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Introduction

Tony Edwards and Chris Rees

This book is about the management of human resources and employment relations within
multinational companies (MNCs). Now in its third edition, the book has been revised and
updated to take account of the rapidly changing context for international business as well
as contemporary developments in human resource management practice. While covering
broadly the same topics as previous editions, the book now has an expanded first section
and a range of new contributors who are leading authorities in their fields. Our intention
is to offer a research-informed textbook that will provide both a readable introduction to
international HRM as well as a stimulus to further study for those who may wish to pursue
their own research in this fascinating yet complex area. In this introductory section, we
indicate the key analytical themes that run through the book and provide a brief overview
of the content.

The book is divided broadly into three parts. Part One (Chapters 1-3) establishes a
conceptual and analytical framework for understanding international HRM by analys-
ing contemporary trends at the global, national and regional levels. In a new Chapter 3,
written specifically for the third edition, the regional dimension is explored through a
detailed overview of the European context for IHRM.

Part Two (Chapters 4-7) considers the place and the role of the multinational firm
within these trends, examining the way MNC:s are structured and how this relates to their
corporate strategies in the human resource area. After considering the strategy/structure
relationship and the way MNCs balance global integration with local responsiveness, this
section considers how MNCs attempt to spread or diffuse their HR and employment prac-
tices, the implications for HRM of MNC merger and acquisition activity, as well as the
important issue of HR outsourcing.

Part Three (Chapters 8-14) examines specific areas of HR practice within MNCs in
more detail, building on the earlier chapters to address the challenges of developing
effective HR policy interventions. After three chapters examining the development and
functioning of international managers and the way international pay and reward pol-
icies are formulated, this section considers broader issues around the representation of
employees within MNCs, how firms respond to the challenges of CSR and contemporary
trends in migration and the movement of labour.

As well as this logical three-part structure, we have also attempted to weave six dis-
tinct themes throughout the book. These represent established features of international
business, and have a significant impact upon the scope and direction of international
HR strategies. Referenced at different points throughout the text, the themes emphasize
that the book does not seek to offer ‘one best way’ blueprint solutions for international
HR practitioners, but rather aims to take a balanced and critical stance towards the for-
mation and execution of HR policy in MNCs, and to locate management action firmly
within its economic and societal context. The six themes are as follows.
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Introduction

1. Globalization versus embeddedness

The most obvious theme of the book concerns globalization. The book begins by review-
ing the hotly contested debates concerning the extent to which globalization is really
novel, on the one hand, or has historical precedents, on the other. In developing the
limitations to globalization, we show how economic activity is embedded in distinctive
arrangements at local level.

2. Cultures versus institutions

If economic activity is embedded at national level, we need to consider how we might
think about the nature of embeddedness. We contrast the culturalist approach, widely
adopted in international HRM research, with various types of institutionalism. The
strengths and limitations of each are assessed. On balance, we tend towards a more sym-
pathetic treatment of institutionalism and offer a sharp critique of (some aspects of) the
culturalist perspective.

3. Choices versus constraints

While actors within MNCs unquestionably have scope to choose how they operate and
which strategies to pursue, these choices are far from being unconstrained. The nature of
these constraints to a large extent follows on from the second point; if firms are embed-
ded in distinctive cultures and institutions, then they are to some extent governed by
the requirements that these present. However, we can also see institutions as facilitating
certain courses of action - in other words, they are resources as well as constraints - and
actors in senior positions in MNCs have some scope to choose where to operate and
which policies to pursue.

4. Integration versus differentiation

As we have said, the book focuses on the multinational company, and the fourth theme
relates to a key aspect of the strategies of MNCs. A familiar idea in the field is to contrast
the pressures to integrate a firm’s operations across borders (arising from the opportuni-
ties to realize synergies in different countries, for instance) with the pressures to differen-
tiate these operations (that stem from ongoing distinctiveness in national contexts). We
develop this in a number of respects, including the ways in which MNCs balance these
pressures across regions and divisions.
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5. Standardization versus segmentation

A less familiar dilemma in international HRM research is the form of integration that
firms pursue. One way of integrating operations across countries is through operating
units that replicate the functions carried in other countries, which we refer to as stand-
ardization, while another is to separate various parts of the production process so each is
concentrated in a particular location, which we term segmentation. Profoundly different
implications for how MNCs manage their international workforces flow from each of
these, and there are also a range of intermediate positions.

6. Collaboration versus contestation

It is understandable that a central concern in much international HRM research is on
how MNCs can arrive at collaborative ways of working across borders. Clearly, though,
many of these processes are subject to contestation. That is, the preferences and strate-
gies of various groups within firms differ, and individuals and groups will use whatever
sources of power are at their disposal to advance and defend their own interests. While
all organizations are characterized by political struggles between different groups, this is
especially the case for large, complex MNCs that cross national divides.

There is an increasing number of impressive and useful introductory books in the field of
international HRM. Our aim here is to provide a distinctive text which combines a central
focus on the multinational firm with a thorough consideration of relevant theoretical and
conceptual material. As in previous editions, we illustrate many of the key issues with case
studies, and provide review questions and suggestions for further reading in all chapters.
We are grateful once again to our colleagues and students of international HRM at King’s
College and Royal Holloway, London, who have provided ideas and critical feedback to
help us develop this new edition.
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Chapter 1

Globalization, national systems and

multinational companies
Chris Rees and Tony Edwards

The aims of this chapter are to:

-

introduce and critically evaluate the concept of globalization;

consider the role of multinational companies (MNCs) in the process of globalization and
as central to the analysis of international human resource management (IHRM);

examine the dynamic relationship between MNCs and nation states, and consider the
cultural and institutional bases of ‘national systems’;

specify four levels of analysis for understanding IHRM in MNCs: the organizational,
the national, the regional and the global.

Introduction

Major changes are taking place in the international economy, and in the nature of work
and management across different nations and regions. International HRM operates within
this dynamic context, and international human resource (HR) strategies and practices are
best understood when located within prevailing social, political and economic trends.
A number of important concepts have been used to explain these processes of change,
and globalization is perhaps primary among these. International HRM focuses on the way
MNC:s attempt to influence the way people work in their operations across borders, and
globalization presents new and significant challenges for managing and regulating work
on an international basis.

At the core of economic globalization is the increased movement of capital and labour,
of finance, goods and services between countries. This represents both a major challenge as
well as a primary catalyst for change in international HRM and employment relations. In
this opening chapter, we examine the nature of contemporary globalization, and consider
the broad implications for management and work, particularly with respect to multina-
tional companies. We look at the role of MNCs as key players in globalization, and con-
sider how their actions are related to particular features of their ‘home’ and ‘host’ national
locations, which are often understood in ‘cultural’ and ‘institutional’ terms. This involves
paying attention to the politics of globalization, seeing MNCs as ‘political actors’ and
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acknowledging contestation and conflict in the way they operate. The chapter ends with
a consideration of the interrelationship between organization-level strategies in MNCs,
national and regional contexts, and forces of globalization, and hence we advance a broad
four-way conceptual framework for analysing international HRM, which can act as a guide
through the rest of the book.

The concept of globalization is often used in a rather vague way to indicate large-
scale economic and social changes without specifying precisely what these are. Indeed,
Scholte contends that ‘in spite of a deluge of publications on the subject, analyses of
globalization tend on the whole to remain conceptually inexact, empirically thin,
historically ill-informed, economically and/or culturally illiterate, normatively shal-
low, and politically naive’ (2005: 1). Globalization also generates heated debate across
the political and ideological spectrum. As Dicken (2007) notes, probably the largest
body of opinion consists of what might be called the ‘hyper-globalists’, either on the
political right (the neo-liberal ‘pro-globalizers’) or on the political left (the so-called
‘anti-globalization movement’). In both cases, national governments and states tend
to be seen as no longer significant political actors or meaningful economic units,
and consumer tastes are assumed to be homogenized and satisfied through the
provision of standardized global products, created by global corporations with no
allegiance to place or community. In this way, globalization is consistently portrayed as
the most powerful force for change in the modern world economy. We look at some of
these competing conceptions of globalization in this chapter, examine different views
on its scale and impact and consider the broad implications for international HRM,
and in so doing we introduce several important themes and issues which are pursued
in more detail in subsequent chapters.

The nature of contemporary globalization

While trading links and other forms of cross-border economic activity have a long history,
the period of globalization since the 1980s has been associated with a particular ‘neo-liberal’
and ‘financialized’ form of unrestrained capitalism (Harvey 2005; Steger and Roy 2010), and
this has dominated policy discussions concerning management and work (Williams et al.
2013). The United States is usually seen as the key promoter and beneficiary of this form
of contemporary globalization, while the countries of the developing world are often por-
trayed as losing out, with their natural resources squandered and their citizens providing
cheap labour in factories and call centres. However, as Martinez-Lucio reminds us:

Itisnot simply a case of there being winners and losers, because even those gaining from
increasing their external trade, and developing new dynamic industrial sectors, face new
challenges and objectives in relation to worker expectations and new social needs, such
as health services and education. (2014: 2-3)

Moreover, new players are now entering the global economy and becoming more successful
and competitive. The countries of the Pacific Rim - such as Japan, Hong Kong and Sin-
gapore - have all been seen by the United States as potential economic rivals, and more
recently attention has turned to India and, in particular, to mainland China as its economic
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growth proceeds apace (Williams et al. 2013). International trade has also increased sharply.
During the post-war period, trade has grown consistently faster than national output in the
developed economies, as a result of which a higher proportion of the goods and services
that are bought and sold are produced in one country and sold in another. In fact, many
goods and services are now produced through integrated global ‘chains’ of firms across a
number of different countries (Gereffi et al. 2005; Lane 2008).

The central assumptions of neo-liberalism, as summarized by Grey (2013), are that (1) indi-
viduals are rational self-interested actors; (2) markets are the best allocator of resources; and
(3) the state is both inefficient and immoral in restraining individuals and markets. The policy
agenda which follows from this political analysis has been extensively implemented across
Western economies since the 1980s, and has centred around ‘deregulation of the private sec-
tor, privatization of - or creation of internal markets within - the public sector, breaking the
power of trade unions and promoting global free trade’ (Grey 2013: 108). In this period, there
have been many powerful advocates of the benefits to governments of encouraging this form
of neo-liberal economic globalization. The most prominent newspapers and magazines that
focus on economics, such as The Economist and The Wall Street Journal, extol the virtues of
such an approach. Likewise many influential think tanks and policy institutes, such as the
Organization for Economic Co-operation and Development (OECD), praise non-intervention
by governments, liberalization, transparency and freedom of capital movements. Moreover,
the dominant philosophy in international economic institutions, such as the World Trade
Organization (WTO) and the International Monetary Fund (IMF), is similarly pro-market
forces and anti-government intervention. Governments and international financial institu-
tions like the IMF have also responded to the recent financial and economic crisis by advanc-
ing further neo-liberal policy prescriptions, which, as Williams et al. (2013: 14) point out, is
‘somewhat ironic given that they were largely responsible for causing it!” The response of the
United States, for example, has been dominated by policies which support the interests of
finance capital, and, in Europe, deficit reduction programmes, sometimes involving extreme
austerity measures, have been largely based on the neo-liberal assumption that economic com-
petitiveness, and thus prosperity, are best achieved by cutting wages, reducing benefits and
weakening employment regulation (Williams et al. 2013). It is clear that despite the recent
economic crisis exposing the inherent weaknesses in unrestrained market mechanisms, the
neo-liberal agenda shows no signs of being abandoned (Stiglitz 2010; Crouch 2011).

One of the defining aspects of the current period of neo-liberal globalization is the
concept of ‘financialization’, which captures the growing dominance of international
finance, both in terms of the global banking and derivatives industries (Stein 2010) and in
the sense of corporate financialization (Peters 2011). The value of foreign exchange trad-
ing has increased very rapidly in the last three decades, particularly so in the last 15 years
or so (see Figure 1.1). Indeed, the value of foreign exchange trading has increased from 11
times the value of global trade in 1980 to a staggering 73 times in 2010 (Peston 2013). As a
consequence, Peston observes:

Financial globalization seems to have become disconnected from what we might see as
‘real business’ globalization. The amount of foreign exchange bought and sold every day
in the currency markets is £4 trillion . . . far more than the amount of currency transac-
tions needed to pay for all of the world’s trade in goods and services. (2013: 87)
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Daily averages in April in billions of US dollars at April 2013 exchange rates
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Figure 1.1 Global foreign exchange market turnover
Source: Bank for International Settlements.

This growth in foreign exchange has been driven by an explosion of high-stakes betting
on markets, a truly phenomenal rise in financial speculation, involving the creation and
exponential growth of whole new markets in increasingly complex products - such as
‘credit derivatives’ and ‘credit default swaps’. The cumulative impact of these new financial
products and the ‘casino’ activities of banks and financial institutions has been to ‘make
the financial system as a whole much riskier’ (Peston, 2013: 93), so that today ‘the global
economy is powered more by debt than equity; by loans rather than by investments’ (ibid.:
96). These trends are consistent with what has been termed ‘the new capitalism’ (Sennett
2006), in which the primary purpose of organizations is considered to be the maximization
of shareholder value, and a central activity of the firm is the use of its assets for ‘financial
engineering’. As Grey (2013: 105) notes: ‘In pursuit of financialization, companies offshore
and outsource their activities to countries with the cheapest labour and the most limited
protections for employment rights, seeking to ‘sweat’ their assets - both human and finan-
cial - to the maximum extent.” The financial crisis of the late 2000s clearly demonstrated
the importance of globalized finance, as financial contagion spread rapidly from the United
States, where difficulties arose in the market for sub-prime mortgages, to other parts of
the world, especially Europe (Harvey 2011). As Williams et al. (2013) explain, in order to
maintain the confidence of international investors, and thus retain access to sources of
global finance, governments in a number of European countries - including Greece, Spain
and Italy - have been required to initiate rigorous austerity measures, including substantial
reductions in wages, pensions and welfare benefits, in order to tackle their deficits.

In terms of the implications of the recent period of globalization for employment and
work, the increased intensity of international trade has meant that national systems of
management and employment have been subject to greater instability and a range of
diverse influences and pressures. Work and labour markets have also changed, in particu-
lar regarding trends towards feminization and increased migration (Martinez-Lucio 2014).
Compared to capital, labour has traditionally been seen as more rooted in, and committed
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to, particular places, as less mobile and more ‘sticky’. However, labour mobility on an inter-
national scale is nonetheless an important element in the recent process of globalization.
In 2010, for example, over 3 million people migrated to the major economies of the Global
North in search of better standards of living and work (Williams et al. 2013). We examine
the implications of migration for international HRM in Chapter 14.

For workers, globalization brings both challenges and opportunities. There is no doubt
that the heightened nature of international competition has led to pressure to cut costs
and maximize quality and efficiency. In particular, this has led to job losses in European
countries and to firms resorting to ‘offshore’ activity, such as locating their customer ser-
vice departments and call centres in India, where labour costs are lower, leaving workers
in many countries more vulnerable, with adverse consequences for the quality of their
employment. As Williams et al. (2013) report, for example, in the United States there has
been a growth in ‘precarious’ employment, as workers experience greater insecurity at
work as a result of increases in temporary contracts, outsourcing of production and the
decline of union representation and long-term benefits such as pensions and health care
(see also Kalleberg 2009). Neo-liberal globalization has also contributed to the spread of
informal work and employment around the world. The informal economy is a major source
of employment - especially in Asia, Africa and Latin America - and is distinctive insofar as
it falls outside legal and regulatory arrangements that govern employment in the formal
sector. Standing (2011) points to the rise of a new ‘precariat’, as more flexible employment
patterns, reduced levels of job security and weakened labour market protections render
increasing numbers of workers - particularly young workers, migrant workers and black
and minority ethnic workers - more vulnerable.

In summary, and following Erickson et al. (2009) and Williams et al. (2013), we can draw
up the following 10-point checklist of some of the key trends commonly seen as character-
izing the recent period of economic globalization:

1 National and regional economies are increasingly dominated by a new global system
of economic co-ordination and control, in which competition and strategic choices are
organized at the global level.

2 The internationalization of processes of production, distribution and exchange means
that national economies are less distinct and markets are more global.

3 The recent period has been characterized by a particular neo-liberal policy agenda and
by the rapid growth and influence of processes of financialization.

4 There is a decreased ability on the part of nation states to fully control their own eco-
nomic systems. As the ability of nation states to regulate economic activities declines,
so global markets increasingly dominate national economic policies.

5 Thereis an increase in the number and power of supra-national bodies and institutions
(such as the European Union or the G8 group of countries).

6 There are significantly improved methods of transport and communication, which allow
for the rapid movement of people, goods and, in particular, information across national
borders.

7 There is an increasing integration of newly industrializing countries (such as China,
India and Indonesia) into developing global networks.
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8 A ‘new international division of labour’ is emerging, in which unskilled manufacturing
work shifts to poorer, less developed countries, whereas research and development
activities are centred in the richer and more advanced industrial societies.

9 Labour mobility is increasing on an international scale as significant numbers of peo-
ple migrate to other countries in search of better work and better lives.

10 Goods and services are increasingly culturally homogenized around the globe, symbol-
ized most powerfully by the spread of global brands such as McDonald’s restaurants,
Starbucks coffee shops and Nike shoes.

Debating globalization

Having outlined the broad parameters of recent developments in globalization, we can dis-
cern different positions and arguments concerning the depth and breadth of these trends.
One position is what might be called the ‘strong globalization thesis’, which posits the
notion of a rapid and recent process of change towards a truly global economy, in which
distinct national economies, and therefore strategies of national economic management,
are increasingly irrelevant. Here, the world economy is seen as dominated by uncontrol-
lable market forces, with the principal economic actors and major agents of change being
truly transnational corporations (TNCs) that owe allegiance to no nation state and locate
wherever on the globe market advantage dictates. Social theorists commonly talk of a ‘new
global order’, one facet of which is the claim that companies have become increasingly
‘de-nationalized’ from their local origins (Sklair 2002; Wolf 2004; Castells 2009). Relatedly,
the greater part of social life is seen as determined by global processes in which national cul-
tures, national economies and national borders are rapidly dissolving. This group are vari-
ously referred to as ‘strong globalists’ or ‘hyper-globalists’, and would include, for example,
Bhagwati (2007), Giddens (2002), Ohmae (2005) and Wolf (2004). Likewise many adver-
tisers, journalists, politicians and what Scholte calls ‘others prone to hyperbole’ (2005: 17)
have celebrated the present as a thoroughly globalized world.

Certainly, there are many developments in the global economy that are commensu-
rate with this picture of rapid and significant change. The last half century or so has wit-
nessed a period of uninterrupted growth in global trade, with the total volume of goods
exported increasing at an average annual rate of 6 per cent since 1950. Moreover, the last
three decades have witnessed a sharp growth in investments by MNCs, captured in levels
of foreign direct investment (FDI). This refers to cross-border investments by governments
and especially MNCs, for example, through opening new production sites in other coun-
tries, or - as is becoming more significant - by merging with or acquiring businesses in
foreign locations. The levels of FDI have grown sharply over recent decades (see Figure 1.2).
As Peston (2013: 96-9) explains, well over half of the world’s FDI goes to the rich industri-
alized nations, with the United Kingdom having been a particularly large recipient. That
said, an increasing proportion is now going to developing economies, particularly the
fast-growing ones in Asia. China, for example, received about 7 per cent of all FDI over
the past decade. MNCs use FDI to organize the production of goods and services through



Chapter 1/ Globalization, national systems and multinational companies 9

30,000

25,000 uln

20,000 minimimls

15,000 —HHHHHHHH

10,000 AHHEHAHAHH

5,000 AHHEHAHAHH

nnnnndl

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014

Figure 1.2 The growth in stock of foreign direct investment ($ billions)
Source: UNCTAD (2015).

supply chains and production networks which operate on an increasingly sophisticated
transnational basis. These have been substantial changes, which are reshaping the social
and economic landscape, and generally it is agreed that ‘the volume and intensity of inter-
national exchanges are much greater, indicating that there has been a real qualitative shift’
(Erickson et al. 2009: 54).

However, the strong globalization thesis, as outlined above, has attracted a range of crit-
ics, and it is claimed that many aspects of the populist globalization argument are either
exaggerated or not unprecedented. Writers such as Hirst et al. (2009), Huntingdon (2002),
MacGillivray (2006) and Stiglitz (2010) have made a series of points which throw a quite
different light on the nature of the international economy. First, it is argued that the
newness of the current situation has been exaggerated. The world economy was actually
more open and integrated in the half century prior to the First World War (1870-1913)
than itis today, when ‘trade, investment and, especially, population migration flowed in
increasingly large volumes between countries’ (Dicken 2007: 7). In proportional terms,
levels of trade, permanent migration and investment between countries were as high
as, if not higher, in the late nineteenth century than they have been in recent decades
(Hirst et al. 2009). The capital mobility which is occurring in the current period is also
yet to produce a massive shift of investment and employment from the advanced to
the developing countries. As Scholte observes, while many imply that globalization is a
recent development, it is in fact ‘a recurrent trend that has appeared at several previous
junctures in the history of the modern states-system’ (2005: 19). These arguments are
consistent with a more general critique of how the notion of ‘change’ is commonly evoked.
As Grey observes:

There is no reason to think that the present time is one of greater change than in the past,
or that we are the first people to experience change as being unprecedented . . . Even
the jewel in the crown of the change fetish - increased globalization - is by no means as
clear-cut an issue as is commonly supposed. (2013: 91-2)
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The argument here, then, is that the world economy is in fact far from being truly
‘global’. In terms of the expansion of global trade, we now see the greater participation
of countries from the Global South, such as China, in the global trading system. The
growing trading presence of these countries is predicated on the comparative advan-
tage they have as sources of low-cost production, particularly through their relatively
cheap and abundant labour force. However, it remains the case that core economic flows
and activity tend to follow a traditional pattern which privileges specific dominant and
developed parts of the globe. Production and distribution remain unequally distributed
and shared, with FDI flows largely occurring between economies in the Global North
such as the United States, Europe and Japan. Large parts of the world, notably Africa, still
tend to be excluded (Doogan 2009). That said, an increasing proportion of FDI is now
being generated by, and directed at, economies in the Global South (UNCTAD 2011),
and, in 2010, China attracted record levels of FDI, with a value of $106 billion. Chinese
firms themselves have also made substantial investments. The role of India and China
has increased within this global space of flows, and in these countries there are privileged
internal political and economic hierarchies, and a new type of neo-colonial engagement
is emerging, such as China’s role in Africa. As Martinez-Lucio (2014: 22) concludes, glo-
balization follows specific pathways, it does not always include all classes and nations
equally, and it is not to be seen as simply a process of opening up borders, but rather as
‘made and constructed in political, organizational and cultural terms - and therefore
with all the tensions these imply’.

As well as debating the spread and reach of globalization, some also question whether
the autonomy and distinctiveness of the nation state is really being undermined (as we
discuss later in the chapter). Globalization may be a strong phenomenon but we are very far
from an ‘end state’ in which nations are fused into a single economy. Languages, cultures
and nationalist values stand in the way. Giddens (1990) is one of many who have noted
that global pushes can in fact strengthen nationalist fervour and attachment to locality and
local customs. As Child explains:

Paradoxically, at the same time as transactional boundaries weaken, there is an increased
awareness of cultural differences and a growing celebration of cultural diversity . . . Glo-
balization may therefore be stimulating divergent as well as convergent develop-
ments ... On the one hand it facilitates a centralized standardization of organizational
practices and products; on the other it promotes local identities which encourage decen-
tralized organizational responses. (2002: 46-7)

A final argument against the ‘strong globalization thesis’ is that genuinely ‘transnational’
companies in fact appear to be relatively rare, and we need to treat the claim that MNCs
have become ‘placeless’ entities with caution. Most leading MNCs are far from being ‘foot-
loose’ global players, in the sense of operating beyond the influence of nation states. Most
companies are based nationally and trade multi-nationally on the strength of national
location of assets, production and sales, and many have strong connections to their home
country base (Almond and Ferner 2006; Geppert and Mayer 2006; Doogan 2009). The
United Nations (UN) conducts an analysis of this group of firms, looking at the proportion
of their assets, sales and employment that is located abroad. The ‘Transnationality Index’,
which is an average of these three ratios, shows that while this is steadily increasing (see
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Chapter 5), most of these firms still have strong links to their original home country. We
know, for example, that most MNCs retain very strong linkages with the financial system
in their country of origin and fill most senior managerial positions from the home base
(Almond and Ferner 2006; Boxall and Purcell 2008).

So, we need to take a balanced approach to assessing globalization (Martell 2010).
As Scholte (2005: 18-19) puts it, ‘Globalization is indeed a distinctive and important
development in contemporary world history. However, its scale and consequences need
to be carefully measured and qualified.” A more nuanced analysis would distinguish
between the quantitative linkages between countries - and the growth of these linkages
-on the one hand, and the qualitative nature of these linkages, on the other. In relation
to the former, a common view is that the last quarter of the twentieth century wit-
nessed a step change in the pace of growth in the linkages between countries: trade and
foreign direct investment increased sharply, financial markets were deregulated and
subsequently became highly internationalized, information exchange across borders
became dramatically quicker and cheaper, and so on. It is this definition which under-
pins much of the ‘strong globalization thesis’. In relation to the latter, globalization has
been perceived as a process in which there is a growth in the functional integration of
national economies. Those who define globalization in this way commonly argue that
the ties between countries are becoming stronger. For instance, whereas simple trading
linkages often unravel in the event of a war or trade dispute, and hence can be seen as
shallow linkages, the growth of FDI and international subcontracting has produced
global production chains that are deeply embedded in the workings of the international
economy. Dicken sees this as an important distinction in identifying what is novel in
the contemporary period:

Most important have been the changes in both the where and the how of the material
production, distribution and consumption of goods and services (including, in partic-
ular, finance) . . . There has been a huge transformation in the nature and the degree of
interconnection in the world economy and, especially, in the speed with which such
connectivity occurs, involving both a stretching and an intensification of economic rela-
tionships . . . We live in a world in which deep integration, organised primarily within
and between geographically extensive and complex transnational production networks,
and through a diversity of mechanisms, is increasingly the norm. (2007: 7)

There is no doubt the new world economy is qualitatively different from the past, and yet
few multinational enterprises are truly global, and most trade, investment and networks
take place within and between well-established trading blocs. At a macro-level some econo-
mists, notably Rugman (2005), have convincingly demonstrated that most economic flows
are in fact regional. He also notes the success of regional and bilateral trade agreements,
as compared to global, multilateral initiatives. We examine this regional dimension to
globalization in Chapter 3. Moreover, even in those aspects of economic activity where
globalization is most prevalent, it should not be assumed that this only leads to greater
homogeneity, convergence and uniformity across countries. Idealized ‘global strategies’
and ‘best practices’ are usually transformed considerably when they are introduced into
domestic economies (Ferner et al. 2006; Smith et al. 2008), something we explore in more
detail in Chapter 6. As such, convergence is always tempered by divergence.
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Globalization and MNCs

Without doubt, one of the most notable features of the international economy is the grow-
ing spread and influence of MNCs. Together with the expansion of international trade and
growth of international capital markets, the increasing power of MNCs has been linked to
the emergence of a so-called ‘borderless world’ in which national boundaries, and the states
controlling them, have less economic significance than the decisions of transnational busi-
ness elites and financial markets (Giddens 2002; Bhagwati 2007). This process is in turn seen
as diminishing the significance of national and regional forms of economic organization,
in favour of a new cross-national form of capitalism thatis in the process of replacing them
through superior efficiency. While this latter claim is often exaggerated, there is no doubt
that, more than any other single institution, the MNC is seen as the primary driver of the
global economy. As Dicken notes:

The global economy is shaped by the TNC through its decisions to invest, or not to
invest, in particular geographical locations. It is shaped, too, by the resulting flows - of
materials, components, finished products, technological and organizational expertise,
finance - between its geographically dispersed operations. (2007: 107)

The activities of MNCs have, of course, proved contentious. On the one hand, their invest-
ments have helped to generate economic growth, jobs and prosperity across the Global
South, while giving consumers in the Global North access to a wider range of cheap goods
(Williams et al. 2013). On the other hand, MNCs have often been accused of causing a range
of social and environmental problems, such as the undermining of labour standards and
increased pollution in their sites across the Global South, especially where effective regula-
tion or enforcement arrangements are absent (Stiglitz 2007). It is beyond question that the
scale of economic activity controlled by MNCs has grown sharply in the last 20 years or so.
The United Nations Centre on Transnational Corporations estimates that there are around
61,000 multinationals in the world controlling around 900,000 subsidiaries. These firms
make annual sales of $19 trillion and directly employ around 54 million people. The stock
of FDI controlled by MNCs increased steeply from $560 billion in 1980 to $14.9 trillion in
2008 (UNCTAD 2009). This was driven mainly by the sharp growth in cross-border merg-
ers and acquisitions over this period, which rapidly increased the extent to which many
MNC:s are spread across countries, although the rate of these deals has subsided since. We
examine the human resources implications of cross-border mergers and strategic alliances
in Chapter 7.

