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[bookmark: _GoBack]Module 1		The Global Market and its Major Actors
Introduction
We are living in a complex world. MNCs, especially those with a global customer base and workforce, play a significant part in this complex, fast-moving, multi-faceted world by sponsoring innovation and applying scientific breakthroughs.
MNCs have been the principal agents of globalisation of the market and the world.
Going International and Global
MNCs have much in common with single-nation firms but are also unique because they are spread beyond their familiar home ground. The larger the company and wider the geographical reach, the complex its business affairs are.
Motives behind Internationalisation
Market saturation, fierce competition from domestic and foreign companies, high costs of production and shortage of managerial and technical skills are some reasons why firms might find further investment in home markets less attractive than in foreign markets, the so-called push factors.
Various opportunities and advantages abroad, the so-called pull factors, may entice companies to internationalise their operations: low production costs, closeness to raw materials, advanced technology, skilled human resources, tax incentives in host countries, etc.
Companies that wish to internationalise, can only do so if they have the core competencies such as operational capability, managerial skills and the ability to work with foreign partners and/ or in foreign companies.
Major International Strategies
The most prevalent and perhaps the oldest form of international business is import and export of goods and services. Some firms may buy, or sell, or facilitate the import and export of commodities, products and services of other companies in international markets. Others may import raw materials and semi-processed goods for use in their own manufacturing operations, mainly because these either do not exist in their own country in sufficient quantity, or might be cheaper abroad. There are also companies that export their own products and services. Individual firms may, of course, engage in any combination of these forms of import and export activities.
Sometimes a seller of goods or services undertakes to buy goods or services from its trade partner, under the conditions of the contracts signed between the respective governments. This type of obligation based on contracts is called countertrade. It is a useful means of trading, employed not only by countries with non-convertible currencies, but also by many developing countries that wish to increase their exports and attain better terms of trade with their international partners.
Some firms choose, for economic, technical and sometimes political reasons, not to export their products to some countries, but to license certain companies in those countries to use their production technology and components to produce similar products.
Franchising is very similar to licensing, but the products are made under the original company’s brand name. The American company McDonald’s, which has hamburger restaurant chains in many countries, is an example of this kind of international business.
One factor that all of the above forms of international business share is that the companies concerned do not normally have managerial control over the foreign part of the operation. Another form of non-managerial foreign involvement is portfolio investment, whereby a company may decide to buy shares in one or more firms operating in other countries. These shares entitle the investing company to dividends but not to managerial control.
Control of assets and management distinguishes foreign direct investment (FDI) from portfolio investment. FDI normally takes one of two forms. One is partnerships with firms, also known as joint ventures; the other is wholly owned subsidiaries. Joint ventures are companies with multinational ownership, usually involving two or three countries. Joint ventures can be established as such from the outset, or foreign investors can buy into a uninational company and change it to a joint venture.
Development zones give more freedom to companies where there are tax incentives and other financial concessions as well being able to dictate their own terms.
Major Drivers and Obstacles in FDI
FDI has been on the increase in recent decades. A major political force behind this increase was the Marshall Plan. This accelerated a trend that had already started in the years between the two world wars. Western European countries had been devastated by the ravages of WWII; they had to be rebuilt and become a powerful counterbalance to the communist Eastern bloc. In addition, these countries needed to shift from producing armaments to making commercial goods.
At both national and company levels, decisions to engage in foreign direct investment are influenced by political and cultural factors as well as by economic and commercial ones– both at the entry stage and once the company is operational within the host country.
Some developing countries choose to have foreign investment on a temporary basis, notably in the form of turnkey projects. These nations, although they might need foreign firms for economic reasons, prefer to reduce their dependence on them, for long-term political and economic reasons. A limited-life turnkey operation could bring the usual benefits of inward investment, such as technical and managerial know-how, and employment. But at the same time it will not remain long enough to either dominate the local economy or make itself indispensable forever.
A variation on such a theme has been employed by Iran in recent years, in the form of buy-back projects to engage foreign multinationals in its oil industry, an industry that has been engulfed by foreign and domestic politics as well as by economic considerations since its birth in the late 19th century.

FDI among industrialised nations is relatively unproblematic although it is viewed with suspicion in some countries where there is a history of exploitation and manipulation. Some nations impose conditions such as percentage of ownership, investment of profits. Nowadays MNCs are normally too busy trying to survive than to interfere, as they used to, in a country’s political or cultural arena.
Limits to the Globalisation of the Market
The Global Village isn’t really all that global. It exists for major MNCs that operate within a handful of advanced nations. It is dominated by the Triad (the US, EU, Japan) and many countries are excluded or play a minor role as movers and shakers. Strategic decisions affecting the rest of the world are made annually at the G8 summit.
Managing People Globally
Once a company goes international, its HRM policies and practices will change depending on the form of internationalism and the extent and depth of its involvement in the local market.
Importing, exporting, franchising, licensing and portfolio investment do not involve employee management as part of foreign operations in the host country (although there are exceptions).
It is when there is direct investment when a company is involved with joint ventures and wholly owned subsidiaries that it comes into direct contact with local or non-local employees.
As a company moves in more deeply into internationalisation does it become more involved with foreign countries and cultures. The context of an MNC’s relationship with their foreign subsidiaries is normally referred to as the parent-subsidiary relationship.
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Module 2		Major Approaches to Managing Employees
Introduction
In every company, employees are some of the most crucial resources on which prosperity depends. Higher employee productivity, leading to lower costs, and greater motivation, leading to better service, can both result in competitive advantage. The economic miracle of the “Asian Tigers” was achieved through micro level and macro level policies.
The Evolution of Thinking on Managing Human Resources
The history of the evolution of management thinking and theory shows that this argument has not always been advocated by scholars or practitioners. In the early parts of the 20th century, when the history of modern management began, management and organisation theorists tended to ignore the environment in which organisations operated, and argued for a universal ‘one best way’ of managing organisations. They prescribed bureaucracy as the rational and efficient model of organisations. Henry Ford’s method of car assembly production and employee management epitomises this so-called classical approach. It was only in the 1950s and 1960s that many management thinkers started to challenge this universalistic view, on human relations grounds. They still argued that there was ‘one best way’ of organising activities, but the emphasis was now on human beings’ needs and abilities, which, according to this new school, had been overlooked by the classical theorists. There were also challenges on the grounds that different technologies require different styles of management. Woodward’s (1958) work was a seminal study into the impact of technology on management style. In general, firms at the extremes of technological complexity (unit and continuous process) tended towards organic management styles and structures, whereas those at the centre were more mechanistic. This research led her to conclude that the criterion for assessing the appropriateness of a management style must be the extent to which it furthers the objectives of the firm. This was the beginning of the end of the ‘universal best practices’ approach. The work of Woodward and her followers had a major impact on organisational theory, and provoked and stimulated a series of fruitful intellectual debates and empirical investigations.
In parallel with Woodward and her supporters, a new approach was developed that argued that there is a central logic to industrialisation, which derives from the imperatives of machine technology and economic development. Industrialisation brings about changes in the fabric of organisations, particularly in their size and complexity. These changes necessitate developments in organisation structuring: greater specialisation, reliance upon rules, and decentralisation. Management becomes more ‘professionalised’, and authority relationships tend to shift from autocratic to formalised and more participative modes. The logic of industrialisation prevails whatever the cultural setting, although cultural factors can impinge on the process, and may slow it down.
This view later developed into the contingency approach. The main concern of this approach was the bureaucratic inability to adapt to a changing and complex environment. This approach fails to take into account national culture. It does however stress the interaction between the organisation and the environment and how it influences the shaping of its structure and its processes.
Environment is a widely discussed concept. It is defined as ‘the organisation’s source of inputs and sink of output: that is, the set of persons, groups and organisations with which the focal organisation has exchange relations.’ 
A major component that is missing from the contingency approach is national culture, and its influences on the ways in which companies work and organise themselves.
Management of Employees in our Time
HRM and its Immediate Ancestor
Personnel Management can be viewed as the immediate ancestor of HRM. PM deals with S&R, training, compensation, PA, promotion, motivation policies, pensions.
HRM considers employees as a manageable resource like any other though its management is different.
The main concept of HRM is that people management can be a key source of competitive advantage. It deals with personnel functions but the planning is integrated into the organisational strategy.
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Three other important differences are;
· Personnel focuses on the management and control of subordinates whereas HRM concentrates on the management team.
· Line managers play a key role in HRM in coordinating resources towards achieving profit which is not the case under personnel management. 
· Management of organisational culture is an important aspect of HRM but plays no role in personnel management.
HRM Models
There are generally two perspectives- hard and soft. The hard model reflects the utilitarian instrumentalism and basically treats people as an expendable resource. The soft model reflects a developmental, humanistic view and emphasises the integration of human resource policies into business objectives and at the same time treats employees as valued assets. It is possible to have both of these models working at different times and also in different parts of an organisation at the same time. There are many HRM models such as;
· The matching model- emphasises the resource view of HRM, efficient utilisation and also the ‘right fit’ between organisational strategy, organisational structure and HRM system.
· The Harvard model- stresses the human ‘soft’ aspect and the employer-employee relationship. Highlights different stakeholder interests.
· The contextual model- based on the premise that an organisation may follow different pathways to achieve the same results. This is mainly because of several linkages between the external, environmental context (socio-economic, technological, political-legal, competitive) and the internal, organisational context (culture, structure, leadership, task technology, business output). These linkages contribute to the organisation’s HRM input.
· The 5-P model- melds 5 HR activities (philosophies, programmes, processes, policies, practices) with strategic needs. The model shows how these activities are inter-related.
· The European model- based on the premise that European organisations are constrained at the international level and the national level by national culture and legislation. Also constrained at the organisational level by patterns of ownership and at the HRM level by trade union involvement and consultative arrangements.
Managing Human Resources in the Global Market
Internationalism, globalism, universalism all imply that companies face similar problems in the marketplace. Globalisation has reduced the differences between people and their needs and preferences as customers, suppliers, clients etc. The problems that they are all experiencing are increasingly similar all over the globe. These challenges will be best met through tried and tested solutions or best practices. Many researchers have challenged the notion of universal best practices and recognise the need to take into account the different socio-cultural and political factors and also the internal organisational factors that influence the character and quality of HRM in a company. Global companies recruit and manage people globally. So their employee management strategies, policies and practices will need to accommodate not only their immediate environment but also their varied and complex broader socio-cultural context, i.e. the nearly 200 countries they serve and from which they recruit. The main components of this broad context are shown.
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However, we cannot categorically suggest that contextual differences and internal issues will always prevent many companies from applying HRM principles in many countries. The entire history of human existence shows that we can all learn from each other and emulate those practices that we consider to be beneficial to us and which serve our interests, regardless of their provenance. But this experience also shows that we may often have to modify these practices to suit our own particular societies and needs. And, as mentioned earlier, global HRM is influenced by internal (company) characteristics as well as by external (country) factors.
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CONTEXTUAL FACTORS DETERMINING HRM POLICIES AND PRACTICES



Module 3		The Global Context of Employee Management
Introduction
The origins of national culture include family, religion and ecological conditions. National culture and national institutions are distinctive in the way they exert influence. National cultural norms and “ways of doing things” tend to be internalised but national institutions make their presence felt through externally generated and imposed rules and regulations.
National Culture
Culture is a difficult concept to define. In anthropological and sociological terms, culture refers to the values and attitudes that people in a given society hold. Outside the academic world, culture refers to art and literature.
It is clear that culture is different between nations being shaped by historical, geographical and philosophical factors. A single culture does not have to be constrained by geographic  or political boundaries but can be spread over various countries such as the Chinese people in SE Asia, or Arabs sharing the same religion, language, philosophy, history and a feeling of brotherhood. Also with a single geographic and political entity, there can be many cultures existing within it such as the UK or USA.
Culture versus Nation
It is very easy to confuse nation with culture and equate one with the other. Although in many cases there may be no problems with this, there are also many cases where such an equivalence is problematic. For example, when we talk of Japanese culture we instantly think of people who live in Japan, and when we hear of English culture we may think of all the people who live in Britain. But there is a huge difference between these two cases. For various historical reasons, Japan has been able to isolate itself from the rest of the world in terms of immigration and settlement of non-Japanese people within its geographical and political territory. As a result, only a fraction of the people who permanently live there are of non-Japanese origin.
The rest of the population have collectively shared all their centuries-old traditions, experiences which their history and nature have thrown at them. This has resulted in a homogeneous culture that also equates perfectly with the national political entity called Japan.
National culture is a heterogeneous and a diverse entity. Factors which affect national culture include immigrants who still identify with their former cultural characteristics, their religion and heritage. Culture in its narrow sense, ‘a set of historically evolved, learnt and shared values, attitudes and meanings’, influences organisations at the micro-level. Nation, through mainly political and economic institutions, influences at the macro-level and organisations must consider both influences.
Another point that needs to be considered is that of parity which is concerned with the meaning of concept in different nations or cultures. Distinctive cultures that are subsets of other cultures may assign a positive or negative meanings to views depending on their age, experience or grouping.
Culture Layers
There are a few layers that contribute to our cultural make-up that differentiate our likes and dislikes, mannerisms and so forth. Between these two extremes- global culture and individual characteristics, there are other layers that we share with different groups in different places at different times.
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The Origins of National Culture
Because of the interconnectedness of the various sources and factors that contribute to the distinctive character of a particular culture, it is difficult to pinpoint the origins of culture.
These sources and factors impact one another leading to confusion- or even cancel each other’s contributions as origins of culture.
Climatic and Geographical Sources of Culture
The climate and other physical conditions within which a community lives may have some bearing on the way it evolves. Consider a few examples of how national cultures have been influenced by geographical and climatic factors;
The Japanese
Historically, the Japanese who made a living from farming in their small island country have always been condemned to work hard to survive. Moreover, until very recently, Japan was an agriculture-centred society. Socio-psychologically, the character of the Japanese people and the various customs of Japanese society may be attributed, to some extent, to the farming life that has continued from time immemorial in this small and populous country with so few natural resources. Since Japan is a small country, people have to work hard to keep their farmlands well to achieve self-sufficiency. Thus it became a norm of life for farmers, both men and women, to work on the farm, brushing through the dewy grass and coming home late in the starlight. Their farmland, if neglected, would be overgrown with weeds, and would be ruined.
Iranian and Indian Peoples
Thousands of years ago Arian tribes migrated from Central Asia to India and Iran. In India they found fertile land, plenty of water, rivers and a relatively mild climate. In Iran they faced harsh variable seasons, salt deserts, and very few rivers. It was not perhaps an accident of history that Hinduism, a religion noted for its non-violence and passivity, found roots in India, and the country was so frequently invaded and ruled by others. The same race, when they settled in Iran, became an aggressive nation, fought other nations, conquered their lands, and built up a Persian Empire that ruled over a vast area for centuries. In the past, most Iranians used to make their living through agricultural activities, in thousands of small villages, depending upon their agricultural output. These villages were scattered throughout the land without connecting roads. They were isolated, self-sufficient, closed systems. Wherever there was a small water source, there was also a small village. The agricultural life was difficult in the relatively dry climate of the Iranian plateau. These conditions gradually brought about patience and acceptance of hardship among Iranians.
Peoples of Africa
Much of Africa’s history can be explained by its fragile soils and erratic weather. They make for conservative social and political systems. The communities that endured were those that directed the available energies primarily towards minimising the risk of failure, not towards maximising returns. This created societies designed for survival, not for development: the qualities needed for survival are the opposite of those needed for developing, that is, making experiments and taking risks. Some societies were wealthy, but accumulating wealth was next to impossible; most people bartered, and there were few traders. Everybody had to keep moving. Africans were nomads or pastoralists, or farmers constantly shifting as land became exhausted. This is why experience of the past was all important, and why gerontocracy became, one way or another, Africa’s political system. Its societies were organised in age-sets, in which the oldest ruled. They still do: few of Africa’s leaders are under 60, well above the average life expectancy. In Kenya the ‘young Turks’ are all in their mid 50s.
History and Culture
The history of a nation plays a significant part in creating and shaping the values of its members. Assumptions about historical roots of cultural differences, although, always remain speculative, but in certain cases, they may look quite plausible.
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Most of us, in one way or another, go through the socialisation process that binds us culturally to other members of the society within which we live. Figure 3.2 showed the major primary and secondary social institutions that contribute to the creation of national culture.
Family
The societal, national cultural characteristics are learnt in the wider environment, and most members of the society share them to a large extent. The family is the basic unit of society in which a person encounters the outside world and takes his or her first steps on a lifelong journey of socialisation and acculturation, and of learning from and contributing to a living environment. The family could arguably be described as the cradle of culture. It is here where most people start learning how to relate to others: attitudes toward powerful and experienced seniors, hierarchical relationships, attitudes towards the other sex, moral standards, expected behaviours in various situations, and many more.
Religion
Religion is an institution that plays a significant role in how we view the world and relate to it and its inhabitants, irrespective of whether or not we are believers. One of the many features that distinguish us from other animals is the way in which we bring order to the societies in which we live, through laws and regulations or codes of conduct. And after centuries of experimentation we have now set in place elaborate codes to regulate our behaviour in public, and even in private; codes that we shall continue to modify and adjust as we go along. Arguably, these codes, in the main, originated in religion.
Education
Education plays a significant role in modern societies in that, among other things, it determines the quality of their human resources. Formal education, especially in societies where there are well-developed educational institutions, contributes to the formation of culture, both through the value system and the priorities on which it is based (macro level) and through the teaching practices and styles (micro level).
At the macro level, some nations emphasise the importance of free and universal schooling for their young in order to equip them with a firm foundation to start a vocation or go on to higher education, which may not necessarily be free. In many cases students are expected to find ways of financing their higher education, such as part-time jobs, deferred-payment loans, sponsorship, scholarship or parental assistance. Many south-east Asian countries, New Zealand and recently the United Kingdom are among the nations that have adopted policies along these lines. The top priority in these countries is to ensure the maximum possible literacy rate for the population as a whole. Policies of this kind mean that, as far as business organisations are concerned, the workforce at all levels has a minimum standard of education. There are some countries, such as India, that are top heavy: an excellent university level educational system, but poorly equipped and maintained primary- and secondary level education. Here the literacy rate is rather low, and managers are handicapped by a shortage of skilled workers at shop-floor levels. Training these employees to become operators of sophisticated machinery and computerised equipment could be difficult for many firms, especially small- and medium-sized ones.
At the micro level, that is, learning and teaching practices, there are also differences among nations. In some countries teaching is student centred: that is, students are actively involved in the learning and teaching process, through experimentation, trial and error, participation in class discussions and self-directed small group activities, and practical as well as theoretical learning. Students are generally encouraged to challenge, to explore, to criticise, to analyse, to make mistakes, and to learn from their mistakes in a constructive manner. In other countries, by contrast, teaching is a one-way activity, performed by the teacher, and learning is a passive activity: students are expected to accept facts as imparted in the lectures and read in their textbooks.
The implications of these two different styles of teaching practice for interpersonal relationships, especially in terms of power and authority, and the ability to stand on one’s own feet in life, are obvious. In the first type of country people go through an educational system that prepares them to face and meet unknown challenges, to take risk, and to believe in themselves and be self-confident. In the second type, people are encouraged to rely on their seniors and ask for their advice on major issues, and may as a result suffer from low self-esteem. These two opposite cases are of course hypothetical extreme poles. In practice the situation is less rigid than this. Most nations are located on a continuum ranging between one extreme and the other. Moreover, each nation has a complex mixture of educational practices and priorities at different times and in different places. But in some countries the overwhelming proportion of educational establishments may be closer to one end and in others closer to the other end of the continuum.

