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Abstract 
With the development of economic globalization, market competitiveness is becoming 
more and more fierce and the crucial key for a corporation to survive in this marketplace 
is human capital management. As the scarcest of the capital of enterprises, the 
importance of human capital strategy has become a more and more prominent 
managerial strategy among all strategic management. Therefore, how to boost both 
employees’ and corporations’ performance and reduce the turnover rate of core talents 
via a systemic employee incentive mechanism has gradually become the focus of 
research on human resource management. An effective incentive mechanism is 
positively correlated to employees’ work performance, it does contribute a lot to the 
corporation’s performance. A good incentive mechanism will contribute a lot to the 
employees’ productivity so that the corporation’s performance will be boosted. ESOP is 
a long-term effective incentive mechanism which is integrated the interests of 
employees and corporations together through issuing the share of the corporation to the 
enterprise’s internal employee. Huawei’s development has set a representational 
example on ESOP incentive mechanism application. This paper will take Huawei’s ESOP 
incentive mechanism as a study background to analyze the relationship between the 
internal driving working force of employees under the ESOP incentive mechanism and 
the corporation’s performance. 
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1. Research Theoretical Background 

1.1. Motivator-hygiene Theory 
There are certain factors in the workplace that cause job satisfaction, while there is a separate 
set of factors which cause job dissatisfaction. When motivator needs are met, employees will be 
satisfied, when these needs are not met, employees will not be satisfied. When hygiene needs 
are met, employees will be satisfied, when these needs are not met, employees will not be 
satisfied. 

1.2. Employee Incentive Mechanism 
Employee incentive mechanism is a series of incentive plans which are carried out by the 
individual employer, and it is generally the rewards given to employees to boost their morale 
and increase job performance. They may be specific incentives offered to all employees upon 
hire. Alternately, an incentive may be offered to reward employees for certain types of 
performance. An effective employee incentive mechanism is supposed to keep or promote 
employees’ working performance and productivity. Employee incentive mechanisms can be 
generally divided into two separate parts--Material Incentive and Non-Material Incentive. 
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1.3. The Purpose of EIM 
The main purpose of taking out an employee incentive mechanism is creating an effective and 
systemic motivation plan to boost both employees’ and corporations’ performance. To some 
extent, it helps alleviates the internal and external working-driving force of employees. 

1.4. Main Content of Employee Incentive Mechanism 
1) Compensation Incentive is the supplementary money employees make for a certain level of 
performance on top of their base salary. 
2) Promotion Incentive is a talent-selection and spiritual-demand based position promotion 
method which is used to improve the enthusiasm of employee since their material needs has 
been met. 
3) Control Rights Incentive is the supplementary incentive methods which is more stressed on 
the clarified right benefit based on employees’ position and right-related consumption. 
4) ESOP Incentive is a corporation contributes shares of its own stock to a trust in which 
additional contributions are made annually. The trust distributes the stock to employees on 
retirement or separation from service. ESOP is an effective tie which integrated the interests of 
employee and corporation together. It offers the retirement indemnity and dividend sharing 
based on corporation’s performance. 

2. Case Introduction  

2.1. Background Introduction of Huawei 
HUAWEI TECHNOLOGIES CO., LTD was founded in 1987 and it took out the ESOP incentive 
program in 1990. Huawei has more than 194,000 employees, and it operates in more than 170 
countries and regions, serving more than three billion people around the world. Huawei is a 
private company wholly owned by its employees. Through the Union of Huawei Investment & 
Holding Co., Ltd., Huawei implements an Employee Shareholding Scheme involving 104,572 
employees. Only Huawei employees are eligible to participate. No government agency or 
outside organization holds shares in Huawei. In 2013, Huawei took out a Time-Unit-Plan based 
ESOP incentive program, this effective incentive plan boosted both the performance of Huawei 
and its employee very well. The annual sales revenue of Huawei in 2014 reached CNY 288,197 
million, up 20.6% year-on-year while the annual operating profit reached 77835 million, up 
17.4% year-on-year.  
At the end of 2019, there are 104572 participants involved in the ESOP incentive and all of them 
are the employee of Huawei. The participant rate of ESOP is approximately 98.6%. 2019, its 
sales revenue rounded off at 858.8 billion Chinese yuan, up 19.1% year-on-year. Its net profits 
reached 62.7 billion Chinese yuan, and its operating cash flow topped 91.4 billion Chinese yuan. 
Nowadays, HUAWEI is the biggest leading global information and communications technology 
(ICT) solutions provider. 