It is not simply the scale of MNCs and the resources they control that are significant.
There are also important developments in the way these firms structure themselves, and
the strategies they pursue. These issues are considered in depth in Chapters 4 and 5, but it
is worth noting here some of the implications of globalization for corporate structures and
strategies. For instance, it has been claimed that the new economic environment is creat-
ing the need for a new type of organization - the TNC - which recognizes new resources
and capabilities, captures them, and then leverages the advantages on a worldwide scale.
Although the extent to which companies can be characterized as truly transnational can
be disputed, many MNCs are moving towards a greater geographic dispersion of business
activities. One of the implications of this trend for human resource management is the
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emergence of a highly flexible cadre of international managers, capable of implementing
the complex strategies involved. The ‘transnational solution’ predicts that instead of hav-
ing careers that are driven by vertical moves up the organizational hierarchy, the focus will
shift to managing lateral moves aimed at broadening and sharpening experience, and the
way in which managers are allocated to assignments and temporary projects will become
more cross-functional, cross-business and cross-geography. We deal with the development
of international managers in more detail later in the book, looking specifically at career
management and internationalization in Chapter 9, and at how international managers
are recruited and selected in Chapter 10.

While some of the actions of MNCs may lead to common processes across countries,
in other respects they take advantage of national differences and, therefore, are actively
reproducing nationally distinct practices. There remain important national differences in
the attractiveness of locations for investment and other business activity, and MNCs try to
reap benefits from the specific ‘locational advantages’ associated with each system in which
they operate. These advantages are not just those associated with the cost of labour, but
extend to capturing a body of knowledge and skills within a local workforce, access to mar-
kets, and the ability to tap into a cluster of successful firms in a particular industry or region
(Belanger et al. 1999). In Chapter 2, we consider in more detail the literature on national
systems of innovation, production regimes and national business systems. This points to
real differences in the way countries have traditionally gone about their innovative activity
and established their typical business environment, and how business is conducted therein.

Insofar as MNCs seek advantages from both their home and host locations, they can be
seen as ‘political actors’, using power to shape the conditions under which they conduct
their productive activities (Ferner et al. 2005; Kristensen and Zeitlin 2005; Edwards et al.
2006). In this process, employment arrangements are rarely transferred unaltered from the
MNC home country. As Belanger and Edwards (2006) observe, all kinds of hybrid arrange-
ments exist, reflecting differences of national regulatory regime, particular labour market
circumstances, and different degrees to which head offices wish to impose standard models.
We explore hybridization in Chapter 2 and the transfer of organizational practices across
borders in Chapter 6.

This ‘political view’ of MNCs encourages us to see some of the tensions in the way that
MNCs do business. They operate across many national regimes and are subject to different
government policies, and they gain some power as a result, as in the capacity to threaten
to shift production to other countries. But ‘they also lose to the extent that they have to
deal with differing regimes and absorb the transactions costs of doing so’ (Belanger and
Edwards 2006: 29). A similar dilemma exists in terms of their internal relations. On the one
hand, MNCs can deploy influence over their subsidiaries in ways less available to domestic
firms, notably through ‘coercive comparisons’ between sites in different countries (Coller
1996, Rohlfer 2007), and yet ‘they also face particular problems of integrating operations
from contrasting institutional and cultural contexts . . . [and as such] have to mobilize
around political projects rather than simply having their own way’ (Belanger and Edwards,
2006: 28). The nature of strategy-making in MNCs, and in particular the problems of global
integration of human resource management, are explored more fully in Chapters 4 and 5.

These tensions reflect a broader paradox in the nature of human resource manage-
ment, and the reality of relations of power, control and consent between managements
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and employees in capitalist work organizations. Firms compete with each other, and must
encourage the notion of competitiveness and continuous up-grading. They must, further-
more, reward highly motivated and talented employees, and encourage internal compe-
tition between employees, if they are to enhance external competitiveness. Yet firms are
complex organizations that rely, too, on employees cooperating with each other, and
they need employees to work together for the overall objectives of the firm and not simply
their individual objectives (which have the potential to be disruptive). There exists what
has been termed a ‘structured antagonism’ between management and labour at the heart
of the capitalist employment relationship. This antagonism cannot be ‘managed away’;
rather, new management initiatives will re-cast the balance between compliance and
consent, but where that balance lies - that is, the ‘frontier of control’ - is always negoti-
ated (Edwards 1986). As we see in Chapter 2, this balance has a crucial impact on HRM
policies. So, while MNCs drive the process of globalization, we must not forget that they
are also subject to the challenges that globalization brings. As Martinez-Lucio (2014) sug-
gests, taking this political approach to IHRM highlights the broad range of actors in work
and employment at the national and international levels. This includes employers, man-
agers, workers and their representatives, and cohorts and groups within each of these,
all of whom have distinct, and often conflicting, professional identities and organiza-
tional interests.

MNC s, the state and ‘national effects’

So far, we have argued that, despite much evidence supporting the ‘globalization thesis’,
the forces for convergence in national forms of economic organization in general, and
the organization of firms in particular, are not as strong as is often implied. National dif-
ferences remain significant. Moreover, societies with different institutional arrangements
continue to develop and reproduce varied systems of economic organization, with different
economic and social capabilities in particular industries and sectors (as we explore in Chap-
ter 2). There is also plenty of evidence that nation states retain a key role in coordinating
and regulating economic affairs. As Dicken observes:

The national state, the major ‘container’ within which distinctive practices
develop . . . helps to ‘produce’ particular kinds of firms . . . Links . . . exist between the
ownership-specific advantages of firms and the location-specific characteristics of the
firm’s home country. It is this link which helps to explain the different characteristics
of TNCs from different source nations. (2007: 127)

To illustrate this point, Dicken refers to the examples of the large domestic market and
high level of technological sophistication of the US domestic economy, which have helped
produce the distinctive characteristics of US MNCs, and also the lack of natural resources
and strong role of government in technological and industrial affairs that help explain attri-
butes of Japanese MNC:s, at least in their earlier development. The state - and the different
institutions that constitute it - is an especially important actor in employment relations,
but itis one that is often overlooked in mainstream accounts of international HRM. While
some of the state’s capabilities are being reduced, and while there may be some ‘hollowing
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out’ of the state, the process is not a simple one of uniform decline on all fronts. Rather,
the ‘death of the nation state’ has been greatly exaggerated. As Martinez-Lucio reminds us:

MNCs continue to require a set of political and regulatory interventions and support
from nations, which they themselves as private organizations cannot supply. The idea
that we are seeing the emergence of omnipotent companies such as Apple or Sony
ignores the complex reality of globalization and the continuing role of national systems
of regulation. (2014: 18)

In general terms, MNCs need states to provide the infrastructural basis for their contin-
ued existence: both physical infrastructure in the form of the built environment and also
social infrastructure in the form of legal protection of private property, institutional mech-
anisms to provide a continuous supply of educated workers, etc. In particular, states have
the potential to determine two factors of crucial importance to MNCs: (1) the terms on
which they may have access to markets and/or resources; and (2) the rules of operation with
which they must comply when operating within a specific national territory. It is often said
that the major difference between HRM in the USA and Europe is the degree to which it
is influenced and determined by state regulations. Companies in Europe generally have a
narrower scope of ‘strategic choice’ in this respect than those in the USA. In Europe, there
is greater regulation of recruitment and dismissal, more formalization of educational cer-
tification and quasi-legal aspects to industrial relations frameworks - including legislative
requirements on pay, forms of employment contract, health and safety, hours of work,
as well as rights to trade union representation and requirements to operate consultation
or co-determination arrangements (Gold 2009; and see Chapters 2 and 13). EU member
states also seek to regulate the labour market from which organizations draw their pool of
employees, for example, through various interventions in education, life-long learning and
tax incentives. In this way, states shape and influence business strategy and organization,
and reflect distinctive ‘ways of doing things’, where particular institutions and practices
are ‘bundled together’ (Weiss 2003).

The largest MNCs are powerful organizations, but their power in relation to most gov-
ernments has been exaggerated, and the size of their revenues in relation to national
GDPs has often been calculated on a misleading basis. While MNCs do have specific
advantages from their international operations, they also gain from locational advan-
tages and the cooperation of national governments. It is not only the state, of course, but
a combination of features of home and host environments, which shape and influence
the nature of MNC operations. As Dicken suggests, MNCs and ‘national effects’ are thus
interdependent. In his words:

TNCs are ‘produced’ through an intricate process of embedding, in which the cogni-
tive, social, political and economic characteristics of the national home base continue
to play a dominant part . . . But. .. the very fact that TNCs are transnational - that
they operate in a diversity of economic, social, cultural and political environments -
means that they will, inevitably, [also] take on some of the characteristics of their host
environments. (2007: 133)

How we understand these ‘home’ and ‘host’ effects is central to appreciating the con-
straints and the opportunities that managers in MNCs face in attempting to implement
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international HR strategies and practices across borders. There are two major analytical
categories most often utilized to explain the importance of this national dimension. These
are, first, cultural theories, and, second, institutional theories.

D The culturalist perspective

The culturalist perspective considers ‘cultural values’ to be deep-seated and enduring, to
vary systematically between societies, and to condition what is considered acceptable orga-
nizational practice. National culture is said to impact organizations by selecting and fram-
ing the particular sets of organizational values and norms that managers perceive as being
consistent with basic assumptions developed within their countries - as a product of early
childhood, formative experiences and education, language, religion and geography. These
arguments continue to have a pervasive influence in management thinking and discourse.
As Child observes:

The cultural perspective has for some time provided the dominant paradigm in compar-
ative studies of organization . . . Attention to culture has an intuitive appeal to practising
managers, for whom it serves as a convenient reference for the many frustrating difficul-
ties they can experience when working with people from other countries, the source of
which they do not fully comprehend. (2002: 33)

As Thompson and McHugh similarly observe:

[It is] not difficult to see the basis of the appeal of cultural relativism . . . [since it] trades
on recognisable, if somewhat stereotypical, national characteristics . . . [and] norma-
tively the approach has obvious and useful applications in terms of training to make
managers more sensitive to trading partners and to local cultural conditions. (2009: 75)

Differences in national culture can affect organizations in many ways, and they are widely
seen as central to international HRM (Schneider and Barsoux 2003). They may influence
attitudes in international negotiations, which themselves may determine the outcome of
investments, trade and ownership within firms. They may also create assumptions about
appropriate pay systems and the importance of distributive justice, the role of centraliza-
tion and hierarchies within organizational structures, the extent to which the manager-sub-
ordinate relationship facilitates effective performance management, and attitudes towards
job and career mobility.

The problem of adequately defining and measuring national culture continues to be
one of the key challenges confronting cross-cultural research. A great variety of different
approaches have been used, and there is little agreement regarding any definitive scale
suitable for measuring cultural differences among nations. However, there is fairly con-
vincing evidence that values do differ, and a popular method for making comparisons
focuses on the concept of a ‘value system’. This is what Hofstede (2001) attempted. In his
seminal work, culture is firmly equated with nationality, which is seen as having central
symbolic value to citizens, creating shared ideas, values and meanings transmitted through
family and community. National character and national culture are thus treated as indi-
visible. Hofstede defines culture as the ‘collective programming of the mind’ which distin-
guishes the members of one group or category of people from another. The model that he
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subsequently developed categorizes 40 nations into distinct ‘cultural clusters’ according to
their rank scores on each of five dimensions (power distance, uncertainty avoidance, indi-
vidualism/collectivism, masculinity/femininity and time orientation), and on this basis he
draws various lessons for management theory and practice.

As Thompson and McHugh (2009) point out, in their own terms these lessons are fairly
logical. Leadership in a collectivist society will indeed tend towards the group rather than
theindividual. If there is low ‘power distance’, schemes for employee participation are more
likely to flourish. Self-actualization will tend to be more of a motivator in highly individu-
alist societies than in those where ‘keeping face’ within group relationships is a prime social
requirement. Certainly, the culturalist perspective has one immediate and important impli-
cation for our understanding of international HRM. That is, if national cultures vary across
a number of important dimensions, those differences suggest that models and theories of
management may have a limited applicability to countries outside of the ‘culture cluster’
within which they were originally developed. Thus, Thompson and McHugh (2009) give
credit to the ‘progressive intent’ in Hofstede’s work, namely, to question the transferability
of textbook - read US - management models to very different circumstances.

As Sparrow and Hiltrop (1994) have observed, MNCs will vary in the extent to which
they recognize national cultural diversity. If managers believe the impact of national cul-
ture to be minimal, as in the case of the ‘parochial’ organization, the general approach will
be to ignore differences in employee values, norms and preferences. On the other hand,
if managers view all other ways of doing things as inferior, as in the ‘ethnocentric’ orga-
nization, their policy will be to minimize the impact of cultural diversity by, for example,
recruiting a homogeneous workforce. The tendency to hold one’s own way as being the
best is, of course, often reinforced by stereotypes of other cultures and nationalities. Finally,
if managers recognize both cultural diversity as well as its potentially positive impacts, as
in the case of the ‘synergistic’ organization, the human resource policy will tend to place
greater emphasis upon the creation of a truly international workforce, using similarities and
differences among the nationalities to create new forms of management and organization.

The culturalist approach has become very popular in international HRM research, rep-
resenting the mainstream of the subject. Writers have used national culture as a way of
explaining why MNCs of various national origins adopt different HRM practices. For exam-
ple, Ngo et al. (1998) examined the effect of the country of origin of US, UK and Japanese
MNCs in Hong Kong. On the basis of marked differences between the MNCs according to
their nationality, and further marked differences within a sample of local firms, they argue
that a number of aspects of the home country culture influence the nature of HR practices
in the foreign MNCs. The culturalist approach has also been used extensively to explain the
way in which MNCs adapt to host country cultures. An illustration of this is Tayeb’s (2005)
research on a US multinational in Scotland, in which she argues that the parent company’s
global approach had to be adapted to several aspects of the local culture.

However, despite its evident popularity, the culturalist approach has been subject to a
significant amount of trenchant and compelling criticism. McSweeney (2002), for instance,
argues that Hofstede’s study suffers from a number of important weaknesses, such as the
assumption of cultural homogeneity within a country, and the difficulty of generalizing
for a national culture on the basis of sometimes quite small samples of one occupational
group in one company. More broadly, fundamental problems remain with the way the
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concept of national culture is often conceptualized and applied within this approach. Is
culture all-pervasive, as Hofstede has argued, taking primacy over other factors in terms
of predictive power? If so, the comparative study of organization across cultural bound-
aries employing concepts derived from only one culture becomes hazardous in terms of
validity criteria. As Child puts it, if meanings vary in different societies then ‘this questions the
equivalence between cultures of any comparative concept and its operational measurement.
Universalistic concepts and their standardized measurement of the kind that cross-cultural
scholars like Hofstede have employed become suspect on the basis of this argument’ (2002: 33).

In addition, it is a common assumption in much of the culturalist literature that national
differences can simply be expressed in cultural terms, and that the ‘nation’ can be used as
the unit of analysis for culture, but this is highly questionable (Moore and Rees 2008). First,
almost all countries, but particularly large ones, are characterized by considerable cultural
diversity and heterogeneity. That is, there are wide variations within countries according
to regions, social classes, ethnic groups, and so on (McSweeney 2009). The United States is
a prime example, classified by Hofstede as a single cultural unit and yet clearly constituted
by a hugely varied array of cultural groups. Second, as Ferner (2000) puts it, a key problem
with culturalist approaches is that they actually explain relatively little, and tend to simply
raise further questions: how, for example, did particular cultural values come to character-
ize a particular country?; and, crucially, how can we account for change over time in these
values and attitudes?

By locating attitudes within a largely unvarying notion of ‘national character’, cultural
relativists also tend to produce overly static descriptions that exaggerate the durability of val-
ues and practices. As such, many of Hofstede’s pronouncements now look particularly dated.
Thompson and McHugh refer to the example of the former Communist countries. Most of
them indeed manifested high ‘power distance’, ‘collectivism’ and ‘uncertainty avoidance’,
but this is ‘hardly surprising given the nature of their shared command economy and cen-
tralised party-state apparatus’ (2009: 75). However, Russia and other ex-Eastern bloc coun-
tries are now experiencing rampant individualism and uncertainty following the collapse of
the old solidaristic social norms, but ‘there is no evidence.. . . that this reflects or is driven by
changes in national mindsets’ (2009: 75). For Thompson and McHugh ‘culture is a slippery
concept that can be applied with misleading results’ (2009: 77). The problem is that ‘such
perspectives pick up on cultural differences and then believe they have explained them’
(2009: 75). In fact, it is not at all clear that, say, finance-driven short-termism in a particular
economy derives either from cultural/mental models in general, or Anglo-Saxon ones in par-
ticular. It is far more plausible to argue that this kind of individualism, with associated high
levels of bankruptcy and takeovers, is ‘an outcome, not of a mental model, but of specific
historical and contemporary institutional arrangements in Anglo-American political econ-
omies’ (2009: 75). This highlights how weaknesses in the culturalist approach point to the
need to address more fully the crucial role of institutions in structuring economic activity.

D The institutionalist perspective

The institutionalist perspective provides the means for correcting some of the problems
associated with the ideas of the cultural relativists. Here the emphasis is on normative
adaptation and the ‘cultural rules’ to which organizations conform, but these rules are
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now understood as ‘social rules embodied in institutional processes more than mental con-
structs carried about in people’s heads’ (Thompson and McHugh 2009: 77). These perspec-
tives emphasize that management and business have different institutional foundations
across countries. Key institutions are the state, the legal system, the financial system and
the family. Considered in combination, such institutions constitute the distinctive social
organization of a country and its economy (Whitley 2000; Hall and Soskice 2001).

A central concept within the institutionalist approach is that of the ‘business system’.
This concept ties together in a coherent way the historical, cultural and institutional pro-
cesses that shape national or regional economies. It enables a focus on the way in which
state, financial, industrial relations and other systems combine together to influence orga-
nizational practices. This approach reflects broader institutionalist perspectives in sociology
(Powell and DiMaggio 1991; Scott 2001), and in particular the ‘societal effects’ approach
of Maurice and Sorge (2000). Their research showed that work organization patterns differ
markedly due to nationally specific institutional logics that produce stable organizational
and employment patterns. In particular, the national ownership of firms facilitates the
absorption of practices, ideas and culture from those institutions. Such logics are partic-
ularly located in education, training, labour market and industrial relations structures.
This helps to explain, for instance, why salary structures, career patterns, management
and authority relations vary among closely matched French, German and British firms
(Lane 1989).

We can immediately see a number of obvious ways in which national institutions
might help shape and determine international HRM practices. The role of the state, finan-
cial systems, national systems of education and training and industrial relations systems
combine to form a dominant ‘logic of action’ in each country, and these will guide man-
agement practice. The social, legislative and welfare context influences many areas, such
as: recruitment and dismissal, the formalization of educational qualifications, aspects of
industrial relations, pay, health and safety, the working environment, the nature of the
employment contract, levels of co-determination and consultation and so on (Sparrow and
Hiltrop 1994). As we have mentioned, a major difference between HRM in the United States
and Europe, and indeed between European counttries, is the degree to which HRM is influ-
enced and determined by state regulations. Differential national labour legislation reflects
established political traditions concerning the extent to which employee rights curtail the
autonomy of managers to respond to pressures in ways they deem appropriate. Generally
speaking, legislation affording employees consultation and negotiation rights is stronger
in Europe than in the United States, although there is considerable variation within Europe
between, for example, the relatively deregulated United Kingdom and the more regulated
countries such as Germany and Sweden. The role of factors such as state direction and fam-
ily ownership in East Asian economies also figures prominently in institutionalist accounts.

The institutionalist perspective also stresses the principle of ‘functional equivalence’,
which has a direct relevance for an understanding of the transfer of HRM practices in MNCs
(something we discuss in more depth in Chapter 5). This principle states that although busi-
ness practices may differ from one firm to another, and from one nation to another, they are
not automatically inferior or superior to each other. Firms and nations may practise what
are in effect functional equivalents, which, although different, produce better results in
specific strategic, market, institutional or national contexts (Kostova 1999; Gamble 2003).
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In other words, the purpose and effects of similar strategies will vary according to circum-
stances and context, something which challenges any easy notion of universal ‘best prac-
tices’ in HR management.

As we noted earlier, national differences are not static characteristics that act only to
constrain management action. Rather, MNCs will seek opportunities and advantages from
them. They will look for particular comparative and competitive strengths in ‘locational
advantages’ associated with national or regional production, innovation and business
systems. Commonly, apparently minor advantages associated with a specific part of their
overall production process are decisive in location decisions, as MNCs create complex inter-
national divisions of labour based on locational specialization, forming what Gereffi et al.
(2005) have termed ‘global commodity chains’. What the institutionalist perspective helps
us to see is that the macro-structures of the global economy ‘continue to be manifested in
specific configurations in specific places. . . In other words, they . .. are territorially embed-
ded. There are varieties of capitalism, not one single universal form’ (Dicken 2007: 11).

As Chapter 2 examines in more detail, researchers have advanced a number of ‘ideal
types’ of these different ‘varieties’ of capitalist organization. An established two-way dis-
tinction, as made, for example, by Hall and Soskice (2001), is between liberal market econ-
omies (LMEs) - such as the United States, the United Kingdom, Australia, Canada, New
Zealand, and Ireland - and co-ordinated market economies (CMEs) - which include Ger-
many, Japan, the Netherlands, Sweden, Finland and Austria. In liberal economies, the mar-
ket plays the dominant role in co-ordinating economic behaviour, and the state remains
an arm’s-length enforcer of contracts. LMEs are thus characterized by short-term-oriented
company finance, deregulated labour markets, general education and strong inter-com-
pany competition. In more co-ordinated economies, by contrast, economic behaviour is
strategically co-ordinated to a larger extent through non-market mechanisms. CMEs are
thus characterized by long-term industrial finance, co-operative industrial relations, high
levels of vocational training, and co-operation in technology and standard setting across
companies.

While this dual categorization is common, others have developed more varied typol-
ogies. Coates (2005), for example, has described three models. In market-led capitalisms
(e.g. the USA, the UK), accumulation decisions are largely left to private companies in open
financial markets. In contrast, state-led capitalisms (e.g. Japan, South Korea) combine the
market and political dominance of private capital with state direction of growth decisions
through administrative and banking structures. Finally, negotiated or consensual capital-
isms (e.g. Sweden, Germany) may have less direct state regulation of capital accumula-
tion, but management of the economy and enterprise is filtered through co-ordination
arrangements in which labour as well as capital has influence and rights. Amable (2003)
takes another approach, utilizing distinctive ‘institutional domains’ to generate his typol-
ogy: product market competition, labour market institutions, finance and corporate gov-
ernance, social protection and the welfare state, and the education and training system.
Grouping capitalist economies based on their similarities (using cluster analysis) in these
institutional domains generates five models of capitalism: (1) a market-based model; (2) a
social-democratic model; (3) a continental European model; (4) a Mediterranean model;
and (5) an Asian model.
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The key point here is that, whatever the particular terms used to describe the main features
of different ‘varieties of capitalism’, these arguments demonstrate that national economies
are characterized by distinct institutional configurations that generate a particular systemic
‘logic’ of economic action. Moreovet, it is argued that these logics will infer comparative insti-
tutional advantage, insofar as different institutional arrangements have distinct strengths
and weaknesses for different kinds of economic activity (Deeg and Jackson 2008). These argu-
ments emerged particularly in the 1980s when significant differences were noted between the
excellent economic performance of Germany and Japan, and the (relative) industrial decline
of Britain and the United States, differences which were attributed by many to the distinct
institutional arrangements of German and Japanese capitalism. The remarkable competi-
tiveness of these ostensibly more organized or ‘co-ordinated’ economies, where the market
played alesser role, was seen in their ability to mobilize collective inputs and long-term com-
mitments. In sum, the institutionalist approach looks at economic activity as being socially
embedded within institutional contexts, and compares these contexts across different scales,
such as sectors, regions and, especially, nations (Hancke et al. 2007).

Conclusion

In different ways, the culturalist and institutionalist perspectives we have outlined above
both stress the strength and influence of national systems. However, it has also been argued
that these approaches in general may exaggerate the stability of cultural or structural con-
ditions at the national level, and so tend to neglect the role of human agency and indi-
vidual ‘strategic choice’ (Crouch 2005). In these approaches, national business systems
are sometimes portrayed as cultural or institutional ‘givens’, which plays down the scope
for, and importance of, internal disputes and conflicts within MNCs. In this sense, HRM
and management in general might be seen as being ‘over-determined’ by these contex-
tual factors, with explanations giving insufficient attention to the role of individuals in
changing or amending their context. This counter-argument reminds us of the importance
of bargaining, choice and agency, and of firms themselves being influential actors in the
shaping of their business contexts. Firms are not passive recipients of broader economic,
social or political trends, but active participants in shaping them. Even the more rigorous
institutionalist perspective discussed above has frequently been based on ‘comparative stat-
ics’ and an emphasis on institutional stability, such that the role of power and politics has
been relatively neglected. However, this deficiency is now being addressed, and ‘there is a
growing recognition that the institutional environment does not mechanically determine
organisational forms . . . There are still choices within constraints, and embeddedness still
has to be enacted’ (Thompson and McHugh 2009: 79).

This draws our attention again to the fact that MNCs are not monolithic or apolitical orga-
nizations, but in reality are complex coalitions of interests, and operate as political systems
with a clear focus on capital accumulation. Managers and employees at various levels and
positions within the MNC are ‘reflexive agents’ who are able to resist, re-interpret and mediate
corporate initiatives (Elger and Smith 2005). In terms of the relationship between organiza-
tions and national systems, we can therefore see MNCs as ‘rule makers’ as well as ‘rule takers’
(Streeck and Thelen 2005), and as being constituted by a series of on-going tensions between
competing social forces (managers, financiers, shareholders, suppliers, labour groups, etc.).
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What these kinds of arguments try to capture is the fact that neither national systems
nor MNC:s are static features of the global economy, but rather they have a complex and
interdependent relationship with each other, and understanding this is key to understand-
ing how and why certain management strategies (including in the area of HRM) will take
different forms, and lead to varying degrees of relative corporate and national economic
success. As Thompson and McHugh explain:

Global capitalism remains a dynamic system in which different strategies are available
to establishing competitive advantage for companies and countries. In that competitive
struggle, forces of divergence and convergence are in continual tension. Within the new
structural constraints, firms have some room to make strategic choices, selecting policies
and solutions that can shape their environment. For transnational companies a key ten-
sion is reflected in the contradictory pressures to standardise their operations, products
and services so as to maximise the scale and cost benefits of global integration, while at
the same time attempting to serve the needs of specific markets. (2009: 86)

In light of the arguments we have advanced concerning the interconnections between the
different contextual aspects of organizations, we can, in conclusion, outline four distinct
levels of analysis for interpreting and understanding international HRM. Considering the
impact or implications of global economic trends first, we might in broad terms call this
the ‘global effect’. While some strands of this argument are exaggerated or difficult to sub-
stantiate, there remains enough of substance to argue that genuinely global influences on
management action are significant: unquestionably, developments in IT mean that ideas and
technologies are spread around the globe more quickly than ever before; large chunks of the
world that were until recently closed off from the international economy are rapidly becom-
ing integrated into it; and many sectors that had hitherto been subject to close regulation and
ownership restrictions have been liberalized and, subsequently, internationalized. Moreover,
a key feature of globalization has been the growth of MNCs, and the chains of production
and service provision that they control, while a set of international regulations and a nascent
‘transnational elite’ are emerging partly as a consequence of the activities of these firms.
While some of the growing connections and linkages between national economies
warrant the term global, others should more accurately be described as regionally
focused. Thus, a second level of analysis we can distinguish is a ‘regional effect’. As we
have noted, the dominant patterns of trade and FDI tend to be within certain key regions
of the world, predominantly North America, Western Europe and Asia Pacific. The major
flows of international economic activity are either between these established regions,
or within one of them. There is also evidence that many MNCs operate principally at
the ‘sub-global’ level, rather than at either a purely global or local level, both in terms of
their formal structure and their strategic orientation (Arrowsmith and Marginson 2006).
Although these global and regional trends are important, we have seen that they have
not eroded nationally distinct influences on MNCs. So we might call a third level of analysis
the ‘national effect’. This refers to cultural differences as well as to the distinctive differ-
ences between business systems and the role of national institutions (financial, educational
and governmental). We know that despite pressures for change, and notwithstanding the
recent global economic crisis, financial systems continue to differ markedly across coun-
tries. Some national financial systems, such as those in the United States and the United
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Kingdom, are characterized by arm’s-length and fluid relations between senior managers
in firms and shareholders, and by an active ‘market for corporate control’ in the form of
takeovers. In contrast, the dominant features of other financial systems, such as those in
Germany and Sweden, are of close and stable relations between managers and owners, and
considerable continuity in ownership patterns. While global and regional effects may chal-
lenge some aspects of national distinctiveness, and lead to changes in important respects,
the national level remains highly significant.

