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The field of International Human Resource Management (IHRM) within its cur
rent dimensions poses new tasks and problems. Although this field has its roots 
in psychology, organization theory and business economics, research into the prac
tical implementation of IHRM and theoretical development of this field has re
mained in its infancy for a long time. The objective of this special issue of Man
agement International Review aims to progress the field of strategic issues in 
IHRM and to stimulate further discussion. 

The papers have been selected from those presented at the Sixth Conference 
on International Human Resource Management which was held in Paderborn, Ger
many, in June 1998. The attendance of 250 participants at the conference is an in
dication of the growing interest in HR problems in an international context. Over 
100 papers were submitted for the conference as well as for this special issue. 
Only a small number of papers have been selected for publication. This process 
of selecting papers most suitable for publication was very time consuming and 
would not have been completed in time without many experts in the field ofIHRM 
who agreed to review papers. For their important contribution to the review pro
cess we would like to thank the following colleagues: 

Iris Baude, Catholic University of Eichstatt (Germany), Wilfried Bohler, Uni
versity of Paderborn (Germany), John Boudreau, Cornell University (USA), Wolf
gang Brandes, University ofPaderborn (Germany), Chris Brewster, Cranfield Uni
versity (UK), Michael Dowling, University of Regensburg (Germany), Peter J. 
Dowling, University of Tasmania (Australia), Eduard Gaugler, Emeritus Profes
sor, University of Mannheim (Germany), Michael Gilroy, University of Pader
born (Germany), Paul Gooderham, Norwegian School of Economics and Busi
ness Adminstration (Norway), Yvonne Groening, University of Paderborn (Ger
many), Rudiger Kabst, University ofPaderborn (Germany), Albert L(ihr, Univer
sity of Ntirnberg (Germany), Klaus Macharzina, University of Hohenheim (Ger
many), Wolfgang Mayrhofer, Vienna University of Economics and Business Ad
ministration (Austria), Reinhard Meckl, University of Regensburg (Germany), 
Mark Mendenhall, University of Tennessee (USA), Werner Nienhtiser, Univer-
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sity of Essen (Germany), Odd Nordhaug, Norwegian School of Economics and 
Business Administration (Norway), Michael Poole, University of Wales (UK), 
Karl-Klaus Pullig, University of Paderborn (Germany), Max Ringlstetter, Catho
lic University of Eichstatt (Germany), Ewald Scherm, University of Hagen (Ger
many), Stefan Schmid, Catholic University of Eichstaett (Germany), Karl-Heinz 
Schmidt, University of Paderborn (Germany), Ursula Schneider, University 
of Graz (Austria), Wolfgang Weber, University of Paderborn (Germany) and 
Joachim Wolf, University of Hohenheim (Germany). For support in the organiza
tion of the review process the editor thanks Christopher Gramley. 

The outcome of the review process was that 13 papers were selected for pub
lication in two special issues which both address the field of international human 
resource management. There were many other very well-written and high quality 
papers but due to space limitations, the editors could not include more contribu
tions. For those interested in the other papers of the IHRM-conference we recom
mend the conference proceedings which are available from the University of Pa
derborn (Email: MFesting@notes.uni-paderborn.de ). 

The selected papers can be related to three broad IHRM-approaches which 
are described below: 

• Cross-cultural management approach: early work in this field (especially in 
Anglo-Saxon countries) emphasized a cross-cultural management approach 
which examines human behavior within organizations from an international 
perspective. 

• Comparative HRM: A second approach developed from the comparative indus
trial relations and HRM literature seeks to describe, compare and analyse HRM 
systems in various countries. 

• HRM in multinational firms: A third approach seeks to focus on aspects ofHRM 
in multinational firms, especially expatriate management and HR in subsidiaries. 

It is sometimes difficult to classify a paper as representative of one approach. For 
example, the distinction between the cross-cultural management approach and the 
comparative HRM approach can be very difficult becausc the methodology of de
scribing typical issues in one country and comparing them to those of other coun
tries is very similar. It is the unit of analysis which is different: In the first men
tioned approach, culture is the focus of analysis while in the second approach the 
focus is on HRM practices. Papers which can be classified by the first two ap
proaches have been published in Special Issue No.2 (1998) of Management 
International Review. This special issue is focussing mainly on strategic aspects 
of IHRM and HRM practices in multinational enterprises. 

While in 1986 Andre Laurent from INSEAD stated in a well recognized paper 
that the field of IHRM was still in its infancy, the papers selected for this issue 
show that important progress has been made. Two points may illustrate this prop
osition: 
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I) Research is no longer dominated by descriptive or normative orientations as 
theoretical approaches and explanations have become more important. Good 
theoretical explanations can help to generate helpful practical solutions. 

2) Furthermore, research not only addresses the HRM function itself but is placed 
in a broader context. As Wright/McMahan (1992, p. 296) pointed out in their 
paper about strategic perspectives on HRM: "HRM issues are part of an open 
system, and research is theoretically bankrupt unless placed in the broader con
text of organizations." 

Following this perspective, the papers in this issue include contextual factors such 
as globalization, information and communication technology, and country-spe
cific differences as well as organizational performance and HRM measures in or
der to address strategic issues of IHRM. 

The first two papers were opening addresses at the Sixth Conference on Inter
national Human Resource Management, one from the perspective of a German 
multinational and one from a more theoretical perspective involving the manage
ment of networks. 

In his presentation, Heinrich von Pierer, President and CEO of Siemens AG, 
highlights the challenges of managing a global player in the age of information. 
The main question to be answered is which human resources strategies will en
sure that a global player can succeed in tomorrow's challenging global environ
ment? He identifies five points which are of strategic importance to Siemens: 
a) A living company is a learning company; b) Global teamwork is the key to de
veloping and using all the potential of the company's human resources; c) Man
agement has to be redefined to meet the challenges of globalization; d) Long-term 
growth and profitability depend on achieving a balance of interest; e) A climate 
of mutual respect is the basis of all relationships - within the company and with 
society. Critical to all of these points is that people are a company's greatest asset. 

From a more theoretical perspective, Arnold Picot, Head of the Institute of 
Organization of the University of Munich, identifies new challenges of manage
ment in networked environments which may result from globalization. In a first 
step he identifies the potential of new information and communication technolo
gies. As with Heinrich von Pierer, he also sees information and communication 
technology as a basis for new forms of work organization independent of loca
tion and time, as a prerequisite for teamoriented organizational forms, as a basis 
for knowledge management and as an opportunity to reduce coordination costs. 
He illustrates different forms of networked organizations and market structures 
by using a variety of company examples. New challenges for management and 
leadership are drawn from this analysis. 

Both opening addresses show in different ways the implications globalization 
and the increased use of information and communication technology may have 
for the design of human resource strategies. The other papers in this issue aim at 
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furthering our understanding of the field of IHRM by using different theoretical, 
conceptual and empirical perspectives. 

Peter 1. Dowling examines and describes recent developments in the field of 
international human resource management. Thus, the paper gives an excellent 
overview of the state of the art in this field of research. The paper consists of three 
parts: first, the author develops a typology of various approaches taken to the study 
of IHRM. Then, he identifies variables which moderate differences between do
mestic and international HRM. In a third part, recent work in the area of strate
gic human resource management in multinational enterprises is presented. Con
sidering the outlined developments in the field it can be stated that "the multidi
mensional puzzle at the crossroad of national and organizational cultures" out
lined by Laurent in 1986, is being completed and that important progress has been 
achieved. 

In his paper, Chris Brewster outlines the value of different paradigms in IHRM, 
the universalist and the contextual paradigm. The universalist paradigm centers 
on the argument that research involves using evidence to test generalizations. 
Thus, the purpose of SHRM would be to improve the way HR is managed within 
companies and to provide general rules that can be applied. In contrast, the con
textual paradigm argues that explanation of difference is more important than firm 
performance. Both paradigms have strengths and weaknesses. Following the con
textual paradigm, the author draws attention to the value of that approach in under
standing current developments in SHRM in Europe. With this paper, Chris Brew
ster suggests a typology of IHRM approaches which is characterized by similar
ities to the one developed by Dowling in this issue. 

Mark Mendenhall also identifies a need for paradigmatic integration in IHRM. 
He delineates the past and present influence of logical positivism, nonlinear dy
namics, and hermeneutics on the IHRM subfield of expatriation. By utilizing the 
perspectives of the three paradigms together in an integrative fashion when con
structing research designs or HR programs, the author identifies a potential for 
more effective outcomes of IHRM-research. This innovative approach to IHRM 
leads to new insights in this field of research, e.g. in the field of cross-cultural 
training as the author shows. The paper provides an excellent basis to understand 
the different paradigms and possible applications to IHRM. 

Another theoretical approach is exploited by Carolyn Erdener and Ingemar 
TorbiOrn. Their analysis extends the competence-based approach to human re
sources (HR) by linking transaction cost economics and strategic management to 
the analysis of HR practices in international firms. The authors develop a frame
work and apply it to the analysis of specific international staffing arrangements. 
The basic assumption of the paper is that staffing patterns may reduce cultural 
frictions and risk. This may help the firm to gain competitive advantage and im
prove performance. Thus, the focus is not on the causes but on the effects of staff
ing decisions. According to the authors, certain aspects of staffing have signifi-
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cant implications for the cost structure of the firm. The proposed relationships are 
integrated in a model on HRM staffing patterns in international firms. 

Marilyn S. Fenwick, Helen De Cieri and Denice E. Welch present a concep
tual paper which examines the role of performance management in the develop
ment and maintenance of cultural control in multinational enterprises. In common 
with Erdener and Torbiorn, the authors also identify a connection between HRM 
activities and firm performance. A framework using different theoretical perspec
tives is developed depicting key dimensions of control in the MNE performance 
management context to illustrate the linking of the individual and organizational 
interface with achievement of desired outputs. The framework proposes an ongo
ing socialization role for performance management in MNEs. 

Michael Maller discusses the convergence thesis in the area of human re
source management. In his paper, he shows the results of an empirical study based 
on 25 case studies of German-, British- and US-owned banks and chemical firms 
operating in Germany. Thus, the meaning ofthe different research paradigms iden
tified in the paper by Chris Brewster in this issue is addressed. The key result is 
that most firms in the sample largely comply with German labor market institu
tions. Pivotal HRM elements such as an extensive training and employment se
curity are favoured by the German institutional environment. It exerts pressures 
to adopt a pluralist approach to HRM. Far from supporting convergence thinking, 
the German example supports a diversity theory. 

As the Guest Editor, I believe that the theoretical, conceptual, and empirical 
contributions in this special issue have not only shown a qualitative progress in 
the area of IHRM, but I sincerely hope that this collection of papers will also stim
ulate further discussion. Following Mark Mendenhall's conclusion, I hope that 
the competing paradigms and theoretical frameworks identified in the different 
papers will act as independent aids to achieve a more complete understanding of 
IHRM and especially of strategic issues in IHRM. 

MARION FESTING 
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• The challenges of managing a global player in the age of information are ana
lyzed. The main question to be answered is which human resource strategies 
will ensure that a global player can succeed in tomorrow's challenging global 
environment. 

Key Results 

• Five points are identified which are of strategic importance to Siemens, i.e. glo
bal team work is the key to developing and using all the potential of the com
pany's human resources. Critical to all of these points is that people are a com
pany's greatest asset. 

Author 

Dr. Heinrich v. Pierer, President and Chief Executive Officer, Siemens AG, Munich, Germany. 

Opening Address to the Sixth Conference on International Human Resource Management, Uni
versity of Paderborn, June 23, 1998. 
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Ladies and gentlemen: 
It's a great pleasure to speak here today - and an honor for me, particularly since 
I'm not an expert in the field of human resources. Don't worry though - I will fol
low the advice of Lord Brabazon who wisely said: 

HIfyou cannot say what you have to say in some thirty minutes, you should go 
home and write a book about it!" 

What I can do today is share with you some personal HR observations which 
I have made while running a multinational company. Firing intellectual guns, as 
Professor Weber just said - although this may be a bit exaggerated. 

But first of all, let me also welcome all of our international guests to Germany. 
Although my company sells all sorts of fantastic communications and informa
tion technology, I still prefer getting together like this for a personal exchange of 
ideas. 

The Chinese say: "Seeing something once is better than hearing about it a 
hundred times. " 

While you are here, I hope you will see that many of the reports questioning 
Germany's competitiveness are quite exaggerated. The facts are: Germany has 
one of the world's best trained and educated workforces. The country's infrastruc
tures are world class. There is a constructive social climate without major con
flicts. Germany offers the best platform for doing business in Central and East
ern Europe. And it has proven time and again that it can adapt and thrive. Ger
many - and Europe - will obviously remain a vital part of our global network at 
Siemens. And the advent of the euro will further underscore the region's impor
tance. 

* * * 

Ladies and gentlemen: 
Someone - probably a human resources professional- once stated: 

"Whatever the quality of a company s assets or business, in the final analysis, 
what counts is people. " 

I am sure this message will be repeated in many variations at this conference. 
Without any doubt: People are a company s greatest asset. And managing this as
set successfully over the long term is perhaps the single greatest challenge facing 
companies today. 

The global business environment is undergoing profound changes - changes 
which may prove as revolutionary as the invention of the steam engine. Markets 
around the world are being deregulated and liberalized, reshaped and integrated. 
Globalization is radically transforming the nature of competition. Secure home 
markets and national champions are now history. Information and communica-
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tion technologies are creating a totally networked, interfaced world. For the first 
time in history, the vision of a global village is nearing reality. 

Siemens is one of the few true global players in this new world. Today we 
have over 400,000 employees working in 190 countries. More than 200,000 of 
our people - over half of our workforce - work outside Germany. We generate 
70% of our sales in international markets - and the share is climbing. We manu
facture, do research and development, purchase supplies, train employees, and 
partner with customers in many countries around the world. 

Today the nature of value added is changing radically. Only a few years ago, 
business at Siemens used to be dominated by production. Today, software, engi
neering, and services are the backbone of our business - and the key to success. 
They already comprise over 50% of our value added - and the share is steadily 
growing. 

In this changing environment, the management of human resources plays an 
ever greater role. As we all know, a company can only be as good as its people. 
Companies are in fact communities -living entities that must be nurtured, guided, 
motivated and protected. They must grow, thrive, benefit others - and survive 
from generation to generation. 

Siemens has proven it can be done. We celebrated our 150th anniversary last 
year as one of the world's oldest industrial companies. It was a perfect occasion 
to analyze the enduring qualities that helped us survive so long - and identify 
what we must have to succeed in the future. 

Our central question was: 

Which human resources strategies will ensure that our people - and our com
pany - can succeed in tomorrow's challenging global environment? 

Our answers can be summed up in five points: 

First: A Living Company is a Learning Company 

Learning must be an ongoing process in our corporate culture. I think Mark Twain 
offers a perfect definition oflife-long learning in his book Life on the Mississippi. 
He wrote: 

"Two things seemed pretty apparent to me. One was - that in order to be a Mis
sissippi River pilot - a man has got to learn more than anyone man ought to 
be allowed to know. The other was that he must learn it all over again in a dif
ferent way every 24 hours. " 

Like Twain's Mississippi, the business world is a flowing, constantly shifting en
vironment. To navigate our company successfully in these uncharted waters, we 
must relearn in new ways every single day. 
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Learning has to be focused. We must learn from the best within our company 
as well as from those outside it - from our most demanding customers, our tough
est competitors, from leaders in other industries. Benchmarking, best-practice, 
best-in-class are the key to survival. 

To become the benchmark for others - our goal- we must seek excellence in 
everything we do. And what is excellence? I like this definition best of all: 

"Excellence demands that you be better than yourself." 

Professional learning begins with vocational training. Germany's proven dual 
system combining theoretical instruction with hands-on training is so successful 
that we are using it around the world. In the United States the program is off to a 
great start, and has won praise from all the communities involved and from Pres
ident Clinton. We have also launched the program in China, and now have over 
100 young apprentices. And that's only the beginning. 

Every year, thousands of young people around the world complete training 
programs at Siemens, equipped with skills that meet today's market needs - and 
tomorrow's. One of our initiatives is to design new job profiles, especially in the 
field of communications and information technology. We know that jobs will more 
and more cut across many disciplines. Technical trainees need a background in 
management, while management trainees need schooling in technology. The goal 
here is job mobility. 

Learning also centers on continuing education. The incredible pace of tech
nical developments and the constantly changing face of our business world re
quire that each of us - like Mark Twain - learn, relearn, and relearn again. Put 
simply: 

"It's what you learn after you know it all, that counts'" 

This is also the key to employability. We must train and educate our people so 
they always keep up with market needs, wherever they work. The concept of em
ployability is the best answer to the end of guaranteed lifetime jobs. 

Learning also means learning from one's mistakes. I recall a nice story on this 
theme about Thomas Watson, the founder of IBM. One of his vice presidents de
veloped a product. It was a risky venture that ended up a huge failure, costing the 
company ten million dollars. Watson called the man into his office. Certain he 
was going to lose his job, the man asked nervously: 

"I guess you want my resignation?" 

Watson replied, 

"You must be kidding! We've just spent ten million dollars educating you!" 

No one likes to pay for mistakes. But they are part of gaining hands-on experi
ence. Mistakes also happen when people take risks - and exposure to risk is ex-
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posure to heavy-duty learning. I like the image of the turtle: 

It makes progress only when it sticks out its neck. 

My Second Point is: Global Teamwork is the Key to Developing and Using 
all the Potential of Our Human Resources 

Henry Ford expressed it nicely: 

"Coming together is a beginning; keeping together is progress; working to
gether is success." 

Today it isn't enough to work for the same company, or even beneath the same 
roof or on the same floor. Teamwork means breaking down all traditional barriers 
within the corporate world. 

We must learn to work across divisions, across disciplines, across regions. 
This means understanding the whole process, not just bits and pieces. 

Teamwork has another dimension. It is the close interfacing with customers 
and business partners at every stage of the value-added process to ensure we pro
vide maximum benefit. 

Globalization has accelerated the worldwide distribution of value added. To
day, local value added and local content are a must to win - and keep -local cus
tomers. Orders are often tied to demands for local commitments: move in and set
tle, or get out. This calls for direct investments. Move in, settle, build factories, 
hire local, buy local. 

New forms of doing business are gaining importance. Today a company of
ten has to move in, settle, finance a project, operate it as a type of long-term pay
ment, and then turn it over to the customer. Local presence has been transformed 
from sales offices to complete local companies offering a full spectrum of activ
ities. These activities may include everything from vocational and management 
training, to research and development. In short: many of our local companies now 
do everything once done only in Germany. 

As we decentralize our activities, we are also decentralizing responsibility. 
For us, local commitment means local management. This, in turn, means training 
and developing our people for positions of responsibility. In China, for example, 
we have about 17,000 employees - and only 200 Germans to provide technology 
transfers and training. We have opened a Management Institute in Beijing to help 
shift responsibility to locals. 

All this is part of our strategy to build up our global value-added network. 
Ultimately, where a specific task is done in this network depends on the best avail
able know-how, optimal market access, capacity, and - of course - the lowest 
costs. This flexible, interactive network allows us to optimize resources and com
bine the best of what the world offers. 
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Global teamwork requires people who are networked in two senses. First, in 
the physical sense through telecommunications - such as e-mail, the Internet, and 
our worldwide intranet. 

The virtual company is certainly not far off. We already have globalized pro
jects, with teams in India instantly linked with partners in Germany, the US or 
Brazil. Time and space are taking on a new meaning: our people can literally work 
around the clock, achieving new levels of creati vity and efficiency. In a film cel
ebrating Siemens' anniversary last year, we showed a fascinating cyberspace con
ference of company experts from every part of the globe. It may still be science 
fiction, but I bet this vision is well on the way to becoming reality. 

The second form of worldwide networking and teamwork is mental. I am talk
ing about the ability of our employees and managers to think, to feel, and to act 
in close cooperation. After all, colleagues who work together in the same office 
or thousands of kilometers apart must have the same basic orientation, the same 
values, and the same forms of communication. Being on the same wavelength is 
the key to speeding up all processes within the company. 

To optimize our global teamwork, we need a strong, unifying corporate iden
tity, a common set of values, mutual goals, and common structures. Our people 
must have the feeling of belonging. They must be more than an employee of a 
subsidiary in Argentina or Malaysia: they must be part of a globalfamily. Our hu
man resources people are shaping this global family identity in all our locations 
worldwide. 

Global presence requires constant global contact. Every few years we hold 
the Siemens Conference attended by more than two thousand company managers 
from around the world. Once a year our corporate management gets together with 
the heads of all our national companies. Our regional managers hold frequent con
ferences. And every year, our Corporate Executive Committee meets in a foreign 
country to assess the regional situation at first hand. This year, for example, we 
were in Sao Paulo to focus on South America. 

The internationalization of our management has high priority. We are push
ing the international experience of managers down to ever lower levels, and mak
ing cross-border, cross-cultural experience a must for career advances. We know 
that cultural diversity strengthens our team. 

I strongly feel that international experience is not a one-way street. We ea
gerly send our German staff around the world. But we also expect our interna
tional managers to experience Germany. 

They must have a taste of Germany's culture, language, and business prac
tices. They should understand the legal business framework in Germany. Co-de
termination, for example. It may be problematic at times, but it is a balancing fac
tor that can be quite effective if handled properly. 
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My Third Point: Management has to be Redefined to Meet the Challenges 
of Globalization 

Globalization is radically changing the character of management. As markets open 
and the world gets smaller, traditional local business practices and attitudes are 
being mixed with new ideas. 

Nothing stays the same. Yet a global player must have a common culture, com
mon values, instruments and rules. At Siemens, we have put in place a state-of
the-art system of human resources instruments to ensure a strong sense of iden
tity and uniformity throughout the world. 

- A clearly formulated set of corporate principles defines the philosophy that 
guides our thoughts and actions. 

- Regular strategic performance assessments encourage each employee to de
velop his or her potential. 

- The Siemens Leadership Framework makes our managerial functions more 
transparent, and focuses on creating value. 

- And our management dialogue process provides regular feedback from the bot
tom to the top to let our managers know how they are doing - and how they can 
improve. 

Internal systems and processes provide unity in a global organization. But global 
players grow - and growth often involves acquiring foreign companies, or set
ting up joint ventures. Here we find that corporate cultures often differ quite a 
bit. 

The American custom of generous stock options is a typical example. What 
do you do when compensation for the same job is ten or twenty times higher on 
one side of the Atlantic than on the other? Which corporate culture prevails? Ques
tions like this come up all the time as companies expand beyond their traditional 
borders. Solving them requires a new breed of global manager. 

Fourth: Long-term Growth and Profitability Depend on Achieving 

a Balance of Interests 

For years now, attention has focused on building shareholder value. Without any 
doubt, profits are the lifeblood of companies. Only high profits enable companies 
to finance their own growth. And naturally shareholders also expect their invest
ment to earn high interest. There is a global yardstick in this respect, and capital 
markets are also global. We at Siemens know that we have to improve further to 
meet this yardstick. 

But it would be unnatural and harmful to concentrate only on shareholder 
value and ignore the overall picture. Profits must be seen as part of a carefully 
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balanced equation of interests. Each part of this equation must be weighed and 
watched to keep a company healthy. 

The equation really is simple. We know we can be profitable only with crea
tive, satisfied, and highly motivated people. In turn, our people will be dedicated 
to the company only if we can offer them interesting jobs with potential. And this, 
of course, is possible only if we remain profitable and healthy. 

The circle is complete. And the message is clear: we can grow and thrive only 
with the help of our people, and never against them. 

Keeping this equation balanced is never an easy job. But I think it is the only 
way to build for the future. 

Perhaps my feelings about balancing interests are so strong because of our 
company's traditions. Werner von Siemens knew that good people are the foun
dation for success. All his life, he took great care to foster a deep sense of loy
alty, trust, motivation, and inspiration among his employees. This philosophy is 
reflected by a comment he made over one hundred years ago: "I won't sell the fu

ture for a quick buck. " Instead of maximizing the family fortune, he invested in 
his people. 

There is another way to build for the future: invest in youth. We work closely 
with local universities and institutions around the world, supporting and training 
promising young talent. Again, our focus is on people. We know that our future 
depends on having skilled, motivated, creative and contented employees. 

My Last, and Fifth Point: A Climate of Mutual Respect is the Basis 
of all Our Relationships - Within the Company and With Society 

Our job is to foster a climate of respect for the individual. In a company like Sie
mens, the wealth of nationalities, cultures, languages, and outlooks represented 
by our people is one of our most invaluable assets. This great diversity demands 
openness, transparency, and fairness in the way we deal with one another. We must 
be a multinational in spirit and deed, as well as in name. 

Respect has another dimension as well. We must be respected as a good cor
porate citizen wherever we operate. This means that each and everyone of our 
employees - no matter where he or she lives - must honor the code of ethics em
bedded in our corporate culture. It is a code that ultimately stands behind our good 
company name. 

Our job is to see that our people know these values and live and work in a way 
consistent with them. 

* * * 
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Ladies and gentlemen: 
Of all the people in a company, I think HR managers may have the most secure 
jobs. Technologies may come and go. Companies may go global. The very way 
business is done could change radically. Jobs could be completely redefined by 
trends like teleworking. 

Yet whatever the changes, and however radical they may be - companies will 
always be based on people. And they will always need people who can lead peo
ple with great skill, care, insight, and dedication. 

Let me wish all of you an enjoyable and productive conference. May you be 
inspired to find what you are seeking and what companies around the world need 
- effective human resources strategies designed to master the challenges of the 
21 st century. 
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Classical organizational and management concepts, although proven effective in 
industrial companies, are not unconditionally applicable in increasingly global, 
networked economic structures. Recent developments in information and com
munication technology promote organizational forms which are characterized by 
modularization of value chains, cooperation networks, forms of work indepen
dent of location and time, and an increasing virtualization of markets displaying 
"online response". These new organizational forms confront managers and lead
ers with new challenges, which are the focus of this article. 

Following a short overview of the potentials of new information and commu
nication technologies, several current examples of networked company and mar
ket structures will be shown and the resulting new challenges for managing in net
worked environments will be discussed. 

Potentials of New Information and Communication Technologies 

New developments in information and communication technology have brought 
about enormous performance increases coupled with steady improvement in price
performance ratios, increasing technical integration and miniaturization, and 
worldwide de-facto standardization. These positive trends continually provide 
new possibilities for more direct and smoother information exchange, communi
cation, and the organization and management of division of labor, which are in
creasingly taken advantage of in the business and private sector. Here are a few 
examples indicating the considerable potentials and chances of new information 
and communication technologies (see Picot 1998): 

• Simultaneous exploitation of process and function specialization; 
• Basis for team oriented organizational forms; 
• Basis for forms of work organization independent of location and time, for ex

ample, te!ecooperation and telework; 
• Basis for knowledge management independent of location and time; 
• Reduction of coordination and transaction costs; for example, the costs for a 

three-minute telephone call from New York to London have diminished from 
$300 in 1930 to practically nothing today. 

The reduction of coordination and transaction costs is a very relevant aspect of 
new information and communication technologies. Keep in mind that more than 
half of the national income in developed industrial societies is spent on activities 
in the fields of information and communication for the purpose of organizing the 
division of labor within and between companies and households, meaning for 
transaction costs (Figure 1). The increase in the transaction cost percentage of 
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Figure 1. Percentage of transaction costs on gross national product (example USA) (Wallis/North 
1986, p. 121) 
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gross national product has possibly already passed the 60% mark in developed 
economies. 

Networked Organizations and Market Structures 

Investments in information and communication technologies within a company 
and in markets reduce the transaction and coordination costs, allowing new con
figuration in the division of labor. These new forms provide solutions for the di
vision of labor within and between companies which promote increased perfor
mance and are more efficient than traditional forms of division oflabor. They lead 
to less dependence upon space and time - a phenomenon known as virtualization
and consequently support the tendency of transforming a company's internal co
ordination into more market oriented structures, as well as increased integration 
of traditional market coordination forms. Such transformations lead to boundless, 
virtual companies, composed of networked modules in the form of companies, 
business units, teams, and individual workplaces, with each module being able to 
perform its assigned tasks in the best possible manner (Figure 2). 

There are currently a multitude of examples for such company and market 
structures. There is a large spectrum of telework, ranging from the classical tele
work taking place in private homes, to neighborhood and satellite offices, to al
ternating telework, even to location independent mobile telework (Reichwald/ 
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Figure 2. Networked organization structures (Picot/Neuburger 1997) 
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Moslein/SachenbacherlEnglberger/Oldenburg 1998). Just a few examples: soft
ware production for German and American companies in India; the processing 
of insurance claims, medical, hospital and pharmaceutical bills in Ireland by 
American companies; BMW designers teleworking; virtual call-centers; order
taking in private households for large mail order houses; the organization and 
preparation of conventions by teleworkers in German convention planning com
panies. Exemplary for mobile telework is the countless number of outside sales 
and service representatives and also the mobile construction site manager, who, 
independent of location, coordinates the teamwork between architects, contrac
tors and craftsmen. 

Further developments identify the shift to networked companies and market 
structures: 

22 

The number of location independent cooperation and network strategies 
between companies is increasing. Networks and symbiosis evolve, displaying 
a wide variety of characteristics, depending on the original design. Supplier 
hierarchies in the automobile industry made possible through extranets, project 
groups, and service networks are examples. An actual example of the increased 
use of networks between manufacturer, retailer, and consumer is the approach 
known as Efficient Consumer Response. This approach is supported by a va
riety of concepts and techniques (for example, information integration and net
works) and allows for a smooth, timely, and demand oriented flow of products 
between supplier, shipper, retailer, and consumer. Rationalization potential is 
considerable and can reach 90% at the level of process costs. 
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Networks and location independency consequently lead to virtual organiza
tions, which are no longer theory, but can easily be found in the real business 
world. Well-known examples are the Personnel Consultants NEWPLAN, pro
viding the necessary administrative infrastructure for small businesses, EURE
GIO, combining several legally independent companies into a company pool, 
which can be configurated into a virtual factory for a predetermined period of 
time, or the textile company PUMA (see Mertens/Faisst 1997). 