Religion, family, education, history and ecological conditions all contribute in their own way to our cultural make-up. The effects of these factors should be considered in conjunction with one another, and not in isolation. For instance, a people’s religion might be fatalistic, but this feature could well be offset by other factors. So, for example, India, where the predominant religion is Hinduism, a religion known for passivity and fatalism, gave birth to a strong movement headed by Gandhi that puts an end to 200 years of colonial rule by the British- a non-violent movement but certainly not a passive or fatalistic one.
Mass Communication Media
The birth of true mass communication media can perhaps be traced to the invention of printing, which made it possible for people to disseminate information through the written medium to a much wider audience than had hitherto been possible. Centuries later, the latter part of the 19th and then the whole of the 20th century saw the advent of the telegraph, the telephone, radio, television, telex, fax, email and of course the Internet. These media have transformed the world in which we live, not only in terms of bringing people closer together, irrespective of their geographical locations, but also in terms of spreading values, attitudes, tastes, meanings, vocabulary i.e. culture.
The electronic communication media have perhaps done more than any other invention to break down cultural barriers between people from different parts of the world. Limitations also exist on the use and reach of all forms of the mass communication media, for technical, political and many other reasons. For instance, many countries where the mass media are either owned by, or their editorial policies are heavily controlled by, the state.
Multinational Companies
MNCs are very much a part of our lives these days, as they have been for decades. They are set to continue their worldwide presence; they are and will be irreversibly committed to technological innovation and world-class standards and to creating markets in all parts of the planet. Some will fail; others will take their place. But they will not go home. After all, what is ‘home’ in a world where there is no place to hide? The most sanguine prospects are for a golden age in which all nations share in a global boom.
MNCs can also be considered, to some extent, as culture-building institutions. They play a significant part in the movement of goods, services and people around the world. In the process they also change our lifestyles as well as accommodate them. McDonald’s, for instance, has introduced clean lavatories to Hong Kong.

Non-Cultural Influences on Values and Attitudes
As people grow up and go through their life experiences, they pick up other influences. Some of these may come from other culture-building institutions while others are more or less unique to the individual. These include;
· Education
· Age
· Occupation
· Experience
Cultural Values and Attitudes Related to Management and Organisations
Numerous anthropologists and social anthropologists, social and organisational psychologists, and management researchers have written volumes on the kinds of values and attitudes that various nations hold, and on the degree to which these might vary from nation to nation. Some of these values and attitudes have more direct relevance for business organisations than others. Two points need to be stressed.
· the cultural characteristics generally attributed to various peoples, and discussed here, are based on the findings of research studies and not on ‘stereotypes’ that one might have heard or read about other cultures.
· culture cannot really be simplified and reduced to a handful of neat boxes into which some nations are placed and from which others are excluded. To do this will give a myopic view resulting in an unrealistic and incomplete picture of a nation. Nor is it possible to attribute a certain degree of cultural characteristics to a nation and their opposites to others and then pigeonhole them there forever. 

Many of these characteristics and their opposites are present in all of us, and manifest themselves in one form or other in different situations. In other words, national culture is too vibrant and dynamic an entity to be confined to clear-cut boxes.
Major cultural characteristics observed in various nations include;
· Individual
· Relationship with others
· Relationship with environment
· Relation with society and the state
· Expectation from companies
· Political views and activities
· Economic views and activities



Module 4		National Culture and Employee Management
Introduction
There are implications of national cultural factors on work-related values and attitudes that people hold. The way in which these values and attitudes in turn influence HRM and other employee management policies and practices in the workplace need to be considered.
Concept of HRM and National Culture
It is generally agreed that the soft aspects of organisations, such as HRM, are more readily influenced by culture than hard aspects. HRM came into being as a response mainly from the Japanese challenge. It has been found that it has still not firmly taken root especially in a sample of European countries. Many companies have renamed their personnel department the HR department just because the title seems ‘cool’.
There needs to be a fit between what is imported from abroad and the local environment, for the adoption of HRM to be successful. This can only be successful if the local environment is identical or very close in character to the exporting country. Some countries and organisations have tried to import and implement HRM but with some modification. The recontextualisation of imported practices is also applicable to HRM. A good example is Mickey Mouse where the imported practice goes through cultural filters to make it more receptive to the new, local environment. 
There are aspects of people management and HRM that are susceptible to influences of national culture. Major soft aspects include management style, organisational structure, leadership style and employee relationship with the company. Major cultural work-related attitudes and values that are likely to shape them include attitudes to power, risk and authority, self-confidence, responsibility, achievement orientation and also tolerance of ambiguity and uncertainty. Major cultural attitudes and values that influence the soft aspects of organisation include;
· 
· attitude to power and authority
· tolerance for ambiguity and uncertainty
· attitude to risk and risk taking
· individualism, self-orientation
· collectivism, group orientation
· acceptance of responsibility
· interpersonal trust
· attitude to other people’s opinion
· attitude to sharing information and knowledge with others
· self-confidence, self-reliance 
· recognition of the rights of others to be consulted with
· preference for certain leadership behaviours
· preference for independence and autonomy
· achievement orientation, ambition
· attitudes to conflict and harmony
· work ethic, honesty
· attitude to the nature of human beings



National Culture and Broad Employee Management Issues
Attitude to Power and Authority and its Implications for Employee Management
It is safe to say that in every culture there is inequality of power between people based on such things as wealth, education, politics and social positions. At the macro-level this manifests in hierarchical stratification. At the micro-level, it can manifest as fear, reluctance or ability to challenge people in senior positions. But what differentiates between cultures, is the acceptance within the society of the inequality between members. At the organisational level, this inequality can be observed in formal and informal hierarchical structures. In high-inequality cultures, people will be less likely to challenge their superiors and in these organisations, the management style will likely be paternalistic or autocratic. In low-inequality cultures, the reverse will occur where juniors are able to challenge and participate in major decisions and the management style is likely to be consultative and participative and the authority hierarchy is flat or flexible.
Tolerance for Ambiguity, Attitude to Risk & their Implications for Employee Management
These characteristics influence the degree to which people make decisions and accept responsibility. Rules and regulations will help employees who have a low tolerance for ambiguity and therefore senior managers ‘are given’ or have the responsibility for making decisions.
Those who have a high tolerance for ambiguity tend to be entrepreneurial and willing to take risks while their managers would be willing to let them do it, coming to their aid if needed. Organisations as a result generally have a decentralised structure and the person on the spot is empowered to do the job as they see fit.
Interpersonal Trust and its Implications for Employee Management
A major factor that influences the extent to which a manager shares power and authority with subordinates is whether they trust their ability and intentions or not. This is related to corruption in society where only a few employees would be trusted. If there is trust and ethical behaviour present in general, managers tend to trust their employees in making decisions on their own with them reporting back on the outcomes.
Individualism and Collectivism and Their Implications for Employee Management
These concepts are not clear-cut. Individualism can be thought of as self-interest and collectivism as self-sacrifice.
An individualistic culture may value autonomy, privacy and independence while a collectivist culture values the community, organisation and family as being more important. Here, self-sacrifice is endured for the collective good.
An individualistic culture is contractual with clear boundaries between work and personal relationships.
In a collectivist culture, the relationship is emotional and boundaries are blurred and managers could be paternalistic in giving advice on personal matters. Working long hours without pay is expected. In return for their well-being, employees must give loyalty and commitment.
In-groups are groups where people are more close some people than others such as family, a sports team or class, and the size of this group varies from culture to culture. Individualists have smaller in-groups, collectivists a large one.
In some cultures such as Japan, the work place is seen as an in-group and in other cultures such as India or Iran, they receive less loyalty and are part of the out-group.
Preference for Certain Leadership Behaviours and its Implications for Employee Management
There are four broad categories of leadership/management style that are generally observed in various cultures and at different levels of society.
Each of these is characterised by a distinctive decision-making pattern;
· When there is an important decision to be made on an issue, for example building a hospital in the community, a participative leader puts the issue before the members of the community or their representatives, and invites discussion. At the end the decision accepted by the majority is the final decision, and everybody abides by it.
· The consultative leader seeks the views and advice of the community members but makes the final decision himself or herself, having listened to all the arguments. The final decision is accepted by all.
· A benevolent autocrat may not necessarily consult people, but they genuinely think that they are right. They then persuade people to accept the merit of the decision and ‘sell’ it to them.
· A coercive leader has a total disregard for what people think, and after having made the decision will force everybody to abide by it, whether they like it or not.


In addition, researchers have identified two leadership styles that are evident at the organisational level: task-oriented and employee-oriented (M behaviour). This is very much perception-oriented and a leader may think they are performing one style but this is perceived as the other style by the employee.
A further dimension that has been added to this is that of genotypes, the core intention of an action, and phenotypes, the manner in which the intention is expressed in a particular cultural context.
Employees may see Japanese M behaviour different to British M behaviour- e.g. the Japanese may discuss an employee’s problem with other managers whereas the British would see that as an invasion of privacy.
British supervisors who are high on M behaviour are seen to be task-oriented and more consultative than their Japanese counterparts.
British employees enjoy consultation, participation, privacy, individualism and Japanese employees have views which are more collectivist in nature.
National Culture and Specific HRM Issues
Selection and Recruitment
Differing societal and internal organisational factors mean that procedures followed by companies of various countries are different. Formal procedures used for selection are used in advanced industrialised countries.
Assessment centres, interviews and written tests are used to select the appropriate person. In some countries an informal network of friends and relatives are used which is a response to a limited scope of development of mass communication media for advertising and a lack of highly specialised departments of selection and recruitment.
Other variations occur within industrialised nations. Japanese companies aim at selecting people with broad experience and then spend several years of formal training and on-the-job cross-functional experience whereas American companies base their criteria primarily on specialism which would allow the recruit to be ‘slotted’ in to the relevant position without immediate training. Americans look towards business school relationships who provide training rather than education. The British method is a combination of both of these methods- training after a broadly ‘fit-the-job’ basis.
Training
In most companies, there is an initial induction training and this is usually followed by on-the-job further training. Later, to learn new skills and competencies, employees undergo more training which can be informal apprenticeships in some countries and in others, it is more formalised and sometimes externally-based.
Training policy is recognised as a management prerogative and is not prescribed by law but some countries such as France are required by law to spend certain percentage of revenue on training. Traditionally, German, Japanese and US companies spend money on training but some nations such as the UK spend less and rank very low in this respect.
Job Expectations and Motivation Policies
The debate about motivation concerns achievement motive. McClelland, who was a proponent of the argument, implied that if you are ambitious and want to succeed, you can work harder in the workplace to achieve what you want. He further suggested that in economically advanced societies, people’s need for achievement is higher than for those people in less-developed nations. He also implied that individualistic nations have a higher need for achievement than collectivist ones. This is now regarded as a fairly simplistic view as in some collectivist countries such as India, the extended family sacrifice their needs for the sake of the education of the younger generation. 
Maslow introduced the notion of needs hierarchy- physiological, safety, social, esteem, self-actualisation. His model implied universality- that it applied to all nations and all cultures. A related theory is Herzberg’s Two-factor theory which distinguishes between hygiene factors, features of a job that are external to it, and motivation factors, features of a job that are intrinsic. Hygiene factors are comparable to Maslow’s lower levels and motivation factors are comparable to Maslow’s higher needs. Some people prefer extrinsic hygiene factors and others prefer intrinsic motivation factors.
This argument can be extended to the preference people have in certain cultures. In reality, the expectations people have of their jobs depend on many factors and the above theories have been challenged and proved unsubstantiated when looking at, for example, cultural considerations.
Performance Appraisal, Reward and Promotion Policies
There are many different views on these aspects of HRM. In the ME, loyalty to superiors takes preference to performance as measured by Western standards, coherence and harmony is vital to the smooth running of an organisation than setting out performance measures and competition. In some collectivist countries like Japan, performance appraisals could be team-based and so teams and not individuals are rewarded whereas in individualistic countries, individual-based performance appraisals and rewards are the norm.
Rewards given are also governed by the class system inherent in capitalist cultures. Managers are measured and rewarded through goal-setting and meeting objectives while blue-collar workers may be rewarded on productivity.
Differences were noted within Europe which showed various criteria used in promotion and redundancy.
Business Imperatives and other Non-Cultural Influences on HRM
Certain individual and organisational characteristics may either cancel out the influence of national culture completely or at least moderate its effects to some extent.
Influence of Non-Cultural Factors at Individual Level
A study has shown that the level of employees’ education, expertise and skills has a major influence on how they perceive their jobs, power and what they expect from it.
The more educated and skilled, the more empowered they feel with a greater expectation of trust and judgement. The implication is that even when managers prefer a centralised and authoritarian management style, educated and highly-skilled employees are likely to be entrusted with trust and decision-making powers, more than their lower or non-skilled colleagues.
The position a person holds also has an effect- the higher they are in the hierarchy, the more power/authority they hold.
Influence of Non-Cultural Factors at Organisational Level
In the same previous study, research showed that major organisational characteristics such as technology and immediate task environment had a strong influence on employee management.
Market Conditions
If a company operates in a volatile and fiercely competitive market, employees have to respond quickly to the external market and will have to be constantly trained to learn new skills. They will need to have autonomy and decision-making ability without going through the hierarchy. Appropriate motivation and compensation policies need to be put in place. By contrast, in a stable market, employees can afford to refer decisions to higher levels as there is less competition in the market.
Production Technology and Industry
Constant employee training and delegation of decision-making power to well-motivated employees is a requirement in some industries where there is a continual need to come up with new ideas to keep with competition. 
Size
Large organisations usually have a well-established HRM department with extensive policies and procedures. The management style needed to coordinate 120000 people is vastly different from coordinating 50 people. The relationship between management and employee is indirect and highly formalised. In small organisations the management of employees is more personal and direct. Major functions are carried out by individuals rather than departments. A study in the UK showed that not many managers in small companies performed actual HRM, but instead practised a variant of informal unskilled management.
Organisational Culture
A company’s own culture and philosophy are important shapers in forming its management style and HRM strategies and policies. The founding fathers’ vision and style set the tone and culture of the company.


