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INTRODUCTION & SUMMARY

ANDERSON, INDIANA (USA), JUNE 2015. Mike Pence, now vice-president of United
States, at that time was Governor of Indiana and said these words when Massimo Pavin,

CEO of Sirmax, inaugurated the new American plant:

“The greatest thanks go to a man who probably did not know this community up to
twenty-four months ago, but who will now love you all: Massimo. Massimo's
commitment is not only financial, it comes from the trust in the skills of our work-
ers and in our educational institutions like the University of Anderson, but it is also
a declaration of trust towards our entire community (Mike Pence, 2015)”

This speech includes important implications that allow to understand the growth path
implemented by Sirmax and the effects on human resource management (HRM) that

will be explained in this dissertation.

THE PURPOSE OF MY DISSERTATION. The purpose of this work is to demonstrate the
dynamic relationship between strategic development, organizational adaptation and hu-
man resource management. Specifically, it was demonstrated how an Italian pocket
multinational enterprise, Sirmax, in a rapid growth phase succeeds in increasing turno-
ver and organizational size without formalizing HR practices. Examining the firm’s or-
ganizational evolution, were analysed theoretical and practical factors that contributed
to manage the increasing complexity. According to the centralization model typical of
small and medium enterprises (SMEs), the firm centralized all key decisions in the
headquarters and controlled carefully international operations through an intense infor-
mation system. It is demonstrated that performance control and frequent interactions
with local managers allowed the company to carry on its business in the international

arena without having the need to implement HR practices.



International HRM: Developing HR Practices in an Italian Pocket Multinational: Sirmax Case Study

However, organizational complexity runs in parallel with organizational growth.
Thus, operating more different environments entails the company should address local
institutional and cultural influences and it should design an appropriate set of practices:
it means that the firm can entirely or partially transfer practices as they are or adapt
them to the local context granting autonomy in decision-making. In doing so, it is essen-
tial to have an IHRM strategy that includes policies and general guidelines on how to
manage effectively parent-country nationals (PCNs) and host-country nationals (HCNS).
To this purpose, it is proposed an initial set of cross-cultural practices that can be im-
plemented by the company in order to foster human resource attraction, motivation and

retention.

CHAPTER 1. The first chapter introduce the theoretical framework from which it is de-
scribed the international human resource management (IHRM)’s field. The firms’ chal-
lenge is to understand when HRM is prepared to assume a larger role in the organiza-
tion’s business strategy and contribute to informed decisions about business growth
(Suttapong et al., 2014). There is increasing diversity between domestic and interna-
tional HRM regarding what constitutes international work, the type and length of inter-
national assignments and the increasingly strategic role of the HR function in many or-
ganizations, which in turn influences the nature of some expatriates’ roles (Dowling et
al., 2017). International HR practices include all HR programmes and decisions con-
ducted across national borders concerning global staffing (i.e. PCNs, TCNs and HCNs),
international training and development programmes, performance management and in-
ternational compensation. There is recognized evidence of the critical role played by the
international corporate HR function in supporting global strategies through these activi-
ties. Moreover, despite the difficulties in measuring the contribution of international HR
practices on the overall firm performance, there is evidence that human resources can
contribute to the long-term success of a business. Building on the resource-based per-

spective, it is shown how it is possible to extract value from HR practices.

CHAPTER 2. The second chapter introduces the concept of pocket multinational enter-
prise and analyses how human resources are managed. Given the fact that it is neither a
small enterprise nor a multinational corporation (MNC), there is little academic litera-

ture on this firm category. Therefore, the attempt was to address how these entities de-
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fined in the middle used to manage their human resource. Operating at international lev-
el, IHRM becomes critical even for relatively small companies. Most of the pocket mul-
tinational shows a tendency to extend their family values as reference point to orient HR
policies: they tend to check this proximity in non-family managers which are selected
on the base of technical skills, but also evaluating their values. In the internationaliza-
tion process, complexities are much more accentuated for small and medium enterprises
(SMEs) which face harder challenges than the ones faced by large MNCs. As the nature
of the firms changes and the number of activities grows, most firms pass through sever-
al stages of organizational development. The organizational structure is likely to change
on the firm’s evolutionary path: for instance, when two separate organizations are com-
bined into one is very tough to integrate organizational culture and national culture val-
ues. Cultural clashes can cause serious damages to the overall organization and can lead
to employees’ misconducts. Thus, in cross-border alliances, it is necessary to carefully
manage the post-merge integration phase with particular emphasis on human resources
and on not losing human capital. Virtuous pocket-sized multinationals that have devel-
oped original business models capable of combining different traits of entrepreneurship,
might become important player in the international competitive arena as Sirmax became
recently: combining creativity, product and management culture, and relational capabili-
ties, Sirmax was able to define technological solutions and business strategies in a
growing and complex organizational structure (Coltorti et al., 2013). The company ex-
perienced a rapid internationalization process entering in many countries in few years:
the greenfield investments (Poland, Brazil, USA) and the international joint venture (In-
dia) allowed the company to almost double its turnover. Although its organizational
structure had to change substantially, they succeed in their international operations
without formalizing any HR practice for managing both PCNs and HCNSs. Subsidiary
managers formally report all the information to the various functional heads and the

human resource management is up to the CEO of the company.

CHAPTER 3. Since the purpose of this work is to look at the relationship between cor-
porate strategy, organizational adaptation and human resources, in the third chapter will
be analysed the elements which gave a substantial contribution to sustain the company.
A key process of internationalization is the systematic transfer of practices and

knowledge in which information and skills flow from one organization to another and
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complete an organized exchange of practices between entities. In Sirmax there was not a
formalized exchange of practices, but this transfer was made indirectly from the head-
quarters to every subsidiary. All of these became a sort of headquarters’ replication.
In the organizational strategy, Sirmax did not find many institutional pressures to gain
stakeholders’ legitimacy and so the headquarters highly influenced subsidiaries’ opera-
tions imposing its way of doing things. Although employees and managers may view
negatively the rigid imposition of the headquarters and feel not trusted, this choice was
proved successful. Four key integration modes were critical. First, key decisions were
centralized in the headquarters with the administrative office always ready to solve
problems; Second, the formal control was made with the implementation of an opera-
tional excellence system and a rigid control on operational and financial performance.
Third, frequent interactions between headquarters and local managers and visits enabled
the company to identify and solve whatever type of problem and inefficiency. In addi-
tion, at the hearth of the organization, the CEO coordinates all the processes and decides
on all matters as a last resort. Finally, the implementation of S.A.P. software in all the
plants allowed the company to strengthen its information system and to standardize ad-
ministrative practices using a common codified language. In the future, with the increas-
ing production capacity and the increasing of the organizational size, it may be not
enough have such organization. As every multinational enterprise, Sirmax will face the
trade-off between global integration and local responsiveness. This latter is driven by
the influence of the institutional and cultural environment which requires to carefully
manage not only the business itself, but also human resources. The entry mode and the
role of the subsidiary are other two important factors that influence firm’s decisions.
The issue for the company is deciding the extent to which the subsidiary should adopt
internal practices and/or practices deriving from the host-country environment. To im-
plement or integrate HR practices, the firm needs to balance the internal and external

pressures and find the appropriate and efficient organizational fit.

CHAPTER 4. The fourth chapter proves how cultural differences impact on MNEs’ de-
cisions: it provides important implications about the organizational management prac-
tices when firms operates in different cultural environments. Performance and behav-
iours connected to the specific HR practice are likely to vary on the base of the employ-

ees’ internalization process of such practice. HRM systems vary across the world and
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these are seen and conceptualized differently rather than as universalistic dimension ap-
plicable to all contexts. Building on the Hofstede’s dimensions it was possible to identi-
fy relevant differences in the countries where Sirmax operates. Thus, on the base of na-
tional culture’s specificities it is showed how staffing, performance appraisals, compen-
sation, training and leadership and work design are likely to vary. Having a diverse
workforce entails that Sirmax must cope with both formal and informal institutions: the
former refers to the local legislation, whereas the latter are cultural constraints rooted in
the shared norms, values and beliefs of a society that are not formally codified. Every
firm is characterized by an organizational culture that includes all the values and beliefs
of the organization. These influence the way employees think, feel and behave toward
one another and toward people outside the organization. In crafting an organizational
strategy and in setting the related goals, the firm should evaluate their cultural fit
(alignment or misalignment). Strategies will be translated in effective and consistent (or
inconsistent) HRM strategies and actions. Finally, firms adopting a transnational strate-
gy should place emphasis on the development and management of four types of human
capital (HC), albeit in different proportions for each country: a strong bond between
corporate HC and subsidiary HC needs to be supported by both local HC and interna-
tional HC. The role of the headquarters is to enable, encourage and facilitate the ex-
change of knowledge and information in order to activate a mutual-learning process
based on general principle. This process is achievable through the implementation of in-
tegrative work practices and integrative employment practices. Organizational ambidex-
terity helps to balance the trade-off integration-localization through the development of
a strong common frame of reference. In this way the firm can enhance efficiency (short-

term performance) and flexibility (long-term performance).

MANAGERIAL IMPLICATIONS. As far as managerial implications are concerned, these
can be deducted from the analysis of the actual context in which the analysed firm is go-
ing to operate. Although the firm highly invested in information systems and organize
precisely managers, this case study helps to recognize internal and external influences
that an emergent medium-sized enterprise is going to deal with in the next future. In ad-
dition to the already implemented HR practices, to prevent the risk of misconducts, dis-
satisfaction and information asymmetries, a growing pocket multinational must formal-

ize its HR strategy and design appropriate HR practices for that specific context. In this
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way, it is possible to directly address all the issues related to human resources. On the
base of its organizational values, the firm must implement HR practices that motivates
discretionary behaviours that contribute to organizational performance. A high-
performance HR system includes recruitment and selection, training and development,
performance appraisals, information and knowledge sharing and career opportunities.

Such practices contribute in attracting, motivating and retaining employees.
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giving me the possibility to realize this dissertation. Moreover, | would like to thank the
administrative office’s director, Mr. Gabriele Bellotto for the demonstrated availability
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helping and following me during this way, and for the all opportunities he gave me.




1. CHAPTER

MANAGING PEOPLE IN
MULTINATIONAL ENTERPRISES

1.1 Introduction

In the 21% century companies should aspire to become an industry leader in the global
market, rather than in the domestic one as it was in the past.

The world economy has been globalizing at an accelerating pace: global economic poli-
cies were directed to an increased openness of the market; the development of infor-
mation technologies allows to reduce the geographical distance; while, growth-minded
companies strives to build strong competitive positions in the different markets and in
different countries.

In this scenario, more and more enterprises started to operate beyond their national bor-
ders, reason why researchers started to use the name “Multinational Enterprises” with
the acronym MNEs to indicate this category of firms.

Many researchers stated that managers’ ability to conceive, identify and then exploit
opportunities outside the firm’s domestic market may lead the firm to achieve a compet-
itive advantage over competitors (Knight & Liesch, 2016). Hence, managers should un-
derstand how to make a cross-national combination of resources and market conditions
which may benefit the firm.

Most of the big corporations that dominate the international landscape began as small
business and in many cases the growth of these companies was due to their founders’
radical new skills, knowledge and information (Acs et al., 1997). The strategies of mul-
tinational firms are therefore crucial to the future causes and consequences of the firms
operating in a global environment (Buckley, 2009).

Certainly, a full explanation of a company’s performance includes many factors. Some

come from the external environment, but other from the firm’s abilities. Nevertheless, a
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competitive advantage derives from the great strategy execution that is conceived on
key internal success factors and on the firm organizational structure.

The objective for the firm is to find additional tangible and intangible resources which
can be combined in innovative ways. The international environment provides these
companies the opportunity to have a broader access to these resources and to exploit
successfully synergies.

Not all the environments are similar and neither provide equal resources and prospects.
Indeed, an MNE behaves differently according to the country in which it operates.

In this opening chapter it is provided an overview of the facts that influence how a
company behaves when it crosses the national borders and how these influences can be
managed using international human resources.

In the following paragraph will be analysed the relevance of the different national con-
texts in determining how MNEs organize themselves and operate in a specific market.
Thereafter, the next paragraph introduces the field related to the international human re-
source management (IHRM) proposing a framework which delineates the various im-
portant aspects in managing an international organization. Here, will be described the
function of the HR department, including the roles played and the general practices used
internationally. Finally, the chapter concludes with the measurement of the financial and

social contribution of the HR department on MNES’ performance.

1.2 Cultural environment and management of MNEs

Every MNE is an open and social system that operates in an environment characterized
by diverse institution and different social, cultural and economic systems.

Researchers reported that value creating activities within MNEs have become increas-
ingly diversified and complex in terms of cultures, values, norms, beliefs (Kawai &
Strange, 2014). International firms competing in more than one country face higher lev-
el of complexity and more variable challenges in doing business.

While small- and medium-sized enterprises strive to gain advantages from a larger mar-
ket due to resource constraints, the largest multinational enterprises are already perfectly
placed to exploit national differences (Buckley, 1996; in Buckley 2009, p.132) even in-
tegrating them in their international strategy.

At the hearth of every global business lies a tension on which researchers are still debat-

ing about how fully resolve the issue between integration (standardization) and adapta-
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tion (localization) of worldwide operations. This kind of terminology is commonly used
referring to functional areas such as marketing and human resource management
(HRM) (Pudelko & Harzing, 2007). MNE’s executives need to understand how it is
more appropriate to align cross-border coordination mechanisms in the headquarters-
subsidiary relationship with the growing dual pressures for customization in the host
market and overall strategic efficiency (Kawai & Strange, 2014). When an MNE serves
diverse regional and national markets, it may be required to adapt its products, services
and business models to local conditions. This is particularly important when MNEs look
for customers in emerging economies where the need for global scale and for local dif-
ferentiation increases.

On the one hand, MNEs seek to achieve global efficiency through economies of scale
and scope which demands a certain degree of uniformity and integration of activities
across markets (Hong & Doz, 2013). On the other hand, MNEs are influenced by the
strategic and operational decisions made by their subsidiaries in order to ensure respon-
siveness to local conditions in terms of product and strategies (Pudelko & Harzing,
2007).

Often there are important variations in the way people use products like commodities as
for example washing machines that include specific country variations.

The example could be extended to the Ho.Re.Ca. (hotel, restaurants, cafés) sector where
global franchises such as McDonald’s and Starbucks even if they have standardized
both products and management practices across the world (Pudelko & Harzing, 2007),
they have some local variations (i.e. Starbucks entered just recently in the Italian market
through a particular shop-formula). For instance, many MNEs localize promotion and
distribution of practices even if they have a global advertising strategy (ibidem).
Another example regards the French cosmetics giant L’Or¢éal: having built a portfolio of
brands from many cultures and operating in more than 130 countries, it based its re-
markable success on a multicultural organizational structure. Given the fact that the
main key success factor of the company is the product development function, the organ-
izational strategy to cope with the global-local tension, includes the deployment of pro-
fessionals with multicultural backgrounds. Therefore, L’Oréal started to recruit interna-
tionally for positions at headquarters where the employees will develop their skills.

Teams are composed by managers who are familiar to norms and behaviours of multiple
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cultures and consequently can switch easily among them being moved to other subsidi-
aries (Hong & Doz, 2013). MNEs seek to combine right people with local practices to
manage and operate their businesses in an appropriate way for that specific context.
This combination has been considered a constant critical success factor for international
businesses (Dowling et al., 2017).

A MNEs may employ managers and employees of several nationalities and ethnic
groups (Maimone, 2018) that can be moved and transferred according to the needs of
the organization as in the L’Oréal example. As showed in Figure 1, three categories of
employees can be recognized: parent-country nationals (PCNs), host-country nationals
(HCNSs) and third-country nationals (TCNS).

Figure 1  International operations and human resources

Parent-country
HO/operations

National
border

PCNs

Subsidiary
operations—
country A

Subsidiary
operations—
country B

National
border

Source: Dowling et al., 2017

Traditionally, the PCN employee with a specific talent-set can be transferred to the
firm’s operations in another country and he/she is called “expatriate” (Dowling et al.,
2017; Stokes et al., 2016). This terminology is used as well for HCN and TCN when are
transferred into parent country operations (Dowling et al., 2017). They are sourced from
a specific country or cultural context and then are brought into a different one (Stokes et
al., 2016). On the contrary, when talented employees are transferred to the operations

established in its country of origin, they are called “inpatriates”. They are sourced from

10
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within a given cultural context to work in that setting (Reiche, 2006; in Stokes et al.,
2016).