Through the shifting of performance exchange and transactions into the informa
tion sphere, physical processes are substituted or tightly linked with virtual pro
cesses. Especially in the Internet, electronic markets are continually evolving for 
products like services, information, floppy disks, software, books, etc., creating 
possibilities for teleshopping and electronic commerce. Famous examples are 
Dell, reporting daily online sales of over $100 million; Cisco Systems (market 
leaderfor hardware in the field ofInternet-networks), selling products worth about 
$ 2 billion in 1997; the TPN-register, an Internet-based auction system to which 
800 suppliers as well as 20 large and 1400 small and middle sized companies are 
linked, through which savings of $500 million to $700 million are expected over 
the next three years; or the legendary example Amazon, which has developed into 
the world's largest bookseller (see for example Achinger 1997). 

New Challenges for Management 

New information and communication technologies, as well as the resulting devel
opments such as networks, virtualization, location independency, and electronic 
markets, provide management with new challenges. Two countercurrent tenden
cies are the basis for a new type of management dilemma, which challenges man
agement in networked environments: 

• an increase in decentralized freedom of action 
• an increase in the possibility of performance measurement and centralized con

trol 

On account of reduced management presence, networks and location indepen
dency allow for less observation and evaluation of employee and partner activ
ities, clearly imaginable in the above-mentioned forms of telework, virtual teams, 
or telecooperation. The trend towards the management concept known as "man
agement by wire" (Haeckel/Nolan 1993) is easily detectable in the business world. 
Permanent feedback from the field (for example, short term sales data and fore
casts) automatically activate the current production and delivery to the market. 
Two examples are the distribution system of Ms. Field's Cookies and Point-of-
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Figure 3. Networked organizational structures and abilities of managers and leaders 
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Sale system at the retail level, which are supported by data collected by using 
scanner registers. Networks and location independency also experience fluctuat
ing partnerships in teams that require flexible cooperation with a variety of cul
tures. It is obvious that controlling and management must adapt existing struc
tures to these developments. In applying the Principal-Agent-Theory by compar
ing the networked organization to the classical company structure, the agent's 
level of influence on results is higher, the observability of the agent's activities 
by the principal is reduced. Decentralized freedom of action is created in a net
worked organization, requiring indirect, result-oriented management methods, the 
development of appropriate incentive systems which consider intrinsic and ex
trinsic incentives, a strengthening of entrepreneurial abilities and a scope of ac
tion for employees at all levels through the right measures of personnel develop
ment, more self-controlling, as well as leadership through values and trust. These 
methods require a variety of abilities from managers and leaders, the most impor
tant listed in Figure 3. 

A further relevant management task is the adaptation of the methods for the 
management of knowledge and information with a networked environment. One 
management requirement for a flexible network of employees, teams, business 
units, or companies is knowing which competencies are available, where they cur
rently are or possibly being developed, and where the competencies are needed. 
For example, the shoe manufacturer Nike no longer knows "how to" manufacture 
shoes, but rather, which manufacturer has the necessary knowledge and how they 
can be integrated into Nike's virtual company. The development of an appropri
ate knowledge management system is a necessity and the role of information man-
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agement within organizations is continually changing. In comparison to classical 
organizational structures, problems can arise between the centralized and the de
centralized information management tasks assigned to the individual participat
ing partners and modules. In this case, the most sensible form of di vision of la
bor is one in which each involved partner is decentrally responsible for tasks of 
information management relevant to his module and in which a centralized infor
mation management unit is responsible for the realization of a frictionless ex
change of information and data between the participating modules. In this form 
of division of labor, information management transforms into a coordination in
strument: the scope of tasks is clearly decentralized, but at the same time, is re
lated to inter-module relationships. 

An important coordination instrument for successful networked organizational 
structures is trust (Sydow 1996, Ripperger 1998). Networked organizational struc
tures are highly dependent upon trust, because internal and external cooperations 
cannot be defined through complete contracts - and, as stated above - decentralized 
freedom of action is created. At the same time, due to less face-to-face contact, net
worked structures hinder the building of trust. A dilemma of trust evol ves (see Sydow 
1996): On the one hand, cooperation in networked organizations requires trust, on 
the other hand, building trust in networked organizations is difficult. The conse
quent building up of trusting relationships plays a very important role. Institutions 
are necessary which guarantee the functionability of trust mechanisms and can be 
used along with explicit contracts. The design of institutional frameworks for vir
tual organizational forms must take place in a manner so that reputation mecha
nisms can be effective and through which third parties have incentives to follow 
through with sanctions against network parties which choose to break the trust. Val
ues which support trust or "trust rules" can also evolve implicitly. 

New information and communication technologies, networks, virtualization, 
and location independency allow decentralized freedom of action, requiring meth
ods of indirect management. Simultaneously, these technologies and structures 
provide new methods for the direct supervision and control of processes and em
ployees, clearly seen in the following examples: Transportation companies mon
itor their employees through satellite systems and mobile technology; decentral
ized workplaces, for example sales representatives, are monitored through cen
tral software administration; customer information on customer cards and credit 
cards can be analyzed; telephone calls and mailboxes at call centers, telehome
work, and mobile telework can be easily intercepted; electronic mail can be 
screened at every workplace (according to a study by the American Management 
Association, every third company in the USA screens its employees' electronic 
mail); special control software is available for the evaluation of company proto
col data and similar software can be used for breaking passwords. All of these ex
amples clearly illustrate one management task which is gaining in importance: 
The search for a human and efficiency oriented compromise between the allow-

mir vol. 39 . Special Issue· 1999/3 25 



Arnold Picot 

ance of decentralized freedom of action and the application of information and 
communication technology as instruments of control. Management now finds it
self in the difficult situation between "big brother" and trust. 

On the one hand, new information and communication technologies and net
worked structures provide sophisticated technical possibilities for control along 
with decreasing monitoring costs. Where mistrust, hierarchical management phi
losophies, the danger of opportunistic abuse of decentralized freedom of action 
and increasing pressure to reduce costs prevail, new technologies and structures 
support the tendency towards direct control. 

On the other hand, they allow decentralized freedom of action, which leads to 
an increasing result orientation instead of task orientation, in turn increasing indi
vidual responsibility, employee independence, and personnel qualifications. Man
agement methods such as Management by Objectives or Management by Wire re
place the tayloristic values, supporting the tendency towards indirect management. 

It is necessary for management to succeed in the humane, efficiency oriented 
integration of indirect management methods with direct control methods, depend
ing upon the related task, incentive systems, participating personalities, corporate 
culture, etc. and to survive in these networked structures. It will then be likely 
that networked company and market structures as future innovative organizational 
forms can be successfully managed on the basis of new information and commu
nication technologies. 
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Writing in the mid-1980s on the state of the field of International Human Resource 
Management (IHRM), Laurent (1986) concluded that "the challenge faced by the 
infant field of international human resource management is to solve a multidi
mensional puzzle located at the crossroad of national and organizational cultures" 
(p. 101). The aim of this paper is to examine developments in the field of IHRM 
and to see if any progress has been made towards completing the puzzle noted by 
Laurent. In doing so this paper will draw on work which has been completed over 
the last ten years with a number of colleagues - initially with Randall Schuler 
(New York University) and more recently with Helen De Cieri (University of Mel
bourne), Denice Welch (Norwegian School of Management), Marion Festing and 
Wolfgang Weber (University of Paderborn).l Specifically, three issues are exam
ined: first, the various approaches which have been taken to the study of IHRM; 
second, the variables which moderate differences between domestic and interna
tional HRM; and third, recent work which examines the topic of strategic human 
resource management in multinational enterprises (MNEs). 

Approaches to International HRM 

The field of international HRM has been characterized by three broad approaches. 2 

Early work in this field emphasized a cross-cultural management approach and 
examines human behavior within organizations from an international perspective 
(Adler 1997, Phatak 1997). A second approach developed from the comparative 
industrial relations and HRM literature seeks to describe, compare and analyze 
HRM systems in various countries (see for examplc, Brcwster/Hegcwisch 1994). 
A third approach seeks to focus on aspects of HRM in multinational firms (see 
for example, Dowling/Welch/Schuler 1999). 

The approach taken by the author and his colleagues reflects the third ap
proach and our objective has been to explore the implications that the process of 
internationalization has for the activities and policies of HRM. In particular, we 
are interested in how HRM is practised in multinationals. 

Each approach takes a somewhat different view of IHRM and in my view it 
is essential to identify the approach which a researcher is taking to the subject as 
the approach taken influences what is defined as IHRM. One only has to look at 
the diversity in the program at the various International HRM conferences to see 
that there are multiple definitions of what constitutes international HRM. 

Defining International HRM from the Perspective of a Multinational Firm 

Before offering a definition of international HRM, we should first define the gen
eral field of HRM. Typically, HRM refers to those activities undertaken by an or-
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Figure 1. Model of International HRM 
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ganization to effectively utilize its human resources. These activities would in
clude at least the following: 

• Human resource planning 

• Staffing 
• Performance management 
• Training and development 
• Compensation and Benefits 
• Labor relations 

We can now consider the question of which activities change when HRM goes 
international. A paper by Morgan (1986) on the development of international HRM 

is helpful in considering this question. He presents a model of international HRM 
(shown in Figure I) that consists of three dimensions: 

1. The three broad human resource activities of procurement, allocation, and util
ization. (These three broad activities can be easily expanded into the six HR 
activities listed above). 

2. The three national or country categories involved in international HRM activ
ities: (I) the host-country where a subsidiary may be located, (2) the home
country where the firm is headquartered, and (3) "other" countries that may be 

the source of labor or finance. 
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3. The three types of employees of an international firm: (1) host-country nation
als (HeNs), (2) parent-country nationals (peNs), and (3) third-country nation
als (TeNs).3 Thus, for example, IBM employs Australian citizens (HeNs) in 
its Australian operations, often sends U.S. citizens (peNs) to Asia-Pacific coun
tries on assignment, and may send some of its Singaporean employees on an 
assignment to its Japanese operations (as TeNs). 

Morgan defines international HRM as the interplay among these three dimensions 
- human resource activities, types of employees, and countries of operation. We 
can see that in broad terms international HRM involves the same activities as do
mestic HRM: (e.g. procurement refers to HR planning and staffing). However, 
domestic HRM is involved with employees within only one national boundary. 

In this paper it is argued that the complexities of operating in different coun
tries and employing different national categories of workers is a key variable that 
differentiates domestic and international HRM, rather than any major differences 
between the HRM activities performed. Many firms underestimate the complex
ities involved in international operations, and there is some evidence to suggest 
that business failures in the international arena may often be linked to poor man
agement of human resources (DesatnickiBennett 1978). 

Increasingly, domestic HRM is taking on some of the flavor of international 
HRM as it deals more and more with a multicultural workforce. Thus, some of 
the current focus of domestic HRM on issues of managing workforce diversity 
may prove to be beneficial to the practice of international HRM. However, it must 
be remembered that management of diversity within a single national context may 
not necessarily transfer to a multinational context without some modification. This 
leads to the second issue examined in this paper, the variables that moderate dif
ferences between domestic and international HRM. 

Variables that Moderate Differences between Domestic 
and International HRM 

In our discussion so far, we have argued that the complexity involved in operat
ing in different countries and employing different national categories of employ
ees is a key variable that differentiates domestic and international HRM, rather 
than any major differences between the HRM activities performed. In addition to 
complexity, there are four other variables that moderate (that is, either diminish 
or accentuate) differences between domestic and international HRM. These var
iables (shown in Figure 2) are the cultural environment; the industry (or indus
tries) with which the multinational is primarily involved; the extent of reliance of 
the multinational on its home-country domestic market; and the attitudes of sen-
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Figure 2. Variables that Moderate Differences Between Domestic and International HRM 

The cultural environment. 

The industry (or industries) 
within which the 
multinational is primarily 

involved. 

I 
Domestic & International Activities 

of the 

Extent of reliance of the 
multinational on its home
country or domestic 
market. 

HRM Function 

Attitudes of senior 
management 

Complexity involved in 
operating in different 
countries and employing 
different national categories 
of emplovees. 

ior management. These four additional variables are discussed in this section of 
the paper. 

The Cultural Environment 

There are many definitions of culture, but the term is usually used to describe a 
shaping process. That is, members of a group or society share a distinct way of 
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life with common values, attitudes, and behaviors that are transmitted over time 
in a gradual, yet dynamic, process. As Phatak (1995) explains: 

A person is not born with a given culture: rather she or he acquires it through 
the socialization process that begins at birth: an American is not born with a 
liking for hot dogs, or a German with a natural preference for beer: these be
havioral attributes are culturally transmitted. (p. 48) 

An important characteristic of culture is that it is so subtle a process that one is not 
always conscious of its effect on values, attitudes, and behaviors. One usually has 
to be confronted with a different culture in order to fully appreciate this effect. 
Anyone travelling abroad, either as a tourist or businessperson, experiences situ
ations that demonstrate cultural differences in language, food, dress, hygiene, and 
attitude to time. While the traveler can perceive these differences as novel, even 
enjoyable, for people required to live and work in a new country, such differences 
can prove difficult. They experience culture shock - a phenomenon experienced 
by people who move across cultures. The new environment requires many adjust
ments in a relatively short period of time, challenging people's frames of reference 
to such an extent that their sense of self, especially in terms of nationality, comes 
into question. People, in effect, experience a shock reaction to new cultural expe
riences that cause psychological disorientation because they misunderstand or do 
not recognize important cues. Culture shock can lead to negative feelings about 
the host country and its people and a longing to return home (Harris/Moran 1979). 

Because international business involves the interaction and movement of peo
ple across national boundaries, an appreciation of cultural differences and when 
these differences are important is essential. Research into these aspects has assisted 
in furthering our understanding of the cultural environment as an important vari
able that moderates differences between domestic and international HRM. How
ever, while cross-cultural and comparative research attempts to explore and ex
plain similarities and differences, there are problems associated with such research. 
A major problem is that there is little agreement on either an exact definition of 
culture or on the operationalization of this concept. For many researchers, culture 
has become an omnibus variable, representing a range of social, historic, economic, 
and political factors that are invoked post hoc to explain similarity or dissimilar
ity in the results of a study. As Bhagat and McQuaid (1982) have noted, 

Culture has often served simply as a synonym for nation without any further 
conceptual grounding. In effect, national differences found in the characteris
tics of organizations or their members have been interpreted as cultural differ
ences. (p. 653) 

To reduce these difficulties, researchers must specify their definition of culture a 
priori rather than post hoc and be careful not to assume that national differences 
necessarily represent cultural differences. 
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Another issue in cross-cultural research concerns the emic-etic distinction 
(Berry 1980, De Cieri/Dowling 1995, TeagardenlVon Glinow 1997). Emic refers 
to culture-specific aspects of concepts or behavior, and etic refers to culture-com
mon aspects. These terms have been borrowed from linguistics: A phonemic 
system documents meaningful sounds specific to a given language, and a pho
netic system organizes all sounds that have meaning in any language (Trian
dis/Brislin 1984). Both the emic and etic approaches are legitimate research or
ientations. A major problem may arise, however, if a researcher imposes an etic 
approach (that is, assumes universality across cultures) when there is little or no 
evidence for doing so. A well-known example of an imposed etic approach is the 
convergence hypothesis that dominated much of US and European management 
research in the 1950s and 1960s. This approach was based on two key assump
tions (Hofstede 1983). The first assumption was that there were principles of sound 
management that held regardless of national environments. Thus, the existence 
of local or national practices that deviated from these principles simply indicated 
a need to change these local practices. The second assumption was that the uni
versality of sound management practices would lead to societies becoming more 
and more alike in the future. Given that the United States was the leading indus
trial economy, the point of convergence would be toward the US modcl. Adop
tion of the convergence hypothesis has led to some rather poor predictions of fu
ture performance. For example, writing in the late 1950s, Harbison (1959) con
cluded the following with regard to the Japanese managerial system: 

Unless basic rather than trivial or technical changes in the broad philosophy of 
organization building are forthcoming, Japan is destined to fall behind in the 
ranks of modern industrialized nations. (p. 254) 

To use Kuhn's (1962) terminology, the convergence hypothesis became an estab
lished paradigm that many researchers found difficult to give up, despite a grow
ing body of evidence supporting a divergence hypothesis. In an important paper 
reviewing the convergence/divergence debate, Child (1981) made the point that 
there is evidence for both convergence and divergence. The majority of the con
vergence studies, however, focus on macrolevel variables (for example, structure 
and technology used by firms across cultures), and the majority of the divergence 
studies focus on microlevel variables (for example, the behavior of people within 
firms). His conclusion was that although firms in different countries are becom
ing more alike (an etic or convergence approach), the behavior of individuals 
within these firms is maintaining its cultural specificity (an emic or divergence 
approach). As noted above, both emic and etic approaches are legitimate research 
orientations, but methodological difficulties may arise if the distinction between 
these two approaches is ignored or if unwarranted universality assumptions are 
made.4 The debate on assumptions of universality is not limited to the literature 
in international management. Recently, this issue has become a topic of debate in 
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the field of international relations and strategic studies where research from inter
national management is cited (Huntington 1996). 

The Importance of Cultural Awareness 

Despite the methodological concerns about cross-cultural research, it is now gen
erally recognized that culturally insensitive attitudes and behaviors stemming 
from ignorance or from misguided beliefs ("my way is best," or "what works at 
home will work here") not only are inappropriate but often cause international 
business failure. Therefore, an awareness of cultural differences is essential for 
the HR manager at corporate headquarters as well as in the host location (Tung 
1993). Activities such as hiring, promoting, rewarding, and dismissal will be de
termined by the practices of the host country and often are based on a value system 
peculiar to that country's culture. A firm may decide to head up a new overseas 
operation with an expatriate general manager but appoint as the HR department 
manager a local, a person who is familiar with the host country's HR practices. 
This practice can cause problems, though, for the expatriate general manager, as 
happened to an Australian who was in charge of a new mining venture in Indo
nesia. The local manager responsible for recruitment could not understand why 
the Australian was upset to find that he had hired most of his extended family 
rather than staff with the required technical competence. The Indonesian was sim
ply ensuring that his duty to his family was fulfilled - since he was in a position 
to employ most ofthem, he was obligated to do so. The Australian, however, inter
preted the Indonesian's actions as nepotism, a negative practice according to his 
own value system (Dowling/Welch/De Cieri 1989). 

Wyatt (1989, p. 5) recounts a good example of the fallacy of assuming "what 
works at home will work here" when dealing with work situations in another cul
ture. HR department staff of a large firm in Papua New Guinea were concerned 
over a number of accidents involving operators of very large, expensive, earth
moving vehicles. The expatriate managers investigating the accidents found that 
local drivers involved in the accidents were chewing betel nut, a common habit 
for most of the coastal peoples of Papua New Guinea and other Pacific islands. 
Associating the betel nut with depressants such as alcohol, the expatriate manag
ers banned the chewing of betel nut during work hours. In another move to re
duce the number of accidents, free coffee was provided at loading points, and driv
ers were required to alight from their vehicles at these locations. What the man
agers did not realize was that betel nut, like their culturally acceptable coffee, is, 
in fact, a stimulant, though some of the drivers were chewing it to cover up the 
fact that they drank beer before commencing work. As Wyatt points out, many in
digenous workers used betel nut as a pick-me-up in much the same way as the ex
patriates used coffee. 
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Adjusting to a new cultural environment can cause problems for both the ex
patriate employee and the accompanying spouse and family members. Coping 
with cultural differences, and recognizing how and when these differences are rel
evant, is a constant challenge for the expatriate employee. Helping to prepare ex
patriates and their families for the cultural environment has now become a key 
activity for HR departments in those multinationals that appreciate (or have been 
forced, through experience, to appreciate) the impact that the cultural environ
ment can have on staff performance and well-being. 

Industry Type 

Porter (1986) suggests that the industry (or industries if the firm is a conglomer
ate) in which a multinational firm is involved is of considerable importance be
cause patterns of international competition vary widely from one industry to an
other. At one end of the continuum of international competition is the multido
mestic industry, one in which com'petition in each country is essentially indepen
dent of competition in other countries. Traditional examples include retailing, dis
tribution, and insurance. At the other end of the continuum is the global industry, 
one in which a firm's competitive position in one country is significantly influ
enced by its position in other countries. Examples include commercial aircraft, 
semiconductors, and copiers. The key distinction between a multidomestic indus
try and a global industry is described by Porter as follows: 

The global industry is not merely a collection of domestic industries but a series 
of linked domestic industries in which the rivals compete against each other on 
a truly worldwide basis .... In a multidomestic industry, then, international strat
egy collapses to a series of domestic strategies. The issues that are uniquely inter
national revolve around how to do business abroad, how to select good countries 
in which to compete (or assess country risk), and mechanisms to achieve the one
time transfer of know-how. These are questions that are relatively well developed 
in the literature. In a global industry, however, managing international activities 
like a portfolio will undermine the possibility of achieving competitive advan
tage. In a global industry, a firm must in some way integrate its activities on a 
worldwide basis to capture the linkages among countries (Porter 1986, p. 23). 

The role of the HRM function in multidomestic and global industries can be ana
lyzed using Porter's value-chain model (Porter 1985). Tn Porter's model, HRM is 
seen as one of four support activities for the five primary activities of the firm. 
Since human resources are involved in each of the primary and support activities, 
the HRM function is seen as cutting across the entire value chain of an firm. If the 
firm is in a multidomestic industry, the role of the HR department will most likely 
be more domestic in structure and orientation. At times there may be considerable 
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demand for international services from the HRM function (for example, when a 
new plant or office is established in a foreign location and the need for expatriate 
employees arises), but these activities would not be pivotal- indeed, many of these 
services may be provided via consultants and/or temporary employees. The main 
role for the HRM function would be to support the primary activities of the firm 
in each domestic market to achieve a competitive advantage through either cost/ 
efficiency or product/service differentiation (Schuler/MacMillan 1984). If the 
multinational is in a global industry, however, the "imperative for coordination" 
described by Porter would require a HRM function structured to deliver the inter
national support required by the primary activities of the multinational. 

The need to develop coordination raises complex problems for any multina-
tional. As Laurent (1986) has noted: 

In order to build, maintain, and develop their corporate identity, multinational 
organizations need to strive for consistency in their ways of managing people 
on a worldwide basis. Yet, and in order to be effective locally, they also need 
to adapt those ways to the specific cultural requirements of different societies. 
While the global nature of the business may call for increased consistency, the 
variety of cultural environments may be calling for differentiation (p. 97). 

Laurent proposes that a truly international conception of human resource man
agement would require the following steps: 

1. An explicit recognition by the parent organization that its own peculiar ways 
of managing human resources reflect some assumptions and values of its home 
culture. 

2. An explicit recognition by the parent organization that its peculiar ways are nei
ther uni versall y better nor worse than others but are different and likely to ex
hibit strengths and weaknesses, particularly abroad. 

3. An explicit recognition by the parent organization that its foreign subsidiaries 
may have other preferred ways of managing people that are neither intrinsically 
better nor worse, but could possibly be more effective locally. 

4. A willingness from headquarters to not only acknowledge cultural differences, but 
also to take active steps in order to make them discussible and therefore usable. 

5. The building of a genuine belief by all parties involved that more creative and 
effective ways of managing people could be developed as a result of cross-cul
turallearning. 

In offering this proposal, Laurent acknowledges that these are difficult steps that 
few firms have taken: 

36 

They have more to do with states of mind and mind sets than with behaviors. 
As such, these processes can only be facilitated and this may represent a pri
mary mission for executives in charge of international human resource man
agement (Laurent 1986, p. 100). 
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Implicit in Laurent's analysis is the idea that by taking the steps he describes, a 
multinational attempting to implement a global strategy via coordination of ac
tivities would be better able to work through the difficulties and complex trade
offs inherent in such a strategy. Increasingly, multinationals are taking a more 
strategic approach to the role of HRM and are using staff transfers and training 
programs to assist in coordination of activities. 

Reliance of the Multinational on its Home-country Domestic Market 

A pervasive but often ignored factor which influences the behavior of multina
tionals and resultant HR practices is the extent of reliance of the multinational on 
its home-country domestic market. When for example, we look through lists of 
very large firms (such as those that appear in Fortune and other business maga
zines), it is frequently assumed that a global market perspective would be domi
nant in the firm's culture and thinking. However, size is not the only key variable 
when looking at a multinational - the extent of reliance of the multinational on 
its home-country domestic market is also very important. In fact, for many firms, 
a small home market is one of the major motives for "going international". 

The United Nations Conference on Trade and Development (UNCTAD) in its 
annual survey of foreign direct investment calculates what it refers to as an "in
dex of transnationality" which is an average of ratios of foreign assets to total as
sets; foreign sales to total sales; and foreign employment to total employment.5 

Based on this index of trans nationality, the most foreign-oriented multinational 
is Nestle, with 87% of assets, 98% of sales and 97% of employees located out
side of Switzerland. The "top ten" multinationals are as follows: 

l. Nestle (Switzerland) 
2. Thomson (Canada) 
3. Holderbank Finaciere (Switzerland) 
4. Seagram (Canada) 
5. Solvay (Belgium) 
6. Asea Brown Boveri (Sweden/Switzerland) 
7. Electrolux (Sweden) 
8. Unilever (Britain/Netherlands) 
9. Philips (Netherlands) 

10. Roche (Switzerland) 

There is not a US firm in the first fifteen multinationals listed and Coca-Cola 
and McDonald's are ranked 31st and 42nd respectively. The reason for this is as 
obvious as it is important - the size of the domestic market for us firms. A very 
large domestic market influences all aspects of how a multinational organizes its 
activities. For example, it will be more likely to use an international division as 
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the way it organizes its international activities and even if it uses a global prod
uct structure, the importance of the domestic market will be pervasive. A large 
domestic market will also influence the attitudes of senior managers (discussed 
in more detail in the next section) and will generate a large number of managers 
with an experience base of predominantly or even exclusively domestic market 
experience. Thus, multinationals from small advanced economies like Switzer
land (population 7 million), Belgium (10 million), Sweden (9 million) and The 
Netherlands (15 million) are in a quite different position to US multinationals 
based in the largest single national market in the world with over 250 million peo
ple. The demands of a large domestic market present a challenge to the global
ization efforts of many US firms. As Cavusgil (1993) has noted in an important 
book on internationalizing business education, the task of internationalizing busi
ness education in the United States is a large one. So too, is the task facing many 
US firms in terms of developing global managers. 

Attitudes of Senior Management to International Operations 

The point made by Laurent that some of the changes required to truly internation
alize the HR function "have more to do with states of mind and mindsets than 
with behaviors" illustrates the importance of a final variable that may moderate 
differences between international and domestic HRM: the attitudes of senior man
agement to international operations. 

It is likely that if senior management does not have a strong international 
orientation, the importance of international operations may be underemphasized 
(or possibly even ignored) in terms of corporate goals and objectives. In such 
situations, managers may tend to focus on domestic issues and minimize differ
ences between international and domestic environments. They may assume that 
there is a great deal of transferability between domestic and international HRM 
practices. This failure to recognize differences in managing human resources in 
foreign environments - regardless of whether it is because of ethnocentrism, in
adequate information, or a lack of international perspective-frequently results 
in major difficulties in international operations (DesatnickiBennett 1978). The 
challenge for the corporate HR manager is to work with top management in fos
tering the desired "global mindset." This goal requires, of course, a HR manager 
who is able to think globally and to formulate and implement HR policies that 
facilitate the development of globally oriented staff (BartiettiGhoshal 1992, 
Pucik 1997). 
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Theoretical Developments: A Framework of Strategic HRM 
in Multinational Firms 

An integrative framework of strategic international HRM has been presented by 
Schuler, Dowling and De Cieri (1993). Since the publication of Schuler et al.'s 
framework, developments have brought the need to consider revision of the frame
work and De Cieri & Dowling (forthcoming) have developed a revised frame
work of SHRM in multinational firms which is shown in Figure 3. 

As depicted in Figure 3, multinationals operate in the context of worldwide 
conditions, including the exogenous contexts of industry, nation, region, and in
ter-organizational networks and alliances. For example, the removal of internal 
trade barriers and integration of national markets in the European Union has 
brought a new range of inter-organizational relationships. In addition, the intro
duction of the European Monetary Union from January 1999 has the potential to 
hold significant implications for inter-organizational relationships. Exogenous 
factors exert direct influence on endogenous factors, SHRM strategy and prac
tices, and multinational concerns and goals. If we were to examine the impact of 

Figure 3. A Model of Strategic HRM in Multinational Enterprises 

Exogenous Factors 

• Industry characteristics 
• Country/regional characteristics 
• Inter-organizational networks 

-I~ 
Endogenous Factors 

I+- Strategic HRM l+-• MNE structure MNE Concerns 
- Structure of international operations o HR function strategy & Goals 
- Intra-organizational networks • HR practices 

• Competitiveness - Mechanisms of co-ordination 
• Organizational & industry life cycle • Efficiency 

• Balance of global 
• lntemadonal entry mode 

integration & local 
oMNEstrategy responsiveness 

- Corporate-level strategy 
• Flexibility - Business-level strategy 

• Experience in managing 
international operations 

• Headquarters international orientation 

t 
Source: De Cieri, H/Dowling, P. 1., Strategic Human Resource Management in Multinational En

terprises: Theoretical and Empirical Developments, in Wright et al. (eds.), Research 
and Theory in SHRM: An Agenda for the 21st Century, Greenwich, CT: JAr Press forth
coming. 
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economic difficulties in the Asia Pacific region since 1997, we would be likely 
to see examples of this influence. 