Finally, in addition to the global, regional and national, we can distinguish the ‘organi-
zation effect’. The nature of the three effects already discussed may set parameters within
which organizations operate, but, as we have suggested, they do not completely determine
strategies and practices at company level. There are a range of contingent factors that allow
managers to devise courses of action that may differ from those of their competitors, and
some of these relate to the way that MNCs are structured. For instance, MNCs that are orga-
nized around highly standardized or integrated production systems across borders are those
that are most likely to be influenced by the pressures of globalization and regionalization
into engaging in the transfer of practices across borders. In contrast, those that are a collec-
tion of disparate operations with little in common across countries are much less likely to
do so. However, contingent factors at the company level are not simply to do with formal
structures, but also include power relations between actors at different levels within the
organization. That is, corporate strategies are in part the result of political activity within
the MNC. Therefore, the organization effect is crucial in mediating the influences that arise
from global, regional and national contexts.

One of the core themes in this book is that international HRM is best understood as
reflecting the complex interaction between these four sets of effects. As we have seen in
this opening chapter, much recent economic and political discourse overplays the extent
and impact of global economic forces. At the same time the popular business strategy and
HRM literature can likewise tend to overplay the ‘organization effect’, in terms of exag-
gerating the degree of ‘strategic choice’ or scope for action that individual managers have
to successfully introduce their preferred strategies. We do not share this populist view of
managers as all-powerful strategic ‘change agents’. Rather, we encourage students to see
that management always take place within a particular context, and this context will pro-
foundly influence both the limits and the possibilities of international HRM.

Review questions

1 What is meant by economic globalization, and what has been distinctive about the
role of ‘neo-liberalism’ and ‘financialization’ in the past two decades?

2 In what ways might international HRM practices in MNCs be shaped and constrained
by the 'home’ and ‘host’ countries in which companies operate?

3 To what extent can multinational companies usefully be described as ‘political actors’?

4 How far do you feel it is helpful to distinguish between different ‘levels of analysis’
(i.e. global, regional, national and organizational) in understanding international
HRM? Why might these distinctions be considered ultimately misleading?




24

Part 1/ The context for international HRM

Further reading

1 Dicken, P. (2015) Global Shift: Mapping the Changing Contours of the World Economy (7th edition),
London: Sage.

Summarizes the various theories informing the globalization debate, and provides a comprehensive
and informed discussion of the complex interrelationships between national level factors, multina-
tional companies and changing technologies.

2 Williams, S., Bradley, H., Devadason, R. and Erickson, M. (2013) Globalization and Work,
Cambridge: Polity.
Provides a highly readable and comprehensive set of sociological insights into the way globalization
is re-shaping the world of work, covering a wide range of contemporary debates and issues.

3 Kristensen, P.H. and Zeitlin, J. (2005) Local Players in Global Games: The Strategic Constitution of a
Multinational Corporation, Oxford: Oxford University Press.
Remains one of the most fascinating and insightful in-depth case studies of a UK MNC, illuminating
processes of internal politics, negotiation and resistance at multiple levels within the company.

4 Morgan, G. and Whitley, R. (eds) (2014) Capitalisms and Capitalism in the Twenty-First Century,
Oxford: Oxford University Press.

A more challenging and scholarly set of papers analysing key trends in the activities of companies
and nation states in the contemporary period.
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Chapter 2

National employment systems and
international HRM
Phil Almond

The aims of this chapter are to:

J

e explain the impact of ‘home’ and ‘host’ country effects on multinational corporations’
(MNCs) human resource practices;

@ examine in more detail the nature of power relations within MNCs and the ‘hybridiza-
tion’ of HRM policies in different national contexts;

e consider how national variations have changed in the recent period of global
deregulation.

-

Introduction

This chapter has three main aims. First, it looks at ways in which employment systems
shape the context of international HRM, and examines the question of whether there are
distinctive types of national business and employment systems. Second, it looks at how
cross-national differences might affect human resource management decision-making in
MNC:s. Finally, it offers some reflections on how these institutional effects might them-
selves be altering under the pressures of globalization (see Chapter 1), and with what
impacts on international HRM.

Types and numbers of national system

According to the United Nations, there were, at the time of writing, 193 different states in
the world. Evidently, some of these states, such as the large, rich countries, have much more
power over how their business and employment systems are run than others. Yet this still
leaves, potentially, a high number of different institutional systems for regulating business
and employment. Perhaps luckily for students and researchers, however, the existence of
nearly 200 states does not mean that there are nearly 200 radically different national ways
of organizing employment. While, obviously, no two states are identical, cross-national
patterns do exist to some extent. Without prior knowledge, for instance, it should not be
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particularly surprising that the way business operates in Brazil is more similar to the way
it operates in Argentina than either is to the Japanese system. For students, researchers or
reflective practitioners, then, rather than simply collecting facts about every individual
state in which we might have an interest, it might be useful to see what we can say about
what types of national system actually exist. It may then be possible to reach some conclu-
sions about how these different types of system are likely to shape the HRM policies and
practices of MNCs that have their home in each type of system, and also how MNCs from
abroad may need to adapt to such host country systems.

D Two varieties of capitalism?

Many comparative researchers have sought to compare national arrangements, or ‘national
business systems’, affecting business, work and employment (e.g. Maurice et al. 1986; Lane
1989; Whitley 1992). Among such writings, one very prominent work, and in terms of its
classification of countries the simplest, is that developed by Hall and Soskice in their work,
Varieties of Capitalism (2001).

The basic argument of this comparative institutionalist research is that the ways that
firms develop and exploit their core competencies are shaped by national social arrange-
ments in a number of areas. To take Hall and Soskice, for example, the following institu-
tional spheres are highlighted:

@ National industrial relations and pay-setting arrangements - in particular, is pay deter-
mined solely within the firm, or do effective industrial relations institutions such as
collective bargaining operate at levels above the firm, such as the industrial sector?

® Vocational training and education - in particular, are firms relatively passive consum-
ers of the outputs of training and education systems, or do institutions help firms with
similar human resource needs to work together in attempting to assure higher levels of
relevant vocational skills are developed more widely across the economy?

o Corporate governance - particularly whether national systems lead to firms mainly
obtaining capital for investment from long-termist (banks) or short-termist (the equity
market) providers.

e Patterns of inter-firm relations - the extent to which relations with suppliers, or other
firms in the same sector, are collaborative or competitive; do such relations follow a strict
market logic, or do firms develop longer-term relations with suppliers, perhaps with
greater collaboration over the organization of production, etc.?

e ‘Intra-firm’ relations - this concerns issues relating to achieving the cooperation of work-
ers. This would include, among other things, prevalent patterns of worker participation
in decision-making over work organization, teamworking and other similar practices.

Hall and Soskice (2001) hold that these different ‘spheres’ are closely inter-related, and
are likely to be ‘coherent’ in any relatively successful national economy. So, while there
are, in theory, for example, lots of different ways a national society might organize voca-
tional training (cf. Noble 1997), only a limited number of these are likely to work well
in any specific country, given the functional need for a country’s vocational training
and education system to ‘fit’ with the nature of its industrial relations system, corporate
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governance system, etc. To take an example commonly used by institutionalist researchers,
it is more difficult for firms to try to base competitive advantage on high-trust relations
with employees if the financial system they operate under pushes them towards making
workers redundant in reaction to relatively small short-term fluctuations in profitability,
as has increasingly been the case in countries where stock markets are an important source
of corporate finance.

If we accept the broad argument that elements of national economic systems must (and
do) ‘cohere’ with each other, this has important practical, as well as theoretical, implica-
tions: it would mean that it is often difficult, and sometimes counterproductive, for firms
and states to try to copy elements of employment policy from successful cases overseas,
given wider differences in national business systems. Maurice et al.’s (1986) illustration of
the unsuccessful attempt to transpose elements of the successful German training system
to France is a case in point: the German training system was dependent on the nature of
German industrial relations, corporate governance and firm-level worker participation;
without this supportive background, the training system itself was not likely to operate
successfully.

Hall and Soskice concentrate most of their work on two ways in which the various
elements of a national system of capitalism can cohere: the liberal market economy
(LME) and the coordinated market economy (CME). Although they sometimes claim
that these are theoretically derived ideal types, rather than being based on real econ-
omies, for the present chapter at least, it is much simpler to think of an LME as being
best represented by the United States, and a CME by Germany. They do not claim that
these are the only ways in which the different elements of national systems can cohere,
but they do argue that the most successful developed economies tend to approximate
to one or the other, with national economies that fall between the two poles having
inferior economic performance (cf. Hall and Gingerich 2004). The basic differences
between the two types, and their expected effects on human resource management,
are presented, in stylized form, in Table 2.1.

The varieties of capitalism framework has several features which are useful to a discus-
sion on international and comparative human resource management. First, in general
terms, it provides an intellectual justification for the argument that there is more than one
potentially successful way to run an advanced economy. There is no reason, following this
argument, to expect that employment policies (or HR practices) should necessarily tend
towards one dominant pattern, even under conditions of economic globalization (as has
sometimes been assumed in the HRM literature on convergence). In other words, man-
agement policies that are perfectly logical in the United States may make little sense in
Germany. This in itself offers a powerful corrective to some of the more naive assumptions
that HR practices throughout the world are likely to, or should, approximate to models of
HRM developed in the United States, or whichever other national model is currently fash-
ionable. Second, the general argument here indirectly offers some clues as to how MNCs
from different countries might behave. In particular, MNCs from liberal market economies
are likely to change the nature of their operations more rapidly - and have less employment
security for their workers, within a ‘market-driven’ organizational approach - than is the
case for MNCs originating in CMEs. How national differences shape MNC behaviour is
dealt with in more detail below.
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Table 2.1 Differences between national varieties of capitalism, and effects on HRM
Liberal market economy Coordinated market economy (CME)
(LME)

Examples The UK, the USA, Canada, Germany, Japan, Scandinavian

Australia, other developed
English-speaking economies.

economies, the Netherlands, Austria,
Switzerland.

Finance system

Equity-based, large stock
markets. Easy for investors
to switch assets — this leads
to strong pressures for short-
term profitability.

Credit-based, i.e. important role for
banks. These often take a direct role

in corporate decision-making, through
representation at board-level, etc., and
take longer-term view of corporate
success.

Relations between
firms

Competitive and con-
tract-based, e.g. sub-
contracting tends to be
based on price competition
and be relatively low-trust.

Collaborative, both in terms of creating
institutional infrastructure (wage
bargaining, training, etc.) and in terms
of long-term, high-trust relations across
the supply chains of large firms.

Vocational training
and education

General education provided
by state. Vocational training
systems unstable, as large
firms prefer to develop their
own systems rather than
contribute to sectoral/
occupational systems.

Firms pool resources into highly
developed vocational training systems,
usually at sectoral level (not Japan).

Wage determination

Workplace or firm level.

More centralized (sectoral or national
level).

Employment relationship’Hire and fire’ principles

lead to low-trust relation-
ships between employers
and employees. Reliance on
numerical flexibility.

Long-term, higher-trust relationships
for core workers. Reliance on functional
flexibility.

Union organization

Primarily occupational.

Primarily sectoral (not Japan).

Role of the state

To ensure ‘free and fair’ mar-
kets, but otherwise to inter-
vene as little as possible.

To establish framework by which
authority can be delegated to corpo-
rate actors, e.g. employers’
organizations and trade unions.

HRM

Attempts to increase
cooperation from employees
historically made difficult
by conflictive industrial
relations, more recently by
low levels of employment
security creating difficulties
in obtaining commitment.
Individualization of HR
(individualized pay and
career development, decline
of trade unions).

More collectively oriented HRM
(higher levels of collective employee
involvement, greater prevalence

of autonomous teams, less
individualized pay).

Areas of competitive
strength

Sectors involving radical
innovation (IT, science).

Sectors involving incremental innova-
tion (engineering).

Source: Elaborated from Hall and Soskice (2001).
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The varieties of capitalism thesis has been criticized on a number of grounds, however.
Among other things, there are disputes on some of the evidence used (Almond and Gon-
zalez Menendez 2006), and arguments about how well the supporting theory deals with
change or sub-national variation (cf. Crouch 2005, who argues that one of the most import-
ant recent growth poles of the American economy, Silicon Valley, does not mainly work as
would be predicted by the LME model).

More importantly for the present chapter, there are marked differences within each of the
two groups. For example, Hall and Soskice categorize both Germany and Japan as CMEs.
However, while it may be the case that German employment relations have similar effects on
the ways in which firms seek to build competitiveness to those of Japan, working in Germany
is very different to working in Japan (Marsden 1999; Thelen and Kume 1999; Jacoby et al.
2005). Even more worryingly for our purposes, the LME/CME dichotomy leaves out most of
the world’s economies. First, Hall and Soskice, like nearly all authors in this area, specifically
limit their analysis to the core developed economies. This is not without some intellectual
justification, in that a conventional institutionalist analysis of national employment systems
really requires both that most of the working population have employment contracts, and
that the country has a relatively high degree of control over a fairly stable economic and social
system. However, clearly this limits the geographical coverage of this framework.

Even within Western developed economies, though, an important group of countries -
France, Greece, Italy, Portugal, Spain, and, with somewhat less certainty Turkey - is largely
ignored. Hall and Soskice (2001) do raise this group as a potential third variety (named
‘Mediterranean’ economies), but, partly because they see this type of economy as less sta-
ble and successful than either LMEs or CMEs, do not pay all that much attention to them.
For our purposes, it is important to include this group, as Mediterranean economies have
employment and human resource management patterns which, again at the level of gen-
eralization, are different to those of either CMEs or LMEs (see Table 2.2). It is also worth
noting that the more organized parts of many Latin American economies tend to share at
least some of these features (Schneider 2009).

D Geographical groupings of countries

Other groupings of countries, drawn less from theoretical premises and more from the
empirical realities of geography and politics, also have some degree of validity. For example,
in the 1990s, some authors (e.g. Brewster 1995; see also Gooderham and Nordhaug, 2011)
posited a ‘European’ model of HRM. This had more influence from the state and trade
unions, and was generally more social-democratic, than the then-popular HRM models
derived from American business school models. This has parallels with, and to a degree
was inspired by, attempts to develop and define the ‘European Social Model’ by political
and other social actors within the EU. Even in parts of the world where such supra-national
institution-building is much less prominent, there is often a temptation to assume that
cultural similarities between neighbouring countries (e.g. South-East Asia, Latin America)
are likely to lead to broad similarities in human resource management models.

The effects of supra-national regional structures on international HRM will be consid-
ered in more detail in Chapter 3. For this chapter’s purposes, it is important to be fairly
cautious about assuming similarity because of geographical proximity or cultural similarity.
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Table 2.2 The ‘Mediterranean’ variety of capitalism

‘Mediterranean’ economy

Examples France, Spain, Portugal, Greece, Italy and Turkey.

Finance system Traditionally credit-based, combined with important role for
the state. Recent trend to increasing dependence on foreign
equity investors for largest firms.

Relations between firms Sectors coordinated around large ‘national champions’, with
traditionally high degree of state involvement in creating sec-
toral strategies.

Vocational training More emphasis on intellectual than vocational education. Aca-

and education demic qualifications very important for career development.

Wage determination Historically sectoral in principle (except Italy), but real pay lev-
els often determined at workplace/firm level, often informally.

Employment relationship High degree of employment security for core workers, but low-
trust relationships, partly due to reliance on Taylorism.

Union organization Primarily ideological.

Role of the state To ensure economic development and to govern the employ-

ment relationship.

HRM Hierarchical management and Taylorist production organi-
zation historically attempted to reduce the need for high
degrees of cooperation from employees, while strict labour law
reduced differences in HR practice between firms.

More recently, leading firms have increasingly borrowed ele-
ments of American-style HRM, particularly for managers and
other highly qualified workers.

Areas of competitive strength Sectors with highly rationalized production.

Source: Elaborated from Hall and Soskice (2001), in collaboration with Maria Gonzalez.

For example, even within the European Union - which has gone much further than other
supra-national groupings in attempting to achieve economic and social convergence - the
extent to which it makes sense to talk of a ‘European model’ depends on the level of detail
thatisrequired. In very broad terms, there are some features affecting employment relations
in the EU which lead to commonalities. From a global perspective, these would include rel-
atively generous welfare states, high levels of social and political acceptance of pluralism,
and, on the whole, relatively high degrees of state regulation of the labour market. To some
extent, the development of European-level regulation of work and employment from the
1990s (see Chapter 3) also provides for some degree of convergence between member states,
through regulations on health and safety, working time, worker participation, equality, etc.
It should, however, be remembered that European-level regulation does not strongly affect
the core features of employment regulation in most EU countries, whose own national
systems tend to offer more guarantees of worker protection than those set out in European
legislation (there are partial exceptions to this in the United Kingdom, Ireland and some of
the new member states in Central and Eastern Europe). Also, as we have seen when looking
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at varieties of capitalism, there are members of the EU in each of the three broad varieties,
with effects on the application of European-level policies (Gonzalez 2010). In summary,
talking about a ‘European model’ may make some sense at a rhetorical level to observers
from outside Europe, but tells us little about how European business systems work, and
the considerable differences between them. This is likely to apply all the more strongly to
geographical groupings of countries elsewhere in the world, meaning that observers from
Europe or North America ought to be very cautious about assuming commonalities between
different countries in Asia, Africa, etc.

National business systems and HRM in MNCs

If the national business systems in which firms operate affect their business and human
resource policies and practices, this still leaves open further questions as far as MNCs are
concerned. MNCs, by definition, operate in more than one national business system.
From a reading of national varieties of capitalism models, it is not immediately apparent
whether it is likely to be business system effects from the firm’s home country (country
of origin effects) that are most important, or from the host country (country of operation
effects). In some areas, country of origin effects are more likely to be prominent: one
example here might be a general long-termist versus short-termist orientation, depending
on the degree to which patient capital is available. In other areas, perhaps host country
effects are more likely to be important: examples here might include areas subject to
legal or collective regulation, such as minimum wages, rights to collective representation
and worker participation, or maximum working hours, particularly if such regulation is
tightly enforced.

To further complicate the issue, it is by no means inevitable that senior managers in MNCs
necessarily want to impose a country of origin model in all cases (see, for example, Kahancova
2008; for areview, see Almond 2011), or, indeed, that host country managers and workers will
always defend the host country model of management. Many of these complicating factors
relate to the overall international management strategy of the firm (Fenton O’Creevy et al.
2008), and to issues of organizational form (e.g. Bartlett and Ghoshal 2002).The remainder
of the current chapter, while accepting the insights of this literature, adopts a complemen-
tary perspective, looking at how features of the business systems under which MNCs operate
translate into HR policy and practice (and sometimes, how they do not) in subsidiary opera-
tions. This requires insights into the (formal and informal) negotiation of policy and practice,
as well as into more strategic decisions about standardization and segmentation.

D The negotiation of policies: collaboration and contestation in the MNC

The aim of this section is to move from a general understanding of how different types of
national business systems tend to affect firm behaviour to the question of how MNCs man-
age human resources. In order to do this, we need first to answer the question ‘what does
an examination of HRM in a multinational firm have to take account of that the analysis
of a domestic firm does not?’
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In order to answer this question, it is useful to re-visit some of the implicit assumptions of
much of the general literature on HRM and employment relations. In particular, the concept
of the ‘effort-reward’ bargain (Boxall and Purcell 2008) should be borne in mind. In part, this
is the idea that the employment relationship is an unequal relationship between the sellers
and buyers of labour (the employer has more power than the employee as it is easier for the
employer to find another employee than it is for the employee to find an alternative way
of making ends meet). More importantly for our purposes, it is also the idea that, despite
this power advantage, the outcome of the relationship is still uncertain for the employer:
paying someone a wage does not guarantee that enough appropriate work will be done,
this is a matter of management. In order to ensure that this will happen, it is widely agreed
that the employer needs a combination of control and disciplinary mechanisms, alongside
means of building consent, loyalty and of using workers’ initiative in ways that are useful to
the employer (Friedman 1977; Legge 1995). Human resource management always requires
some degree of control of employees, but also some mechanisms by which to ensure that
workers’ initiative can be used (to deal with unforeseen problems, etc., see Marsden 1999).
Equally, no system of managerial control is perfect; workers always have at least some power
to resist, to create informal strategies, and therefore to affect the outcomes of the bargain.

The dilemma between control and building commitment and initiative also applies to
other sets of organizational relations. Most obviously, in organizations of any size it applies to
therelations between the owners of capital and salaried managers. Again, financiers are more
powerful than individual managers (they can, in the last resort, replace them), but they do
not exercise full control over managers, and in any case need them to use their initiative. As
the varieties of capitalism literature shows, the relations between owners and managers differ
substantially across nations, with notable effects on human resource management. Finally,
the management function itself is split between several levels, both in terms of hierarchy and
in terms of function. Control dilemmas are clearly present here too: higher-level managers
have to decide whether to set policy tightly, or loosely, giving more autonomy to junior
managers and supervisors, for example. Again, it is counterproductive for senior managers
to seek always to maximize control over their juniors, both because the effort involved in
monitoring would be very expensive, and because of the loss of initiative from subordinates.

All these different organizational actors are involved in structured, unequal power
relations, all of which can only be ‘resolved’ satisfactorily by combining some element
of direct control with some level of autonomy. Importantly, the precise mix between the
two depends, among other things, on the social environment. The nature of the national
business system is an important factor here: acceptable regimes of control and collabora-
tion between shop-floor workers, supervisors, line managers, strategic decision-makers and
owners in Britain may be very abnormal, to the point of being unworkable, in Korea, and
vice versa. This is partly because rules (laws, collective agreements, systems of corporate
governance) are different, and partly because expectations (i.e. what each group of actors
collectively sees as ‘fair’, ‘equitable’ or ‘normal’) may be different.

All the above sets of power relations, and their resultant control versus autonomy deci-
sions, exist in any domestic firm of sufficient size. In an MNC, though, they are of a greater
order of complexity. This is because, from the subsidiary perspective, decision-making on
management practices, including HRM, is normally partly performed by managers whose
understandings of employment and management come from their experience in different



36

Part 1/ The context for international HRM

national regimes. To take a simplified example, in a British subsidiary of, say, a Korean firm,
HR policies are likely to reflect some sort of encounter between, at minimum, Korean and
British managers, and British workers.

Of course, such encounters are, once again, unequal power relations (senior HQ manag-
ers ultimately have more structural power than subsidiary level managers). But, even more
so than in a domestic firm, it is not possible for HQ managers to tightly control everything
that happens in foreign subsidiaries, nor, in most cases, is it likely to be desirable to try to,
due both to the costs involved and the loss of subsidiary initiative.

In reality, the extent to which MNCs attempt to reflect their domestic managerial
assumptions and practices abroad is highly variable. Much of this variation is due to issues
of market positioning and global management structure (Dunning and Lundan 2008; see
also Chapter 4). However, there is substantial empirical evidence that the degree of cen-
tralization in decision-making on personnel policies is also shaped by the nationality of
the firm, with, for instance, firms from the United States generally being more central-
ized than those from other countries (Ferner et al. 2004, 2010). As Chapter 5 will examine
in more detail, there is also a variety of means by which control may be exercised. These
vary from the extensive expatriation of home country managers (most prevalent among
Japanese MNCs, cf. Chung et al. 2006), through extensive bureaucratic controls. Alterna-
tively, controls may mainly be in the form of targets: these may vary from what, from
an HRM perspective, can be described as indirect (such as financial targets) to the very
direct (e.g. diversity targets, see Ferner et al. 2005).

In spite of these variations, though, it is important always to remember that neither the
choices and constraints affecting the MNC as a whole, nor those affecting the international
HQ or the overseas subsidiary, can be understood adequately without bearing in mind the
choices and constraints affecting multiple groups of actors at different levels of the organi-
zation, in different countries (Belizon et al. 2014). HR policies in a given overseas subsidiary
of an MNC are likely to be shaped, to some extent, by the general characteristics of both
home and host business systems, as well as by business environmental factors. But how
the resulting policies play out into the reality of subsidiary HRM will always be shaped by
multiple ongoing processes of ‘negotiation’ and interpretation by sets of actors at different
levels of the organization, all of whom have their own ideas about appropriate means of
management, which will inevitably have been formed in reaction to the social setting(s)
they are used to (Lévesque et al. 2015).

This does not mean that subsidiary workers and managers will necessarily ‘prefer’ the HR
regimes which predominate in their own national business system to those of the foreign
MNC they may work for. In societies where relatively autocratic forms of management
prevail, it is quite possible that at least some workers actively prefer the more participative
management policies of some foreign MNC:s (if, of course, the foreign MNC chooses to
use such policies globally). Equally, it is possible that women in very patriarchal societies,
who seek career advancement, may prefer to work for foreign MNCs with relatively active
diversity policies. It is also possible for some larger MNCs to specifically seek to recruit
workers abroad who are particularly likely to conform to values that fit within country of
origin-derived corporate cultures: attempting to select workers whose attitudes and expe-
riences are compatible with desired ‘global’ corporate cultures has been a major factor in
recruitment in some greenfield plants, particularly in Japanese but also in some American
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MNCs. To the extent that this is successful, the rationality under which workers operate
becomes ‘hybridized’: it is somewhat less capable of being read off from a characterization
of the host employment system, but somewhat less ‘foreign’ from an HQ perspective.

If subsidiary shop-floor workers can be made to (partially) ‘think foreign’, then there is
at least the potential for actors at all levels of the firm to begin to develop rationalities that
are not exclusively those of their own nationality (Frangi 2014). In the case of subsidiary
managers, the international employment system of the MNC often encourages this. The
Italian research of Delmestri (2006) is instructive here in revealing the different identities
of middle managers working for Anglo-Saxon and Italian firms, with the former developing
far more ‘LME’-type opinions and mentalities: significantly, these differences remained
even where the Italian firms concerned were themselves MNCs.

More centralized MNCs deliberately attempt to ‘globalize’ managers through pro-
grammes of inpatriation and other forms of international mobility of managers (see Moore
2006, on the multiple identities and individual strategies of expatriates). Similarly, the cre-
ation of some form of international internal labour market at the managerial level (Butler
et al. 2006) may be used to develop, at least at the levels to which it applies, an ‘internal
institutional community’ (Elger and Smith 2006: 68), which may challenge, or attempt to
bypass, the standard managerial assumptions of host-country national employment sys-
tems. More general programmes of the international management of corporate culture also
attempt to change rationalities in this way: indeed, Bartlett and Ghoshal (2002) empha-
size the central importance of ‘normative control’, specifically with regard to their most
advanced form of international firm, the ‘transnational’.

None of these policies will entirely erase host country rationalities. Nor, in most cases, do
they probably seek to. Nonetheless, the terrain on which decisions are made, and coordina-
tion dilemmas resolved, is altered, to a greater or lesser extent. The argument may also hold
in reverse, albeit to a lesser extent: for example, one would expect an expatriate manager
to gain at least some empathy with the common assumptions, ideas about fairness, etc.,
in the country to which s/he was assigned. In some cases, ‘upward’ transfer of ideas goes
much further than this: the MNC as a whole may seek to learn from policies in successful
subsidiaries and apply them in other countries. This process, referred to as ‘reverse diffu-
sion’ (Edwards 1998), is dealt with in detail in Chapter 6.