Module 5		Institutional Context of Employee Management
Introduction
Major national and international institutions might influence the business activities of companies and their internal organisation. Both the internal matters of a company such as HRM, and its relationships with the environment can be affected by these institutions. Foreign firms operating within the jurisdiction of a nation can at times also be subject to further rules and regulations. The extent and scope of these will be different from one country to another.
Institutional Influences on Organisations
Some researchers distinguish between the cultural and institutional make-up of a nation and some scholars, usually referred to as institutionalists, consider institutions as a culture. An institutional framework is the set of fundamental political, social and legal ground rules that establish the basis for production, exchange and distribution. This definition also includes cultural as well as societal institutions. Culture and institutions influence management in fundamentally different ways. Culture exerts its influence and constraints informally, that is, through internalised, socially accepted norms of behaviour and institutions’ influence, by contrast, is formal, and in most cases is backed up by enforceable sanctions. Cultural norms are internalised through a long socialisation process whereas national institutions influence people’s actions and behaviours through externally imposed rules and regulations.
Does Institutional Environment Matter?
Studies of a global firm found that many aspects of management practice including employee management, are influenced by national culture and by national institutions. Another study found that strategic practices (wide-purpose routines such as HR) and tactical practices (short range routines such as conflict management) differed between flexible and restrictive labour market institutional environments. There were marked differences between strategic management practices and tactical management practices.
MAJOR CULTURAL, NATIONAL AND SUPRA-NATIONAL INSTITUTIONS AND THEIR INFLUENCES ON ORGANISATIONS
POLITICAL ECONOMIC INSTITUTIONS AND POLICIES
Role of state, political regime,
economic and social policies class structure, urban/rural distinction, legal system, regional and global institutions
RULES AND REGULATIONS
EXTERNAL PRESSURES
SOCIO-CULTURAL INSTITUTIONS
Family
Religion
Education
Mass-media
CULTURAL VALUES AND ATTITUDES
INTERNALISED PRESSURE
ORGANISATION
HRM STRATEGIES,
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Employee management and leadership style











Studies in other parts of the world have also found that various national institutions exert pressures of all kinds on organisations, to which they have to respond. What are these influential institutions, and in what other ways do they impact on society, and on the management of the organisations operating within it? The diagram shows some of the most significant among these institutions. The relationship between national culture and a nation’s institutions is a two way one. A nation’s character is created largely by its institutions, which are in turn created and influenced by it. The main consequence of this self-renewing process is the perpetuation of national culture across generations. The two-headed arrows indicate the two-way relationship between national culture and institutions.
National and International Institutions
These institutions either have their roots in individual nations, evolved over time or created by design, or are creations of two or more nations with common interests in a given type of activity. In either case they exist in order to achieve certain collective goals and objectives, and have rules and regulations that govern their structure, activities and code of conduct. Some of these institutions, depending on their goals and scope, can have a significant bearing on the ways in which organisations operating within their jurisdiction manage their employees and some of their other internal and external affairs.
National Institutions
These are the so-called secondary institutions, which normally have a two-way relationship with a nation’s cultural values and attitudes. They are both created by these values and attitudes and at the same time reinforce them. For example, a culture that emphasises an egalitarian power relationship between people is more likely to have a democratic and egalitarian political system, and people in position of power will be elected to their office in free and fair elections. The system in turn enforces and encourages people to challenge their elected representatives and hold them to account, and to drive them out of office at elections if they are not satisfied with their performance.
International Institutions
The 20th century saw a proliferation of political, military, legal, economic and trade institutions, conventions and agreements at both the regional and global levels, for example the UN, the WTO, NATO, the EU and NAFTA.
Many countries belong to or aspire to belong to these. All these institutions have more or less enforceable rules and regulations that govern the relationship between member states, and prescribe codes of conduct that all members should abide by. International laws can emerge from global, regional or bilateral sources and cover all the countries that are signatories to them. They cannot be violated without serious consequences, such as economic and political sanctions, for those countries that ignore them. In practice, however, such sanctions are imposed selectively on nations and companies operating within them, mainly for political reasons.
Some of these bodies have rules and regulations that are related to organisations operating within the member states, and their jurisdiction ranges from trade and investment to environmental issues, business ethics, and internal organisational matters.
The rules and regulations governing internal matters are usually either related to employees’ individual rights, such as equal opportunity, job security, wage levels, work schedules, work injuries and post-employment economic security, or they are concerned with employees’ collective rights, such as unionisation, bargaining, the resolution of contract disputes, and participative decision making.
National Institutions and HRM
Some major institutions are able to influence, either directly or indirectly, a company’s policies and practices with regard to human resource management and other related matters.
The State and its Role in Society
Political Regime and Structure
A country’s political system is organically grown and an integral outcome of its historical and cultural evolution. There are various reasons why this system may have been transformed making it incompatible with its local culture and tradition. These include revolution, war or capitalism.
Management policies and practices of companies largely reflect the general political culture of a country. In a democracy, employees are likely to have a larger say in the decisions that affect their jobs than in non-democratic societies. The political-economic system has a profound impact on how a nation and individuals organise their public and private lives and this framework is determined through activities at the micro level.
Economic Policies
Since the early 1980s, the general trend of economic and political trade has been towards liberalisation, deregulation, privatisation and ‘small government’. There are various initiatives that have moved in this direction such as the single EU market, NAFTA and WTO. But the extent to which a state controls trade, economic and other business activities varies from one country to another. In developing countries, the government can play an all-pervasive role in the management of the economy as well as politics. There are also variation as in India which for a long time has been a protectionist state and has recently opened up and allowed trade liberalisation. In the UK and US, the government operates a ‘hands-off’ approach but in newly liberalised countries, the government takes a more active role. In the ex-socialist countries, there is a movement away from centralisation to decentralisation with varying degrees of success.
Social Policies
In the social sphere there are varying degrees of governmental intervention across the world. In some countries it is minimal and in others it is more active. It can be confined to law and order, education and health and in some countries, religion, politics, social policies, cultural education and even behaviour of people in public. These policies can be relevant to the workplace as well. For example, in Islamic countries there may be segregation of the sexes such as in Saudi Arabia, dress code needs to be observed and in some instances, women may be barred from public office. The opposite is also true- in Scandinavian countries, there are strict laws against firing pregnant women and paid maternity leave is the norm.
Social Hierarchy and Class Systems
Nations organise their societies in different ways and the degree of rigidity of social structure and the relationships between the different social strata are normally reflected in work organisations. In industrialised societies, social structure is normally based on class differentiation. In India for example, there is a parallel hierarchy based on the caste system. In predominantly agricultural societies a feudal system divides people into masters and serfs and in tribal systems, there exists simple hierarchical structure. In some societies (e.g. UK), there is a rigid hierarchy in terms of wealth, power and opportunities and in others (e.g. Sweden), they do not see class differences. Income, education and occupation are differentiated but the class gap is much smaller than in the UK due to its taxation and welfare systems. Workplace management normally reflects the way the social structure develops. In the UK, manual workers who see themselves as working class consider that they are in conflict with middle-class managers resulting in mistrust and hostility. In India, the caste system exacerbates the general manager-worker conflict where managers are from higher castes and workers from lower caste villagers and slum dwellers of the urban areas. There is also legal discrimination in some countries- local versus foreign, women versus men, white versus non-white. These cases all contravene international labour laws and standards.
Rural and urban Population Centres
In economically advanced and fully industrialised societies, most people live in urban areas; they are educated and sophisticated, and are aware of their political and civil rights, including those related to their workplace. They can articulate their wish to have good working conditions, to be consulted on major decisions affecting their jobs and their career, and so on. The higher their level of expertise and skill, the more they are likely to expect and be given what they ask for. In less economically developed nations, where the economy is based predominantly on agriculture and most people live in rural areas, the industrialised sector is relatively small, and the level of education and professional expertise is low. As a result, fewer people than in the advanced nations either are aware of their workplace-related rights or have the power to enforce them.
Industrial Relations and Trade Unions
Another way in which nations vary from one another is in their use of trade unions, which are a form of pressure group. Free and independent trade unions are institutions that are encouraged and flourish in many democratic nations. In some societies the unions are rubber-stamping puppets of the regime and in others, they are either non-existent, or are repressed. The nature of the ideology and activities that unions adopt also differs from one society to another. For instance, in France, unions are highly political, and tend to engage in class struggles. The Polish trade union and the Siberian miners of Russia are other examples of highly politicised labour movements. In Britain trade unions are more pragmatic, and have no intention of overthrowing or challenging the authority of the management or the government. They fight for their jobs and for better working conditions. Trade unions in the United States are even less militant and more pragmatic than those in Britain.
Forms of unionisation are also different among nations. Trade unions in Japan, for instance, are company-based compared with Britain, where unions are craft-based. As a result, in a Japanese company there is only one union, but in a typical British manufacturing company workers are represented by a number of unions, depending on the number of crafts or jobs that the workers and other employees perform.
Trade unions enjoy differing degrees of power depending on where they are situated and under what economic and political conditions they function at any given point in time. In capitalist economies, especially those with ‘right-of-centre’ policies, market conditions largely determine the rights that employees have. At times of economic boom and low unemployment workers are sought after, and unions can have considerable power and influence over their choice of working conditions, pay and other employment rights. At times of recession and high unemployment, managers have more power to impose working conditions and other employment contracts on their employees, such as no-strike deals. In some capitalist countries, such as Germany, where there is a great emphasis on social market ideology, workers’ rights are enshrined in law.
In most developing countries, protection of workers is part and parcel of a larger design based on the principle of social welfare through industrial policies. In India, for instance, labour-intensive technologies are encouraged in order to increase the level of employment. Quotas are set for the companies to recruit workers from among lower castes and migrants from rural areas. There are minimum wages regulations and measures that make it almost impossible for managers to sack their manual workers or deduct from their wages even if they do not carry out their tasks properly. This is because, given the tradition of the extended family in India, the livelihood of so many depends on the head of the household’s earnings that to sack him may mean starvation for several people. The picture is slowly changing, but there is still a long way to go before industrial and welfare policies are separated from one another.
This kind of situation exists mainly because almost all developing nations lack an extensive or well-developed national welfare state. People depend largely on their families and other relatives for help when they get old, or are sick, or are without a job. They also expect the organisations for which they work to look after them. Social issues such as poverty, unemployment and even ethnic problems are therefore tackled through economic plans via business organisations.
Employers’ Associations
In many countries, various large and small companies organise themselves (formally or informally) into an employers body whose main objective is to promote their professional interests, just as trade unions in many countries aim at protecting the employees’ interests. And, just like trade unions, the employers associations’ power and influence vary from country to country and under different governments. Employers associations normally use various formal and informal means, such as lobbying members of the parliament, cabinet ministers and the media, in order to express their views and preferences on various issues. They can thereby influence legislation and regulation related to business activities, ranging from interest rates and foreign trade policies to industrial relations, workplace practices and other internal employee-management issues.
Legal System; Industrial Relations Laws
One of the ways in which a country’s legal system can influence such internal organisational activities as HRM and industrial relations is through the laws and regulations passed such as the UK minimum wage regulations. All nations regulate business activities to some degree, and companies, like individuals, are subject to the laws of the country in which they operate. However, some nations have relatively hands-off policies as far as business laws are concerned. The limits beyond which domestic and foreign companies cannot venture are specified, but within those limits they are free to pursue their legitimate commercial interests.
By contrast, there are other countries where detailed rules and laws cover everything, from permission and licences to operate, choice of location, and social responsibility, to specific internal organisation activities. In general, health and safety, maternity and paternity leave, the statutory minimum wage, physical working conditions, protection of employees against dust and noise pollution, pension and medical provisions, and childcare facilities are examples of workplace activities that are governed by laws and regulations in many countries.
Legal systems can also have an indirect bearing on organisations. For instance, in some countries the resolution of a dispute between an employee and his or her employers in the court can set a precedent for similar cases in the future.
Industrial relations legislation exerts the most powerful external influence on the internal affairs of companies, and for this reason various interest groups, such as trade unions and employers’ associations, tend to focus their efforts on it before it gets passed through the parliament.
In many developing countries, social issues such as poverty, unemployment and even ethnic problems are tackled through industrial relations and other business-related laws. However, sometimes there are political motives behind pro-workers legislation. In pre-1979 revolution Iran the Shah’s regime would attempt to secure workers’ loyalty by measures such as compulsory employee profit-sharing schemes and share ownership of medium- and large-sized firms.
The laws regulating human resource management practices are sometimes tied in with other government policies and programmes, especially in developing countries. Here HRM and other business activities must be in line with national development plans prepared by central planning authorities. For instance, if a country has planned to achieve certain targets regarding expansion of its manufacturing sectors and reduction of its dependence on cash crops and agricultural produce, manufacturing companies are required to plan their workforce requirements (numbers and skills needed) in step with the government’s overall plans.
International Institutions and HRM
Understanding the ways in which international institutions influence the management of employees of various companies, including MNCs, can be illustrated by focussing on two major institutions; one global and one regional.
International Labour Organisation (ILO)
The ILO has over 170 members and is one of the most significant international institutions whose directives and rulings have a direct bearing on HRM and other workplace regulations in member states. It was set up in 1919 after the Russian revolution to show workers elsewhere that ‘capitalism cared’. Its core standards are;
· freedom to form trade unions and bargain collectively
· a ban on forced labour and child labour
· non-discrimination in the workplace.

These are the subject of ILO conventions, and are implicitly accepted by countries when they join the organisation.
The ILO facilitates the growth of ‘universal’ labour law through the passage of conventions and recommendations. Conventions articulate legal principles that should be present in the indigenous law of member nations, and must be separately ratified by each affiliated sovereignty. Recommendations act as guidelines for government on issues that are not ripe for a convention, or as supplements to existing conventions. Conventions and recommendations are designed to furnish minimum standards that do not supplant any existing law, custom or agreement that is already more favourable to workers. ILO conventions and recommendations (the International Labour Code) are a point of reference for international standardisation of conditions of employment. National trade legislation, and bilateral/ multilateral trade agreements between two or more nations, contain standard labour clauses based on ILO’s conventions, and have a common reference point to them. The most widely accepted labour standards in current trade-related schemes include the following, all having a common reference point in relevant ILO conventions:
· freedom of association
· right to organise and collective bargaining
· minimum age for employment of children 
· right to occupational safety and health
· prohibition of forced labour
· prohibition of all forms of discrimination in employment and occupation

These labour standards form a core of the fundamental rights to which men and women of all races and nationalities are equally entitled, and which should be equally guaranteed, regardless of their country’s level of economic development. Other labour standards, such as wages, hours of employment, length of holiday entitlement and other benefits, reflect a country’s level of development. These labour standards, unlike the basic labour/human rights, are and could remain different from country to country, and many countries and companies continue to violate them. However, many multinational companies are becoming increasingly concerned about the damage that such violations might inflict on their reputation as socially responsible businesses.
European Union
European organisations are constrained at both international (European Union) and national level by national culture and legislation. The European Union is the most prominent example of the influence of regional rules and regulations on human resource management policies, through both institutional and non-institutional channels. This section discusses various relevant rules and regulations that originated at the European Union level and cover most organisations operating within member states.
The first moves towards European integration were made in 1952, with the establishment of the European Coal and Steel Community. This was followed by the signing by six countries of the Treaty of Rome on 25 March 1957, which led to the establishment of the European Economic Community in 1958. The idea behind the Treaty was to strengthen the economic power of the member states, and to increase their influence in the world. This was followed by two further founding treaties. The main objectives of the European Economic Community (EEC), as set out in Article 3 of the Treaty, were:
· the elimination of customs and restrictions on imports and exports between member states;
· the establishment of a common customs tariff and a common commercial policy towards third countries;
· the abolition of the obstacles to the free movement of persons, services and capital between member states
· the setting up of a common agricultural policy

From the start, the Community intended to be much more than a customs union: it was designed to bring about the adoption of common economic and social policies by the participating states. The subtle change of the name from European Economic Community (EEC) to European Community (EC) and then European Union (EU) over time reflects the fact that the Community is more than just an economic grouping.
In 1985 a major step was taken to realise some of the hitherto unaccomplished objectives of the Community. The European Commission, the executive branch of the EU, was instructed by the member countries to investigate and report on various ways in which this could be done. The report resulted in the Single European Market Act, which came into effect on 1 January 1993. The Act calls for the removal of physical, technical, financial and legal barriers to trade between the member states, leading to the establishment of a single internal market within which people, goods, services and capital can move freely. It is intended to cover and harmonise the following areas within the member states, and between them and outside countries:
· 
· external relations
· industrial relations/  affairs
· competition
· agriculture
· transport
· science, research and development
· telecommunications, information technology and innovation
· financial institutions and company law
· energy
· customs levies and indirect taxation


Since 1993, in response to the Single Market Act, there has been a rapid expansion in the number of mergers and acquisitions within the European Union. This means that companies with operations in more than one member state increasingly have to face up and respond to the new challenges posed by the Single Market, including their human resource strategies. For instance, they have to develop a more ‘European’ approach to employee relations, partly because, according to the Single Market Act, employees, like capital and goods, are free to move between member states, and live and work wherever they wish without any legal barriers.
Many of the better graduates, for example, will only join a company that gives them the prospect of working and living in another European country. As a result, it is becoming increasingly difficult for enterprises to operate significantly different personnel policies in the various countries, particularly when they involve large disparities in wages and conditions.
In order to take these developments into account, in 2000 the Commission proposed a Social Policy Agenda, which set out the employment areas in which further legislation was needed. The Social Policy Agenda builds on the decisions made at Maastricht. The Maastricht Treaty placed the social partners and industrial relations at the heart of the European venture. The consultation process and the social partners’ ability to open negotiations on any topic coming within their responsibilities, gives tangible recognition to their contribution.
Europe has clearly opted for a system of labour relations based on the social partners’ bargaining capacity. This distinguishes and gives a strong identity to the EU, which is not found in other similarly developed regions.
The main feature of labour relations in EU member states is the role played by the social partners, who represent the interests of employees and businesses. Recognition has been given to their rights, which are based on their ability to regulate, by means of agreements, numerous aspects of labour relations; at the same time, they have become partners of the public authorities in many economic and social fields. European employment strategy covers such areas as
· 
· fundamental rights and EO
· social protection
· health and safety 
· industrial relations


Various initiatives within the European employment strategy framework are now in place, at both sectoral and cross-industry levels.
Another prominent industrial relations area where EU-wide directives are in place concerns the establishment of a European works council to ensure consultation with employees on issues that affect them. Adopted in 1994, the directives build on the Community Charter of Fundamental Social Rights of Workers, which provides that information, consultation and participation for workers must be developed along appropriate lines, taking account of the practices in force in different member states. The Charter states that ‘this shall apply especially in companies or groups of companies having establishments or companies in two or more member states’.
The directives specify that, in order to guarantee that the employees of companies operating in two or more member states are properly informed and consulted, it is necessary to set up European works councils or create other suitable procedures for the transnational information and consultation of employees.
In accordance with the principle of autonomy of the parties, it is for the representatives of employees and the management of the company to determine by agreement the nature and composition, and mode of operation, procedures and financial resources of a European works council or other information and consultation procedures so as to suit their own particular circumstances. 
With the evolution of European integration from a customs union to a political union, the EU’s influence over all business between its member states begins to rival, even overtake, that of the members within their territories.