Endogenous factors are shown in order of most 'tangible' to most 'intangible'. 
Multinational structure refers to both the structure of international operations and 
intra-organizational networks and mechanisms of co-ordination. The life cycle 
stage of the firm and the industry in which it operates are important influences 
for SHRM in multinationals as are international entry modes and levels of firm 
strategy. The most intangible endogenous factors are experience in international 
business and headquarters' international orientation. Following developments in 
the literature and Taylor, Beechler and Napier's (1996) integration ofresource de
pendence and resource-based perspectives, the model suggests that there are re
ciprocal relationships between endogenous factors, SHRM, and multinational con
cerns and goals. 

With regard to HR strategy and practices, reciprocal relationships between 
strategic issues and SHRM strategy and practices have been highlighted by re
search taking a resource-based perspective (Taylor et al. 1996, Kamoche 1997). 
In addition, several studies have shown that HR activities such as expatriate man
agement are influenced by both endogenous and exogenous factors. Effective 
SHRM is expected to assist the firm in achieving its goals and objectives. This 
view is influenced by the emerging body of SHRM literature that examines the 
relationships between endogenous characteristics, SHRM strategy and practices, 
and firm performance or competiti ve advantage (Becker/Gerhart 1996, Dyer! 
Reeves 1995). While some research has suggested that multinationals will gain 
by utilizing and integrating appropriate SHRM strategy and practices, to enhance 
firm performance (Festing 1997, Kobrin 1994), there remains inconclusive evi
dence and important questions about the nature of this relationship (Caligiuri/ 
Stroh 1995, Peterson/Sargent/Napier/Shim 1996, Sparrow/Schuler/jackson 
1994). The model offered by De Cieri/Dowling (forthcoming) aims to assist in 
the cross-fertilization of ideas to further develop theory and empirical research in 
strategic HRM in multinational firms. 

To summarize, this paper has endeavored to meet three objectives: First, to 
outline the various approaches which have been taken to the study of IHRM; sec
ond, to discuss the variables which moderate differences between domestic and 
international HRM; and third, to briefly outline recent work which examines the 
topic of strategic human resource management in multinational enterprises. At
tention to these three points will, I believe, take us some way to completing the 
puzzle of International HRM which Laurent has described. 
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Endnotes 

I A summary of this work appears in Dowling/Welch/Schuler (1999). 
2 This section is based upon various presentations by the first author and the following paper: De 

CierilDowling (forthcoming). 
3 While it is clear in the literature that PCNs are always expatriates, it is often overlooked that TCNs 

are also expatriates. See De Cieri/McGaughey/Dowling (1996), for further discussion of this 
point. 

4 See Ricks (1993) for a comprehensive collection of mistakes made by multinational firms which 
paid insufficient attention to their cultural environment in their international business operations. 
For further literature on this topic see the following: Kirkbride and Tang (1994), Tayeb (1994), 
Sparrow, Schuler and Jackson (1994), Morishima (1995), Delery and Doty (1996). 

5 This section is based on a short article on Multinationals which appeared in The Economist (1997). 
The UNCTAD index uses 1995 data. 
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Introduction 

There are two features of discussions of strategy and human resource manage
ment which frequently irritate readers: one is the tendency to spend a substantial 
part of the article in defining the terms human resource management (HRM) and 
strategic human resource management (SHRM); and the other is the assumption 
that there is no need to define terms. This paper argues that, particularly in an 
international context, it is possible to explain the different definitions and ap
proaches there are to the subject of SHRM and to learn from them. To do so the 
paper takes the first source of irritation and pushes it to the extreme of devoting 
the whole piece to defining the terms .... 

The paper argues that there are different paradigms underlying the analysis of 
SHRM and that these explain some of the differences in interpretation of the terms 
involved. Exploring two of the main paradigms used in the debate in Europe 
allows us to identify the importance of clarifying the nature, the levels and the 
focus of the subject. This enables us to move beyond the debate about definitions 
to identify key issues for researchers and practitioners. 

Paradigms 

Things are done differently in different countries. In the area under consideration 
in this text this includes both differences in the way human resource management 
(HRM) and strategic human resource management (SHRM) is conducted and the 
research traditions through which it is explored. These differences result in two 
different (ideal type) paradigms for research into HRM. These can be termed the 
universalist and the contextual paradigms. The term paradigm is used here in 
Kuhn's (1970) sense as an accepted model or theory, but with the clear implica
tion that different researchers may be using competing models or theories. It is to 
some degree the difference between these paradigms which has led to the confu
sion noted by many (Conrad/Pieper 1990, Guest 1992, Singh 1992, Storey 1992, 
Boxall 1993, Dyer/Kochan 1994, Goss 1994, MartelllCaroll 1995) in the appro
priate subject matter of HRM. 

The attempt to distinguish different paradigms is not unique to this paper: it mir
rors those developed in Delery and Doti (1996) - and perhaps unfortunately shares 
a similar sounding, though differently defined, terminology - and in Wright and 
McMahan (1992). It is distinguished from them by contrasting a firm-internal with 
a firm-external perspective and by the linkage with methodology (see below). The 
aim here is not to categorise the different research perspectives used in studying 
SHRM, but to identify the different paradigms which underlie these perspectives. 
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The universalist paradigm, which is dominant in the United States of Amer
ica, but is widely used in many other countries, is essentially a nomothetic social 
science approach: using evidence to test generalisations of an abstract and law
like character. As in other related areas of the social sciences the uni versalist par
adigm tends towards acceptance of convergence. In the organisational studies area, 
for instance, the Aston School argued strongly that context made little difference 
and only organisational characteristics mattered (Hickson et al. 1974, Pugh/Hick
son 1976, Hickson et al. 1979, Hickson/Macmillan 1981). Closer to our own area 
of interest, Locke and Kochan (1995, pp. 380-381), who will be claimed for the 
contextual paradigm later in this paper, ask whether national systems still exist or 
whether sector or company systems are taking over as industrial relations, for ex
ample, is increasingly decentralised. 

This paradigm assumes that the purpose of the study of our area of the social 
sciences, HRM, and in particular SHRM (Tichy/Fombrun/Devanna 1982, Fom
brun/Tichy/Devanna 1984, Ulrich 1987, Wright/Snell 1991, Wright/McMahan 
1992), is to improve the way that human resources are managed strategically within 
organisations, with the ultimate aim of improving organisational performance, as 
judged by its impact on the organisation's declared corporate strategy (Tichy/Fom
brunlDevanna 1992, Huselid 1995), the customer (Ulrich 1989) or shareholders 
(Huselid 1995, Becker/Gerhart 1996, Becker et al. 1997). Further, it is implicit that 
this objective will apply in all cases. Thus, the widely cited definition by Wright 
and McMahan states that SHRM is "the pattern of planned human resource deploy
ments and activities intended to enable a firm to achieve its goals" (1992, p. 298). 
The value of this paradigm lies in the simplicity of focus, the coalescing of re
search around this shared objective and the clear relationship with the demands of 
industry. The disadvantages lie in the ignoring of other potential focuses, the re
sultant narrowness of the research objectives, and the ignoring of other levels and 
other stakeholders in the outcomes of SHRM (Guest 1990, Poole 1990, Pieper 
1990, Bournois 1991, Legge 1995, Brewster 1995, Kochan 1998). 

Methodologically, the mechanism generally used to research this form of 
SHRM is deductive: to generate carefully designed questions which can lead to 
proof or disproof, the elements of which can be measured in such a way that the 
question itself can be subjected to the mechanism of testing and prediction. Built 
in to this paradigm is the assumption that research is not "rigorous" unless it is 
drawn from existing literature and theory, focused around a tightly designed ques
tion and contains a structure of testing that can lead on to prediction. The research 
base is mostly centred on a small number of private sector "leading edge" exem
plars of "good practice," often large multinationals and often from the manufac
turing or even specifically the high tech sector. 

The strength of the approach is that good research based upon it tends to have 
a clear potential for theoretical development, it can lead to carefully drawn re
search questions, the research tends to be easily replicable and research metho-

mir vol. 39 . Special Issue· 199913 47 



Chris Brewster 

dologies sophisticated, and there is a coherence of criteria for judging the research. 
Of course, in any particular case, inappropriate techniques or dubious lines of cau
sality can negate much of the value of this form of research (see Gerhart 1998). 
Even where the data and analysis are sound, however, a disadvantage of this par
adigm, perhaps of the US research tradition in particular, is that the pressure to 
publish and the restricted nature of what is acceptable has led to much careful sta
tistical analysis of small-scale, often narrow, questions whose relevance to wider 
theoretical and practical debates is sometimes hard to see. This has been summed 
up, by an American commentator, in the notion of the "drunkard's search" -look
ing for the missing key where visibility is good, rather than where the key was lost. 

The contextual paradigm2 by contrast is idiographic, searching for an overall 
understanding of what is contextually unique and why. In our topic area, it is fo
cused on understanding what is different between and within SHRM in various con
texts and what the antecedents of those differences are. Amongst most researchers 
working in this paradigm, it is the explanations that matter - any link to firm per
formance is secondary. It is assumed that societies, governments or regions can 
have SHRM as well as firms. At the level of the organisation (not firm - public sec
tor organisations are also included) the organisation's objectives (and therefore its 
strategy) are not necessarily assumed to be "good" either for the organisation or for 
society. There are plenty of examples where this is clearly not the case. Nor, in this 
paradigm, is there any assumption that the interests of everyone in the organisation 
will be the same; or any expectation that an organisation will have a strategy that 
people within the organisation will "buy in to." It is argued here that not only will 
the employees and the unions have a different perspective to the management team 
(Kochan et al. 1986, Barbash 1987, Keenoy 1990, Storey 1992, Purcell/Ahlstrand 
1994, Turner/Morley 1995), but that even within the management team there may 
be different interests and views (Hyman 1987, Kochan et al. 1986, KochlMcGrath 
1996). These, and the resultant impact on SHRM, are issues for empirical study. As 
a contributor to explanation, this paradigm emphasises external factors as well as 
the actions of the management within an organisation. Thus it explores the impor
tance of such factors as culture, ownership structures, labour markets, the role of 
the state and trade union organisation as aspects of the subject rather than external 
influences upon it. The scope of HRM goes beyond the organisation: to reflect the 
reality of the role of many HR departments, particularly in Europe: for example, in 
lobbying about and adjusting to Government actions, in dealing with equal oppor
tunities legislation or with trade unions and tripartite institutions etc. 

This paradigm is widespread in the UK and Ireland, Australia and New Zea
land and in many of the northern European countries, but has some adherents in 
North America. Furthermore, if one were to judge by the journals and newslet
ters put out by the HR societies and consultancies, the interests of many HR prac
titioners in the States are in many of the same legislative and labour market areas 
as those in Europe. This seems to apply particularly to the US public sector where, 
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perhaps, the pressures of compliance are greatest. Interestingly, there are increas
ing calls from North Americans for a contextual paradigm or, to be precise, ap
proaches which have considerable resonance with this paradigm, to be used in the 
USA (see, for example, Dyer 1985, Schulerl1ackson 1987, Dyer/Kochan 1995 
and, powerfully, in the companion to this volume, Kochan 1998). 

Methodologically, the research mechanisms used are inductive. Here, theory 
is drawn from an accumulation of data collected or gathered in a less directed (or 
constrained) manner than would be the case under the universalist paradigm. Re
search traditions are different: focused less upon testing and prediction and more 
upon the collection of evidence. There is an assumption that if things are impor
tant they should be studied, even if testable prediction is not possible or the re
sultant data are complex and unclear. The policies and practices of the "leading 
edge" companies (something of a value-laden term in itself) which are the focus 
of much HRM research and literature in the universalist literature are of less inter
est to contextualists than identifying the way labour markets work and what the 
more typical organisations are doing. Much more work in, for example, Europe 
is, therefore, based on finding out and understanding what is happening. There is 
a stronger tradition of detailed idiographic studies and of large-scale survey work, 
both of which lend themselves to analyses of the different stakeholders and the 
environmental complexity of organisations. Similarly, research in Europe is more 
often focused on the services sector or the public sector of employment than is 
the case for HRM research work in the USA which seems to evidence an interest 
in the manufacturing sector which is not only wholly disproportionate to its share 
of employment, but is often discussed as if it is the whole of the economy - or at 
least the only sector of interest to specialists in SHRM. 

In Europe much of the research is located squarely in the contextual paradigm, 
concerned to develop a critique of the relationship between owners and/or man
agers and the employees and the society in which the organisations operate; and 
there is less likelihood of the researchers assuming that the purposes of the pow
erholders in the organisation are unchallengeable and that the role of research is 
to identify how their HRM contributes to those purposes. 

The universalist and contextualist approaches are true paradigms in Kuhn's 
sense that they are in general unchallenged and are often held to be unchallenge
able. Those researching in these paradigms are themselves often unaware of any 
alternatives. Like the fish's knowledge of water, these researchers not only see no 
alternatives but do not consider the possibility that there could be any. Thus, as a 
small example, many of the papers published in the European journals make al
most no reference to US texts - and vice versa. Some of those who become a ware 
of the alternative paradigm respond, as the students of paradigms would expect, 
by denying the value of the alternative: universalists arguing that "if it doesn't 
lead us to be able to say something that will help firms to become more effective, 
what use is it?" and "if you can't measure it, you can't research it;" contextual-
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ists arguing against "managerialist sub-consultancy" and "the narrow, overly sta
tistical, chase for tenure." 

This is particularly unfortunate: just as the debate between the two paradigms 
can be depressingly sterile, or can lead to research which combines the worst of 
both, so the alternative can be stimulating and challenging. Insights from one par
adigm can be powerful in the other; research in one paradigm can lead to lines of 
development in the other. In discussion of the closely related nomothetic and ideo
graphic concepts of research Galtung (1990, p. 108) argues that "although dra
matically different, these should not be seen as antithetical, irreconcilable or mu
tually exclusive." Thus, not only do we get different insights and findings from 
each paradigm which overall strengthens our understanding of HRM and SHRM, 
but the possibility that the challenge provided by these alternative paradigms can 
improve research in both is exciting. So the universalist tradition can include more 
important questions, take greater note of the environmental constraints and be 
more challenging in its approach to the multiple stakeholders within the organ
isation and beyond. And the contextual paradigm has much to learn from the tighter 
definition of research questions, more careful measurement and the more exten
sive use of statistics. 

On the methodological front, the debate between these two leading paradigms 
in the field informs the rationale for research but says little about methodologi
cal tools. From either perspective the key question in research is what the research 
is trying to explain: different kinds of methodologies will be appropriate for dif
ferent issues and there is much to be gained by drawing insights from different 
techniques (lick 1979). 

This is not to argue for a melding of the two paradigms. Such a development 
is not only impossible, but also undesirable. There are different strengths in each 
paradigm and we can learn most by drawing in the best of both traditions.3 

Of Nature, Level and Actors 

Contrasting these two different paradigms affecting the study ofHRM and SHRM 
highlights three issues: the contested nature of the concept (what we are study
ing); the levels at which it can be applied (the range of our studies); and the ac
tors concerned (who is involved). 

The Nature of HRM 

Arguably, there is less room for debate in the universalist paradigm about the na
ture of what is being studied: there is greater coherence amongst the US univer-
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salist, for example, about what constitutes "good" HRM: a coalescing of views 
around the concept of "high performance work systems." These have been char
acterised by the US Department of Labor (1993) as having certain clear charac
teristics: careful and extensive systems for recruitment, selection and training; 
formal systems for sharing information with the individuals who work in the or
ganisation; clear job design; local level participation procedures; monitoring of 
attitudes; performance appraisals; properly functioning grievance procedures; and 
promotion and compensation schemes that provide for the recognition and finan
cial rewarding of high performing members of the workforce. It would appear 
that, whilst there have been many other attempts to develop such lists, and they 
all differ to some degree, the Department of Labor list can be taken as an exem
plar of the universalist paradigm: few researchers (or commentators or consul
tants) in the universalist tradition of HRM would find very much to argue with in 
this list. 

The list is drawn from previous attempts to identify good practice in HRM. 
Mahoney and Deckop (1986) identify six elements that constitute HRM. In 
Europe, Beaumont (1991) finds five; and Store~ (1992) identifies fifteen dif
ferent practices. Many of the items in these lists are similar or are subsets of 
each other. Guest (1987) was one of the first to summarise his conception of what 
makes HRM distinctive (integrated into the general co-ordinating activity of line 
management; bottom line emphasis; management of corporate culture) and these 
lists still contain much in common with this outline. Later he expands this list to 
be more explicit ("innovative techniques of the sort typically associated with 
HRM" including such practices as flexible working, quality circles, training in 
participative skills and job enrichment: Guest 1990, p. 385) - the soft version of 
HRM. 

In many countries, however, wherc the contextual paradigm is more wide
spread, almost every item on these lists would be the source of debate amongst 
both practitioners and theorists. Thus, in much of southern Europe recruitment 
and selection schemes rely heavily on the network of family and friends (the cunha 
in Portugal for example). HRM experts in these countries would argue that this 
is a cheap and effective method of recruitment, and gives the organisation an ex
tra means of motivating and controlling employees ("this behaviour will cause a 
lot of embarrassment to X and Y - perhaps members of your family - who per
suaded us to employ you"). Formal systems for sharing information with individ
uals at their workplaces are significantly different from sharing information at the 
strategic level with trade union representatives skilled in debating the organisa
tional strategy - a common requirement in Europe. Clear job design (which can 
presumably be linked with the performance appraisal and incentive schemes for 
the individual job holder) can be inimical to the need for flexibility, team work 
and responsiveness to the pace of change seen as important by most European or
ganisations. And so on through the list. ... 
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The universalist paradigm also assumes that HRM is concerned with the aims 
and actions of management within the organisation. In countries like the USA, 
which has as an avowed aim of most politicians the objective of "freeing business 
from outside interference," or amongst commentators who share that approach, it 
makes sense to develop a vision of human resource management which takes as 
its scope the policies and practices of management. (Though here too it is worth 
pointing out, so that the argument is not misunderstood, that there are American 
commentators who do not accept this limitation on their analysis). 

There is indeed a school of authors in the universalist tradition who start from 
the premise that what distinguishes HRM from other approaches to employment 
is mainly that it is a set of policies and practices which are intended to be inte
grated with organisational strategies and objectives (Fombrun et al. 1984, Eaton 
1990, Schulerl1ackson 1987, ·Guest 1987, Lengnick-Hall!Lengnick-Hall 1988, 
Hendry/Pettigrew 1990, Schuler 1992, Wright/McMahon 1992, Storey 1995). 
These authors see HRM as a particular set of practices which mayor may not be 
appropriate depending upon the situation and the corporate strategy of each dif
ferent organisation. This approach tends to follow one main strand of seminal US 
writing, the "Michigan" school, initiated by Fombrun et al. (1984). For this school, 
business strategy, organisational structure and HRM are the three crucial, inter
active, elements of strategic management. Other authors have referred to the need 
for HR strategy to be "an integral part of business strategy, with labour utilisation 
approaches reflecting production and marketing priorities" (Ramsey 1992, p. 233). 

Boxall (1992) has used the instructive term "matching" to encompass such an 
approach to HRM. Hendry and Pettigrew (1986) have summarised the approach 
clearly. They focus on HRM as strategic integration, defined by: 

"1. the use of planning; 
2. a coherent approach to the design and management of personnel systems based 

on an employment policy and manpower strategy, and often underpinned by 
a 'philosophy'; 

3. matching HRM activities and policies to some explicit business strategy; and 
4. seeing the people of the organisation as a 'strategic resource' for achieving 

'competitive advantage'" (Hendry/Pettigrew 1986). 

Later they say explicitly, "We see HRM as a perspective on employment systems, 
characterised by their closer alignment with business strategy" (Hendry/Pettigrew 
1990, p. 36). 

In the hands of a different strand of the strategic HRM literature (Fombrun/ 
Tichy/Devanna 1984, Ackermann 1986, Staffelbach 1986, Besseyre des Horts 
1987, 1988, Miller 1989), this approach can lead to what might be characterised 
as "contingent determinism". The elements of the corporate strategy that dominate 
the HR strategy vary. Thus Purcell (1987) argues that certain organisational forms 
will find it virtually impossible to adopt strategic HRM, whilst Marginson et al. 
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(1988) believe that foreign companies are more likely to adopt it. Other authors 
have linked HR strategies to different factors: Schuler has indicated that they should 
be based on the type of market, as defined by Porter (SchuJer/Jackson 1987), or on 
a particular position in a company's life-cycle (Schuler 1989). The market approach 
has also been propounded by others (Baird/MeshoulamlDegive 1983, Dertouzos/ 
Lester/Solow 1989), whilst others have supported the life-cycle approach (Fom
brun/Tichy 1983, Kochan/Barocci 1985). Cohen and Pfeiffer (1986) argue that sec
tor and type of organisation are the determining factors, with public sector and 
large, high visibility organisations more likely to adopt strategic HR practices. 

What have been separated out here as distinct definitions can be, and often 
are, overlapping. Many of the texts assume that a focus on employee commitment 
or careful communication or employee development must, inevitably, be strate
gic. One of the problems in the literature is that individual texts either do not spec
ify which of these broad definitional levels they are addressing, or assume mu
tual inter-linking, or drift between them. 

Theoretically it is quite possible that a closely integrated, strategic approach 
to HRM will involve nearly all the specific HRM objectives and practices and 
hence drive all aspects of the way labour is managed. Equally however, it is pos
sible that the close integration of HRM with corporate strategy could, in some 
sectors for example, lead to a heavy emphasis on cost-reduction, eliminating all 
"people frills" such as training, communication with employees or employee ben
efits and making extensive use of outsourcing. 

In Europe, however, many researchers find that the universalist paradigm, 
ironically, because it excludes a contextual element, inevitably excludes much of 
the work of HR specialists and many of the issues which are vital for the organ
isation. They are uncomfortable studying a subject in a way which excludes such 
areas as compliance, equal opportunities, trade union relationships and dealing 
with local government for example. Hence the development of a more critical, 
contextual paradigm based on increasing criticism of the universalist model of 
SHRM common in the USA. Looking at the UK, Guest sees "signs" that what he 
calls "the American model is losing its appeal as attention focuses to a greater ex
tent on developments in Europe" (Guest 1990, p. 377); the same author is else
where sceptical of the feasibility of transferring the model to Britain. The inap
plicability of the universalist approach in Europe has also been noted in Germany: 
"an international comparison of HR practices clearly indicates that the basic func
tions of HR management are given different weights in different countries and 
that they are carried out differently" (Gaugler 1988, p. 26). Another German sur
veying European personnel management, similarly concluded that "a single uni
versal HRM concept does not exist" (Pieper 1990, p. 11). Critiques of any sim
plistic attempts to "generalise" the concept, so that our view of HRM is essen
tially the (original US) universalist model have also come from France (see, e.g. 
Bournois 1991a, 1991 b). European authors have argued that "we are in culturally 
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different contexts" and, that "rather than copy solutions which result from other 
cultural traditions, we should consider the state of mind that presided in the search 
for responses adapted to the culture" (Albert 1989, p. 75 translation in Brewster 
and Bournois 1991). 

The nature of SHRM assumed in the universalist paradigm provides for a more 
detailed examination and explanation of the policies and practices of the manage
ment of the organisation in their approach to their labour force. In the contextual 
paradigm the nature of HRM and SHRM is seen more broadly, providing better 
explanation of the potential differences in views about the topic and a better fit 
with the concerns of the specialists, by including national institutional and cultu
ral issues such as the trade union movement, national legislation and labour mar
kets as not just external influences but as part of the topic (Brewster/Bournois 
1991, Brewster 1995). This involves, necessarily, a view of SHRM which includes 
these factors as part of the subject matter. As a by-product, the universalist para
digm paradoxically is better able to deal with the increasingly ephemeral and por
ous nature of the organisation as the growth in the extent and spread of flexible 
working practices is more widely recognised (BrewsteriMayne/Tregaskis 1997, 
Brewster/Mayne/Tregaskis 1996, Brewster et al. 1996, European Commission 
1995, Standing 1997). 

The Levels of HRM 

A second key question concerns the levels of HRM. The universalist paradigm 
works with the organisational, or in some cases the suborganisational (e.g. busi
ness unit) level of analysis. The contextualists assume that SHRM can apply at a 
variety of levels: i.e. that the scope is not restricted to the organisational level. 
Thus, in Europe there are discussions of the strategic human resource manage
ment policies of the European Union or of particular countries or sectors. There 
are increasing debates about SHRM policies between groups of member states 
(Mayrhofer et al. 1997). National governments have SHRM policies (for exam
ple, reducing unemployment, encouraging flexible working practices) and indeed, 
the strategy literature is increasingly locating the economic success of organisa
tions, as well as that of the economies as a whole, at the national level (see, as re
cent examples, Aoki 1988, Porter 1990, Sorge 1991, Lundvalll992, Nelson 1992, 
Kogut 1993) and arguing for a careful understanding of national contexts. Within 
the country local areas can have SHRM policies and practices (raising training 
standards to attract inward investment, establishing local employment opportu
nities etc). All these levels, which might be seen as exogenous factors impinging 
upon SHRM in the universalist paradigm, are seen in the contextual paradigm as 
within the scope of SHRM (Figure 1). 
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Figure 1. 
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It can become complicated to discuss more than one level of analysis at a time 
and even more difficult to research more than one. It is often the case that in both 
research paradigms, but particularly in the universalist paradigm, researchers and 
commentators resolve this problem by simply ignoring it. Thus many of the sem
inal texts in our field draw their data from one level but are written as if the anal
ysis applies at all levels: what Rose (1991) has called "false universalism". Many 
of these texts are produced in one country and base their work on a small number 
of by now well-known cases. As long as they are read by specialists in the rele
vant country with interests in these kinds of organisations, this may not be too 
much of a problem. But the world, and especially the academic world in our sub
ject, is becoming ever more international. This is a major problem in relation to 
the US literature. The cultural hegemony of US teaching, publishing and the US 
journals mean that these texts are often utilised by other readers. For analysts and 
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Table 1. Union density and coverage 

1994 Union density 1994 Bargaining 
rate coverage 

Austria 43 98 

Belgium 53 90 

Denmark 76 90 

Finland 81 95 

France 9 95 

Germany 30 92 

Italy 39 82 

Netherlands 26 81 

Norway 58 74 

Portugal 32 50 

Spain 22 66 

Sweden 91 93 

Switzerland 26 50 

United Kingdom 36 47 

Japan 24 22 

United States 16 18 

Source: OEeD 1996 

practitioners elsewhere, and with interests in different sectors, countries and so 
on, many of these descriptions and prescriptions fail to meet their reality. Our task, 
therefore, is not necessarily to change what we write or believe, but to specify the 
level at which we can show it to be true. 

An example is provided by those who write about the link between HRM and 
performance. They tend to make statements about those links that make three as
sumptions: That: the practices they have chosen to measure (usually of the kind 
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included in the Department of Labor list of high commitment practices) can be 
referred to as positive HRM and any alternative approaches to these practices will 
be, by implication, negative; the measures of firm performance will be univer
sally applicable, ignoring the different ownership patterns, stock market pressures, 
accounting systems etc.; and the findings about the particular measures of HRM 
can be applied to all circumstances and cases. 

Gerhart (1998) points out that there are technical problems with many of these 
analyses, and beyond that, these wider assumptions are inadequate: but the point 
tends to be lost in the reports on this research which often fail to acknowledge 
even that their results are limited to the one country from which the evidence is 
drawn. The argument of this paper is that as the international and comparative 
element of SHRM comes increasingly to the fore, researchers and analysts have 
to be ever more careful to position their work at the appropriate level of analysis 
if they are not to be guilty of commentaries which are confused, inapplicable or 
just plain wrong. The relevant level of analysis will depend upon the question be
ing asked. The important point is not that any level is necessarily correct or more 
instructive than the others, but that the level needs to be specified to make the 
analysis meaningful. This would also argue, inter alia, for comparative and inter
national research programs to be carried out by networks of researchers based in, 
and with a deep understanding of HRM in, each country, rather than in the com
monly found "vacation reports" on HRM in other countries. 4 

The Actors in HRM 

Similarly, if in the contextual paradigm the nature of the topic is contested and 
widened beyond the organisation, and the levels of analysis need to be carefully 
specified, the question of the focus of SHRM is also raised. Is it a subject con
cerned with how human resources within organisations are managed? or is it a sub
ject concerned with the interaction between people at various levels? To put it 
hluntly, are we analysing the cost-effective management of people to ensure that 
the top management's organisational objectives are met; or are we critically ana
lysing the way human resources are managed, affected by and affect the manage
ment of organisations? A strong stream of neo-Marxist theorising (Braverman 
1974, Burawoy 1979, Hyman 1987, Friedman 1997) has focused on managerial 
approaches to controlling potential dissidence. Whilst the influence of this stream 
of writing appears to have waned, the contextual paradigm within which it fits, and 
the willingness to challenge managerial objectives and actions, remains relevant. 

The contextual paradigm contrasts with the universalistic paradigm in its in
sistence on going beyond the immediately declared corporate strategy and ap-
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proach to HRM laid down by senior management to asking whether these have 
deleterious consequences for individuals within the organisation, for the long
term health of the organisation and for the community and country within which 
the organisation operates. 

Some of this literature (in both paradigms) is flawed by rather simplistic 
notions of strategy. The formal "predict and prepare" or "command" models 
have been discounted by the serious strategy theorists but are still used in 
some SHRM discussions. Alternative approaches to strategic management have 
been characterised as either algorithmic or experiential in emphasis (Gomez
Mejia 1992). Quinn (1980) established the notion of strategy as "logical in
crementalism;" with real strategies evolving "as internal decisions and external 
events flow together to create a new, widely shared consensus for action among 
key members of the top management team. In well-run organisations, managers 
proactively guide these streams of action and events incrementally towards 
conscious strategies" (Quinn 1980, p 15). In the last few years the notion of incre
mentalism itself has been examined and seen as incorporating different interpre
tations (Mintzberg 1990) and as having a number of different functions (Joyce 
1986). 