Typically, in multi-domestic organization (Bartlett & Goshal, 1989), both headquarters
and subsidiaries employ mainly local staff, except for the top management positions
(Maimone, 2018).

Over the past two decades, the increased globalization of businesses has led the HR
function to assume and perform a strategic role in the development of systems for lead-
ership, staffing and coordination (Morris et al., 2009; De Cieri & Dowling, 2012). Man-
agers must understand and take into consideration the essential differences in managing
human resources at all levels, especially in foreign environments, to prevent failures.
This requires that global HR policies are managed by the corporate HR in the MNE
headquarters and balanced with local implementation of HR practices (Morris et al.,
2009; De Cieri & Dowling, 2012).

To conclude, a research carried out by Czinkota and Ronkainen (2008) demonstrates
that the HR function is the third most important function within an organization that
will be able to influence global businesses in the future (logistics was ranked first and
marketing second). In addition, they recognized education and training for workers as
crucial factors that allow countries “to move up on the globalization chain”. From the
next paragraph, it is provided a deeper analysis on the strategic relevance of internation-

al human resource management.

1.3 What International Human Resource Management is?

In a globalized world, with the rising of emerging countries and with the easier access
to capital and technologies, firms need to build their competitive advantages on catching
innovations first, on speed, especially in the time-to-market, and adaptability with the
external context.

Nowadays, business leaders have recognized the importance of human resource man-
agement (HRM) as a great influence on the company’s performance. For whatever
company, the challenge is to understand when HRM is prepared to assume a larger role
in the organization’s business strategy and contribute to informed decisions about busi-
ness growth (Suttapong et al., 2014). Indeed, for SMEs, especially those established in
only one country, HRM aims to hire, plan and organize employees, finding the perfect

fit in the organization and manage wages and policies for them.
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In reality, HR activities include also training and development, recruitment and selec-

tion, performance management and industrial relations. As a result, HRM is a complex

task for any organization. It is particularly demanding for multinational companies,

which face heightened levels of complexity since they operate across countries with di-

verse institutional and cultural environments (Lazarova et al., 2017). Competing in dif-

ferent environments presents indeed additional activities and challenges for companies:

managing more subsidiaries and employing different national categories of workers are

key variables that differentiates domestic and international HRM. IHRM involves the

same elements of domestic HRM, yet with the added complexity attributed to six fac-
tors (Dowling, 1988; in Dowling et al., 2017):

More HR activities: the HR department, indeed, must engage in a higher number of
activities such as international taxation and administrative services for expatriates;
The need for a broader perspective: HR managers working in an international envi-
ronment face the problem of designing and administering programs for more than
one national group of employees.

A greater degree of involvement in employees’ personal lives: especially for manag-
ing services and supports for the expatriates and for the selection, training and effec-
tive management of parent-country nationals (PCNs) and third-country nationals
(TCNs);

The need to change emphasis in HR operations: as a foreign subsidiary matures
would broaden the responsibilities of local HR activities such as HR planning, staff-
ing, training, development and compensation;

Higher risk exposure: in case of failure in terms of under-performance or return of
the expatriate, the company would have had an impact on direct costs (salary, train-
ing costs, travel costs, relocation expenses) and on indirect costs (loss of foreign
market share or damages to key host-country relationships);

Broader external influences: IHRM is influenced by external factors such as gov-
ernment regulations, the state of the economy and compliance with general guide-
lines and accepted practices. HR manager must spend more time in learning and in-
terpreting the local ways of doing business and the general code of conduct. This

topic will be addressed in Chapter 3.
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Briefly, there is increasing diversity between domestic and international HRM regarding
what constitutes international work, the type and length of international assignments
and the increasingly strategic role of the HR function in many organizations, which in
turn influences the nature of some expatriates’ roles (Dowling et al., 2017).

These factors are moderated by other variables which might diminish or accentuate the
complexity: the cultural environment, the industry, the extent of reliance of the multina-
tional on its home-country domestic market and attitudes of senior managers are the
main variables that are likely to affect decisions (ibidem).

The starting point is provided by De Cieri and Dowling (2012) that explained through
the strategic framework depicted in Figure 2, the complexities and challenges that firms
face moving internationally: assuming that MNEs operate in the context of worldwide
conditions, as indicated by arrows in the framework, the authors propose that external
factors have direct influence on both internal organizational factors, including practices
and on the strategic human resource management (SHRM) strategy and consequently on
MNE’s goals and performance.

Starting from a macro-environment analysis of the (external) factors, the firm can have
a general overview of what is the context in which it is going to operate.

The proposed analytic tool is the PESTLE analysis (Political, Economic, Sociological,
Technological, Legal and Environmental analysis) which is generally used in consulting

and management practice.
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Figure2  IHRM framework
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In addition, to complete the contents of the international overview, the firm must identi-
fy also the volatility and uncertainty related to MNE organizational links, environmental
dynamics and asymmetric events (De Cieri & Dowling, 2012).

The internal organizational factors are firm specific and are shown in order from the
most tangible to the most intangible. Therefore, the framework firstly analyses the co-
ordination mechanisms which refers to the possibility to integrate all units into a cohe-
sive global organization or to give a certain degree of local responsiveness in replicating
HR practices across subsidiaries due to the influence of external factors (Morris et
al.,2009; Dowling et al., 2017). The organizational structure analysis includes not only
the mere international operations, but also entry modes in foreign markets (see Chapter
2) and mechanism of coordination (see Chapter 3). Firm’ size and maturity refer to the
influence of both parent company and subsidiaries in the decision-making process (De
Cieri & Dowling, 2012). Finally, it describes intangible factors such as international ex-
perience, international orientation and organizational culture.

The HR activities are considered as support function in the firm’s value chain but be-

come primary and critical during the formulation and implementation of a strategy.

14



Managing People in Multinational Enterprises

As main HR practices, MNESs attract, motivate and retain staff in order to support busi-
ness goals and objectives (Dowling et al., 2017; De Cieri & Dowling, 2012).

Global HR programmes are implemented across national borders and usually include
global staffing, worldwide training programmes, global performance management.
Academic researches over the past decade have shown that HR practices, including ex-
patriate management, are influenced by both internal and external factors and have posi-
tive implications for organizational performance (Dowling et al., 2013).

So, what is important for the MNE is to pinpoint the relevant corporate HR role played
by the different actors in the global HR strategy’s implementation.

As a result, there is supported evidence that high-performance HR practices will con-
tribute to the organizational performance. Although the literature’s focus on this field
was mainly about large MNES, researches recognized that also small and medium enter-
prises (SMEs) competing in international markets face significant HRM challenges
(Dowling et al., 2017).

However, the firm performance can be monitored via social and financial modes and
each aspect may vary across industry and organizations. Thus, formal objectives are not
only related to economic efficiency, including organizational performance which is re-
lated and result from each factor described by the framework (De Cieri & Dowling,
2012), but also to social efficiency on the individual and societal level which result from

motivation and well-being (Andresen, 2015).

1.4 IHRM function

Building on the IHRM framework provided by De Cieri and Dowling (2012), the focus
moves on the roles played by the international HR department and on the international
HR practices.

1.4.1 HR department’s roles

With reference to Figure 2, the focus moves on the strategic role played by the HR de-
partment and on the different approaches towards the organization.

In the past, reviews of HR department development consider administration and indus-
trial/employee relations issues as primary department’s function. The concept of “per-
sonnel department” grew after World War | and with the parallel development of trade

unions with the rationale of improving workers’ conditions and jobs and social envi-
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ronment (Stiles & Trevor, 2006). Over time, under the increasing pressure of the busi-
ness globalization, the HRM function has expanded performing more roles at strategic
level.

The objective is to influence and to enable systems for global leadership development,
diversity management and global mobility management (De Cieri & Dowling, 2012).
There is recognized evidence of the critical role played by the international corporate
HR function in supporting the globalizing strategy through recruitment, training and
management development of managers that leads to MNEs’ success (Stiles & Trevor,
2006).

Furthermore, given the complexity of international organization, the HR department can
be involved in key issues within the business as for example it facilitates the collabora-
tion and knowledge sharing between units, creates and sustains transactional HR pro-
cesses for effective HR deliveries and develops global talents (Stiles, 2012)

However, HR department is a multi-role unit which serves simultaneously multiple con-
stituencies (Stiles & Trevor, 2006; Stiles, 2012; Ulrich, 1997). Thus, department’s ef-
forts are reflected in more strategic roles that are described by Ulrich (1997) along two
axes: strategic/future focus (long-term focus) versus day-to-day/operational focus

(short-term focus), and processes (HR tools and systems) versus people (Figure 3).

Figure3  HR department's roles
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The objective of this framework is to make HR professionals understand that they
should not concentrate just on HR (basic) activities, but also on deliverables of their
work. Strategic partner, administrative expert, employee champion, and change agent
are the four key roles of the HR department. Table 1 describes the characteristics of

each one.
Table 1 HR department's roles
ROLES GENERAL TASK DELIVERABLES ACTIVITIES

/OUTCOMES

Strategic partner

Management of
strategic human
resources

Defining and executing
strategy and
accomplishing to
business objectives.

- Identify HR priorities and align HR
practices with the business
strategy;

- “Organizational diagnosis” to
determine organization’s strength
and weaknesses

Administrative

Management of firm

Building efficient HR

- Design and deliver efficient HR

Expert | infrastructure processes, policies and | processes for staffing, training,
practices appraisal, rewards;
- Reengineering organization
processes;
- Ensure coordination (“shared
services”)
Employee | Management of Increasing employee - Listening and responding to
Champion | employee commitment and employees’ issues
contribution capability. - Providing resources to employees’
changing demands
- Link employee contributions to
organization’s success
Change Agent | Management of Ensuring the capacity - Transformation entails cultural

transformation and
change

for change and creating
a renewed organization

changes;
- Change refers to the ability to

improve the design and
implementation of processes and to
reduce cycle time in all the
organizational activities.

Source: Ulrich, 1997

The author argues that human resources are the “dominant lever for creating value” and
both employees and HR managers must work together as a team to achieve this over-
arching goal. Although Ulrich argues that every role is important and these should not
be viewed as hierarchical, though this model has become pervasive and it is likely that
arise conflicts between these roles: for instance, becoming a strategic partner can in-
crease the sense of the HR function as a consultancy role, but it lose in the traditional
power base and influence as an employee champion and administrator (Stiles & Trevor,
2006). Furthermore, the simultaneous presence of multiple divergent and potentially in-
consistent objectives and constituencies make HR performance measurement problem-
atic (Tsui, 2000; in Stiles & Trevor, 2006).
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1.4.2 International HR practices
The general roles played by the international HR department inside an organization can
specifically support international business operations and growth through specific activ-
ities and decisions.
The HRM system is the overall configuration or aggregation of a firm’s HR activities
which include formal policies and daily practices for managing people and addressing
HR issues. HR issues are relevant organizational concerns and problems for which HR
managers are required to provide effective solutions. The means used by MNEs are HR
policies which are general statements concerning how people will be managed, and HR
practices which provide a more specific statement of how workforce will be managed
(Schuler & Tarique, 2012a). In brief, HR policies are the guidelines and HR practices
are actually implemented procedures and conduct.
Practice related to the organization is also called “organizational practice” and is de-
fined as

“an organization’s routine use of knowledge for conducting a particular function

that has evolved over time under the influence of the organization’s history, people,
interests and actions” (Kostova & Roth, 2002).

HRM practices, indeed, differ according to their levels of institutional embeddedness in
local and parent systems (Rosenzweigh & Nohria, 1994; in Smale et al., 2013).
Organizational practices can be further distinguished into two categories, namely work
practices and employment practices: the former refers collectively to the various ways
in which work is organized within a firm (e.g. through super-vised work groups or self-
managed teams) and to the ways in which employees are able to participate in organiza-
tional decision-making (e.g. through Kaizen programs, quality circles and so on)
(Garaus et al., 2016); whereas, employment practices include the practices that a firm
employs to recruit, deploy, motivate, develop or retain employees (Garaus et al., 2016)
for the purpose of supporting business goals and objectives (Dowling et al., 2017). De-
signing an appropriate bundle of HR practices is essential to achieve employees’ high-
involvement and high-commitment in their jobs.

Alternatively, other authors outline HR practices for their scope at individual level
which consequently affect organizational performance. One model is called “ability-

motivation-opportunity model (AMO)” and attempts to address the HR practices that
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impact on employees’ attitudes and behaviours and consequently to operational perfor-

mance (Pauwee & Ferndale, 2012). This model includes:

e Ability- or skill-enhancing HRM practices such as staffing, recruitment and selec-
tion, and development practices;

e Motivation-enhancing HRM practices such as compensation systems, career-
enhancing practices and performance and development programs that help the firm
to retain managers and employees and to align capabilities;

e Opportunity-enhancing HRM practices are context-based practices developed by the
company to empower and inspire personnel to build on their knowledge, skills and
abilities as well as their ambitions to advance interfirm objectives, processes and
outcomes. At the end, they form opportunity-spawning contexts and infrastructures.
Some examples are decentralized structures, information-sharing protocols, en-
gagement programs, networking programs, flexible job design, coaching and rota-
tional assignments. In this way, individuals can further develop and accelerate their
organizational learning (Brueller et al., 2018).

For MNEs, these practices include all HR programmes and decisions conducted across
national borders concerning global staffing (i.e. PCNs, TCNs and HCNs), international
training and development programmes, performance management and international

compensation.

Global staffing approaches

As concern the organization, a firm can have different approaches toward their affiliates
depending on their cognitive schemas, knowledge and experience.

The first author that wrote about IHRM was Perlmutter (1969) who in his seminal arti-
cle “The tortuous evolution of multinational corporation” claimed the possibility to
identify among international executives three primary attitudes — ethnocentric (or home-
country oriented), polycentric (or host-country oriented) and geocentric (or world ori-
ented) — toward building a multinational enterprise. A fourth attitude, region centric,
was added later.

With his work, Perlmutter introduced a classification of multinationals differentiated on
the basis of their attitude toward organizational design and geographic sourcing of man-

agement teams. He used organizational aspects such as decision making (including
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product, functional and geographical decisions), evaluation and control, information
flows and complexity of the organization. First, in ethnocentric firms, few foreign sub-
sidiaries have any autonomy in strategic decision-making which is up to the headquar-
ters. Managers from the home-country (PCNs) cover key positions in domestic opera-
tions as well as foreign operations managing subsidiaries. Second, the polycentric ap-
proach is based on employing host-country nationals (HCNSs) in foreign subsidiaries. In
this way, MNE treats each subsidiary as a distinct national entity with some decision-
making autonomy. Rarely, HCN managers are promoted to positions at headquarters as
well as unlikely PCN managers are transferred to the foreign subsidiary. Third, with the
geocentric approach every position at both HQ and subsidiary level is filled by the “best
person for the job” regardless of nationality. So, nationality is less important than ability
in a worldwide integrated business. MNE takes a global approach to its operations rec-
ognizing that each part makes a unique and competent contribution (Dowling et al.,
2017; Perlmutter, 1969). The fourth and last approach, the regiocentric, reflects the geo-
graphic strategy and structure of the MNE: organizations are conceptualized on a re-
gional basis and managers are generally selected on the basis of “the best in the region”
with restrictions in international transfers of managers (Heenan & Perlmutter, 1979; in
Collings & Scullion, 2012). Similar to the geocentric approach, a wider pool of manag-
ers is used, but in a limited way: staff may move outside their home countries but only
within the specific geographic region. A geographic region for example may be EMEA
(Europe, Middle-East and Africa), Asia-Pacific, America (jointly or separately Latin
America and North America). Rarely, regional managers are promoted to headquarters
position, but conversely, enjoy a degree of regional autonomy in decision-making (Hee-
nan & Perlmutter, 1979; in Dowling et al., 2017).

It is important to underline that this attitudes’ distinction is primarily concerned with
staffing policies for key positions within the MNE, and thus its focus is on top man-
agement team (TMT) positions at HQ and subsidiary level (Collings & Scullion, 2012).

