, our 
society, and our political and economic systems. 
Nowadays, Knowledge Economy has already 
been affecting many industries function even 
though this phenomenon is only in its beginning 
stages. Industries have already adapted and in- 
creased the level of knowledge to stay competi- 
tive. Although it is obvious that the Knowledge 
Economy will have far reaching effects on the re- 
lationship between management and labor, it is 
not scientific to draw conclusion on what kind of 
management-labor relation will be like in the fu- 
ture, More cooperation? Or increased opposi- 
tion? We know is that all the factor affecting la- 
bor-management relations, affecting labor ' s  and 

management '  s interests, demands,  power distri- 
bution in society, and negotiation power inside 
or outside the companies, etc which are chang- 
ing in the new circumstances. Knowledge Econ- 
omy will result in new dynamic equilibrium be- 
tween management and labor. While some ef- 
fects are already visible, the full impact of the 
changing Knowledge Economy on management 
and labor relations is still developing. 
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