"Strategy" as a concept has been used, whether recognised or not, in at least 
five separate ways (Mintzberg 1987) - as: plan; ploy; pattern; position; and per
spective. These definitions can be inter-related and in the real world strategic man
agement "inevitably involves some thinking ahead of time as well as some adap
tation en route": effective strategies will encompass both (Mintzberg 1994, p 24). 
More recently still, it has been argued that control systems are the key means of 
managing and changing patterns in organisational activities (Simon 1995). 

Collins and Porras (1994) found that amongst their 18 high performing "vi
sionary" US companies there was no evidence of brilliant and complex strategic 
planning. Rather, their companies "make some of their best moves by experimen
tation, trial and error, opportunism and - quite literally - accident. What looks in 
retrospect like brilliant foresight and preplanning was often the result of 'Let's 
just try a lot of stuff and keep what works' " (p. 9). Behn (1988) had already found 
similar results in the public sector. None of this would have come as a surprise to 
Lindblom (1959) whose prescient article pointed out much the same thing many 
years ago, but which fell into disuse over the years of dominance of the "com
mand" model. Lengnick-Hall and Lengnick-Hall (1988) also challenged the as
sumption that strategic decisions were taken at a particular point in time such that 
the influence of HRM on that process could be measured. 

If the literature generally tends to assume that HRM is brought into the strat
egy through some link to a formal "predict and prepare" mode of strategy formu
lation, it makes two further assumptions: first that this is solely a management is
sue; and second that, despite the debate about the role of line managers, HR is
sues are brought in to the strategic discussion by the HR specialists. 
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On the first issue, it has been pointed out that the rhetoric of the integration 
of the HR specialist function at the Board level has outpaced the reality (Legge 
1995). It has been argued, in contrast, that HRM participation can take many forms, 
from full membership of the Board to the design of implementation plans for the 
delivery of strategic goals (Caroll 1987). Evidence from a substantial number of 
European countries has been used to assess the range of these forms (Brewster/So
derstrom 1994, Brewster 1995, BrewsteriLarsen/Mayrhofer 1997). The conclu
sion has been that previous discussions, mainly in the US but including signifi
cant examples from Europe too, miss important issues at the European level and 
at the European country level. Here, in a number of countries - most clearly, but 
not exclusively, Germany and the Netherlands - HRM issues are bought into the 
strategic level discussions by the presence of between one third and one half of 
the Board being representatives of the employees. In many organisations in these 
countries the HRM function is largely confined to an administrative role. In other 
cases, the presence of legally required Works Council on which employee repre
sentatives have significant power, or pervasive unionism, mean that in practice 
the interests of the employees feature in all major operational decisions. 

The debate about the growing role of line managers in strategic (and indeed 
in operational) HRM is widespread in Europe. Is human resource management, 
as some would argue, now so well understood to be central to the well-being of 
an organisation and its ability to perform effectively that the subject has to per
meate the responsibilities of every manager? Or is it the case that without a knowl
edgeable, experienced and influential human resource management department 
the organisation will be unable to give the subject the prominence that is needed? 
Perhaps more realistically, between these two extremes, what is the role of the 
HR function and how should its responsibilities be shared with line managers? In 
Europe the trend is clear: to give line managers more responsibility for the man
agement of their staff and to reduce the extent to which human resources depart
ments control or restrict line management autonomy in this area (Brewster/Hoo
gendoorn 1992, Brewster/Soderstrom 1994, Brewster/Larsen/Mayrhofer 1997). 
This has created problems, with both personnel specialists and line managers un
happy about the way things are moving (Brewster/Hutchinson 1994). The trend 
towards increased line management authority in this area, however, remains un
deniable. 

Conclusion 

It has not been the purpose of this paper to argue that either paradigm is a wrong 
or inadequate way to study SHRM; rather the purpose has been to argue that the 
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understanding we have of HRM and SHRM can be enhanced if we utilise the best 
of both. 

One value of the contextualist paradigm can be seen in the "test-bed" situa
tion of the ex Communist states of Central and Eastern Europe (CEE). Our re
search into these countries (Brewster 1992, KoubeklBrewster 1995, Hege
wisch/Brewster/Koubek 1996, Hegewisch 1997a, 1997b) indicates that whilst all 
of them have moved significantly away from the old models, the rate of change 
in the different countries has been very different. The greater explanatory power 
of the contextual paradigm in such cases at least is manifest; the poverty of at
tempts to explain developments there by contrasting them with the universalist 
conception of SHRM is clear. 

There is much to play for if we are to develop our understanding of HRM and 
SHRM. The two paradigms should steer, direct and limit our research: we have 
to be more ambitious in our inter-organisational, cross-sectoral and cross-national 
research - and more careful about our findings and our analysis. 

Notes 

The paper draws on recent and current research by the author and colleagues. More details are 
available in: 

• Brewster, C., Different paradigms in Strategic HRM: questions raised by comparative research 
in Research in Personnel and HRM, CN: JAI Press, Greenwich (1998 forthcoming). 

• Larsen, H. H.lBrewster, C.lMayrhofer, w., Integration and Assignment: A Paradox in Human 
Resource Management, Journal of International Management, 1997,3, I, pp. 1-23. 

• Brewster, C.lMayne, L.ffregaskis, O. (1997), Flexible working in Europe: a Review of the Ev
idence, Management International Review, Special Issue 1997/1, pp. 85-103. 

2 I have previously referred to the contextual paradigm as "European HRM" (Brewster/Bournois 
1991, Brewster 1994, 1995a) but this has led some commentators to assume that the discussion 
is merely about the difference in practice between Europe and the USA. The key difference lies 
in the way the concept is understood and researched - and this is not a question of nationality. 
There are also some, whom I assume have not read far beyond the title, who have understood the 
term European HRM as an argument that HRM is similar across Europe - for an explanation of 
the geographical levels of analysis see Brewster (l995b). The use ofthe term "the contextual par
adigm" is also, I fear, open to easy assumptions, but perhaps there are no titles which are risk
free. 

3 I do not mean to imply in this that there are not other equally powerful paradigms. Many of these 
will, like the two ideal types explored in more detail in this paper, have originated in particular 
geographical areas; though like them they will have adherents now in many countries. Thus, within 
this authors knowledge, there is a strong Latin paradigm which, building on the French sociolog
ical and Marxist traditions and the focus on Roman law, is concerned with the establishment of 
large-scale concepts, societal level and political interactions and the nature and detail of the law. 
A lack of knowledge of languages (and many other inadequacies) mean that this author is una
ware of other research traditions and paradigms in SHRM research, but I would guess there are 
likel y to be others in Japan, the Pacific Rim and the CEE countries for example. 
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4 Cranet-E consists of HRM experts from a leading business school or university department in 
each of 22 European countries (for historical reasons there are two institutions in Germany, one 
in the east and one in the west of the country), The network is co-ordinated by the Centre for Eu
ropean Human Resource Management at Cranfield School of Management in the UK. Further de
tails can be found at http://www.tu-dresden.de/wwbwlpew/cranfield/ index.htm or in a brochure 
available from the author. These colleagues work together on a three yearly cycle to collect com
parable data from the senior HR person in a representative cross section of organisations in each 
country and to work together to understand the differences they have identified. So far there have 
been fourrounds of the survey with more countries involved in each round: over 20,000 responses 
have been collected including over 6,000 in the latest round. In addition, smaller groups within 
the network carry out other comparative research programmes, funded by Research Councils, the 
European Commission, the British Council and related bodies, major consultancy organisations 
and groups of employers. In the last few years these projects have examined a range of different 
topics: national differences in management styles; flexible working practices (three projects: one 
analysing the statistical data from 14 countries; one in depth ideographic study in 3 countries; one 
study of short-term employment); the role of the line manager in human resource management; 
communication and consultation in European organisations; training, development and learning 
in Europe; the effects of the changing organisation of the European postal sector on employment. 
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The purpose of this paper is to delineate the evolutionary forces - both past and 
present - that are driving research and practice on management issues generally, 
and to discuss how those forces may profitably be combined to push the field of 
international human resource management (IHRM) forward in an efficacious man
ner. An in depth analysis of how each sub-discipline of IHRM may be affected 
in the next millennium by the convergence of these evolutionary forces is beyond 
the scope of this paper; however, for illustrative purposes, the sub-discipline of 
"expatriation" will be used as an example of how an IHRM sub-discipline may/ 
should evolve in the next millennium. 

Scholars in the field of management generally, and IHRM in particular, have 
not, until very recently, explored the phenomena in their fields from a variety of 
paradigmatic perspectives. The transcendent paradigm from which research has 
been conducted in IHRM has been that of logical positivism. Before reviewing 
emergent paradigms that are becoming influential in management thought, it will 
first be necessary to review the predominant paradigm that has, and continues to 
drive, the lion's share of research in the field -logical positivism. 

The Lens of Logical Positivism 

From their inception, the social sciences drew upon logical positivism for their 
philosophy of science. Giddens notes that it was taken as "a gi ven that the social 
sciences should be modeled upon the natural sciences: that the aim of the former 
should be to parallel, in the study of human behavior, the achievements of the nat
ural sciences (Giddens 1984, p. 216)." 

Von Wright (1971) has defined the idea of logical positivism as being "a phi
losophy advocating methodological monism, mathematical ideals of perfection, 
and a subsumption-theoretic view of scientific explanation (Von Wright 1971, 
p. 9)." Methodological monism refers to the assumption that "the methodologies 
appropriate to the cultural and natural worlds are essentially one (Howard 1982, 
p.31). 

This assumption flows out of a more fundamental belief that if .,. the social 
disciplines are (or, more realistically, can be) sciences, then the philosophical 
problems of social science are those of all science ... That the answers to these 
and related questions are essentially the same, whether we are studying the stars 
or mice or men ... (Brodbeck 1968, pp. 1-2). 

The essence of the subsumption-theoretic view of scientific explanation is that 
through positivistic inquiry, one can eventually isolate the laws that cause behavior 
in any system or organism, be it human or otherwise. An illustration of a theoretical 
manifestation of this tenet of logical positivism is Hempel's covering law model 

66 mir vol. 39 . Special Issue· 1999/3 



Paradigmatic Integration in IHRM 

which [contends] that ... laws can in principle be discovered for the behavior 
of individuals and of societies ... His theory ... holds that an historical event 
is explained when a set of circumstances antecedent to it can be subsumed under 
a general law, established from other studies, so that a deductive combination 
of statements of the law and statements of the circumstances would trigger a 
statement predicting the event, if not absolutely then with a high degree of prob
ability (Howard 1982, pp. 26-27). 

The goals of traditional social science research are to delineate linear, "cause 
and effect" laws or principles that exist in logical, theoretical frameworks, and to 
test the derived propositions of those frameworks through hypothesis testing, us
ing mathematical tools. Scholars have noted that the vast majority of management 
theories created in the 19th and 20th centuries have been based upon positivistic 
assumptions, which has led to the study of management phenomena from reduc
tionistic, deterministic, and equilibrium-oriented perspectives (Capra 1983, Ca
pra 1996), that have as their ultimate aim the prediction of human behavior (Doo
ley 1997, Hayles 1991, Wheatley 1992). Wheatley (1992) summarized this way 
of thinking about social systems when she wrote: 

Each of us lives and works in organizations designed from Newtonian images 
of the universe. We manage by separating things into parts, we believe that in
fluence occurs as a direct result of force exerted from one person to another, 
we engage in complex planning for a world that we keep expecting to be pre
dictable, and we search continually for better methods of objectively perceiv
ing the world. These assumptions '" are the base from which we design and 
manage organizations, and from which we do research in all of the social sci
ences (p. 6). 

It is from this paradigm that research in IHRM has been conducted and the fruits 
of this research literature are substantial; for example, positivist-based research 
has yielded much useful information about, and has significantly increased our 
understanding of the phenomenon of expatriation. It is impossible to comprehen
sively review the past three decades of work in the field in this paper; the follow
ing is a brief summary in order to provide perspective of where the field has been, 
how far it has come, and where it is today. 

In the 1970s, the field was in a nascent state; articles began to appear that 
pointed out that expatriation was carried out in a haphazard, illogical, and often 
irrational way by large North American MNCs (Baker 1971, Baker 1976, Ed
strom/Galbraith 1977, Franko 1973, MisalFabricatore 1979, Snodgrass/Zachlod 
1977/1978). Throughout the 1980s various scholars operationalized key con
structs of expatriate productivity and gathered empirical data using those con
structs. This, in turn, provided a clearer understanding of the multidimensional
ity of the dynamics of expatriate productivity and failure. This trend has contin
ued throughout the 1990s (Adler 1991, Black 1988, Black/Gregersen/Mendenhall 
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1992, Dowling/Schuler 1990, Harvey 1983, Mendenhall/Dunbar/Oddou 1987, 
Mendenhalll Oddou 1985, Torbiorn 1985, Tung 1981). 

Some scholars in the field, using the exploratory work previously discussed, be
gan creating theoretical models of expatriate productivity - especially in the areas 
of expatriate adjustment and cross-cultural training. These models gave a sense of 
structure and intellectual coherence to the burgeoning empirical findings appearing 
in the field, and also provided the field with the ability to begin the real work of tra
ditional social science: theory development and hypothesis testing (BlacklMenden
hall 1990, BlacklMendenhalllOddou 1991, Boyacigiller/ Adler 1991, Gregersen! 
Black 1990, Tung 1981). This empirical and theoretical development was driven 
almost entirely by the assumptions and methods of logical positivism. 

The superimposing of the logical positivist paradigm upon expatriation re
search efforts has yielded much fruit; for example, it has: 1) facilitated the un
earthing of variables that significantly influence expatriate productivity and fail
ure; 2) delineated the multidimensional complexity of the dependent variable of 
expatriate adjustment; 3) provided solid evidence for the efficacy of the roles that 
selection and training play in expatriate productivity and failure; and 4) driven 
scholars to look critically, beyond anecdotal musings, to attempt to unearth the 
undergirding theoretical dimensions that account for, explain, and ultimately help 
in predicting, expatriate productivity and failure. 

However, looking at expatriation only through the lens of logical positivism 
may not provide us with a complete comprehension of the phenomenon of expa
triation; it may only aid us in understanding certain dimensions of the phenome
non. Two alternative paradigms will be introduced in this paper that I believe have 
much to offer IHRM scholars in their continuing efforts to more fully comprehend 
the phenomena of the field: "nonlinear dynamical systems" and "hermeneutics." 

The Lens of Nonlinear Dynamical Systems 

If the world is made up solely of linear systems, with cause and effect relation
ships where "a given cause has one and only one effect, and a given action has 
one and only one outcome (Parker 1994, p. 12)," it is wise to construct positivis
tic theoretical frameworks. However, throughout the twentieth century, discover
ies were being made in the physical and natural sciences, simultaneous to the ac
ceptance of logical positivism in the social sciences, that would eventually call 
into question the paramount status of logical positivism as a comprehensive par
adigm for the sciences (Capra 1996, Horgan 1996, Wheatley 1992). 

The foundational principles of these new fields in the sciences are often coun
terintuitive to the traditional social scientist because they are in opposition to the 
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foundational assumptions of logical positivism. Findings across a variety of sci
entific disciplines have found that much of nature is made up of systems that are 
inherently nonlinear in their constitution (Arthur 1990, Capra 1996, Gleick 1987, 
Horgan 1996, Lorenz 1963, Prigogine/Stengers 1984, Waldrop 1994). 

One can begin a study of any social phenomenon with an assumption that the 
relationships between variables in a social system are inherently linear or nonlin
ear in nature; heretofore the field has conducted research based on the former 
rather than the latter assumption. Thus, the paradigmatic perspective of nonlin
ear dynamics is a new lens through which the field of IHRM can investigate and 
perceive its phenomena. 

For the purposes of this paper, I place research in the sciences that does not re
flect the assumptions of logical positivism, and which investigates nonlinear 
systems, under the general rubric of "nonlinear dynamical systems." This is an un
fortunate oversimplification of the many fields that study nonlinear systems, yet it 
is necessary, as a thorough review of all these fields is beyond the scope of this paper 
(for introductory reviews see: Capra 1996, Gleick 1987, Gregersen 1990, Waldrop 
1994, Wheatley 1992). Only some of the fundamental principles inherent in non
linear dynamical systems will be reviewed in summary fashion: nonlinearity, sen
sitive dependence on initial conditions, and deep-order principlesllaws. Applica
tion of these principles to IHRM research will be discussed later in the paper. 

Nonlinearity 

Within a system, when outputs are out of proportion to the inputs that created 
them, that system is said to evince nonlinearity (Lichtenstein/Mendenhall/Ma
comber 1997). The idea of "nonproportionality of input to output" is a part of our 
daily experience and our common-sense: eight aspirin are not eight times as ef
fective as one; and 140 degrees F is not twice as pleasant as 70 F! (Goerner 1994) 
Another way to understand nonlinearity is as follows: 

In algebra, we define linearity in terms of functions which have the property 
f(x+y)=f(x)+f(y) and f(ax)=af(x). Nonlinear is defined as the negation of 
linear. This means that the result f may be out of proportion to the input x or y. 
The result may be more than linear, as when a diode begins to pass current; or 
less than linear, as when finite resources limit Malthusian population growth. 
Thus the fundamental simplifying tools of linear analysis are no longer avail
able (Meiss 1995). 

The condition of nonlinearity occurs due to the interdependence that exists 
between variables in a nonlinear system (Lichtenstein et al. 1997). This interde-
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pendence occurs when groups of elements mutually affect and are affected by each 
other, such that causality is not unidirectional but can only be understood through 
the complex interconnections between all the elements of the system in its envi
ronment (Lichtenstein et al. 1997). In other words: 

In nonlinear systems, the relationships of the parts within the system are so 
mutually intertwined that one cannot simply tear out a subsystem of a larger 
system and study it. It cannot be done because each element of the system is 
too richly interconnected with other elements of the system (Mendenhall/Ma
comber 1997). 

Thus, nonlinear systems are made up of interwoven, interconnected feedback 
loops between numerous variables, that are fundamentally connected in mutually 
causal relationships. These systems of relationships display nonproportional ef
fects in some or all of their interactions. 

Sensitive Dependence on Initial Conditions 

Because variables in nonlinear systems interact in conditions of mutual causal
ity, they are subject to being highly "sensitive to initial conditions," which means 
that 

some tiny error to a number of decimal places, some imperceptible 'noise' in 
the system, can escalate into major qualitative changes in the behaviour of that 
system. In such systems we cannot safely assume that small errors are unim
portant. Errors are not distributed in the way statistical theory assumes; instead, 
variances are infinite so that standard estimation techniques break down. The 
range of effects to which a single cause can lead may well be huge. In fact, links 
between cause and effect disappear in the complexity of interactions. In con
sequence, the long-term future of the system is inherently unpredictable (Parker/ 
Stacey 1994, p. 13). 

Nonlinear systems thus evince long term unpredictability, due to the fact that small 
perturbations in such systems can send ripple effects that cause the system to take 
new directions, the end result of which cannot be accurately foreseen or predicted. 
Sometimes this characteristic of nonlinear systems is termed, "the butterfly ef
fect," after the notion that due to the interdependence and mutual causality in 
weather systems across the planet, the flapping of a butterfly'S wings on one con
tinent interacts with the local weather system, which then acts as the input that, 
with other inputs, act as a nonlinear amplifier to create a domino effect resulting 
in a storm on another continent (Gleick 1987). 
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The complexity of nonlinear interactions that are always existent in any non
linear system allow such systems to be highly adaptive to changing circumstances 
and situations; thus, they are often termed in the literature, "complex adaptive 
systems." A complex adaptive system is inherently self-organizing, it adapts, 
learns, and responds in order to survive and thrive in its environment. The adap
tation, learning, and responses take place at each hierarchical level in the system, 
with sometimes adaptions at one level rippling throughout the entire system, caus
ing further adaption across all levels: a kind of "internal butterfly effect." It is 
through such internal nonlinear dynamics that complex adaptive systems contin
ually recreate themselves in order to survive. 

Deep-Order Principles/Laws 

Nonlinear dynamicists conduct research on nonlinear systems by using the con
cept of "phase space." In phase space, numerical values are transformed into geo
metrical representations by using the numbers as coordinates in an imaginary space 
that has been termed phase space (Stewart 1992). For example: 

the interaction between a population of foxes and the population of rabbits they 
prey on might be represented by a dynamic system whose two variables are the 
number of foxes and the number of rabbits. If we think of those two numbers 
as coordinates on a two-dimensional graph, we can use them to draw pictures 
of how the two populations vary ... over time the populations of foxes and rab
bits rise and fall, and so the point that represents them in phase space moves 
around (p. 61). 

The actual behavior of the system at anyone point in time is displayed as a point 
in "n" dimensional phase space (Capra 1996, Stewart 1992). This approach allows 
for the solution of nonlinear equations that describe natural phenomena in graph
ical and geometrical modes, thus the results of these methods are not formulas, but 
graphical representations of a system's behavior over time (Capra 1996). 

In nonlinear systems, it is impossible to predict where each point will next be 
in the system's evolution; however, despite this seeming randomness in nonlin
ear system behavior, post hoc observation of phase-space studies reveals that the 
points are not randomly distributed. After numerous iterations over time, the dots 
in phase space form distinct patterns of overall system behavior. There seem to 
be "deep-order dimensions" within the system itself that set certain bounds, and 
which guide the overall pattern of the system's behavior. These trajectories or pat
terns have been termed "attractors" because they seem to "attract" system behav
ior to exhibit itself in certain guided complex patterns (Capra 1996, G1eick 1987, 
Gregersen/Sailer 1993, Stewart 1992). Capra notes that 
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Figure 1. The Lorenz Attractor 

one striking fact about ... attractors is that they tend to be of very low dimen
sionality, even in a high-dimensional phase space. For example, a system may 
have fifty variables, but its motion may be restricted to ... [an] attractor of three 
dimensions, a folded surface in that fifty dimensional space. This, of course, 
represents a high degree of order (p. 133). 

Perhaps the most famous attractor was discovered by Edward Lorenz in 1960. It 
was produced from a study where he created a rather simple model of weather 
conditions that consisted of three coupled nonlinear equations. His attractor is 
shown in Figure 1. 
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As with all nonlinear systems, it is impossible to predict "which point in phase 
space the trajectory of the Lorenz attractor will pass through at a certain time 
(Capra 1996, p. 135), "but the Lorenz attractor's behavior does not randomly pro
duce itself throughout phase space because it has governing "structures that de
scribe and dominate [it] during its evolution" (KiellEliiott 1996, p. 28)." From 
the findings of Lorenz and others, Stewart (1992) concluded that "we now know 
that rigid, predetermined, simple laws can lead not only to predictable, everlast
ing pattern but also to behavior so complex and irregular that it appears to all in
tents and purposes random (p. 58)." 

Increasingly, management scholars are utilizing concepts from nonlinear dy
namics to expand their understanding of organizational behavior (Capra 1996, 
Cutright 1997, Dooley 1997, Elliot/Kie! 1996, Gregersen/Sailer 1993, Holland 
1995, Kie! 1994, Kie!/Elliott 1992, Lichtenstein et al. 1997, Parker/Stacey 1994, 
Waldrop 1994, Wheatley 1992), and the implications of nonlinear dynamics' con
cepts on the fields of management and IHRM are interesting and important (Men
denhall/Macomber 1997): 

1. Organizational behavior that is complex arises out of the nonlinear interaction 
of variables that are not easily apprehendable through the traditional methods 
of analysis of social science. 

2. Organizational behavior may be governed by deep-ordered principles/laws, but 
these often can only be discerned via post-hoc analysis. 

3. Organizational behavior may be only predictable in very short futures, if at all, 
and long term predictability is likely impossible. 

4. Organizational behavior is highly susceptible to being powerfully influenced 
by the inputs of extraneous, seemingly insignificant variables. 

The implications of these ideas for expatriation are equally interesting; for exam
ple, in our current models, independent variables are always viewed as being in
dependent of each other, and are seen as only influencing dependent variables. 
There is little, if any, treatment given to issues of mutual causality between inde
pendent variables. For example, it has been hypothesized that both "level of self
efficacy" and "willingness to communicate" positively influence expatriate ad
justment (Black et al. 1991). However, does the independent variable, "high self
efficacy" also influence the independent variable, "willingness to communicate"? 
And vice versa? 

From a nonlinear perspective, it is quite possible that as one's level of self
efficacy increases, that one is also more likely to be disposed to attempt to com
municate with host-nationals to a greater degree and with a more positive atti
tude; likewise, forcing oneself to communicate with host-nationals, and finding 
that the outcomes from such attempts elicit beneficial outcomes, heightens 
levels of general self-efficacy. Thus, these two independent variables can be 
seen as being in an ongoing, mutually causal, "chicken-egg," relationship, which 
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also simultaneously influences other independent and dependent variables as 
well. 

In the same vein, it can also be asked: "Do dependent and independent vari
ables mutually influence one another?" A nonlinear dynamics perspective would 
hold that, "high self-efficacy likely enhances degree of adjustment, but degree of 
adjustment as it increases or decreases likely influences an increase or decrease 
in self-efficacy within the expatriate as well (Mendenhall et. al. 1998, p. 13)." 

Nonlinear dynamics challenges scholars to view system variables as being 
mutually causal, inextricably intertwined, and in constant movement and adapta
tion. Mary Parker Follett summarized well the challenge of viewing social phe
nomena in this manner; in her view, scholars must approach the phenomenon they 
study from a stance of ascertaining 

a varying thing in relation to a varying thing, taking into account that these are 
affecting each other simultaneously. We must therefore in the social sciences 
develop methods for watching varying activities in their relatings to other var
ying activities. We cannot watch the strikers and then the mill-owners. We can
not watch France and then Germany ... the activity between mill-owners and 
strikers is changing the activity of mill-owners, of strikers ... France is not re
sponding to Germany, but to the relation between France and Germany ... The 
interweaving which is changing both factors and creating constantly new situ
ations should be the study of the student of the social sciences (Follett 1951, 
p.68-69). 

The nonlinear perspecti ve poses new and interesting theoretical, empirical, and 
applied questions to IHRM scholars; some ofthese potential questions will be dis
cussed later in this paper. 

The Lens of Hermeneutics 

Another paradigm that has emerged and taken root in the intellectual life of twen
tieth century thought is that of hermeneutics. Hermeneutics evolved as a disci
pline over the centuries from interpretation efforts in theology, classical philol
ogy, jurisprudence, and philosophy, and can be generally defined as the study, 
practice, and theory of interpretation (Mueller-Vollmer 1988, ThistIeton 1998). 
The etymology of the term derives from the mythic messenger of the Gods, 
Hermes. To be successful in his vocation, Hermes had to be able to perfectly under
stand the messages that the Gods gave him, and then reconstruct those messages 
in such a way that mortals could comprehend their true meaning (Mueller-Voll
mer 1988). 
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In this century hermeneutics has evolved to become a "theory of understand
ing in the broadest sense ... It currently also relates to views of contextual theo
ries of meaning and truth, in contrast to formalist approaches" (Thistleton 1998, 
pp. 389-390). Howard (1982) notes that the growth of hermeneutics in this cen
tury as a paradigm has been fueled by the ongoing tension between the sciences 
and the humanities. 

The heart of this debate has always been the question, To what degree do the 
purposes and intentions of the individual affect the experiences he has, and con
sequently the shape of the reality he apprehends, and consequently the knowl
edge he claims to acquire? ... [S]cience ... answers in general that teleology 
and purposiveness must be rejected as elements in an explanation; neutrality 
and objectivity require that the role of the individual be discounted as much as 
possible. Spokesmen for the humanities, on the other hand, are prone to insist 
that there are some fields of study - history, for example, or literature - where 
the individual's goals, perceptions, and imagination are so intrinsically involved 
in the shape of the reality apprehended that discounting these would be equiv
alent to denying that these fields of study exist at all and would amount to an 
arbitrary impoverishment of the world we hope to render intelligible (Howard 
1982, p. ix). 

It can thus be argued, as Lord Snow did in his 1959 address, "The Two Cultures," 
that positivistic science strives to provide humans with "explanations" of phe
nomena, whereas hermeneutics has to do with the "understanding" of phenom
ena. One of the founders of modern hermeneutics, Wilhelm Dilthey (1914) noted 
that "nature we explain, the life of the soul we understand" (Howard 1982, 
pp.143-144). 

The process of coming to "understand" social phenomena involves the en
gagement of the process of the "hermeneutic circle." First developed by Schleier
mac her and expanded by Dilthey, Heidegger, Gadamer, Habermas, Ricouer, and 
Derridas, the essential idea of the hermeneutical circle is that one brings precon
ceptions, biases, and a specific world view to the object one desires to understand. 
This is termed a state of "pre-understanding," or "vorverstandnis." 

As one begins to investigate a topic, a more fuller understanding of it sub
sequentially develops, and this new knowledge is fedback into one's pre-under
standing, creating it anew. The topic is then restudied, but this time from the stance 
of a more refined pre-understanding. The result is that one is able to ask more 
cogent questions, and to investigate new aspects of the topic than one could have 
done before with a more limited pre-understanding. In a circular fashion one goes 
from pre-understanding, to greater understanding, back to pre-understanding, and 
on to greater understanding in a circular process that does not end (Thistleton 1998). 

The hermeneutical circle can also be understood as beginning with an under

standing of a part of some larger, complex whole. By investigating the re1ation-
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ship of the part to the whole, one develops a greater understanding of the whole 
of the phenomenon. Once gained, the greater understanding of the whole becomes 
a partial understanding of an even greater complex whole, one that previously 
could not be seen. As before, the process continues, in a circular fashion, promot
ing an ever deeper and ever changing understanding of the meaning of the phe
nomenon (Thistleton 1998). 