Each attitude is an ideal type of organizational design and it is unlikely that an organiza-
tion will exactly fit in any of the ideal types; on the contrary, most organizations will
display different aspects related to more than one type (Collings and Scullion, 2012)

and may use a combination of approaches.
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In summary, based in part on top management attitudes, a multinational can pursue one
of several approaches to international staffing. Having a standard policy without con-
sidering the diverse aspects of each country is the result of corporate inertia and/or in-
experience which result from a reactive response rather than proactive and consistent
with the overall strategy (Dowling et al., 2013). Furthermore, staffing decisions might
be forced by the nature of the business or by the environment regardless management
attitudes. For instance, a host government may impose constraints requiring the ap-
pointment of HCNs and consequently depriving a firm to implement an ethnocentric
approach. In other words, this can severely limit the MNE’s ability to select the right

person (Dowling et al., 2017).

Table 2

Advantages and disadvantages of using PCNs, TCNs and HCNs

EMPLOYEES

ADVANTAGES

DISADVANTAGES

Parent-country
nationals (PCN)

They facilitate organizational control
and coordination;

If talented, they are rewarded with
international experience;

They may have special skills and
experiences;

They ensure subsidiary’s
compliance with MNE objectives,
strategies and policies.

Limited promotional opportunities
for HCNs;

Adaptation to the host-country may
take a long time;

They may impose inappropriate HQ
style;

Their compensation is different
(usually higher)

Third-country
nationals (TCN)

Salary and benefit requirements
may be lower than PCNs;

May be better informed than PCNs
about the host-country
environment.

Transfers must considers possible
national hostilities (e.g. India and
Pakistan);

The host government may resent
hiring of TCNs;

They may not want to return to their
home country after the assignment.

Host-country
nationals (HCN)

Language and other host-country
barriers are eliminated;

Hiring costs are reduced and no
work permit is required,;

Continuity of management improves
(they stay longer in their positions);

Government policy may impose to
hire them;

Morale may improve as they see
future career potential.

Control and coordination of HQ may
be more difficult;

They have limited career
opportunities outside the
subsidiary;

Limited opportunities for PCNs to
gain foreign experience;

Encourage a federation of national
rather than global units.

Source: Adapted from Dowling et al., 2017

Global staffing (recruitment and selection)

The goal of most organization is to hire and to deploy people to positions where they
can perform effectively (Dowling et al., 2017). Nowadays, multinational firms compete
on the effectiveness and competence of their core human talent around the world. The
war of talent is played firstly with the processes of recruitment and selection. Here,
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MNES rely on their employer branding’s ability to attract talent, especially in emerging
countries such as China or India where it may be difficult to find enough qualified per-
sonnel for foreign companies. The strong growth rates of these economies and the com-
petition for talent have impact on the labour market. However, recruitment is defined by
Dowling, Festing and Engle (2017) as

“searching for and obtaining potential job candidates in sufficient numbers and

quality so that the organization can select the most appropriate people to fill its job
needs” (p.123).

The authors provided also a definition of selection process in which the firm gathers in-
formation “for the purposes of evaluating and deciding who should be employed in par-
ticular jobs” (Dowling et al., 2017, p. 123).

To prevent the risk of a poor selection decision which might have serious consequences
on performances, often MNEs opt for the recruitment of internal hires for international
assignments. In this way, the company is able to reduce this risk and minimize uncer-
tainty. This kind of employee, traditionally called expatriate, moves across national
borders and is transferred temporarily into another area of the firm’s foreign operations
(Dowling et al., 2017) to manage critical needs: handle key projects, transfer
knowledge, spread corporate culture, work on multinational teams and perform many
other critical tasks for their firms (Caligiuri & Tarique, 2012).

Since assuming this role, living and working in another country is very challenging and
have a strong impact on the person, the firm must develop appropriate selection criteria.
There may be different international assignments (Figure 4) in terms of international
work, length and strategic role. Employees are transferred internationally for varying
lengths of time depending on the purpose of the transfer and the nature of the task to be
performed: short-term (up to three months), extended (up to one year) or long-term
(from one to five years). This is going to influence the nature and the tasks of the expat-
riate (Dowling et al., 2017).
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Figure4  Expatriate's assignment
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Source: Evans et al., 2011, p.140; in Collings & Scullion, 2012, p. 146

A potential candidate may reject the expatriate assignment, either for individual reasons
such as family considerations, or for situational factors such as toughness of a particular
culture (Dowling et al., 2017).

The selection criteria must evaluate aspects of both individual and organizational di-
mensions. On the individual side, the criteria should consider the technical abilities and
the cross-cultural suitability (included soft skills and intercultural competence) of the
perspective candidate, and finally family issues and requirements. On the organizational
side, the firm should consider the country and cultural requirements, including law re-
quirements, the operations involved and the language skills, including the common cor-
porate language (Dowling et al., 2017).

To sum up, from a strategic perspective, HR department must determine appropriate se-
lection criteria to ensure cross-national effectiveness of international assignees. This has

become an increasingly important HR function (Caligiuri & Tarique, 2012).

International training and development

Regardless of the selection’s mode, expatriates may be helped in their mission provid-
ing them training and development of cross-national competencies (for example, cross-

cultural knowledge, skills and abilities).
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Since international assignments can be very challenging personally (Caligiuri &
Tarique, 2012), effective cultural training is advocated to assists individuals and to ad-
just more rapidly to the new culture (Dowling et al., 2017), trying to prevent unexpected
events.

In the new cultural environment, the expatriate faces a variety of challenges such as the
inability to speak the host national language, the inability to cope with the stress of the
culture shock, the inability to interact effectively with host nationals. So, as suggested
by past researches, expatriates should not be left alone because if not predisposed or
prepared to confront such challenges, they may perform poorly and fail in their objec-
tives (Caligiuri & Tarique, 2012). Therefore, the MNEs should provide a pre-departure
training.

Knowledge of general dimensions on which the new culture differs, including norms
and behaviours, and the impact of these differences on the work environment and on the
general life should be well-explained to the selected expatriate. In addition, the training
programme includes preliminary visits, language instructions, assistance with practical
day-to-day matters and security briefings (Dowling et al., 2017).

The main objective is to provide awareness to reduce anxiety, limit the culture shock
and encourage the person to undertake the assignment (Caligiuri & Tarique, 2012). This
is particularly important when the destination country is considered culturally tough.

In short, providing a suitable training for international assignments is a critical step.
This assistance and preparation are increasingly provided also to the accompanying
family members.

Finally, the international assignment itself may be considered an important training and
development tool for the expatriate because he/she assumes the function of trainer of
HCNs transferring them knowledge and competences. Moving in another international
area is also useful to gain a broader perspective for the future (management develop-
ment and career enhancement). Furthermore, firms expect that expatriates ensure the
adoption of systems and processes in the subsidiary and monitor the effective perfor-
mance of HCNs (Dowling et al., 2017).

International compensation

As in other IHRM matters, international compensation entails that HR managers must

take into consideration many factors when they have to design a compensation package
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for expatriates: the nationality of the individual, its family situation (including number
and ages of their children, work situation of the spouse), floating exchange rates and in-
flation rates which might influence the amount of compensation, differences in living
costs (Bonache & Stirpe, 2012). Furthermore, to successfully manage this issue and to
conform with local customs, it is required to know employment and taxation law in both
home- and host-country, and then environment and employment practices. So, managers
must understand which allowances are necessary in that specific country considering
shifting in political, economic and social conditions, and why and when special allow-
ances must be supplied to the individual (Dowling et al., 2017).

Often, to overcome the uncertainty and difficulties in getting familiar with legal and
economic policies, MNEs turn to specialist advice and consultant which provide a broad
range of specialized services related to HRM in multinational contexts (ibidem).
Differently from the domestic pay system, designing the compensation for an expatriate
is more challenging and demanding. The firm must satisfy several objectives required
by the internal offices and expected by the expatriate. Firstly, the expatriate expects that
the compensation package includes a valuation of all the aspects described above that
ensure financial and social protection in the foreign location and expects advancement
opportunities in the future career. Obviously, the incentives are basically used as tools
to encourage employees to take international assignments and to pursue headquarters’
goals (Bonache & Stirpe, 2012) avoiding agency-theory’s problems (Roth &
O’Donnell, 1996).

From the internal point of view, the policy should be consistent with the overall strate-
gy, structure and business needs of the multinational. It must attract and retain staff in
the areas where the MNE has the greatest needs and opportunities.

Lastly, it must be the most cost-efficient policy, meaning that despite all the reimburse-
ment, allowances and incentives, it must be straightforward to administrate and as cheap
as possible (Dowling et al., 2017).

In conclusion, designing a satisfactory compensation policy which is at the same time
attractive and cost-efficient is very demanding and sometimes there are conflicting ob-
jectives that the firm needs to achieve. Managers may decide which pursue to the detri-

ment of others.
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International performance management

A significant and important field of study for researchers is policies and practices about
performance management with which MNE evaluates subsidiaries’ performance and
rewards managers and employees for their results in the international arena.
Performance management is in part included in the MNE’s control system that will be
analysed in Chapter 3.

MNEs hire individuals with the aim to reach personal and organizational objectives.

At its most basic level, the firm assesses and evaluates behaviours and performance of
individuals and/or teams which lead to potential development of competences and con-
tinuous improvements (Cascio, 2012).

In this regard, a set of decisions on dimensions and level of performance criteria, task
and role definitions, and the timing of the formal and informal aspects of the appraisal
must be included in the individual performance management (Dowling et al., 2017).
Generally, according to Cascio (2012), in performance management process, managers
should define, facilitate and encourage performance.

First, managers must define what is expected from the individual employees, either
PCNs, TCNs or HCNSs, setting goals for improving performance in a variety of settings
and cultures. Then they must be able to measure the extent to which an employee has
accomplished them. In an international context, this includes not only tangible goals
like reduction of defective parts produced, but might involve establishing relationships
with new customers, union leaders and local government institution, and improving the
working conditions and morale of the local workforce.

At the end, it is very important that managers receive a feedback from the assessment of
individual and team performance, especially considering cross-cultural differences. In
short, performance appraisal comprises a formal process of goal setting, performance
appraisal and feedback.

In doing this process, MNE should firstly facilitate performance through the elimination
of barriers and providing the adequate capital, material and human resources.
Furthermore, to encourage employees to repeat and possibly improve the good perfor-

mances, successful managers should give fair rewards to the employee value.
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The assessment of the individual contribution to the overall performance and the conse-
quent human capital contribution to the strategic progress is a frequent and complex
topic studied by researchers (Dowling et al., 2017).
“They need to meet parent-company standards and they need to do it within the in-
ternational and local cultural contexts. So, the evaluation system needs to take both
sets of standards into account. The problem is criteria, roles and performance ex-
pectations are typically defined in the home country but performed in the host
country, and the cultural norms that define performance in the parent country may
not be the same as those considered appropriate in the foreign locale. This can

cause significant role conflict for the international assignee” (Briscoe et al., 2009,
p.299; in Cascio, 2012, p.198).

The criteria to establish if an employee is performing good should not be the same for
the diverse subsidiaries. On the contrary, MNE should establish criteria that respect the
unique situation of each subsidiary: severe inflation, currency devaluations, local re-
quirements, pay norms, for example, may not be issues in the domestic context.
Therefore, there is the need to recognize that hard, soft and contextual goals are often
used as the basis for performance criteria. The former, hard goals (or objective goals or
criteria), are objective, quantifiable and can be directly measured — such as return-on-
investment (ROI), gross revenues, market share, etc. Secondly, soft goals (or subjective
goals or criteria) tend to be relationship or trait-based, such as leadership style or inter-
personal skills.

Contextual goals (or criteria) attempt to take into consideration factors that result from
the situation in which performance occurs (Dowling et al., 2017; Cascio, 2012).

Using just objective criteria may lead to problems in measuring accurately the perfor-
mance because of shifting in currency fluctuations and of specific government regula-
tions that limits repatriation of profits. Moreover, in this way employees’ behaviours are
not considered in the result generation (Cascio, 2012). Therefore, such results should
not be exclusively used as a primary input in performance appraisal.

As a result, it is widely suggested that additional measurement criteria, including sub-
jective and contextual criteria, should be used to have a fuller understanding of the ex-
patriate performance. Those criteria include judgments, usually by local executives, of
factors such as the expatriate’s leadership style and interpersonal skills.

Sometimes it is considered and more accurate the evaluation of the expatriate’s perfor-

mance given by local managers with their cultural frame of reference (Cascio, 2012).
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Janssens (1994) suggests that in the performance appraisal of subsidiary managers, ob-
jective criteria are often supplemented by frequent visits by HQ staff and meetings with
executives from the parent company. Subjective criteria can be used to complement ob-
jective goals and consider areas that are difficult to quantify such as integrity, leadership
style, customer orientation and teamwork. Indeed, their appraisal is more complicated
due to cultural exchanges and clashes.

According to Dowling et al. (2017), the expatriate performance is influenced by several
factors (Figure 5): compensation package, types of tasks, headquarters support, general

environment and cultural adjustments are the most influential.

Figure 5 Influential variables on expatriate performance

Cultural adjustment — self and family

Host environment

Expatriate
performance

Source: Dowling et al.,2017, p. 155

As concern HCNs performance, MNEs should consider four broad constraints on the
achievement of goals in the international context. First, differences in local accounting
rules or labour laws, may make it difficult to compare the relative performance of host-
country managers of subsidiaries in different countries. Second, in unstable internation-
al environments, long-term objectives need to be flexible. Third, separation by time and
distance may make it difficult for performance management systems to take account of
country-specific factors. Fourth, market development in foreign subsidiaries is generally
slower and more difficult than at home. Hence, host-country managers of MNEs need
more time to achieve results (Dowling et al., 2017; Cascio, 2012).
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1.5 Measuring performance in MNEs

In this last paragraph of Chapter 1, after having defined IHRM and having analysed the
main variables that can influence the MNE’s behaviour, the focus moves on the meas-
urement of the IHRM strategy’s contribution on the overall MNE performance.

In the last two decades, many academic researchers were increasingly interested in find-
ing the aspects that link management of people with firm performance (Paauwe & Fern-
dale, 2012) in globally distributed facilities.

1.5.1 Best practices and firm performance

Building on resource-based view, human resources can contribute to the long-term suc-
cess of a business. MNEs can achieve sustainable competitive advantage through the ef-
fective and efficient utilization of organizational resources which are valuable, rare, im-
perfectly imitable and imperfectly substitutable (Paauwe & Ferndale, 2012). To sustain
competitive advantage(s), many HR professionals state that the company needs to im-
plement high-performance HR practices such as the provision of job security, extensive
skill training, promotion from within, result-oriented appraisal and broad career-path
(Suttapong et al., 2014). In doing so, the MNE is able to distinguish itself from competi-
tors and provides to the organization positive benefits that cannot be readily replicated
by other organizations (Pfeffer, 1995; in Paauwe & Ferndale, 2012). Furthermore, this
approach fosters employees’ shared perceptions of a supportive organizational envi-
ronment. In turn, it motivates discretionary behaviours that contribute to organizational
performance (Suttapong et al., 2014). It might be spread in the various geographical ar-
eas in which the company is present.

Human resources are valuable resources with a special characteristic: they can lead to a
superior performance if, and only if, are managed adequately (Becker et al., 2015).
Their performance cannot be compared with that of machines, but it needs to be identi-
fied, initiated and finally realized (ibidem).

Regardless subsidiaries’ location, MNEs strive to apply most familiar management prac-
tices or at least the ones that are expected to provide high returns in performance
(Gooderham & Nordhaug, 2003; in Paauwe & Ferndale, 2012).

Even if MNEs achieve strategic fit aligning practices internally, issues arise for opera-
tional legitimacy (environmental fit) across multiple locations (Paauwe & Ferndale,
2012).
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According to the universalistic perspective, best practices are associated by scholars
with high-performance work system (HPWS) in which there is a unique way of per-
forming a certain process in order to achieve the maximum economic gain (ibidem).
This viewpoint was considered more valid in the domestic context rather than in an in-
ternational one (Brewster, 2012). Moreover, best practices for one organization may dif-
fer from the ones of another organization (Harrison & Bazzy, 2017).

A certain degree of contextuality is necessary to apply for each situation, especially be-
cause there is a great distance between corporate’s transfer intentions and subsidiary’s
implementations: often HQ policies are transferred to regional and divisional levels and
are then passed in an adapted version on operational level (Paauwe & Ferndale, 2012).
Alongside the RBV, academic literature has been using different theories to hypothesize
relationships between IHRM and performance, including contingency theory, expectan-
cy theory, social exchange theory, psychological contract and AMO framework (ability,
motivation, opportunity) (Paauwe & Ferndale, 2012).