2.2. ESOP-based TUP Employee Incentive Model Validity Analysis of Huawei 
2.2.1. Time-Unit-plan based ESOP Incentive Program 
TUP Incentive: Huawei will ration the share option to their qualified employee, which is based 
on their job title, department level, annual performance. The employees are not required to pay 
for the share option and the settlement interval is 5 years.  During the settlement interval, the 
option holder will earn the sharing profit yearly which is proposed by Huawei but value-added 
earning will be settled after a settlement period. Huawei will set the TUP price per share 
according to the price of phantom Stocks. 
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2.2.2. Implementation of Time-Unit-plan based ESOP 
Profit distribution model: Deferment (Profit sharing) + Successive increase (Value-added 
earning). 
Example: Employee A of Huawei is rationed 10000 shares of TUP, phantom price is $1, then the 
Profit distribution scheme is (Table 1):  
 

Table 1. Example of Profit distribution model 
1st Year  No Profit Sharing  
2nd Year Profit Sharing=10000*1/3 
3rd Year Profit Sharing=10000*2/3 
4th Year Profit Sharing=10000*100% 

 
2025, 5th year, A will get entire profit sharing as well as the value-added earning, if the price of 
TUP raised up to $5 per share, then the total income will be calculated as :10000×100% 
+10000× (5-1), while this amount of 10000 shares will be cleaned up by Huawei. This incentive 
plan boosted the employee working motivation well and reduce the turnover rate effectively. 

3. Research Findings 

3.1. EIM Validity Analysis (Data Sourcing: Collecting and Reprocessing the Data 
from 2006-2019 Annual Report of Huawei) 

3.1.1. Huawei’s TUP-based ESOP Participants Scale and Profit Sharing 

 
Figure 1. ESOPs Participation data (2006-2019) 

 
There are 104,572 participants involved in the ESOP incentive which is account for 48.1% of 
total employee in Huawei. The participant rate of ESOP is approximately 98.6% and it maintain 
at this level for more than 10 years (Figure 1). 
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Figure 2. Profit Sharing based on ESOPs (2006-2019) 

 
According to the chart above, we can see that Huawei insists on subscribing for high dividends 
and low-priced stocks every year, and its yield has always been higher than the industry 
average (Figure 2). 
Based on the research above, the TUP-based ESOP program covers approximately entire 
employees of Huawei with its attractive profit per share. 
3.1.2. Huawei’s Operation Data under TUP-based ESOP 

 
Figure 3. Sales revenue of Huawei (2006-2019) 
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Figure 4. Operating Profit of Huawei (2006-2019) 

 

 
Figure 5. Cash flow from operating activities (2006-2019) 

 
Since Huawei carried out the TUP based ESOP incentive program in 2009, Huawei’s sales 
revenue increased from 149,059 million yuan in 2006 to 858,833 yuan million in 2019 (Figure 
3). Over the past 10 years, Huawei’s sales revenue has grown at a compound annual growth 
rate of 21.48% and maintains the high growth rate. Operating profit increased from 21,052 
million in 2009 to 77835 million in 2019, and net profit increased by nearly 4 times, with a 
compound annual growth rate of 15.64% (Figure 4). Compared with net profit, cash flow from 
operating activities can more truly reflect the profitability of a company. In 2019, Huawei 
completed an operating cash flow of 91,384 million yuan, compared with 21,741 million yuan 
in 2009, achieving a compound annual growth rate of 17.30% (Figure 5). 
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According to the research data above, besides other investments including innovation and so 
on, we could intuitively acquire that the employee’s productivity has been boosted by this 
incentive plan so that its operation data increased steadily.  
Huawei has developed rapidly in the past 10 years since the TUP-based ESOP incentive 
program is carried out. All indicators are better than the average level among the same industry 
and the development trend orients positive. A senior leader from Huawei said that if there were 
no ESOP, there would no recent performance of Huawei. The rapid development of Huawei over 
the past years is inseparable from the contribution of the ESOP. This EIM integrated the 
personal interest of its employee to the overall interests and has played an indispensable role 
in long-term incentives and constraints the employee’s performance. This program completely 
motivated the employee well and inspired the employee’s working activeness. With the rapid 
development of Huawei, both corporations and Huawei’s employees achieved a win-win 
situation, employees could enjoy a good dividend as well as the development of Huawei steps 
into a new era. 

4. Conclusion and Discussion 

Summarizing all findings and analysis above, we could know that human capital management 
makes a huge contribution to the development of Huawei, and the ESOP incentive mechanism 
plays an indispensable role in Huawei’s strategic plan for its development. Based on the 
research findings, the author developed following 4 recommendations when an ESOP incentive 
program is applied to the development of an enterprise. 

4.1. Wide Coverage Scale of ESOP 
Huawei’s successful experience in implementing ESOP shows that under certain circumstances, 
the greater the number of participants in an ESOP incentive program is, the greater its incentive 
effect will be. 

4.2. Corporation Performance based 
Just like Huawei, its high development capabilities and considerable operating profits have laid 
a solid foundation for the smooth implementation of the employee stock ownership plan. The 
better the economic efficiency of the company, the higher the expectations of employees for 
future stock returns. Therefore, the enthusiasm for participating in the employee stock 
ownership plan will be higher. At the same time, companies with good profitability have more 
room for stock appreciation, and employees are more willing to stay in the company for a long 
time. 

4.3. Dynamic ESOP is Required 
The ESOP needs to be adjusted in time to adapt to the changes in a company's internal and 
external environments. The proportion of ESO admitted to the employee must be adjusted 
based on their performance. 

4.4. Appropriate Proportion of ESO 
The employee stock ownership plan should be oriented towards the differentiation of 
employees’ income, to prevent equal shareholding from causing egalitarianism, thereby 
weakening the enthusiasm of employees. At the same time, the shareholding ratio should be 
appropriate. 
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