A comprehensive review of the field of hermeneutics cannot be done in this 
paper; the field is simply too vast, with its own opposing camps and variant sub
paradigms (Howard 1982, Mueller-Vollmer 1988, Thistleton 1998). However, a 
common theme in hermeneutics is the building of process models that aid in 
"understanding" phenomena, of surfacing the "meaning" of experience. 
In its broadest sense, hermeneutics can be said to be the theory of interpretation 
or understanding. And it is in that broadest sense that I desire to use it as a term 
to describe an emerging perspective by which IHRM phenomena can be studied. 
In traditional hermeneutics, much attention was given to the practice of interpret
ing theological and classical texts. Some of the basic principles of traditional tex
tual criticism can be summarized as follows (Goble 1997): 

1. The meaning of the text should be determined as much as possible from the text 
itself. 

2. External traditions should not be imposed upon a text. 
3. The meaning of a text is partially dependent upon the linguistical structure of 

the text. 
4. New concepts can be created in a text that did not exist in the historical con

text. 
5. A text's meaning is partially determined by what is psychologically significant 

to the author as well as by what is grammatically significant. 

At the risk of overextending application from one field to another, I would like to 
suggest that these principles can be fruitfully applied to the study of expatriation, 
and will then give an example of just such an application. Perhaps the best way 
to illustrate how these principles can be applied to our field is to simply list them 
again, only this time with some slight rewording: 

1. The meaning of expatriation should be determined as much as possible from 
expatriates' themselves (as opposed to vice presidents of HR, host nationals, 
and other observers of the expatriates' behavior). 

2. External theoretical models should not be imposed upon expatriates as tem
plates to guide their statements of their experiences. 

3. The meaning of an expatriate's experience is partially dependent upon the 
expatriate's worldview. 

4. New insights can be created by expatriates from post hoc musings on their ex
patriate experiences that they did not understand while in those experiences. 
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5. An overseas experience's meaning is partially determined by what is psycho-
logically significant to the expatriate as well as by objective measurement. 

The utilization of hermeneutical principles such as these in the field is perhaps 
best illustrated by the work of Osland (1995). In her work, she began with the as
sumption that it is important to understand how expatriates interpret their expe
riences of expatriation. She sought, in part, to discover the meaning they gave to 
their experiences and the meaning they derived from those experiences. 

Through in depth interviews where she listened intently to what expatriates 
had to say about their experiences, she detected a pattern of meaning - a picture 
of interpretation - that emerged from the accounts of her subjects. The pattern 
correlated closely with Joseph Campbell's codification of the hero's journey in 
mythology. Using that as a conceptual template, her writings on expatriation pro
vide fresh insights into expatriation that have expanded the field's view of what 
takes place inside the individual expatriate - the meaning he/she gives to the ex
periences of expatriation - and how expatriates can be effectively supported in 
their overseas assignments. 

The voice of expatriates, and the meaning and interpretation they have of their 
experiences as they live them, are not easily unearthed via survey questionnaires, 
directed interviews, standardized tests of adjustment, or speaking with other ob
servers of their behavior, such as vice presidents of HR, host national subordi
nates and peers, or headquarters personnel. This is not to say that the observations 
gained through these methods and people are not useful; however, the general ap
proach of listening to the understanding, meaning, and interpretation of the over
seas experience from expatriates themselves can generate unique and practical re
sults for both companies and researchers. The work of Osland (1995) illustrates 
that great insights and practical recommendations can come from employing a 
hermeneutical perspective to the study of expatriation. 

Discussion 

Each of the three paradigmatic perspectives discussed above engenders unique 
results which are beneficial to a more complete understanding of the dynamics of 
the phenomena of IHRM. However, in my view, the IHRM field faces a danger 
in this regard as it enters the new millennium: paradigmatic balkanization. The 
worst thing that could happen would be for IHRM scholars to divide themselves 
into camps of their preferred paradigms, and expend strength and focus in arguing 
about whose paradigm is "right." 

Rather than being frozen in a petrification of intolerance towards alternative 
research perspectives, IHRM scholars must realize that each paradigmatic per-
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spective can, and should, inform our understanding of the complexity of the dy
namics of the phenomena of our field. The degree to which this petrification oc
curs or does not occur will proportionately reflect the degree to which the field 
progresses in the next millennium. 

How can/should fruitful paradigmatic integration take place in the field? In 
order to map terrain, surveyors use triangulation as a method for finding a geo
graphic position by taking bearings from two fixed points (Merriam-Webster 
1998). Similarly, in order to bring our understanding of IHRM issues into a more 
complete focus, we too need to take bearings on the given phenomenon under 
study from differing fixed perspectives. Only by fixing our gaze on the dynamics 
of the issue under study from differing perspectives can we come to understand 
the object that we study in its actual dynamic reality. 

Though the triangulation metaphor is not a completely clean one when applied 
to our field, it nevertheless provides scholars with an intriguing heuristic that can 
create new possibilities - possibilities that can drive the field forward in creative 
and robust ways in terms of research and practice. The permutation of these pos
sibilities are too numerous to discuss, but for illustrative purposes, two hypothet
ical examples will be offered, both from the sub-discipline of expatriation. 

Integration of Paradigms and Cross-Cultural Training 

For illustrative purposes, let us begin with the assumption that expatriation is in
herently a nonlinear phenomenon, though one does not have to begin with a non
linear dynamics bias in order to maximize the triangulation of perspectives in 
either research or practice (see Figure 2). 

Operating from this perspective, the expatriation experience would be viewed 
as one that is highly complex and unpredictable in nature, and one in which no two 
expatriates will experience the same reality. Also, the adjustment process would 
be viewed as an ongoing, never-ending, nonlinear process that is subject to "sen
sitive dependence on initial conditions." The implication of sensitive dependence 
on initial conditions on expatriates' lives is that one - just one - negative or poorly 
handled cross-cultural experience can send an expatriate's life - and the company's 
business - careening into unproductive and dysfunctional paths. 

Another implication of this perspective is that an ongoing interaction with 
host-nationals induces changes in the expatriate's mindset, values, and worldview, 
and that these changes are often induced by small, seemingly insignificant cross
cultural encounters. These experiences will influence in either a positive or neg
ative fashion, expatriates' self-efficacy, self-confidence in their business acumen, 
future career options, family life, and self-image. 
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Figure 2 
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Given this perspective of the expatriate experience, how should training be 
conducted for expatriates? Due to the power of the "butterfly effect of cross-cul
tural encounters," a logical conclusion presents itself: expatriates need cross-cul
tural training in "real-time," They need to be able to form answers and response 
strategies immediately to questions and issues that arise from confusing cross
cultural encounters, so that the effects of negative ripple-effects can be dampened 
quickly, and relationships with host-nationals re-sustained in rapid and appropri
ate ways. 

Currently, companies fortify expatriates for what will perhaps be the greatest 
challenge of their business career with pre-departure training programs that are 
relatively low in rigor, programmatic in format, and content that assumes that "one 
size fits all" (Black et al. 1992, Tung 1982)." 

After receiving such traditional predeparture training, expatriates subsequen
tially experience unique cross-cultural encounters which require creative appli-
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cation of the principles they learned in their training programs in order to fit the 
specific situation in which they find themselves. When confronted with situations 
that do not neatly fit the examples they remember from training, frustration oc
curs, and they often exhibit knee-jerk behaviors that worked for them in their 
home culture. Traditional cross-cultural training cannot cover all the principles, 
all the norms, all the "cross-cultural gray areas," or all the answers to specific sit
uations that an expatriate will encounter during his/her overseas assignment. 

Traditional training may be the most cost effective way to relay important in
formation and principles of cross-cultural interaction, but it will not significantly 
assist expatriates over the long term in their overseas stay. It is not useless to do 
this type of "positivistic" training, for everyone in any expatriate cohort needs to 
know foundational principles of cross-cultural effectiveness; there is nothing 
wrong with traditional predeparture programs. However, a nonlinear perspective 
on predeparture training broadens the view of the scope of the training that is nec
essary, with existing predeparture programs being only the foundational thread in 
a "tapestry of training" strategy (again, see Figure 2). 

Training as a Tapestry 

Expatriates need more than just emotional support systems (though such systems 
are important), they need continual education that occurs via "real-time" deliv
ery. Mendenhall and Macomber have noted that such a delivery system would in
volve training that is highly personalized: 

A concept more akin to "personal trainers" in the health and fitness field would 
be a possible model. Personal trainers would focus heavily on helping expatri
ates to develop personal strategies of how to maximize the learning potential of 
cross-cultural encounters. Such a genus of training would also necessitate that 
it take place "in-country" as opposed to being offered before departure. Con
cepts and principles learned before departure are difficult to comprehend out
side of the context in which they operate, namely, the host culture (p. 57-58). 

There are essentially two ways in which companies can conduct real-time educa
tion for their expatriates: resident "cultural consultants" or long-distance "cultu
ral consultants." Both types of cultural consultants would need to be experts on 
the host culture's business and societal norms/processes who would essentially 
be "on-call" and available for private tutoring for the expatriate cohort that live 
in the host culture. 

Much like personal fitness trainers, one does not need them every hour of 
every day, only on a consistent or "as needed" basis. Some expatriates may de-
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sire to schedule consistent meetings with the cultural consultant to talk over in
cidents they have encountered and to get the consultant's perspective on those in
cidents. Other expatriates may desire simply to call on the cultural consultant only 
as questions arise from their interactions with host nationals. 

The role of the cultural consultant would be to listen to how expatriates inter
pret their experiences, and to share with the expatriates how the host nationals 
might be interpreting the same experiences. Together, they form a meaning of the 
experience in the expatriate's mind that will lead the expatriate to respond with 
productive rather than dysfunctional behaviors. Thus, the cultural consultant plays 
a hermeneutical role in assisting the expatriate in constructing functional inter
pretations and meanings from the expatriate's overseas experiences. 

If the cultural consultant perceives a common pattern of questions or needs 
amongst the cohort of expatriates, he/she can organize more traditional training 
formats where the group is brought together and where the cultural consultant ed
ucates them using traditional, positivistic methods of training. The give and take 
between individual and group training methods thus cycles back and forth, con
tinually enhancing the cross-cultural education of the expatriate cohort. 

Placing a cultural consultant on retainer would not require exorbitant budge
tary expenditures, and would be a great aid to expatriates. If no one can be found 
locally to act as a cultural consultant, the role could be conducted via long dis
tance over the phone, though this would be a less ideal solution. Occasionally, the 
long-distance cultural consultant could be flown over to meet with the expatriates 
to conduct formal training if the need arose. 

There are likely more training options that could be created from "triangulat
ing" the three perspectives on the issue of cross-cultural training effectiveness. 
What was proposed above should not be considered the ideal policy option avail
able to all companies; rather, it is given simply to illustrate that when multiple 
perspectives are focused on an issue, new and creative solutions are likely to 
emerge, solutions that might not emerge if the issue were addressed by only one 
perspecti ve. 

Integration of Paradigms in Research 

One of the intriguing implications of nonlinear dynamics is that social and organ
izational systems may have fundamental governing principles associated with 
them (termed "attractors" in nonlinear dynamics), that when obeyed, cause pro
ductive organizational evolution, and when discounted, cause the organization to 
evolve dysfunctionally, possibly even to the point of demise. This notion is sim
ilar to what Ohmae called "key factors of success (KFS)." In his work on strate-
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gists (Ohmae 1982), Ohmae observed that excellent strategy is based on an under
standing of what the KFS are for any given industry. He contends that: "in any 
business situation, a handful of the myriad factors present will basically deter
mine the outcome, and strategy will be successful if these factors can be controlled 
or applied skillfully (p. 83)." 

In essence, he contends that good strategy is based on understanding what the 
underlying governing principles are for an industry. If those core principles are 
the constant point of focus on the part of management, sound strategy will tend, 
all else being equal, to naturally evolve. It is important to note that if two com
panies in the same industry both knew what the KFS were for that industry, they 
would evolve differing programs, policies, strategies, and methods in their pur
suit of their maximization of those KFS. Though they would evolve differing 
methods, in principle they would both be more successful than other companies 
in the industry who follow strategies that evolved out of a focus on factors differ
ent than actual industry KFS. 

A recent study done by a team of German researchers illustrates how produc
tive organizational behavior evolves out of compliance to core, governing princi
ples (Rommel/Kluge/Kempis/Diederichs/Bruck 1995). They studied two indus
tries, mechanical engineering (machine-tool, textile machinery, and white goods 
makers) and component manufacturing, and found that in both industries there were 
similarities between highly productive companies and less productive companies. 

The over arching factor that differentiated the level of success in both indus
tries was that of "simplicity." They stated that "the analysis uncovered this suc
cess pattern in the 'boom' period of 1985-1989; it was seen again in the recession 
that we have experienced since 1990. Although the average return on sales of the 
segment fell from 8 percent in 1989 to about 2 percent in 1991, the 'simple' com
panies still had a return on sales three times higher than firms afflicted with over
complexity (Rommel et al. 1995, p. I)." 

The researchers used the term "simplicity" to describe the phenomenon of be
ing aware of the principles that are truly critical to a company's business success 
and what is ancillary to that success. The productive companies in their study kept 
their focus riveted on specific KFS and maintained a vigilance to eliminate any 
tendency to put resources into ancillary activities. 

Nonlinear dynamics and the above research suggest that when managers do 
not understand clearly what is crucial to productivity, they build systems that in
stitutionalize activities that are ancillary to success and productivity. When things 
subsequently don't go so well, they try to refine the system, but only wind up add
ing to its inherent dysfunctionality. Success depends in part on knowing what the 
core, governing principles are for one's industry, and then organizing from those 
principles. 

How does this apply to expatriation? A scholar who looks at expatriation 
through nonlinear dynamics lenses would assume that expatriation is inherently 
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a nonlinear phenomenon, and a natural extension of that assumption would be to 
wonder if there are deep-order, governing principles (KFS) of expatriate produc
tivity. This core perspective and question is at the apex of the triangulation of 
perspectives illustrated in Figure 3. From this point, a multitude of methodolog
ical permutations could flow; thus, only a few general directions will be outlined 
here. 

From the positivistic perspective, our scholar already has much information 
to draw from -an entire literature exists. Those already working from this per
spective have published papers that have delineated many variables that influence 
expatriate adjustment, variables that can act as prime candidates for being poten
tial KFS. One line of research would thus be to focus more intently on delineat
ing which variables - or combination of variables - account for the lion's share 
of the variance in adjustment. This is still an area in the field of which little is 
known. Currently, a legion of variables that influence adjustment have been cat-
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egorized and linked to adjustment, but there is little sense of which are the most 
critical to adjustment. The isolation of the possibilities for KFS is a critical work 
that needs to be done. 

Also, searching for the KFS of expatriate productivity will likely be aided by 
the use of methods from the hermeneutic perspective. This type of research ap
proaches the sorting through of variables that we know have relationship to ad
justment in ways different from positivistic methodologies. Both approaches can 
inform and enhance each other in the goal of finding KFS. For example, after lis
tening to expatriates tell of their experiences, a commonality may emerge in the 
researchers' analysis, one that may have the potential to be a KFS. That emergent 
theme or dimension can then be further researched utilizing methods from the po
sitivistic perspective to dig more deeply into the specifics of its relationship to 
adjustment. Once some linear causal links have been found, the researchers might 
then turn to a nonlinear perspective, and look for mutual causal links between the 
variables of the dimension outlined. 

A variety of tools can be employed in order to flesh out whether mutual cau
sality exists or not (ElliotiKiel 1996, Kiel1994, KiellElliott 1992). If the dimen
sion seems to be a fruitful candidate for a KFS, expatriates who focus on that di
mension in their overseas experience can be targeted and studied, using both po
sitivistic and hermeneutical methods, over a long time horizon, in order to map 
how the application of that dimension has evolved higher levels of productivity 
in their overseas assignment compared to expatriates who do not focus on that 
specific KFS. 

It is my contention that the interaction of paradigmatic perspectives in re
search pursuits can potentially tell us much more about expatriation than we cur
rently know; "triangulation" in research extends the horizon of the knowable, and 
diminishes the tendency to conduct research studies that are merely variations off 
of old, well-worn themes. Paradigmatic integrative approaches to research have 
the potential of exposing the entire phenomenon, in all its complexity, to our view. 

Conclusion 

As the field of IHRM enters into the new millennium, scholars and practitioners 
have essentially two options available to them: 1) continue to conduct research 
and practice as usual or 2) broaden their views to include alternative paradigmatic 
perspectives in their work. There is tremendous pressure to maintain the profes
sional status quo: tenure decisions, reputation, publication success, and personal 
preference all combine to motivate researchers to continue to do things as they 
always have been done. 

84 mir vol. 39 . Special Issue· 1999/3 



Paradigmatic Integration in IHRM 

However, it is my view that the profession is evolving toward more openness 
in each of these dimensions; in the US, tenure is more often now becoming insti
tutionally-specific in its requirements compared to the past, which is beginning 
to allow for more diversity in one's professional work, depending on what cate
gory of institution one is at. Similarly, more journals are open to publishing alter
native theoretical and empirical approaches to research than ever before. The tec
tonic plates of the profession are shifting, but how far and how fast they will con
tinue to shift cannot be known. 

The tension between these competing paradigms will continue to heighten in 
the next millennium in the broader field of management; I hope that the tension 
becomes nonexistent in the field of IHRM, and that we as a collective body of 
scholars will rather view these three paradigmatic perspectives as interdependent 
aids to our quest for a more complete understanding of the phenomena of our field. 
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Key Results 

• Relationships are developed in an integrative model among HRM staffing pat
terns, risk reduction, transaction cost economies, distinctive competence, com
petitive advantage, and performance in international firms. 
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Introduction 

The central versus local dilemma, or how to reconcile pressures for local respon
siveness and customization with countervailing pressures for global centraliza
tion and coordination, is a source of problems and opportunities for the interna
tional firm. "The most difficult challenge management faces is administrative: the 
structuring of the company's internal decision-making process to allow the organ
ization to sense, interpret and respond to tensions and the resolution of the often 
contradictory demands for global competitiveness and national responsiveness" 
(DozlBartlett/Prahalad 1981). A number of organizational and strategic issues 
take on additional complexity as a result of this dilemma. Finding the right bal
ance between competing interests - corporate versus business unit, headquarters 
versus field, strategic versus operational - can be problematic for any firm, and 
all the more so for the international firm (Torbiorn 1997). 

International human resource management (IHRM) is particularly sensitive 
to the central vs. local dilemma. Within this general area of concern, one impor
tant consideration is the staffing practices of multinational firms, and their impact 
on firm performance. Certain aspects of staffing have significant implications for 
the cost structure of the firm, either decreasing or increasing overall costs. If these 
effects can provide a basis for gaining significant competitive advantages, they 
may enable the firm to outperform its competitors. 

Our objective in this paper is to identify some of the risks associated with par
ticular kinds of international staffing decisions. These risks are defined in terms 
of the strategy of the firm, and can be evaluated in terms of its strategic priorities. 
How the firm manages them can greatly enhance or diminish its long-term per
formance. 

The analysis presented in this paper extends the competence-based approach 
to human resources (HR) strategy, by linking transaction cost economics and stra
tegic management to the analysis of HR practices in international firms. How
ever, it is not a review paper per se. Building on the conceptual work of others, 
we develop a model and apply it to the analysis of specific international staffing 
arrangements (ErdenerlTorbiorn 1997). 

The discussion of strategy in this paper closely follows the comprehensive 
analysis by Hill and Jones, 1995 (drawing on BartlettlGhoshaI1989). The discus
sion of the competence-based approach to HR strategy is based on the integrative 
synthesis of the literature on that topic by Torbiorn (1997). This paper builds on 
conceptual foundations that have not been previously integrated and applied to 
HRM issues in the management literature. Concepts from competitive strategy 
and competitive advantage, transaction cost economics, intracultural manage
ment, and international firm strategy provide the foundation for analysis. 
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Competence-Based HRM 

One important basis for sustained competitive advantage is through the coordi
nation of resources (Henderson/Cockburn 1994, Marino 1996). Human resources 
are one component of the firm's capabilities, in that they can be combined in 
unique ways to enhance the overall competence of the firm. 

The competence-based approach places HRM issues within the larger context 
of strategy and strategic management. This provides a conceptual framework that 
is broad enough to encompass the full range of the firm's activities, core compe
tencies, strategic objectives, etc., on the one hand, and its Human Resource (HR) 
practices and concerns on the other. HRM strategy is analyzed and evaluated in 
terms of its relevance to the competitive advantages and competitive strategy of 
the firm. In essence, the competence-based approach requires that HR objectives 
and strategies be derived from the firm's corporate and business level strategies 
and goals, and also that they support the strategies of its other internal functions 
and operations. In as much as it helps to overcome deficiencies in the HRM aca
demic literature, which has been described as fragmented and overly focused on 
problems that are isolated and narrowly defined, the competence-based approach 
may be considered a step forward in the development of the discipline (Torbiorn 
1997). 

The theoretical explanation for this argument lies in the analysis of transac
tion costs. When an organization is under threat, it tends to respond with meas
ures to reduce the threat, thereby increasing costs in terms of time, energy, and 
resources. One way to reduce such transaction costs is to reorganize the firm's ac
tivities, so as to remove the underlying risks that drive them. 

Competitive Advantage 

"Effective strategic management requires an understanding of organizational 
resources and competencies as well as how each contributes to the formation 
of organizational strengths and ultimately to the development of a competitive 
advantage" (Duncan/Ginter/Swayne 1998). Developing and sustaining a mean
ingful advantage over competitors is widely regarded as a crucial determinant 
of successful firm performance (Barney 1991, 1995, Peteraf 1993, Wernerfelt 
1995). 

Firms competing in the global marketplace typically face pressures for cost 
reductions and pressures for local responsiveness (Hill/Jones 1996). These pres
sures place conflicting demands on the firm. Competitive pressures for cost re-
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ductions generally require efforts to minimize unit costs of production and oper
ations - e.g. by basing manufacturing in the best low-cost location, or by stan
dardizing products for the global marketplace. Competitive pressures for local 
responsiveness, on the other hand, require tailoring products and marketing to 
each country - e.g., to accommodate national differences in consumer tastes and 
preferences, business practices, distribution channels, competitive conditions, 
government policies, and so forth. In addition, strategies for cost reduction and 
local responsi veness impact one another: differentiation of products and market
ing across countries tends to raise unit costs through the duplication of effort and 
loss of scale economies; and standardization across countries with very different 
markets tends to negatively affect demand because of local market differences. 
Some industries simultaneously experience high pressures to reduce costs and 
also to be locally responsive. 

Competitive Advantage and International Activity 

In order to manage its international activities, the firm develops arrangements for 
organizational structure and control that support its overall strategy. Each type of 
strategy has its own objectives, issues, and priorities, as well as its own preferred 
organizational structure, reflecting differences in the need to coordinate and in
tegrate global task activities (Hill/Jones 1995). 

Structure and controls for managing internationally depend on three consid
erations. First, they depend on how responsibility and authority are divided 
between domestic and foreign managers, to maintain effective control over a 
company's foreign operations. Second, they depend on how foreign operational 
tasks are grouped with domestic operations to use resources and serve foreign cus
tomers. Third, they depend on the organizational mechanisms and culture through 
which the structure functions. 

One of the benefits of international expansion is that it enables the firm to in
crease the return on core competencies, by capitalizing on capabilities that it has 
already developed in the parent country. Distinctive core competencies can per
mit a firm to differentiate and obtain premium prices for its products. Companies 
with valuable distinctive competencies can maximize returns by applying them 
in foreign markets where the competition is weak. This is a major source of com
petitive advantage. 

A second benefit of international expansion is the opportunity to place an ac
tivity in a location that lowers costs. If the firm's costs are lower than its 
competitors', location advantages support a low-cost leadership strategy. Loca
tion advantages can also support a strategy of differentiating products and/or ser
vices, if the operational activities are located in places where value-added can be 
maximized. Location strategies that minimize costs while maximizing value-
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added enable the company to pursue low-cost and differentiation strategies simul
taneously. This can be an additional major source of competitive advantage. 

A third benefit of international expansion is that it speeds up experience ben
efits to firms whose global market is significantly larger than their domestic mar
ket. Serving a global market from a single location facilitates the expansion of 
production volume. The advantages of serving the world market from a single 
location are greatest if scale economies and location economies can be com
bined. 

Transaction Costs 

Transaction costs theory links the study of organizations to economics, to explain 
the origins of certain types of costs and the implications of managing them through 
one governance structure versus another. The main components of transaction 
costs analysis include the human factors of bounded rationality and opportunism, 
the environmental factors of uncertainty!complexity and small numbers; and the 
condition of information impactedness, which results from interaction of uncer
tainty!complexity and opportunism (Williamson 1975). 

The more common application of transaction costs theory is in providing an 
explanation for the firm's decisions on which activities to internalize, and which 
to carry out or procure on the market. It can be advantageous for the firm to bring 
certain types of activities under direct managerial control by internalizing them 
within the organization. 

"Transaction cost theory argues that the ex ante costs of operating in another 
country include the costs of establishing a physical presence and of learning a new 
culture and market (Hill/Chan 1988)" (Horton 1994, p. 140). In the international 
firm, the extent to which internalization does in fact reduce risks and costs is influ
enced by staffing decisions regarding the use of Parent Country Nationals (PCN s), 
who are expatriates sent from the country of the parent corporation to the foreign 
country operation, Host Country Nationals (HCNs), who are foreign country na
tionals hired by the parent corporation to staff its foreign country operation, and 
Third Country Nationals (TCNs), who are expatriates from yet another country em
ployed by the parent corporation and sent to work in its foreign country operation. 

Bounded rationality refers to physiological and linguistic limitations on the 
capability to handle information. "The physical limits take the form of rate and 
storage limits on the powers of individuals to receive, store, retrieve, and process 
information without error" (Williamson 1975, p. 21). In the international firm, 
this has a direct parallel in the ability of individuals to function effecti vely across 
cultural systems (Torbiorn 1994). 
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Information impactedness can also arise in the international firm from the 
interplay between bounded rationality and uncertainty!complexity. This is due to 
the additional information-processing requirements of managing across different 
cognitive frameworks when crossing national and cultural borders. Asymmetries 
in the complexity of various cultural systems and the associated skill level needed 
to function effectively across cultural systems also contribute to the problem (Tor
biorn 1994). 

Remediable Frictions 

An important underlying concept in transaction cost theory is that of remediable 
frictions (Williamson 1975, p. 20). These include all manner of frictions which 
are associated with one mode of organization rather than another. Transaction 
costs originate in the firm's efforts to reduce these frictions, by changing the way 
it organizes exchange activities. To the extent that certain frictions can in fact be 
reduced by such reorganization, firms that carry it out stand to obtain competi
tive advantages and superior performance. 

International HRM strategies can be regarded as one component of the firm's 
effort to reduce remediable frictions. Since managerial and organizational systems 
are not directly transferable from one country to another, international strategy 
implementation inevitably generates a certain amount of tension and friction, ad
versely affecting firm performance. As pressures build up, there is often an effort 
to reduce them. This can be accomplished by reorganizing those activities expe
riencing stress, e.g. by externalizing an activity that was previously carried out 
within the firm, internalizing an activity previously conducted outside the firm, 
changing certain aspects of the firm's internal organization, or changing certain 
aspects of its relations with external organizations. Staffing decisions are an in
tegral part of these measures. 

Determining the appropriate balance of parent-country/host-country cultural 
accommodation in the foreign operations of the MNE is one example. Cultural 
frictions can arise in two ways. First, since each individual represents a distinct 
combination of behavioral norms, judgments, etc., reflecting the norms of his 
or her own culture, internal friction can be generated among staff members as a 
result of staff composition. Second, the actions of these persons as representa
tives of their own cultures can generate external frictions in interacting with the 
local environment. If these frictions can be modified by varying the mix and 
ratio of PCNs and HCNs, they are remediable frictions in the transaction cost 
paradigm. 
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Cultural Environment 

Cultural risk is a potential source of transaction costs for the firm operating in an 
international environment, particularly if it is also unfamiliar. Cultural distance 
and cultural barriers are two related components of the problem of cultural risk. 

Cultural distance refers to both the nature and the degree of difference in the 
norms of two cultures. Cultural distance in those aspects of culture that are ob
jectively relevant to company success can generate transaction costs. The greater 
the cultural distance between the firm and its international environment, the more 
risk and uncertainty face the firm. Just as cultural distance exists independently 
of indi vidual perceptions of cultural differences, this cultural risk and uncertainty 
exist independently of whether or not they are recognized by the organization. 

Indi vidual perceptions of risks and uncertainty due to cultural distance are 
mediated through cultural barriers. These barriers, which arise in the culture but 
operate at the level of the individual, increase in height with cultural distance. 
They correspond to patterns of culture-specific limitations in the ability of mem
bers of one culture to understand, accept and adapt to certain norms of a given 
foreign culture, particularly those which differ or conflict with the norms of these 
persons' own culture (Selmer/Torbibrn/de Leon 1998, Torbibrn 1988). Transac
tion costs may be affected by cultural barriers through perceptions of risk, both 
at operational levels in the local foreign environment, and at corporate headquar
ters in the parent country. 

Tn addition to affecting reciprocal interactions in company operations across 
particular cultures, cultural distance and cultural barriers also affect non-reciprocal 
relations, separately in each direction. Accordingly, the distance and barriers 
between cultures A and B may not be the same as between Band A. This is because 
of cultural differences in what is regarded as central, relevant, acceptable, and under
standable with respect to the specific interaction at hand. This is often a significant 
source of transaction costs for the firm operating in a foreign environment. Multi
ple distortions in perception and interpretation can occur when information that has 
been generated in one culture is received and applied in another culture. 