To summarize, it is commonly recognized that the international encounter between
business systems that occurs within MNCs causes ‘hybridization’ of HR outcomes. This
hybridization of outcomes is the result both of the meeting of the effects of different objec-
tive features of national business and employment systems (rules, etc.), and of a degree of
hybridization of the rationalities of workers and managers across the international firm’s
employment system (i.e. how people at different levels of the organization, and in different
places, think about what might be desirable and practical policies).

A schematic representation of how different business systems interact in an MNC
is given in Figure 2.1. In reality, it is an over-simplification; it excludes, for example,
potentially important non-national organizational levels such as product divisions
and regional management structures (cf. Wachter et al. 2006), as well as encounters
between managers and workers from different host countries (Boussebaa 2009). Equally,
the relative importance and influence of the different levels are subject to the precise
hierarchical structure and relations of power (Geppert and Dorrenbdcher 2014) within
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Home country business and employment system

Ideas and strategies of HQ management

MNC ‘global policies’

MNC policies in the subsidiary

Ideas and strategies of workers and managers available on the subsidiary labour market

Host-country business and employment system

Figure 2.1 Simplified representation of how national business systems shape MNC HR

individual MNCs: in particular, some national subsidiaries (those in strategically import-
ant markets, and/or fulfilling key organizational functions) are likely to have more
influence than others. Nonetheless, the double directionality of the arrows in Figure 2.1
illustrates the complex pattern of causality involved in shaping employment policies and
practices within MNCs, and the multiple levels at which ‘hybridization’ of both ideas and
policies takes place. The fact that the various arrows point in both directions does not
imply equality of influence. As already pointed out, the hierarchical nature of the power
structure means that the downward flow is likely to be potentially more significant than
the upward flow in most cases. The next section looks at how these flows work in practice.

D The MNC as an international employment system

As Ferner et al. point out, MNCs are far more than ‘the micro-level product of compet-
ing . . . institutional influences from sector or NBS (national business system)’ (2006: 6),
they are ‘powerful actors operating across institutional boundaries, with their own trans-
nationally defined organizational logic, structure and strategy’ (2006: 6). Their top deci-
sion-makers can decide the extent to which, and the elements of policy on which, they wish
foreign subsidiaries to follow international rules and cultural tools. Itis important, then, to
remember that the extent to which top-level corporate decision-makers actually want the
downward process to occur is itself variable (Edwards et al. 2015).

It would certainly be a mistake to think that top country of origin managers necessarily
believe that the human resource management situation that pertains in their home country
operations is optimal (cf. Sippola (2009) on Finnish MNCs’ industrial relations approaches
in the Baltic States, or Zhu et al. (2014) on HR policies in Chinese MNCs overseas). This
applies even in dominant countries. For example, a number of large US MNCs that were
forced by trade union organizing success to accept the traditionally conflictual HR model
of unionized American firms remained strongly anti-union abroad (Colling et al. 2006).
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Equally, the low-trust employment regime, deriving from Taylorism, that has dominated
US manufacturing, is far from an optimal background on which to introduce new forms
of work organization, such as teamworking. In reality, the managerial policies that MNCs
seek to export are often not the concrete country of origin practices, but rather managerial
ideas and concepts; as Elger and Smith put it, a ““model of best practice”, formed within but
emancipated from specific national and corporate contexts’ (2006: 57).

Second, even if top decision-makers want to create an international system based on
learned ideas about best practice, those ideas may not entirely be those of the home country.
In particular, some national systems are more popular among top international managers
than others. Over the last two decades, the dominant global human resource management
model has essentially consisted of a ‘lean’ version of the American model of management,
combined with some elements of work organization that are, in large part, a Western interpre-
tation of Japanese production organization. Top managers in MNCs from other countries may
well seek to create this dominant system worldwide, rather than export their own national
model. This sort of selection of the policies of the most globally competitive or powerful
systems is sometimes referred to as a ‘dominance effect’ (Smith and Meiksins 1995).

Third, top decision-makers may decide to use the existing differences between host
country systems in a strategic manner. There may be good economic reasons to practise
strategic segmentation of policies, which may involve a more or less conscious decision to
stall, or at least be selective about, the downward flow in Figure 2.1. For example, firms may
well choose to minimize costs by avoiding the export of some of their more sophisticated
management techniques where they are not essential. Within Britain, for example, Japa-
nese MNCs show very mixed results in terms of the extent to which they attempt to repli-
cate elements of the Japanese employment system. This is done only partly because some
of the main supporting elements of the employment system for large firms in Japan, such
as high levels of employment security for core workers, are not present in the United King-
dom. Some ‘Japanese’ characteristics can be observed among some leading investors: the
pay and grading system at Sony UK followed principles that would be recognizable in Japan;
Japanese firms entering the UK from the 1980s sought to replicate the Japanese principle
of company unionism by negotiating single-union deals with no-strike agreements; and
considerable management effort and cost were expended on the recruitment of semi-skilled
workers at firms such as Honda and Toyota (Hudson 19935). In other cases, though, particu-
larly those researched by Elger and Smith (2005), there was very little evidence of the ‘high
road’ elements of Japanese HRM. As these authors argue, this is not accidental, but rather
represents the strategic use of elements of the HR patterns commonly used in supply chain
firms in Japan (Dedoussis 1994), combined with a selective adaptation of host-country
practices, particularly those involving ‘harsh conditions and union exclusion’ (Elger and
Smith 2005: 62; see also Milkman 1991 for Japanese MNCs in the United States). What is
happening in such cases does not represent an ‘absence’ of country-of-origin effects, but
rather a strategic decision by senior actors within the MNC to segment its production and
employment system, using, in this case, the light regulation of the host-country system
to create a division between ‘core’ and ‘peripheral’ workers, inspired by practice in Japan.

Strategic segmentation may also occur if the institutional structures of host econo-
mies provide resources which are difficult to replicate elsewhere (Morgan and Kristensen
2006). In other words, if a subsidiary in a particular location offers something to the
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MNC (unusual combinations of skills, innovation capacity, ability to network with host
economy actors, which have something strategically important to offer the firm), and the
preservation of this advantage is dependent on subsidiary managers having a degree of
local autonomy, then headquarters managers may be less likely to insist on uniformity
(Bélanger et al. 2013).

Management, ownership and country-of-origin effects

The varieties of capitalism literature, as introduced at the beginning of this chapter, basi-
cally explains national differences with regard to two dimensions. First, it looks at how
the effects of national institutions and historically developed cultural assumptions affect
both the choices available to managers, and the ways in which managers and other actors
think about these choices. As we have seen, when we look at MNCs, thinking about how
these various effects might play out becomes much more complicated, as actors from
different national systems, with different rules and different assumptions, meet. Second,
the varieties of capitalism literature looks at the effects of different forms of corporate
financing. In particular, it contrasts credit-based systems such as Germany, where firms
have tended to obtain finance through borrowing from banks over long time periods,
with equity-based systems such as the United States, where liquid stock markets have
been much more important. Typically, these differences, which have their roots in pro-
cesses of state formation and patterns of industrialization, are seen as having given rise
to firms in ‘coordinated market economies’, such as Germany or Japan, having access
to ‘patient’ capital. In other words, those providing finance are more interested in long-
term than short-term results. In return, they have an active say in how firms are run,
whether through banks being represented on corporate boards, or through extensive
cross-shareholdings as in Japan (Dore 1997). In ‘liberal market economies’, on the other
hand, as shares can easily be bought and sold, investors have much shorter time horizons,
and generally less interest in being actively involved in corporate decision-making. As
Table 2.1 shows, this is important for human resource management as many elements
of the business systems of coordinated market economies could not work if the pres-
sure for maximizing short-term returns were as fierce as it has been in liberal economies.
Equally, investors in liberal market economies would probably see the ‘constraints’ on
rapid decision-making in coordinated economies (such as the difficulty of firing workers)
as diluting firms’ ability to take advantage of new opportunities.

With regard to this second dimension, the globalization of the last 30 years, particu-
larly global financialization, has meant that we need to qualify this basic opposition in
some important respects. First, liberal market economies, such as the United States and
the United Kingdom became more short-termist in their implications for those manag-
ing firms between the mid-1970s and the global financial crisis of 2008, with little sign
of any movement away from this trend since. In this period of financial deregulation, the
owners of firms, particularly institutional shareholders such as pension funds, were able
to increase their power over managers (O’Sullivan 2000). Many of the protections workers
gained against managerial short-termism in the post-war era, through trade unions, legal
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regulation and an expanded welfare state, were eroded. These changes had direct impacts
on the HR policies of, for example, US MNCs, with challenges to established career struc-
tures and the development and institutionalization of increasingly ‘hard’ forms of perfor-
mance management (Almond et al. 2006; Butler et al. 2006).

These changes not only affected MNCs based in liberal economies. Globalizing firms
from the more coordinated economies also needed to seek finance on international capi-
tal markets which are ‘liberal’ in nature. In such cases, it may have become more difficult
to talk about MNCs having one simple nationality; if a German firm sought large propor-
tions of its capital from American financial markets, the ‘management’ and ‘ownership’
parts of any country of origin effect might have begun to diverge. How much this would
lead German managers to abandon ‘German’ ideas about management remains unclear,
particularly given the current global financial and economic crisis. It clearly makes sense,
though, in examining possible national effects on what decisions specific MNCs make,
to look at who are their owners as well as who are their managers. This may, in the longer
term, also apply to American firms if these become financially dependent on the sover-
eign wealth funds of Chinese or Middle Eastern states. Equally, the proliferation in recent
years of cross-border mergers and joint-ventures (Rees and Edwards 2009) also sometimes
makes talking in terms of a home-host dichotomy more difficult.

Conclusion

In this chapter, we have examined national differences in how capitalism, and therefore
human resource management, are organized, and the effects this has on HRM within
MNCs. We have seen that there are a number of different ways in which countries have
been grouped together, following similarities in how they organize business and employ-
ment relations. In particular, the chapter examined the differences between the two main
models under which the main developed economies have been portrayed: (1) the long-
termist, high-trust model of the coordinated market economy, followed in different ways
by Germany, Japan and a number of smaller European economies; and (2) the more mar-
ket-based model of the liberal market economy, followed by English-speaking developed
economies. We also looked at a third, ‘Mediterranean’ model, as well as more briefly look-
ing at other possible groupings of countries.

In order to apply these models of national types of organization to MNCs, we have
argued that it is necessary to look not only at national differences in rules, but also at
how owners, managers and workers at different levels and places within the MNC get
their ideas about what are appropriate forms of management, and how these are affected
by differences in power. We also looked at why top decision-makers in the home coun-
try of MNCs may choose (or not choose) to apply elements of their ‘home’ business
system abroad.

Finally, returning to the varieties of capitalism literature, we looked at how national
differences may have changed in the recent period of globalized deregulation, and how
changes, particularly to the ownership of MNCs, may have affected the choices made by
their top managers.
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Review questions

1 At a general level, how would you expect patterns of HRM to differ between liberal
market economies (LMEs) and coordinated market economies (CMEs)?

2 What is meant by the phrase ‘country-of-origin effects’ when discussing HRM in
MNCs? Can you identify any ways in which international HRM might differ between
US and Japanese-owned MNCs?

3 It is often assumed that MNCs seek to have uniform HRM policies across their global
operations. Under what circumstances might senior executives in MNCs prefer not to
pursue uniformity?

4 How might locations with high labour costs and employee-friendly legislation com-
pete for investment from MNCs?

Further reading

1 Hall, P. and Soskice, D. (eds) (2001) Varieties of Capitalism, Oxford: Oxford University Press.

The introductory chapter to this book provides the theoretical framework behind much of the recent
debate on cross-national differences in economic organization and employment, and the division
into two broad ‘varieties’ discussed in this chapter.

2 Morgan, G. and Kristensen, P. (2006) ‘The contested space of multinationals: varieties of institution-
alism, varieties of capitalism’, Human Relations, 59(11), 1467-90.

A considered debate about how location in countries operating under different systems affects orga-
nizational ‘micro-politics’, and therefore the sorts of subsidiary policies pursued.

3 Edwards, T. and Kuruvilla, S. (2006) ‘International HRM: national business systems, organizational
politics and the international division of labour in MNCs’, International Journal of Human Resource
Management, 16(1), 1-21.

An alternative overview of many of the issues in the second part of this chapter, based on a critique
of much research into international human resource management.

4 Jacoby, S., Nason, E. and Saguchi, K. (2005) ‘The role of the senior HR executive in Japan and the
United States: employment relations, corporate governance, and values’, Industrial Relations, 44(2),
207-41.

A comparative examination of the HR function in the United States and Japan.
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Chapter 3

The European Union: a case of
advanced regional integration
Michael Gold

The aims of this chapter are to:

introduce and analyse the characteristics of regional integration agreements;

examine the European Union (EU) as one of the most well-established regional integra-
tion agreements in the world;

evaluate the role of employment policy in the evolution of the EU;

assess the role of theoretical perspectives in explaining potential convergence of employ-
ment policies across the EU;

evaluate future challenges to EU employment policy in the context of enlargement.

Introduction

Much discussion has focused in recent years on the impact of two principal forces on
the practice of international human resource management (IHRM): globalization (see
Chapter 1) and national employment systems (see Chapter 2). Globalization involves the
geographical integration of production, consumption and communications as well as
standardizing influences on patterns of consumption and mass culture, not to mention
management systems. By contrast, constraints on global integration are created through
the countervailing pressures of national employment systems. Cultures, institutions and
legal frameworks that mould such national systems place a powerful restraint on the glo-
balization of IHRM within individual countries, with the result that domestic arrangements
governing issues like pay and conditions, vocational training and corporate governance
generally remain distinct and robust.

Sandwiched between these global and national levels of analysis, however, we find a
regional level of analysis. This level is significant because most international trade takes
place between three principal global regions, Asia, Europe and North America (Dicken
2015), and because the overwhelming majority of multinational companies (MNCs) orig-
inate from these same three regions. Indeed, a list of the 100 largest MNCs in the world
reveals that 56 have their headquarters in Western Europe (of which 16 are in the UK, 11
in France and 10 in Germany), 23 in the United States of America and 10 in Japan - 89 in
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total, with a further four in the People’s Republic of China (see Table 4.1). In the light of this
kind of evidence, some commentators have argued that MNCs remain firmly embedded in
their home country (Hirst et al. 2009), while others refer to the ‘myth’ of the global firm,
arguing that the ‘vast majority’ are ‘home-region-based’, with over half their sales in only
one of three regions (Rugman 200S5: 3).

However, the term ‘regional’ is itself ambiguous and must be used carefully. Asia,
Europe and North America - not to mention Africa, Australasia and South America -
may certainly be identified as ‘regions’, with further sub-regions within each. For exam-
ple, Chapter 2, which focuses on the ‘varieties of capitalism’ literature, points out that
the ‘European social model’ contains variants based on liberal market economies (e.g.
the UK), coordinated market economies (e.g. Germany) and Mediterranean economies
(e.g. France and Italy), not to mention Central and Eastern European variants as well. In
these cases, theorists may attempt to group national employment systems together on the
basis of their similarities, which may or may not cohere on a regional basis. For example,
the ‘Nordic model’, comprising countries like Denmark, Norway and Sweden, is clearly
regional in geographical terms, but liberal market economies, such as Australia, the UK
and the USA, though sharing a common language, are anything but regional. The variet-
ies of capitalism literature, therefore, may sometimes appear to have a regional focus but
is actually based on an analysis of loosely grouped national employment systems.

This chapter therefore focuses on a very specific meaning of ‘regional’: the emergence
since 1945 of numerous regional integration agreements (RIAs) that have increasingly
dominated world trading patterns. Regional economic integration - ‘the process of reducing
the economic significance of national political boundaries within a geographic area’ (Ander-
son and Blackhurst 1993: 1) - generally results from the realization by certain countries that
they share strong trading partners as neighbours and hope to increase welfare benefits through
both reducing barriers to trade and improving political links among themselves. While the
reasons for the popularity of RIAs have been analysed elsewhere (Moser 1997), this chapter
looks at their effects on human resource policy and practice. For example, what different
types of regionalization might exist, and why might they be significant for HR managers?
How might HR policies and practices be influenced by the depth of regionalization, that is,
by the depth of economic integration among member states? And how does the example of
the European Union help us to understand these processes?

These questions are crucially important for IHR managers. The ‘varieties of capitalism’
literature clearly provides a valuable framework within which to discuss the influence of
regional comparisons and contrasts in their broader sense, which will help IHR managers
to make informed decisions about whether, for example, certain policies and practices
are likely to transfer across borders (Chapter 6). However, RIAs - in our narrower sense of
‘regionalization’ - are also significant from the IHRM perspective. RIAs differ greatly in
the extent to which they attempt to regulate labour markets and employment conditions
as well as how successfully they do so. An HR manager in Canada, Mexico or the United
States, for example, may barely notice the influence of NAFTA on employment practice
in their MNC, while their counterpart in an EU member state will need to monitor closely
a range of EU employment policies as well as that state’s compliance with the relevant
legislation. Indeed, adoption of EU legislation by each member state not only in theory
creates a common floor of rights across all the member states but also, over time, affects
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the very nature of the regulatory regime in each member state. A liberal market econ-
omy, such as the United Kingdom, will be more averse to labour market regulation than
one of its coordinated market economy partners, such as Germany, the Netherlands or
Sweden. Even so, the EU has created its own ‘distinct economic space’ (Marginson and
Sisson 2006: 34) which, as this chapter aims to show, affects the practice of IHRM in a
variety of ways.

The chapter begins by outlining the nature of RIAs, their number and scope. It sketches
the key distinctions between them, particularly in relation to depth of economic integra-
tion, and focuses on the European Union (EU) as the most well-established RIA in the world.
It examines the effects of the EU on employment policy and the practice of HRM across
its member states, with particular reference to theories of convergence.! The chapter con-
cludes by exploring some of the challenges most likely to confront the development of EU
employment policy in the future.

Regional integration agreements

Aregional integration agreement is an agreement among a group of (nearly always) neigh-
bouring countries designed to deepen their trading relationships by means of reducing
or eliminating tariff barriers and quotas. It may go further by providing for a common
market in capital, labour, goods and services, and even monetary union. RIAs also gener-
ally establish joint procedures and institutions for managing integration that may well
have political and social consequences. Table 3.1 lists some of the more significant RIAs
by name, date of foundation, number of member states, location of headquarters and
estimated population size.

RIAs detail aims and purposes of the association, its membership and organizational
structures, and generally provide for specialist agencies that focus on specific areas of coop-
eration, such as energy supply, health, disputes settlement and, in particular, labour and
social affairs. They are continually evolving, as members join or leave, and levels of inte-
gration sometimes deepen and sometimes atrophy.

Table 3.1 reveals that RIAs vary greatly by date of foundation, with several that have
been amended or revitalized. The EU, for example, evolved out of the 1951 European Coal
and Steel Community (ECSC), while NAFTA was formed only in 1991. The Common-
wealth of Independent States arose in 1991 from the ashes of the former USSR, while the
SADC reestablished itself in 1992 following the collapse of apartheid in South Africa. RIAs
also vary greatly in membership: while NAFTA has only three members, the EU has now
risen from six in 1951 to the current 28. The largest in terms of population is SAARC, with
over 1.4 billion; ASEAN has 625 million, and the EU just over 500 million. Relationships
may also be complicated by overlapping memberships, such as the Andean Community,
Mercosur and USAN in South America.

The most significant point in understanding the role of RIAs, however, is that they vary
greatly in depth of economic integration and in aspiration (Duina 2006). We need to dis-
tinguish, broadly speaking, between five levels of integration (see Box 3.1). Since the end
of the Second World War, barriers to trade (that is, measures to protect domestic industries
and services) have been gradually reduced if not dismantled under the General Agreement
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Table 3.1 Principal RIAs: origins and size

RIA Foundation Current number of Headquarters Approximate
member states population
(excluding
associates)
Andean Community 1969, 1979 4 (5 more Lima, Peru 97 million
associates)
Arab Maghreb Union 1989 5 Rabat, Morocco 90 million
Association of Southeast 1967 10 Jakarta, Indonesia 625 million
Asian Nations (ASEAN)
Caribbean Community 1962 15 (5 more Georgetown, 3.75 million
and Common Market associates) Guyana
(CARICOM)
Central African Eco- 1994 6 Bangui, Central 44 million
nomic and Monetary African Republic
Community (CEMAC)
Commonwealth of 1991 11 Moscow, Russia 282 million
Independent States
Economic Community of 1983 10 Libreville, Gabon 140 million
Central African States
(ECCAS)
Economic Community 1975 15 Abuja, Nigeria 300 million
of West African States
(ECOWAS)
Eurasian Economic 2000, 2014 5 Moscow, Russia 175 million
Union
European Union 1951, 1957, 28 Brussels, Belgium 505 million
numerous
amendments
since
Gulf Cooperation 1981, 2004 6 Riyadh, Saudi Arabia 50 million
Council (GCC)
Mercosur 1991 5 (6 more Montevideo, 270 million
associates) Uruguay
North American Free 1992 3 Mexico City, Mexico; 444 million
Trade Association Ottawa, Canada;
(NAFTA) Washington, DC, USA
Pacific Islands Forum 1971 16 Suva, Fiji 21 million
South Asian Association 1985 8 Kathmandu, Nepal 1,467 million
for Regional Coopera-
tion (SAARCQ)
South African Develop- 1980, 1992 15 Gaborone, Botswana 277 million
ment Community (SADC)
Union of South 2008 12 (based on Quito, Ecuador 390 million

American Nations
(USAN)

membership of the
Andean Community,
CARICOM and
Mercosur)

Sources: Official websites.
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BOX 3.1

Deepening stages of RIAs

A free trade area is an association of countries
that has agreed to reduce or abolish internal tar-
iffs and quotas among themselves.

A customs union involves a free trade area that
has decided also to create a common external
tariff around its members.

A common market is a customs union that, mov-
ing beyond a common external tariff, actively
promotes the free movement of capital, labour,
goods and services within its borders.

A single market focuses on the removal of further
non-tariff barriers to trade, such as customs
posts, differential tax rates and incompatible
technical and product standards.

An economic/monetary union introduces meas-
ures across its member states to converge key
indicators like inflation, interest rates and lim-
its on government debt and deficit, prior to the
coordination of economic and fiscal policies,

a common monetary policy and common cur-
rency regulated by a central bank.

Pressures for political union may result from
requirements to coordinate the economies of
the member states and to ensure democratic
accountability.

Special measures may be introduced to pro-
mote labour mobility in the context of creat-
ing a common market, such as those to ensure
transferability of unemployment and maternity
benefits, mutual recognition of qualifications
and access to healthcare. There will be little
incentive for workers to take jobs abroad unless
impediments are removed.

Note that these stages are not necessarily
sequential. For example, the Central African
CFA Franc circulates throughout the members
of CEMAC even though tariffs have not yet
been fully abolished on internal trade.

on Tariffs and Trade (GATT) and its successor, the World Trade Organization (WTO). This
process has taken place in stages both globally and regionally. The regional process has
involved the progressive spread and deepening of RIAs, beginning with free trade areas and
often evolving through customs unions, common markets, economic/monetary unions
and even full or partial political union (El-Agraa 2011).

Some RIAs have focused on the creation of free trade areas. The South Asian Free Trade
Area agreement was signed in 2004 under the auspices of SAARC, while SADC also cre-
ated a free trade area among 12 of its 15 members by 2008, and aspired to create a cus-
toms union, common market and single currency by 2018, although this objective has
been delayed. However, it has adopted a code of practice governing child labour and
a Charter of Fundamental Social Rights. NAFTA too aims to eliminate barriers to trade
and has set up a Commission for Labor Cooperation - through a supplementary North
American Agreement on Labor Cooperation - to seek to improve working conditions and
promote workers’ rights (Teague 2002). ASEAN has established a free trade area and aims
to promote free movement of skilled labour through mutual recognition of professional
qualifications and the streamlined issue of work permits and visas for professional and
skilled workers (Chavez 2007). Table 3.2 summarizes the progress of regional integration
in six major RIAs.

Table 3.2 reveals the significance of the EU in terms of its depth of integration. Not only
had it achieved its status as a common market by 1970 but, by 2015, 18 of its 28 member
states had joined the Eurozone and it had achieved virtually unrestricted labour mobility
within its borders. No other RIA has managed to achieve anything like the economic and
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Table 3.2 Progress of regional integration

Free trade Customs union Common Economid/ Political Labour mobility
area market monetary union union
EU Yes Yes Yes Partial Partial Unrestricted
ECOWAS Yes Yes Aspiration  Aspiration No Partial
SADC Yes Partial Partial Aspiration No Aspiration
Mercosur Yes Partial Partial No No Residence
ASEAN Yes No No No No Skilled only
NAFTA Yes No No No No Temporary
mobility

Source: Kaminska and Visser (2011).

political integration of the EU across such a wide geographical area (Cameron 2015). The
two largest RIAs in the world by population, ASEAN and SAARC, remain strictly intergov-
ernmental when it comes to decision-making and do not aspire to share sovereignty. By
contrast, the EU has made steady progress towards integration since 1951 despite failures
and setbacks (Threlfall 2007). Indeed, the European Economic Area (EEA) Agreement,
which came into force in January 1994, extends the guiding principles of the EU to Ice-
land, Liechtenstein and Norway as well. New EU legislation is incorporated into the EEA
Agreement in line with the procedures established. The rest of this chapter therefore focuses
principally on the evolution and operation of the EU, as an advanced RIA.

Evolution of the European Union and its employment policy

The origins of the EU lie in the ruins of Europe at the end of the Second World Watr. Far-
sighted politicians from Belgium, France, Germany, Italy, Luxembourg and the Nether-
lands (the ‘Six’) understood that the best way to prevent another European civil war was
to merge the iron, coal and steel industries of their respective countries. For this reason,
the EU has never been simply a free trade area, but has always sought ‘ever closer union’.
The argument was that, with joint supra-national control over these industries, Germany
would be prevented from remilitarizing, while free trade across them would help to rebuild
and rationalize shattered economies. The 1951 Treaty of Paris accordingly established the
European Coal and Steel Community (ECSC); its success was such that its principles were
subsequently extended to all economic sectors of the ‘Six’ through the Treaty of Rome,
which created the European Economic Community (EEC) in 1957. The EEC had gradually
grown to 15 member states by 1995 (known as the ‘EU-15’), when it covered most coun-
tries of western Europe, which were all at a broadly similar level of economic, political and
social development. It later assimilated 13 more countries, mainly from central and eastern
Europe following the collapse of the Berlin Wall, to reach its current 28 member states. All
members participate to a significant degree in political union, not least through the influ-
ence of the directly elected European Parliament. Box 3.2 summarizes the chief functions
of the EU’s principal institutions.
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BOX 3.2

Principal institutions of the EU

The Commission is responsible for introducing and
monitoring supra-national policies for agriculture,
competition, research and development, environ-
ment, trade and the labour market, to mention just
a few.

The directly elected European Parliament
plays a key role in this process, while judge-
ments from the European Court of Justice are

binding and take precedence over domestic legal
regimes.

The Council of the European Union, which brings
together governments of each member state,
takes decisions increasingly by qualified majority
vote, thereby preventing individual states from
exercising a veto over particular decisions.

For greater detail, see Bomberg et al. (2012).

While the objectives of the EU are primarily economic, the ‘Six’ understood from the outset
that employment policy was required for a variety of reasons to support closer integration:

@ Labour mobility required the transferability of rights to social security, unemployment
benefit, pension entitlements and other welfare benefits across member states, as well
as the mutual recognition of qualifications.

e Failure to harmonize workers’ rights could lead to ‘social dumping’, that is, to employers
transferring production to countries with poorer rights and lower labour costs, hence
provoking a ‘race to the bottom’ in employment standards.

® The removal of tariff barriers and other impediments to trade would induce structural
change and economic rationalization that could destroy jobs and raise unemployment.

e Workers and their unions had to be convinced that progressive economic integration
was in their interests and not just a project to create ‘business Europe’.

e Economic imbalances between EU regions required the creation of a number of struc-
tural funds, such as the European Social Fund, to help align living standards.

e Later, the Maastricht convergence criteria that underpinned the Eurozone caused pres-
sures on public expenditure that affected levels of social security, pensions and spending
on other forms on welfare.