Most of the studies were carried out in the US, and only after the geographical spread
occurred, the issue about how best practices can improve performance was extended
worldwide. On an international scale, commentators were asking why all firms did not
implement the same identical practice system in different countries around the world.
The answer is that different business systems and cultures of different countries have an
impact on both specific combination and outcomes of HRM practices (Whitley, 1992; in
Paauwe & Ferndale, 2012). Overall, on an international scale there is increasing evi-
dence that best practices are difficult to uphold. Institutional diversity and strategic de-
cisions are likely to shape HRM policies and practices which in turn impact on their
contribution to the overall performance (Paauwe & Ferndale, 2012).

To sum up, it is widely suggested to adopt a contingency-based approach to observe the
relationship between HRM and firm performance as well as taking into consideration

corporate strategic choices (ibidem) and “best fit” practices of the organization.
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1.5.2 Issues in comparing data

The majority of studies focuses on “best practices”, either individual or bundles, and on
the replication of these in the different subsidiaries. As already mentioned in the section
about expatriate performance management, it is complicated to find a global standard
approach with which compare the various subsidiaries’ performance. MNES may vary in
different internal and external aspects and all of them should be included in the meas-
urement of the performance.

With a great variety of contexts, it is difficult to see MNEs implementing exactly the
same HRM practices in the same way in all their subsidiaries around the world, hoping
to generate the same kind of firm performance gains (Paauwe & Ferndale, 2012). Even
in this case, the measurement would differ due to difficulties in comparing data
(Dowling et al., 2013). Indeed, important issues must be considered in the future devel-
opment of IHRM and firm performance.

First, HRM outcomes depend on the attitudes and behaviours of workers, including the
willingness to communicate with the headquarters. Different employee groupings, espe-
cially multicultural teams, may have divergent views on the nature and intentions of
HRM activities. Practices may be differently accepted and implemented by line man-
agement and employees (Kostova & Roth, 2002).

As concern the evaluation of HRM performance, HR activities may be subject to inter-
ventions by other areas such as R&D and marketing, that affects the outcomes. For this
reason, it is preferable to use outcome variables such as attitudinal outcomes (i.e. em-
ployee satisfaction, motivation, commitment, trust), behavioural outcomes (i.e. employ-
ee turnover, absence, organizational citizenship behaviour), productivity outcomes (i.e.
output per unit effort) and quality outcomes (of services or products). In this way,
IHRM outcomes and firm performance indicators (i.e. profit and market value) become
closer each other.

Another issue concerns financial indicators: MNEs, facing and confronting simultane-
ously differing national environments, decide which appropriate organizational level of
analysis prioritize to confirm an accurate relationship between strategy, HRM and firm
performance. For instance, when a firm establishes a joint-venture to be present in a

specific market, given the low expectations, it may provide few resources and then, the
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judgement of the poor performances must take into account also this global strategic de-
cision.

Furthermore, it is important to distinguish two types of HRM practices which differ in
time-lag between HRM intervention and its effect on firm performance: on the one
hand, there are practices with short-term effects on firm performance as for example in-
dividual performance-related pay clause may help to increase productivity; on the other
hand there are many practices like training and development, participation, teamwork
and decentralization, that necessitate some years to show effects on results and might be
indirectly noted (Paauwe & Ferndale, 2012)

1.5.3 Best-fit model of HRM and firm performance

Taking into consideration all the variables explained previously, this paragraph propos-
es a practical framework that MNEs can use in the performance appraisal.

Despite the lack of empirical evidence, HRM is a key factor that contributes to the suc-
cess of the firm. The challenge is to assess a monetary value to the implemented HR
measures, given the difficulty in translating this intangible asset in quantitative data
(Becker et al., 2015).

The main problem is to measure the net present value (NPV) resulting from both ex-
ante value and ex-post value that is delivered by the bundle of HR practices. Ex-ante
and ex-post cash outflows can be relatively easily assigned and quantified with accura-
cy, whereas neither ex-ante nor ex-post cash inflows are straightforward to assign and
quantify accurately (Becker et al., 2015).

The framework developed by Paauwe (2004) is called Contextually Based HR Theory
and it is an example of “best fit” framework incorporating both contingency and config-
urational aspects in the exploration of the linkage between HRM and performance (Fig-
ure 6).
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Figure6 A contextually based human resource theory (Paauwe, 2004)
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It includes four dimensions of fit: strategic fit, horizontal fit, organizational fit and envi-

ronmental fit.

e The “strategic fit” is affected primarily by the choice of corporate or business strate-

gy given changing developments in the product or service being delivered, the mar-

kets in which the company is operating and the technologies available to carry out

corporate activities. In other words, it is the vertical fit between HRM practices and

the competitive or corporate strategy in terms of product, market and technology

(P.M.T. dimensions).

e The “horizontal fit” dimension is based on resource-based view and describes the in-

ternal fit between HRM practices as coherent and consistent bundles.

e The “organizational fit” is between HRM practices and other internal systems such

as the unique historical heritage and configuration of the organization which have a

role to play in terms of organizational, administrative and cultural legacies.

e The “environmental fit” dimension describes how local culture, institutions and leg-

islation affects corporate activities. It constitutes the institutional fit between HRM

practices and the social, cultural and legal environment (S.C.L. dimensions).
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HRM practices are therefore shaped by both external and internal contingency factors.
MNE needs to develop an integrative strategic balance in order to distinguish itself from
their international competitors and at the same time to be alike to gain legitimacy
(Paauwe & Ferndale, 2012). The MNE must trade-off competitive (P.M.T. dimensions)
against institutional pressures (S.C.L. dimensions). For instance, when a company con-
forms to institutional pressures it is likely to perform well with regard to societal factors
like internal equity fairness and legitimacy, which will enhance company’s reputation.
Yet at the same time, the company risks lower financial returns because of this con-
formity and being less able to differentiate itself from its competitors (ibidem).

In the middle of the framework, Pauwee (2004) introduces the notion of leeway by
adopting an actor’s perspective denoting the impact of the dominant coalition of the or-
ganization on strategic choices. This coalition may include top management, superviso-
ry boards, works councils, shop stewards and the HR department. This element moder-
ates both internal and external factors in shaping HRM policies and practices and the

outcome depends on the (power) relationships between members of the coalition.

The Balance-Scorecard

In the second-right part of Figure 6, it is possible to integrate the framework with the
model proposed by Becker and colleagues (2015).

To overcome the difficulties in the measurement, the proposed integrative tool that bet-
ter describes and shows the cause-effect relationships, is the Balance Scorecard (Figure
7).

In addition to the traditional financial key figures, this instrument delivers information
on the mechanism of value formation by connecting resources, markets, internal pro-
cesses and value: on the one hand, there are the strategic aims based on customer and
market segments; on the other hand, there are internal processes which aim to improve
financial and organizational performance. These latter include investments in human re-
sources related to employees’ education, effectiveness of information system and em-
ployees’ motivation.

By taking intangible aspects into account, the Balance Scorecard is useful to identify the
right point of view that helps the MNE to measure the contribution of HR activities to

the business success and to the value creation.
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For instance, Figure 8 exhibits how a project management training as HR measure can

contribute to the MNE performance.

Figure 7  Balance Scorecard
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Figure 8  HR activity's outcome
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As it is possible to note, there is an interaction between the four perspectives: starting

from the resource perspective as a basis for the other dimensions, internal process per-
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spective targets have an immediate influence on the market perspective, which affects
the financial perspective.

In the example this process is showed starting from the role of project management
training in nurturing employee’s skills (learning and development as resource perspec-
tive); this can lead to better process’ quality and shorter lead times (internal processes
perspective); as a result, having a more expert project manager can create a competitive
advantage over competitors (customer perspective), if the firm deals with projects more
efficiently; finally, analysing the impacts on the value perspective the firm is able to
save time and costs, thus reducing cash outflow.

However, the validity of the example is subject to the stability of other conditions. In-
deed, it is conceivable that the improvements may be due to other factors such as
changes in team membership or new IT instruments that are likely to influence perfor-
mance and for this reason need to be taken into consideration.

Nevertheless, remains the fact that this tool does not provide quantitative data and it is
recommended to accompany the analysis with complementary instruments.

The challenge for the company, therefore, is to elaborate adequate indicators for the
value creation; this process will require familiarity with the chains of cause and effect
mentioned earlier. Moreover, the defined indicators must be mutually correlated in or-
der to understand through which mechanism the specific value is created. The underly-

ing risk is to be wrong in this estimation.

Relevant variables

In measuring the contribution of HR practices, the company should consider also other

important variables proposed by Paauwe and Ferndale (2012). These includes:

e Presence: whether a specific practice already exists in a firm or not;

e Coverage: the percentage of employees covered by a practice, that is how many em-
ployees are deployed in that practice;

e Use: a scale of extent to which employees are satisfied with a practice

e Fairness: a scale of the extent to which a practice is considered fair

o Effectiveness: a scale of the extent to which a practice is considered effective.

Once the practices have been selected and the form of measurement has been decided,

the company should decide which sources are going to be used to gather the necessary
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information: company literature, documents, website information; HR professionals;

senior and line mangers; employees themselves are the most common source used.

1.6 Conclusion

In this chapter, it was provided an overview of international human resource manage-
ment’s field. Starting from the identification of the context in which IHRM may apply,
it was defined the IHRM’s concept and the elements that it comprehends.

Then, drawing on the De Cieri and Dowling’s framework, the role of the HR depart-
ment in an MNE and the most relevant international HR practices were addressed. In
particular, the focus was on the contribution that each practice gives to the overall or-
ganizational performance.

Finally, since it is very difficult to measure HRM contribution to financial performance,
it was proposed a model from which it is possible to extract and understand the value
provided by such practices.

In the next chapter, will be linked the HRM function with the internationalization pro-

cess of a company which aspire to become an MNE.
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2. CHAPTER

INTERNATIONALIZATION PROCESSES
& ORGANIZATIONAL FORMS

2.1 Introduction

As it was already stated in the first chapter, the dissertation is now moving toward the
comprehension of the link between the HRM functions and the internationalization pro-
cess of a company which aspire to become an MNE.

Since the late 1980s, there was a significant evolution of multinational corporations
(MNCs). Most researchers have been focusing their studies on the management and
changes of these big growing companies.

According to Buckley (2011), “the global factory” is the key to understand the changes
in and configuration of the global economy. These global factories are the initiators of
the process of global economic change with the development and implementation of in-
ternal and external strategies pointed towards a global context. This process involves
many other firms that operate in the background as “hidden champions” (Garaus et al.,
2016): the operations of these firms are exposed to global dynamics which require to re-
consider internationalization models, approaches and variables.

Internationalization process is not a matter of size anymore, but rather it is a matter of
method. In the last two decade many SMEs started to follow an international path im-
plementing an international supply network, delocalizing production or developing sales
and marketing strategies in different markets.

Given the competitive pressures, internationalization is no longer an unlikely option for
most SMEs, rather nowadays it is necessary to act proactively looking for new opportu-
nities rather than as a reaction to unexpected events. For instance, sometimes SMEs

support global factories in their global operations through the co-creation of business
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models based on this bond and on external relationships of both organizations. This sit-
uation characterizes not just small innovative companies like innovative start-ups, but
foremost medium-sized enterprises which become strategic partner of big corporations.
It is important to underline that these firms cannot be considered as small versions of
large MNCs, but mainly due to size they tend to interact differently with the environ-
ment (Brouther and Nakos, 2004). Indeed, their benefits stem from their being “struc-
turally but flexibly in the middle” and from their international orientation.

However, the big challenge for these companies consists of finding a proper adaptation
of their organizational structure in the international arena.

Literature on this firm category placed in the middle is very poor, thus, in the first para-
graph will be defined and analysed this topic and the involvement of human resources
in the organization. Then, in the second paragraph will be analysed their internationali-
zation path under the organizational lens and the ways in which human resources are
used to manage this expansion. Finally, the third chapter introduces the case of one me-
dium-sized enterprise named Sirmax S.p.A. focusing on its international growth and on

its organizational structure’s evolution.

2.2 International SMEs or MNCs? Defining the pocket multinational
Generally, the international management literature has been mostly focused on large
multinational corporations or on small- and medium-sized enterprises as a unique cate-
gory defined by the acronym “SMEs”. The former is characterized by the study of big,
complex organizations whereas the latter is characterized by the study of entrepreneur-
ship, innovation, and network.

In this paragraph, will be analysed firms which have already started the internationaliza-
tion process and have the possibility to develop a global organization. Thus, differently
from the large part of the literature, the medium-sized enterprises (MSEs) are consid-
ered as autonomous entities.

Literature on this type of companies is very limited since it has been often included in
the undistinguishable notion of SMEs, considering them as organization “in transition”
from a small size to a larger one (Tunisini & Resciniti, 2013a; Coltorti et al., 2013).

In the book “Mid-sized manufacturing companies: the new driver of Italian competi-

tiveness” Coltorti and colleagues (2013) recognized and drew boundaries between the
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different types of organization: on the one side, there are small and micro businesses
and on the other the large multinationals.

The autonomous identity that is defined “in the middle” is a consequence of the man-
agement’s ability to virtuously combine the operating flexibility of small companies,
with the capabilities of large enterprises. For this reason, it is also possible to call these
entities as “pocket-sized multinationals” (Barbaresco & Salerno, 2013; Coltorti et al.,
2013). Alternatively, some authors call these firms “hidden champions” because they
are world-market leaders in niche-markets, but are relatively unknown to the general
public (Garaus et al., 2016)

This organizational form could be considered the previous stage to become a multina-
tional corporation. In terms of size, pocket multinationals are small compared to the
large companies dominating international markets in an oligopolistic way, but these are
big if compared to majority of competitors in the same specific domestic sector.

“SME” is not a homogeneous concept and there is no common worldwide accepted
definition. Medium-sized companies, as well, have seen some difficulties in finding a
definition.

Barbaresco and colleagues (2018) decided to fix qualitative and quantitative parameters
in part based on the American perspective rather than the European one. To be identi-

fied as a pocket multinational, a firm must respect these limits:

e 50-499 employees;
e 16-355 million euro of turnover (consolidated, if available);
¢ Independent property (the authors added also the Italian property, but it is not con-

sidered here).

The objective of this distinction between small and medium enterprises is to find and
understand an entrepreneurship model which includes homogeneous organizational,
governance, productive and commercial aspects (Barbaresco et al., 2018).

However, a study of Confindustria R&S and Unioncamere (Garofoli, 2013) demon-
strates that pocket-sized multinationals are becoming increasingly important in Europe
in terms of employment and performance. These firms are mainly concentrated in the

most industrialized regions and contribute to increase the national competitiveness.
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Pocket multinationals’ success is partially due to their operations beyond the domestic
market. Most of these companies are also present in other countries with at least a sub-
sidiary or a sales office.

Although Kogut (2001) described multinational corporations (MNC) as “business or-
ganizations whose activities are located in more than two countries” and have the effec-
tive control of operations, pocket multinationals are different. Even if the definition is
still valid, it needs some clarifications. The main reason is that every multinational en-
terprise can vary in terms of organizational form and behaviours across borders (Knight
& Liesch, 2016). The difference between a pocket multinational and an MNC is that
this latter varies in the extent of their multinational activities and of number of countries
in which it operates. MNCs have a different organizational form due to their huge in-
vestments in many international activities such as production and marketing, but also
increasingly in support business function as R&D, finance and human resources. Pocket
multinationals invest abroad, but not to the extent that an MNCs do so. Indeed, the main
international activity for MSEs still remains the direct export of their goods and ser-
vices: European MSEs have a considerable weight in the export of European countries
counting the 30.9% of the direct export (Saporiti, 2017).

Despite the increasing size due to the passage from a small to a medium sized company,
the advantages for this type of organization remain the flexibility and responsiveness to
market changes. The bureaucratic structure is not as big as a corporation, but some is-
sues arises as well.