Cultural Frictions 

Cultural distance - mediated through cultural barriers - creates frictions that con
tribute to risk. One major type of cultural risk is associated with tendencies to use 
the wrong norms in judgments, decisions and action, etc. It can result from ap
plying one's own norms inappropriately (ethnocentrism), or refraining inappro
priately from using one's own norms. 
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Cultural risk is also evident when decisions taken at monocultural headquar
ters are transformed as they are being transmitted to international operations. This 
can occur due to the mediating effects of past experience, through chains of con
sequences shaped by idiosyncratic elements of corporate culture that have evolved 
in a particular foreign context. If such idiosyncratic elements introduce distor
tions into the cultural system of the parent organization, then the internalization 
of foreign operations may incur unanticipated new risks. 

Figure 1 

CULTURAL 
DISTANCE 

CULTURAL 
BARRIERS 

CULTURAL 
FRICTION RISK 

Some of the risk which cultural distance presents for the firm may diminish 
with the passage of time, due to a gradual reduction in the influence of cultural 
barriers for particular organizational members. This can occur as key individuals 
from the parent organization gain a foothold in the foreign culture, based on in
creasing familiarity and experience with the local environment, or as local em
ployees gain a deeper understanding of the corporate culture of the firm. It can 
also occur as local consumers come to accept the foreign product or service. As 
the influence of cultural barriers on key organizational members diminishes, the 
firm may be able to modify some aspects of organization in keeping with the re
duced risk and uncertainty. 

Figure 2 

CULTURAL TRANSACTION FIRM 
FRICTION ~ RISK ~ COSTS ~ PERFORMANCE 

International Staffing and Transaction Costs 

Staffing forms one branch of a general concept of HRM along with three other 
branches, which are rewards, appraisal, and development (Fombrun/Tichy/De
vanna 1984). According to Festing (1997) the aspect of costs is often neglected 
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in HRM research; her pathbreaking work demonstrates that a transaction cost per
spective can be usefully applied to a wide range ofIHRM issues. Like other HRM 
measures, staffing can be viewed as a way of organizing internal and external 
transactions, which in turn affect costs. Thus staffing strategies are likewise amen
able to interpretation in terms of transaction costs. 

A transaction cost analysis of international staffing strategies suggests that in 
the long run, firms gravitate towards staffing patterns that represent the lowest 
risk and costs of transaction. Theoretically, attaining the lowest possible transac
tion costs requires that cultural differences or distance cause no problems for inter
cultural transactions, i.e. there is no risk or friction due to cultural factors. Then 
the issue of internalizing or externalizing specific activities would depend on the 
technical functioning of the external local market. 

However, as noted above, every person within or outside the firm who is in
volved in making and carrying out decisions on matters relevant to company suc
cess - whether at headquarters or in foreign markets - is a representative of his 
or her own culture, and thus a potential source of friction in intercultural ex
changes. In selecting among categories of staff, i.e. peNs and HeNs, a firm may 
be able to gain competitive advantage by choosing that mix which is least risky 
in terms ofthe potential for generating intercultural friction in areas that are crit
ical to the success of its strategy. (See figure 3.) 

Figure 3 

CULTURAL --+- RISKS 
FRICTION INREASE 

--+- TRANSACTION --+- PERFORMANCE 
COSTS RISE DECLINES 

! r 
STAFFING --+- RISK --+- TRANSACTION --+- PERFORMANCE 
PATTERNS DECREASE COSTS FALL IMPROVES 

Use of peNs typically reduces risks and costs of intrafirm transactions 
between the parent firm and its overseas operations. (It may possibly add to risks 
and costs of transacting with external environments, including the local culture.) 
This is by virtue of the peN's understanding of the national culture of the parent 
firm, as well as its corporate culture. peNs can also reduce risk by virtue of their 
mastery of the application of certain kinds of knowledge. Insofar as such knowl
edge is firm-specific, cannot be embedded in organizational systems, and is not 
held by HeNs, then peNs are the less risky alternative and are therefore prefer
able. In addition, peN staff may contribute to risk reduction by performing on-
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site supervisory or control functions which cannot be duplicated by financial or 
administrative measures. Conversely, use of HCNs typically reduces some of the 
risks the firm faces vis-a-vis the foreign external environment. (At the same time, 
however, it may also increase some of the risks of intrafirm transactions.) Cur
rent trends to staff locally, i.e. using HCNs, can also be understood in terms of 
transaction costs. This reflects the increasing importance of mastery of foreign 
external environments, as a consequence of greater competition from the global
ization of markets. 

Staffing, Competence, and Transaction Costs 

The primary motives for using PCNs are coordination, control, and knowledge 
transfer, whereas the primary motive for using HCNs is mastery of the external 
environment. Although a company's needs with respect to these motives may vary 
according to its phase and scope of internationalization, type of activity and prod
ucts, type of organization, strategic importance of markets, etc., experience shows 
that staffing patterns among European firms largely correspond to this profile 
(TorbiOrn 1997). 

This usage of PCNs versus HCNs is based on operational strategic consider
ations, rather than on business level or competitive strategy as the competence
based approach to HRM requires. However, such considerations do contribute to 
the gradual realization of an emergent competitive strategy (Mintzberg 1987) that 
is not planned in advance, but takes shape in the accumulation of many ad hoc re
sponses to problems and opportunities. Eventually, the pattern of successful and 
unsuccessful operational decisions provides a basis for more deliberate competi
tive strategy formulation. 

From a competence-based view, emergent strategies arising from a series of 
practical, ad hoc decisions may not be optimal (TorbiOrn 1997). A competence
based view focusing on the procurement and allocation of competence, be it inter
nally or externally derived, emphasizes gaining competitive strength from invest
ments as the basis for gaining competitive advantage. This mayor may not include 
an emphasis on costs. For example, if the competitive advantage of the firm is based 
on a strategy of cost leadership, then minimizing total costs - including costs of 
transaction - contributes directly to distinctive competence and thus to competitive 
advantage. However, if the competitive advantage of the firm is based on a strategy 
of product or service differentiation, then minimizing costs may be only indirectly 
related, or even unrelated, to distinctive competence and competitive advantage. If 
the competitive advantage of the firm combines cost reduction or cost leadership 
with differentiation, then tradeoffs must be made in terms of cost minimization. 
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The competence-based approach and transaction costs perspective may some
times be contradictory in the short to medium term, when competitive advantage 
based on competence is necessary for survival, irrespective of transaction costs. 
However, they should be complementary in the very long term. This is because 
in the long run, after non-competitive firms have dropped out, strategies have sta
bilized, and the industry has attained a general equilibrium, overall minimization 
of costs - including costs of transacting - eventually does become the decisive 
element in competitive advantage. Therefore, in the very long term the compe
tence-based approach and transaction costs minimization tend to converge. 

In the short term, it is not clear which staffing combinations may produce the 
lowest net risks and costs of transaction. Ethnocentric decisions in favor of using 
PCN staff may raise net transaction costs, for example by limiting the foreign 
operation's ability to handle the local environment, or by triggering internal com
munication frictions with local staff. The use of HCNs can also raise internal risks, 
while reducing external risks posed by the unfamiliar foreign environment. Thus a 
firm may forsake advantages in internal transactions, if HCNs do not understand, 
accept or agree with the corporate culture. The theoretically best solution would be 
an HCN who has mastered the firm's national culture and corporate culture, or con
versely, a PCN who has mastered the local foreign culture. If neither ofthese is avail
able, a TCN who has at least partially mastered either the firm's national and corpo
rate cultures, or the local foreign culture, or both, may be the least risky alternative. 

Strategies of the International Firm 

Companies generally use one of several basic strategies to enter and compete in 
the international environment. In the following discussion, strategies are catego
rized as international, multi domestic, global, and transnational strategy. The own
ership alternatives offranchising and wholly owned subsidiary are also discussed. 
The strategic implications and requirements of these alternatives are described 
thoroughly in Hill and Jones (1995). Each has certain advantages and disadvan
tages that can be enhanced or diminished by the decision to staff with PCNs, 
HCNs, or TCNs. 

International Strategy 

A major requirement of international strategy is to retain tight control at corpo
rate headquarters over operational strategies in the marketing and manufacturing 
functions that are centered abroad. Managers in the foreign country report to and 
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are under the direct control of PCN managers in the parent company's interna
tional division or foreign unit. This has important implications for the decision to 
use HCN versus PCN managers in the foreign country subsidiary. Advantages of 
using HCN managers depend on how amenable they are to strict centralized con
trol. Advantages of using PCN managers in the foreign subsidiary depend on the 
abili ty of PCN s to extend central control over the local foreign operations, if HCN s 
are not amenable to centralized control. The relative advantages of PCNs and 
HCNs depend further on the cultural distance between their respective cultures, 
on individual cultural barriers, and on the extent to which frictions at the inter
face between these cultures affect company operations. 

Multidomestic Strategy 

Heavy emphasis on local responsiveness as the basis for competitive advantage 
means that individual country managers must be very knowledgeable about the 
local operating environment. This has a number of important implications for HR 
strategy and practice. In general, it will be more advantageous for the firm to use 
HCNs or very experienced PCNs as local country managers. 

However, these implications are not the same for all multidomestic firms, but 
vary according to the situation. Critical variables within the firm include the spe
cific sources of the firm's competitive advantage, nature of its production tech
nology, and characteristics of its managerial employees. Critical variables outside 
the firm include the workforce characteristics, government regulations, and state 
of infrastructure in the local country environment. 

If the firm's production technology is not too difficult, proprietary, or central 
to product quality, then there is relatively less need for Parent firm control over 
the local country operations, and relatively less need for PCN managers in the for
eign subsidiary. Difficult production technologies introduce transaction costs be
cause of problems of bounded rationality. Proprietary technologies incur transac
tion costs due to asset specificity and opportunism. Centrality of technology to 
product image and quality incur transaction costs of opportunism. 

The availability of actual or potential managerial talent in the local country is 
another important consideration. If talent is not available in the local workforce, 
then using HCN managers will tend to increase transaction costs due to the need 
for training, supervision and control of HCNs by the parent firm. However, as
signing PCNs to the foreign country can also incur training costs to enable them 
to function effectively in the new environment. 

The particular sources of a firm's competitive advantage also shape the im
plications of the multidomestic strategy for HRM. While the multidomestic strat
egy is characterized by local responsiveness and customization, the difference 
between customization of product, customization of process, and customization 
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of marketing can be significant. For example, if a competitive strategy of local 
responsiveness is based largely on customization of advertising to local customer 
preferences, then there is little advantage in internalizing this into the foreign di
vision by hiring HeNs. Assuming availability of local talent, it may be easier to 
contract with a local advertising agency. 

On the other hand, if a competitive strategy is based on customization of prod
uct characteristics to local customer preferences, and these are unknown because 
it is a new market, then the firm may wish to internalize its market research ef
fort so as to prevent or at least inhibit the information from leaking to potential 
rivals. To the extent that organizational and managerial controls can be exercised 
more effectively than market controls in this situation, the transaction costs of ex
ternalization are higher than for internalization, and it will be advantageous for 
the firm to develop its own inhouse market research capability. Since this requires 
managers and staff who have intimate knowledge and understanding of the local 
environment, it tends to favor the employment of HeNs. However, the need for 
control suggests possible advantages to placing them under the supervision of 
peNs (or perhaps TeNs) who have assimilated corporate priorities and concerns. 
Since the multidomestic strategy does not require centralized coordination and 
integration of international activities, it does not need a common corporate cul
ture across international divisions or between individual country divisions. Link
ing mechanisms are minimal. Managerial functions can be increasingly assigned 
to HeNs with time. However, centralized monitoring of financial, manufactur
ing, and marketing performance by corporate headquarters requires standardiza
tion and accuracy of reporting. This can be addressed by temporary assignment 
of peNs from corporate headquarters in a control capacity. 

Global Strategy 

Global coordination and integration require managers who have the skills to func
tion effectively across many cultures. Transaction cost issues arise out of the need 
for control, because of asset specificity and opportunism, and the presence of un
certainty, necessitating better communication and information exchange. Manag
ers who can lower the firm's transaction costs of coordinating across cultural bar
riers and cultural distance represent a potential source of competitive advantage. 
Recruiting and developing this managerial capability is a major task for HRM. 
Expatriate assignments can enhance the individual managers' cross-cultural 
knowledge and skills with respect to a particular country. Rotating assignments 
in different countries facilitates the development of multicultural knowledge and 
skills. However, if multicultural managerial capability can be acquired by recruit
ment, without sacrificing organizational effectiveness or managerial control, that 
is a more efficient alternative for the firm, since it economizes on transaction costs. 
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Transnational Strategy 

Successful implementation of a transnational strategy requires a strong organiza
tional culture. One way to develop this is by sending HeNs to corporate head
quarters for training. While there, HeNs are exposed to the corporate culture and 
can be assimilated into it. This should be followed up with other opportunities to 
maintain personal contact with headquarters managers and staff, after the HeN 
has returned to his or her home country. Another way to support and extend the 
corporate culture in foreign divisions and units is through extensive use of third 
country nationals (TCNs) rather than HeNs. Increased use of TeNs would also 
follow from the expansion of scope in recruitment and staffing attributed to trans
national organizations (cf. Adler/Bartholomew 1992), i.e. away form vertical 
staffing from headquarters to subsidiaries (or the reverse) into lateral rotation 
across markets and cultures. Practical obstacles to such a handling of matters may, 
however, come from ethnocentric views at headquarters, i.e. bounded rationality, 
and from the apprehension of opportunism due to limitations in trust from head
quarters vis a vis TeNs (cf. ZeiralHarari 1977). 

Maximization of cost efficiencies, global learning, and local responsiveness 
require a high level of managerial competence. Managers must have excellent 
professional qualifications, international experience, and cross-cultural skills in
cluding relevant linguistic and cultural proficiency. 

The matrix organizational structure requires that managers have good team
work skills. Thus the corporate culture must also support teamwork. Since national 
cultural environments vary greatly in terms of teamwork values and teamwork 
skills, HeNs and TeNs from some countries may be better prepared for this as
pect of organizational performance than those from certain other countries. 

Firms incur certain costs in developing or acquiring managers who combine 
good teamwork skills, cross-cultural interaction and communication skills, and 
professional skills ~ all of which can significantly lower the transaction costs of 
transnational strategy. Those firms that can best economize on these costs will 
have an advantage over their competitors. 

Franchising 

One way to address the quality control problem of international franchising is for the 
company to place its own managers in the host country to oversee the franchisees on 
site. These managers would have to be sufficiently knowledgeable and experienced 
to maintain standards at the level of parent country operations. This suggests that they 
should include peNs with extensive background in the parent company, as well as in 
foreign franchise management. However, TeNs or HCNs who have been through a 
thorough training program could also be assigned in this capacity. 
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Joint Venture 

The main HRM implication of a joint venture strategy is that representatives of 
the parent company must be able to function within the culture context of the joint 
venture partner. The complexity and difficulty of managing the interface across 
cultures increases with cultural distance; however, the problem is less critical if 
individuals who can function at a high level of competence in both contexts are 
available. Without such individuals, whether peNs or HeNS, the effectiveness 
of the international joint venture is seriously constrained. 

As cultural distance implies cultural barriers, i.e. problems in understanding 
or accepting norms of the IJV-partners, this may ultimately mean a bilateral lack 
of trust between them, one of the most common reasons why IJV s fail (cf Killing 
1988, Kogut 1988). Such lack of trust may also produce incentives of the parties 
to staff key positions by their own people, i.e. peNs on the part of the interna
tionalizing firm, and HeN s on the part of the local stakeholder. Such motives may 
actually be irrelevant for the efficiency of ongoing operations, i.e. intended syn
ergies or transfer of knowledge are not obtained, etc. This will raise transaction 
costs, as will parallel staffing of key positions by peNs and HeNs which is some
times used (cf. Koot 1988). 

Wholly-Owned Subsidiary 

Ownership of a fully autonomous foreign subsidiary does not entail significant 
HRM implications for the parent company. However, acquisitions that require the 
merging of different organizational cultures, across different countries, can be dif
ficult to manage. Most or all organizational members would need to have some 
understanding of both societal cultures. In addition, a new synthesis of organiza
tional cultures would have to be formed. 

In addition, the norms or modes of operation of the internationalizing firm may 
be said to consist of its own national culture's norms, as well as norms that are 
company-specific rather than national. (These two sets of norms together make 
up the corporate culture of any firm.) Thus norms of the acquired firm are made 
up of local national culture norms and local company-specific norms. Again, ef
ficient cross-cultural interaction after the merger may require mutual adjustment 
based on understanding, acceptance and trust on both sides as a precondition for 
gains from reduction of transaction costs. Among other things, this should take 
time, adaptation of leadership styles, and empathetic staffing, e.g. not signaling 
to HeNs that careers are blocked as peNs may be installed in key positions, etc., 
all in order to establish a balance between "central and local" that economizes on 
costs of transaction (cf. Doz/Prahalad 1984). This would require the involve
ment of individuals possessing an unusually high level of cultural sophisti-
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cation and sensitivity, which would be emphasized in recruitment and in train
ing. 

Conclusion 

There is generally a trade-off in international management between transaction 
costs associated with the risk of uncertainty on the one hand, and those associated 
with the risks of asset specificity and opportunism on the other hand. The first are 
related to organizational problems of coordination and transaction cost limitations 
of bounded rationality and information processing, which in the international con
text are a function of cultural barriers and cultural distance. The second are re
lated to organizational problems of control, which are influenced by cultural and 
individual variables. Use of PCN managers tends to address issues and problems 
of control. Use of HCN managers tends to address issues and problems of coor
dination. 

Problems of bounded rationality and information impactedness increase with 
cultural distance. Cultural barriers can be greater for those individuals who are 
moving in one direction between cultures than for those who are moving in the op
posite direction. Both the occurrence and the perception of opportunism are influ
enced to some extent by culture. International interaction involves not only aspects 
of understanding and technical communication, but also of trust, e.g. between head
quarters and HCNs or TCNs, between partners in international joint ventures, etc. 

Firms can reduce the managerial costs attributable to cultural distance and 
cognitive limitations in a variety of ways. One means of reducing the costs of 
managing human resources across cultural systems is to vary the mix and ratio of 
economic to organizational incentives (Hennart 1993, 1994). Another is to guard 
against ethnocentric fallacies of perception and lack of trust through systematic 
exposure of decision makers at headquarters (and elsewhere in the firm) to inter
cultural experiences, and to enhance the effectiveness of individual managers in 
functioning interculturally, by paying more careful attention to the proper se
quence of training (Selmer/TorbiornJde Leon 1994). 

Unfamiliarity, unpredictability, and complexity of the foreign environment 
create a need for cultural mediators who are knowledgeable about the host coun
try culture. From the perspective of transaction costs, the issue is whether to inter
nalize or externalize the function of cultural mediation. Internalization would be 
consistent with employing HCN managers in the foreign unit or division; it would 
also be consistent with providing appropriate cross-cultural training to PCN man
agers. Externalization would be consistent with contracting out certain tasks to a 
local firm, e.g. advertising, distribution, government liaison, etc. 
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Unfamiliarity, unpredictability, and complexity associated with the parent firm 
create a need for cultural mediators who are knowledgeable about the corpora
tion. The issue in terms of transaction costs is whether to bring HeNs to corpo
rate headquarters (as is sometimes done so they can absorb the corporate culture), 
or conversely to send peNs from headquarters to the foreign subsidiary (as is of
ten done in transferring technology). 

Unfamiliarity, unpredictability, and complexity related to foreign markets 
create a need for cultural mediators who are knowledgeable about the product and 
also about the relevant market(s), whether in the parent country, host country, third 
country, or global. Transaction cost considerations revolve around the issue of 
whether or not to house this capacity within the firm. (If not, then hybrid arrange
ments such as joint ventures, licensing, or franchising may be viable alternatives.) 

A competence based view of IHRM, focusing on the acquisition and devel
opment of competence for the firm, indicates that certain frictions and costs may 
accompany different IHRM strategies. In terms of staffing international opera
tions, the most significant costs are not necessarily those of international trans
fers. The most significant costs may instead result from inconsistent or contradic
tory use of the HRM parameters of rewards, appraisal criteria, and staff develop
ment, which impedes the goals of building competence (e.g. finding, developing 
and maintaining talent) and moving competent staff to where it is needed. IfIHRM 
measures have the effect of disfavoring certain categories of staff by blocking ca
reer paths, narrow or obscure perspectives in talent tracking, discriminatory use 
of rewards or criteria for appraisal, etc., this will generally cause frictions and 
raise costs of transaction. 

Thus the choice of peNs, HeNs, and/or TeNs greatly affects the level and 
type of uncertainty facing the firm, as well as the firm's capability to deal with 
that uncertainty. In general, peNs reduce uncertainty effects wilh respect to the 
parent firm culture, export markets, and new technologies. HeNs are generally 
more effective in reducing uncertainty effects with respect to the host country op
erating environment, including the market. However, it is important to note that 
individual firms can also moderate the effectiveness of peNs and HeNs in these 
regards. 

References 

Adler, N. J.lBartholomew, S., Managing Globally Competent People, Academy of Management 
Executive, 6/3,1992, pp. 52-65. 

Barney, J. B. Firm Resources and Sustained Competitive Advantage, lournal of Management, 17, 
1991, pp. 99-120. 

Barney, 1. B. Looking Inside for Competitive Advantage, Academy of Management Executive, 9, 
1995, pp. 49-61. 

mir vol. 39 . Special Issue· 1999/3 105 



Carolyn Erdener/lngemar Torbitirn 

Bartlett, C. A.lGhoshal, S., Managing Across Borders, Boston, MA: Harvard Business School Press 
1989. 

Doz, Y L.lPrahalad, C. K., Patterns of Strategic Control within Multinational Corporations, Jour
nal of International Business Studies, 14,2,1984, pp. 55-72. 

Doz, Y L.lBartlett, C. A.lPrahalad, C. K., Global Competitive Pressures and Host Country Demands, 
California Management Review, 23, 3,1981, pp. 63-74. 

Duncan, W J.I Ginter, P. M.lSwayne, L. E., Competiti ve Advantage and Internal Organizational As
sessment, Academy of Management Executive, 12,23, 1998, pp. 6-16. 

Erdener, C. B./Torbitirn, I., Managing Across Economic and Cultural Systems: A Transaction Cost 
Analysis and Recommendations for the Strategic Management of International Human Re
sources, Fourth International Conference on Multi-Organizational Partnerships & Cooperative 
Strategy, Balliol College, Oxford University, England, July 8-10, 1997. 

Festing, M., International Human Resource Management Strategies in Multinational Corporations: 
Theoretical Assumptions and Empirical Evidence from German Firms, Management Interna
tional Review, 37, 1997, pp. 43-63. 

Fombrun, C. 1./Tichy, N. M.lDevanna, M. A. (eds.), Strategic Human Resource Management, New 
York: Wiley 1984. 

Henderson, R.lCockburn, I. Measuring Competence? Exploring Firm Effects in Pharmaceutical Re
search, Strategic Management Journal, Special Issue, 15, 1994, pp. 63-84. 

Hennart, J.-F., Explaining the Swollen Middle: Why Most Transactions Are a Mix of "Market" and 
"Hierarchy", Organization Science, 1993,4,4, pp. 529-547. 

Hennart, 1.-F., The "Comparative Institutional" Theory of the Firm: Some Implications for Corpo
rate Strategy, Journal of Management Studies, 1994,31,2, pp. 193-207. 

Hill, C. W/Jones, G. R., Strategic Management: An Integrated Approach, 3rd ed., Boston: Hough
ton Mifflin 1995. 

Killing, 1., Understanding Alliances: The Role of Task and Organizational Complexity, in Contrac
tor F.lLorange P. (eds.), Cooperative Strategies in International Business, Lexington, MA: 
Lexington Books 1988. 

Kogut, B., A Study of the Life Cycle of Joint Ventures, in Contractor F.lLorange P. (eds.), Cooper
ative Strategies in international Business, Lexington, MA: Lexington Books 1988. 

Koot, W, Underlying Dilemmas in the Management of Joint Ventures, in Contractor F.lLorange P. 
(eds.), Cooperative Strategies in International Business. Lexington, MA: Lexington Books 1988. 

Marino, K. E., Developing Consensus on Firm Competencies and Capabilities, Academy of Man
agement Executive, 10, 1996, pp. 40-5\. 

Mintzberg, H., The Strategy Concept: Five Ps for Strategy. California Management Review, 3, I, 
1987, pp. 11-24. 

Peteraf, M. A., The Cornerstones of Competitive Advantage: A Resource-Based View, Strategic 
Management Journal, 14, 1993, pp. 179-191. 

Selmer, J. O./TorbiOrn, I./de Leon, C. T., Sequential Cross-cultural Training for Expatriate Business 
Managers: Pre-departure and Post-arrival, International Journal of Human Resource Manage
ment, 9,5, 1988, pp. 831-840. 

Torbitirn, I., Staffing for International Operations, Human Resource Management Journal, 7,3, 1997, 
pp.42-52. 

Torbitirn, I., Dynamics of Cross-Cultural Adaptation, in: Althen G. (ed.), Learning Across Cultures, 
Washington, DC: NAFSA Publications 1994, pp. 31-55. 

TorbiOrn, I., Cultural Barriers As a Social Psychological Construct: An Empirical Validation, in 
Gudykunst W.lKim Y (eds.), Cross-cultural Adaptation: Current Theory and Research, Beverly 
Hills, CA: Sage 1988. 

Wernerfelt, B., The Resource-Based View of the Firm: Ten Years After, Strategic Management Jour
nal, 16, 1995, p. 173. 

Williamson, O. E., Markets and Hierarchies, New York: Free Press 1975. 
Zeira, Y/Harari, E., Third Country Managers in Multinational Corporations, Personnel Review, 6, 

1, 1977, pp. 32-37. 

106 mir vol. 39 . Special Issue· 1999/3 



mi. Special Issue 1999/3, pp. 107-124 • mlr 
Management 
International Review 
© Gabler Verlag 1999 

Marilyn S. Fenwick/Helen L. De Cieri/Denice E. Welch 

Cultural and Bureaucratic Control in MNEs: 
The Role of Expatriate Performance 
Management 

Abstract 
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Introduction 

Organizational control is an important component of the managerial function: it 
is responsible for ensuring that the organization's strategic goals are met and that 
deviations from standards are corrected for effective performance outcomes 
(Jaeger/Baliga 1985). For managers in multinational enterprises (MNEs), control 
is a complicated balancing act. On the one hand, close monitoring from the cen
tre is required to ensure minimum levels of duplication, wastage and ineffective 
processes. On the other hand, a degree of autonomy is necessary at the subsidi
ary level to allow for local market flexibility and customer responsiveness. The 
MNE control function must therefore cope with the tensions inherent in the si
multaneous need for global integration and local sensitivity in an increasingly di
verse and complex international business environment. (BartlettlGhoshal 1987, 
Doz/Prahalad 1984). How to achieve the required 'control mix' (that is, the level 
of centralization along with appropriate control mechanisms) remains a perennial 
MNE challenge. 

It would seem that, in practice, MNEs attempt to achieve an optimal mix, with 
bureaucratic (formal) control supported by cultural (informal) control (PuciklKatz 
1986). Some authors suggest that the way control is achieved in practice appears 
to be changing from a bias towards direct mechanisms to reliance on more infor
mal methods, such as staff transfers l (see, for example, Martinez/Jarillo 1991, 
Roth 1995, TorbiOrn 1994). Given recent emphasis on devolution of responsibil
ity, cultural control becomes an important supporting mechanism (see Marschanl 
WelchlWelch 1996). As the trend towards indirect methods become more wide
spread, issues surrounding MNE control over behavior and outcomes need to be 
re-examined. Of particular concern is the feasibility of corporate culture as an 
MNE control mechanism, given its reliance on members' internalization of shared 
values and the notion of self control (see for example, Ghoshal/Bartlett 1995). 
As Welch and Welch (1997, p. 680) argue, "despite what overt behavioral dis
plays and verbal utterances might indicate, people are bound to differ in the ex
tent to which they internalize the company's values and are thereby committed to 
upholding them". Indeed, a review of extant literature reveals that aspects related 
to MNE cultural control, such as the use of expatriate assignments, still rest on 
untested assumptions (Nasifl AI-Daeaj/EbrahimilThibodeaux 1991, Redding 
1994). 

Further, it would seem that performance management, integrated with other 
management policies and practices is an essential, complementary bureaucratic 
control mechanism in a strategy of cultural control (Evans 1992, GregersenlHitel 
Black 1996, Harvey 1997). There has been substantial research on individual and 
organizational control and on organizational commitment (for example, Child 
1973, Mathieu/Zajac 1990, MowdaylPorterlSteers 1982, PalichfHom/Griffeth 
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1995). However, little has been done to explore the way in which the interaction 
between individual and organizational policies and practices occurs, and the de
sired performance outcomes are achieved. Nor has the role of performance man
agement been discussed as part of the process of cultural control. Yet, to restate 
Jaeger and Baliga (1985, p. 118), "control systems do not exist in 'isolation' in 
the organization. Rather, they are embedded in an overall organizational system 
which fits with the control system being used." Given the pivotal role played by 
the human resource function in the overall control process, there is a need for fit 
with the HRM system2, specifically in terms of the performance management ac
tivity. As expatriate assignments are assumed to playa key role in MNE cultural 
control, one could expect that how their performance is managed would be an im
portant factor in terms of MNE outcomes. 

Performance management in MNEs is recognized as a significant challenge 
for researchers and practitioners. In this article, we synthesize research from the 
fields of psychology, sociology and management in order to develop an integrated 
approach to performance management in MNEs. A theoretical framework depict
ing key dimensions of the control concept in the MNE performance management 
context guides our discussion as we attempt to clarify underlying assumptions, 
and identify relevant constructs. As we focus on the use of expatriate assignments 
as a key dimension of MNE cultural control, we also address related gaps in 
the expatriate management literature through an exploration of the contribution 
that an effective performance management system can make to the MNE's 
control balance dilemma. The article concludes with suggestions for future re
search. 