Controversies over the development of EU employment policy have tended to focus on the
necessary degree of interventionism (Gold 2009). The traditional control by member states
of their welfare systems has been eroded by the EU as it has extended the principle of equal
treatment to social security schemes, while the European Court of Justice (ECJ) has ruled in
principle that lawful residence by a European citizen in a member state creates entitlement
to its social and economic benefits (Watson 2009). With respect to workers’ rights, it was
agreed that the principle of equal pay for work of equal value should be enshrined in Article
119 (now Article 157)? of the Treaty to reassure France, whose Labour Code already pro-
tected women workers in this way, and which feared competitive disadvantage in relation
to other member states without such provision. The progressive deepening of economic
integration, which has led to large-scale corporate rationalization and restructuring across
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Europe, has been accompanied by measures designed to mitigate its effects on workers,
with directives covering equal opportunities, health and safety, employment protection,
employee participation and posted workers, among many others (Gold 2009).

In this way, the EU has historically aimed to reassure workers and their unions that its
development leads not just to greater prosperity but in particular to improved terms and
conditions across the member states: “The Union and the Member States . . . shall have as
their objectives the promotion of employment, improved living and working conditions,
so as to make possible their harmonization while the improvement is being maintained’
(Article 151 of the Treaty).

More recently, in the context of rising unemployment in the 1990s and the deflationary
consequences of the economic convergence criteria leading to the launch of the Eurozone
in 2002, the EU adopted its European Employment Strategy (EES), which attempted to
boost employment rates across member states, particularly among marginalized groups
such as women and young and older workers.

EU employment policy in these ways reflects the dominant regulatory labour mar-
ket principles of its member states, particularly France and Germany, and so we now
turn to explore the notion of the ‘European social model’ - that is, the common features
of industrial relations and human resource practices shared by European countries that
serve as the basis for common EU regulation - before considering the foundations of EU
employment policy itself and how far it has led to convergence of employment relations
across member states.

The European social model

‘Perhaps surprisingly, there is no official definition of the European Social Model’, notes
Vaughan-Whitehead (2015: 3). However, maybe the lack of an official definition should
not surprise us unduly. The term remains contested because it assumes, controversially,
that European societies share common features that set them apart from, for example, the
United States (Alber 2006). Of course, European countries reflect widely different cultures,
institutions and legal systems, which cover such features as corporate governance, indus-
trial relations and HRM systems, labour market regulations, management styles and philos-
ophies, education/training systems, welfare systems and health provisions. Within such a
wide range of variation, the challenge is to identify common features.

On the basis of patterns that may be identified among the relationships between these
features, theorists have devised a variety of national business system typologies, such as
liberal market economies (LMEs), coordinated market economies (CMEs) and Mediterra-
nean economies (see Chapter 2). This approach, though itself open to criticism (Hancké
et al. 2007), provides some insight into the nature of the European social model, which is
normally divided into several sub-regional variants, including - though the terms vary -
Central/Germanic, Nordic, Southern/Mediterranean and Anglo-Saxon (Ebbinghaus and
Visser 2000). To these we must now add Central and Eastern European variants (Bohle
and Greskovits 2012). The key question is whether these sub-regional variants share a suf-
ficient number of properties that are identifiably ‘European’ (Barnard 2014). While the
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Anglo-Saxon and Central and Eastern European variants arguably remain outliers, com-
mentators such as Hyman (2005) and Vaughan-Whitehead (2015) have attempted to
highlight those family resemblances among its most prominent members that make its
retention worthwhile. Following Vaughan-Whitehead (2015: 3-12), these resemblances
(which he calls ‘pillars’) include:

@ increased rights at work and improved working conditions, such as equal opportunities,
health and safety at work, and measures to combat the effects of distorted competition;

e universal and sustainable social protection systems, including social security, health and
pensions;

e inclusive labour markets, including active labour market policies designed to increase
employment rates and promote fair pay and decent working conditions;

e strong and well-functioning social dialogue, involving employers and unions in the reg-
ulation of HRM and working conditions;

e public services and services of general interest, ensuring equal access to public services
and a framework of users’ rights;

@ social inclusion and cohesion, designed to combat social exclusion and marginalization,
based on the principle of social solidarity.

Not everyone has, of course, accepted the validity of these pillars as central to the European
social model, and they have come under increasing pressure in recent years from neo-liberal
politicians and commentators. Furthermore, some of them, such as universal and sustain-
able social protection systems, are less significant from the HRM perspective. Nevertheless,
they serve as a suitably robust point of departure to analyse developments in the EU up to
2004, and for the purposes of contrast with developments since then. Broadly speaking,
these pillars are aligned with the CME model characteristic of northern continental Europe,
which explains why the United Kingdom, as an LME, and more recently the new transition
economies of Central and Eastern Europe, have experienced the greatest difficulties with it.

Bases of EU employment policy

Out of these broadly common features, the EU has contrived to develop its own supra-
national employment policy. However, the Treaty of Rome itself, and its many subsequent
amendments, do not dwell on employment policy, which it generally leaves to the compe-
tence of member states. It had been assumed that ‘the functioning of the internal market’,
assisted by the provisions of the Treaty and other forms of EU regulation, would ‘favour
the harmonization of social systems’ (Article 151). The Treaty covers employment policy
insofar as it affects its economic objectives and focuses on: free movement of workers; right
of establishment (particularly in relation to the self-employed); freedom to provide services;
and the free movement of capital. Together these constitute the ‘four freedoms’ that laid
the foundation of the ‘common market’. The most significant Articles are 151 and 157,
referred to above, and Article 153 which requires member states to cooperate closely across
a variety of social ‘fields’, including health and safety, working conditions, social security
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and social protection, information and consultation, codetermination and integration of
people excluded from the labour market. Numerous amendments have since been made,
which we examine further below.

The Social Charter, a non-binding ‘Solemn Declaration’ adopted in 1989 by all
member states except the United Kingdom, was designed to establish a floor of com-
mon employment rights across the member states. Its aim was to preempt the effects
of the Single European Market - and the economic restructuring that it was likely to
bring about - introduced by the Single European Act in 1986. Its most significant aspect
was the accompanying Social Action Programme that contained almost SO measures to
strengthen workers’ rights in areas like working time, maternity provisions, health and
safety, and European works councils.

When developing employment policy, the EU has relied principally on the adoption
of Directives and Regulations. Both forms of legislation are binding on member states, but
Regulations - which have covered principally a range of social security measures - are bind-
ing as they stand, while Directives leave the form and method to the national authorities
in each member state. This means that employment Directives are particularly significant
from an HRM perspective: the 70+ Directives in the employment field cover an extensive
range of rights designed to create a uniform floor of workers’ rights across the EU member
states and to prevent ‘social dumping’ (Bernaciak 2014).

A great deal hinges, then, on how effectively EU Directives are implemented (Cremona
2012). Failure to do so risks fragmentation and incoherence in this ‘floor of rights’, and
hence failure to achieve its objectives. In fact, once adopted by the EU, a Directive requires
three steps for implementation, each of which necessitates careful monitoring by the
European Court of Justice and other interested parties, particularly HR managers and trade
unions: transposition, enforcement and application:

Transposition. In most cases, each member state must draft the terms of the Directive as
legislation that is then adopted through its national legislature. Member states normal-
ly have between one and three years to comply, and if they fail to do so, or fail to do so
adequately, the Commission will prosecute them through the ECJ. At this stage, there
may be a risk of fragmentation in interpretation of the Directive as it passes through 28
different national legislative procedures (Falkner et al. 2005).

Enforcement. By the end of the compliance period, all member states should have en-
acted the Directive into national legislation and it becomes binding on all parties in-
volved, with sanctions specified for infringements. It can then be enforced through
normal domestic channels, but there may be a risk of unevenness as enforcement re-
gimes vary greatly from one member state to another and even across regions in a single
member state (Gold and Matthews 1998).

Application. The third step is to ensure that the legislation is interpreted and applied
correctly at the level of the MNC itself, which requires HR managers and trade unions
to be well informed about the new measures. Studies of member state transposition of
Directives reveal widespread failures to comply (misfits), depending on the amount of
effort required to comply, the level of domestic political hostility to the measure (hence
delaying tactics) and its potential economic costs. For example, the ‘degree of total
misfit’ in transposing the Working Time Directive (1993) in the EU-15 ranged from low
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in France and Germany, to medium in Italy and high in the UK, where the measure
proved extremely controversial (Falkner et al. 2005: 100). That said, it is generally fair to
argue that a major body of employment rights had indeed been created across the EU-
15 (Pierson 1998), though further analysis of the new accession states since 2004 reveals
even wider discrepancies in transposition, enforcement and application of Directives as
many of them lack capacity to implement them (Falkner et al. 2008).

Meanwhile, rulings from the European Court of Justice (also binding on all member states)
have built up a body of case law interpreting EU employment legislation particularly in
areas such as equal pay, sexual discrimination and employment protection and so have
also acted to consolidate employment policy. In recent years there has been a shift away
from the ECJ’s traditional role of protecting and promoting workers’ rights towards one
that favours deregulated free market principles (see case study below).

However, EU employment policy is not based only on the Treaty, directives, regulations
and ECJ rulings (all of which are binding). The tripartite European Economic and Social
Committee (EESC) and the process of ‘social dialogue’ also play a role in its formulation.
The Commission is required to consult the EESC when developing employment initiatives,
while social dialogue - a process of consultation and exchange of views that has taken place
between EU-level employers, unions and the Commission - has become increasingly sig-
nificant (Carley 2009). Though social dialogue has long played its part in the EU at both
sectoral and intersectoral level, its relaunch in 1985 was intended to help improve harmo-
nization of employment standards by involving employers and unions more efficiently and
by streamlining EU decision-making processes (with an emphasis on ‘bottom-up’ processes
rather than ‘top-down’ processes from the Commission). Later, the Maastricht Treaty gave
social dialogue an enhanced role in devising employment policy, a point we return to below.

More recently, in the context of rising unemployment in the 1990s, the EU has shifted
its attention from improving and extending workers’ rights to promoting employment
and participation rates across the member states (Van Rie and Marx 2012). Following
the conclusion of the Amsterdam Treaty, the Luxembourg ‘jobs summit’ in November
1997 considered the issue of employment promotion before the EU adopted its Euro-
pean Employment Strategy (EES) the following year. The EES at that time required each
member state to submit an annual National Action Plan on employment (NAP) outlin-
ing its active labour market policies, which have been expanded since 200S to integrate
economic and financial goals into annual National Reform Programmes. This new EU
surveillance structure, known as the European Semester, therefore brings together report-
ing on employment, fiscal and structural policies. It forms part of ‘Europe 2020’, the EU’s
10 year growth and jobs strategy launched in 2010, covering employment, research and
development, secondary and tertiary education, poverty reduction, and energy and cli-
mate change. These developments reveal how far EU policy has evolved in recent years
away from its traditional focus on workers’ rights towards broader labour market con-
cerns, particularly employability and flexibility.

Finally, EU employment policy also involves a variety of further measures, such as the
structural funds, the Charter for Fundamental Social Rights and a battery of exchange
programmes designed to promote initial training for university students, young workers
and educational professionals. It is reinforced through increasingly Eurocentric practices
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within companies and elsewhere resulting from the process of economic integration, such
as the internationalization of recruitment and selection, the growth of European career
patterns, greater awareness of pay and conditions abroad, training and so on (Edwards
etal. 2012). Indeed, some have argued that a distinct type of company has now evolved,
the ‘Eurocompany’, based on the interplay of EU regulation and Eurocentric corporate
practices (Marginson 2000).

Three key ‘moments’ in the development of EU employment policy

The previous section outlined the bases of EU employment policy in all its complex variety
and proliferation. It might therefore seem astonishing that the member states have ever
managed to agree on any employment measures at all, so we need now to examine three
recent key ‘moments’ or points at which the EU achieved the institutional reform required
to make the necessary progress.

As we have emphasized, each stage of economic integration involves a degree of eco-
nomic restructuring (Box 3.1), which in turn requires appropriate social support for its
human consequences. The EU has accordingly had to adapt its internal rules and insti-
tutions to accommodate the HR consequences at each stage of deepening. The latest two
stages of economic integration, the creation of the Single European Market in 1992 and the
introduction of the Eurozone in 2002, were set against rising levels of unemployment. Until
then, unanimity within the EU-15 had been required to adopt Directives. So the challenge
was how to ensure that the will of the majority favouring measures to protect employment
rights was not blocked by a hostile minority. Broadly speaking, three changes took place
that dealt with the potential deadlock, each of which is explored below: (1) the extension
of qualified majority voting on Council; (2) the enhancement of social dialogue; and (3) the
development of the European Employment Strategy.

D Qualified majority voting

The Single European Market (SEM) programme, based on the Single European Act (1986),
was largely completed by the end of 1992 and tackled some of the remaining barriers to
trade across the EU, including frontier formalities, tax harmonization and non-tariff barriers
(NTBs), such as incompatible technical and product standards.

To streamline the decision-making procedures necessary to implement such a far-reach-
ing programme, the Single European Act extended the use of qualified majority voting
(QMV) in the Council of Ministers. This prevented a single member state from being able
to veto a decision supported by a majority of the others and applied for the first time to an
employment area, health and safety at work. The Maastricht Treaty, which introduced eco-
nomic and monetary union, subsequently extended QMYV to an even wider range of social
policy areas, known as the ‘social chapter’, including free movement of labour, working
conditions, information and consultation, equality at work and social integration. This
extension of QMV led to the unblocking of a wide range of employment Directives, partic-
ularly those contained in the 1989 Social Charter.
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BOX 3.3

Principal social partners in the EU

* Business Europe (formerly UNICE): Confederation

of European Business represents employers’
associations across Europe, not just the EU.

CEEP: European Centre for Enterprises with
Public Participation and Services of General
Interest represents mainly public sector
organizations.

UEAPYME: European Association of Craft,
Small and Medium-sized Enterprises.

ETUC: European Trade Union Confederation.
Eurocadres and CEC (the European
Confederation of Executives and Managerial
Staff) represent managerial, technical and
white-collar staff.

D Social dialogue

We noted above that in 1985 the Commission had launched the social dialogue
process, an ambitious move that involved EU-level employers and unions directly in
formulating employment policy. Social dialogue thereby helped to extend the reg-
ulatory principle outside the Commission itself to include, at the earliest stages of
policy development, the ‘social partners’ (Box 3.3), notably the European Trade Union
Confederation (ETUC) and BusinessEurope (formerly UNICE) and CEEP, for private
and public sector employers, respectively.

In 1991, these social partners concluded an agreement giving them an enhanced role
in creating EU social and employment policy, which was subsequently enshrined in the
Maastricht Treaty. The Commission is required to consult on the ‘direction’ of EU social
and employment policy before submitting proposals and if, after consultation, it believes
that EU action is advisable, it may consult social partners on the ‘content’ of such policy
and the social partners may agree to open negotiations on it. In addition, ‘should man-
agement and labour so desire’, their EU-level dialogue may lead to ‘contractual relations,
including agreements’. Though there have been some failures, the Directives on parental
leave (1995), part-time work (1997) and fixed-term contracts (1999) were all adopted based
on EU-level employer/union agreement.

D European Employment Strategy

The 1992 Maastricht Treaty, including its social chapter on QMYV and social dialogue,
was to mark the high point of the interventionist approach to employment policy,
though a shift in orientation was already underway as a result of concerns over rising
unemployment (Commission 1993). These concerns subsequently fed into the employ-
ment chapter of the Treaty of Amsterdam, which required member states to promote
‘a high level of employment’ as a matter of common interest. In particular, specific pro-
cedures were laid down for monitoring employment and job creation, which have since
evolved into the system of National Reform Programmes noted above. The introduction
of the euro forms the background to this shift in policy. The euro deprived member
states of monetary policy as an instrument of economic management - accompanied
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by the Stability Pact (1996) that also constrained their use of fiscal measures - making
labour market flexibility one of the principal means of securing and maintaining com-
petitiveness (Tsoukalis 1997).

There remains deep controversy over the degree of social intervention that was either nec-
essary or desirable to guarantee workers’ rights, which has duplicated at EU level the debates
held in individual member states. The interventionist tendencies of the Commission, sup-
ported by Christian Democrat and Social Democrat traditions in certain member states, have
been pitted largely against the deregulatory, neo-liberal policies of certain UK governments.
However, such deregulatory policies have also been generally supported by employers’ inter-
ests and by governments of other member states at various stages (Lange 1992).

The emergence of ‘soft’ law and the Open Method

of Coordination

The bases of EU employment policy, then, are many and varied, and involve what are
known as both ‘hard’ and ‘soft’ law (Terpan 2015). Hard law is binding and enforceable
through the European Court of Justice, and includes Articles in the Treaties, Directives, Reg-
ulations and ECJ judgments. Soft law, by contrast, relies on benchmarking, monitoring and
peer review and includes social dialogue and labour market surveillance through National
Reform Programmes. However, the relationship between hard and soft law is complex. It
became relatively easier to adopt hard law when QMV on the Council was extended to a
wider range of employment issues, and hard and soft law sometimes merge, for example,
when EU-level agreements are adopted as Directives through social dialogue. In recent
years, soft law has become more predominant as employment policy has come to focus
on more ‘delicate’ issues, such as unemployment, participation rates, pensions and social
inclusion, which are less easy to influence through hard law (Jacobsson 2004).

In this form, soft law is known as the Open Method of Coordination (OMC), which
involves a ‘light touch’ form of regulation, in an attempt to foster a common perception
of the relevant EU-wide issues based on broad consensus (Trubek and Trubek 2005). The
National Reform Programmes are an example of this use of the OMC. Since 2007, they
have enshrined ‘flexicurity’ as the dominant EU employment policy (Biittgen 2013).
Flexicurity - defined as ‘an integrated strategy to enhance, at the same time, flexibility
and security in the labour market’ (Commission 2007: 10) - comprises flexible and reli-
able contractual arrangements, comprehensive lifelong learning strategies, effective active
labour market policies and sustainable social security systems (Commission 2007: 12). Such
policies can be diffused more appropriately throughout the EU, it is argued, through per-
suasion, peer review and monitoring than through binding legislation.

The effectiveness of such soft law matters to HR managers because it establishes the
framework for employment policy across the EU. However, assessments of its effective-
ness vary. Some observers have argued that the impact of EU policy on flexicurity can
be seen in terms of a ‘continuum of influence’, from inspiring innovation in debate
(Austria, Estonia, France and Poland) to more limited impact, but still fostering debate
(Italy and Spain), and very limited influence (Denmark, Hungary, Romania and the UK)
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(ICF GHK 2012: 56). The EU has hence produced a ‘reference framework’ to mould and
develop policy at national level, for example, in Poland, where ‘flexicurity’ is credited
with producing a set of anti-crisis measures through tripartite dialogue (ibid).

Other observers, however, have pointed out the numerous obstacles that hinder
transfer of employment policy across borders, including administrative, cultural,
financial and institutional constraints. In a study of ‘beacon’ programmes - where EU
member states could nominate their self-nominated ‘best practices’ for emulation by
others (such as Finland’s programmes to integrate older workers or France’s person-
alized action programme for new businesses) - it was found that outcomes were frag-
mented and complex and that policies were most likely to transfer if they ‘fitted’ into
another appropriate institutional setting (such as Ireland/the UK, Scandinavia, Bel-
gium/France). Because there was no single powerful agency of diffusion driving these
beacon programmes, like a multinational company or dominant economy, they tended
to serve the host country more as a public relations exercise than as a model for transfer
(Casey and Gold 2005).

In the light of these developments, some observers have emphasized the need to revi-
talize an approach to EU employment policy based on hard law, on the grounds that
it is necessary to provide a framework of workers’ rights, even if combined with soft
law (Weiss 2011). Indeed, others insist that a floor of hard law is required ‘to renew the
institutional architecture which has successfully supported the evolution of European
labour law to this point’ (Deakin and Rogowski 2011: 250). However, since 2004, with the
enlargement of the EU and the appointment of the largely neo-liberal Commission under
José Manuel Barroso (whose term ended in 2014), a deregulatory consensus has settled
over the current development of EU employment policy, underpinned by the widening
use of soft law and recent ECJ rulings discussed below. It is nevertheless possible that the
new Commission appointed in 2014 under Jean-Claude Juncker may prove more open
to further intervention.

Theorizing convergence of HR practice across the EU

We need to examine at this point the role that possible theoretical perspectives can play in
helping to understand the pressures that EU-level employment policy has exerted on HR
policies and practices at both national and corporate levels (see also Chapter 6). A helpful
framework for analysing such processes of convergence is the theory of ‘isomorphism’, a
term meaning ‘the tendency to become similar’, which was initially developed to explain
the development of business policy within organizations (DiMaggio and Powell 1991).
Three kinds of isomorphism - coercive, mimetic and normative - may, however, also be
applied to member state behaviour when analysing pressures towards convergence across
various policy areas (Radaelli 2000).

Coercive isomorphism refers to external forces that require change, such as legislation. In
the case of the EU, this includes ‘hard law’, such as Treaty obligations, Directives, Regula-
tions and ECJ judgments. However, though the ECJ has traditionally ensured that member
states comply with implementing Directives, their effectiveness is a rather more open ques-
tion. The drafting of national legislation to comply with the Directive may vary from state
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to state, leading to fragmentation in provision, and enforcement regimes may vary between
member states so application may be patchy. Enlargement of the EU has also exacerbated
these challenges.

Mimetic isomorphism refers to pressures that encourage imitation. For example, in an
uncertain business environment, parties may be tempted to imitate the behaviour of suc-
cessful rivals, whether organizations or countries (sometimes called ‘dominance effects’:
Smith and Meiksins 1995). In the case of the EU, soft law has actively encouraged member
states to emulate the policies and practices of successful partners through the use of peer
review, benchmarking and monitoring. In these cases, we need to specify exactly what it is
that is being emulated: this might include policy goals; policy content; instruments and/
or programmes; institutions; ideologies; ideas/attitudes; and negative lessons, or what to
avoid (Dolowitz and Marsh 2000).

Normative isomorphism refers to pressures to conform brought about by education, pro-
fessionalization and inter-organizational mobility: ‘Professionals, their associations and
the mechanisms of formal education, socialization and recruitment produce a common
cognitive base and a shared legitimization of occupational autonomy which make orga-
nizational structures similar one to another’ (Radaelli 2000: 28). In the case of the EU,
the shift of policy focus towards the EES away from workers’ rights, accompanied by an
increasing emphasis on soft law, reflects a form of normative isomorphism as neo-liberal
economic assumptions about employment and social issues came to predominate among
EU policy-makers throughout the 1990s. These guidelines enshrined in the EES reveal a
broad consensus among economists and experts, and particularly among governments,
on the best ways to combat unemployment across the very varied economies of the EU
member states (Dyson 1994: Chapter 7).

This discussion of isomorphism may help us to understand some of the recent trends in
EU employment policy, with the shiftin emphasis from hard to soft law explicable in terms
of: concerns over rising levels of unemployment across the member states (which cannot
be remedied by legislation); consolidation of a broad consensus among economists and
policy-makers, in the context of the Eurozone, that flexible labour market policies are the
most appropriate way to deal with unemployment (confirmed in 2004 by the appointment
of the Barroso Commission); and expansion of EU membership to 28, with most of the new
accession countries from Central and Eastern Europe reflecting very different institutional
and legal frameworks from those of the EU-15. However, readers are encouraged to explore
other approaches to EU convergence, which may help in understanding the complexity of
the processes involved (Rosamond 2000).

Future challenges for EU employment policy

Since 2004, 13 new countries have joined the EU, principally from Central and Eastern Europe.
Average per capita GDP in these accession states is well below that of the EU-15, agricultural
employment remains relatively high, appropriate skill levels are lower and their economic,
judicial and political infrastructure is generally not comparable with that of the EU-15 (Grabbe
2004). These developments have arguably led to the ‘quasi-collapse’ of social Europe in terms
of its foundations in hard law: ‘The EU law has not had visible effects on the new member



62

Part 1/ The context for international HRM

states with regard to employment conditions’ (Meardi 2012: 37). Meardi argues that a sense of
betrayal towards the EU has led to exit - around 10 per cent of the working population of the
Baltic States and Romania have left since 2004, and almost as many from Poland and Slovakia.
Meanwhile, new member states have tended to elect right/centre-right governments, which
has consolidated neo-liberal economic and employment policies across the EU (for example,
for the Baltic States, see Masso et al. 2015; for Hungary, see Scharle and Szikra 2015).

Four recent ECJ cases have highlighted the tensions that have increasingly confronted
EU employment policy in this new, enlarged order: Viking (2007), Laval (2007), Riffert
(2008) and Luxembourg (2008) have all demonstrated one, clear basic principle in the
eyes of the ECJ, namely that employers’ rights to conduct their business outweighs unions’
rights to protect their members’ interests through strike action.

It is worth examining one of these cases in some detail in order to underscore the issues
raised. In the light of these developments, Dolvik and Visser (2009) refer to a ‘trilemma of
EU rights’, namely a clash between three principles enshrined in various parts of EU Treaties
insofar as they affect posted workers (workers from an EU member state who are sent by
their employers on a temporary basis to work in another member state, see Box 3.5):

e Free movement of labour
e Non-discrimination and equal treatment;

@ Rights of association and industrial action (enshrined in Article 28 of the Charter of
Fundamental Rights of the European Union).

The authors argue that these aims cannot be balanced in equal measure while EU integra-
tion remains ‘dual track’, that is, while the EU pursues economic integration but leaves
employment and social policy predominantly to the national level (in their view, equal
treatment should be prioritized). Following enlargement, this ‘trilemma’ has become more
acute in view of migration trends from Central and Eastern Europe into Western Europe.
Attempts to apply the 1996 Posted Workers’ Directive to ensure that host-country condi-
tions apply to core employment and working conditions have been undermined by the EC]
in the cases noted above. Solutions arguably require the bridging of rights, labour condi-
tions and social security provisions for workers on different contracts, and the creation of
minimum wage-setting mechanisms covering the EU (Dglvik and Visser 2009).

BOX 3.4

ECJ cases cited

e Case C-438/05 International Transport Workers’  Case C-346/06 Dirk Riiffert v Land Niedersachsen
Federation and Finnish Seamen’s Union v Viking (Judgment 3 April 2008)
Line Judgment 11 December 2007) e Case C-319/06 Commission v Luxembourg

Case

C-341/05 Laval v Svenska (Judgment 19 June 2008).

Byggnadsarbetareforbundet (Judgement 18
December 2007)
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BOX 3.5

Posted workers

A posted worker is a person who, on behalf of
his or her employer, is sent for a limited period
of time to carry out his or her work in the
territory of an EU Member State other than the
State in which he or she normally works. This
sending of a worker takes place as a result of
the employer exercising the freedom to provide
cross-border services foreseen [by the Treaty].
The number of posted workers in the EU is esti-
mated to be 1.2 million (less than 1% of the EU
working age population). The sector that most
commonly uses posted workers is construction
(25%), in particular small and medium busi-
nesses. Other sectors include services, financial
and business sectors, transport and communi-
cation and agriculture. (Commission 2014: 1)

Case study

Laval, a Latvian company, won the contract to
build a school in Vaxholm in Sweden and so posted
Latvian construction workers to Sweden for that
purpose. The Swedish construction unions tried to
persuade Laval to sign up to collective agreements
in the construction sector covering pay and other
terms and conditions, but the company refused.
The Swedish construction unions then ‘blockaded’
Laval’s sites in Sweden, with further sympathy
action being called by the Swedish electricians’
union. The Swedish arm of Laval was eventually
declared bankrupt. Laval brought proceedings in
the Swedish courts arguing that its freedom to pro-
vide services had been infringed and that it had
been discriminated against because of the failure
of Swedish national provisions to take into account
collective agreements that it had entered into with
unions in Latvia. The company submitted that the
right to take industrial action is subservient to its
rights to establishment and provide services (Arti-
cles 49 and 56) and that any industrial action that
impedes these fundamental rights be prohibited.
In response, the trade unions submitted that
the right to take collective industrial action may
fall outside the scope of these Articles, even where
the impact of such industrial action is to hinder or
prevent their exercise. Should that position not be
upheld by the court, the unions also claimed that
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even if Article 56 does confer rights to provide ser-
vices, nevertheless industrial action which restricts
such freedom can be objectively justified and is thus
not completely prohibited. The ECJ ruled that - while
there is a positive right to strike - the right must be
exercised proportionately, and in particular it was
subject to justification where it could infringe the
right to freedom to provide services. It held that, in
line with the Viking case, the ‘right to take collective
action for the protection of the workers of the host
state against possible social dumping may constitute
an overriding reason of public interest’ which could
justify an infringement of free movement of services.
However, in this case, it did not, because the frame-
work for Sweden’s collective bargaining was not pre-
cise enough for the company to know its obligations
in advance. Unions may defend themselves against
these claims by asserting a right to strike (which the
ECJ recognized as a fundamental right within Com-
munity law) but only where they are acting propor-
tionately in the exercise of that right.