However, Barbaresco and colleagues (2018) identified also the main features of the

MSE’s organizational model:

e Specialized production: many companies operates in deeply specialized markets,
typically B2B markets. Size is not considered anymore to be a critical variable to
achieve production efficiency, indeed, many medium manufacturing companies are
highly specialized and apply lean production principles. They have sometimes oli-
gopolistic international market share whose growth forecasts depend on the evolu-
tion of the reference market (unless engagement in M&A). Medium-sized enterprise
usually developed their business creating small niches within huge markets by dis-
tinguishing between goods that will preferably be sold to brackets of customers

which comprise both high- and medium-income consumers (customers fideli-
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ty/loyalty) and quality producers. In this scenario, the company is likely to be spe-
cialized and tends to be identified with a main product, from which it generates
large part of its turnover (Barbaresco & Salerno, 2013; Coltorti et al., 2013).

e Technology and innovation: the level of technology and innovation had a relevant
impact on sectors like chemistry and mechanical, providing productivity advantages.
Usually they improve their capabilities and resources through continuous R&D in-
vestments, learning processes and a strategic orientation to continuous innovation
(Resciniti & Tunisini, 2013b).

e International presence: their international presence is close to end markets (market-
seeking) or is due to the willingness to incorporate new sets of knowledge and com-
petencies through cross-border alliances (technology-seeking). Companies with a
niche product is not likely to delocalize production, except some lower-value activi-
ties, to not lose technical and tacit know-how. Next chapter will focus on this topic.

e Transformation activities and services: nowadays, large companies are turning their
attention away from production to sales, building commercial networks to capture
demand. It was found a trend towards the “third sector” for the business models.
This means that firms are more concentrated in including services and value-added
activities along the value chain, specifically in the upstream and downstream of the

transformation process.

In the origins, many companies, especially from Italy, emerged from the joint develop-
ment of cluster or industrial district areas, usually where no large companies were pre-
sent. In these industrial districts, firms were predominantly small, but over time, some
of them shaped its lucrative niches moving from artisanal to small and then to medium-
sized dimensions. Such firms gave its contribution in the development of the whole dis-

trict, becoming important actors for the district economy (Barbaresco & Salerno, 2013).

Human resources in pocket multinationals

Most of the medium-sized companies are family owned (Barbaresco et al., 2018; Col-
torti et al., 2013). Family businesses established and maintained strong benevolent so-
cial ties with the local environment and community. Sometimes results to be an im-

portant employer in the area and to provide benefits for the local community.
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A peculiarity of pocket multinationals is that it follows an original philosophy to man-
age human resources which is oriented to the value creation (Serio, 2017).

They tend to establish strong, direct and personal ties with the employees since the be-
ginning of the working relationship. It is very appreciated the loyalty and responsive-
ness of people at all levels that put strong commitment in their job respecting the firm
priorities and the family-business balance.

Human resources assume the function of “organizational glue” and for this reason are
more and more managed in a personalized and innovative manner. This includes, for
example, managers’ ongoing training and development on management topics through
personalized, institutional and technical ways that make individual interests and organi-
zational objectives converge (Serio, 2017).

In this regard, the positive relationship between social players has been the key factor in
the flexible method by which companies tackled the crisis adopting pro-active strategies
for new markets and new products (Garofoli, 2013).

In various firms, human resources are treated differently depending on the size: on larg-
er MSEs there are bigger and more complex dedicated functions and systems, whereas
in the smaller ones, considering also the strong institutional presence of the family, this
function is limited to administrative, contractual and industrial-relationships practices
(Serio, 2017).

Despite the different types of formalization and structures, in HRM processes, most of
the MSEs shows a tendency to extend their family values as reference point to orient
HR policies: they tend to check this proximity in non-family managers which are select-
ed on the base of technical skills, but also evaluating their values. Indeed, those values
will be transmitted and spread in the whole organization managed by them.

Differently from large and structured organizations, pocket multinationals are character-
ized by some HR issues. For instance, there is the need to manage the widely spread
problem of skill shortage in terms of technical skills which represent vital nourishment
for the firm. Here, it is important for the firm to develop relationships with the educa-
tion institutions (universities and technical high schools).

Obviously, it may be not enough. The firm’s dimension and visibility have a critical
role: while larger firms can attract people and to start efficient partnerships with the ed-

ucation system, for smaller firms this process remains difficult to implement.
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MSEs are less visible in the market and often have attraction and retain problems of
young human resources. Furthermore, sometimes the presence of the family prevents
management power expectations (Serio, 2017). Recently, however, many family firms
started to insert in top management positions also people not belonging to the family.

Finally, in the most recent years, globalization made competition more demanding giv-
en the increased number of competitors, especially from emerging countries. Interna-
tionalization became a “strategic must” to survive for most of the companies and it is
required also a repositioning in the market segments that best-suits the medium size.

The next paragraph analyses how organizations, starting from a small-enterprise posi-

tion, develop and grow thanks to their internationalization process.

2.3 Internationalization and organizational evolution

In the evolutionary path towards the creation of a global organization, a firm is involved
in different internationalization stages which can be faced differently. Although this
process is common for most of the firms, it varies from firm to firm: some of them
evolve slowly over time whereas others go through the various steps rapidly (Dowling
et al., 2017) like the so-called “born global” (Knight & Liesch, 2016; Dowling et al.,
2017) that pass over all the phases because they are formed with the international mar-
ket in mind.

In the internationalization process, the foremost complex issues are how to do business
abroad, how to select the right country where to compete and how to establish mecha-
nism to achieve a quick and not dispersive transfer of know-how.

Typically, a company starts its internationalization process entering in just one country
or perhaps in a selection of few foreign markets. The firm’s international strategy con-
tinues along its path seeking to exploit more and more countries’ advantages.

Porter (1990) argues that each country has different home-country advantages in diverse
industries. In his Diamond Framework, he exhibits a set of variables which can be ana-
lysed to work towards a competitive advantage: factors conditions (availability and
prices of inputs), demand conditions (market size, growth, preferences), related and
supporting industries (suppliers, complementary industries) and firm strategy, structure
and rivalry.

In crafting an internationalization strategy, a company must consider not only the dif-

ferent home-country advantages, but also the surrounding environment. Indeed, some
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countries offer a more favourable general business climate in which the government
provides policies, tax rates, inflation rates and other economic conditions. Moreover,
adverse shifts in currency exchange might be a risk for companies operating in foreign
markets. Last, buyers and final consumers have often different and evolving preferences
and tastes which present a challenge for companies concerning the customization or the
standardization of their products and services.

All conditions must be taken into consideration when deciding in which country the
firm should establish.

Alongside the market where to enter, a key decision is the selection of the entry mode in
the international market (Ahi et al., 2017): it involves companies of whatever size that
want to start an international expansion or to keep investing on the international path.
Certainly, this issue is more accentuated in the context of small and medium-sized en-
terprises (SMEs). SMEs experience different and harder challenges than large multina-
tionals: they have less experience with different environmental contexts, less power to
withstand the demand of host governments, less reputation and financial resources as
well as fewer resources for managing international operations (Acs et al., 1997).
Previous studies have found that resource-constrained SMEs often tend to prefer coun-
tries which are geographically close and socially, culturally and/or economically simi-
lar, to avoid risks and reduce uncertainty (Johnson & Tellis, 2008; in Cui et al., 2014).
In this regard, the “experiential market knowledge” of the managers is likely to directly
influence the choice of foreign markets and thus, the internationalization process of the
company (Dowling et al., 2017). As experience increases, it is more likely they move
towards more distant markets.

To accomplish the international expansion, organizations may use different entry
modes. This implies the assessment of uncertainty and risk, control, commitment, esti-
mated returns and other strategic objectives that give a sense to the international expan-
sion.

Managers must use “method and logic” to analyse and decide about the expansion in
new markets (Ahi et al., 2017) and the related entry strategy. As a result, company’s

products, technologies, human skills and styles can enter effectively in a foreign coun-

try.
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The decision is influenced by the manager’s (or entrepreneur’s) backgrounds, character-
istics and skills which have an impact on their cognitive schemas (Ahi et al., 2017).

The attitudes of senior managers toward international activities are significantly influ-
enced also by the domestic market in which they operate: in case of a large domestic
market, a larger number of managers is likely to predominantly or even exclusively
have domestic market experience. Thus, multinationals from small countries (e.g. Swit-
zerland) are in quite different position compared to multinationals based in large coun-
tries (e.g. United States) which is the largest advanced economy (Van Den Bulke, 2009;
in Dowling et al., 2017). More dynamic capabilities are built and nurtured by managers,
more will be the support to the internationalization process.

Obviously, crafting a strategy to compete in foreign markets is inherently more complex
than doing it in the domestic one. Indeed, in general, a manufacturing firm entering in
international operation undertakes an export strategy as initial and “easiest” internation-
alization stage.

As the nature of the firms changes and the number of activities grows, most firms pass
through several stages of organizational development. In this way, an MNE would be
better able to deal with difficulties and complex trade-offs related to the business devel-
opment strategy. For instance, when the export sales reach a critical point, a further step
is to invest in another country establishing a sales office or a directly a subsidiary locat-
ing some activities of the value chain there. Foreign direct investments (FDI) may take
the shape of a “greenfield investment” in which the company builds its own plant or a
“brownfield investment” in which the company purchases or merge with an existing
company. Another possibility is the establishment of an international joint venture (1JV)
with a partner. The main reason to engage in cross-border alliances is that it facilitates a
rapid entry into new markets.

According to Dowling, Festing and Engle (2017), the organizational structure is likely

to change on the evolutionary path because of:

e The efforts imposed by growth and geographical spread,;

e The increasing need for coordination and control across business units;

e The constraints imposed by host-government regulations on ownership and equity.
However, whatever is the internationalization strategy that the company is going to pur-

sue, it is going to affect the organizational structure and the human resources involved.
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2.3.1 HRM in international Mergers & Acquisitions

The strategic importance of cross-border alliances, especially mergers and acquisitions
(M&A) has increased over the last two decades in part because of the globalization phe-
nomenon (Dowling et al., 2013).

Although numerous studies attempted to classify the typologies of M&A strategies, the
distinction is not widely defined and accepted because each M&A case is diverse: dif-
ferent purposes, context specificity, processes, capabilities are likely to influence the re-
alization of the strategy (Brueller et al., 2018).

Recently, with the rapid and frequent technological change, innovative industries have
required firms to be flexible and to acquire new technologies from other firms like in-
novative start-ups (Sears et al., 2012). This process enables firms to accelerate their
growth, seize and expand on valuable capabilities acquiring intangible assets such as
human capital which is costly to imitate (Brueller et al., 2018). In its essence, the pro-
cess incorporates not only strategic and financial dimensions, but also psychological
and human components.

Combining two separate organizations into one is very challenging, in particular be-
cause of the cultural clashes at the team, organizational and national level (Teerikangas
& Very, 2006; Stahl & Voigt, 2008; in Teerikangas et al., 2015).

Human components emerge when there is a change in ownership which has a relevant
impact on the employees’ perceptions (Teerikangas et al., 2015): it proved to be critical
the management’s ability to create an environment that supports organizational interac-
tion and organizational change (Goulet & Schweiger, 2006).

First, during negotiation and due diligent phases, it is important to assess cultural differ-
ences in approaches and behaviours of the target in order to determine which alternative
integration strategy is more effective. An integration manager, preferably an acquirer
executive, with strong communication and networking skills should be selected to fol-
low the M&A processes: having a deep understanding of the firm’s resources, he/she
can refine vision and can identify all the potential synergies together with acquirer’s
middle managers (Goulet & Schweiger, 2006). To realize successful synergies, acquir-
ers need to clearly understand the acquisition rationale which allows to determine and
align the HRM role with the strategy (Sears et al., 2012).
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In the second phase, the acquirer should carefully and honestly communicate the logics
behind the M&A in order to make both firms” employees understand and reduce anxiety
(Goulet & Schweiger, 2006).

For the employees, a change of ownership represents not only a change in employer, but
a change in their psychological contract. Uncertainty, stress and turnover rates contrib-
ute to make the firm environment less pleasant (Teerikangas et al., 2015). Neglecting
this issue may lead to failures in meeting strategic and organizational objectives (Bruel-
ler et al., 2018).

Cultural differences will be perceived more clearly and will be more accurately assessed
during the period of post-M&A management, when the company is going to reconcile
organizational culture differences and develop best practices (Goulet & Schweiger,
2006).

Apart from administrative tasks such as labour relations, payrolls and compliance, the
HR challenge consists of creating new or shared HR practices and strategies that meet
the requirements of the M&A (Dowling et al., 2017).

The similarity between the management styles of the two organizations, the type of
cross-border combination, the prospective efficiency gains and the extent of organiza-
tional integration are the main influencing variables that affect the quality of employee
relations, ranging from employee support to employee resistance (Dowling et al., 2017).
If human resources are managed adequately in M&As, they are likely to have a long-
standing impact on the performance of the acquirer.

Brueller, Carmeli and Markman (2018) developed a framework in which identified the
typologies of post-merger/post-acquisition integrations resulting from different types of
M&A strategies and goals: annex & assimilate, harvest & protect and link & promote
acquisitions are mediated through the use of the ability-motivation-opportunity (AMO)
model (Figure 9).
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Figure9  M&A strategies, post-merger integrations and HRM practices
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Source: Adapted from Brueller et al., 2018. p. 1801

In the first case, annex & assimilate, the M&A’s goal is to absorb the entire set of tar-
get’s assets, except for redundant units, dated assets and/or unneeded personnel. Natu-
rally, the absorption of personnel is a delicate and time-consuming process due to time
pressure and budget constraints. It requires HRM managers carefully screen and then
decide which employees to retain and integrate and which ones to dismiss. Thus, ac-
cording to the AMO maodel, the authors suggest that the acquirer should adopt ability-
enhancing HRM practices: HR managers should recruit and select (from each firm) who
have the right skills and attitudes needed for a certain position; moreover, retraining
programs and skill-enhancing training help the selected employees to be better integrat-
ed in the new system and to improve their morale and the general human capital base.

In the second case, harvest & protect M&As, acquirers are willing to seize new capabili-
ties, processes and key personnel in order to expand their product offerings, enhance as-
set utilization, leverage on talent (including improve R&D performance) and gain ac-
cess to new markets.

Given the fact that most of the times critical capabilities are embedded in human capital,
it is crucial to take care of human resources in order to preserve and keep intact their
capabilities.

Since for managers and employees it is a stressful period full of anxiety and uncertainty,

the acquirer should start soon a more interpersonal dialogue and should evaluate how
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and where target’s capabilities might complement or conflict with the acquirer’s process
and how the acquired human capital can be deployed.

In this case, as well as the previous one, the authors suggest adopting ability-enhancing
HRM practices, but combined with motivation-enhancing HRM practices: staffing and
training programs should be supported by career development plans, competitive pay
and benefits, flexible work design and job security to motivate people. This combina-
tion is likely to develop positive attitudes (e.g. job satisfaction, commitment, organiza-
tional support) and improve organizational citizenship behaviours.

Finally, the link & promote M&A aims to co-create boundary-spanning and interfirm
shared value creation that stimulate growth and strengthen both acquirer and target
companies. In other words, it aims to accelerate the interfirm learning and renewal
combining and leveraging complementary assets, capabilities and know-how in order to
improve knowledge exchange, innovation and cross-operational agility.

Remaining operationally and strategically autonomous the two entities will act in sym-
biosis in the post-merger integration phase.

In this scenario, it is fundamental to implement all the three types of HRM practices,
ability-, motivation- and opportunity-enhancing HRM practices. The first two practices
inspire personnel to develop new competencies that, in turn, increase their career and
promotion opportunities. Thus, having the opportunity to enhance their human capital
and the possibility to contribute to wider-reaching organizational objectives, employees
may increase their commitment to pursue more challenging goals and to engage at a
higher level (Ryan & Deci, 2000; in Brueller et al., 2018).

However, in all three cases, although AMO-enhancing HRM practices are costly and le-
gally and operationally complex, it is recommended to maximize the efficiency and ef-
fectiveness of all of them in every M&A event (Brueller et al., 2018).

2.3.2 HRM in International Joint Venture

International Joint Ventures (1JVs) are the second type of equity-based cross border alli-
ance which have become an important entry mode especially in some country such as
China and India where it is difficult to entry due to internal regulations.

The IHRM topics are similar to the ones presented for M&A. For instance, in both cas-
es, partners have different institutional, cultural and national backgrounds and they must

balance their interests (Dowling et al., 2017).
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The academic literature still attempts to provide further reasons why most of 1JVs fail in
meeting their objectives and lead to a costly crumble. On the one hand, failures may be
related to external environmental forces like legal and political systems, economy and
organizational forces like divergent interests in the negotiation of contractual terms or
incompatibility between the partners. On the other hand, a large proportion of failures
can be attributed to inefficient management of human resources.

