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enhanced at the level of the firm. Previously, South Korean companies had
attempted to restructure to achieve more functional flexibility given the
increases in labor costs in the 1987-1991 period, but some also adopted
numerical flexibility strategies such as the movement of production out of
the country to lower-cost regions. The financial crisis has driven a more
urgent imperative for flexibility of both types.

The nature of IR change in Japan has focused almost exclusively on the
reduction of head count during the 1990s. This focus on numerical flexibility
has been realized through greater use of subcontracting, increases in the
ratio of temporary to permanent workers, increased voluntary retirements,
higher incidences of interfirm transfers, lower hiring levels, and some
changes in the commitment to lifetime employment. However, we note that
the changes relate to "how much" (and for how long) labor is employed,
not "how" labor is used; i.e., the focus on numerical flexibility comes over
and above the large extent of functional flexibility for which the Japanese
IR system is famous and reflects the breakdown of the more rigid aspects of
the system.

What influenced the choice of different flexibility strategies in these
nations, particularly before the crisis? Although our cases do not suggest a
definitive answer to this question, we can identify four interrelated factors
that appear to be associated with the choice of flexibility strategies. First,
there appears to be some evidence that the greater the extent of institutional
arrangements in states that have placed a high emphasis on job security in
the past, the greater is the proclivity to use numerical flexibility strategies as
an initial step. This seems to have been true even where the ability to layoff
or retrench employees remained constrained. For example, the Indian IR
system is an example of extreme rigidity before economic liberalization, and
that rigidity, particularly in terms of the inability to layoff or retrench, was
seen as a barrier to effective restructuring to meet the newly emerging
international competition after liberalization. Given this, the use of
voluntary retirement schemes and the adoption of greenfield strategies
predominated (Hiers and Kuruvilla 2000). The Japanese system as well, was
functionally flexible within the firm but extremely rigid in general labor
market terms, and the recession, excess capacity, the movement of factories
to' Southeast Asia, and growth of the service sector have exerted their
pressures for change. Numerical flexibility approaches were seen as initial
adjustments. Thus, whether or not there has been some form of functional
flexibility in the past, numerical approaches appear to be more likely where
there has been a previous strong emphasis on job security.

A second factor driving the adoption of different flexibility strategies
pertains to the source of competitive advantage of different nations and



216 I SAROSH KURUVILLA AND CHRISTOPHER L. ERICKSON

firms. Deyo (1997) argued that numerical flexibility strategies will tend to
predominate in firms in exceptionally competitive product niches. Both low-
and high-cost product niches exist. Our own view is that numerical
flexibility strategies tend to dominate in countries and industries where the
source of competitive advantage is low labor costs. Some support for this
argument can be seen in the case of the export industries of the Philippines,
notably in garments and shoes, and similar low-cost industries in India. In
firms and nations that seek to capitalize on low costs, there is little incentive
to invest in long-term training and continuous upskilling, associated with
functional flexibility. The Philippines' continued focus on low costs thus led
to an emphasis on numerical flexibility strategies despite the absence of a
particularly rigid IR system.

A third factor associated with the choice of flexibility is the existence of
governance institutions that encourage long-term investments in technology,
research and development (R&D), and HR development. Deyo (1997), for
example, argues that functional flexibility generally is found in states that
underwrite a supportive social infrastructure in training, education, and
R&D, where labor standards are enforced, and where the state provides
incentives to invest in training and organizational development. The
governments of Singapore, South Korea, and more recently, Malaysia
have provided the conditions for functional flexibility in many respects.
Singapore, South Korea, and Malaysia all have reformed education systems,
have ensured the supply of skilled personnel for industry, and have created
incentives for training and upskilling via skills-development funds (in
Malaysia and Singapore) and tax incentives (in South Korea). In addition,
all these governments have funded massive infrastructure projects necessary
for competing in a global economy. In contrast, both the Philippines and
India suffer from an infrastructure shortage that hinders development, and
to a large extent, governments in these two nations have not created
institutions that will promote the growth of functional flexibility.