Module 6		Transferring HRM practices Across Borders
Introduction
In this module the discussion of culture and organisations is extended to encompass the transferability of management policies and practices across national borders, with special emphasis on issues related to human resource and people management.
In order to examine the effectiveness of cross-national transfers, certain fashionable Japanese HRM practices are analysed with a view to examining their cultural roots, and the policies that importing companies might adopt to make such transferred practices workable for them. This issue is then discussed within the context of central and eastern European nations, which are moving away from a centrally planned system to a more decentralised and non-socialist one. The case of developing countries will be considered here as well. The module will then focus on the issue of imported management teaching models that certain developing countries try to emulate in order to equip their managers for the challenges ahead.
Transfer of Management Practices Across Cultures
Many managers attempt to learn from their more successful counterparts elsewhere. Today’s ambitious managers spend their holidays not on the beach, but on pilgrimages to the world’s best-run companies. They visit Florida’s Disney World, to study Uncle Walt’s ‘pixie dust’ formula for managing people or small American firms such as Springfield Re-Manufacturing and Johnsonville Sausage, which have pioneered new fads, or visit Toyota City to learn about lean production.
Managers pay such visits abroad with the primary intention of improving their own companies’ performance. But sometimes, in the name of modernisation and learning from foreigners, they force through changes in their organisational structure and management practices that might otherwise provoke a great deal of resentment and resistance from their employees.
If we look back and examine the development of management thinking and models, we see that it was the US companies and, perhaps, western European firms that provided ‘best’ models. Many countries, especially the developing ones, looked to these models for inspiration on their way to industrialisation. Some, notably Japan, succeeded, but others failed miserably, quite possibly on national cultural grounds. Currently, the transitional economies of central and eastern Europe are looking to capitalist countries to learn new ‘ways of doing things’, with varying degrees of success. 
Job flexibility, teamwork, quality circles, no-strike agreements, local as opposed to national pay bargaining, and de-unionisation, in short, Japanisation, are very fashionable in some Western countries, notably the United States and Britain. Other foreign practices, such as Sweden’s Volvo and Saab approaches, have also had their followers. But how are management practices transferred across borders?
Vehicles of Transfer
There are two major means by which HRM and other management policies and practices ‘travel’ between various nations: multinational companies, and formal or informal education.
Multinational Companies
Multinational companies are a powerful vehicle for transfer of knowledge, not only to their subsidiaries but also to their local suppliers and, indirectly, as a role model to other firms operating in their host countries and elsewhere. Production technology such as in electronics, and management practices such as teamwork, are examples of such transfers. A multinational company ‘exports’ its management practices to the host country through its subsidiaries.
HRM can travel both from subsidiaries to headquarters and between subsidiaries. For example, a subsidiary in Taiwan could experiment with cell manufacturing and teamwork and thereby reduce the number of overlapping functions. Another subsidiary located in Indonesia might learn about this and try it out, or headquarters might encourage all other subsidiaries and affiliates, including those based in the home country, to do the same.
MNCs can indirectly facilitate the transfer process by being looked up to, as a role model by the host-country firms and those in other countries. Japanese companies are a good example; their reputation for efficiency and quality products has encouraged many companies to try to emulate them. Just-in-time, quality circles and teamwork are examples of working practices that have travelled from Japan to many parts of the world in this way. International joint ventures also provide similar opportunities for people to learn from foreign partner firms.
Sometimes there may initially be scepticism and resistance by local firms towards such foreign imports. A series of interviews in the 1980s found such sentiments, accompanied by disparaging remarks, among some British senior managers towards Japanese management styles in two-way and three-way joint ventures involving Japanese partners located in south-east and south-west Britain. However, about 20 years later, such practices are now seen as a useful means to increase employee productivity and achieve efficiency in production processes.
Transfer of HRM policies and practices through the above routes is not always possible. For example, many countries with protectionist economic policies do not allow foreign firms to set up subsidiaries, or engage in joint ventures with local firms and thereby bring in their ‘ways of doing things’ with them. As a result, local firms will not have the opportunity to explore or, where appropriate, to emulate foreign practices.
Education
In many countries, universities, colleges and high schools teach various management subjects. There are many courses and modules through which students can learn about international business, international HRM and management practices in various countries. As part of their employee development and training schemes, many companies require their employees to attend in-house or external courses to learn various practices. If you meet senior HR managers in their offices you are very likely to find their bookshelves lined with books and professional magazines on HRM and personnel management. International professional and academic conferences, conventions and other networking forums are also ways of learning from others. However, there are some limitations here, in that, for various political and economic reasons, some countries do not allow their citizens (including managers) to participate and engage in such open networking activities and exchanges of views. As a result, cross-national transfer of HRM policies and practices, or even information about them, can be hampered.
Transferability of HRM and Other Management Practices Across Borders
Are management practices that originated in one country, with its own specific socio-cultural characteristics, transferable to another country with different traits? The answer seems to be a qualified ‘yes’. Academic researchers have debated the issue for a long time. The arguments range from the ‘universality’ of such ideas to their ‘strictly culture-bound and non-transferable’ nature.
From a purely culturalist point of view, organisations and management styles are cultural solutions to social problems; in which case an Iranian organisation would have nothing to learn from an American company, because the two countries are, culturally, poles apart. Proponents of the universalist approach would argue that business is business, wherever you go. Managers have to deal with customers, competitors, unions, creditors, and so forth, regardless of where they are located. There are also those who argue that technology carries with it its own imperatives: for an assembly-line car manufacturing technology to be utilised properly a certain organisational design and management style must be adopted. An electronics company, by contrast, would find a different design more appropriate.
Let us illustrate the point about the problematic nature of the cross-culture transfer of management techniques and styles, at both the national and organisational levels.
Consider democracy as a model of national management style. As we saw, the political system of a society, like its other social institutions, creates and is created by the culture of that society. A democratic political system is developed and flourishes in cultures where people believe in sharing power and responsibility, where consultation and respect for other people’s opinions are considered as strength rather than weakness, and where people demand to be consulted by and regard themselves as equal to those in positions of power. These values and attitudes are, in turn, reinforced and perpetuated by the political climate that they have helped to create.
However, if such a model is imposed by foreign powers on a nation that does not have the prerequisite cultural infrastructure and institutions, the model will either collapse after a few years, or will lose much of its original characteristics and be modified to allow for local preferences.
Recent history gives us examples of rejection of authoritarian regimes in fundamentally democratic countries: the short-lived Greek military government, which was replaced after a few years by a democratic parliamentary regime in the 1970s; the return of constitutional monarchy to Spain after the death of General Franco; or the rejection in 1989 of over 40 years of rule of communism, which was imposed by the Soviet Union on the peoples of the central and eastern European countries.
India is a case of democracy having been adapted over time to a culture that does not share all the prerequisite values to sustain it in its original form. Parliamentary democracy was imposed on India by the outgoing British colonial rulers, but has changed in fundamental ways since it was first installed. The new features are much more in line with other socio-cultural characteristics of the country as a whole.
At the organisational level, it is fair to argue that some practices are so entrenched in the home-country culture that it is difficult to transfer them to other nations. For example, many Japanese companies have a company song, which the employees sing in a morning ceremony conducted at the start of each working day. There are also office exercises, and rituals such as bowing to colleagues before settling down to work. While these may be instrumental in fostering team spirit, cohesion and cooperation in Japanese companies, they are also more in tune with Japan’s traditional culture and customs. But they have not found fertile ground elsewhere in the world, not even in other collectivist cultures such as India and Iran, and no serious attempts appear to have been made to emulate them.
There are certain practices that can be imported from abroad with few difficulties, such as the physical layout of the shop-floor or office, a formal hierarchical structure, the use of technology (subject to skill availability), contractually based employment, and holiday entitlement.
Quality Circles
A quality circle is a vehicle for employee participation. It is a small-group activity; ordinary blue-collar and white-collar workers, usually employed on broadly similar work and led by their supervisor, volunteer to participate. They are trained in techniques for identifying and solving problems. Quality circle members may themselves identify problems to solve, or these may be suggested by others. Either way, it is generally the members of the quality circle who select which specific problems to work on. Applying the training they have been given, they analyse a problem and try to arrive at solutions to it. The circle formally presents its analysis and findings to management, who may either accept or reject their recommendations. If its proposals are accepted and implemented, the circle will monitor progress for a period of time, making adjustments where appropriate, before moving on to another project.
The creation of quality circles include: employee commitment to organisational goals and objectives; a strong work ethic; group orientation; employee willingness to participate in decision-making processes; and management willingness to delegate authority and take other people’s views into consideration. 
It seems that a culture that possesses some or all of these characteristics stands a better chance of instituting and implementing quality circles successfully than other cultures.
Teamwork
Teamwork is also congruent with a collectivist culture, and may not necessarily find fertile ground in individualistic countries. Moreover, it presupposes a willingness on the part of both employees and their managers to engage in collective decision making, to participate in decisions that may or may not affect their job directly, to hear other people out, and value their views and contributions. 
This cultural argument aside, teamwork, as in the Japanese model, at least, goes hand in hand with team-based appraisal and reward policies.
Total Quality Management
Total quality management (TQM) is an integrated approach to management; it represents a holistic management philosophy, rather than a series of techniques. TQM emphasises built-in quality control at every stage of production, as a continuous process. More importantly, the inspector and the operator are one and the same.
As a consequence, defects are noticed in the process of production and not after it is completed. This results in low wastage, and even zero defects. Of course, the system does not preclude a final overall inspection of the finished product before it leaves the shop-floor. This style of quality inspection works well in companies and countries where there is a cooperative relationship between management and employees. It will be problematic in companies and countries where the management-worker relationship is characterised by a ‘them and us’ attitude.
Job Flexibility
A feature of many Japanese companies is that, upon recruitment, employees work in various departments, and learn how to perform various tasks, before eventually settling down in their ‘own’ job. This experience gives the new recruits a holistic view of the company, and helps to make them generalists rather than specialists.
This holistic view helps them keep all other parts of the company in mind when they are making decisions. The generalism gives them greater technical and managerial flexibility, and enables them to perform different tasks as and when required.
Certain managerial styles and organisational and national cultural characteristics obviously make such working arrangements easier.
Transferring HRM Strategies, Policies and Practices
It is important to make a distinction between strategies, policies and practices when discussing cross-cultural transfers of HRM.
Generally speaking, it is easier to transfer a company’s HRM strategies and policies to a host country than its practices. 
Here is an example to illustrate this point;
· Strategy: We need to increase employees’ productivity
· Policy: We should give higher rewards to high-performing employees, in order to implement this strategy.
· Practices:
· In our Japanese subsidiary, performance appraisal should be discreet, and based on team productivity records.
· In our American subsidiary, performance appraisal should be explicit, and based on individual employee’s productivity records

There is some element of universality in the strategies and policies devised by headquarters, which would make sense in many cultures.
But when it comes to their implementation elsewhere, for example in subsidiaries or host-country domestic firms, cultural differences and preferences ‘intervene’ and ‘call’ for modification and adaptation.
Transfer Strategies Adopted by MNCs
Whatever transfer strategies a parent company might adopt, the ways in which these strategies are conveyed to the subsidiary may vary from company to company, rooted to some extent in the home-country culture.
In a study, a Japanese company with a subsidiary in Scotland adopted a very subtle way of transferring HRM policies and practices while encouraging the host-country managers to consider their own local policies and practices in a new way.
Different approaches may be rooted in a manager’s home-country culture, or in their company’s organisational culture, or something else. Whatever the reason, it is important to realise that managers employ different reasons to transfer HQ’s preferred HRM policies and practices.
Central and Eastern Europe and Capitalist Management Models
Many companies in the ex-socialist countries of central and eastern Europe are tempted to import some of the capitalist countries’ management practices. In addition, multinationals or joint ventures located there are keen to take their home-grown practices with them.
The process of transfer from capitalist countries to ex-socialist ones is more complicated than when the transfer takes place between two capitalist countries. In capitalist countries, companies generally perform similar functions, but may be in different ways.
In ex-socialist countries, when they were under communist rule, companies did not perform certain functions at all; i.e. the difference between capitalist and socialist countries is not only one of style but also of substance.
Also a company based in a capitalist country has already developed these functions in accordance with its existing socio-economic structure. In the ex-socialist countries, by contrast, companies have to start by adapting their existing functions to their new domestic economic conditions, and then learn to perform new sets of functions that will be necessary for them to survive in the market. Later, they have to decide whether to go for the Japanese, German or American style of doing things, or for none at all.
When a Western multinational company is deciding whether to transfer its home-grown practices to central and eastern European countries, there is the complication of cultural heterogeneity to consider.
Although the USSR imposed similar political economic structures and institutions on these countries, national character, which lies behind people’s behaviours, is more than just the sum of a nation’s social institutions.
Culture, in terms of values, attitudes and beliefs, is a deeply rooted construct, which may not necessarily be eradicated by an imposed regime. We can see this from the accounts of invasion, occupation and colonisation of countries throughout history.
Developing Countries and Advanced Nations’ Management Models
The question of transfer of management practices is of crucial importance especially for the less developed nations. Many of these countries, in an attempt to upgrade their organisational systems and to improve their performance, import various management techniques from the more advanced industrialised nations, especially the United States and Japan.
Managers from the less developed countries must be aware of the socio-cultural and technological characteristics which are unique to their own societies and the implications of these characteristics for their work organisations.
Consider the cultural characteristics of Indian and English people; the following tables show major similarities and differences between the two cultures in general and the work-related values and attitudes held by Indian and English employees in particular.

	A comparison of Indian and English cultural characteristics

	An Indian person is:
	An English person is:

	more emotional
	less emotional

	fearful of people in positions of power
	respectful of people in positions of power

	more obedient to seniors
	less obedient to seniors

	more dependent on others
	less dependent on others

	more fatalist
	less fatalist

	submissive
	aggressive

	more open to bribery
	less open to bribery

	less able to cope with new and uncertain situations
	more able to cope with new and uncertain situations

	less concerned about others outside own community
	more concerned about others outside own community

	accept responsibility less
	accept responsibility more

	less disciplined
	more disciplined

	more modest
	more arrogant

	less reserved
	more reserved

	more collectivist
	more individualist

	caste conscious
	class conscious

	law-abiding
	bends the law if necessary

	opposed to change
	opposed to change

	less self-controlled
	more self-controlled

	less trustworthy
	more trustworthy

	more friendly
	less friendly

	less tenacious
	more tenacious

	more clan oriented
	less clan oriented

	less willing to take account of other people’s views
	more willing to take account of other people’s views



Now imagine a company operating in India deciding to import certain English practices such as a participative management style.
The English themselves have, in general, the cultural prerequisites to function under this style, both as managers and as subordinates.
The Indian employees and their managers’ traditional upbringing has not, in general, prepared them for a participative management style.

	A comparison of work-related values and attitudes of Indian and English employees

	An Indian employee: 
	An English employee:

	perceives to have less power and autonomy at work
	perceives to have more power and autonomy at work

	has lower tolerance for ambiguity
	has higher tolerance for ambiguity 

	is individualistic
	is individualistic

	is more satisfied with own workplace
	is less satisfied with own workplace

	has the same degree of commitment to workplace as an English employee
	has the same degree of commitment to workplace as an Indian employee

	has the same degree of trust in colleagues as an English employee
	has the same degree of trust in colleagues as an Indian employee

	considers freedom and autonomy, belonging to a group, learning new skills, and status as more important than other aspects of a job
	considers job security, and good pay and fringe benefits as more important than other aspects of a job

	has a more negative attitude to the nature of human beings
	has a more positive attitude to the nature of human beings

	believes less in sharing information with others
	believes more in sharing information with others

	has a more negative view about participation for all
	has a more positive view about participation for all



But there is nothing inherent in the participative management style which is beyond the ability of an average Indian person, or any other human being, to learn; it might take time, determination and political will at both national and organisational levels, but it can be done.
Teaching Management Practices
Nations differ from one another in, among other things, their needs, aspirations and objectives. Educational establishments reflect these, and can respond effectively to them only if they tailor their practices accordingly. But what one observes in many business schools around the world is a separation of these schools from their wider context. Teaching style and content, as exemplified in MBA and similar courses, seem to impart universal packages of management techniques, whereas the learning needs of managers and students of management are far from being universal.
Consider a developing country such as India and a developed one such as the United Kingdom, for example. India is trying to catch up with the industrialisation process and become a major player in the international scene. It has to overcome obstacles and problems which are more or less unique to it: a colonial legacy, which slowed down its industrialisation; massive poverty; a high illiteracy rate; communal tension; poor infrastructure; and culturally rooted resistance to change. As a consequence, the government has adopted a protectionist economic policy to encourage a restructuring of the economy and to protect disadvantaged sections of the population. Although there has been some liberalisation of trade in recent years, the economy is still far from being open. In a climate such as this, where market forces take a back seat to social priorities in determining strategies and actions, managers grapple with different needs and challenges from those in an advanced economy such as the United Kingdom. The UK pursues a liberal open-door economic policy, and enjoys a modern infrastructure, an educated and skilled workforce, and a fully developed industrial base. Here the internal market is competitive, and keeps managers constantly on their toes. R&D, marketing, advanced technology and, in short, business priorities are their main preoccupation, for which they need a different set of tools from those of their Indian counterparts.
If Indian and British business schools and other institutions of higher education are to cater for the real needs of their respective managers and would-be managers, their curricula should be vastly different from one another. Comparative empirical studies in these two and many other countries are needed to tell us how far such differences of approach actually exist in educational establishments around the world. A study has shown that Iranian managers work in an economy where government plays an active role in business and commercial activities, and many major industries and companies are actually publicly owned. In such an environment, it can be argued that competition and similar market considerations are less prominent issues than in countries where the private sector and open competition dominate the economy. As a result, Iranian managers do not need to learn skills such as marketing and fighting off competitors as much as their counterparts do in a country such as the United States. Moreover, because of the limited resources at their disposal, Iranian managers tend to be generalists, and therefore need to have many skills in order to be able to perform their multi-faceted tasks. This is in sharp contrast to the specialist nature of the tasks that, for instance, many British managers perform. Management teaching practices should, again, reflect such differing needs.
It is also important for developing nations, in parallel with learning from abroad, to build on their own resources and develop compatible indigenous management teaching practices. The transfer of such practices should not replace but should complement local practices, that reflect the specific context of the particular society. The West, or Japan, is not the only source of valuable innovation and creativity.
‘Local’, ‘traditional’ or ‘folk’ knowledge is no longer the irrelevant vestige of ‘backward’ people who have not yet made the transition to modernity. Rather, it is the vital well-spring and resource bank from which alternative futures might be built.