In Sweden, the Labour Court sentenced the two
trade unions to pay heavy damages and legal costs to
Laval’s bankruptcy estate. The case was subsequently
condemned by labour and human rights lawyers
throughout the EU and elsewhere. The Interna-
tional Labour Organization criticized the changes as
a severe breach of the freedom of association.

Similar issues are raised in the Viking case (the
right of a Finnish shipping company to rehire its
employees on Estonian terms and conditions); Riif-
fert (limiting the right to contract to those under-
takings prepared to pay the wages laid down in the
relevant sectoral collective agreement); and Luxem-
bourg (restrictions on member states’ rights to regu-
late free provision of cross-border services).

Review questions

1. To what extent should EU legislation restrict
or prohibit trade unions from taking industrial
action?

2. Should the application of collective agreements
in a host member state be restricted by EU legis-
lation?

3. What are the main issues here, in practical
terms, for human resource managers?
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Since then, in May 2014, the EU Council of Ministers has adopted a new Posting of Workers
Enforcement Directive designed to protect posted workers’ rights and strengthen the legal
framework for service providers. Member states have until June 2016 to transpose it into
national legislation. The new Directive aims to strengthen the 1996 Directive, particularly
in construction and road haulage, where so-called ‘letter box’ companies (shell compa-
nies with no genuine economic activity in their country of registration) have been using
false postings to undermine domestic regulations on social security and labour conditions.
However, the ETUC does not believe the new Directive goes far enough: ‘[It] still doesn’t
guarantee that posted workers will have the same salary as local workers when doing the
same job, and the problem of underpaid positions remains in countries where there is no
set minimum wage’ (Euranet 2014).

Conclusion

Regional integration agreements vary greatly in a number of respects, most significantly,
the degree of economic integration to which they aspire. However, the deeper the integra-
tion, the greater the degree of economic rationalization that will take place and so the more
extensive the employment measures required to protect workers and ensure the mobility of
labour. In the case of the EU, a wide variety of labour market areas have been regulated for
this purpose, including mutual recognition of qualifications, safeguarding social security
rights, a floor of minimum workers’ rights and measures to promote employment rates. The
means to achieve these objectives has evolved with the accession of more member states
and shifts in economic policy towards neo-liberal, market-led approaches. Various forms
of soft law coexist alongside hard law, including social dialogue and the OMC. Employers
and unions continue to play an important part in the development of employment policy,
though in recent years unions have become increasingly uneasy at what they see as the
employer bias in certain recent judgments by the ECJ. Mass migration is likely to continue,
with strains on the EU-15, which has tended to receive most of the migration from the
accession states. Overall, there is little evidence of institutional convergence across the EU,
despite adaptation of EU institutions to allow for the greater use of QMV in the adoption of
hard law, and limited policy transfer in areas of soft law, like active labour market policies.

1. Note that, in this chapter, the term ‘European Union’ is used to refer to the regional
integration agreement known as such today even though it has undergone a series of
name changes since its foundation as the European Economic Community in 1958.

2. The Article numbers used in this chapter refer to the Consolidated Version of the
Treaty on the Functioning of the European Union, published in the Official Journal of the
European Union, C326, 26 October 2012, available from EUR-Lex (see reference under
Further Reading).
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Review questions

1 Why might regional integration agreements (RIAs) require the coordination of
employment and social policies? Why might these requirements become more
urgent as economic integration deepens between the member states of an RIA?

2 Is it possible to identify a coherent ‘European social model’? If so, how would you
characterize its features?

3 To what extent has the EU succeeded in establishing a common floor of workers’
rights across its member states? Examine the obstacles that stand in the way of
achieving this objective.

4 To what extent has the EU had to amend its institutional framework to accommo-
date growing membership? Do you believe that these amendments were ‘inevita-
ble’? Do you believe they are likely to lead to further political integration of the
member states, if not to a federal Europe?

5 What do you understand by the terms ‘hard’ and ‘soft’ law in the context of the EU?
Examine the relationship between them during the evolution of employment policy
in the EU. What are the implications for human resource managers?

J

Further reading

1 EUR-Lex: available on line: http://eur-lex.europa.eu/en/index.htm.

Direct free access to EU legislation in all official EU languages: treaties, legislation, case law and
legislative proposals, as well as extensive search facilities.

2 Delvik, J.E. and Visser, J. (2009) ‘Free movement, equal treatment and workers’ rights: can the
European Union solve its trilemma of fundamental principles?’ Industrial Relations Journal, 40(6),
491-5009.

An exploration of the complex relationship between three principles that underpin economic and
social integration across the member states of the EU (free movement of labour, non-discrimination
and rights of association and industrial action).

3 Gold M. (2009) ‘Overview of EU employment policy’, in Gold, M. (ed.) Employment Policy in the
European Union: Origins, Themes and Prospects, Basingstoke: Palgrave Macmillan, pp. 1-26.
A historical overview of EU employment policy that examines the relationship between the various
stages of EU economic integration and employment policy outcomes.

4 Kaminska, M.E. and Visser, J. (2011) ‘The emergence of industrial relations in regional trade blocks:
a comparative analysis’, British Journal of Industrial Relations, 49(2), 256-81.
An examination of the factors that influence emerging patterns of industrial relations and HRM in
a variety of regional integration agreements across the world.

5 Radaelli, C. (2000) ‘Policy transfer in the European Union: institutional isomorphism as a source of
legitimacy’, Governance, 13(1), 25-43.
Analysis of ‘isomorphism’ as a conceptual framework for examining processes of convergence in a
variety of EU policy areas.

6 Vaughan-Whitehead, D. (ed.) (2015) The European Social Model in Crisis: Is Europe Losing its Soul?
Cheltenham: Edward Elgar.

A topical book that attempts to explain the nature of the ‘European social model’, taking into
account both EU enlargement and the effects of the global economic crisis since 2008.
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Chapter 4

International structure and strategy
Tony Edwards and Chris Rees

The aims of this chapter are to:

consider alternative definitions of MNCs;

familiarize the reader with the main explanations for why firms expand into other
countries;

examine the extent to which firms have become globally dispersed;

become familiar with the main influences on international strategy and some of the key
work on various strategies that MNCs follow.

Introduction

The growth of multinational corporations (MNCs) is without doubt one of the driving
forces of the process of internationalization. For Dicken (2015), they are the primary ‘mov-
ers and shapers’ of the contemporary global economy. MNCs dominate many industrial
sectors, such as automotive, electronics and oil, while they are increasingly coming to dom-
inate parts of the service sector as well, especially finance and telecommunications. The
sheer scale of the operations of the largest multinationals gives them considerable influence
over nation-states. Comparisons of the gross domestic product of countries, on the one
hand, and the ‘value added’ created by MNCs (a better measure than sales which is more
widely used), on the other, show that 37 of the largest economic entities in the world are
MNC:s (Legrain 2002: 140). MNCs account for around two-thirds of international trade,
and the stock of their foreign investments in 2013 was more than 12 times its value in 1990
(United Nations 2014).

This chapter considers four issues. It begins by tackling the question of how to define
a multinational company. At first sight this may seem to be a straightforward task, and
indeed it is one that is often taken for granted in much academic work. However, as
we will see, there are alternative definitions that one can use, with varying implica-
tions for how we view the impact of MNCs. The second part of the chapter explores the
various factors that may motivate senior managers to expand the firm across national
borders. Why would they seek to operate in more than one country? We will briefly
consider the strengths and weaknesses of some of the explanations that have been
advanced to explain this phenomenon. We will see that most of these take as their start-
ing point the idea that there are inherent disadvantages in operating across countries
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and that, consequently, managers of a firm contemplating setting up foreign subsidiaries
need something to enable them to overcome these difficulties. We contrast this conven-
tional view with an examination of an alternative way of looking at the issue, namely,
that operating internationally has significant advantages stemming from the power
relations between such firms and nationally organized governments, institutions and
associations. Building on this, the third issue we briefly consider is the extent to which
MNCs have become ‘global’ in nature. If there are power advantages to be gained from
a high geographical spread of activities, then might we expect MNCs to seek to become
widely dispersed across countries, reducing their dependence on any one country? Com-
peting perspectives on the globalization of the firm are reviewed and an assessment is
made of the empirical underpinning of each. The final part of the chapter examines the
nature of strategy and structure in MNCs. We review some of the best-known typologies
in this field, spelling out the varying strategies that firms pursue, the strengths and weak-
nesses of these and their implications for IHRM. We go on to investigate power relations
between different groups of organizational actors within MNCs and the implications of
the embeddedness of MNCs in their country of origin for strategy.

Defining a multinational company

What is a multinational company? Answering this question requires a consideration of the
definition of a firm. The pioneering work here is that of Coase (1937), later developed by
Williamson (1975), who argued that firms exist in order to avoid the ‘transactions costs’
involved in market exchange. These costs have a number of sources: the uncertainty asso-
ciated with market transactions; the costs of acquiring knowledge from other agents; and
the difficulty in devising complex contracts that cover every eventuality. Where these costs
are significant, there will be an incentive for an economic agent to avoid them through
setting up a firm to co-ordinate production, thereby substituting the hierarchy of the firm
for the market. This line of analysis, therefore, defines a firm as ‘the means of co-ordinating
production without using market exchange’. In other words, firms are defined in terms of
the ownership of productive operations.

From this definition of the firm flows the most widely used definition of a multina-
tional firm. The significance of transactions costs is likely to be even greater at the interna-
tional than at the national level since firms will be faced with more uncertainty and higher
search costs in obtaining information. Thus, many economists have adopted the Coasian
approach in defining a multinational as a firm in which the co-ordination of production
without using market exchange takes the firm across national boundaries through foreign
direct investment (FDI). The focus here is on legal ownership of operations in at least two
countries as the defining feature of what constitutes a multinational (e.g. Buckley and Cas-
son 1976). We term this the ‘narrow’ definition of a multinational.

A key aspect of the approach taken by Coase, Williamson and Buckley and Cas-
son is the distinction between market and non-market transactions. However, some
authors have questioned the significance of this distinction. For example, Cowling and
Sugden (1987) have argued that this approach pays insufficient attention to the power
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relationship between one unit and another within a production chain, whether they are
part of the same organization or connected through a market relation. They contend
that in most production chains there is a ‘centre of strategic decision making’ that is
able to exert a significant degree of control throughout the chain, regardless of whether
units are legally owned or formally independent. What the Coasian definition misses,
therefore, is the way in which a multinational can exert control over operations outside
its formal, legal boundaries. For this reason, Cowling and Sugden define a multinational
as ‘the means of co-ordinating production from one centre of strategic decision making
where this co-ordination takes a firm across national boundaries’ (1987: 12). The focus
here is on the control of productive operations in at least two countries rather than the
legal ownership of them. We call this the ‘broad’ definition.

The broad definition has the conceptual advantage over the narrow definition of cap-
turing the wider impact that a multinational has throughout the production chain. Some
multinationals rely extensively on subcontracting and franchising to suppliers or retail-
ers. Nike is an excellent example. In some ways, Nike is a very large firm, with enormous
sales of $24.1 billion in 2012, yet it only employs around 44,000 people. This very low
level of employment is due to the fact that Nike subcontracts all of its manufacturing to
formally independent suppliers, mainly in Asia, where it is estimated that around half
a million people depend on Nike for their employment. These subcontractors are only
nominally independent: they produce to Nike specifications; they sell at prices deter-
mined by Nike; and in many cases they only produce for Nike. In addition, some HR
practices within the subcontracted firms are determined by Nike, both directly through
the firm’s Code of Conduct that covers such issues as maximum working hours and con-
ventions on overtime and indirectly through the cost constraints that Nike imposes on
its subcontractors. Other firms in the textile sector use the practice of franchising to retail
outlets, of which Benetton is a prime example. The company does not own any of its
stores, but nonetheless exerts a high degree of control over them, determining the nature
of the clothes they sell, the prices they charge and their layout. The narrow definition
does not provide a conceptual tool for analysing the control that MNCs such as these
exert throughout the production chain.

However, the broad definition is not so useful in assessing the legal obligations of
MNC:s. For instance, MNCs are generally not liable in law for environmental damage
arising from the operations of subcontractors, nor are they responsible for cases of dis-
crimination in employment that occur in their subcontractors. In analysing the responsi-
bilities of firms in these respects, therefore, the narrow definition is the more appropriate.
In addition, while MNCs exert some influence over HR matters in their subcontractors,
as we saw above, the degree of control is not as great as in the operations owned by mul-
tinationals. For instance, it is unheard of for MNCs to demand that their subcontractors
establish performance management systems, but this is a common requirement that
the HQs of MNCs impose on their own operations. A further reason to use the narrow
definition in assessing the impact of MNC:s is that it is much easier to operationalize.
Generally, companies do not provide information on the numbers of people employed
in subcontracted or franchised operations, nor is it easy to obtain information on their
turnover or assets, making it difficult to use the broad definition to assess the scale of the
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operations that MNCs control. Consequently, most of the agencies that collect data on
MNC:s, such as the United Nations, use the narrow definition. Overall, then, the broad
definition usefully highlights the importance of control of processes of production and
service provision across borders, an issue that we return to at a number of points in the
book, but in this chapter and in most of the rest of the book we are constrained into using
the narrow definition. This is what we do unless we state otherwise.

The motivations for internationalization

We now turn to consider the various explanations that have been advanced to account for
why firms internationalize, or, in other words, why MNCs exist. We start with explanations
that have been advanced to explain the emergence of the first multinationals.

For many writers, the emergence of MNCs has been an entirely logical step in the devel-
opment of international capitalism. The internationalization of capitalist economies is
commonly seen as having progressed in three stages: from the circuit of commodity capital
through trade; to the circuit of money capital through ‘portfolio’ investments; to the circuit
of productive capital in the form of MNCs (see Dicken 2015). While international trade has
along history dating back several centuries, the other two circuits began to internationalize
in the nineteenth century. Much of the investment by foreigners in productive activities
abroad in the 1800s took the form of portfolio investment. This involved financial investors
holding a stake in an enterprise but not assuming any responsibility for the management or
operation of the company. In the case of the UK, much of this portfolio-type foreign invest-
ment was in infrastructure projects in parts of the British Empire (John et al. 1997: 18-19).
A growing tendency during the nineteenth century, however, was for firms to be owned
directly by foreign investors. Many of these were what has been termed ‘free-standing
companies’ in that they were owned by individuals or institutions in one country but
operated solely in another. This type of firm was not multinational in the sense that they
did not own or control productive activities in more then one country. Corley (1994, cited
in John et al. 1997) estimates that at the beginning of the First World Watr, S5 per cent of
Britain’s outward investments were of the portfolio type and a further 35 per cent were in
the form of free-standing companies. The remaining 10 per cent were accounted for by
foreign direct investment by the fledging group of MNCs.

One motivation for these firms to internationalize was the desire to secure a stable
source of raw materials. Some firms sought to take direct control over the production of
these raw materials in order to absorb the profit margin that would otherwise accrue to
an independent producer and, perhaps more importantly, to prevent a rival cornering
the market. This explanation helps to account for the emergence of some of the earliest
British multinationals, such as Cadbury and Dunlop. In some cases, this type of foreign
direct investment led to workers in the developing countries being highly dependent on
MNCs, particularly where the foreign firm has control of a number of plantations, farms
or mines. In this type of multinational there was relatively little central influence on
employment practice in the subsidiaries; the firms tended to install an expatriate to run
the subsidiary but the international HR department that is found in many MNCs today
was almost entirely absent.
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In the post-war period, many argued that the motivation for a firm to become mul-
tinational was not so much access to raw materials as access to a different factor of pro-
duction, labour. In 1980, Frobel and his colleagues published a book entitled The New
International Division of Labour that was concerned with developments in the manu-
facturing sector that were leading firms based in the ‘core’ economies of the advanced
industrial states in Europe and North America to locate an increasing amount of produc-
tion on the ‘periphery’ of the developing economies. In explaining the attractiveness to
domestic firms in becoming multinationals, their focus was clearly on cost minimiza-
tion. They argued that three developments in the post-war period were making it easier
and more attractive for firms to shift production away from the core to the periphery.
First, improvements in transportation and communication made it cheaper and quicker
to transport manufactured goods across the world. Second, changes in technology made
it possible to de-link the production process so that it took place in disparate sites and
could be performed by largely unskilled workers. Third, the growing pool of cheap and
unprotected labour in urban areas in the developing countries provided a cheap and
disposable workforce.

Taken together, these developments provided a strong incentive for firms in the core
to become multinational. Frobel et al. (1980) predicted that FDI would increasingly flow
to the periphery as firms took advantage of the wide differences in wages across countries.
They argued that this gave rise to a ‘new international division of labour’ (NIDL) in which
the routinized, low-skill operations of a firm, such as assembly, were located in the devel-
oping countries, while the more specialized, high-skill operations, such as design, admin-
istration and marketing, were retained in developed nations. Frobel et al. argued that the
development of the NIDL resulted in the greater exploitation of labour. Manual workers in
the core economies faced the threat of job loss as production was shifted abroad, leading
to higher levels of unemployment and/or less favourable terms and conditions. The pros-
pects of workers in the developing countries were also bleak as the jobs brought to these
areas were characterized by low pay and long hours. Moreover, the NIDL thesis predicted
that the inflows of FDI would contribute little to the development of human capital in the
developing countries since the jobs were largely low-skill in nature.

The NIDL concept has been severely criticized, however. In its simplest form, it does not
take account of productivity differences between countries, which partially offset wage
differentials. This is particularly important for MNCs in which the production process
requires skilled workers. Moreover, in many industries, labour costs are a small and declin-
ing proportion of total costs. Oman (1994, cited in Ferner 1997a) estimates that only 3 per
cent of the costs of firms manufacturing semi-conductors are comprised of pay. The incen-
tive to expand into areas of cheap labour is minimal for such firms. Perhaps the biggest
failing of the NIDL is that it takes a one-dimensional approach to why firms invest abroad,
focusing solely on cost minimization. Consequently, it pays no attention to other factors
besides cheap labour which are key determinants of MNCs’ location decisions, such as
access to markets. Because of these theoretical weaknesses, the NIDL could not explain the
patterns of FDI in the post-war period; in contrast to the NIDL'’s prediction that FDI would
be drawn to the developing nations exhibiting low wages, the dominant pattern is one of
FDI being concentrated within the ‘Triad’ of major developed economies, primarily those
in Europe and North America.
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More recently, a similar but more sophisticated explanation for how companies interna-
tionalize has centred on the notion of ‘chains’ of operating units across countries. From this
perspective, Gereffi ef al. (2005) uses the term ‘global value chains’ to describe the way in
which production processes are co-ordinated by one key player, which then structures the
process that a product goes through from conception to consumption. For example, the pro-
duction of Slazenger tennis balls is co-ordinated across nine different countries with firms
in each country having a distinct role: the balls are designed by academics at Loughborough
University in the UK; the clay is mined and transported from South Carolina in the USA; the
tins that contain the balls are manufactured in Indonesia; the balls themselves are produced
in Bataan, a special economic zone in the Philippines; and so on (The Guardian 2002). In this
way, the various parts of the production process are ‘delocated’ from each other and, while
these are carried out by nominally independent firms, they are actually closely controlled
by the lead agent, Slazenger.

Where MNCs have grown in this way, HR matters tend to be seen as primarily local
rather than global issues. For those operations that are subcontracted, this is primarily
because the MNC tends to set only broad parameters for employment practice within
which the suppliers must operate, as argued above. For those operations carried out
within the confines of the multinational, HR matters are also decentralized because the
operations carry out quite distinct functions, meaning that such issues as the skill and
education levels of the workforce, the level of autonomy with which employees tend to
work and the degree to which they are irreplaceable or substitutable all vary markedly.
Thus, the ‘delocation’ of the production process is accompanied by a decentralization of
the HR function.

By focusing on the interaction between geographical dispersion of operations, on
the one hand, and the relative incentives of retaining work in-house or outsourcing it,
on the other, the notion of international chains of production represents an advance on
the NIDL. In particular, it provides an explanation for why FDI remains concentrated in
developed economies, with the growing international links with developing economies
coming principally through arm’s-length trading relations. Arguably, however, even this
more sophisticated approach pays insufficient attention to factors other than the costs or
quality of labour in particular and production more generally. This points to the need to
turn to explanations that focus on product market considerations.

In many cases it may be very difficult, sometimes impossible, for a firm to serve a mar-
ket in one country through locating its operations in a different country. Firms serving
a national market through exports may be at a disadvantage compared with local pro-
ducers, in that they are seen as foreign by consumers. This is particularly likely to be the
case where consumers are patriotic in their preferences, seeking to buy from firms which
employ workers in the country concerned and which contribute to the national economy.
Governments, too, may be keen to buy products and services from firms which operate in
their country in order to promote employment and growth. Thus, firms may expand into
a country to overcome this disadvantage. As well as it being advantageous to have a local
presence for this reason, firms may also benefit from having a local presence because this
gives them employees in the local environment who are well placed to understand the
market concerned. Thus, the local presence helps the firm generate expertise in the product
market that would be difficult to obtain through exporting. Having a local presence can



Chapter 4 / International structure and strategy 77

also help firms to avoid tariffs or quotas which sometimes firms that rely on exports have
to face. This has been a particular motivation for Japanese firms setting up in the EU. In
some industries, moreover, it may be imperative that firms have a local presence. This is the
case where the immediacy of consumption demands that firms locate their production or
service provision operations in the market, as is the case in hotels and catering, for instance.

Where access to markets is the motivation for a firm to become a multinational, the
implication for their role as employers is that the jobs they bring to a host nation will not
be as insecure as proponents of the NIDL predict. The ability of a multinational to relo-
cate in search of cheaper labour will be constrained by the need to maintain an operating
presence in the market. Indeed, such MNCs might seek to adapt to local employment
practices and to ‘be viewed as “good employers” locally, leading them to provide better
pay and conditions than the local average’ (Marginson 1994: 70). In this scenario, the HR
function will have an active role in ensuring that the package of terms and conditions,
and the quality of working life more generally, are seen as favourable, at least compared
with local norms.

It is clear, therefore, that ‘market-seeking’ investments will be a major motivation for
firms to become multinationals. This factor helps generate a better understanding of the
dominant pattern of foreign direct investment which demonstrates that it is the major
developed market economies which are the main recipients of FDI. While there are clear
incentives for firms to internationalize for this reason, the question that remains is how
they will be able to compete effectively alongside national firms in these markets. If they
start from a disadvantaged position, how will firms be able to overcome this?

The conventional answer to this question is that firms must have some source of com-
petitive advantage which those in other countries do not have. The pioneering work on
this issue was that of Stephen Hymer (1976), who argued that firms wishing to operate in
foreign markets started at a disadvantage compared with domestic firms. This disadvantage
stems from the greater expertise that domestic firms enjoy within the country in question:
their familiarity with the language and business traditions; their expertise in the market;
and their established links with key institutions such as government bodies. In order to
undertake foreign direct investment, Hymer argued that firms must possess a ‘firm-specific
advantage’ (also referred to as an ownership-specific advantage) that would enable them to
overcome the disadvantages of being foreign-owned.

This advantage could take a number of forms. In some cases it will stem from features
of the domestic business system in which the firm originated. One example is where the
financial system affords firms a stable source of finance, as has historically been the case in
Swedish firms. Alternatively, the firm-specific advantage may be something that the firm has
developed itself. The patents that pharmaceutical firms have over drugs they have developed
are prime examples, as are the brand names possessed by soft drink manufacturers and hotel
chains. A further area in which firms may enjoy a firm-specific advantage is expertise in the
management of people. Where this is the case, there are important implications for HRM.
As Japanese MNCs expanded into Europe and North America in the 1980s and 1990s, for
instance, they brought with them many practices developed in their home base. Many of
these firms made concerted attempts to minimize waste and inventory through techniques
such as ‘just-in-time’ production. The adjunct to the ‘hard’ aspects of Japanese-style produc-
tion is a set of employment practices designed to minimize disruption and secure a degree of
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commitment to product quality. Thus, Japanese firms in the UK have exhibited a preference
for a range of employee involvement practices and for either not recognizing a union at all
or for dealing with a single union very much on their own terms (e.g. Oliver and Wilkinson
1992). A different example is in the fast food sector. McDonald’s has expanded internation-
ally on the basis that it has developed a winning formula in the United States that it seeks to
replicate in other countries. This involves very tight control over the operation of its restau-
rants, highly standardized supplies and a concerted attempt to avoid unions wherever they
operate (Royle 2000). Marginson (1994: 70) argues that where this is the motivation for firms
to become multinational, they are likely to be ‘innovators’ in labour practices; the transfer
of the firm-specific advantage involves the adoption of practices that may be unusual in the
host environment. In this context, a key role for the HR function is to aid in the transfer of
the innovations, an issue we consider in more depth in Chapter 6.

While the existence of firm-specific advantages helps to explain why foreign firms may
be able to compete effectively in the ‘backyard’ of their competitors, it does not explain why
they need to set up wholly-owned subsidiaries in other countries. Given the complexities in
co-ordinating production or service provision over great geographical distances and across
a range of diverse business environments, why don’t firms with a firm-specific advantage
simply license or franchise to a different firm? As we saw earlier, many firms such as Nike
and Benetton do just this, so why not all?

Many have argued that the answer lies in market failure. Many mainstream econo-
mists assume that markets will always operate efficiently and will spring up where there
are economic agents who are interested in exchanging something. However, there are
not well-developed markets in many of the factors which constitute a firm-specific
advantage and, therefore, they cannot easily be traded. While a firm may be able to
license a tangible asset like its brand name, it will be much more difficult for it to license
an intangible asset. How can a firm accurately value something like expertise in work
organization, for instance? If a firm’s advantage lies in the trust relations it has devel-
oped with a key financier, how can this be traded or licensed? How can a firm guarantee
through complex and contingent contracts that a brand name will be used in ways that
do not rebound on it?

Where the advantage that a firm enjoys cannot be traded in the market, there is an
incentive for the firm to use it themselves in other business systems. This approach to why
firms internationalize is known as ‘internalization’ because the firm is deploying the assets
it has within the legal boundaries of the firm. In other words, the hierarchy of the firm is
used in preference to market exchange. Theoretically, the approach draws on the work of
Williamson (1975) and others on transactions costs which we encountered earlier in the
chapter, and has been developed by a number of writers (e.g. Buckley and Casson 1976;
Rugman 1981; Dunning 1993). Where firms expand across borders in order to internalize
an intangible asset, this requires the existence of structures which are capable of sharing
knowledge and expertise across borders. There are a variety of structures which firms may
use in order to facilitate such knowledge exchange, something that is discussed in more
detail in Chapters 5 and 6. A number of MNCs have developed a cadre of managers and
senior professional employees who roam across the organization, taking with them knowl-
edge of organizational innovations developed in one part of the group. The ways in which
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MNCs develop such a group are discussed in Chapters 9 and 10. A parallel development is
for MNC:s to instigate other structures which bring together key employees from different
parts of the organization, such as international committees and meetings.

One problem with this focus on ownership-specific advantages is that it starts with
a questionable assumption. The rationale for the condition that firms must possess an
ownership-specific advantage if they are to become a multinational is that there are
inherent disadvantages from operating internationally, such as linguistic and cultural
differences between countries. Hence, the starting point is: why internationalize? Yet
there are also inherent advantages. The principal advantage stems from the geographical
scope of a multinational’s operations which accords it a powerful position in its dealings
with nationally based institutions and associations. Thus, in negotiating tax breaks and
aid packages with governments, MNCs may be able to extract concessions on the basis of
their (perceived) ‘footlooseness’. Similarly, in negotiating with trade unions, MNCs may
seek to use the threat of relocation to gain acceptance of new working practices or changes
to terms and conditions. Thus, for writers such as Dicken (2015), the correct question
should be: why not internationalize? If there are inherent advantages from a high geo-
graphical scope, then it is pertinent to examine the extent to which MNCs have become
widely spread internationally. To what extent have MNCs transcended their dependence
on their home base? Should we see MNCs as being ‘global’ in nature, detached from their
country of origin?