Unions, the fourth factor, also playa role in influencing this kind of
flexibility strategy, although the extent of functional flexibility and union
strength does not seem to be related in a predictable manner across the
countries in our sample. It is reasonable to expect that strong unions will
push firms and countries in the direction of functional flexibility strategies.
It is true that stronger unions in South Korea have affected, and continue to
influence, the ability of Korean chaebols to adopt numerical flexibility
strategies before the economic crisis despite the obvious need of the chaebols
to cut labor costs. Firm-level evidence in South Korea and more recently in
some firms in the Philippines tends to suggest support for this notion; i.e.,
negotiations regarding head count have been attempted in several firms
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since the early 1990s with little success. It was only after the onset of the
economic crisis and the consequent erosion in union bargaining power that
numerical flexibility strategies were adopted. In Japan, it could be argued
that unions were strong in the 1960s and 1970s, which encouraged the
growth of functional flexibility, but over the 1990s, their declining strength
appears to coincide with a focus on numerical flexibility strategies. Note
also, however, that functional flexibility strategies sometimes have appeared
where unions are weaker (Singapore and Malaysia), whereas numerical
flexibility strategies have been adopted where unions are stronger (Japan
and India). Thus the precise way in which unions influence the choice of
flexibility strategies is not obvious (at least at the national level of analysis)
and perhaps requires a more detailed historical analysis in each nation.
There is evidence, however, in studies of industries and firms that unions
have had an impact on decisions regarding flexibility. Recently, to counter
the effects of numerical flexibility, unions in many countries have made
attempts to merge to try to centralize bargaining arrangements (e.g., Korea,
Philippines), although these efforts are tentative. Further, there is little in
the way of transnational bargaining that might counter the numerical
flexibility strategies of employers.

As noted earlier, all these factors impinge on the type of overall flexibility
strategy undertaken, and their relative importance varies across countries,
industries, and firms. Moreover, although we have discussed these four fac-
tors separately, it is important to note that they tend to work in conjunction.

Change versus transformation. Clearly, there have been changes in Asian
IR systems. We have argued that the most salient constraint facing the
actors in the systems has changed from the need to maintain labor peace
and industrial stability to the need to enhance firm-level competitiveness by
promoting numerical and functional flexibility. The key question that we
wish to address here is whether these changes amount to a "transformation"
underway in Asian IR systems. Note that similar changes in the advanced
industrial nations have led authors to argue for the existence of
fundamental transformations in IR, a topic that is debated hotly. Since
the changes in IR in many countries in Asia appear to be driven by some of
the same factors as in the advanced industrialized nations outside the region
(i.e., reduced rents due to increased competition), it is relevant to ask the
question here as well.

We use a recent article on the nature of IR transformation by Erickson
and Kuruvilla (l998a) to interpret the changes in Asian IR. According to
their framework, the key element in deciding whether a transformation has
occurred is whether there has there been a serious reconsideration by the
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key actors of the deep structure of the IR system: the network of
fundamental, interdependent choices that determines the basic configur-
ation into which the system's units are organized. Any change that does not
involve a change in deep structure cannot be labeled transformation.
Applying this schema to these country cases, we find the following: Three of
the systems have adapted to meet newly salient constraints without
significant changes in underlying deep structure (Singapore, Malaysia,
and the Philippines), whereas two others show tentative evidence of
transformation (India and Japan) and two others show more unambiguous
evidence of transformation (South Korea and China).

For instance, in the case of South Korea, a wide range of evidence
suggests that a transformation is underway. After democratization, there
was a reconsideration of IR policy and a rise in militant unionism and wage
levels, but the government's response, on the one hand, encouraged the
growth of new unions and, on the other hand, continued suppressive
policies by refusing to recognize alternative trade union federations. During
the period 1987-1995, the government attempted in various ways to
structure bargaining, without much success, and employers and unions
began a process of either dealing with each other or experiencing higher
levels of industrial conflict. Then the onset of the economic crisis brought
about conditions for a major change in IR. We argue that the formation of a
tripartite IR system, coupled with recognition of alternative federations,
granting of bargaining rights for public-sector workers, and legitimization
oflayoffs through changes in the law, suggests a change in the deep structure
of the South Korean system. The fundamental change in South Korean IR
from a deep structure viewpoint is this: For years, the Korean IR system
was heavily controlled by the government with the explicit purpose of
putting economic development over labor rights with minimal voice
accorded to labor. The system that has just been put in place is radically
different, in that labor is a partner in the process, bilaterism in IR is a given,
and the focus on rights is paramount. Yet there are indications that the new
deal will not hold because unions and employers recently have opted out of
the Tripartite Commission. This suggests continued experimentation as the
actors in the system seek to develop a new, stable deep structure.