Module 7		Global Human Resource Management:
Major Strategies & Complications
Introduction
It has been discussed that multinational companies’ HRM strategies and policies are relevant only to certain forms of internationalisation, notably those that have wholly owned subsidiaries in foreign countries, or which engage in international joint ventures. These companies recruit local people (or other nationals) as their employees, and so need to have HRM strategies, policies and practices in place to manage those employees. The module examines various strategic choices available to multinational companies, and the factors that might influence these choices. It will be argued that the power and influence of parent and subsidiaries in relation to one another increase or diminish over time and space, depending on the circumstances under which they operate.
Parent-Subsidiary Relationship
Research was performed regarding multinational companies’ operations in different countries and this focused mainly on the parent company, and on the ways in which the headquarters (HQ) ensured various subsidiaries carried out their instructions. It was generally assumed that power and control resided entirely at the HQ, and that this would ensure the subsidiaries’ operations were integrated into the company as a whole. But later studies demonstrated that the relationship between the parent and subsidiaries is more complex and dynamic; subsidiaries have a degree of autonomy in how they carry out their functions.
Parent Company Perspective
On the parent company’s side, the degree to which freedom of action is granted to subsidiaries depends on the company’s overall strategy.
From a cultural perspective, it is reasonable to assume that if a company starts off its life, perhaps as a family-owned entity, in a country where the prevalent value systems encourage respect for other people’s viewpoints, egalitarian relationships between the partners involved in a social transaction and, in short, democratic power relationships, such value systems might be reflected in the company’s management style and organisational structure.
By contrast, if the home country’s culture is characterised by non-egalitarian power relationships- a concentration of power and control in the hand of a few ‘wise and privileged’ people, based perhaps on their wealth and political influence- such characteristics might also prevail in their multinational companies, both at home and abroad.
Parent companies may decentralise operative and other non-strategic decisions, but they might be reluctant to cede the control of strategically important activities to subsidiaries. Most multinational companies are unwilling to locate their R&D activities in their foreign subsidiaries. The R&D functions represent the heart and brains of a company and it may be thought undesirable for such power to be under the control of foreigners.
Key HRM strategies, are initiated by the parent company headquarters. Decisions, from selection of host countries and internationalisation of operations to the form of internationalisation and the type of people to be employed, are naturally thought to be the parent company’s prerogative. It invests a lot of money and energy, and needs to ensure that everything possible is done properly to achieve its goals and objectives. The management structure of the company is designed by the HQ in a way to facilitate its strategy implementation. But what HRM strategic options are available to MNCs, and what factors influence their ultimate choice? Multinational companies have three broad strategic options to choose from;
· Ethnocentric strategy leads to the firm having an HRM policy resembling that of the home-country 
· Polycentric strategy would be similar to the host country’s indigenous style
· Global strategy would lead to a company-wide style, irrespective of home and host countries’ preferred and prevalent styles.

In practice, MNCs might in certain circumstances pick and mix, and opt for a hybrid strategy.

	HRM strategic options

	Strategic option
	Implications for HRM
	Consideration for host-country culture and institutions

	Ethnocentric
	Export home-country style to subsidiaries
	Ignore

	Polycentric
	Adapt HRM policies and practices to local conditions
	Take employees’ different cultural backgrounds and national institutions into consideration

	Global
	Have a global company-wide HRM style
	Create a cultural synergy, build up a strong organisational culture

	Hybrid
	Different strategies for different subsidiaries
	Take employees’ different cultural backgrounds, national institutions, and subsidiaries’ characteristics into consideration



Ethnocentric Strategy
The first instinct of a multinational company might be to manage its foreign subsidiaries according to its home-base models and ways of doing things, because they are ‘logical’, work well, and are familiar. Moreover, some international companies, especially those from more advanced countries, often resist adapting to cultural differences because they believe their own way is superior to that of others.
One of the advantages of this strategy is that the HRM practices that have been proven to lead to higher performance at home might also lead to similar results abroad. It also enables the company to have a coherent and unified approach to its HRM, preventing harmful contradictions, imbalance and disarray.
This advocated and tried out strategy, however, has proved difficult to implement. Such a rigid strategy cannot really be implemented without allowing some degree of modification and flexibility. The main reason for this is that the complex and diverse world in which the subsidiaries are located imposes its own imperatives, which cannot be ignored. You cannot for instance require subsidiaries located in a collectivist culture to have a motivation policy that works well in the individualistic culture of the parent company, or vice versa.
Polycentric Strategy
The pure version of this strategy implies that MNCs would allow their subsidiaries freedom to act as they see fit with due consideration for local conditions, and to follow, if they so wish, the HRM policies and practices prevalent in their respective host countries.
This strategy is normally accompanied by a decentralised organisational structure, and a dearth of international HR policies and guidelines for ‘best practices’. The parent company might preserve for itself only a few areas such as recruitment of senior executives, and issuing advice on key appointments at the subsidiary level.
The advantage is that the subsidiaries’ HRM policies and practices are in tune with their own local culture and environment, and they therefore find it easier to implement them and get results.
A major disadvantage is that some local management practices might be undesirable, or even harmful (for example corruption and nepotism), and it would not make sense to emulate them. In addition, the subsidiaries might become ‘loose cannons’, acting not in harmony with the rest of the company but independently and sometimes in conflict with its overall interests and objectives.
Global Strategy
This option envisages a strong organisational culture in which a synergy between various best practices, regardless of their country of origin, is created and incorporated in the company’s ‘ways of doing things’. For instance, if teamwork has been proven to lead to better performance in a collectivist culture, and individual based performance appraisal has worked in individualist cultures, why not marry them together? The company can have a mixed-mode working pattern, in which a group of employees work together as a team, say in work teams and cells, but they will be individually rewarded if they work hard to increase their own productivity.
A global strategy is by implication accompanied by a centralised hierarchical structure, in which control over the subsidiaries’ HRM policies is laid down in detail for all subsidiaries, and exercised through such means as formalised rules and regulations, standardised procedures and manuals, an annual budget, and various achievement targets and monitoring mechanisms. Such policies normally cover all areas of HR functions, such as recruitment and promotion, union recognition, remuneration, working conditions, performance appraisal, training, pension scheme, and employment termination. For a centralised strategy such as this to work, companies usually put in place extensive employee training and retraining to eradicate the working habits that are perceived to be harmful, and encourage those that are conducive to the achievement of company goals and objectives as a whole.
An obvious advantage of the global strategy is cohesion and consistency of approach across the company.
The main disadvantage is that it tends to ignore the reality on the ground; the various subsidiaries are quasi-independent organisations that develop their own organisational culture over time, and will acquire certain features that are more in tune with the local ways of doing things than with the headquarters’ preferences.

The above three strategic options, although they have commendable merits, share a simplistic perception of the real world in which MNCs have to operate, and of the complex issues that they have to tackle. Strategic management of a subsidiary, especially its workforce, from a distance is a complicated affair. The choice between the above strategies does not depend simply on the philosophy and preferences of the parent company; it also on depends on many other factors, some of which could be beyond the parent’s control, especially host country conditions.
Hybrid Strategy
In this option, the parent company treats each subsidiary individually. For example, an ethnocentric approach might be adopted with respect to some subsidiaries and a polycentric one for others, depending on individual circumstances and characteristics. In addition, the strategy towards any one subsidiary might change over time. For instance, a newly established subsidiary might be tightly controlled from the HQ, but as its management team and other employees acquire the necessary skills and experience, the parent company would gradually loosen the reins until it finally lets go of significant control over its activities.
The examples given below show how a parent company might choose different HRM strategies on the basis of local conditions, such as the labour market.

	Some local factors that might influence MNCs’ HRM strategic choices

	Local conditions 
	Parent-company strategy

	The workforce does not enjoy much power
The workforce is unskilled and uneducated
Job opportunities are scarce
Unemployment rates are high
Economic downturn
	Ethnocentric
Global

	Employees are highly educated and skilled and employees are aware of their rights
Pro-workers rules and regulations
Low rates of unemployment
Economic boom
	Polycentric

	Foreign subsidiary is a green-field site
Employees are young, with little or no work experience,
no organisational cultural baggage
	Ethnocentric
Global

	Foreign subsidiary acquired through a takeover of existing company
Employees resistant to new management style
Heavy organisational cultural baggage
	Polycentric (initially at least)

	Subsidiary located in a technically and professionally advanced industrialised country
	Polycentric

	Subsidiary located in a developing country and less advanced in technical and professional management issues
	Ethnocentric
Global



Subsidiary Perspective
The above discussion on various HRM strategies that may be adopted by parent companies shows clearly that the host country in which subsidiaries are located cannot be ignored. There is also the perspective of the subsidiary that should be considered and why subsidiaries themselves cannot be treated as passive recipients of HQ instructions.
Host-Country Culture
National cultural characteristics, including those related to HRM and management-employee relationships, vary a great deal around the world. Many of these cultural characteristics are deeply rooted in centuries-old traditions, history and shared experiences.
The fact that a foreign multinational takes over a company, or sets up one from scratch, cannot easily obliterate its host-country employees’ cultural attitudes, values or beliefs, and certainly not from a distance and through rules and regulations. People will always find a way of avoiding instructions and procedures that run contrary to their deeply held values and traditions, and will assert their own individuality. As a result, strategies that on paper ignore local culture, in practice may be diluted and modified to allow a relatively tension-free atmosphere in which the local employees can work.
Host Country Institutions
There are powerful influences that political, economic, legal and other societal institutions can exert on the internal affairs of organisations, in particular, on their HRM policies and practices.
To the extent that the host country’s institutions are different from those of the parent company, the subsidiaries are able to diverge from the parent company and modify its instructions and rules to make them compatible with the local conditions, or in some cases even ignore them, either by mutual consent or unilaterally.
In Germany the right of employees to participate in decision making is enshrined in the works councils that all major companies are by law required to have; in the UK a minimum wage regulation is in place. UK and German subsidiaries of multinational companies will abide by the laws and regulations of their own country, regardless of the parent company’s wishes and in practice the parent company gives its consent as well.
Generally, compared with the HQ, subsidiaries are better placed to judge the local political and legal situation and make appropriate decisions, especially with regard to sensitive issues.
For instance, in some countries many HR practices are influenced by religion and laws derived from religious traditions. In Saudi Arabia, for instance, women are barred from senior positions in companies, and such rules apply as much to subsidiaries of foreign MNCs as to domestic firms.
Familiarity with local conditions goes beyond informal relations. Knowing one’s own country’s legal systems, being in touch with political events, being aware of the latest changes in laws, rules and regulations, and being aware of the latest developments are also contributory factors to the balance of power within the parent-subsidiary relationship.
Market Conditions and Subsidiary Mandate
An aspect of a foreign subsidiary’s experience that could earn it autonomy is related directly to its local business environment.
Some of the factors that contribute to the presence of a subsidiary mandate are local market competitiveness, demanding customers, and strong supporting and related industries in the local business environment. Such an environment, as is found, for example, in Japan and many similar advanced capitalist nations, could help local managers gain invaluable experience and training, which would in turn place them in an advantageous position.
Subsidiary Location
Research evidence shows that many subsidiaries located in industrialised nations have managed to earn their mandate largely because of managerial and technical competence and the skills of their work force.
However, unfavourable local economic conditions such as recession and high rates of unemployment can adversely affect the subsidiaries’ power and influence, regardless of their excellent locally acquired experience. In such cases the parent company can dictate terms, both in strategic spheres and with respect to operative decisions.
Dependence on Local Resources
In cases where the foreign operation depends on local resources, such as a skilled workforce, raw materials, capital and distribution networks, the subsidiaries can earn a great deal of decision-making power and autonomy. They are on the spot; they have access to a lot of information; and they know how to go about doing things. As a result, they are better able to identify and employ the local resources than are their bosses at HQ.
Reverse Diffusion
Sometimes subsidiaries are able to come up with fresh initiatives and implement innovative HR practices independent of the company-wide HR strategies and policies. If such local initiatives turn out to be successful in terms of higher employee productivity and ultimately increased profits, the parent company might be inclined to adopt such initiatives in other subsidiaries, or even at the HQ and home-country plants.
It is due to the nature of the relationship between the parent company and its subsidiaries that tension and conflict become inevitable, as there is a need both to maintain the integrity of the corporation as a coherent, coordinated entity, and at the same time to allow for responsiveness to the subsidiaries’ differentiated environments.
The following diagrams show the relationships of reverse diffusion affecting parents and one or more subsidiaries.
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Module 8		Global Human Resource Management: A Balancing Act
Introduction
The relationship between the parent company and subsidiaries is inherently prone to tension and conflict. This is because of the geographically and culturally differentiated nature of a multinational firm, and the concurrent need to keep it as a consistent ‘whole’ so that it can rationalise the use of its resources and serve its large and complex market more effectively. This module explores the ways in which multinational companies maintain a balance between the two and concludes by suggesting various mechanisms that MNCs might employ to do just that.
Differentiation and Integration
The concepts of differentiation and integration, originally a focus of debate among sociologists, were first discussed within the context of management and organisation studies by Lawrence and Lorsch (1967). They argued that, for an organisation to perform effectively in diverse environments, it must be both appropriately differentiated and adequately integrated in order that the separate units and departments are coordinated and work towards a common goal.
In order to prevent any conflicting loyalties and strategies, integrating mechanisms should be employed, e.g. a strong organisational cultural identity, central budgetary control, or moving employees around the departments. Japanese organisations in general are very good at the last of these.
In the context of internationalisation, Lawrence and Lorsch’s model has been developed by other researchers in order to explain the dynamics of managing organisations operating across national borders: in multinational companies there is a tension between the ‘economic imperative’ (large-scale, efficient facilities) and the ‘political imperative’ (local content laws, local production requirements); there is the ‘need for managerial interdependence’ (integration) and the ‘need for managerial diversity’ (local responsiveness, i.e. differentiation on a geographical basis) In order to maintain an equilibrium between these two conflicting forces a multifocal solution may be required, where the focus of decision making shifts between the international and local depending on the problem under consideration. Managers should have a global mindset, balancing local responsiveness and a global vision of the firm.
In other words, the global organisation is faced with a paradox: on the one hand, it needs to develop control and coordination mechanisms consistent with effective and efficient global operations; but on the other, it needs to be responsive to national interests, which may impede worldwide activities.
In terms of human resource management, a multinational firm that intends to maintain its overall identity and strategies could benefit from a global, geocentric orientation in its personnel policies and practices. But, at the same time, in order to remain responsive to local variations it should have a polycentric (locally specific) orientation. This requires the multinational to operate at two levels: maintain an HRM orientation that enables local concerns to be addressed, and develop a team of international staff who can be moved into and out of the various worldwide activities of the firm, and thus help bind the organisation together.
It is worth noting that the ‘push’ towards integration comes also, indirectly at least, from outside interests, such as clients and suppliers. As clients integrate their activities across borders they often look to their service providers to do the same, and as companies globalise they generally seek suppliers who can cater for them as a single entity and provide them with a consistent and coordinated cross-border service. Moves to regional and global branding, for example, require corresponding support teams at regional and global levels, in both the client company and the supporting advertising agency. Similarly, the growing regional or global concentration of specialist functions in areas such as research and development and manufacturing often calls for regional or global consulting teams.
Relevance of the Differentiation and Integration Dilemma
The importance and relevance of the issue of integration and differentiation varies from company to company, depending on several factors such as their level of internationalisation, their industry, the market they serve, and the kind of employees they have.
Stage and Form of Internationalisation
There are various forms in which companies might choose to expand internationally. These could range from import and export, through franchise and license, to joint ventures and wholly owned subsidiaries. Companies may move from one form to another, moving stage by stage or by-passing some stages to reach their target more quickly. They may have a presence in only a few countries or they might go for a global presence.
Relevance of the integration and differentiation dilemma
Import/ Export
Import/ Export
wholly-owned subsidiary
wholly-owned subsidiaries
Low relevance of integration and differentiation dilemma
High relevance of integration and differentiation dilemma
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The diagram shows the extent to which national culture is relevant to any of the above stages and forms of internationalisation. It argues that the deeper and wider a firm is internationalised, the bigger and more complicated its problem of differentiation and integration becomes. The question of integration and differentiation of the HRM function across borders does not even arise for firms that do not have any significant operational units abroad (e.g. those that export or license the manufacturing of their products). These firms’ interests and affairs abroad are normally handled by local facilitating agents, such as sales representatives and distribution networks. They themselves do not directly employ and manage local people. By contrast, for those companies engaged in the most advanced and complex form of internationalisation, that is, a fully fledged subsidiary, either wholly owned or in partnership with others, a viable and effective international HRM policy is of utmost significance. Here the issue of integration and differentiation lies at the heart of the company strategy. 
International companies can vary considerably with regard to the ways in which they approach their HRM policies and practices. Even companies that have equally extensive worldwide activities can pursue different international HRM policies and practices that are equally efficient for their needs. Management consultancy companies provide a good example of this. Although these enterprises work throughout the world, they do not usually pursue sophisticated international HRM activities.
Industry and Markets Served
The industry in which a firm is engaged, and the nature and scope of the competition it faces in that industry, are important considerations when deciding on an suitable overall HRM strategy, and the balance between integration and differentiation. We can discern two extreme types of industry in terms of the competition that they face, although there is a wide range in between.
· the multi-domestic industry, where competition in each country is essentially independent of competition in other countries, such as retailing, distribution, and insurance
· the global industry, where the firm’s competitive position in one country is significantly influenced by its position in other countries, such as commercial aircraft, semiconductors, and copiers.