The arrival of the ‘global’ firm

Over the last two decades it has become commonplace for senior managers of MNCs
to describe their organizations as ‘global’ firms. For example, a recent statement on
Glaxosmithkline’s website read:

A number of critical forces are affecting the pharmaceutical industry. Rapid globaliza-
tion of markets, the ease of global communications and the existence of an increasingly
international and mobile pool of scientific and commercial talent mean that firms can
serve more markets from fewer locations, while at the same time they have greater choice
than ever before of location to consider when deciding where to locate new investments.
(www.gsk.com)

Similarly, Ernst and Young claim: ‘We are the first major professional services organi-
zation to bring a borderless approach to the emerging markets of CIS, India, the Middle
East, Africa and the established markets of Europe’ (www.ey.com). Yet such claims must
be met with some scepticism. For example, Philip Condit, who became Boeing’s chairman
in February 1997, outlined his vision for the future of the company on taking up his posi-
tion. Boeing, he said, would become less US-focused and instead would be transformed
into a ‘global enterprise’ by 2016, its centenary year: ‘I believe we are moving towards an
era of global markets and global companies. I think it is advantageous that your work-
force, your executive corps, reflect that’ (Condit, quoted in the Financial Times, 1997).
Yet, by 2015, only 27,000 out of the 163,000 of the employees of Boeing were working
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outside the USA (www.boeing.com). While it may be global in some ways, such as sales, in
others it seems to be rooted firmly in its original home base. What does academic research
tell us about this issue?

In the late 1980s and early 1990s, it became commonplace for managers and observers
to talk about the ‘globalization’ of the firm. It was often asserted that many large MNCs
were no longer dependent on their original home base; rather, they were positioned to
serve a global market, they responded to the pressures and demands of the global econ-
omy, and they drew on knowledge and expertise from across the globe. Many MNCs,
some argued, had become so internationalized that they had detached themselves from
their home business system. The best-known exponent of this line of argument was
Ohmae (1990, 1995) in his work concerning the ‘borderless world’; he argued that the
ability of the nation-state to regulate and control economic activity has been dramatically
reduced by globalization. At the core of this process, according to Ohmae, were ‘global’
corporations that were ‘nationalityless’ and were able to shift to whichever part of the
world promises the highest returns. Robert Reich wrote in a similar vein. In a famous
article in the Harvard Business Review, Reich addressed debates about national competi-
tiveness by posing the question: ‘Who is us?’. Reich (1991) argued that a country’s com-
petitive position was not primarily determined by ‘national’ firms but rather by ‘global’
ones. The performance of the American economy, for instance, was shaped as much by
foreign multinationals such as Thomson and Honda, as by American firms like General
Motors and IBM. In essence, Reich argued that nationality was no longer an important or
meaningful concept in large MNCs. One interpretation of this apparent development is
to see it as the logical consequence of the advantages that a firm accrues from becoming
international. The more international the firm becomes, the more powerful it is in rela-
tion to domestically based actors such as governments and trade unions. Thus, there are
strong incentives for firms to become increasingly spread across countries and to sever
their ties with their original home base.

However, in the late 1990s other observers questioned the extent to which MNCs
were global in nature. Reacting to some of the claims which were reviewed above, a
counter-literature emerged. Many writers argued that, far from being detached from their
home base, MNCs remained firmly rooted in, and influenced by, their country of origin.
Ruigrok and van Tulder (1995), for instance, challenged the ‘myth’ of the global firm. Based
on an examination of the largest 100 MNC:s in the world, they concluded that ‘not one of
these can be dubbed truly global, footloose or borderless. The argument of the globaliza-
tion of the firm is unfounded and untenable’ (1995: 168). LeGrain (2002) has argued that
firms which are supposedly global or stateless are in fact firmly rooted in their home base.
Doremus et al. (1998: 3) argued that MNCs ‘are not converging toward global behavioral
norms’ but rather were deeply influenced by their country of origin. Perhaps the best-
known exponents of this view were Hirst and Thompson (1999: 95), who also referred
to the myth of the global firm, arguing that the ‘home oriented nature of multinational
activity across all dimensions seems overwhelming’.

This counter-argument was made on a number of grounds. Principally, statistics con-
cerning the geographical breakdown of the sales, assets and employment of MNCs demon-
strated that most MNCs remained heavily concentrated in their home country and in the
countries neighbouring it. The way in which MNCs were embedded in their home country



Chapter 4/ International structure and strategy 81

showed up in a number of other ways: MNCs were owned largely by shareholders of the
country of origin and raised finance predominantly at home; the key strategic functions
in MNGCs, such as the HQ and R&D facilities, were generally in the home country; and the
senior managerial boards of MNCs were still dominated by home country nationals.

This alternative view throws doubt on the extent to which firms will automatically
realize benefits by spreading their wings further and further afield. Indeed, it suggests that
MNC:s tend to retain strong links with their country of origin and, therefore, continue to
be influenced by the business system in this country to a greater extent than any other
system. Moreover, it also suggests that, when making foreign investments, multinationals
favour locations which are near to their home country and only gradually reach out to
countries further afield. Indeed, more recent evidence testifies to this regional dimension.
Alan Rugman’s conclusion of his analysis of the largest MNCs, for example, was that the
vast majority are ‘home region-based’, defined as having less than 50 per cent of their
sales in the other two regions of the Triad. As he put it: ‘Globalization, as commonly
understood, is a myth. Far from taking place in a single global market, business activity
by most large multinationals takes place within any one of the world’s three great trading
blocks’ (Rugman 2005: 6).

One explanation for this is offered by the ‘Uppsala’ model. Developed by academics at
the University of Uppsala, the basic idea behind the model is that the internationalization
of the firm is a gradual process that arises from a series of incremental decisions rather
than a few grand leaps forward. This is because firms lack the knowledge and resources
about operating in other business systems due to the ‘psychic distance’ between coun-
tries, which is defined as the ‘factors preventing or disturbing the flows of information
between firms and markets’ (Johanson and Wiedersheim-Paul 1975). As firms gradu-
ally acquire knowledge about other systems, they begin to enter new markets, initially
through exporting via an independent representative, then through a sales subsidiary and
finally through a full production facility. Crucially, psychic distance is highly correlated
with geographical distance; while there are exceptions, generally speaking, the business
systems that are close to one another tend to have stronger commonalities in terms of
the nature of the dominant institutions than those that are far apart. Thus, this provides
an explanation for why MNCs tend to hold the majority of their foreign investments in
countries that neighbour their original base.

This picture of gradual internationalization fits the evidence. The United Nations has
for many years published data on the extent to which the largest 100 MNCs in the world
are internationalized. Combining the ratios of foreign sales to total sales, foreign assets to
total assets and foreign employment to total employment, a Transnationality Index (TNI)
is constructed in an attempt to measure the degree to which this group of firms are con-
centrated in their home country. During just over two decades following 1990, the United
Nations estimated that the TNI rose slowly but steadily, from 51 in 1990 to 64 by 2013
(United Nations 2014) (Table 4.1).

An overall assessment might be that MNCs are gradually increasing the extent to which
they are spread across countries, with this spread having a strong regional dimension. This
raises a further question: given the diversity of business systems in which MNCs operate,
how do they organize themselves to manage units across these systems and what strategies
do they pursue?
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Chapter 4/ International structure and strategy ~ 89

Key influences on strategy and structure in MNCs

The world’s largest companies are in flux. New pressures have transformed the glob-
al competitive game, forcing these companies to rethink their traditional worldwide
strategic approaches. (Ghoshal and Bartlett 1998: 3)

So begins perhaps the best-known book on ‘strategy’ in MNCs. Ghoshal and Bartlett identi-
fied three key forces on managers in international firms. First, by definition, multination-
als operate in a variety of national ‘cultures’; values, attitudes and tastes that people hold
continue to differ across countries. This ‘multiculturalism’ that MNCs confront can be seen
as a force for ‘local differentiation’, defined as the need to be responsive to the local envi-
ronment. Second, in many industries, firms have come under great pressure to achieve
economies of scale at the international level. Ghoshal and Bartlett argue that technolog-
ical developments in the production of consumer goods such as radios, televisions and
watches have meant that scale is a key factor in shaping competitive success. Many firms
have responded through developing internationally integrated production processes. Thus,
a second identifiable pressure on international strategy is the force of ‘global integration’.
Third, international firms are under pressure to respond to rapidly evolving markets, with
products and technologies having shorter life cycles. One way of responding to this is
through seeking to link their international operations and transfer expertise across them.
Consequently, a further pressure is for ‘world-wide innovation’.

These competing pressures on international strategy are evident in differing mixes from
one sector to another and from one period to another. Ghoshal and Bartlett identify differ-
ent organizational forms that are more or less suited to meeting these competing demands.
Over the course of the twentieth century, the nature of these pressures has evolved, and the
authors identify periods in which particular organizational forms were in evidence. (The
issue of terminology can be confusing here; some use the term multinational or global
firms in a generic sense while others attribute particular connotations to each. To avoid
confusion, we use the terms in italics when there is a particular connotation.)

D The multinational firm

The period from 1920 to 1950 is what Ghoshal and Bartlett call the ‘multi-domestic’ era.
In these decades the basis on which competition took place differed significantly from
one country to another; consumer tastes varied and protectionism by governments was
rife, resulting in pressures for local differentiation being dominant. The strategy and asso-
ciated structure best suited to these conditions are what Ghoshal and Bartlett term the
multinational which they define as a collection of national companies which manage their
local businesses with minimal direction from HQ (Figure 4.1). This approach is very good
at achieving national responsiveness and has much in common with Perlmutter’s (1969)
polycentric firm and Porter’s (1986) multi-domestic approach.

What are the HR implications of this organizational form? A key implication is that
there is likely to be very little influence on HR policy and practice in operating units
from the corporate HQ; decision-making on issues to do with employment practice is
highly decentralized in this type of firm. Accordingly, there is unlikely to be a significant
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Mainly financial flows I:I
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Figure 4.1 The multinational firm: a decentralized federation

number of expatriate managers, as decisions will be left to local managers. A further
implication is that there will be little requirement for knowledge and expertise to be
diffused across borders as all parts of the production or service provision process are
carried out in one location.

D The global firm

The period from 1950 to 1980 was characterized by a number of developments: trans-
port and communication costs began to fall in real terms; the minimum efficient scale
fell, making economies of scale more important; and trade became less regulated. During
these decades American firms expanded their international operations, particularly into
Europe. One important motivation for this growth in foreign direct investment was to
take advantage of the opportunity of realizing economies of scale through the creation
of ‘mini-replicas’ of home country operations. Thus foreign units are closely modelled on
domestic ones. Ghoshal and Bartlett (1998) identify this as the global approach, arguing
that it produces standardized products in a highly cost-efficient way and is therefore good
at achieving efficiency through global integration (Figure 4.2). There are similarities here
with Perlmutter’s ethnocentric style in which home country values predominate and foreign
subsidiaries are managed as a cultural extension of the parent.

Tight financial controls I:I
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(strategic decisions centralized)

Figure 4.2 The global firm: a centralized hub
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In terms of HR, the replication of the home country approach means that there is some
implementation of home country practices in foreign subsidiaries, particularly in relation
to work organization. Thus there will be a distinctive parent company approach to HRM.
One way in which this occurs is through the use of expatriates as ‘enforcers’ of HQ policy
and, consequently, firms with the global strategy use a number of people on interna-
tional assignments. One concern that some observers in host countries have expressed
about this sort of multinational is that the replication of home country operations means
foreign plants will tend towards being ‘screwdriver’ operations; that is, the high-tech
operations such as research and development are retained in the country of origin and
the subsidiaries are characterized by routine assembly work with a high proportion of
jobs being low skill in nature.

D The international firm

The period from the 1950s to the 1980s was also characterized by a further pressure on
MNCs, namely, the importance of spreading innovations across the firm. Ghoshal and
Bartlett describe the way in which many international organizations responded to this
pressure: ‘The strategy of a third group of companies is based primarily on transferring
and adapting the parent company’s knowledge or expertise to foreign markets’ (1998: 17).
These firms, termed international, are less centralized than the global firms since local man-
agement are able to vary the nature of the products or services to the national market, but
are much more centralized than the multinational firms (Figure 4.3). This type of firm does
not correspond directly to any of Perlmutter’s types of multinational, but can be seen as a
hybrid of the polycentric and ethnocentric firms.

The implementation of centrally developed innovations has implications for HR in
foreign subsidiaries. Managers at local level are responsible for implementing such inno-
vations and, more generally, for ensuring that the expertise and knowledge transferred
from the centre are harnessed and deployed. Thus, while they are unlikely to be subject
to the same degree of control that subsidiaries of global firms are subject to, there will
certainly be requirements from the HQ with which they must comply. Relatedly, the role
of managers on international assignments differs from those in global firms; they are less
likely to be ‘enforcers’ of corporate policy, and more likely to be key points of contact

Financial and knowledge
flows I:l
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\

—
— I
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Medium operational controls I:l
(strategic decisions guided by centre)

Figure 4.3 The international firm: a co-ordinated federation
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between HQ and subsidiaries and facilitators of the transfer of expertise and knowledge
from the centre. Finally, concerns over the limited contribution of foreign-owned firms
to the local economy are likely to be less acute in relation to international firms. Indeed,
this group of firms may be seen as a mechanism through which new technologies and
practices can be spread across borders, although some may harbour concerns that these
innovations are developed abroad.

D The transnational firm

Over the last two decades or so, Ghoshal and Bartlett argue that developments in tech-
nology and markets have meant that more and more industries are characterized by the
simultaneous pressures to be locally responsive, achieve efficiency through global scale and
to diffuse innovations across their sites. Thus, while each of the three types of firm identi-
fied above may be adept at responding to one of these pressures, none of them allow a firm
to respond to all of them. The authors present a fourth type of firm, the transnational, as
offering the ‘solution’ to these competing pressures (Figure 4.4). There is a clear prescriptive
element in this respect; they see the fransnational form as ‘necessary for every company that
operates in an international environment’ (1998: 20).

The transnational involves the creation of an integrated network of sites, each of
which possesses a distinct role. The plants within the network have differentiated roles
in that their brief is to specialize in a particular part of the production or service provi-
sion process. As a result of this differentiation, the plants have some freedom to respond
to local factors and so meet the pressure for local differentiation. The integration of
international operations through the network also provides for scale efficiencies to be
realized at the global level, thereby achieving a degree of global integration. And the dif-
fusion of knowledge and expertise within the interdependent network affords scope for
world-wide learning. In this way, Ghoshal and Bartlett argue that the transnational can
respond to all three of the key pressures on firms operating across borders. This orga-
nizational form has much in common with Perlmutter’s (1969) geocentric firm, while
the idea of an integrated network also features strongly in Hedlund’s (1986) notion of
the heterarchical firm.
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shared decision-making

Figure 4.4 The transnational firm: an integrated network
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The transnational has a number of important implications for HR. The practices in place
at plant level will in part reflect innovations in other parts of the network, not just those
in the home country as in global and international firms. Moreover, a key part of the facili-
tation of the network is a cadre of managers roaming from site to site, serving as the ‘glue’
holding the firm together and bringing about the exchange of knowledge and expertise.
What distinguishes a transnational in this respect is that the international assignees will not
only originate in the parent company. For those concerned about the role of a subsidiary in
contributing to the development of a host country, the transnational promises much, since
each plant will be accorded a specialist role.

The idea of the transnational organizational form is a very important one for interna-
tional HRM. Indeed, the concept of an integrated network is central to much recent writ-
ing in this field. Dowling et al. (1999) noted that a number of authors have advocated the
network form and claimed that a growing number of MNCs are moving towards it. The
networked multinational, they argue, is characterized by five dimensions: ‘delegation of
decision making authority to appropriate units and levels; geographical dispersion of key
functions across units in different countries; de-layering of organizational levels; de-bureau-
cratization of formal procedures; and differentiation of work, responsibility, and authority
across the networked subsidiaries’ (1999: 50). The idea of a network features strongly, if
implicitly, in the ‘integrative framework of strategic international human resource man-
agement’ proposed by Schuler et al. (1993). They assert that MNCs ‘are realising that every
possible source of competitive advantage must be identified and utilized. And as they are
searching, particularly firms pursuing total quality management, they are realising that
a systematic approach to developing human resource policies and practices may, in fact,
give competitive advantage’ (ibid.: 427). They go on, ‘a major goal of MNE:s is facilitating
learning and the transfer of this learning across units’ (ibid.: 427). Later in the article they
argue that HR policies can assist in the integration of the business: ‘In doing so they must
be consistent with the needs of the business to achieve competitiveness, be flexible and
facilitate the transfer of learning across units’ (ibid.: 431).

In empirical studies of MNCs, moreover, there is some support for the notion that some
MNC:s are characterized by inter-dependent networks involving flows of knowledge across
the firm in many directions (e.g. Persson 2006; Johnson and Medcof 2007; Noorderhaven
and Harzing 2009; Edwards and Tempel 2010).

How useful is the concept of an integrated network in general and Ghoshal and Bart-
lett’s transnational solution in particular? Are MNCs all finding it a ‘necessary’ element
to operating internationally as the authors claim? And is it a key part of the ‘solution’ to
managing across borders? We consider in turn the two main objections to this view, first,
that it sees strategy-making as a deliberate, rational process, and, second, that it pays too
little attention to the ‘embeddedness’ of strategy in its social context.

D The importance of organizational politics in MNCs

Many writers on strategy stress the importance of the micro-politics of organizations in
the development of strategies. Firms are comprised of a range of groups, each with their
own goals and priorities. Moreover, each of these groups, to a greater or lesser extent, pos-
sesses some resource of value to others in the organization which they can use to advance
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their own agenda. In this way, strategies emerge as a result of bargaining and compro-
mise between groups of organizational actors and, consequently, strategies tend to evolve
slowly. Ghoshal and Bartlett’s approach plays down the role of organizational politics;
there is relatively little attention devoted to how different groups may have different aims
and seek to advance them. Yet, much research into the internal workings of multinational
companies and the development of ‘strategies’ in IHRM has revealed the importance of
micro-political processes (Ferner et al. 2012).

One obvious source of tension within MNCs is between managers at the corporate HQ
and those in a subsidiary in a different country. The former group may seek to advance
their own position by developing global policies, while the latter may strive to maximize
their autonomy. As an example, Edwards et al. (1993) provide evidence that the French
subsidiary of a British multinational was able to resist orders from the centre concerning
the timing of a redundancy programme. In doing so, managers at the profitable French
plant knew that the French market was important to the wider company and that corpo-
rate managers were dependent on them to serve this market. They knew that the HQ could
not sack them and send expatriates to take over; few of the British senior managers spoke
French and their understanding of the French legal and institutional context was poor. A
related source of tension between groups of managers within MNCs is between expatriate
and indigenous managers. The former may seek to establish themselves as key players in the
operation to which they have been sent, while the latter may resent their presence. Broad’s
(1994) study of a Japanese MNC in Britain revealed the way in which British managers
formed informal networks that Japanese expatriates were excluded from. These networks
served to share information from rumours and gossip in the plant and this information
was kept from the Japanese, whose limitations in English meant they could not access the
information directly.

While the managers of units within a multinational possess some sources of power,
those at the HQ do so too, of course. The most obvious resource that the HQ controls is
the funds for new investment. Research in the car industry has revealed the way in which
corporate managers systematically compare the performance of their sites in different
countries, and use these comparisons to exert pressure on actors at plant level to improve
quality and costs. Commonly, these comparisons are tied to investment decisions so that,
in effect, the plants compete against one another for the allocation of investment. In this
way, the centre is able to exert growing influence over working practices at plant level
(Mueller and Purcell 1992; Martinez and Weston 1994). Sisson et al. (2003) review evidence
from a range of sources to show that such ‘benchmarking’ among MNCs is widespread,
particularly within regions such as Europe.

Managers at the corporate HQ also have the ability to use the promotion of unit man-
agers to senior positions within the company as a source of power. The pay and promotion
prospects of unit managers can be tied in part to their willingness to be active participants
in the network, both through inputting practices into it and through adopting practices
that originated elsewhere. Once again, case study evidence has revealed the importance
of this source of power in facilitating the multilateral diffusion of practices across borders;
those managers promoted or given international assignments take with them knowledge
of practices that have operated successfully in one part of the organization and spread this
to other operations (Coller and Marginson 1998; Edwards 1998).
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ABB: a test case of the transnational strategy

Perhaps the most widely cited example of a trans-
national company is ABB. This firm was formed
through a merger between ASEA of Sweden and
Brown Boveri of Switzerland and operates in a
range of sectors, from industrial power to transport
equipment. In the late 1980s and 1990s, the firm
engaged in a string of acquisitions across the world
so that it had a significant presence in the Americas
and Asia as well as Europe. The former CEO, Percy
Barnevik, was renowned for supposedly creating a
radically new approach to managing international
operations. In his own words, ABB is simultaneously
‘global and local, big and small, radically decentral-
ized but with central control’.

Ghoshal and Bartlett themselves described ABB
as a ‘classic transnational organisation’ (1998: 259).
A key element of this orientation, they argued, was
the devolution of responsibility for operating per-
formance to the managers of the 1,300 business
units; accompanying this was the creation of a very
small corporate HQ employing just 150 people. This
was a key part of Barnevik’s stated aim of putting
‘individual initiative and personal responsibil-
ity . . . at the heart of the company’s philosophy’
(Ghoshal and Bartlett 1997: 30-1). When there was
a problem in one of the units, senior management
of the company would ‘reach down to the front
lines’, but their objective was to ‘help rather than
interfere’ (op cit., 189).

Coupled with devolution to operating units was
an attempt to ‘encourage global teamwork and
cooperation between companies and countries’
(Ghoshal and Bartlett 1998: 265); the creation of the
network which is central to the transnational form.
Ghoshal and Bartlett ascribed the firm’s success in
doing so to two key aspects of the firm’s approach.
The first was creating ‘stretch’, defined as the setting
of ambitious goals which are to be achieved through
a set of common values. In ABB, a ‘policy bible’
containing the firm’s key principles was distributed
across the organization with the intention that
this would appeal to individuals’ own values and
induce them to channel their creative capabilities
for the good of the organization. The second was to

establish trust, which the authors argue is ‘vital to
the development and nurturing of the collaborative
behaviour that drives effective revitalisation’ (ibid.:
268-9). Apparently, an emphasis on employee
involvement in decision-making, and a structure
comprising numerous cross-national boards and
teams, allowed a sense of ‘organizational fairness
and equity’ to develop.

But is the process of managing international
operations as straightforward as this? The interpre-
tation that Ghoshal and Bartlett put on the work-
ings of ABB has been challenged by Belanger et al.
(1999). On the basis of a detailed case study of the
firm across several countries, Belanger and his col-
leagues argue that Ghoshal and Bartlett too readily
accepted top managers’ views of how ABB operates
and, consequently, downplayed the tensions and
contradictions which are a key feature of organiza-
tional life in multinational companies.

In particular, the way in which ‘learning’ takes
place was highly politicized, resting on competitive
relations between plants which created pressure on
local actors to adopt practices from other plants.
Senior managers possessed a number of sources of
power that enabled them to pressurize local man-
agement into adopting practices from other parts of
the group. Perhaps most obvious among these was
the management of the career patterns of managers
in the company; those who were seen as obstructive
to the working of the network faced the prospect of
not progressing to more senior posts or, in some
cases, being sacked. Further, business area manage-
ment controlled capital investment decisions, and
in some divisions also allocated orders from custom-
ers. Those plants which had been good ‘corporate
citizens’ could be rewarded with new investment
and orders, while those seen as problematic could
be punished. These resources, Belanger et al. argue,
enabled the centre to exert a growing influence over
the plants.

Equally, however, local actors could draw on their
embeddedness in local environments to shape the
extent of corporate influence and the way it took
place. One instance is the performance of the plants.

-
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A system known as the ‘ABB Olympics’ sought to
assess and rank each plant in terms of a range of
aspects of performance, such as costs, quality and
throughput times. Those plants which performed
well in these league tables were able to use this to
increase their autonomy from business area and
corporate management; the profits that their plant
contributed to the group could be seen as a source of
power. A further illustration of the political activity
in which local actors can engage is the creation of
an uneasy alliance of some local managers and the
union in the Hull plant in Canada in response to the
parent company’s plans for restructuring.

The evidence presented by Belanger and his col-
leagues illustrates the important of political activity

within MNCs. The establishment of an integrated
network of plants collaborating with one another
as envisaged by Ghoshal and Bartlett is likely to
be a contested, rather than a straightforward, pro-
cess. Indeed, the resources controlled by actors at
plant level may be used to block the operation of a
network as local actors seek to preserve their own
autonomy. In sum, where a multinational seeks
to integrate its operations into a network, the way
this operates is likely to be governed more by power
relations between different groups than by values
and trust.

For further details on contrasting perspectives
on ABB: Ghoshal and Bartlett (1998); Belanger et al.
(1999); Belanger et al. (2003).

Question: What does the case of ABB tell us about the ease with which MNCs can estab-
lish collaborative networking between their sites?

The case of ABB together with wider research evidence, some of which was cited above,
demonstrates the importance of micro-political processes in MNCs. This has implications
for the ‘integrated network’ that appears to be favoured by many writers on international
HRM. Such networks do not always operate in a harmonious, coherent way; rather they
are political constellations of groups of organizational actors whose aims and priorities are
often divergent. The extent to which organizational actors are able to achieve their aims
when they diverge from those of other groups is determined in part by the resources they
have at their disposal. As Kristensen and Zeitlin (2005) put it, the multinational is a ‘battle-
ground’ in which subsidiaries represent and mobilize their own capabilities and national
expertise. Hence, divergences of interest within a multinational are worked out through
the exercising of power relations.

The implications of recognizing the contested nature of international networks are
significant. In particular, some groups of actors or units within a multinational may be
able to block the diffusion of practices; they may seek to resist pressure to adopt a practice
which originated elsewhere and may also be reluctant to input information on new prac-
tices into the network for fear of it undermining their competitive position. This is not to
deny that a multi-lateral sharing of information can and does occur through ‘networking’
within MNCs, but it is to emphasize that senior managers will often need to overcome
resistance to this process and will use the resources at their disposal to bring this about.
Edwards et al. (1999: 290) argue that in many MNCs diffusion occurs through networking
between plants, with this being underpinned by HQ control over investment decisions
and the prospects of plant managers. They used the term ‘networking within hierarchy’
to describe this process.

As we have implied, the way that micro-political processes within international net-
works of managers operate is shaped in part by the linkages between organizational actors
and their environment. The sources of power that actors possess are in many cases a product
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of their environment, as demonstrated by the example of the French subsidiary of the Brit-
ish MNC described above. Thus, these actors are not detached, calculating individuals but
rather are embedded in their environment, which we now explore in more depth.

D The ‘embeddedness’ of strategy

To some extent, Ghoshal and Bartlett are sensitive to the notion that a firm’s strategy is
firmly embedded in its particular economic and social context. In particular, they identify
a firm’s ‘administrative heritage’, which they define as a company’s ‘existing organiza-
tional capabilities being shaped by various historical and structural factors’ (1998: 39). This
administrative heritage, which the authors argue makes firms to some extent ‘captives of
their past’, stems from some factors internal to the organization, such as the role of the
founders and leaders and the influence of the history of the firm. It also stems from the
impact of national culture which gives a firm ‘a way of doing things’ and shapes the values
and behaviour of senior management.

Arguably, however, we need a fuller appreciation of the way a multinational’s ‘country
of origin’ is important in shaping the way it operates at the international level; as we have
argued earlier in the book, there is much more to a national influence than simply ‘culture’.
The role of the family can be a crucial factor in creating variations between countries in
the way firms operate. For instance, Whitley (1991) has described the importance of the
family unit in Taiwan in creating a set of entrepreneurial small-and medium-sized firms,
many of which are linked together through wider family networks. The role of the state,
too, varies significantly from country to country. In relation to France, Whittington and
Meyer (2000: 95) show how ‘the state, elitist educational institutions, and the great finan-
cial and industrial enterprises have long been closely interlinked’. The nature of financial
institutions also varies from country to country, with the bank-centred system of industrial
finance in Germany in which investment banks hold significant stakes in firms and have
close relationships with their managements contrasting with the market-centred system
in the UK and the USA where shareholdings are dispersed across a range of institutions and
individuals and relationships between these and senior managers are distant. The notion of
culture is clearly inadequate to capture these national differences as it neglects important
institutional factors, leading many to prefer the term ‘national business system’.