As far as the Chinese system is concerned, it is relatively easy to make a
judgment in favor of transformation. There appears to be a reconsider-
ation of the deep structure of IR in the state system in China: As many
observers have noted, there has been an abrupt departure from the iron
rice bowl to a more market-oriented IR system. Transformation in IR is
linked to economic, political, and social transformation as well (Jackson
1994).



Change and Transformation in Asian Industrial Relations / 219

So, too, there is some evidence of transformation in the Indian and
Japanese cases, although the evidence is more aI~biguous here than in the
previous two cases. In the case of India, the changes in economic
development strategy in the 1990s have brought about rapid changes in
IR practice. For the first time, employers are on the offensive, unions have
lost their political power as their traditional political partners (the political
parties) have been pro-liberalization in direct opposition to the unions'
position, and the range of IR outcomes has varied considerably compared
with the past. Today, the interests of the industrial employer appear to be
more important to the government than before. There have been several
revolutionary changes in labor law at the state level, although central
government labor laws have not yet been changed; these are being debated
at the moment. Arguably, the shift in some of the basic beliefs about IR
(i.e., from a belief in a very high degree of protection for workers,
safeguarded from layoffs or retrenchment, based on strong union-political
party ties in an import-substitution regime, to a much more market-based
set of assumptions) suggests the beginnings of reconsideration of the deep
structure of Indian IR.

In Japan, the changes in the economy, coupled with the new law that
permits short-term employment contracts, coupled with various new
approaches of firms with respect to lifetime employment practices, are
suggestive of the beginnings of change in the deep structure of the Japanese
system. One could argue that the predominance of numerical flexibility
strategies in a country with very flexible internal labor markets, which had
become entrenched over time through supporting and reinforcing practices
and insulated from the wider labor market, is evidence that the carefully
constructed Japanese employment system is breaking up. There is change in
almost every established feature of Japanese employment and IR practice
and institutions, with intensified change in the 1990s. In fact, in the years
2000 and 2001, a significant number of major Japanese corporations
announced layoffs. Such a breakup might suggest a reconsideration of the
deep structure reflected in the three pillars, although the new set of basic
underlying assumptions is difficult to discern at this point.I5

In contrast, the IR systems of Singapore, Malaysia, and the Philippines
show much less evidence of transformation, as per Erickson and Kuruvilla's
(1998) definition. Certainly they have changed in some respects, but there

15Wenote as well that in terms of the Erickson and Kuruvilla (1998a) framework, all four of these
possible "transformations" (South Korea, China, India, and Japan) are of the discontinuous type. All
these nations have experienced change that is rapid relative to the past and with great deal of experi-
mentation with new structures.
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has been little evidence of reconsideration of the deep structure underlying
the systems. The changes can be classified as more adaptive and are all
consistent with the imperative of numerical and/or functional flexibility.
There have been changes in what institutions do as well as firm practices.

In Singapore, the assumptions underlying the system have remained the
same: that IR arrangements primarily should enhance economic develop-
ment through the preservation of both stability and functional flexibility,
that the best way of achieving this is to create tripartite institutions that
provide unions with voice at the national policymaking level but restrict their
influence at the workplace level, and thatIR and HR institutions must adapt
and change continuously in deference to economic development goals.
Although the basic beliefs underlying Singapore's IR system have not
changed, the various IR and HR institutions often have adapted to meet
changing economic needs. For example, when it became clear that national-
and industry-level bargaining posed a threat to firms whose different
economic circumstances mandated differential wage levels and increases the
structure of trade unions was changed in the early 1980s: enterprise unions
were mandated. Similarly, while the tripartite National Wages Council
(NWC) in the 1960s sought to promote uniform wage increases to maintain
Singapore's economic competitiveness as a low-wage manufacturing center,
with the imperative of functional flexibility in the 1980s and 1990s, the NWC
now promotes flexible pay strategies for different industries and firms and
takes the lead in disseminating information about pay linked to productivity.
Yet there is little evidence of reconsideration of deep structure.