An international company’s overall strategy depends on how closely its industry resembles one or other of these two types. A global company with global strategies will manage its employees differently than a multi-domestic one. In the former, all strategies, including HRM, are integrated across subsidiaries and affiliates. In the latter, each subsidiary looks after the market that it serves almost independently of the other subsidiaries; its activities are only loosely integrated with those of the others, in that it does not deviate from the overall objectives of the parent company.
In a multi-domestic industry the role of the HR department will most likely be domestic in structure and orientation. The main role of the HR function will be to support the firm’s primary activities in each domestic market to achieve competitive advantage through cost reduction and efficiency or value added to products and services. In a global industry the HR function needs to be coordinated across all affiliates, and structured so as to deliver the international support required by the firm’s primary activities.
For companies that operate in a multi-domestic industry and adopt a multi-domestic HRM strategy, the dilemma of differentiation and integration is almost irrelevant. Their HR policies and practices do not have to be integrated in any significant manner across the various subsidiaries. These can be differentiated to meet the demands of specific local environments without damaging the interests of the company as a whole. By contrast, for firms operating in a global industry the integration and differentiation dilemma is of utmost relevance, and the ‘right’ balance must be struck between the two to ensure the achievement of their overall goals and objectives.
Characteristics of Employees
The kind of employees a company has in its various subsidiaries influences the degree to which it can let go of control with little fear of disintegration of the HRM strategies and policies of the company as a whole. Highly skilled, experienced, and fully committed and loyal employees are more likely to keep the company’s interests in sight, even if they are hundreds of miles away from its central office. Compare this situation with a subsidiary in which most employees have insufficient skills or experience, or have a reputation for being corrupt, or have little to gain from loyalty to the company beyond a bare minimum. In such cases the headquarters might exercise considerable control over the foreign unit. The advantages of integration here far outweigh those of differentiation, from the parent company’s perspective at least.
The balance between integration and differentiation also depends on whether or not managers and employees working in a subsidiary are willing to accept centralised control over the ways in which they run their unit. In addition, any historical connections between the countries concerned needs to be considered, i.e. past colonies, history of wars, etc.
Mechanisms to Achieve Integration in Highly Differentiated and Global Companies
Multinational companies, especially those whose operations are run on a global basis and serve global markets, use various devices, both formal and informal, in order to integrate their activities and their HRM across their subsidiaries. Many traditional devices, such as budgetary control, formalised rules and regulations, performance criteria and intra-firm accounting practices, can be put in place to make subsidiaries to work towards a common goal, and to coordinate their activities. These devices can be grouped broadly into financial, organisational, cultural and HR categories.
Financial Mechanisms
Parent companies can redirect priorities and coordinate prioritised activities through central budgetary control. Financial limits can be imposed on recruitment for certain jobs (e.g. unskilled manual work); funds may be made available for employee training in certain skills (e.g. operating sophisticated computerised machines); performance-related bonuses can be given for excellence in certain areas of activities (e.g. team-working, problem-solving); and so on.
Organisational Mechanisms
Company-wide accounting practices, rules and regulations governing managers’ and employees’ jobs and conduct, hierarchical command structure, clear and detailed job descriptions and authority boundaries are some of the ways in which parent companies ensure similarities of purpose and behaviours among their subsidiaries, for example, amazon.com based in various countries all operate in a very similar way when ordering a book, whether automated systems or direct human involvement is concerned.
Cultural Mechanisms
Some companies adopt a global strategy, which involves the creation and maintenance of a strong organisational culture, and which aims to provide a company-wide ‘way of doing things’. Organisational culture can be seen as a powerful integration mechanism. Studies have explored and discussed the surface levels of culture (e.g. rites, stories, legends) and examined their relationship with deeper levels of values and beliefs.
The origins of corporate culture can be traced to, among other things, the founder or founders of the organisation, their value systems, attitudes, beliefs, philosophy, and likes and dislikes.
Organisational culture, as a living entity, also reflects the learning and retention that have occurred over time, solutions to problems that have worked well enough to be considered valid and therefore to be taught to new members as the correct way to perceive, think and feel in relation to those problems.
But how do companies maintain the continuity of their culture, given that new recruits keep coming in and replacing those who leave? Here, the HR function’s contribution is crucial right from the start, at the selection and recruitment stage and beyond.
HRM Mechanisms
Staff Selection and Acculturation
Multinationals select staff from three sources;
· their home country
· a subsidiary’s country
· other subsidiaries’ countries

Usually a mixture of these sources is present in the company, but the crucial point is the positions allocated to each of them. Most firms fill the most senior and important positions with nationals of their home country, that is, from their headquarters, the so-called expatriate managers.
A few firms have delegated their management to non-home-country staff and although these may indicate a trend, they tend to be exceptions rather than the rule.
The expatriate senior managers fulfil at least three crucial roles:
· they run the subsidiary on behalf of the head office ‘in its image’
· they pass on the company’s values, philosophy and management style to the subsidiary
· they act as a conduit for central control and coordination

Blue-collar workers, white-collar employees and lower managers are normally selected from the subsidiary’s host country. Some multinational companies prefer to recruit local school leavers without significant work experience for these positions, and then train them for the job. Many Japanese companies take this route A similar picture has been reported from multinational firms operating in China. They consistently prefer untrained young workers recruited from the countryside, and trained from scratch. These people are considered to be unspoiled by experience in state-owned plants, and counterproductive work habits do not have to be unlearnt.
Middle management posts are given to highly educated and experienced staff from the host nation and other subsidiaries’ countries. These managers normally undergo extensive training in the headquarters and/or designated educational centres, usually in the company’s home country.
Staff Training
For local managers, some companies arrange extensive training, which might include spending a period of time working at the head office to learn from the parent company staff. This learning process includes not only technical and managerial skills but also organisational culture and management style.
Workers and lower staff members are normally trained on the job in the host country by expatriate trainers, or at local educational establishments. Sometimes technical staff are sent abroad. Some Japanese, American and European multinational companies, for instance, train their subsidiaries’ local engineers back in their home country.
Internationalisation of Staff
For the employees of an international company to feel part of the whole enterprise it is necessary to develop an international mindset, that is, to think internationally and company-wide while acting locally in the immediate workplace. Most firms combine various methods to internationalise their staff, especially managers. One way is by extensive in-house seminars. These courses typically cover national culture differences, local politics and laws when conducting business abroad, family adaptation and international finance. Some firms send their managers, spouses and even children to special language courses so they can be briefed on culture and customs and start learning the target language. Still other companies provide special training, once the expatriate and his or her family have arrived at their new post. Some European companies take a front-end approach by selective recruitment; they look for young men and women who already possess fluency in at least two languages, demonstrate cross-cultural ability and have a serious interest in working globally.
Internationalisation policies normally involve only senior and upper middle managers. Most lower managers and other employees and workers are relatively unaffected by these policies because those who occupy the lower levels of the organisational hierarchy are rarely in a position to make decisions that would affect the company as a whole. Their authority is more likely to be limited to day-to-day functions of their own departments or their subsidiary.
Non-Traditional Mechanisms
Increasingly, companies are attempting to address the tensions caused by the concern for differentiation and integration from novel perspectives. Rather than trying to balance the contradictions by, for example, trading some degree of integration for some degree of responsiveness, the best global competitors are instead attempting to maximise both these dimensions. This approach represents a shift away from structural solutions to the challenges of global business organisation. It replaces the continuous oscillation between centralisation and decentralisation with an acceptance of the global organisation as a fluid and dynamic network.
Networking focuses on the management process, not on organisational structure and procedures. Another significant non-traditional integrating mechanism is relationship management.
Multinational Companies as Differentiated Networks
The concept of networking has been suggested as a means of examining how global businesses relate to their subsidiaries and other internal units as well as the outside world. Networking is increasingly replacing the traditional hierarchical structure as a means of maintaining integration while remaining responsive to local conditions. The multinational company is like a network of relationships between, and among, parent and subsidiaries. In addition, each subsidiary is embedded in its local networks of organisations and institutions with which it develops its own linkages and relationships.
Relationship Management
Relationship management seeks to establish strong and integrated relationships with individuals on a company-wide basis and is rooted in continuity, interdependence and partnership over time. It is at the heart of networking among the various units of a multinational firm. It provides consistency and coherence through the establishment of strong and integrated relationships within the company, regardless of specific geographical locations. It fosters integration and coordination, and creates and supports a sense of common purpose, trust and cooperation among all units.
A major objective of such networks of relationships is to spread value systems to which the firm would wish to subscribe, and which form the basis of its organisational culture. However, the extent to which values can be shared throughout the firm is not certain. 
It is not easy to create inter-unit networks across nations as individuals and units involved have to face not only different national cultures, with different perceptions of power, approaches to efficiency, methods of cooperation and so on, but also an unfamiliar professional culture.



Illustrative Scenario - To Differentiate or Not to differentiate? That Is the Question!
You are the managing director of a multinational company with over 60 subsidiaries around the world.

The geographical areas covered by your company include various political economic systems- communism, socialism, market-socialism, capitalism- and all the major religions: Islam (including many sects), Christianity (including quite a few sects), Judaism, Hinduism (many forms and creeds), Sikhism, Buddhism, Shintoism, Confucianism. Added to this complex patchwork are myriad national and regional cultures.

You would like to make sure that your subsidiaries will not become ‘loose cannons’, going their own way with no concern for the company’s overall interests.

You want to be able to rein them in without stifling healthy local initiatives and responsiveness.

· Consider what might be the causes or determinants of integration and differentiation of HRM policies and practices.
· After careful consideration you decide that, given the complex and varied environments within which your subsidiaries operate, some activities had better be integrated or supervised from the HQ; others should be left to local managers to deal with, because they are in a better position than you are to gauge the local scene and act accordingly. Identify which activities should be integrated and which differentiated. 
· Having decided on the aspects of HRM to be integrated and globally applied across the company, how do you implement your decision?


Answer guidance for illustrative scenario

1.
Why integration? 	Why differentiation?

Coherent strategy
Economy of scale
Avoidance of repetition
Coordination of activities
‘Singing from the same hymn sheet’,
avoidance of contradiction
Clients and customers receive identical
services and products everywhere
Suppliers deal with identical procedures
and arrangements everywhere
Technology-specific requirements
Variations in local conditions:
Tried and tested customs and traditions
Political conditions
Religious imperatives
Incompatibility of foreign practices with
local preferences and possibilities
Domestic laws and regulations
Local market conditions
Local know-how and experience





2. 	Here are some examples.

Integrate 	Differentiate

Overall HR strategy
Use of technology
General recruitment criteria and
procedures
Training requirement policies
Preferred (best) HR practices
Provision for employee participation
and communication













How strategy is translated into practice
How technology can be made to
work, e.g. effect of local climate on
machinery
How to adapt to local possibilities,
e.g. written test and interview but not
assessment centres
Who would provide the necessary training,
and how, e.g. outsourcing instead
of in-house arrangements
How best to adapt them to local possibilities,
e.g. individual-based performance
appraisal and reward instead of a
team-based approach
Informal discussions and meetings
instead of collective bargaining
through trade unions

3. 	Here are some examples of what you can set in place:
· Standard procedures for preparing accounting reports, similar rules and regulations governing managers’ and employees’ jobs and conduct; clear and detailed job descriptions and authority boundaries; standard selection, recruitment and training policies and procedures.
· Creation and maintenance of a strong organisational culture to provide a companywide ‘way of doing things’. Induction sessions and training courses, in-house magazines, shared sports and other recreational facilities, away-days and weekends, office parties and the like would be helpful here.
· Creating a global mind set to enable employees to ‘see the big picture’, through such mechanisms as international networking, cross-national work-teams, foreign assignments, inpatriation of staff from subsidiaries to the HQ, and exchange visits between subsidiaries



Module 9		Expatriation as a Vehicle of Global Management
Introduction
This module will focus on the issue of foreign assignment and expatriation because expatriates form a major part of multinational companies’ HRM strategies, policies and practices. The traditional role of expatriates, who would convey HQ’s policies to the subsidiaries and show the locals how to do things, is increasingly being complemented much more subtle integrating roles. There are also now other types of expatriate as well, such as freelance expatriates, who do not work for any single MNC as a permanent or long-term member of staff.
Rationale for Foreign Assignment
The growing internationalisation of business and the ever-increasing number of MNCs and international joint ventures have resulted in an increase in dispatch of staff (mainly managerial and technical staff) on foreign assignment, for periods ranging from a few months to several years. 
But who are the expatriates, and why are they sent to foreign subsidiaries by their company?
An expatriate is a voluntary temporary migrant, mostly from the affluent countries, who resides abroad for one of the following reasons- business, mission, teaching, research and culture or leisure 
The term ‘expatriate’ can be applied to ‘professional or managerial staff employed outside their home country either on secondment from a parent organisation or directly by the host organisation’- the expatriates considered here are those who are employed in some capacity, and are not on research, cultural or leisure activities. They are located in the foreign country for a period of at least a year rather than being short-term visitors. Increasingly, researchers argue that foreign assignment is a means to enable the workforce to gain fluency in the ways of the world, since this fluency is nowadays a competitive necessity.
Many companies send expatriate managers and other senior staff to their subsidiaries to maintain their integration into a coherent whole and to maintain effective communication between the HQ and the foreign operation. Also, most international assignments are ‘demand driven’, filling positions where local know-how is insufficient, or where the authority of the centre needs to be upheld in a more direct fashion, transferring new capabilities and maintaining order.
Also, when a subsidiary is new, it is likely that the parent company would send some people to run crucial functions and advise local managers on technical and managerial issues. Once the subsidiary is up and running, and has gained sufficient experience, the number of expatriates is reduced.
Other theories as to why multinational companies send HQ staff to their subsidiaries are that expatriates generally fulfil three broad strategic roles;
· control and coordination of operation
· transfer of skills and knowledge
· managerial development

Major reasons for MNCs’ decision to send expatriates to foreign subsidiaries are;
· Expatriates as a means of control- putting trusted expatriate staff in key jobs
· Difficulty of finding suitable host-country nationals
· Carriers of organisational culture- using expatriates as ‘cultural standard bearers’
· Expatriates as a symbol of commitment- organisations try to convince the host country that they are providing up-to-date technology are interested in developing a good relationship with their customers through their presence and also technical training
Resource-Based Theory of Foreign Assignment
Bonache and Fernández point out that internationalisation allows firms to earn income from their existing resources and to create new expertise, which can generate future income. They propose a resource-based model of expatriation, depending on the extent (low or high) to which subsidiaries offer opportunities to the parent company to earn income from its existing resources and to offer opportunities to learn new expertise. The model classifies subsidiaries into four categories: implementer, autonomous unit, learning unit, and globally integrated unit. Each of these categories contributes a different mix of opportunities to the parent company.

	A resource-based typology of subsidiaries

	Implementer 
	High on application of existing resources
Low on creation of new resources

	Autonomous unit 
	Low on application of existing resources
Low on creation of new resources

	Learning unit 
	Low on application of existing resources
High on creation of new resources

	Globally integrated unit 
	High on application of existing resources
High on creation of new resources




Implementer subsidiaries apply the resources developed in the headquarters or other units of organisation to a specific geographic area. 
Autonomous units are less dependent on human and organisational resources that exist in the rest of the company’s international network. The subsidiary is a vehicle to transfer capital or products rather than knowledge. The environment in which the units work is so idiosyncratic that the unit has to develop knowledge internally, and the knowledge thus created cannot be transferred to other units because it is highly context-specific. 
Learning units acquire and develop new resources, which can be exported to other parts of the organisation.
Globally integrated units develop new expertise, but also use the resources generated in other subsidiaries or in the headquarters. These units best represent the modern subsidiary from a resource-based view.

Bonache and Fernández state that the type of subsidiary partly determines the expatriate’s strategic role.

Implementer subsidiaries exploit knowledge, mostly of the tacit kind, from other units which cannot be codified in manuals, and can only be observed through its application. When a company decides to transfer tacit knowledge between different units it must assign employees to foreign operations. Therefore the transfer of skills and knowledge is expected to be a critical reason for using expatriates in implementer subsidiaries.
A significant presence of knowledge transfer expatriates is also to be expected in globally integrated units, since there is a considerable input of knowledge into these subsidiaries. Coordination is also another reason to assign expatriates in this type of unit.
In autonomous subsidiaries, there is no relevant transfer of knowledge from the HQ to the subsidiary, or vice versa. Therefore there is little basis for using expatriates to transfer know-how. 
Learning units transfer their knowledge to other units. The dominant pattern of international transfer will be one of managers from these units to another country.
There may be circumstances (e.g. political risk, impending events) that force the parent company to send expatriates to all types of subsidiary in order to maintain control over their activities. 
Ethnocentric versus Polycentric Views of Expatriation
The ethnocentric approach to expatriation is widely used among international companies as a basic HRM strategy of using people from the home country in key positions in foreign subsidiaries and is based partly on the belief that it is often difficult to find sufficient numbers of high-potential local staff and partly because of the perception that home-country staff give the parent company more control over the foreign operations.
The underlying assumption of such an approach is a fundamentally universalistic view: that is, a good manager in one country will be a good manager in all countries. Despite the importance of technical competence for expatriate employees, it is also clear from the literature that applying those skills in a different cultural environment is not problem-free mainly due to the impact of culture shock and a requirement to adjust to the host culture. 
Expatriates’ difficulties in working in a different culture are further compounded if they wish to manage the foreign subsidiaries and pass on the HQ’s preferred management practices.
The most immediate and major challenges for expatriates are:
· at the macro level, the host country’s language, culture, political system, and ways of doing things in general
· at the micro level, organisational culture, preferred and workable management policies and practices, informal relationships between employees
· at the boundary-spanning and interface level, relationships with customers, suppliers and various institutions and organisations with which the subsidiary needs to interact all the time

In addition, expatriation is not always a one-way traffic from parent to subsidiary. Expatriates are also sent from a subsidiary to HQ, on the latter’s request, to train the staff on locally developed technical and managerial practices that have contributed to a subsidiary’s high performance.
What Price Expatriation?
Foreign Assignment from Parent Company Perspective
Expatriates are among the most costly employees of any business organisation and they act as the parent company’s ‘eyes and ears’. They help integrate the geographically dispersed subsidiaries into the company as a whole. But the cost of expatriation is increasingly forcing multinational companies to rethink their foreign assignment policies. There are various ways they can do this such as training local senior managers to replace the expatriates or by reducing or completely eliminating special foreign assignment benefits and perks, or by reducing the length of foreign assignment to a few months rather than a few years.
Also, multinationals increasingly experience reluctance on the part of home country employees to accept foreign assignments. This is because foreign assignment, especially if it is for the medium to long term, say over one year, disrupts these employees’ life. The disruption is particularly unwanted if they have working or even non-working spouses and school-age children. They all have to learn a foreign language and adapt to a new country and new ways of doing things. The working spouses may not find a suitable job, or any job at all, in the host country.