However, it is critical for the formation and the durability of the 1JV the compatibility
between the two (or more) partners, especially when there are mutual learning opportu-
nities (Dowling et al. 2017).

The main problem of managing human resources is that IJV’s formation involves the
alignment and management of goals of two or more organizations and at the same time
maintain competitive strength in multiple global markets. HR issues are critical to the
success of equity-based JV since the formation process. In this scenario, these HR is-
sues must be managed effectively with an active commitment (Schuler & Tarique,
2012a), otherwise it is likely that the collaborative strategy will not last long.
Furthermore, complexity increases when the number of partners involved increases as
well as when increase the number of countries and cultures involved in the IV
(Dowling et al., 2017; Schuler & Tarique, 2012a).

The development of an IJV encompasses all activities of the HR function including re-
cruitment, selection, training and development, performance management and compen-
sation which must be compatible with strategic approach of both partners These activi-
ties must be implemented at the 1JV level (Dowling et al. 2017).

Moreover, as in other situations, HR managers may assume a more strategic roles in or-

der to meet the challenges of interaction (ibidem):

e Partnership role: HR managers should consider the needs of all the stakeholders;

e Change facilitator and strategy implementer: HR managers help to implement new
strategies and to facilitate trust-based communication and cooperation;

¢ Innovator: HR managers should identify the right people to follow and to manage
the 1JV stages and they should provide flexibility in adapting to changes;

e Collaborator: HR managers should strive for generating win-win situations charac-

terized by sharing rather than competing attitudes.
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The phases for the creation of the 1JV, including HR issues and implications are dis-

played in Table 3.

Table 3 The four phases of the 1JV creation
PHASES ORGANIZATIONAL / HR ISSUES HR IMPLICATIONS
Phase 1 — | o Identifying reasons; Communicate reasons to employees;

Formation of
the partnership

e Planning for utilization;
e Selecting dedicated managers;

¢ Finding and selecting potential
partners;

e Handling issues of control, trust
and conflict;

¢ Negotiating the arrangement.

Address differences in cultural and management
styles;

Cooperative partners may increase the chance of
success and learning process;

Acquisition, interpretation and dissemination of
information

Trust makes the need of formal control decrease;

The quality of the contract can have an impact on
satisfaction and performance;

HRM is supported and rewarded by the cultural
similarities, personality and skills and loyalty.

Phase 2 - | e« Locating IJV in the one of the A third country may increase complexity since it
Development of home-country or third country? needs more information gathering and broader
the IV | o«  Establishing the right structure; expertise given the several local stakeholders
e Selecting the right senior (long-term viability and legitimacy)
managers One of the home-country may provide local
knowledge and control advantage;
If both partners are interested in the JV, they will
be involved in key decisions;
The structure will impact the learning and
knowledge management proceses
It is likely that the chief operating officer will be
selected for its experience.
Phase 3 - | ¢ Establishing vision, mission, Supporting, encouraging and rewarding learning

Implementation

values, strategy and structure;

e Developing HR policies and
practices;

e Dealing with unfolding issues;

¢ Staffing and managing
employees.

and knowledge sharing;

Supporting the needs of the partners and of all the
stakeholders;

Providing meaning, direction and orientation to the
IV and employees;

Trust top management team for pursuing 13V and
partners’ goals is critical;

HR practices should consider both needs for
global integration and local responsiveness,
partners’ culture, labour market and legal
restrictions (more countries involved, more HR
policies variation);

Some HR policies may be not negotiable (i.e.
ethical, environmental, safety), while others
locally adaptable (i.e. working hours,
compensation, benefits);

Each partner may have different priorities;

Phase 4 —
Advancement &
Beyond

e Learning from the partner(s)

e Transferring the new knowledge
to the parent companies and to
other locations

Learning and adjustments are necessary for the
long-lasting relationship;

HRM system including top management support,
staff rotation, staff training and development, site
visits, rewards and recognition can stimulate
knowledge and information flows.

Source: Adapted from Schuler & Tarique, 2012a, p.398

53




International HRM: Developing HR Practices in an Italian Pocket Multinational: Sirmax Case Study

2.4 Sirmax’s international path

Sirmax is an international supplier of plastic compounds and resins, which produces
mostly polypropylene (PP) and engineering plastics (EP) that are supplied in a variety
of markets such as automotive, power tools, electrical and appliances. For instance, to
name a few, Sirmax serves FCA, Mercedes, Peugeot, Whirlpool, Electrolux, Bosch.

It was born in 1999 in Cittadella (Italy) from the merger between two companies, Max-
plast and Sirte.

Today, Sirmax counts 300 million euros of turnover, 70% of this abroad, and more than
400 employees. Having also an independent property, it is possible to state that Sirmax
recently became a pocket-multinational.

Since the first sales office’s opening in Milan, Sirmax tended to diversify end markets
for its products and to catch opportunities from the internationalization process which is
the key factor of the successful growth of the company.

The firm’s competitive advantage is based on its flexibility and its focus on the custom-
er's requirements, as the firm tries to be a local supplier on a global scale, its continuous
investments in R&D which lead to a wide range of high tier materials, and its financial

stability which allows to tackle opportunities in the market®.

2.4.1 Strategy

The internationalization process which Sirmax is still facing derives directly from the
evolution of the industry: as it is not going to vertically integrate, in order to thrive in
the market and pursue its global presence strategy, the company has developed during
the last decade a broad expansion.

Two different phases stand out in the firm’s path. The first involves the establishment of
production facilities and the development of distribution channels. This process allowed
the company to increase production capacity and to develop organizational capabilities.
In the second phase, once the company evaluated the potentiality of new markets, it un-
dertook a rapid global expansion through mergers and acquisitions and alliances. Both
national acquisitions (as showed in Figure 10) and cross-border alliances (Figure 11) al-
lowed the company to expand its business and the presence in different countries.

It is possible to state that the firm’s strategy is “multi-country” and “multi-product”.

1 Source: www.sirmax.com
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Figure 10  Timeline of national expansion
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Firstly, the company established sales offices in Milan (ltaly), Frankfurt (Germany),
Lyon (France) and Barcelona (Spain) and then established an own plant in Kutno (Po-
land) to serve the Eastern Europe market. There were a multiple reasons for the compa-
ny to engage in these first international operations: first, sales offices, even if more cost-
ly than indirect export, allowed the company to get rapidly market information and to
get in touch with important clients with which make deals; second, Poland was expected
to grow rapidly due to the presence of a district in which were present big Sirmax’s cli-
ents; third, Poland was culturally closer to Italy than Russia or Turkey (other two im-
portant areas served by the firm) and was functional to identify new emergent markets.

Thus, Sirmax proactively moved to that country.

Figure 11  Timeline of international expansion
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More recently, in addition to the acquisition of Nordcolor, an Italian company that pro-
duce polymers and tailor-made compounds, the firm started to expand beyond the Euro-
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pean borders. The lack of strong legal restrictions and the cultural similarities allowed
Sirmax to perform greenfield investments in Brazil and Indiana (United States) instead
of alliances. Finally, in 2017 established an equity joint venture in India with an Indian
partner, Autotech, an Indian compound producer.

While in the US and in Poland the company exploited tax-incentives provided respec-
tively by the US government and by European Union, in India it was not possible to
make a greenfield investment due to legal restrictions on foreign companies.

The various locations where Sirmax established were decided on the base of the equal
distance between suppliers (procurement source) and clients (end market) in order to
save money from transportation costs.

Despite the wide expansion, Sirmax decided to centralise the all the strategic functions
in order to consolidate its competitive advantage as well as the R&D department estab-
lished in the headquarters. On the contrary, production and distribution activities are
spread in all the key market areas.

However, this expansion entailed not only strategic movements, but also organizational
developments. Indeed, the company needs to understand how to organize its worldwide
operations in order to be sustainable over time. Efficiency and effectiveness can be
reached through the appropriate management of human resources and through a func-

tional coordination system of operations.

2.4.2 Organizational Structure

In Figure 12 and in Figure 13 are exhibited the organizational chart respectively of 2012
and 2017.

In the first picture, it is straightforward to note that Sirmax adopted an organizational
chart based on a functional structure. Only the sales function is divided in different geo-
graphical areas where each branch manages and controls a specific market or usage of
the firm’s products.

Regardless of the entry modes, foreign production operations could trigger the grouping
of all international activities into separate international divisions (Dowling et al., 2017).
Sirmax did not need to organize operations in such way.

Gradually, even increasing production capacity and operations abroad, the company’s

structure has remained mostly the same. All international activities were up to each
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functional manager that worked together with the local managers of the diverse subsidi-

aries.

Figure 12  Sirmax's
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Figure 13  Sirmax's
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Basically, at the end of 2017, the production function and the sales function changed. In
the former, were introduced new products and the function was divided in two product
categories. In the second function, instead, the firm divided the business in four end-use
divisions: automotive, home appliance, compound and general distribution divisions
have an own customer service and at lower level there is a further distinction related to
the served geographical areas.

While the first figure represents the organization at the end of the first expansion phase,
the second represents the organization after the second one: the greenfield investment in
Indiana, the acquisition of Nordcolor and the joint venture with Autotech in India are
three different operations that contributed to increase firm size, but also organizational
complexity.

Comparing the two organizational charts, it is straightforward to note that the firm’s or-
ganization has rapidly and considerably broadened in few years with completely differ-
ent operations and with different managerial, institutional and cultural implications.
Sirmax in its international operations tended to structure its subsidiaries as “miniature
replicas” of the domestic organization (Dowling et al., 2017).

However, both organizational charts lack of the HR function: each manager organizes
and manages their team on the base of their activities and needs.

Until 2013, the organizational complexity faced by the company was much lower than
the one presented in Figure 13. The international operations gave a considerable contri-
bution to the actual organizational issues.

Even from the turnover (Figure 14a) it is possible to highlight the change and the
growth that the company experienced. From 2013, the Sirmax Group’s turnover is ex-
pected to almost double in 2018. Within few years the company became a stronger
player in the global market. Foreign subsidiaries are expected to contribute for 1/3 of
the Group’s sales. Moreover, from 2015 the sales in foreign markets have had more
weight than sales in the domestic one. This means that while in the past the company
sold its product mainly in the domestic market, now it is going to sell them more
throughout the world.

Although the company is capital intensive, it is highly automated and does not require

much workforce. In other words, it is not mainly labour-cost dependent.
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However, it is interesting to understand why and how the company succeeded in man-
aging such complexity without formalizing HR practices.

In the next paragraph will be presented the actual organization of human resources and
the implemented HR practices.

Figure 14  Sirmax's turnover
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2.4.3 Human Resource Management Practices

At this moment, as an emergent medium enterprise, Sirmax is managing its human re-
sources using an ethnocentric approach and so, centralising all the decisions at head-
quarters level.

Even if it became a pocket multinational, HR practices are not formalized, yet. Just ad-
ministrative tasks (i.e. workforce’s compensation) are formally performed on a regular
basis.

The management of each functional team is up to the senior manager that organize and
coordinate his/her members according to the specific needs of the function. In case of
variations or requests, especially regarding career promotions, increase of salaries,
and/or increase/reduction of workforce, senior managers should discuss the matter and
propose how to organize the department with the Chief Financial Officer (CFO) and/or
with the Chief Executive Officer (CEO).

The general human resource management is up to the CEO. At the hearth of this com-
pany there is indeed the figure of the entrepreneur that decides in general on all the mat-
ters, including for the management of its workforce. However, the CEO focuses on how
best organize the company and sometimes delegates practices to other colleagues. Then,
each functional senior manager is responsible of its functional teams and the administra-
tive office cares about administrative tasks, as exhibited in Figure 12 and 13.

While variations happen few times per year, every trimester it is evaluated the possibil-
ity to increase or decrease staff on the base of market forecasts and conditions.

As long as the firm grew over time, the number of international activities increased sub-
stantially. These were grouped in a matrix which integrate more than one dimension
(i.e. function and area): every employee or line manager respond to both HQ’s function-
al senior-manager and to the local manager.

Increasing in size, the firm was characterized by difficulties in the communication and
information flow, and in reaching operations’ efficiency. For example, the number of
emails that each senior manager receives are much higher than before.

Sirmax does not have currently an HR department and an HR strategy that configures
how HR practices should be formalized and how people should be organized.

Some HR practices like compensation calculations are outsourced to consultant (or to

online platforms in the United States) that collects data of the workforce.
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Career advancements are suggested by local managers and decided together with the
HQ senior managers according to their feelings and perceptions after a co-worker
achieved its objectives.

Objectives are set on the base of the function: for example, a sales manager is evaluated
according to how many clients he/she brought, or for their goods sold; other parameters
are savings for procurement managers, product quality and stock turnover for produc-
tion managers, or number of prototypes created for R&D managers.

Having not such a big structure, career advancements cannot be done to many individu-
als, but just to the ones that deserve it or at least, in an evolution phase, an employ-
ee/manager may be rewarded becoming team-leader.

Thus, without an HR strategy it is not possible neither to implement a systematic per-
formance appraisal to give a feedback on employees’ actions because in this case they
would expect something in exchange as an increase of their salary or a promotion.
Moreover, executive managers may place other priorities before these objectives ac-
cording to circumstances.

Nevertheless, to some individuals was given the possibility to contribute to the organi-
zational and financial performance of the company through international assignments.
At international level, Sirmax wants to maintain control over its newly established sub-
sidiaries through staffing PCNSs in key positions.

Now, the expatriates are 4 in Poland (over 75 employees), 5 in Indiana (over 25 em-
ployees) and 2 in Brazil (over 15 employees). Only in Brazil, expatriates are not placed
as head of the subsidiary due to the lower contribution of that affiliate and to the contex-
tualities of the country. Thus, a qualified PCN is the head there.

Usually these assignments last 3 years. Most of the times, who takes part of an interna-
tional assignment are from 2 to 5 people, including a production manager, a sales man-
ager, an employee, a quality manager and/or a financial manager. Expatriates contribute
to organizational performance having a support and training function for host-country
nationals, especially for what concerns the utilization of technologies, and gaining
knowledge of the foreign market and national culture.

Subsidiary managers formally report all the information to the various functional heads.
The organizational baggage evolves over time based on collective understanding and

experience from past actions undertaken. Indeed, their knowledge contributes to the
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output of the organizational learning capability of the firm: they help the firm to antici-
pate and understand better the customer needs and the competitive situation. Moreover,
they are useful to process information faster and to develop new products, processes or
systems which allow the firm to achieve a competitive advantage.

Furthermore, frequent visits by HQ managers as well as expatriates favoured the inte-
gration of the Italian mindset and organizational culture in the host country.

As concerns training and development, sporadically the firm provides programmes for
their managers who are considered to be excellent and to have potentiality. For instance,
the company financed a master in the United States to Lorenzo Ferro, the actual local
manager of the plant in Indiana.

However, English-language courses are provided for Italian and Polish employees and
training programmes are made for new entrants. Since train many people is not an easy
task, the company prefers to hire one or few individuals in different time lag. Moreover,
the employees are mostly selected for their skills and experience and they are likely to
learn on the field (i.e. learning by doing). For instance, a sales manager is likely to start
becoming familiar with the market, clients and products.

To conclude, Sirmax needs to create an HR department which implement HR practices
for its workforce in order to be more and more attractive for new employees, to provide
a pleasant internal environment and finally to retain people with the design of career

path.

2.5 Conclusion

This chapter introduced firstly a new firm category, the pocket multinational, that is nei-
ther a small enterprise nor a large multinational corporation. It stands in a middle posi-
tion and human resource management is not yet fully considered as a key functional ar-
ea.

Then, the chapter retraced the path that small firms experienced in terms of organiza-
tional structure and design. It highlighted how these firms can grow pursuing its busi-
ness strategy and change becoming firstly medium enterprises (i.e. pocket multination-
als) and, in general, multinational enterprises, until to become large multinational cor-
porations.

Therefore, since the beginning, these firms experience many different organizational

stages with a diverse pace. Organizational structures are likely to vary for many reasons
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(Dowling et al., 2017) and human resources need to be managed differently, but careful-
ly, in the growth phases and in the international operations, including M&As and inter-
national joint ventures.