The distinctiveness of national business systems, despite current talk of globalization,
matters because most MNCs remain firmly rooted in their original country. As we have
seen in earlier chapters, most MNCs remain disproportionately focused on the home coun-
try across a number of dimensions. Even those MNCs that are highly internationalized in
terms of sales are concentrated in their home country in others. In Ericsson, for example,
the ownership structure at the end of 2014 meant that nearly half of the voting rights
were controlled by two Swedish institutional investors, Investor AB and AB Industrivarden
(www.ericsson.com). This concentration of ownership and key activities in the home base
means that the centre has a disproportionate influence on strategy formulation. Hence,
international strategies continue to reflect a significant ‘country-of-origin’ effect.

For instance, a considerable body of evidence concerned with employment practice
in the foreign subsidiaries of American MNCs indicates that they have been particu-
larly hostile to trade unions and systems of collective representation, and have sought
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to implement HRM practices such as performance-related pay and employee involve-
ment programmes (Almond and Ferner 2006). Japanese MNCs are also influenced by
their domestic business system when they operate outside Japan, one aspect of which is
the use of a high number of expatriates to oversee the adoption in their subsidiaries of
some Japanese-style forms of work organization, such as team-based working and just-
in-time production (Whitley ef al. 2003). While there is less evidence for MNCs of other
nationalities, the embeddedness of MNCs appears to create a detectable influence from
the country of origin (see Ferner 1997b, for a review).

Crucially, MNCs may not be able to easily shed this effect; whether they like it or not,
they may find that they cannot leave their ‘national baggage’, as Ferner and Quintanilla
(1998) put it, at home. In this respect, Ghoshal and Bartlett (1998), in arguing that MNCs
will move towards a transnational orientation over time, appear to overestimate the ease

with which MNCs can shed their ‘administrative heritage’.

BOX 4.2

AutoPower: shaking off its American origins?

The way in which MNCs are embedded in their
country of origin, and the way that this continues
to shape the way they operate, are clearly illustrated
by the case of AutoPower. This firm originated in
the Mid-West of the USA in the early part of the last
century and rapidly became the major employer in
arelatively small town. The founding family of the
company took an active part in the management
process, playing a key role in setting the style and
values that characterized the organization. Auto-
Power is now a multinational employing approxi-
mately 30,000 people in 12 different countries.
The influence of the founding family has been
significant. Management style in the firm’s original
location in the Mid-West has been paternalistic: pay
and conditions have tended to be favourable com-
pared with other firms; job security has been high
(until recently anyway); and employees have been
provided with a range of fringe benefits. To some
extent, this paternalism has been carried over into
the firm’s international operations, particularly
those in Britain. The influence of the founding fam-
ily can also be discerned in relation to its dealings
with trade unions. Unlike many American firms
that grew in the first half of the twentieth century,
AutoPower did not experience bitter disputes with
trade unions. The attitude of the founding family

was to allow employees to decide whether to join
a union and, if sufficient numbers did so, manage-
ment would recognize and negotiate with them.
This relatively relaxed, constructive approach to
dealing with unions also appears at the interna-
tional level. A third area where the original owners
were influential was in relation to ‘diversity’. Aslong
ago as the 1960s, senior managers were emphasiz-
ing the importance of having the composition of
the workforce in all their locations reflect the eth-
nic composition of the community. Latterly, the
firm has introduced a global policy stipulating that
the benefits accruing to the wives and husbands
of employees should also accrue to unmarried and
same-sex partners.

As well as the style and values which were
strongly influenced by the founding family, there
have also been a number of global policies which
were devised in the company’s HQ. One particular
example is the system of team-working. This was the
product of a team of engineers and managers and
involved the creation of teams of operators work-
ing flexibly within a cell. This model of organizing
production was gradually diffused to all of the firm’s
operations internationally. All in all, it is clear that
the nature of I[HRM in AutoPower strongly reflects
its American roots.



This ‘ethnocentric’ approach has been chal-
lenged by those in AutoPower’s international oper-
ations. At a meeting of HR managers from across
the company, the presentation of a new corporate
initiative for a global policy on the repatriation
of employees who have been on international
assignments provoked a mini-rebellion from HR
managers outside the USA. Many complained that
the development of the firm’s international poli-
cies did not reflect the diversity of the company’s
operations, and that if it claimed to be a genuinely
internationalized firm with international markets
as its main growth area, then its policies should
reflect this.

This protest was acted upon by senior HR man-
agers who appeared to recognize the legitimacy
of the concerns. One response was to commission
the HR managers from India and the UK to devise
a ‘template’ outlining the way in which interna-
tional HR policies would be devised in the future,
allowing substantial input from HR people in the
subsidiaries. Another indication that the firm was
striving to be less US-focused was the appoint-
ment of a Chinese-American, who had been Head
of HR in China, as Head of International HR. And
perhaps most significantly, responsibility for the
development of a new performance management
system has been given to a British HR manager
who is on an assignment in the corporate HQ
and is leading an international team of eight, only
two of whom are American. This is seen by many
in the company as a marked departure from the
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way HR policies had been developed in the past,
and a pointer to how they will be developed in
the future.

However, the legacy of the firm’s embeddedness
in the USA has not proven so easy to shake off.
Over the last few years the company has become
more subject to pressures from outside financial
institutions. A consequence has been that senior
managers have begun to attach more importance
to quarterly budgets and financial targets, since
this is how they are assessed by the institutions.
When a downturn hit the product market, the
immediate response was to slash costs, an element
of which was to greatly reduce the travel budget.
This meant that convening meetings of the team
members was impossible and the leader of the ini-
tiative has worked from the corporate HQ. More-
over, the interest in the experiment by senior HR
people has waned as they have become focused on
managing the redundancies which accompanied
the downturn.

The upshot has been that the much-celebrated
shift towards subsidiary input into decision-making
has had much less impact than had been envis-
aged. Some time after their creation, the ‘tem-
plates’ guiding the development of international
HR policies are not in evidence, and policies appear
to be created and rolled out from the HQ in the
same old way that they had previously. Interna-
tional networking in AutoPower proved to be quite
difficult to realize.

For more details, see Edwards et al. (2007).

Question: Is it inevitable that MNCs will encounter difficulties in trying to make their

approach less ethnocentric?

While the country-of-origin effect is an important influence on HRM in MNCs, which it
is not always easy to shed, neither is it set in stone. As multinationals mature and become
more internationalized, the influence of the country of origin may diminish. Indeed,
evidence from studies of German, French and Swedish MNCs indicates that many have
adopted structures and practices traditionally associated with Anglo-Saxon MNCs, such
as international product divisions with devolved responsibilities, share options and per-
formance-related pay (e.g. Ferner and Quintanilla 1998; Hayden and Edwards 2001; Mtar
2001). These developments have eroded the influence of the country of origin, but they
have not eradicated it; the MNCs in these studies still reflect their national origins in

significant ways.
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Conclusion

This chapter has considered how to define a multinational, contrasted various expla-
nations for why firms internationalize and investigated the extent to which MNCs are
global in orientation. It then examined how the changing nature of the external envi-
ronment within which MNCs operate has had important implications for the internal
organization of multinationals: differences persist in the nature of the national sys-
tems in which MNCs are located; globalization has presented opportunities for firms
to realize more fully economies of scale at the international level; and rapidly evolving
technologies and shorter product life cycles have created pressures on firms to engage
in innovation and learning across their operations. As we have seen, many studies of
strategic IHRM urge firms to create a flexible network in which units have differenti-
ated roles, share expertise with one another and in which responsibility and author-
ity are diffused. Indeed, there is some evidence that many firms are clearly seeking
to instigate networks which have the capability to transfer knowledge and expertise
across the firm.

However, in two important respects the popular vision of networks appears to be
flawed. First, as is the case for all organizations, MNCs are political animals in which
there are multiple interest groups, each of which will seek to use the resources at
their disposal to advance their own interests. This does not mean that networking
will not occur but it does imply that senior management merely establishing the for-
mal architecture of a network will not be sufficient on its own. Rather, the precise
nature of networking will depend on the exercising of power. Second, networks tran-
scend a range of distinctive business systems and are disproportionately influenced
by the original home base of the multinational. In this way, even MNCs that are char-
acterized by a highly internationalized network of operations continue to exhibit
a ‘country-of-origin effect’.

Despite these qualifications, it is evident that an increasingly important element of the
way that MNCs operate is with a common element across borders. Thus in Chapter 5 we
consider in more detail the rationale for such a global element and the ways in which they
can achieve this in the HR function.

Review questions

1 What are the relative strengths and weaknesses of the narrow and broad definitions
of MNCs?

2 Why do firms ‘internalize’ a competitive advantage and what are the implications of
doing so for their role as employers?

3 Why do Bartlett and Ghoshal see the ‘transnational’ as the ‘solution’ to managing
across borders?

4 \What sources of power do managers in the operating units of MNCs commonly
hold?

5 What are the sources of the ‘country-of-origin’ effect in MNCs?
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Further reading

1 Adenfelt, M. and Lagerstrom, K. (2006) ‘Knowledge development and sharing in multinational cor-
porations: the case of a centre of excellence and a transnational team’, International Business Review,
15(4), 381-400.

This is an example of the range of studies that examine the ways in which MNCs exhibit a degree of
networking across their operations in different countries.

2 Almond, P. and Ferner, A. (eds) (2006) American Multinationals in Europe: Managing Employment Rela-
tions Across National Borders, Oxford: Oxford University Press.

The book presents the results of a large study of American MNCs in a range of countries, providing
both conceptual and empirical material.

3 Dicken, P. (2015) Global Shift: Mapping the Changing Contours of the World Economy, London: Sage,
Chapter 5.

The chapter contains a concise summary of many theories of internationalization and ways in which
MNCs organize themselves.

4 Marginson, P. (1994) ‘Multinational Britain: employment and work in an internationalised econ-
omy’, Human Resource Management Journal, 4(4): 63-80.

The article explores the various motivations for firms to expand overseas and links each of these
to the implications for their approach as employers. The analysis is located in a discussion of the
British context.
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Chapter 5

Global integration

Adam Smale

-

The aims of this chapter are to:

e outline the key drivers of global HRM integration in multinational corporations and
present arguments why multinational corporations might pursue more extensive
integration in the future;

e identify the tools multinational corporations can use to facilitate global HRM
integration, and review how they are used;

e critically discuss when the global integration of HRM can be regarded as having been
effective.

Introduction

In the previous chapters we have seen how the dilemma between globalization and
differences embedded in national business systems lead to different strategic and struc-
tural responses by multinational corporations (MNCs). This chapter presents the argu-
ments why MNC strategies and structures that support global integration, including the
global integration of HRM practices, are becoming increasingly popular. In reference to
the integration-differentiation dilemma, while this chapter presents the case for global
HRM integration, Chapter 7 focuses on the arguments for differentiation by highlight-
ing the limits of global integration, questioning the ‘diffusability’ of HRM practices into
different national contexts, and taking into consideration the role of internal politics
within MNCs.

The basic premise of this chapter is that the global integration of HRM in MNC:s is
becoming a more attractive proposition (Taylor 2006; Morris et al. 2009). The chapter will
therefore first of all outline the key drivers behind this suggested move towards greater
global integration (the ‘why’), both in general and in relation to HRM specifically. Second,
the chapter will look at the ways in which MNC:s try to facilitate tighter global HRM inte-
gration (the ‘how’), by identifying the range of integration tools they use, and how they are
used. Finally, the chapter engages in a critical discussion of when we can say that an MNC
has accomplished global HRM integration effectively.
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The case for global HRM integration

Prior to embarking on a discussion about global integration in MNC:s, it is first necessary to
define what is meant by global integration, especially since it comprises two fairly abstract
terms. In essence, global integration can be said to be about the achievement of at least one
of three key objectives: (1) the control of foreign subsidiaries; (2) the transfer of practices
to those subsidiaries; and (3) the appropriate adaptation of activities that requires both an
understanding of parent practices and local conditions.

In terms of subsidiary control, the international management literature depicts integra-
tion as comprising both a formal, direct, control-based dimension and a more informal,
indirect, coordination-based dimension. Control has been defined as any process in which
a person, group or organization determines or intentionally affects what another person,
group or organization will do (Baliga and Jaeger 1984: 26), whereas coordination is referred
to as a means through which the different parts of an organization (e.g. foreign subsidiaries)
are integrated or linked together to accomplish a collective goal (Van de Ven et al. 1976).
Global integration from a control perspective is thus both about control and coordination
with these being used in combination to achieve consistency of international business
activities across borders (Kim et al. 2003).

Since global integration requires activities in foreign subsidiaries to be centrally man-
aged and/or made interdependent, those activities need to be transferred to the subsidiaries.
The transfer of firm-specific practices (e.g. HRM) for the purposes of achieving consistency
and alignment among foreign subsidiaries also addresses the need to integrate dispersed
knowledge and practices, which is argued to be an important basis for competitive advan-
tage in firms (Grant 1996).

Finally, the third objective of making appropriate adaptations to activities makes the
distinction that global integration does not imply total standardization; although we
might expect a high degree of standardization of key operational procedures. In the
same way that global strategy is argued not to mean doing everything the same way
everywhere (e.g. Kanter and Dretler 1998), for global integration to be truly effective
some degree of adaptation to account for national contextual differences is needed to
move beyond the simple imitation of HRM practices towards a deeper belief in their
value (discussed later in this chapter). In reference to institutional theory, ‘appropriate’
adaptations to transferred practices do not denote a substantial shift away from global
integration, but are intended to result in greater host legitimacy amongst regulatory,
normative and cognitive institutions rendering the practice easier to comprehend and
put into practice (Jensen and Szulanski 2004).

These three objectives of global integration, which could also be seen as ‘lenses’, are now
used as a reference point for the issues covered in this chapter, starting with the discussion
of forces that are seen to be driving the global integration of HRM.

D Drivers of global integration

Before presenting arguments concerning why the global integration of HRM is becoming
more desirable, it is worth re-visiting some of the reasons why global integration in general
is becoming more attractive for MNCs. To do this, the arguments are grouped into three
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categories of global integration ‘drivers’: (1) environmental drivers; (2) strategic drivers; and
(3) structural drivers. You will note that these tie in with the discussion of strategy, structure
and the international business environment in Chapter 4. There are strong inter-relation-
ships among these categories; some drivers of global integration are going to be related to
drivers in the other categories. Nevertheless, the classification assists us in acknowledging
the source of the driver, whether it is within or outside of the MNC'’s direct control, and
provides us with a clearer picture of the direction these different, mutually reinforcing
drivers of global integration might take over time.

Environmental drivers

Environmental drivers have already been discussed at length in Chapter 2 in connection
with the forces of globalization. The novelty and limits of globalization notwithstanding,
there are many features of globalization that are making global integration more feasible,
more desirable and even more necessary. To name but a few - the diminishing significance
of national borders, supra-national integration, the dismantling of trade and investment
barriers, the far-reaching deregulation of markets, the emergence of global customers, rapid
developments in the capabilities and spread of new information- and web-based technolo-
gies, and the opening-up of large developing economies such as the BRIC nations of Brazil,
Russia, India and China - all have contributed to the intensification of competition. One
could argue they have also promoted the attractiveness of global integration to MNC:s.
Although the majority of the world’s largest 100 MNCs are headquartered in one of the
Triad regions (North America, Europe and Japan), on average, 65 per cent of their sales
are generated outside of their home country and 57 per cent of their total workforce are
employed abroad (UN 2014). The growing levels of complexity that have arisen from oper-
ating in a large number of foreign locations comprising very different national business
systems have increased the need for MNCs to foster some degree of control over foreign
subsidiaries and to transfer common practices. However, this complexity also inhibits the
MNCs’ ability to do so. Put another way, the differences in how organizational practices are
carried out in different parts of the MNC are both a driver and a constraint for the transfer
of practices. While this chapter makes arguments for differences being a driver, Chapter 7
will present the case for them representing constraints.

Strategic drivers

Environmental drivers of global integration put pressure on MNCs to take a course of action
regarding their international strategy and structure. Strategic drivers capture the business
advantages that are realizable by pursuing global integration. Evans et al. (2011: 126) list
a number of such strategic drivers that they see as supporting the adoption of a globally
integrated approach to managing the MNC. Achieving economies of scale can help a firm to
lower its unit costs by centralizing core value chain activities. This might take the form, for
example, of creating a network of specialized operations, which are then tightly controlled
by a central hub. Establishing value chain linkages between, for example, R&D and manu-
facturing allows the firm to exploit its position as a leader in innovation and to be at the
forefront of any technological and competitive changes. Serving global customers refers to the
need for suppliers of products or services to become as globally integrated as their clients
who determine things such as price, quality and delivery on an increasingly global basis.
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Global integration can also facilitate global branding insofar as it allows an MNC to promote
a consistent brand image around the world and to benefit from an efficient application of
marketing tools, such as advertising and merchandising. Leveraging capabilities involves the
transfer of valuable capabilities developed in a firm’s competitive domestic market to its
international operations. World-class quality assurance, on the other hand, refers to stan-
dardization and central control over complex core processes, which can help to ensure high
quality and a competitive edge. The strategic driver of competitive platforms is based on the
idea that if the HQ tightly controls subsidiaries, it can allow them to respond quickly to
shifts in the competitive landscape and also facilitates a more rapid global expansion of
operations via the redeployment of resources.

One could also add business process outsourcing to the list of strategic drivers, especially
when it involves contracting out an activity to an offshore provider or to a shared service
centre (see Chapter 8). The outsourcing industry has grown rapidly in recent years with
most of the world’s leading MNCs now outsourcing at least one of its core business pro-
cesses. However, for outsourcing to an offshore service provider to work more effectively,
the activity to be outsourced ideally needs to be carried out in the same way, or at least simi-
lar, in each location, otherwise the service provider would need to get up to speed on all the
different ways that the activity is performed. In this sense, the global integration of a set of
activities (e.g. HRM) is seen as a necessary step prior to reaping the benefits of outsourcing.

Structural drivers

Beyond the strategic drivers that confer certain competitive advantages to MNCs, there
are characteristics of the MNC itself that lend themselves to global integration and thus
the transfer of organizational practices. These are referred to here as structural drivers.
Unlike strategic drivers, these characteristics can act as either facilitators or inhibitors of
global integration. For instance, the first structural driver is the MNC’s country of origin,
and the corresponding ‘country-of-origin effect’ (discussed in Chapter 4) that this has
on an MNC'’s tendencies, among other things, to transfer its HRM practices (see Almond
2011, for areview). The evidence suggests that the way an MNC manages its international
workforce, including the degree of global integration it seeks over its foreign subsidiaries,
is disproportionately influenced by its roots in the domestic business system. More specif-
ically, MNCs from countries that have been economically successful have an incentive to
integrate those practices into their foreign subsidiaries that are seen as having contributed
to this success. For instance, many US MNCs transferred ‘Taylorist’ forms of work orga-
nization and formalized payment systems to their European subsidiaries in the post-war
period (e.g. Kogut 1991). More recent evidence reveals that several US MNCs transfer
practices designed to increase the ‘diversity’ of their workforces, such as quotas on women
in management positions and equal treatment for homosexual employees, in the belief
that such diversity policies form a part of the firm’s competitive advantage (Ferner et al.
2004). Similarly, in the 1980s, many Japanese MNCs sought to integrate ‘lean produc-
tion’ and its associated HRM practices, such as teamworking and employee involvement
in maintaining quality standards, into their European and North American subsidiaries.
For emerging country MNCs, the pattern is more complex with evidence suggesting that
hybrid HRM systems are being used around a global ‘best practice’ template (e.g. Chang
etal. 2009; Chung et al. 2014).
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Indeed, Pudelko and Harzing (2007) remind us that in the global integration-local
differentiation dilemma, global integration does not necessarily involve the integration
of practices found at MNC headquarters, but around a national management model per-
ceived as representing global best practice. In their study of HRM practices in the foreign
subsidiaries of US, German and Japanese MNCs, they found that the ‘dominance effect’ of
the US model of HRM was more important than country-of-origin and localization effects
in explaining the HRM practices found in the foreign subsidiaries. In support of the argu-
ment in this chapter that global HRM integration is becoming more desirable, Pudelko
and Harzing conclude that there does appear to be convergence towards a worldwide
best practices model of HRM. As an extension of the discussion about home-country and
dominance effects, another source of global HRM integration could be foreign subsidiar-
ies themselves. From this perspective, ‘teverse’ HRM transfer has also attracted growing
attention, looking at conditions under which foreign subsidiaries, albeit quite often from
institutionally strong host-country settings, are capable of transferring HRM practices to
headquarters (Thory 2008; Edwards and Tempel 2010), as well as laterally to other MNC
subsidiaries (Edwards et al. 2015).

A second structural driver of global integration is the nature of an MNC'’s international
management structures. In particular, a structure that is based on national units, which
Porter (1986) calls ‘multi-domestic’, limits the contact between actors in different coun-
tries, thereby constraining the scope for integration. In contrast, a structure that is based
on international product divisions, which Porter terms ‘global’, deepens the linkages
across borders within the firm. With respect to the HR function, Marginson et al. (1995)
have shown that MNCs with a global structure are more likely to have regular meetings
of HR managers across their sites, to have an international HR policy committee and to
promote the mobility of staff through international assignments. All of these structures
have the potential to act as mechanisms through which global integration occurs. Thus,
while a multi-domestic structure limits the scope for global integration, a global struc-
ture promotes it. Many MNCs have moved towards adopting a matrix structure in which
international divisions coexist with regional aspects to the structure, normally based on
continents (see e.g. Farndale et al. 2010). This type of matrix deepens international man-
agement structures along two dimensions, providing significant scope for integration
and the transfer of practices.

The third structural driver is a characteristic of foreign subsidiaries, namely their mode
of establishment. In general, the constraints facing management at HQ in integrating for-
eign subsidiaries are greater when the subsidiaries have been acquired. This is because the
firm inherits a pre-existing set of practices that may prove difficult to change, and also
because the act of acquisition itself may create suspicion and resistance among employees
in the acquired units (see Chapter 7). In foreign subsidiaries established as ‘greenfield
sites’, on the other hand, HQ management has greater freedom to introduce their own
practices. Research suggests that MNCs that seek to implement practices that diverge
from the ‘norm’ in a particular country grow mainly via greenfield investments. Indeed,
we find more expatriates from HQ in greenfield sites (e.g. Harzing 1999) as well as HRM
practices that more closely resemble those of the parent (Rosenzweig and Nohria 1994;
Bjorkman and Lu 2001).
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While the country of origin shapes the inclination of MNCs to achieve global integration
and the firm’s structure and method of growth affect the constraints that they face in so
doing, the last structural driver is arguably even more important in shaping whether MNCs
want to globally integrate and transfer organizational practices in the first place: the extent
to which processes of production and service provision are integrated on an international
basis, and where they are, how this occurs. This is referred to here as the extent and nature of
the integration of subsidiary operations. You will notice from the explanations below that this
structural driver might also be classified as an ‘industry effect’ since certain structural con-
figurations are more commonly found in specific industries (Ghoshal and Nohria 1993).
Edwards et al. (2013) argue that while there may be tensions between global integration and
local adaptation pressures, they are not always opposites. Instead, they view global integra-
tion occurring across multiple levels within the MNC. The first-order level (or ‘upstream’
level) comprises firm strategy and how business activities are interlinked, the second-or-
der level includes issues relating to internal operating structures, and the third-order level
(or ‘downstream’ level) concerns how functions such as HR are organized internationally.
While interdependent, greater global integration at one level does not necessarily mean
greater integration at another.

For MNCs pursuing the international integration of subsidiary operations, this can
take two primary forms, each of which has quite different implications for the extent
of overall global integration. One of these is ‘replicated production’ in which units
in different countries perform very similar operations. Examples of this are the large
consultancy firms such as Accenture and IT service providers such as IBM, which are
increasingly offering standardized services in different countries. In this case, the sim-
ilarity in the nature of the operating units means that the HQ has a clear incentive to
spread practices throughout its operations in order to apply lessons learned in one unit
to other units in the MNC and to develop common policies to encourage the mobility
of staff across their operations.

The other variant of integrated subsidiary operations is ‘segmented production’, which
involves units in different countries performing distinct functions within a corporate pro-
duction process. Gereffi (1999) uses the term ‘global commodity chains’ (GCCs) to describe
the way in which segmented production can occur. Gereffi distinguishes between two
types of GCC. First, ‘producer-driven commodity chains’ are ‘those in which large, usually
transnational, manufacturers play the central roles in coordinating production networks’
(see Figure 5.1). These are characteristic of capital- and technology-intensive industries such
as cars and computers. The way in which the Japanese motor firms have broken up the pro-
duction of a car so that different parts of the process take place in different Asian countries is
an example of this. Second, ‘buyer-driven commodity chains’ are ‘those industries in which

Producer and
Suppliers driver Retailers

Distributors

Figure 5.1 Producer-driven chains
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Figure 5.2 Buyer-driven chains

large retailers, designers and trading companies play the pivotal role in setting up decen-
tralized production networks in a variety of exporting countries’ (see Figure 5.2). This type
of chain is found in labour-intensive consumer goods sectors such as clothing, household
goods and consumer electronics. Firms like Nike and Gap, for example, have established
this type of chain. In both these types of ‘segmented production’ chains, the incentive to
integrate practices is significant also, but different in nature from those associated with repli-
cated production. Some coordination between these links in the chain is necessary, meaning
that management has an incentive to ensure that there are cross-national teams of key staff,
such as those in logistics and R&D, for example. However, since the functions performed in
different countries are quite distinct from one another, there is very little incentive to har-
monize the firm’s approach to managing most occupational groups (Edwards et al., 2013).
One of the limits to the standardization of HR policies across borders has been the accelera-
tion in the distribution of MNCs’ operational responsibilities to various third parties, leaving
MNC structures to become more accurately described as ‘differentiated networks’ (Nohria
and Ghoshal 1997). In many industries like automobile manufacturing and pharmaceuti-
cals, MNCs in a relatively short period of time have gone from being ‘doers’ to ‘integrators’
in a value net. The rise of multi-employer networks and the blurring of organizational
boundaries raise several important questions, and potential obstacles, for HRM integration
(e.g. Marchington et al. 2011). Unfortunately, HRM issues associated with international sub-
contracting and outsourcing are not well understood (Welch and Bjorkman 2015).

Having identified a comprehensive list of environmental, strategic and structural drivers
of global integration, it is worth noting that there is a weakness in this approach of implying
that outcomes (i.e. global integration) follow unproblematically from these drivers. This is
picked up in the next chapter and is based on arguments presented in Chapter 4 that there
are various organizational actors involved in the integration (or ‘diffusion’) process, who
will draw on their sources of power to further their own interests and thus encourage or
obstruct integration efforts.

D Drivers of global HRM integration

The drivers discussed so far could apply to a wide range of MNC activities or business func-
tions. The purpose of this section is to highlight additional drivers of global integration
that are more HRM-specific. It is worth pointing out here that some argue that integration
(and its associated drivers) really have their roots at the business function level (Kim et
al. 2003). Thus, we equally need to look at how the HR function itself contributes to the
process of globalization, and therefore global integration, in addition to how it might be
affected by it. However, the HR function is not one we would typically consider as being
very globalized.
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In their survey of HR professionals, Sparrow et al. (2004: 59-60) identified five
‘organizational drivers’ behind the globalization and functional re-alignment of HRM.
Touching on some drivers already mentioned elsewhere, they comprised efficiency
orientation (centralization and outsourcing of business processes), the creation of core
business processes, building a rapid global presence (including the e-enablement of
management), information exchange, organizational learning and partnership (including
knowledge management), and the localization of decision-making.

A further driver of global HRM integration relates to the belief by top management that
HRM is a key source of competitive advantage. Studies show, for example, that when an
MNC'’s top management places significant value on their HRM practices as part of their
achieving superior performance, the integration of those HRM practices into their for-
eign subsidiaries is much more extensive than in the subsidiaries of MNCs which do not
(Beechler and Yang 1994; Bae et al. 1998).

Another HRM-specific driver concerns perceptions of internal equity. The argument
here is that if HRM policies and practices are carried out in much the same way in all MNC
locations, subject to some minor local adjustments, then MNC employees will feel as
though they are being treated equally and thus fairly (Rosenzweig and Nohria 1994). Of
course, one can think of several cases where being treated the same is not likely to result
in perceptions of fairness (e.g. individual, performance-related pay in a collectivist culture
or conducting all managerial appraisals in English), but global HRM processes and policy
frameworks are nevertheless argued to be more equitable than adhering to a multitude
of different criteria or processes, and can serve as a form of horizontal coordination (or
‘organizational glue’) that makes it easier to reinforce common sta