Foreign Assignment from Subsidiary Company Perspective
There are disadvantages with having HQ expatriates and subsidiaries may take specific actions to deal with these as they see fit. Traditionally, multinationals have tended to fill senior positions in subsidiaries with home-country staff, but research evidence shows that nowadays this is less the case, especially if the subsidiary is in an industrially advanced country. Research into the HRM policies of British subsidiaries of a large number of foreign companies shows that the managing directors of all but a few were local people. The expatriates were occupying mainly senior technical or marketing positions, and their numbered about two or three in each subsidiary, and only occasionally over ten at a time. But the interviewees in all these subsidiaries mentioned that their parent company dispatched more expatriates and in higher positions to the subsidiaries in developing countries. In addition, when a subsidiary is new, MNCs tend to fill senior positions with home-country staff, and then reduce the numbers gradually as the subsidiary ‘grows up’ and is immersed in the company’s overall culture and ways of doing things. In most cases, senior HRM positions tend to be given to local staff because of their familiarity with local circumstances. 
A disadvantage of having expatriates in high positions is that locals, no matter how competent, may not see themselves as ever being promoted to those high positions. This perceived ‘glass ceiling’ can deter local qualified people from applying for jobs in foreign companies operating in their country and so a valuable resource will remain relatively untapped. The flip side, for lower positions, is that foreign companies tend to be considered as more attractive by local potential recruits, especially but not exclusively in developing countries especially if the MNC is widely known and well respected, and if it offers higher pay and benefits than the local firms. Another disadvantage of having expatriates is the perceived inequality of treatment accorded to foreign HQ staff in comparison with the local staff in similar positions, especially in terms of pay and benefits and other perks. This can cause a great deal of tension within the subsidiary.
Preparation for Foreign Assignment
Most companies prepare their employees and their families well in advance of sending them to foreign subsidiaries. This is partly in order to avoid the sorts of tensions described above, but also for various other reasons, such as unfamiliarity with local culture and how their systems work.
Selection
The first step in the preparation process is to select the ‘right’ kind of staff for foreign assignment; people who are quick to grasp and can cope well with new and unfamiliar situations.
Multinational companies normally select such staff not only for their technical and managerial expertise but also for their cross-cultural adaptability. Six major factors can be involved;

	· Individual
· technical ability
· cross-cultural suitability
· family requirements
	· Situation
· country-cultural requirements
· language
· MNC requirements





Before selecting candidates, it is important to assess the critical strategic functions of international assignments: why are the expatriates being sent abroad, and what is expected of them once they are there? A range of skills needs to be considered as part of the selection criteria, depending on the position the candidates will hold and the role they will play in the foreign subsidiary. These include professional skills, conflict resolution skills, leadership skills, communication skills, social skills, ethnocentricity (the extent to which candidates have an open mind about other cultures), flexibility and stability.
Training
Training for foreign assignment necessarily involves cross-cultural training and enabling the assignees to adjust to unfamiliar cultures and ‘foreign’ ways of doing things. Expatriates’ cultural training greatly influences their success abroad. Cross-cultural training can be defined as ‘any intervention designed to increase the knowledge and skills of expatriates to help them operate effectively in the unfamiliar host culture’. It should;
· enable expatriates to determine in advance the appropriate cultural behaviours and suitable ways of performing necessary task in the host country
· help expatriates cope with unforeseen events in the new cultures and reduce conflict due to unexpected situations and actions
· create realistic expectations for expatriates with respect to living and working in the host country

The ways in which multinational firms manage their expatriates, in terms of pre-assignment preparation and post-assignment support, are different from one another. And there appears to be a home-country imprint on the differences between the companies in this regard, which may also have implications for their performance.
In research comparing Japanese and American multinationals’ expatriate management strategies and practices with those of a sample of European ones, Americans were found to fare worse than both their Japanese and European counterparts. The Americans had a much higher failure rate, which was found to have roots in their shorter time perspective and less positive attitudes to, and understanding of, foreign cultures.
Some MNCs, especially major Japanese companies, provide mentoring for their staff while on foreign assignment. Each expatriate is assigned a mentor back at the HQ, to whom he or she can turn for guidance, moral support and help.
Mentoring schemes are particularly useful in the earlier stage of the assignment, when expatriates experience culture shock and practical difficulties associated with working and living in unfamiliar surroundings.
Expatriates in Host Country
Loyalty and Commitment
In addition to adjusting to unfamiliar surroundings, expatriates have to cope with a state of dual loyalty: to the HQ, and to the subsidiary in which they work where, at times, there can be conflict between the two, especially over fundamental disagreements between parent and subsidiary. The most common source of conflict for those expatriates who had high allegiance to both parent company and subsidiary was conflicting expectations, demands or objectives between the parent and the foreign operation. Although it was clear what was expected of the expatriates, the expectations of the organisations were different.
In this connection, four types of expatriate can be identified, depending on the stand they take with respect to their loyalty.
· Expatriates who go native have higher loyalty to the subsidiary than the parent company and usually form a strong identification with the culture in which they work, including its business practices and values. In this case, it will be difficult for the parent company to get its corporate policies or programmes implemented properly in the foreign subsidiary. Also, these expatriates understand host-country employees, customers and suppliers and so, can adopt management styles that are compatible with the values and attitudes of the local employees.
· Expatriates who leave their hearts at home have higher loyalty to the parent company than to the subsidiary and its wider business and cultural context. The advantages and disadvantages are the reverse of the above. The expatriates make it easier for the HQ to coordinate its activities with the foreign subsidiary but because of their tenuous identification with the host country, they may try to implement and enforce unsuitable programmes or end up offending the local employees, customers and suppliers.
· Expatriates who are dual citizens have high allegiance to both parent company and local subsidiary. They feel a responsibility to serve the interests of both organisations. They can adjust well and quickly to the local culture and environment. At the same time they are responsive to directives from the HQ. They require serious thought and commitment from the company. They are also a rare breed, and may be quite attractive to headhunters.
· Expatriates who see themselves as free agents have a low level of commitment to the parent firm and the subsidiary in which they work. These free agents are committed primarily to their own career, and move from one firm to another and from one country to another. MNCs view free agents with a degree of ambivalence. They are relatively less expensive than those sent from home and have already shown they can succeed in global settings, and have specialised skills that may be lacking in the MNC’s internal managerial or executive ranks. But they often leave with little notice, and replacing them is usually costly. Also, free agents tend to serve their own short-term career objectives and interests.
Envy and Tension
Foreign assignment packages usually offer salary and benefits commensurate with the HQ scales, which might be much higher than in the host country, because of differences in the cost of living in the two countries. They may also include additional benefits such as company cars and housing, to compensate for the inconvenience that foreign assignment will cause to the expatriate and his or her family. All this can be seen by the local people as undue discrimination between local and HQ staff, and could result in tension.
Freelance Expatriates
Expatriates experience a variety of professional and personal difficulties once they are in the host country, especially if they have had inadequate pre-departure training resulting in foreign assignment becoming increasingly unattractive to potential expatriates. A way of coping with this situation is to substitute local staff. But this is not always possible, mainly because of a shortage or, in some cases, a lack of suitable host-country nationals, those who are sufficiently skilled in managerial and technical terms to take over the job of the parent company’s secondees. As a result, the lack of suitable host-country nationals and of parent organisation secondees has led to a market for expatriates who are not part of a parent organisation, but who sell their skills to the employer prepared to pay for their services. The employer of freelance expatriates is often a local organisation with no link to an international body. Sometimes an international company that cannot find suitable secondees within its own ranks employs them. Many of the freelance expatriates have been with international organisations, and found that their career progress had indeed been hampered by working as an expatriate; or they grew to enjoy the challenge and lifestyle that could not be offered by the parent organisation. Some transferred their employment and loyalty to the local operation; others became ‘transnational managers’, employed for their international skills, not for their nationality or knowledge of their employer’s organisation.
But what might be the specific reasons that make freelance expatriation attractive to both expatriates and employers? The following are extracts from Harry based on his broad experience as an expatriate in a number of countries.
Attractions to Employers
Freelance expatriates can be hired and fired easily and have no problems of re-assimilation back into the parent at the end of the assignment. They have few claims on the employer except for their pay and benefits. The employment of freelance expatriates is usually governed by a short-term contract under host-country laws for a specific period. The employer does not give them the same level of training and development as is given to seconded expatriates. Any training is likely to be job specific as they are expected to be ready trained before they are taken on. If the work changes, and they are not capable of handling a job, they will be replaced by another ready-trained expatriate or host-country national. Like host-country nationals, the freelance expatriates’ loyalty and commitment to the employer is uncertain. This can be an advantage for the employer, as it feels no need to give support or commitment beyond that which is necessary. The employer may view the absence of loyalty and commitment as providing neutrality and impartiality. Freelance expatriates tend to specialise in working in a particular region or industry. They have specific knowledge and capability not always available to other expatriates or to host country nationals. They are often more willing to work in locations unattractive to other expatriates, and seem to be more willing to take risks in their career if the reward is sufficient.
Motivation
The motivation of freelance expatriates may be that they were among those who were seen as having ‘gone native’ and moved their loyalty to the host society. Or they may be motivated by the money and lifestyle, which is higher than they could enjoy back home. Or they might enjoy the challenge and interest of the expatriate way of life. Or it might be that they are not capable of getting a suitable job back home!
Loyalty and Commitment
Research in the Middle East shows that the loyalty and commitment of some expatriates, especially those who work as freelances and have no attachment to any particular company, can be weak. One of the major characteristics of the countries in this region is the large number of foreign employees working in various organisations. These are usually Indian, Pakistani, Malaysian and Filipino people, citizens of other Arab countries, and those who come from the West. This high concentration of foreigners has of course been caused by the shortage of local skilled manpower in the region. This condition has prevailed since the discovery of oil and the establishment of the oil industries in the 1930s. The oil-fired boom that followed the Yom Kippur war of 1973 turned these countries into large importers of labour. The rich countries of the Arabian peninsula still have small, unskilled native workforces, despite the continuous efforts of the governments and the oil companies to recruit and train local manpower.
This shortage of skilled manpower has caused at least two problems. First, competition for skilled and managerial manpower is severe, and it is therefore difficult to retain these employees. The second problem concerns the difficulties of understanding and motivating a multinational staff, given their different values, attitudes, behaviour, and lifestyles.
The volatility and diversity of the imported labour market have also had serious consequences for employee commitment to organisations. Research compared the commitment of local, Western and non-Western foreign workers in Saudi Arabia. Findings indicated that Asians expressed a higher level of organisational commitment than did Westerners or Saudis. Further, it was found that there was no significant difference between Westerners and Saudis in this regard. The Asians’ higher level of organisational commitment was attributed to the higher wages received in Saudi Arabia compared with what they can get at home. Also, because they are Muslims they want to work in Saudi Arabia. This gives them a chance to visit Muslim holy places that they and their families cannot otherwise afford to see. Moreover, expatriates who wish to work in Saudi Arabia must enter into a formal contract with a Saudi organisation, which arranges for their entry visa. This prevents these employees from moving between organisations. The underlying reasons for the sample of Asian workers staying with their work organisations do not necessarily translate into dedication and hard work. The relatively low level of organisational commitment expressed by Westerners as compared with Asians has been attributed to the fact that Westerners have come to Saudi Arabia to transfer knowledge and expertise, in return for relatively high salaries and benefits. Since their values and religions are different from those of the Saudis, their presence in Saudi Arabia is temporary. As long as they are paid well, they will continue working for their organisations; otherwise, they will seek opportunities elsewhere, or go back to their home countries. The damage that this low and shaky employee commitment can inflict upon their work organisations is obvious, especially when it is compared with the high level of employee loyalty and commitment that companies in Asia, especially Japan, enjoy.
Expatriates Back Home
Returning home, or repatriation, may seem initially as easy as if returning home from a holiday: you slot back into your own home country and your workplace. But of course it is not like that. During the two, three or more years that an expatriate has been abroad, not only has he or she changed, because of new experiences, but so also have the community and the workplace that he or she left behind. Friends and relatives have moved on; some colleagues may have left the company, and others have joined in; the local community has also undergone transformations. Sometimes the extent of all these changes may be so great that the returning expatriate might find himself or herself in an unfamiliar environment, and even experience reverse culture shock. 
The expatriates might find that their experience abroad, far from being appreciated, may have in fact held back their promotion: they find themselves at a disadvantage compared with those colleagues who did not go on a foreign assignment. In fact some expatriates spend time doing ‘special projects’ before being fitted into a job that ignores their development while they were an expatriate.
For some expatriates the process of adjustment to their company back home may be so difficult that the only solution they see is to seek employment elsewhere. Studies have shown estimates that turnover rates among repatriates at some firms range from 20% to 50% and researchers have argued that the blame lies squarely on the company as organisational policies and practices made it very difficult for the expatriate to adjust back into the home country operation.
A policy that can help repatriated staff to slot back in would be a mentoring scheme. Such schemes are important, because, personal disappointments and tragedies aside, the costs to companies of losing repatriates are significant, both financially and strategically. In financial terms, research evidence collected in the US shows that an American company on average spends more than $1 million to send a manager abroad, provide support, and bring him or her back home. Strategically, repatriates understand both the operations of corporate headquarters and of overseas operations. They can also transfer important technology or information from foreign subsidiaries back to the home country, or provide critical coordination and control functions from the home office out to local operations. To lose such valuable employees is a huge cost that no company should want to inflict on itself.


Module 10		Managing People in International Joint Ventures
Introduction
IJVs have been increasing in numbers in the past two decades along with escalating international trade and the opening up of previously-closed markets. Joint ventures between two or more companies from different national backgrounds are in many ways mini-MNCs located in the same country, but because of their multi-parentage status their management is much more complicated with frequent bouts of tension. The management of HR in such companies brings to a head, among others, different national and organisational cultures of the parents and their leadership style preferences. The institutional and other characteristics of the IJV’s host nation also have a major role to play. 
Going International in Partnership with Others
International strategic alliances have been growing in importance in recent years as a choice vehicle for companies to expand their product, geographic or customer reach. Between 1990 and 1995 the number of domestic and cross-border alliances grew by more than 25% annually. 
Companies involved in a strategic alliance join together in an exercise of shared strategies and vision, usually to handle their environments and markets more effectively, but they do not share financial and managerial activities. The companies may own certain proportions of each other’s shares, but they do not become or create a jointly owned entity, and they do not lose their independence. They may even exchange senior executives on a reciprocal short-term ‘visit’ basis, and develop common career management learning and development policies, but they do not merge their employees (e.g. the successful strategic alliance British Airways and Qantas).
Joint ventures are a form of strategic alliance where the partners involved, move a few steps further than sharing visions, strategies and markets. They create a new company in which they share assets and ownership, pool together their skills and knowledge, mix employees, and engage in joint management. As a mechanism for growth and expansion, IJVs are suitable for small as well as large companies because small businesses may be able to expand more quickly or create market opportunities beyond their present internal capacity. The setting up and management of the new organisation is usually subject to a formal agreement between the partners in terms of funding and operation but the degree of formality may vary from case to case. Each of the partner organisations shares the decision-making activities of the venture, but the extent to which the parent companies engage in decision making depends on the nature of the venture.
International Joint Ventures and the Rationale Behind their Formation
IJVs, formed by organisations in two or more countries, have become a widespread form of cross-border business cooperation. Researchers have offered various models and theories to explain why some companies decide to engage in international joint ventures.
One such model suggests that IJVs offer unique benefits of cross-culturally meshing each organisation’s complementary skills, ensuring or speeding market access transnationally, leapfrog the host nation’s technological gaps, and responding strategically to the increasingly intense national and global competition. 
Another model proposes that IJVs have proliferated because individual companies recognise that expansion into new markets can be resource-intensive and risky. Traditional models of acquisition and merger are less attractive, especially if the venture is product- or time-dependent. Companies may meet significant resistance to opening new markets in foreign countries, as governments strive to protect local firms. Such governments may require a stake in IJVs, or insist that local companies have a significant holding of the new company equity. Researchers have identified five major perspectives.
· The mainstream economics approach treats the extension of the firm by alliance as a means to obtain economies of scale and some control over inputs at a low cost
· Transaction cost explanations can be achieved by emphasising the use of alliance as a means of reducing cost, especially the transaction cost involved in extending vertical links and in transferring technology (negotiation and renegotiation of contracts, the creation of trust between partners)
· The resource dependence explanations are to extend the firm’s domain of control through vertical links and risk sharing
· The transfer of technology and exchange of patents are the implied motives of organisational learning
· Strategic positioning suggest that alliances are formed by the desire to shape competition and consolidate the firm’s market position