In Malaysia, as Hiers and Arudsothy (1999) have suggested, the deep
structure of the system is premised on a government-business collabor-
ation that has sought to systematically exclude labor from the decision-
making process at the national level and to facilitate both numerical and
functional flexibility by limiting labor voice through a number of different
mechanisms. This formed the basis for the government's highly interven-
tionist IR strategy during the period of export-oriented industrialization
and its later strategy of encouraging functional flexibility through the
creation of new institutions for skills development while attempting to
ensure that the electronics sector remained nonunion. The one significant
change in Malaysia is the emphasis on tripartism during the Asian
economic crisis, which may be suggestive of the beginnings of a
reconsideration of the existing deep structure based on government-
employer autarchy. However, it appears to this point that tripartism has
very limited objectives: to alleviate unemployment, to promote functional
flexibility, and to restrain social unrest in the wake of economic
restructuring.
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In the Philippines, the basic underlying concept of a pluralistjc IR system
has remained essentially unchanged, although it was suspended temporarily
under the Marcos regime. The pluralistic system has resulted in weak and
politically oriented unions through the historical development of a highly
fragmented labor movement that continues to this day. Over the years, the
low-cost export-oriented industrialization strategy and a huge labor surplus
have weakened unions to a considerable extent, and the new electronics
industry is largely nonunion. The post-Marcos era thus has seen a return to a
pluralistic and democratic yet highly fragmented IR system, with employers
in large sectors of the economy mostly free to pursue nonunion strategies with
little interference, much as in the United States. The emphasis on tripartism
during the Asian economic crisis has been, as in the Malaysian case, highly
limited to date. Thus we argue that minimal reconsideration of deep structure
has occurred in Singapore, Malaysia, and the Philippines; the basic social
bargain as regards IR has not changed fundamentally in these countries.

Why do some of these systems adapt within the context of a stable deep
structure and others transform? Although we do not have a definitive
answer to this question, our cases suggest the basis for the development of
an initial hypothesis in this regard. The adapters (Singapore, Malaysia, and
the Philippines) are characterized by strong and activist states (Singapore
and Malaysia) and/or strong employers (Malaysia and the Philippines) and
either incorporated (Singapore) or weak unions (Malaysia and the
Philippines) with a relatively stable economic environment. The transform-
ers are nations whose economic environments have changed radically (India
and China) or which are characterized by a combination of a strong state,
strong employers, and strong unions (South Korea). We leave the testing of
this tentative hypothesis to future research.

Conclusion

Our examination of a limited but representative set of Asian nations
suggests that changes in IR during the 1980s and 1990s reflect the process of
adjustment from a previously salient constraint (labor peace and industrial
stability) to the new imperative of enhancing firm-level competitiveness
through numerical and functional flexibility. The recent changes in Asian IR
systems have been similar to those which have occurred in the West in that
the emphasis has shifted to achieving various kinds of flexibility, although
the already decentralized Asian systems have not experienced significant
further decentralization. The flexibility-enhancing strategies followed by the
different Asian systems, whether numerical or functional, appear to be
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mediated by the current and previous levels of IR system rigidity, sources of
competitive advantage of firms, state policies and institutions, and labor
unions. In some countries, the changes in IR suggest a transformation,
reflecting a serious reconsideration of the deep structure of IR, whereas
other nations have adapted to the changed constraints more smoothly and
without fundamental reconsideration of the underlying logic of those
systems. In general, the shift in constraints, attributable to increased
competitive pressure, is pushing IR arrangements in Asia in the sam~
direction as it has in the West, which suggests the possibility of convergence.
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