Virtuous pocket-sized multinationals that have developed original business models ca-
pable of combining different traits of entrepreneurship, might become important player
in the international competitive arena as Sirmax became recently: combining creativity,
product and management culture, and relational capabilities, Sirmax was able to define
technological solutions and business strategies in a growing and complex organizational
structure (Coltorti et al., 2013).

The latest events experienced by Sirmax contributed in increasing the organizational
complexity. They constitute a point of no return because the company increased its pro-
duction capacity through horizontal integration and greenfield investments.
Surprisingly, Sirmax faced this evolutionary path and was able to grow and succeed in
its strategy just structuring a high-skilled management team. Indeed, so far, the firm did
not have the need to implement and control HR policies and the human resource man-
agement correspond to the figure of the entrepreneur.

Increasing in size, the organizational form varied substantially, and it needed more and
more to coordinate and control its international operations through formalized coordina-
tion mechanisms. Next chapter will analyse the factors that allowed the company to sus-
tain such a big and complex organization even without formalizing human resource pol-

icies and practices.
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3. CHAPTER

COORDINATION MECHANISMS
HEADQUARTERS-SUBSIDIARIES

3.1 Introduction

Companies that compete on an international arena can have an additional source of
competitive advantage relative to their purely domestic rivals: they can benefit from co-
ordinating activities across different countries domains.

Building a plant in another country is not enough to state that the parent company has
full control over the subsidiary’s operations because this latter must be linked to the
headquarters and to the other units in certain way.

In general, an international manufacturer can shift production from a plant in one coun-
try to a plant in another to take advantage of exchange rate fluctuations, to cope with
components shortages or to profit from changing wage rates or energy costs. Production
schedules can be coordinated worldwide, and efficiencies can also be achieved by shift-
ing workloads from where they are unusually heavy to locations where personnel are
underutilized.

As explained in the previous chapter, Sirmax moved abroad to be closer to its big cus-
tomers and to benefit especially from transportation-cost savings.

A key process of internationalization is the systematic transfer of practices and
knowledge in which information and skills flow from one organization to another and

complete an organized exchange of practices between entities.

In Sirmax there was not a formalized exchange of practices, but this transfer

was made indirectly from the headquarters to every subsidiary.




International HRM: Developing HR Practices in an Italian Pocket Multinational: Sirmax Case Study

So far, Sirmax has organized its internal functions giving human resources
responsibility and functional practices implementation to each senior man-

ager who organizes international activities with an international team.

Nevertheless, a critical role was played by trust: to sustain its organization,
it was crucial for Sirmax’s headquarters to have on the other side trusted and
reliable people who control local operations and communicate all the infor-
mation. In some subsidiaries (i.e. USA and Poland) expatriates PCNs were
used as reliable figure, while in others (i.e. Brazil and India) the company
trusted HCNs that have proved to be reliable too. As a whole, the variety of

relationships with subsidiaries’ managers follow different logics.

However, this chapter analyses the factors that allowed Sirmax to not collapse manag-
ing such a big organization without formalizing policies and practices for its human re-
sources. Three main elements helped the firm to move forward in its business strategy
without complex issues: centralization of decision-making process, control of opera-
tions ex-post through the alignment of information systems and human resources’ deci-
sions made by the entrepreneur

In the chapter, these elements will be analysed using a lens that allow to identify inter-
nal and external variables that influence the way in which MNEs carry on their interna-
tionalization process after the initial investments.

In the first paragraph will be introduced the forces that influence the MNES’ decision-
making process at international level and the need to carefully balance the trade-off be-
tween global integration and local responsiveness. In doing so the firm must take into
account many elements, including home- and host-country effects on decision-making.
Then, in the second paragraph, it will be clarified the extent and the manner by which
the headquarters is going to transfer and replicate its organizational practices inside the
diverse entities. Finally, the firm must evaluate methods and logics behind the trade-off
integration-localization. It must find an appropriate balance between the drivers that al-

lows to coordinate and control international activities, processes and human resources.
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3.2 The global challenge in transferring HR practices

In a complex global scenario characterized by more diverse environments, HR depart-
ment plays a crucial role in facilitating knowledge transfer and exchange inside and out-
side local communities and on a global scale. The ability to transfer knowledge and or-
ganizational practices across multiple locations is a potential source of competitive ad-
vantage for MNESs because it provides consistency throughout the organization. The uti-
lization and replication of knowledge and practices depend on the context, history and
people (Maimone, 2018).

This attitude, converge into the high-performance work system (HPWS) which deline-
ate a set of horizontally and vertically aligned work practices and employment practices
that stimulate the abilities and motivation of employees (Becker & Huselid, 1998; Ev-
ans & Davis 2005; in Garaus et al., 2016): horizontal alignment refers to coordination
between HR practices, whereas vertical alignment refers to coordination between HR
practices and firm strategy (Garaus et al., 2016).

As concerns HR practices coordination, researchers have been focused on the complexi-
ty related to the trade-off between centralization and decentralization of HRM practices
(Ahlvik et al., 2016). Multinational firms often struggle to transfer practices among
their culturally and geographically dispersed subsidiaries.

Typically, when a company established subsidiaries in more foreign countries, tensions
on decision-making and on practice transfer will emerge between the parent company
and its subsidiaries. The core issue for a company is whether a subsidiary has the possi-
bility to decide and manage autonomously human resources or whether it is bound by
the headquarters’ decisions (Smale et al., 2013; Lazarova et al., 2017). In other words,
since a foreign subsidiary is not an independent entity and resides in a host country, it is
confronted with isomorphic pressures from both HQ and local institutions (Kostova &
Roth, 2002) and the firm needs to solve the trade-off between local responsiveness at
the subsidiary unit and global integration imperatives at parent headquarters.

On the one hand, the demand for local responsiveness at subsidiary unit stems from fac-
tors such as differences in market structures, distribution channels, customer needs, lo-
cal culture and pressure from the host government. On the other hand, the headquarters
needs a more centralized global integration because the firm has multinational custom-

ers, global competitors, an increasingly rapid flow of information and qualifying tech-
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nologies that allow to achieve economies of scale through large production volumes
(Dowling et al., 2017).

Nevertheless, the tension concerns not only market strategies with which approach local
customers, but also organizational strategies which entail the organization of MNE in-
ternational structure and the implementation of HR practices. Complexity arises and be-
come evident when MNEs attempt to integrate HRM practices in the various units re-
gardless of their geographical location. Tensions and the related dilemma are briefly de-

scribed by Oppong’s (2018) construct showed in Figure 15.

Figure 15 Cross-border dilemma
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Source: Oppong, 2018

Nowadays, there is an active debate on this topic and many authors concentrated their
attention in how country-of-origin business system and host-country business system af-
fect decision on international HRM policies and practices (Ferner et al., 2001).
Coordinating and controlling cross-border operations became crucial for MNEs which
have to transfer abroad a certain extent of HRM practices and policies which in turn
may meet country-specific requirements during their implementation.

Since HRM implementation in foreign subsidiaries still represent a managerial chal-
lenge (Evans et al., 2011; in Ahlvik et al.,2016), it is important to address the drivers
that support global integration or local responsiveness, including some backgrounds that

are at the base of the dilemma.
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Before doing that, analysing the different aspects of this trade-off, it is important to take
into consideration the real intentions of the parent company in transferring and imple-

menting HRM practices into foreign units.

3.2.1 Aligning people, processes and systems and corporate intentions
Regardless of the market strategy, MNEs may have heterogeneous corporate intentions
about the manner and the extent of transferring HRM practices in foreign units. It may
vary depending on type and role of subsidiary (Ahlvik et al., 2016).

In the international context it is important for an MNE to foster the interunit coordina-
tion and alignment. This challenge can be overcome through the alignment of all the in-
ternal factors related to HRM, including people, processes and systems, with the overall
corporate intentions of the parent company.

Morris et al. (2009) conceptualize “alignment” as the willingness of the company to
share common goals and vision (people alignment), to provide shared phases or guide-
lines in how work needs to be done (processes alignment), and to have integrated or
common technologies and platforms (systems alignment). These internal alignments are
necessary for the organizational growth. Moreover, these have positive effects on a sub-
sidiary’s replication capability because uniformity makes replication easier: before
aligning people, the firm must align formal systems and processes which allow infor-
mation to flow rapidly and makes subsidiary understand how to efficiently replicate
practices (Morris et al.,2009).

Here, the extent to which the subsidiary will be able to relate to and absorb the
knowledge embedded in practices transferred from the headquarters depends on the op-
erational and HRM capabilities (Cohen & Levinthal, 1990; in Ahlvik & Bjorkman,
2015). These are crucial for the implementation of practices given the fact that may de-
crease lead time. Therefore, the firm should first align processes developing common
templates, platforms, informal norms and guidelines about how HR should be carried
out. Furthermore, it is very helpful having aligned or integrated information systems
which allow to transfer and share information and knowledge efficiently (Morris et al.,
2009).

In the second instance, people must be involved in the process and in the discussion
providing them all the information. They share cognitive schemas of the overall firm

objectives and the nature of internalization is more personal and attitudinal. So, they
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need to be motivated and they must understand why it is useful to adopt a set of com-
mon practices in the firm. It requires a different approach, such as building relational
social capital, which facilitates integration and implementation of practices (Ahlvik &
Bjorkman, 2015; Morris et al., 2009).

The overall alignment of people, processes and systems leads to the alignment between
the implemented HR practices in the subsidiary and the corresponding corporate inten-
tions. Moreover, the alignment is the result of corporate adjustments in order to accom-
modate specific needs of the subsidiary (Ahlvik et al.,2016). Indeed, the headquarters
should operate as an active player: local HR managers should communicate needs and
constraints effectively whereas corporate HR managers should interpret carefully the
stages of transfer (Ahlvik et al.,2016) and should provide a helpful compromise to de-
termine how the practice should be done and/or how to satisfy local needs.

Administrative heritage

According to Bartlett and Beamish (2011, p.218-219), MNE managers found increasing-
ly difficult to define organizational structures that reflected their more complex interna-
tional strategies: they recognize that formal structure was a powerful but blunt instru-
ment of strategic change. Therefore, managers should be reoriented by the firm in think-
ing and reshaping its core decision-making capabilities.

Furthermore, an industry analysis can point company’s external competitive challenges
and market needs. The MNE’s ability to meet those external opportunities and threats
will depend on and will be greatly influenced — sometimes positively, sometimes nega-
tively — by its existing internal world. It is exactly in this last element that it is essential
to focus in order to understand how internationalization changes the organization.

The authors suggest examining how firm’s internal factors influence its ability and will-
ingness to change: each company is influenced by the path by which it developed its or-
ganization (its organizational history) and the values, norms and practices of its man-
agement (its management culture). Collectively, these factors constitute what the au-
thors call company’s “administrative heritage” (Bartlett & Beamish, 2011).

Even when companies compete in the same industry, their different heritages usually
led them to adopt very different strategic and organizational models.

For global firms, focus on its heritage is much more critical as the international organi-

zation will operate across a wide variety of competitive environments and yet somehow
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balance these diverse social, political, and economic contexts with the requirements of
the original home context (Dowling et al., 2017).

To the same extent, MNEs that are now expanding from developing countries are char-
acterized by management mentalities shaped by cultural norms of their home countries,
in addition to the host-environments into which they are expanding (Bartlett and
Beamish, 2011). However, any organizational transformation must focus at least as

much on the company’s home country as on which host-country it wants to expand.

3.2.2 Drivers for global integration and centralised decision-making
MNESs’ headquarters wish to reduce the degree of asymmetry between subsidiary’s im-
plementation of certain HRM practices and corporate intentions (Ahlvik et al., 2016)
and to reach consistency and transparency in the overall structure.
In pursuing global integration strategy (or standardization) in human resource manage-
ment, MNEs aims to foster the feeling of an equal treatment among geographically and
socially distant managers and employees involved in cross-border activities.
Global integration is seen as an attempt of the MNE “to control the HRM policies and
practices of their subsidiaries and to ensure coordination of the policies and practices
across their subsidiaries” (Smale et al., 2013). So, control and coordination are the key
elements that mark the global integration strategy. The former is a process in which a
person, team or organization determines or intentionally affects the actions of the others
(Baliga & Jaeger, 1984; in Smale et al., 2013). Headquarters regulates and defines
MNES’ activities with its authority in order to align them with the headquarters’ expec-
tations (Belizén et al., 2016; Smale et al., 2013; Ahlvik et al., 2016).
Coordination, instead, refers to the means by which

“different parts of an organization are integrated or linked together to accomplish a

collective goal” (Martinez & Jarrillo, 1989; Van de Ven et al., 1976; in Smale et
al.,2013).

It may vary significantly between the different subsidiaries around the world (Wolf,
1997; in Lazarova et al., 2017)

Control and coordination mechanisms are used jointly to achieve consistency in interna-
tional business activities across borders (Kim et al., 2003; in Smale et al., 2013) and a
uniform system facilitates administration processes by increasing operations efficiencies
(Morris et al., 2009)
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In the expansion of international activities, foreign subsidiaries are often structured as
exact reproduction of the domestic organization or of another subsidiary.

In case of a large multinationals, it is plausible that cross-border operations are managed
at least similarly in order to pursue an ongoing multinational or transnational corporate
strategy supported by the related organizational structure and culture (Dowling et al.,
2017). For example, American MNCs such as Procter & Gamble or IBM usually tend to
have standardized HRM practices like recruitment and training (Pudelko & Harzing,
2007).

A global integration strategy entails a centralized HR decision-making process which
secures an alignment of practices and procedures around the world. Centralization fa-
cilitates communication and knowledge transfer and enhances continuous learning from
the network of subsidiaries (Bartlett and Ghoshal, 1989; in Lazarova et al., 2017).

The major advantage of developing highly internally consistent HR practices can lead to
increased efficiency and enhanced subsidiary performance because the company has no
duplication efforts and can achieve economies of scale and synergies learning from one
another (Morris et al., 2009; Janssens, 2001; Lazarova et al., 2017).

As concern control mechanisms, the headquarters must establish whether to adopt uni-
form or diversified control’s mechanisms taking into consideration the international or-
ganizational structure (i.e. functional, global product division, national and/or regional
divisions or matrix). Headquarters can choose the appropriate mechanisms through
which communicate the desired intentions and facilitate implementation.

Kim et al. (2003) provided a useful classification of the different modes of integration
mechanisms used by MNEs to coordinate with the various subsidiaries: centralization,
formalization, people and information (Figure 16).

Formal HRM control includes the first two control mechanisms, namely formalization
and centralization. Both refers to

“the extent to which headquarters places emphasis on standardized HRM processes

and procedures and enforces formalized HRM rules and policies in the subsidiary”
(Ahlvik et al., 2016, pp. 344-345).

These mechanisms are recalled and analysed by authors such as Smale et al. (2013) and
Belizon et al. (2016) who identified the different uses of these integration modes across

a set of different HRM practices, including financial compensation, performance ap-
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praisal systems, recruitment and selection, training and development, employee in-

volvement and industrial relations.
Figure 16 Integration modes
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Source: Belizén et al., 2016, p.541; see also Kim et al., 2003.

Centralization

The first mechanism is the “centralization-based integration mechanism” (or “central-
ized strategy of control”) that refers to circumstances where decision-making authority
is centralized and resides at MNE’s headquarters (Kim et al., 2003; Smale et al., 2013;
Child,1972, p. 163; in Belizon et al., 2016). It can operate from the central HQ or from
other top levels as regional or divisional HQs, where there is a clearer understanding of
needs and goals of the business (Kim et al., 2003; Belizon et al., 2016). The objective of
this mode is to limit the HR decision autonomy of the subsidiary, since MNESs wishes to
align HRM strategy with corporate strategy, regardless of complex institutional and cul-
tural arrangements (Smale et al., 2013).

Centralized decision-making is likely to be used in HRM issues that are less influenced
by the social and cultural context and are financially sensitive having a closer link with
performance. For instance, differently from salaries for professionals and managers that
are subject to local labour market rates, criteria and methods to assign financial rewards
and compensation, including the ones for expatriates, are less local-context bound
(Smale et al., 2013; Ahlvik et al., 2016).

As concerns Sirmax, the centralization of decision-making process was the

first mechanism that allowed the firm to manage human resources in the
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growth. The firm use the nickname “Cittadello centrico” deriving from the
name of the headquarters’ city, Cittadella, to express that the firm adopted
an ethnocentric approach: the firm centralizes all the functions and decisions
in the headquarters and from there it coordinates with the other units.