There are certain advantages in setting up JVs with local businesses, such as the partner’s local knowledge, its political connections, and ability to work with the bureaucracy. Also, in some ‘risk-prone’ countries, entering into JVs with local partners reduces the risk of nationalisation without compensation or other politically and economically motivated threats to the foreign partners’ investment. These and similar considerations inform multinational firms’ proactive strategic decisions leading to engagement in IJVs as opposed to other forms of foreign investment.
Performance Record of Joint Ventures
Joint ventures and other forms of strategic alliance have had a mixed record. The term ‘alliance’ can be deceptive. In many cases, an alliance really means an eventual transfer of ownership. The median lifespan for alliance is only about seven years, and nearly 80% of joint ventures, one of the most common alliance structures, ultimately end in a sale by one of the partners.
Many factors, including strategic misfit, preoccupation with short-termism, and incompatible organisational and human resource management policies, have been offered by researchers as the causes of the relatively high failure rate of alliances. For instance, a major cause for cooperative failure is managerial behaviour. In nature, cooperation differs fundamentally from competition. Whereas competitive processes are well understood and practised daily, the key success factors in cooperative processes are widely ignored. It would appear that alliances fail because operating managers do not make them work, not because contracts are poorly written.
Common areas of joint venture failures include the following;
· The partners could not get along
· The market disappeared
· Managers from dissimilar partners in the venture could not work together
· Partners who were to contribute information or resources could not deliver through their personnel
· Partners reneged on their promise

This means that common management activities require the attention of managers and other employees of the partner organisations at the negotiation stage in the alliance partnership and also throughout its lifespan. Long-term success also depends strongly upon the attitudes of the partners towards each other, on how they manage the joint enterprise, and on the degree to which the partners adopt a positive learning philosophy, thus enabling the alliance to evolve.
International alliances, especially JVs, are in principle similar to single-parent profit-oriented companies when it comes to the criteria of their performance: making profits, increasing market share, fighting off competition and meeting other strategic and operational objectives. But the nature of the ‘beast’ is somewhat different, and as a result what might be perceived as failure or success in a straightforward manner in single-parent firms might be a complex matter in IJVs. International joint ventures nevertheless appear to be particularly susceptible to failure on the management and other behavioural fronts, caused arguably by their higher potential for cultural misunderstandings.
Joint Ventures and National Culture
National cultures are different from one another, and approaches to work and its associated problems also differ from one nation to another. The extent to which national culture (especially that of foreign countries) is relevant to a firm with overseas interests, depends on the form and depth of its internationalisation. For joint ventures, the relevance of culture is most pronounced at the initial stages of negotiations between the would-be alliance partners, and then later at the core values and strategic policies that they would develop jointly and the processes leading to their agreements on their characteristics, and, of course, the management of the venture’s employees. Business transactions take place within the socio-political context where the actors involved live and work. In the case of IJVs this context spans more than one socio-political domain, and is therefore eminently more complex.
The national, political and economic institutions of the partners’ home countries greatly influence the form that an IJV may take.
The institutions of the country that hosts the venture influence the way it is set up and run.
Moreover, the partnership is subject to rules and regulations of the regional and global agreements and institutions to which the host and home countries of the partners and their venture subscribe.
Home Country
Freedom of movement of capital across borders are major factors influencing the decision to enter into alliances with foreign firms operating outside one’s own country. In most liberal-trade nations, portfolio investment, for example, is not hindered by the state. In protectionist economies the flow of capital from the domestic market to foreign lands is either severely restricted or not permissible at all.
Sometimes, because of home-country taxation policies, companies might prefer to engage in joint ventures, especially with minority equity ownership, rather than set up wholly owned subsidiaries abroad. Tax advantages in the home country result because in some countries the minority ownership is treated as an investment, whereas wholly owned subsidiaries and majority-owned joint ventures are not.
Host Country
National culture and other institutions of the country in which an IJV is situated play a significant part in the actual form that the organisation and management style of the joint venture will take. Companies undertaking expansion through IJVs need to understand the significant elements of local country culture, especially in terms of initial negotiations and partner selection, and then later in terms of internal organisation and management. Major institutions that serve as the channels of influence of host country on an IJV generally fall within six broad categories:
· 
· legal system
· political culture
· industrial relations culture
· level of economic advancement
· membership of global/regional agreements
· the national culture as a whole

These influences could obviously apply to most foreign and domestic companies. But the foreign partners of an IJV, having scaled the entry hurdles, could be subject to further rules and regulations specifically targeted at such investors. Sometimes foreign partners in IJVs voluntarily give up some of their managerial prerogative, especially in the HRM area, because of local complications. 
Effects of National Culture on IJV Operation
IJVs bring together two or more sets of employees whose national cultures give them fundamentally different views on what constitutes a desirable management style or appropriate organisational hierarchy.
A study involving four major Anglo-French joint ventures from the chemicals and engineering sectors that formed between 1986 and 1989 sought to establish the major organisational difficulties and opportunities that the partners experienced during the formation and management of the partnership, and the management practices that could overcome and/or make the most of these differences.
They compared the two nations on two of Hofstede’s dimensions, power distance and uncertainty avoidance. They argued that the former would determine the views of each nationality on such issues as the preferred degree of centralisation and the appropriate levels for decision making, whereas the latter would guide the preferences for the number of levels within the organisation, and the rigidity of the organisational systems. In Hofstede’s study the French scored higher on both power distance and uncertainty avoidance indices than did the British. These differences of scores was reflected in the management styles of the managers in the joint ventures studied. The natural French management style was widely perceived as being more autocratic, with decision-making authority clearly concentrated at top management levels. In contrast, British executives were accustomed to leave more discretion to middle management levels, with strategic information more widely shared. The two national management styles failed to allocate decision-making discretion at the same organisational level. British managers would assume that the purpose of a meeting was to arrive at a consensus view and then act upon that view. To French managers the purpose of a meeting was simply to clarify the arguments they would later put forward to their bosses for consideration. In two of the alliances where technical problems had to be solved by bi-national teams, the underlying scientific approaches could be seen to diverge. The French favoured the use of precise theoretical calculations to make sure in advance that a system would work, and they would enjoy engineering sophisticated and very general solutions. The British were satisfied with a simpler system that proved empirically to work. This kind of cultural clash shows the extent to which we all take our home-grown assumptions for granted and expect others to know them and to behave accordingly.
National Culture and Misunderstandings in IJVs
The IJV literature suggests that cultural differences are the root cause of many of the problems and misunderstandings in IJVs. Cross-national alliances almost certainly lead to conflicts when deeply held cultural assumptions initiate or compound differences in organisational processes, technology, and other factors. Cultural values often lie at the heart of these challenges, making it difficult to resolve the problems. Examples of the effects of cultural differences on international joint venture performance have been documented in many empirical studies. Research has found that cultural differences frequently led to failure on the part of parent-company managers to ‘understand’ one another and failure of the venture. Other research has shown that cultural values affect managerial style, interpersonal trust and teamwork. Different patterns of values, beliefs, behaviour, and management practices are likely to be one of the main sources of conflicts. Studies of global joint ventures among American, Asian and European companies also reported, for example, that Americans are task-oriented whereas Japanese are considered process-oriented.
National Stereotypes and Problems in IJVs
An important point to note here is that, at times, stereotypes regarding certain cultures rather than those cultures per se seem to cause problems among the multicultural workforce of an IJV For instance, in a study, observation has shown that all team members were marked by stereotyping and the creation of in-groups and out-groups. Members defined primary social identities and boundaries in terms of the corporate and national origins of members; in-group/out-group stereotyping was accompanied by attributions to cultural differences that members were reluctant to discuss openly or negotiate about with one another. An interesting example to illustrate this point: ‘Being asked to characterise their French colleagues, German executives confirmed already known stereotypes of ‘French management’. French managers [are] described as status- and position-oriented. Authority is being demonstrated through power and distinction. Management in France is considered rather as a ‘state of mind’ than as a set of techniques. Managerial status is not part of a graded continuum, but rather a change of legal status as well as subtle changes in outlook and self-perception...German managers are being perceived by French colleagues as functional, pragmatic and consensus-oriented on a strategic level, as time-efficient (use of time is linear) and systematic on the operational level, and as very closed in their way of argumentation in external relations.’
Another major problem regarding the question of national culture and multi-parent companies is the extent to which in certain cases the actors involved appear to be unaware of cultural differences and hence are not able to address the root causes of some of the tensions and misunderstandings that may have been due to such differences.
Perception of Cultural Distance between Nations
Cultural blindness is both perceptual and conceptual: we neither see nor want to see differences, and frequently similarity is being assumed even when differences exist. Perception of cultural affinity (small cultural distance) might at times obscure the real cultural distance between the people involved and as a result exacerbate misunderstandings between them, precisely because they had not been prepared for real differences.
Research into Canadian retailers operating in the United States appears to confirm this view; although the Canadian companies in their sample began their internationalisation by entering the United States, a country culturally closest to their home country, when one looks beyond the sequence of entry to performance one encounters a paradox. Instead of similar cultures being easy to enter and to do business in, the researchers argue, it may be very difficult to enter these markets because decision makers may not be prepared for differences.
Three American manufacturing firms operating in Britain provides another example; the British and American cultures, for instance, are on the surface very similar in many respects, not least because of common historical, political and economic bonds. Most British people, from politicians to artists, academics, journalists and the ‘ordinary’ men and women in the street, like to think that they are far closer to their cousins across the Atlantic Ocean than to their fellow Europeans next door.
An objective observer can see the tangible traces of Americanism in almost every aspects of modern British life, from the mass communication media, to economic and foreign policies. But, notwithstanding the shared common cultural heritage, these two nations are not really that close ‘under the skin’, even though they may be perceived as such.
The three-company case study explored the implications of cultural differences and similarities between the two nations for the management of the participating firms. It found that, among other things, significant differences do exist between the UK and the US, which have direct implications for the work environment. The Americans’ can do attitude, emphasis on entrepreneurship and innovation, positive attitudes to change and future orientation, legalist approach to contracts, informality yet a preference for written rules and procedures, dislike of trade unions, preference for HRM over unionisation, certain industrial relations practices (e.g. hire-and-fire policies, patterns of negotiations with unions and working arrangements), and pension funds issues, manifested themselves in their work-related behaviours, actions and attitudes in the three American MNCs’ subsidiaries investigated in the study. On the British side, their dislike of change, strong traditional values, past orientation, flexibility yet a preference to work according to the rules, certain industrial relations practices and policies (such as the divisive them-and-us attitude, negotiation patterns, and shift-work arrangements) were present in these subsidiaries. These differences had created a certain degree of tension and frustration, and at times had resulted in visible cultural clashes.
The above examples show that actual and perceived cultural affinity between the partners and employees of an IJV may still not be enough to prevent cultural misunderstandings and clashes in the venture.
Organisational Culture and IJVs
In addition to national cultural differences, differences in the corporate cultures of the partners involved also play a part in the joint venture’s HRM. Corporate cultures embody ways of doing things, such as power structures and control systems, management and leadership styles, and attitudes to investment and risks. Variations in organisational cultures across the parent companies and within the venture might constitute a major impediment to effective implementation and subsequent operations.
Company Language in IJVs
The question of the adoption of a common language as a means of facilitating communication has been regularly addressed. Siemens, Electrolux and Olivetti are among several major multinational companies that have nominated one official language as the basis of communication within the company. In some cases this is the parent company’s home country language, in others, another language.
The adoption of a common language has many advantages from a management perspective: ‘It facilitates formal reporting between units in the various foreign locations minimizing the potential for miscommunication and allowing for ease of access to company documents... It enhances informal communication and information flow between subsidiaries and a sense of belonging to a global “family”, which has been suggested as an important element in the multinational’s use of soft control mechanisms such as corporate culture.’
The use of such a language may be confined largely to documents and other written company-wide formal rules and procedures, occasional meetings held by taskforces and teams composed of representatives from different sites, and communication between subsidiaries’ senior managers and their colleagues at the HQ. The decision regarding the choice of common language may ultimately rest with the parent company, which is the dominant figure of the whole enterprise, even if the subsidiaries feel frustrated.
However, in joint ventures where sometimes a large number of employees from the partners join forces into a third company, the use of a common language becomes an absolute necessity In joint ventures where partners are equal, the choice of a common language can become complicated. It is important to create parity in the joint venture in terms of nationality and language. The founding partners could provide equal opportunity to all the nationalities involved to staff the joint venture, and the languages of the partners might be used as the official languages of the venture.
Human Resource Management in Joint Ventures
Different nations deal differently with bread-and butter HRM issues, such as recruitment, selection, training and development, performance appraisal, motivational policies, and industrial relations. These differences of course have implications for IJVs as well.
Other employee management issues, such as employees’ expectations from their workplace, can also be of relevance to IJVs. In some Asian countries, for instance, employees have an emotional relationship with their company, and look up to it for help when experiencing difficulties in their private life. The organisation is usually expected, and does step in, to offer help; a loan to purchase a house, guidance on marital problems, even an active role to arrange a marriage for the employee. This is a far cry from the strictly contractual relationship between the employee and his or her workplace in European and Northern American nations: a day’s work for a day’s pay- nothing more, nothing less. Any joint venture with parents from nations holding widely differing views and preferences regarding these aspects of employee management is a potential hotbed of conflict and tension.
An added complication is that the notion of HRM itself, its various models, its role and scope in the company are heavily culture-specific.
Dealing with Difficulties Associated with HRM in IJVs
International human resource strategies are organisation-specific to some extent. For instance, there is a distinct difference between the HRM policies of multi-domestic firms and globally integrated corporations. In this connection, Lorange proposes four types of cooperative venture in his conceptual framework: 
· cooperative ventures with permanent, complementary roles by the parents
· a string of negotiated cooperative agreements
· project-based cooperative networks
· jointly owned ventures based on an ongoing business concept

Each of these types faces a different set of HRM issues and challenges. In the first type such issues are handled mostly by the respective parent, and in the fourth type they are tackled largely within the venture by its own managers.
Lorange further identifies five critical HRM issues that are directly relevant to cross-border cooperative ventures: 
· assignment of human resources to cooperative ventures: who should be assigned where?
· transferability of human resources: who ‘controls’ a particular manager?
· the trade-off in time spending between operating and strategic tasks among various managers involved in the cooperative venture
· human resource competency: avoidance of judgement biases
· management loyalty: to the cooperative venture or to the parent?

Lorange then superimposes these five sets of crucial issues on the four types of cross-border venture referred to above. Each of the HRM issues is handled differently depending on the type of venture involved. He argues, that in a project-based cooperative venture, the HRM function will be carried largely out by each partner in a ‘compartmentalised’ manner, and largely on behalf of his or her own organisational entity. Similar types of separate HRM arrangements among partners may be made in renegotiated alliances, such as in licensing-type cooperative agreements. 
The HRM function will probably also, to some extent, be dealt with independently by each parent in the cooperative venture, with permanent complementary roles by the parents. In all these three cases coordination, communication and consultation play a significant role in ensuring the smooth running of the venture and its success. For jointly owned ongoing cooperative venture businesses, a strong and fully fledged HRM function will have to be established within the joint venture itself.
Despite this, there are issues and difficulties involved in the management of human resources in an international context that are more or less common to the companies concerned. Research showed that the following attitudes were outstandingly associated with joint venture success:
· 
· commitment by top management
· mutual trust
· sensitivity to company culture
· commitment at lower levels
· sensitivity to national culture
· information widely disseminated
· good dispute resolution mechanisms
· learning dissemination
· reviewed learning


As the list shows, ‘sensitivity to company culture’ and ‘sensitivity to national culture’ are among the top five attitudes that have a strong association with alliance success.
The study suggests that nine out of ten joint ventures surveyed claimed to have positive attitudes on both or all sides towards national and corporate cultural differences. 
There are inherent difficulties involved in adopting and maintaining positive cooperative attitudes in international strategic alliances. This internal conflict only emphasises the apparent importance of the attitude question in sustaining a positive alliance relationship.
How Might IJVs Tackle the Culture ‘Problem’?
The first step may be to consider the cultural mix of employees not as a problem but as an asset to be developed and built upon. There are various ways in which this might be done.
At the individual level, training of managers and other employees is of the utmost importance. Staff members involved in long-term intercultural cooperation should be specially trained and prepared for the difficulties in building cross-cultural working relationships. Employees should be encouraged to learn the language of their foreign colleagues. They could be sent on special courses and training programmes. It might be even more useful to send employees of partner cultures together on these courses. This would encourage the building of informal cross-cultural contacts, and help to overcome employee inertia in recognising cultural dimensions. In addition, selected employees could be sent to work in the partner’s company for a while as part of their training.
Creating and sustaining a measure of cross-cultural empathy is another action that can prepare staff for cross-cultural understanding, and can in turn contribute to the success of a joint venture. 
Research in China showed that in successful Chinese joint ventures, there existed a genuine appreciation for the complexity involved and for the length of time required in China to bring a project up to fully functioning status.
A key American corporate executive made a statement during the joint venture formation process that made an indelible impression: ‘We may not see the fruits of this effort in my lifetime or in my son’s lifetime, but hopefully people will be able to look back in my grandson’s lifetime and say that this was a good decision.’ The local general manager who was present exclaimed: ‘He is talking like a Chinese!’
Some ‘secrets’ of joint venture success in China, which can easily be adopted and adapted in IJVs found in other countries include;
· Chinese partners are carefully chosen
· Expatriates are experienced in China and knowledgeable about and sensitive to Chinese culture
· Task behaviours are carefully specified, and strict controls are maintained through work rules and observation (over-supervision to the point of micromanagement).
· Incentives are provided that are genuinely tied to specific performance.
· Extensive training is provided not only on technical aspects of task performance, but also in work habits and work ethic.
· A productive work culture is created using every means possible: a well-designed facility, cleanliness, tangible benefits from organisational membership (such as good treatment by the managers and an attractive workplace).
· There exists a capacity to absorb contingencies of all types, particularly the capacity to remain calm in the face of adversity.
· Managers have international experience and an interest in cross-cultural understanding, perhaps from a broader perspective than their immediate job.
· Patience and a tolerance for ambiguity are essential.
· Managers are at peace with their environs, and want to be where they are, rather than having to fulfil a required assignment or supervise a prescribed project.