The MNE Performance Control Context 

In the control process, according to Ouchi (1977), there are two phenomena that 
can be monitored and evaluated: behavior and output. In other words, it is pos
sible to design and implement control mechanisms that measure and monitor per
formance. This is particularly pertinent for the MNE, in its quest for coordina
tion, consistency and compliance of behavior and outcomes throughout its global 
operations: at headquarters and at each subsidiary level. As mentioned earlier, the 
challenge is how to do this in an effective way. Pucik (1985) suggests five major 
features summarize the MNE performance control challenge. First, MNE man
agement must focus simultaneously on global performance (the 'whole' of the 
MNE) and subsidiary or regional performance (the 'parts '). Second, performance 
data obtained from one subsidiary/region may not be comparable with that ob
tained from another due to local differences. The third feature is that separation 
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Figure 1. Control in Multinational Enterprises: The Role of Expatriate Performance Management 

MNE Performance 

by time and distance further complicates judgments about the degree of fit between 
subsidiary performance and the long-term strategy of the MNE. Fourth, success 
may be defined differently according to the economic or political volatility of the 
system in which the subsidiaries operate. Finally, the level of market maturity may 
vary between each subsidiary and the parent organization and more time may be 
required to generate results in some subsidiaries. Obviously, as illustrated in Fig
ure 1, how the MNE responds to these interrelated features of its performance 
control context will be partly determined by its control mechanisms and the way 
in which these are utilized in the quest for desired outcomes: consistent individ
ual and subsidiary performance. 

The MNE Control Mix 

It is generally accepted that the object of control is to measure and monitor per
formance so that behaviors and outputs are aligned with the organization's goals. 
The MNE management issue is the balance between cultural and 'bureaucratic' 
control mechanisms, as shown in Figure 1. The attraction to MNEs of cultural 
control as a mechanism is that direct supervision can be tempered with self-man-
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age me nt, as the desired behavior and output is guided and controlled by shared 
values regarding performance. It is still necessary, though, to have some level of 
bureaucratic control in the form of rules, regulations and procedures, budgets, re
porting systems, and formal structure. The issue is "how much". For example, 
formal, regular reporting requirements may be perceived by subsidiary staff as 
onerous, even unnecessary, in a climate of espoused self-management. However, 
despite the body of literature on MNE control, little has been said about how the 
two forms of control interact in the management of individual and organizational 
performance. In this section, we attempt to delineate cultural and bureaucratic 
control in order to explore this interface, and the likely outcomes in terms of in
dividual and subsidiary performance. 

Cultural Control Via Expatriate Assignments 

As mentioned previously, a common approach for MNE management to achieve 
its desired level of organizational and individual performance is through increas
ing emphasis on cultural control, defined as a combination of personal control 
and control by socialization (BaligalJ aeger 1984). Proponents of this view argue 
that self-managed performance will contribute to overall MNE performance by 
mitigating the control problems of coordination, consistency and compliance in
herent in MNEs. For example, Bartlett and Ghoshal (1987, 1992) identified a clear, 
shared understanding of the company's mission and objectives; the visible behav
ior and public actions of senior management; and the organization's personnel 
policies, practices, and systems as three important tools affecting the culture of 
the organization. In their concept of a "differentiated network structure", network 
relationships are characterized by a shared superordinate vision, individual self
control, and the capacity to negotiate individual differences. 

MNE staff transfers have long been recognized to serve as a control mecha
nism in MNEs3. For example, Edstrom and Galbraith (1977) hypothesized that 
managers in some organizations are transferred in order to develop a control pro
cess based on socialization: "the process by which an individual comes to appre
ciate the values, abilities, expected behaviors, and social knowledge for assum
ing an organizational role and for participating as an organization member" (Lois, 
in McDonald/Gantz 1991, p. 72). Socialization of staff provides what Bartlett and 
Ghoshal (1987) termed the "coordination glue" that binds the organization to
gether. 

The assumption here is that expatriates, highly committed to headquarters' 
way of doing things, will inculcate subsidiary staff with the required organiza
tional values and practices. There are qualifications to this assumption. Naturally, 
expatriates themselves must first be socialized before they can socialize others. 
Therefore, one could assume that a MNE pursuing a cultural control strategy must 
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have available a pool of suitably socialized staff, though Welch and Welch (1997) 
question the degree to which a person needs to be socialized in order to be effec
tive in ensuring the compliant behavior of others. As well, socialization is a time
consuming process of transforming newcomers to insiders (Louis 1980). A fur
ther limitation is that socialization must be ongoing as MNE management adapts 
strategies and practices in anticipation of, or response to, changes in their exog
enous and endogenous environments (Schuler et al. 1993), as indicated in Figure 
1 by the use of bi-directional arrows between the boxes 'cultural control', 'con
trol mix' and 'MNE performance control context'. 

Our review of relevant literature also indicates that the role played by expa
triate assignments has yet to be rigorously tested, especially in mature, geograph
ically dispersed MNEs (see, for example, Kamoche 1997). Therefore, in order to 
understand how and to what extent expatriate assignments contribute to the con
trol mix, it is necessary to articulate and synthesize several previously unstated 
assumptions. As shown in Figure 1, the use of expatriate assignments as a mech
anism for enhancing cultural control implies reliance, first, upon the development 
of shared values and organizational knowledge through the socialization of the 
expatriate. Second, it relies upon a high level of expatriate commitment to the 
MNE. Third, it relies upon the expatriate's ability and willingness to diffuse the 
requisite values to others in the organization. These underlying assumptions are 
discussed below. 

Shared Values 

Given the increased diversity of values inherent in international operations, an ex
amination of the literature focusing on the extent to which individuals can and do 
adopt and share values is fundamental to any discussion of cultural control. A value 
has been defined as a lasting belief that "a specific mode of conduct or end-state 
of existence is personally or sociably preferable to an opposite or converse mode 
of conduct or end-state of existence" (Rokeach 1973, p. 5). Strong organizational 
value systems have often been linked with higher levels of employee commitment 
through internalization and identification (Schein 1992, Zeffane 1994). At the same 
time, inconsistencies in values are allowed for, and these may not necessarily under
mine or prevent cultural control (Schultz 1990, cited in Stahlberg 1992). 

Unstated assumptions concerning the sharing of values are that this aspect of 
organizational culture can be managed, and that individuals can be infused with 
organizational values. The extent to which the value-sharing aspect of organiza
tional culture can be managed is related to whether culture is viewed as some
thing an organization is or something it has. Practices may be seen as one aspect 
of the 'culture' Gestalt - something that an organizational culture has - and there
fore, as somewhat manageable (Hofstede 1992). We suggest this implies that be-
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havior can be controlled through socialization in the workplace, provided that the 
requirement to engage in appropriate organizational practices falls within 
members' zones of indifference. The zone of indifference is the range of contri
butions an individual is willing to make without subjecting these to critical eval
uation - that is, to which the person is indifferent. Practices falling into the zone 
are agreed to, those falling outside the zone mayor may not be agreed to, or may 
precipitate exit from the organization (Barnard 1936). The distinction between 
shared values and shared practices is therefore an important one, as it influences 
the members' zone of indifference. For example, a commitment to shared values 
may require a broader zone of indifference, as it effectively requires agreement 
to more than work practices. 

The issue here is whether expatriates must adopt the MNE's values in order 
to facilitate cultural control. It may be that shared perceptions of daily practices 
may suffice, provided that observable behavior is consistent with corporate val
ues (such as ethical behavior), and at a consistent level and standard of activity. 
The key word here is observable. Behavior can be observed, whereas shared val
ues are not directly observable by outsiders and are, therefore, uncontrollable 
(Hofstede 1992). Contemporary performance management systems, with their fo
cus on behaviorally-based approaches, perhaps are an indication that organiza
tions are cognizant of this difficulty. 

Organizational Commitment and the Psychological Contract 

Organizational commitment has been defined as: "the relative strength of an 
individual's identification with and involvement in a particular organization" 
(Mowday/PorterlSteers 1982, p. 27). A widely held view in international HRM 
literature has been that expatriate managers are more committed to the MNE than 
host country nationals. In a sense, this is a logical belief given the role that expa
triate assignments are assumed to play in MNE cultural control. However, a re
view of extant literature indicates a paucity of studies that examine expatriate 
commitment. One of the few studies in this area investigated loyalty of expatri
ate managers compared with that of HCNs and found no significant difference 
between the two groups (Banai/ReiseI1993). However, the concern here is again 
the degree to which expatriates need to be committed to the MNE in order to per
form as a tool for cultural control. In addition, we question how effective expa
triates are, or need to be, in generating commitment to the MNE within the sub
sidiary? From a research perspective, what complicates the issue of organizational 
commitment in the MNE context is that the constructs 'commitment' and 'loyalty' 
may be culturally determined and thus have different behavioral outcomes across 
cultures (see, for example, Baligh 1994, Mathieu/Zajac 1990, Palich et al. 1995, 
Randall 1993, Rokeach 1973). 
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The development of organizational commitment is related to the notion of a 
psychological contract. This term is used to describe an employee's belief regard
ing the terms and conditions of a reciprocal exchange agreement between that em
ployee and the employer (Robinson/Rousseau 1994). Psychological contracts may 
be transactional (based on economic exchange theory) or relational (based on so
cial exchange theory). Th\! latter form has been linked to organizational commit
ment (Rousseau 1989, 1995). 

Psychological contracts recognize that most people seek to balance their 
contributions (what they put into an organization) and their inducements (what 
they get from the organization in return). "Within the boundaries of the psycho
logical contract therefore, employees will agree to do many things in and for the 
organization because they think they should" (Schermerhorn/Hunt/Osborn 1982, 
p. 480). This implies that adherence to organizational practices, an essential out
come of cultural control, requires the individual to operate within a relatively 
narrow zone of indifference (Baliga/Jaeger 1984). Interestingly, while psycho
logical contracts are by definition subjective and therefore different for each 
individual, employers may reflect organizational values, goals and objectives 
during the negotiation process. Thus, a certain degree of standardization can 
often be found (Shore/Tetrick 1994). However, the subjective nature of the psy
chological contract makes it highly susceptible to perceived violation, and may 
act as a moderator between expatriates and commitment to their organizations 
(GuzzolNoonanlElfron 1994). Yet, while the concept of the psychological con
tract is widely known in organizational psychology and HRM fields, there has 
been little investigation of its role in terms of cultural control, particularly in re
lation to the MNE. One of the unanswered questions is, what are the control im
plications of perceived violations of the psychological contract between the ex
patriate and the MNE? 

The above discussion highlights the potential of, and limitations to, cultural 
control via expatriate assignments. On balance, it would appear that socialization 
is the motif for cultural control in MNEs, representing the individual-organiza
tional interface. In Figure 1, we indicate this through a shaded box depicting 
socialization as part of the MNE's internal environment. We consider it as both 
the outflow of the control mix and a key driver of expatriate and subsidiary per
formance, as it is the process by which expatriates, themselves socialized to the 
organization's ways of doing things, facilitate control throughout the MNE. It is 
recognized that consistent performance across cultural and functional boundaries 
might be difficult to achieve in organizations opting for cultural control 
(Meyer/Allen/Gellatly 1990). Further research into the nature of MNE organiza
tional commitment, how it is formed, and its relationship with performance is in
dicated. 

114 mir vol. 39 . Special Issue· 1999/3 



Control and Performance Management in MNEs 

Performance Management as a Bureaucratic Control Mechanism 

Considering the complexity surrounding the use of cultural control, the MNE is 
likely to find that expatriate socialization prior to the international assignment 
may not be sufficient to maintain the necessary level of commitment. In practice, 
some MNEs limit the duration of an expatriate assignment to three years to min
imize the risk of the expatriate losing 'attachment' to headquarters concerns. Oth
ers use home visits as a way of giving the expatriate a "culture fix" (Welch/Fen
wick/De Cieri 1994, p. 485). A more formal strategic alternative would be to in
troduce bureaucratic control that reinforces socialization and commitment. 

Over the last decade, there has been growth in the number of scholars and 
practitioners who advocate the incorporation of human resources into the strate
gic formulation process. This view has been extended to the international arena, 
so that there is now a body of literature emerging around the theme of strategic 
international human resource management (SIHRM), defined as MNE strategies 
and practices that are parallel to the relationship between HRM and strategy in 
domestic (single-country) organizations (Schuler et al. 1993). In the context of 
MNE control, it is expected that the development of high commitment levels would 
be influenced by senior management's acknowledgement of organizational com
mitment as a critical variable in terms of global strategy. We further argue that the 
implementation of human resource management practices that consider individ
ual employees' different needs and preferences would be worthwhile, given re
cent HRM research exploring the notion of fit between strategy, HRM and organ
izational outcomes (Becker/Gerhart 1996, Wright/Sherman 1998). A systematic 
and pervasive HRM program, rather than the addition of random interventions 
such as a new benefit or a new training program, can best influence commitment 
levels (Ogilvie 1986). 

Mindful that the control process is predominantly 'people treatment' (that is, 
screening through selection; training staff in values as well as skills, and moni
toring behavior and output - Ouchi 1977), we suggest the use of performance 
management as a viable component of bureaucratic control (as Figure 1 shows). 
Performance management, as an element of SIHRM, is the process of transform
ing strategic objectives into action, monitoring progress, and rewarding results 
(Fenwick/De Cieri 1995, Hitchcock 1992). Definitions of performance manage
ment as a holistic, or integrated, strategic approach, thus extending the concept 
beyond performance appraisal, are now in common use. For example, 

a process for establishing shared understanding about what is to be achieved, 
and approach to managing and developing people in a way which increases the 
probability that it will be achieved in the short and longer term (Armstrong 
1994, p. 23). 
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Performance management reflects several aspects of socialization. As Louis 
argues (1980, p. 231): "Ideally, during socialization, especially during the encoun
ter stage, the newcomer's role-relevant abilities are identified, others' expecta
tions are conveyed and negotiated, and incentives and sanctions are clarified, with 
the aim of enhancing motivation to perform". Such content areas are contained in 
a performance management system. 

The characteristics of an HRM performance management system are: links to 
the organizational strategy; setting individual performance goals; providing feed
back on progress towards goal achievement; providing opportunities for improve
ment through appraisal feedback and training and development; and, links between 
results and rewards (Armstrong 1994, Bevan/Thompson 1991, Hitchcock 1992). 
Each of these characteristics, and attendant dilemmas concerning implementation 
in MNEs, is briefly outlined below. 

Links with MNE Strategy 

The necessity for strategy to be clearly articulated and communicated throughout 
the organization as an ongoing activity has been emphasized in management lit
erature (see for example, Mintzberg 1994, Wright/McMahan 1992). It is regarded 
as a critical aspect in developing the shared vision of the organization's objec
tives. Communicating strategy in MNEs is more complicated due to their com
petitive arena and the latitude, inherent in their strategies, to respond to compe
tition differently, both strategically and organizationally (BartlettiGhoshal 1992, 
Schuler et al. 1993). Even with recent advances in information technology, face
to-face communication is still necessary to assure and monitor understanding of 
HRM strategy as part of the MNE strategy. Language is an important dimension. 
The ability to diffuse values depends on communication skills, including the abil
ity to communicate in the language of the subsidiary and the common company 
language (Marschan/Welch/Welch 1997). 

Setting Individual Performance Goals 

This process should occur with extensive employee involvement and in the con
text of both the immediate position and the whole organization (Bevan/Thomp
son 1991, Hitchcock 1992). The identification of relevant, practical and reliable 
performance criteria upon which performance goals are based is difficult enough 
in domestic organizations. Therefore, performance criteria in MNEs must recog
nize the constraints on strategy-level performance appraisal and management, as 
shown in Figure 1. The emerging literature in SIHRM stresses the need for both 
quantitative and qualitative criteria, and a behaviorally-based approach is widely 
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supported (see Kaplan/Norton 1992, Schuler et al. 1991). We reiterate that such 
a technique reinforces behaviors rather than values. 

Providing Feedback on Progress Towards Goal Achievement 

Feedback provided through the performance appraisal activity is central to per
formance management and to socialization. It has two distinct purposes, evalua
tion and development (Cascio 1991). In addition to generating a consistent set of 
performance standards, better performance appraisal systems can enhance pro
ductivity by giving ongoing feedback (Day 1989) and by assessing performance 
and not personal characteristics (Fox 1987). The extent to which the process is 
interpreted with distrust or as an insult differs across cultures (Dow ling et al. 1999, 
ImadalVan Slyke/Hendrick 1985). 

In addition to the international environment and performance criteria that have 
been discussed above, great physical distance, which often exists between sub
sidiaries and the parent organization, can result in lack of meaningful, effective 
observation, support and supervision of expatriates. Opportunities for thorough 
headquarters performance reviews may also be minimal due to both distance and 
time-zone differentials (Dowling et al. 1999, Harvey 1997). Failure to provide 
such feedback might violate the psychological contract between the expatriate and 
the MNE, in addition to preventing corrective action in the event of ineffective 
performance. These problems highlight the difference between domestic and inter
national performance management in terms of being able to deliver timely, rele
vant, and therefore effective, feedback (Cascio 1991, Harvey 1997). Issues of who 
conducts the appraisals, how and based on what data, remain high on the research 
agenda, reflected in recent developments such as 360-degree feedback and com
petency-based appraisal techniques (see for example, Albright/Levy 1995, Lon
don/Smither 1995, Murphy/Cleveland 1995). Again, the emphasis is on behavior, 
not values. 

Providing Opportunities for Improvement Through Appraisal Feedback 
and Training and Development 

As previously mentioned, performance appraisal feedback has a developmental 
purpose. A great deal of training and development has focused on developing 
expatriates' ability to adjust to a new culture. Certainly, cross-cultural adjustment 
has been shown to influence performance (see for example, Black/Mendenhall 
1991, Mendenhall/Oddou 1985, Tung 1982). However, providing opportunities 
for improvement through appraisal feedback and T/D is an ongoing performance 
management activity aimed at continuous improvement and socialization to de-
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sired organizational practices. In the context of socialization and support, ongo
ing access to training and development for expatriates appears necessary to man
age performance both within headquarters and in the overseas location. This is 
particularly relevant when organizational development requires 're-socialization' 
as policies and practices change. Again, the role of such re-socialization is ques
tioned by Welch and Welch (1997) who comment that it may be psychologically 
difficult for those who are 'true believers' to modify or alter value systems. 

A significant control issue in international performance management is the is
sue of conflicting expatriate loyalty to the subsidiary and headquarters. While this 
may also be identified as an issue between divisions and headquarters of a large 
domestic organization, again the broader perspective, scope and activities re
quired, and greater risk exposure in the international environment differentiate 
domestic training and development from that in MNEs. It has been suggested that 
training and development may also facilitate the development of dual allegiance 
in expatriates, thus ensuring balanced bonds with both headquarters and subsidi
ary (Black/Gregersen/Mendenhall 1992). 

Links Between Results and Rewards 

Linking expatriate rewards to performance has been problematic due to difficul
ties in establishing valid and reliable performance criteria, as outlined earlier. For 
MNEs, additional problems in rewarding expatriates have concerned internal and 
external equity; taxation and the cost of allowances; relocation; housing and ed
ucation (De CierilFenwick 1998, Harvey 1993). An important performance man
agement requirement for MNEs which exemplifies the difference between intra
and inter-national performance management is the need to ensure that individu
als are not financially disadvantaged by accepting an international assignment, 
moving to another location or re-entering headquarters (Crandall/Phelps 1991, 
Dowling et al. 1999). In terms of performance management, the major concern 
about this imperative is that there is often no link to expatriate performance. 

The above discussion of performance management as a bureaucratic control 
in MNEs has highlighted particular examples of constraints on this activity. The 
inter-relationship between bureaucratic control and the MNE's performance con
trol context is shown in Figure I by bi-directional arrows. Despite the constraints, 
we have been able to argue that an appropriate MNE control mix of cultural con
trol, complemented by performance management as a bureaucratic control, is fea
sible. In relation to the individual-organizational interface shown in Figure 1, we 
have emphasized that performance management is a socialization mechanism 
within MNEs - a theme omitted from other expatriate management literature which 
largely focuses on the staffing and training and development functions, with re
gard to expatriate adjustment (see, for example, Katz/Seifer 1996). 
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Desired Outcomes of Individual and Subsidiary Performance 

The view that positive organizational commitment of indi viduals tends to improve 
organizational effectiveness and efficiency has been one of the most contentious 
in this field (Zeffane 1994). However, Naumann has concluded that, at least, the 
contention that performance leads to satisfaction has generally been supported in 
research. "Therefore, an individual's performance level is generally thought to 
be positively associated with satisfaction, commitment and involvement" (1992, 
p. 512). In their discussion of the relationship between organizational commit
ment and organizational adaptability, Angle and Perry (1981) suggested that there 
is some ideal or optimal level of commitment required for effectiveness. That is, 
enough commitment to elicit necessary employee behaviors beyond explicit role 
requirements, but not so much as to provoke the hiatus of individual judgment in 
favor of organizational principles. 

In terms of expatriate management, this optimal level has been identified as 
"dual allegiance"; a simultaneous, balanced commitment to both the headquar
ters and the subsidiary (Black et al. 1992). However, we believe that this raises 
the question of whether dual allegiance is desirable and or achievable in all cir
cumstances. Black et al. 's (1992) view seems to conflict with the notion of cultu
ral control that implies commitment to the headquarters as the priority; the ten
sion typified as the 'think global - act local dilemma'. However, from a control 
perspective, the concept of dual allegiance does not preclude adherence to 
headquarters' policies and practices or sensitivity to local conditions. Rather, the 
critical issue is whether the expatriate can successfully generate commitment to 
organizational values and practices that will contribute to the desired subsidiary 
outcomes. 

A related point is that, in MNEs applying cultural control, the performance 
management concept might require broadening to include recruitment and selec
tion. When hiring, an organization may select members on the basis of skills and 
existing personal work-related values - that is, buying values; or it may hire peo
ple and attempt to socialize them towards a set of required values - that is, mak
ing values (McDonald/Gandz 1992). In this way, HRM managers playa critical 
role as 'gatekeepers' for the organizational culture. They may consciously main
tain hero models for the organization which are then reflected in HRM practices 
such as recruitment and selection. Selecting those with the 'right' values, or the 
potential to acquire those values, is a strategy for preserving the culture (Hofstede 
1992). Again, the process is not unidirectional- an individual may also select an 
organization on the basis of its perceived 'right' values. Whether a 'make-values' 
or 'buy values' approach is adopted during the selection process, an organization 
requires some degree of socialization, and training programs may be used to 
achieve this. Recruitment and selection is only one aspect of the HR staffing role. 
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Placement of staff is also a factor - that is, matching individuals, skills and job re
quirements - and this is critical when the organization has diverse operations in 
different countries. 

Concluding Remarks and Implications for Future Research 

The central argument of this article has stemmed from a suggestion in extant lit
erature of a trend towards increasing emphasis on informal control mechanisms 
within MNEs, as a means of dealing with fluctuating external environments, move
ment into emerging markets, changing organizational forms and increasing diver
sity. The resultant realignment of the control mix, it seems, aims provide a more 
flexible way to achieve the desired outcomes throughout their global operations, 
in terms of consistency, coordination and compliance of behavior and outcomes. 
We conclude, however, that a reliance on cultural control, particularly one that 
places the use of expatriate assignments in a primary role, should be tempered 
with an integrated performance management system. 

Throughout the article, we suggest a number of areas requiring attention in 
future research for two reasons. The first, in order to make clear previously un
stated assumptions concerning the role of expatriates in the implementation of 
cultural control. The second reason is to propose one way in which SIHRM so
cializes organizational members in order to build commitment and control. Also, 
we are cognizant that the relationships between the dimensions and constructs 
presented in our framework, require further investigation. For example, research 
in progress aims to determine how, specifically, performance management might 
facilitate an appropriate mix of cultural and bureaucratic control in MNEs. It in
volves case studies of Australian MNEs which will generate data to exploring the 
following broad research questions: 

1. To what extent is cultural control explicit in the control strategies of MNEs? 
2. What is the role of IHRM policies and practices such as performance manage

ment in the control mix of MNEs? 
3. How is cultural control achieved and maintained in MNEs? 

Future research might also explore the implications for expatriates and their ca
reer development of meeting the performance management expectations of both 
headquarters and host country superiors. In addition, while management litera
ture advocates the desirability of shared values, the definitions of socialization 
and performance management do not address this. Rather, all that seems neces
sary is a shared understanding or appreciation of the values related to successful 
performance in their roles as organization members. The distinction has impor-
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tant implications for empirical research into MNE cultural control as observable 
behaviors are more readily identified and measured than values. A further issue 
concerns the extent to which realignment of expatriate performance goals and ob
jectives with the type of performance management system might be necessary to 
eliminate tension between a values-focused desired performance outcome and a 
behaviorally-based approach to observation and measurement. 

In developing the conceptual framework presented in this article, we have 
tried to draw attention to the complex yet interrelated dimensions of the formal 
(bureaucratic) and informal (cultural) control mechanisms available to MNEs. 
Our articulation of hitherto unexplored assumptions upon which much ofthe MNE 
control literature rests is an important first step in examining the MNE control 
mix and its link to individual and subsidiary outcomes. 

Notes 

I Following the bulk of the extant IHRM literature, we use 'staff transfers' as interchangeable with 
'expatriate assignments'. 

2 While we acknowledge its relevance, it is beyond the scope of this paper to further develop the 
somewhat contentious "HR-strategy fit" aspect of MNE control. For discussion of the issue, see 
for example, Lengnick-Hall/Lengnick-Hall (1988), Wright/Sherman (1998) and Wright/Snell 
(1998). 

3 We recognize the range of expatriates to include parent country nationals, as well as host country 
nationals transferred to headquarters, and to other subsidiaries as third country nationals. 
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Abstract 

• This paper examines human resource practices in Germany. It aims to find out 
whether there is a convergence towards a more unitarist US type of human re
source management (HRM). 

• The study is based on 25 case studies of German-, British- and US-owned banks 
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Introduction 

This paper discusses the convergence thesis using the example of human resource 
management in Germany. Convergence theories dominated social sciences in the 
1950s and 1960s. Arguably the most influential contribution to this discussion 
was Kerr et aI's "Industrialism and Industrial Man" (1960). They suggested that 
technology will, over an extended period, lead to the development of similar ec
onomic, political, social and organizational aspects in all industrialized societies. 
It assumed that there is a link between the development stage of an economy and 
its dominant managerial practices. Kerr et al. saw technology as the driving force 
behind convergence. Today competition and globalization are more often given 
as the main reasons for a convergence of managerial practices (Mueller 1994). 

Over the last two decades the concept of HRM (Human Resource Manage
ment) has emerged as one of the most important prescriptions for a world-wide 
convergence of managerial practices. Like most other management concepts it 
originated in the US. However, HRM (1) not only offers a range of modern man
agement techniques in much the same way as lean production and re-engineer
ing, but is also about values. "More than any of the other innovations, it impacts 
directly on culturally specific ways of doing things buttressed by national insti
tutions and values systems" (Hendry 1991, p. 416). The values of HRM are es
sentially unitarist and individualistic. The philosophy underlying HRM becomes 
apparent, if one has a closer look at the case studies that form the empirical basis 
of the American HRM literature. Most of the successful and innovative compa
nies which have been studied as HRM models in the USA are non-union and use 
sophisticated human resource management techniques targeting the individual 
employee (Foulkes 1980). They do not recognize trade unions and employee re
lations are determined unilaterally by management. It has been questioned whether 
US type HRM prescriptions should be imported to Europe, because the values of 
HRM run counter to European traditions of pluralism and collectivism as well as 
a stronger regulated environment for companies (Brewster 1995, Ferner/Hyman 
1992, Guest 1994, Kirkbride 1994, MUller 1999b). 

A particularly interesting case for a convergence towards HRM is Germany. 
In contrast to the free market US economy, companies in Germany have to oper
ate in an elaborate institutional environment (Ebster-GrosZ!Pugh 1996, Lane 1992, 
Warner 1998, Wever 1995). The three main German labor market institutions of 
co-determination, collective bargaining and initial vocational training, in partic
ular, restrict managerial autonomy and therefore might hinder the application of 
a unitarist type of HRM. To be more precise, companies in Germany usually have 
a works council. This body has extensive co-determination rights and plays a cru
cial role whenever there are organizational changes affecting the workforce. In 
addition more than 80 per cent of German employees are still covered by multi-
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employer collective bargaining. This means that their salaries and conditions of 
employment are standardized to a high degree (for a more detailed overview of 
the German system of industrial relations see BaethgelWolf 1995, IDE 1993, la
cobi/Keller/Miiller-lentsch 1998, Miiller 1997, Streeck 1993, VisseriRuysseveldt 
1996). Furthermore, about five per cent of the German workforce take part in an 
initial vocational training. This training is governed and regulated by a tripartite 
system that involves the state, employers' organizations and trade unions and 
therefore also reduces organizational autonomy (for recent descriptions of the Ger
man system of initial vocational training see G6hin/M6haut 1995, Steedman 1993). 
Given this strong institutional environment one could imagine that it exerts pres
sures for a convergence of human resource practices towards a German model. 

The next section will present the context of the research conducted to exam
ine the above issues. The following two parts analyze some of the data collected. 
Then a typology will be introduced that helps to classify the human resource ap
proaches of firms operating in Germany. 

Research Context 

The analysis so far raises the question whether there is a convergence about inter
national forms of management such as HRM or a divergence centered around na
tional institutions. However, human resource policies and practices at the com
pany level are influenced not only by national institutions and opportunities of
fered by modern management approaches, but also by factors in the organizational 
context (for context factors having a potential influence on human resource man
agement seclackson/Schuler 1995, Sparrow/Hillrop 1997). Consequently the con
ceptual framework guiding this research assumes that human resource policies 
and practices of individual organizations are influenced by the national context, 
the opportunities created by modern managemcnt approaches and the organiza
tional context (see Figure 1). 

On the basis of the conceptual framework, three hypotheses can be developed 
that will help to sharpen the focus of this paper. Firstly, a precondition for national 
labor market institutions having an influence on human resource practices is that 
firms comply with their requirements. Therefore one can formulate the hypothe
sis that all firms operating in Germany should comply with the requirements of 
the three key labor market institutions of centralized collective bargaining, co
determination and initial vocational training. A company complies fully with the 
German system of multi-employer collective bargaining, as long as it is a mem
ber of an employers' association and follows the rules set out by the association's 
agreement. If it has a company collective bargaining agreement, it only partly 
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Figure 1. The Conceptual Framework 
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complies. Similarly, a firm fully complies with initial vocational training as long 
as it has a significant percentage of apprentices (e.g. more than 3 per cent of the 
total workforce). Those with only a few apprentices are considered to partly com
ply. Finally, all those companies which have works councils in all major estab
lishments and which do not avoid board level co-determination fully comply 
(Muller 1998). 

Secondly, a related hypothesis is that HRM is incompatible with German la
bor market institutions. Thus we want to find out whether German firms use HRM 
techniques and if this fostered by the institutional environment. In order to do this, 
it is necessary to define and operationalize what we mean by HRM techniques. 
The classic statements by Beer et a!. (1984) and Walton (1985) mention a num
ber of HRM practices. Since then various lists of human resource practices asso
ciated with HRM have been drawn up (for recent lists by US researchers see 
Huselid 1995, MacDuffie 1995, Pfeffer 1998, Youndt et al. 1996; and by UK re
searchers see Brewster/Hegewisch 1994, pp. 247-273, Guest/Hoque 1994, Sto
rey 1992, Wood/Albanese 1995, Wood/Menezes 1998). Although some of the in
dicators presented in these check lists, such as employment security, single status 
and high investment in training appear to be commonly accepted by most aca
demics that have drawn up inventories of HRM practices, there is, as Guest (1997, 
p. 266) points out, still a lack of "a coherent theoretical basis for classifying HRM 
policy and practice." HRM still appears to be an academically constructed ster
eotype that is a convenient shorthand for a number of practices. In the absence of 
a commonly agreed list of HRM techniques this research will use Guest's (1987) 
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human resource policy goals of commitment, flexibility, quality and strategic in
tegration to judge whether a particular human resource practice is a HRM tech
nique or not. Hendry (1994) and Legge (1995) have used the same route to ex
mnine HRM in the UK. Particularly in the European context, where organizations 
have to operate with restricted autonomy (Brewster 1995), such a normative ap
proach seems to be appropriate. 

Thirdly, as mentioned before, HRM is not only about techniques, but also 
about values. There is a potential clash of culture between the unitarist ideology 
of HRM and the collectivist pressures exerted by German labor market institu
tions. If companies operating in Germany largely comply with the requirements 
of these institutions, then the question is what other HRM approach is or can be 
followed. One which may be compatible with the German system is to achieve 
the HRM outcomes of commitment, flexibility, quality and strategic integration 
with a pluralist style of management. Hence, the third hypothesis is that the Ger
man system fosters the development of a pluralist type of HRM. The term 'plural
ist HRM' was coined by Guest (1989) to describe the combination of a high 
HRM priority and a high industrial relations priority. Other terms used to express 
that HRM and trade unionism are compatible are "the new realism" (Guest 1995, 
p. 119), "the motivated competence model" (Heller 1993), "pragmatic eclecti
cism" (Regini 1993, p. 567), or "mutuality" (Walton 1985). For the UK, survey 
evidence indicates that the presence of trade unions has a positive impact on the 
introduction of HRM techniques (Guest/Hoque 1996, Millward 1994). If this is 
so, one would expect this to apply even more strongly for Germany. The co-op
erative style of industrial relations thought to be a pivotal part of the German 
system makes it possible for employees in this country to have a dual commit
ment to both the company and the trade union. This at least was shown by a com
parative study of workers in the electronics industry (Guest/Dewe 1991). Hence, 
the case of Germany could show that HRM and unions can coexist. 

Methods and Data Collection 

The research presented here is built on case studies of twelve German-owned, 
four British, and nine US companies operating in Germany (see Table 1). For
eign-owned firms were included as they are thought more likely than indigenous 
firms to challenge national labor market institutions (Ferner 1997). Therefore, 
their example could help to illuminate the pressures on the German system. This 
particularly applies for US multinationals, as they are renowned for deviating from 
national industrial relations and human resource practices (Chi-Ching/Keng-Choo 
1995, MUller 1998, Tayeb 1998). In order to facilitate a comparison between the 
foreign-owned firms which have a world-wide workforce of at least five thousand 
employees, only large German companies were included in the sample (see 
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Table 1. The Firms in the Sample (Employment Size and Compliance with Key Labour Market In
stitutions (." Full Compliance, x Partly Compliant, - No Compliance» 

Approximate number Multi-employer Co- Initial vocational 
of employees in bargaining determination training 
Germany (in 1993) 

German companies 

Big Bank 60,000 ." ." ." 

Universal Bank 40,000 ." ." ." 

Regional Bank 15,000 ." ." ." 

State Bank 5,000 ." ." x 

Cooperative Bank 2,000 ." ." ." 

Savings Bank 500 ." ." ." 

Big Chemical 90,000 ." ." ." 

Consumer Chemicals 20,000 ." ." ." 

Big Pharmaceutical 10,000 ." ." ." 

Applied Chemicals 5,000 ." ." ." 

Oil Company 5,000 ." ." ." 

Pharmaceutical Firm 1,500 x ." ." 

US subsidiaries 

US Branch Bank 4,000 ." ." ." 

US Merchant Bank 300 - ." 

US International Bank 200 - x -
US Investment Bank 100 - -
US Commercial Bank 100 

US Consumer 9,000 ." ." x 
Chemicals 

US Chemical 3,000 x x 
US Oil 2,000 x ." ." 

US Pharmaceutical 500 ." - x 

UK subsidiaries 

UK Merchant Bank 1,000 ." ." x 
UK Oil 4,000 x ." ./ 

UK Chemical 2,000 ." ." ." 

UK Pharmaceutical 1,500 ." ." x 

Table l). Among these were well known firms such as Deutsche Bank, Hoechst, 
and Henkel. This sample selection was somewhat biased, as the US subsidiaries 
in particular were relatively small, and this has to be taken into account in the fol
lowing analysis. Due to sectoral factors having an influence on the behavior of 
multinationals in their host country, only banks and chemical firms were chosen. 
One reason for selecting these industries was that in both of them a number of UK 
and US firms were operating. In the chemical industry I selected pairs of compa-
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nies with similar businesses such as oil companies and pharmaceutical firms. In 
banking this was not possible, as German banks are usually universal banks which 
offer all types of banking services, whereas most foreign banks in Germany are 
merchant or investment banks. It is also important to acknowledge that the anal
ysis only applies to former West Germany, as all firms visited were based there. 

The company case studies are based on multiple sources of evidence. Primary 
and secondary evidence such as company newsletters, annual reports and works 
agreements were collected. Between 1991 and 1994 the sample firms were vis
ited at least twice and more than 150 face-to-face and phone interviews were con
ducted. Most of the respondents were personnel managers. When possible the re
searcher also talked to line managers and employee representatives. The inter
views were conducted in a semi-structured style. For each sample firm a case 
study report was written and fed back to the key informant. The respondent val
idation helped to find out if the understanding of particular company facts and sit
uations was correct. The case studies contained general information such as legal 
form, organizational structure; data about the compliance of sample firms with 
German labor market institutions; and details about the use of human resource in
struments such as appraisal and remuneration systems. The researcher inquired 
about the instruments used, what they looked like, whether they had changed and 
when they were implemented for the first time. The first part of the data presen
tation will now discuss the compliance of the sample firms with German labor 
market institutions. 

Compliance with German Labor Market Institutions 

In regard to compliance with the major German labor market institutions of col
lective bargaining, co-determination and initial vocational training, the sample 
firms can be divided into two groups. The first group consists of all German firms, 
the British subsidiaries and three of the US transplants (US Branch Bank, US Con
sumer Chemicals, and US Oil). They either fully or partly comply with the Ger
man labor market institutions studied (see Table 1). 

In contrast to these firms, six of the nine US subsidiaries generally do not 
comply with German labor market institutions. US Pharmaceutical and US Chem
ical avoid at least one of them entirely. It is worth noting that US Chemical is one 
of the few large companies operating in Germany that has no collective bargain
ing at all. The non-existence of a works council in a company as big as US 
Pharmaceutical's German subsidiary is also worth noting. The four smallest US 
banks deviate even more from the majority of the sample. None of them is sub
ject to collective bargaining. Only o~e deals with a works council and only one 
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offers initial vocational training. Employment size is clearly important. German 
institutions leave more choice for smaller than for large firms. Nevertheless, un
like the six US 'firms in the sample, the majority of firms of similar size in these 
industries, do comply (MUller 1998). Furthermore, although employers are dis
satisfied with elements of the German system, there are so far no serious attempts 
by them to challenge it. For example, although the German system of multi-em
ployer bargaining is blamed for causing inflexibility and a too high wage burden, 
there is no widespread trend to leave employers' associations. Adjustment and 
adaptation largely occurs within the institutional framework (MUller 1997). 
Hence, the six deviant companies in the sample do not appear to provide a model 
that is likely to be widely followed. 

The second hypothesis, that HRM is incompatible with the requirements of 
German labor market institutions, is linked to the first one. Arguably companies 
that want to follow a unitarist HRM policy cannot at the same time comply with 
co-determination, collective bargaining and/or initial vocational training. German 
labor market institutions restrict management's right to manage. For example, in 
those companies that have works councils, management has to negotiate with em
ployee representatives about the introduction or change of most human resource 
instruments and sometimes even has to accept that works councilors control their 
operation. Therefore, as the majority of companies in the sample comply with the 
requirements ofthe above institutions, they cannot follow a unitarist policy. How
ever, six US subsidiaries appear to pursue an avoidance strategy. Nevertheless, 
this does not necessarily mean that they have a unitarist HRM approach, as they 
could be high or low users of HRM practices. Similarly, although the majority of 
firms in the sample comply with the requirements of the German system, they 
could still use some of the techniques associated with HRM. Therefore the fol
lowing sections will examine the extent to which HRM is practiced by the sam
ple firms in the key areas of human resource flow, communication and rewards. 

Human Resource Practices 

Human Resource Flow 

We start with human resource flow. Companies that practice HRM should select 
new employees carefully, monitor their development with regular appraisals and 
also offer them extensive training and employment security to achieve the human 
resource outcomes of commitment, flexibility and qUality. 

In terms of selection and induction most sample firms put a special emphasis 
on the recruitment of school and university graduates. Apprentices are selected 
with written tests and management trainees often with an assessment center. The 
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initial vocational training offers apprentices a structured induction into the organ
ization, as well as a training in occupational skills. Newly recruited graduates usu
ally also receive some form of structured induction. In contrast to apprentices and 
management trainees, tests and assessment center are hardly used for other groups 
of employees, even for managers. This finding is confirmed by the more repre
sentative Cranet-E data (Brewster/Hegewisch 1994, Table 3.6). Only a few of the 
sample firms offer any form of structured induction for this group of employees. 

Turning to training, most sample firms offer an initial vocational training (see 
table 1). Employees can then acquire further vocational training qualifications. 
Almost all sample firms support those who want to get this qualification finan
cially as well as with time off. In addition to these general qualifications, techni
cal and non-technical company specific training is usually extensively provided. 
In the sample firms, some change was observed not such much in the extent of 
training, than in its form and focus. There are attempts to integrate on-the-job and 
off-the-job training more closely, as there is a perception that off-the-job courses 
do not necessarily result in behavioral changes, especially if the environment does 
not facilitate this process. One example is team training for all employees work
ing together in a department, branch or project. Whereas in the 1980s three of the 
sample firms offered such training, seven introduced it in the early 1990s. There 
also seemed to be a bigger emphasis on job rotation between functions. 

Most of the sample firms regularly operate a written performance appraisal 
system. Whereas in the past this was usually based on a trait rating, in recent years 
most of the companies studied have extended their appraisal system by introduc
ing new elements. In the 1990s, seven of the sample firms introduced goal apprai
sals, five regular career development talks and three management development 
assessment centers. The main reason for this appears to be a dissatisfaction with 
the traditional personality and trait rating system's ability to assess accurately per
formance and career development prospects. Career development talks, manage
ment development assessment centers and development schemes are also intro
duced to identify candidates with leadership skills and/or develop these skills. 
This is a break with the past where progression has depended more on technical 
skills than leadership qualities. Whereas the traditional rating appraisal systems 
tended to cover all staff, the new elements are often targeted at managers only 
(MUller 1999a). 

The evidence presented so far indicates that most sample firms follow an inter
nallabor market policy. This is also supported by the fact that they have a system 
of job posting, usually advertise all vacant positions in the establishment first and 
have committed themselves in written documents to a policy of internal promo
tion. It is also reflected in outflow policies. Starting in 1992, several of the banks 
and chemical firms had to reduce their workforce significantly. The reductions 
were achieved by a combination of halting recruitment, early retirement and vol
untary redundancies. Compulsory dismissals were only used in exceptional cases. 
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A similar picture emerges from the data of the 1992 Cranet-E survey (Brew
ster/Hegewisch 1994, Table 9.6). 

So far, similarities between the sample firms have been emphasized. Never
theless, there were also differences. One was that modern human resource tech
niques such as assessment centers, team training and management development 
schemes were more widespread in some firms than in others. A probably more 
important difference was that a minority of the organizations, the three smallest 
US banks, did not follow an internal labor market policy. They offered little train
ing, had no internal job posting system, no written commitment to internal pro
motion, a relatively high labor turnover and compulsory redundancies were not 
avoided at all costs. Their practices resembled their affiliates in London and New 
York, rather than those of the indigenous sample firms. 

Rewards 

In terms of reward, companies practicing HRM will have a systematic system of 
pay, will have only minimal status differentials and will reward good performance 
in order to achieve the outcomes of commitment and quality. 

The major determinant for individual salaries in the collective bargaining firms 
are multi-employer or in the case of three firms company level collective bargain
ing agreements. These agreements prescribe certain job grades into which em
ployees have to be fitted. To facilitate the grading they also define bench-mark 
jobs and give an indication of the formal qualifications required. The works coun
cil usually takes an active part in the grading process. On an annual basis, wage 
increases and many fringe benefits are determined by collective bargaining nego
tiations. Others are negotiated at the company level between management and 
works councils and thus also apply collectively to the whole workforce. Further
more, in banks as well as in the chemical industry there are the same wage grades 
for blue and white collar workers and employment conditions are also equalized. 
This reward system only applies for tariff employees, 'exempts' are only indi
rectly affected. Exempts (AuBertarifliche Angestellte) are all those employees 
who earn significantly more than those in the highest wage group of the collec
tive bargaining agreement. This group normally accounts for about 15 to 20 per 
cent of the total staff. Traditionally, the pay system used for tariff employees was, 
by extending the number of job grades, transferred to exempt positions (MUller 
1999a). 

All in all, the collective bargaining firms in the sample seem to have a system
atic pay system which, as it is governed by management and works council, can 
help to foster commitment and reduce grievances about pay. The traditional dom
inance of job-based pay means that performance-related pay is less important in 
Germany. Nevertheless it appears that the ideology of performance-related pay 
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has had some impact on German managers. Several of the firms in the sample 
have attempted to link pay more to performance by introducing analytical job 
evaluation for exempts, by changing fixed bonuses into variable ones and by link
ing merit increases and bonuses to an appraisal scheme. A growing importance 
of performance-related pay in German firms also emerged from the 1992 and 1995 
Cranfield surveys (Brewster/Hegewisch 1994, Table 4.2a, Weber/Kabst 1996, 
p. 32). However, the question is how much performance related pay fits into the 
more collectivist German culture (Trompenaars 1993) or whether it makes sense 
at all. This may explain why works councils are critical of performance-related 
pay and sometimes prevent its introduction. 

Again there were only minor differences between the majority of sample firms. 
For example, in the 1980s and 1990s, some of the firms had introduced analyti
cal job evaluation systems to determine exempt pay, whereas others did not have 
a formal system. The most important difference emerged between some of the 
US-owned firms and the rest. The five US subsidiaries that avoid collective bar
gaining appear to pay more performance related, e.g. salary increases are some
times not paid and annual bonuses are directly linked to individual performance. 
This also applies to the non-works council firm US Pharmaceutical. Interestingly, 
US Oil has a plant agreement with its works council that assures each manager a 
certain minimum increase. 

Communication 

An important element of HRM should be intensive employee communication. The 
assumption is that this leads to a greater commitment of the workforce which in 
turn is expected to enhance motivation and performance (Guest 1987, p. 513). The 
following analysis will look separately at indirect and direct communication. 

In the past the German-owned firms, all of which have works councils, relied 
mainly on indirect communication. The co-determination law assures that works 
councils play an important role in employee communication. It not only stipulates 
that management must share information with employee representatives, but also 
gives them several means, such as works meetings, to communicate with the work
force. This system provides an employee voice system and could explain why 
company journals and suggestion schemes were in many of the German-owned 
sample firms the only direct communication instruments used. This changed in 
the 1980s and 1990s. All but one of the indigenous firms started to use attitude 
surveys. Again with one exception all German-owned chemical companies and 
one of the banks introduced quality circles. A further development was that in 
most firms management started to organize regular employee meetings. Before, 
only works meetings, which are called by the works council and chaired by its 
leader, took place. However, this example shows that the increase in direct com-
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munication has not been at the expense of indirect communication, a finding con
firmed by the 1992 Cranet-E survey (BrewsterlHegewisch 1994, Tables 6.4, 6.6). 
The employee meetings organized by management are usually confined to organ
isational units that do not have their own works meetings such as small branches 
or departments. 

Not surprisingly, direct communication instruments were more widespread in 
some sample firms than in others. It is worth noting that foreign-owned firms such 
as US Oil, UK Oil, US Chemical and US Pharmaceutical have introduced direct 
communication devises such as attitude surveys much earlier than the indigenous 
companies. Nevertheless, there were also differences among the foreign firms. 
Whereas the non-works council firms US Pharmaceutical and US Chemical, which 
has no works councils in its headquarters, extensively use direct communication 
methods, the four smallest US banks do not operate any sophisticated employee 
involvement instruments. The findings presented so far will now be summarized 
with the help of a typology. 

A Typology of Human Resource Management Approaches 

The classification presented in Figure 2 is intended to summarize the data and to 
show the options for human resource management in the German context. Being 
aware of the problems associated with the construction of typologies (for a sum
mary of this critique see Kitay/Marchington 1996) and the small sample, this sim
plification does not entirely represent a more complex and less clearly defined re
ality. However, it helps to group otherwise unique cases for the purpose of com
parison. The typology was inspired by Guest (1995, p. 118) and contrasts the sam
ple firms compliance with German labor market institutions with their HRM pri
ority. HRM priority is defined here as the extent to which HRM prescriptions are 
implemented. The classification results in four different quadrants. Each is now 
discussed starting with the first option 'traditional personnel management.' 

Companies in the first quadrant 'traditional personnel management' largely 
comply with the key German labor market institutions examined, but at the same 
time practice little HRM. This represents the stereotypical view of human re
source management in Germany in the comparative HRM literature (see for ex
ample, Begin 1997, Sparrow/Hiltrop 1994). It is mainly based on a 1982 study 
by Lawrence (1991) which suggests that German labor market institutions pre
vent German companies from using sophisticated human resource techniques. 
As many ofthe companies have only recently introduced modern human resource 
instruments such as attitude surveys, development assessment center and perfor
mance-related pay, Lawrence's findings may well have been valid at the time of 
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his research. In the early 1990s, only two of the sample firms fall into this cate
gory. However, the use of instruments may well be less important than broad hu
man resource policies, as even they fulfil major HRM prescriptions such as pro
viding extensive training, employment stability and offering an employee voice 
system. 

The companies in the second quadrant, 'pluralist HRM,' practice HRM, but 
at the same time comply with German labor market institutions. Most British- and 
German-owned firms, as well as all but one of the large US subsidiaries, fit into 
this category. Such a human resource approach fits well with the high cost, high 
quality business strategy pursued by German industry (Porter 1990). It is worth 
noting that in the 1990s some of them have started to use human resource tech
niques such as goal-based appraisal, attitude surveys and performance-related pay. 
This development suggests that there is room for the introduction of HRM ele
ments that are not clearly supported by the German system. Firms can apply tech
niques associated with HRM and at the same time comply with the requirements 
of the German system. As discussed in more detail later, employment size may at 
least partly explain whether firms pursue this option for the management of their 
human resources. Again it depends on the importance one attaches to the use of 
human resource instruments as opposed to broad policies whether one perceives 
the predominance of a pluralist HRM approach among the sample firms as a re
cent development encouraged by the opportunities created by modern manage
ment approaches or something already applied for a long time. Even in the 1950s, 

Figure 2. A Typology of Human Resource Management Approaches 
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labor management in large German firms was characterized by internallabor-mar
ket type training, good promotion prospects, the existence of internal employee 
voice systems and job security (Gospel 1999). On similar lines, some German ac
ademics suggested that there has traditionally been an orientation in personnel 
management in German firms which is in line with many HRM prescriptions 
(GarnjostiWachter 1996, p. 805, Staehle 1988, Streeck 1987, WachterlStengel
hofen 1992). 

Turning to the third quadrant, three of the firms in the sample, US Pharma
ceutical, US Chemical and US Merchant Bank, have a 'unitarist HRM' strategy. 
These US subsidiaries show little compliance with the requirements of German 
labor market institutions and seem to follow a non-union policy. They also have 
a relatively high HRM priority. Their example demonstrates that a unitarist US
type HRM can be applied in Germany and thus they contradict the second hypo
thesis. Nevertheless, there appear to be only a few companies operating in Ger
many that follow such an approach. Although in the absence of more detailed em
pirical data one could speculate about how widespread the unitarist HRM ap
proach is, it is interesting that neither the three US subsidiaries in this quadrant 
nor any other company operating in Germany with such an approach has emerged 
as a model for a unitarist HRM. Even the German subsidiary of Hewlett Packard, 
which is widely known for its excellent human resource management, is not as
sociated with or described as a model for a unitarist management approach. For 
example, it is not generally known that it is one of the largest companies in Ger
many without collective bargaining. This is different to the UK or the US where 
a number of large, well known companies have been presented as successful mod
els for a unitarist HRM. One reason for this could be that the costs of such a de
viant strategy are too high in the German context. It is worth emphasizing at this 
point that three of the four large US subsidiaries in the sample, US Branch Bank, 
US Oil and US Consumer Chemical, follow a pluralist HRM strategy. This is of 
particular interest as their parents are known in the US as models for a unitarist 
HRM. Therefore, at least for large firms, the German system appears to leave 
little room for maneuver. 

Organizations that avoid both German labor market institutions and HRM are 
classified in the fourth quadrant, 'market-type personnel management.' The three 
smallest US firms are in this category. In comparison to the other sample firms 
they have a more market-type employment system (Delery/Doty 1996) by exten
sively using external labor markets, offering little training and strongly emphasiz
ing performance-related pay. As all three banks are big international firms, each 
employing at least 5,000 people world-wide, a conscious strategy rather than em
ployment size is more likely to account for their behavior. Nevertheless, for small 
firms operating in Germany a market-type personnel management rather than the 
pluralist HRM approach may be the dominant human resource strategy. Survey 
evidence shows that only a minority of firms with less than 100 employees have a 
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works council (MendiuslSemlinger 1991, Table A3.1S), many of them are not sub
ject to collective bargaining (KohautlBellmann 1997, p. 323) and they are also less 
likely to offer initial vocational training (MendiuslSemlinger 1991, Table A3 .17). 
In regard to human resource policies, large firms are much more likely to offer fur
ther training, to use a written performance appraisal and to have an internal job 
posting system than small firms (MendiuslSemlinger 1991, Tables A3.06, 3.09, 
3.18). Therefore, even in the institutionally strong German context, at least for 
small firms that want to follow a low cost, low quality strategy, it is possible to opt 
for a human resource approach that fits. 

Conclusions 

The research presented here examined the management of human resources in 
Germany. In contrast to previous research which suggested that companies oper
ating in Germany are low users of HRM, this research found that several of the 
policies and techniques associated with HRM are widely used. It seems that the 
German system even fosters the use of some HRM practices. For example, initial 
vocational training contributes to a relatively high emphasis on training. Co-de
termination exerts pressure on German companies to guarantee employment se
curity and offers a significant mechanism of employee involvement. Over the last 
decade the companies that participated in the case studies introduced HRM tech
niques such as development assessment centers, performance-related pay and at
titude surveys that were not used in the past. Such attempts can meet with resis
tance by employee representatives who have the power to stop the introduction 
or change of human resource instruments. 

This observation directly leads to the second main finding. The German system 
favors a pluralist approach to HRM. Medium and large sized firms operating in 
Germany can hardly avoid the labor market institutions of collective bargaining, 
co-determination and initial vocational training. Hence, their autonomy is re
stricted in several pivotal human resource management areas. Either decisions 
made by external bodies such as the collective bargaining parties, the state and 
the chambers of industry and commerce are imposed on them, or the introduction 
and operation of human resource instruments has to be negotiated with employee 
representatives. Therefore, although German companies can use practices asso
ciated with HRM, they can generally not adopt the unitarist values of HRM. Con
sequently, a unitarist type of HRM can hardly be followed in the German system. 
This suggests that the case of HRM in Germany does not support convergence 
theory. Nevertheless, the data presented indicate that German firms are relatively 
open to managerial ideas originating from the US. The sample firms already ap-
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ply or are currently introducing many of the techniques associated with HRM. 
However, this is a "constrained convergence" rather than a full convergence. Far 
from supporting convergence thinking, the human resource management of com
panies in Germany remains distinctively different from US practices. 

A number of HRM scholars are critical of the unitarist ideology of the HRM 
model. They suggest a pluralist HRM model as an alternative. The case of Ger
many, where at least among large firms pluralist HRM seems to be the dominant 
model of human resource management, illustrates that such an approach can work 
in practice. Despite high unemployment rates, German companies have remained 
competitive and the German system, which is in many respects a refined version 
of the European Union's Social Model, remains robust. Nevertheless, as the Ger
man model limits organizational autonomy, it might threaten rather than appeal 
to employers. It is not unreasonable to assume that only if there is institutional 
pressure on companies will they follow a pluralist HRM approach. Such a condi
tion may well be fulfilled in Europe, as European concepts of HRM need to re
flect key values such as pluralism and tolerance, a balanced stakeholder philoso
phy and the concept of social partnership (Brewster 1995, Guest 1994, Sparrow 
and Hiltrop 1997, Thurley and Wirdenius 1991). A pluralist model of HRM may 
well become the preferred option for European companies that follow a market 
strategy based on high quality and could offer a serious alternative to the unitar
ist US type HRM model. 

Although differences between the human resource practices of indi vidual com
panies might as a result of the relatively strong institutional framework not be as 
marked as in other countries, this research found some diversity. Firstly, the US 
subsidiaries in the sample show that it is possible to transfer to Germany tech
niques developed and applied in their home country. Some of them even manage 
to follow a unitarist HRM approach. This makes them different not only from the 
German-, but also from the British-owned firms studied. Secondly, small firms 
appear to be under less pressure to comply with German labor market institutions 
than medium and large sized companies. They are less likely to have works coun
cils, to be involved in collective bargaining and are under less public pressure to 
employ apprentices. Thirdly, in contrast to ownership and size, industrial sector 
seems to be less important. Hardly any differences between banks and chemical 
firms emerged in regard to their compliance with collective bargaining, co-deter
mination and initial vocational training. 

The study inevitably has limitations. One problem is the lack of good outcome 
data that would have enabled an assessment of the success of different human re
source approaches in the German context. In particular, it would have been inter
esting to find out whether companies that comply with the requirements of Ger
man labor market institutions exhibit better outcomes than those who follow an 
unitarist HRM or a black hole approach. A second limitation is that on the basis 
of the data collected it has not been possible to distinguish between those com-
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panies that merely comply with the requirements of the German system and those 
that are committed to it. A final weakness is that there are hardly any UK and US 
banks operating in Germany that from their size and the type of their business can 
easily be compared to indigenous banks. Hence, it was somewhat difficult to 

assess which differences are accounted for by national ownership and which by 
other factors and in particular employment size. 

Emerging from this study, there appear to be four priorities for future work. 
Firstly, findings that at least among large firms the pluralist HRM model is pre
dominant in Germany need to be tested by more representative survey data. Sec
ondly, insights about the future direction ofHRM in Germany could also be gained 
from more detailed studies of the human resource and industrial relations prac
tices of German firms abroad. How do they behave when they are 'freed' of in
stitutional constraints (Ferner/Quintanilla 1998)7 A third valuable area of further 
research would be to study the human resource management of small companies 
in Germany, whose practices will in several ways be different from large firms. 
It is widely assumed that such companies are one of the main factors accounting 
for the success of German industry (Porter 1990). A fourth priority for research 
would be to collect similar data in other countries to contribute more directly to 
the theory of comparative HRM. To build such a theory, there is a need to study 
models of human resource management in different countries and to analyze how 
these are shaped by actors such as the state and labor as well as cultural traditions 
(Boxall 1995, MUlier 1999b). In line with these recommendations it would be of 
particular interest to study the dominant options for the management of human 
resources in other European countries to find out if a European model of HRM is 
emerging. 
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Notes 

In the following the abbreviation HRM is only used when there is a reference to the HRM debate 
or a specific HRM concept. In contrast, the term human resource management is used as a mod
ern expression for personnel management. 

2 Originally it was aimed to include organizational outcomes as a further dependent variable to test 
the effectiveness of the human resource management practices identified. During the course of 
the study the researcher realized this was not feasible. Information about outcomes such as labour 
turnover, absenteeism and profits was not available in all sample firms and/or not po&sible to com
pare across them. Furthermore, there is a range of factors that influence these outcomes. 
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