Its administrative office centralizes all the decisions regarding compensa-
tions, benefits and rewards for all the employees around the world. Moreo-
ver, controlling function of subsidiaries’ activities is centralized there, too:
every trimester each subsidiary must draft and update their balance sheets,

income statements and cash flow statements.

Formalization

“Formalization-based integration mechanisms” (or “bureaucratic control mechanisms”)
are informal/bureaucratic means by which standardized work procedures, rules, policies
and manuals are codified and transmitted to/from subsidiaries and to/from the headquar-
ters.

The awareness of the technical nature of implementation and integration processes im-
proves the ability of the parent company to transfer practices. These can be transferred
as integrated wholes or broken down and transferred separately (Ahlvik & Bjorkman,
2015).

To support the transfer, the HQs can give detailed instructions regarding how the trans-
ferred practices should be integrated with existing practices (ibidem).

Formalization modifies and binds behaviours and restrict subsidiary’s discretion in de-
cision-making (Ouchi, 1977, 1979; in Ahlvik et al., 2016): uniform expected individual
behaviours and organizational processes facilitate vertical control (headquarters-
subsidiary) as well as the horizontal one (between subsidiaries) (Smale et al., 2013). Of-
ten, headquarters wants to keep informed about HR activities and issues on a regular
and on-going basis. HRM issues can be directly reported through cost-efficient infor-
mation channels (e.g. HR shared services centres (HRSSC) or electronic HRM (e-
HRM)) or an extensive use of reporting systems or check lists (Ahlvik & Bjorkman,
2015; Smale et al., 2013). In this way, routines, practices and policies can be trans-

ferred, checked and implemented by the headquarters (Belizon et al., 2016). In the case
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of performance appraisal, for example, it is important for the company to have similar

and coherent procedures and criteria across different subsidiaries (Smale et al., 2013).

Every day in Sirmax data regarding for example sales, new orders, handled
orders but not recorded, and so on, coming from the various subsidiaries are
summarized in standardized report. These data are extracted through a Busi-
ness Intelligence (BI) system and analysed by the HQ managers who month-
ly check the margins in terms of products, clients, markets and so on.

Moreover, working in teams and with a matrix configuration, it is important
for the headquarters to ensure control over subsidiaries. Thus, it is necessary
to have expertise in every matter that once defined standards and guidelines,
they are responsible and care about internal issues of each country. For in-
stance, Sirmax is introducing an “operational excellence system” that allows
the headquarters to control the activities that are delegated. In the produc-
tion process would mean having standardized practices and ways of doing

things with the HQ staff available for any request or forthcoming need.

People

The third mode involves the use of people and for this reason is called “people-based in-
tegration mechanisms”. In the centre of this mode there are international assignees: ex-
patriates, in addition to transmit corporate values to the local employees, are means by
which the headquarters can closely supervise subsidiaries’ activities (Belizon et al.,
2016), even allowing a certain degree of local responsiveness for the diverse HR prac-
tices under their control (Smale et al., 2013). Indeed, it is the only mechanism that does
not tend exclusively to the integration of processes, but, encompassing both HQs’ and
subsidiary’s perspective (Ahlvik et al., 2016), they act to large extent as a key modera-
tor of the tension (Kawai & Strange, 2014). Expatriates are the key figures that experi-
ence more deeply the tension in the implementation of practices, since they have a more
long-standing social ties with HQs and fewer communication problems than HCNs
(Gupta & Govindarajan, 2000; in Ahlvik et al., 2016). For instance, when host-country
factors come to light and cannot be ignored during the implementation, expatriates may
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become very worried and find difficulties in managing and sustain the tension as the
headquarters demands are equally difficult to ignore (Oppong, 2018).

Furthermore, MNEs are increasingly using internal HR networks, HR communities of
practice (Smale et al., 2013) and HRM international committees (Belizon et al., 2016)
to reduce distance among HR managers and to foster a uniform integration of interna-

tional HR practices.

In Sirmax, this kind of integration is not yet formalized, but the informal
contacts between HQ’s managers and subsidiaries’ ones are almost daily,
except with the Indian joint venture with which relates more rarely. In tele-
phone calls or video-calls the HQ managers are interested in understanding
problems, contingencies and differences from the HQ standards and guide-

lines that the local manager observed in the short and medium period.

The management of people is important also to facilitate the transfer of knowledge,

know-how and best practices across units, especially at the beginning.

Therefore, frequent visits of the HQ managers to the subsidiary help local
managers to learn and understand the ways of doing things and to feel closer
to the parent company. Moreover, corporate staff creates value for the firm
involving themselves in subsidiaries’ affairs. HQ’ staff assists local staff and
is directly engaged in day-by-day subsidiaries’ operations and find solutions
to potential local problems.

From the HQ manager perspective, visits are necessary to identify local is-
sues and address feelings of local employees (Cheng & Yu, 2012). Not al-
ways advancements can be noted through video-conferences: face-to-face
contacts between subsidiary managers and corporate staff help to understand
the perception, satisfaction and problems of local managers (Dowling et al.,
2017). In doing so, it is crucial for the HQ manager to have a flexible mind-
set when facing different points of view in order to bring shared thoughts

back to concerted schemas.
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While traditional contingency logic emphasizes the separation of the different levels of
an organization, this kind of organization emphasizes a greater interdependence be-

tween corporate and subsidiary activities (Decreton et al., 2017).

Although most of the activities are performed by managers, in case of im-
portant issues, the CEO and the owners decide on the matter. According to
the centralised decision-making model typical of SME, the authority to take
decisions is up to the parent-firm executives who determine the likelihood
of adopting an internal practice in a subsidiary (Chang & Yu, 2012). Indeed,
a second important element in the management of human resources in
Sirmax is the fact that having not the need to formalize policies and practic-
es, the owners, especially the CEO, were central to the decision-making
process. In other words, they delegate activities to other colleagues, but in
case an issue arises, including a HR issue, they are the ones that decide as a
last resort. Incorporating all the assessments into their judgements, execu-
tives finally decide on the alternative practices avoiding internal conflicts
and resistance from the subsidiary (Chang & Yu, 2012) and overcoming

(HR) inefficiencies and.

Information-systems

Given the fact that people are separated by geographical distances, “information-based
integration mechanisms” are powerful means that enable the firm to codify knowledge
and practice and make it easier to understand for the workforce (Morris et al. 2009).
This category includes databases, employee intranet, electronic manuals and storages,
messaging systems and other technological systems with which it is possible to com-
municate, to share information and collect data (Belizon et al., 2016; Morris et al.
2009). Moreover, having standard platforms, each subsidiary can understand objectives
and preferences of the other ones (ibidem). This mode is used to integrate performance
appraisal systems and compensation systems (Belizon et al., 2016).

As concerns Sirmax, information systems are established just for adminis-

trative tasks and not for the management of human resources.
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Despite the lack of a formal HR system, it was crucial for the firm invested
on and installed the software S.A.P. in the headquarters and, even with some

difficulties in its subsidiaries.

The overall alignment of the information system in diverse units allowed the
firm to codify and standardize administrative practices in a common lan-
guage. In this way, the headquarters can reduce the likelihood the subsidiary
come upon problems and it can centralize control reducing subsidiaries’ au-
tonomy. Most importantly, in this way the headquarters has the overall
management control of all the activities from the performance audit. In oth-
er words, thanks to information systems, the firm, looking at financial re-
sults and key performance indicators (KPI), has the indirect control on

workforce performance.

Country-of-origin effects

There is evidence that MNEs are embedded in their home-country business system
which influences their behaviour and their conduct of human resources and industrial
relations issues at an international level (Ferner et al., 2001).

Country of origin effects and senior managers attitudes are likely to influence the way in
which the parent company behaves. MNEs are shaped by their country-of-origin’s insti-
tutions and they attempt to introduce parent-country based HRM practices in their for-
eign subsidiaries. This is especially the case in an ethnocentric firm (Dowling et al.,
2017). For instance, in a parent firm with many years of experience operating in the
home-country (“old firm”), the executives with little international experience may as-
sume similarity between countries and transfer HR practices regardless the context
(Cheng & Yu, 2012; Dowling et al., 2017); alternatively, executives, under uncertainty,
may replicate internal standard practices also in their affiliates as a way to repeat past
successful experiences outside the home-country institution (Cheng & Yu, 2012).
Country of origin effects are stronger when MNESs enter in non-restrictive local envi-
ronments than in very restrictive countries. For instance, a country might be more strict-
ly regulated such as Spain or Germany, or less regulated such as UK, and MNEs are

likely to behave differently in these countries (Ferner et al., 2001; Dowling et al., 2017).
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3.2.3 Drivers for local responsiveness and autonomy in decision-making
Multinational companies face significant challenges in the attempt to replicate domestic
HRM practices. These challenges are particularly visible when the company operates in
different institutional and socio-cultural contexts. There is evidence that HR is the or-
ganizational function that is most closely linked to the local environment and most like-
ly to employ local practices (Rosenzweig & Singh, 1991; Rosenzweig, 1994; in Laza-
rova et al., 2017).
MNEs may be more willing to respect and conform to local cultural values, traditions
and legislation, including government regulations, education system and work practices.
In this way, it is possible to realize local responsiveness (Dowling et al., 2017)
Potential contingencies in local standards requirements and restrictions on on-site man-
ufacturing may force parent-firm executives to not adopt exclusively standardised prac-
tices (Cheng & Yu, 2012). HR practices can be designed aligning with locally accepted
practices and with expectations of local workers and complying with local regulations
and legislation.
For example, German MNCs such as BMW or Mercedes, even if in their home country
work in close cooperation with labour unions, in their American subsidiaries tend to
cluster in non-unionized areas. Conversely, American subsidiaries in Germany adapt
their practices in respect of local regulations (Pudelko & Harzing, 2007). Thus, they
will behave differently in the various countries to get congruency.
Furthermore, subsidiary HR managers have to recruit, develop and engage local work-
ers, primarily from local labour markets. They must respect constraints imposed by lo-
cal labour legislation and they must act in accordance to social and cultural customs
(Lazarova et al., 2017).
Local responsiveness implies the decentralization of HR decision-making process. In
other words, manging HR practices locally gives decision autonomy to the local HR de-
partment (Lazarova et al., 2017). Subsidiary HR autonomy is defined as

“the extent to which subsidiaries are free to make decisions independent of HQ

with regards to the nature or HR policies and the content of practices deployed at
the subsidiary” (Lazarova et al.,2017).

In this way, delegation gives more managerial discretion and responsibilities to subsidi-
ary’s managers. Thus, they are able to leverage firm-specific human resources (Kawai
& Strange, 2014).
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It is important to distinguish strategic autonomy and operational autonomy: the former
refers to the possibility for subsidiaries to make and implement strategic business deci-
sions and/or to set an individual agenda (for example, setting HR policies); whereas the
latter refers to the freedom to make daily decisions or how certain activities should be

designed and managed (HR management) (Lazarova et al., 2017).

Sirmax’s headquarters reserves the right to take strategic decisions internal-
ly and to give just operational autonomy to subsidiaries in Poland and Unit-
ed States. The reasons are that HQ managers figure as consultant of local

managers and they are available to help them in solving problems.

The Indian Joint Venture and the Brazilian subsidiary, instead, are treated
different giving them both strategic and operational autonomy: in the for-
mer, local managers have just to follow the guidelines provided by the joint
venture agreement, whereas in the latter, autonomy is due to seniority, di-
versity in communication system (there is not S.A.P. yet), strict tax system

and other country-specificities.

However, involving local managers in decision-making process make them
feel important part of the organization. More they feel confident and respon-
sible with their job, and more they grow professionally and are motivated to

work in the company.

Localization strategies potentially foster creativity, customization and innovation across
the entire firm and allow to generate new best practices that might be transferred or
might be helpful to solve problems or catch opportunities (Morris et al., 2016).

The extent of local responsiveness (or localization strategy or customization) depends
on many factors, including: institutional environment, national culture, entry mode, and

role of subsidiary.

Mode of operation abroad

As already explained in Chapter 2, IHRM is directly linked with the internationalization
process of a company and to the way in which the same will enter in the foreign coun-

try. For instance, acquired subsidiaries with pre-existing policies, practices and norms

80



Coordination Mechanisms Headquarters-Subsidiaries

are likely to present greater challenges in terms of adopting practices that resemble
those of the acquiring firm (Ahlvik et al., 2016)

Conversely to the approach used in the other FDIs, in the international joint
venture Sirmax gave up ex-ante to impose its organizational culture and ful-
ly delegates the management of HR practices to the Indian partner that must
do it on the base of a commonly-agreed business plan. In this situation, trust

in the other partner is crucial.

In this scenario, it is important to understand how the company can attain
more synergies exploiting the Indian JV. First, the firm may propose inter-
national assignments not only for PCNs, but also for HCNs. This means that
while PCNs may transfer to a certain extent organizational practices and the
organizational culture, HCNs may understand the Italian parent company’s
culture and procedures through a cross-cultural training and an inter-firm
training on practices and activities that in the future might be implemented

as “best practice”, once they come back in India.

The role of subsidiaries

MNE’s subsidiaries can take different roles inside the organization. Each unit assumes a
certain complementary position with specific functions in the organizational structure.
The subsidiary’s role defines the expected contribution to the efficiency of the whole
company and identifies how and when the organization is divided up (differentiated)
and/or it is united (integrated). Some subsidiaries may have a stronger bargain power in
negotiating its position with the headquarters and may balance at its favour the tension
getting more autonomy. The main reasons may be that it operates in significant markets
or provide to the whole company function-specific skills that allow it to play a strong
influential role (Dowling et al., 2017). Thus, subsidiaries’ role can differ depending up-
on its function, power and resource relationship, but also initiative-taking, host-country
environment, predisposition of top management and the active championing of subsidi-

ary managers.
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The role of subsidiaries depends on its ability to absorb and to create knowledge (Gupta
& Govindarajan, 1991; in Dowling et al. 2017). Four types of subsidiaries are identified
and are displayed in Table 4.

Table 4 Subsidiary's role

KNOWLEDGE ABSORPTION AND Low ouTFLOW HiGH OuTFLOW
CREATION
Low INFLOW Local innovator: Global innovator
Complete local responsiveness (transnational strategy):
(weak ties with the HQ). provide valuable knowledge and
Creation of specific locall HR practices and policies are
knowledge. developed and transferred to
other subsidiaries.

HIGH INFLOW Implementer: Integrated player:
Relies heavily on other Important knowledge node in the
subsidiaries’knowledge. MNE’s network. Great extent of

Centralized HRM decision- global integration with some
making to HQ. exception of localization when it
is needed.

Source: Adapted from Gupta & Govindarajan, 1991, see Dowling et al., 2017, p.55

Sirmax’s subsidiaries are in part local innovator and in part implementer:
they absorb the knowledge from the headquarters through expatriates and
strategic guidelines provided by each function, but it is given complete local

responsiveness in HRM decisions.

Experiments on new products and test on new practices are made in the
headquarters. Indeed, for example, the R&D department is centralized in the
headquarters and from there new knowledge is spread across subsidiaries.

Although headquarters in general centralizes the development of capabili-
ties, subsidiaries have stood out as initiator and producer of critical compe-

tencies and capabilities.

Sometimes can be observed a reverse diffusion where talented subsidiaries act as new
economic centres for developing best practices and new knowledge and capabilities
(Pudelko & Harzing, 2007). Jimenéz-Jimenéz et al. (2014), found that learning orienta-
tion performs the mediating role between reverse knowledge transfer (RKT) and MNE’s
innovation: exploiting and assimilating the knowledge generated into subsidiaries allow
the firm to foster its learning orientation and as consequence, enhance and facilitate its

innovation propensity.
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Cultural environment

In this globalized world, where companies can reach places and resources through in-
tense logistic and transportation systems, cultural and psychological distances between
countries are probably smaller than before, even if they still are not negligible (Benito &
Gripsrud, 1992). National culture has an impact on the decision of the firm and has a
moderating function in international HRM. People have different way of life and have
different attitudes and behaviours in the workplace. HR managers should take into con-
sideration these elements when are developing HR practices in subsidiaries.

Neglecting the link between HR practices and host-country’s culture may lead to nega-
tive consequences in the form of lack of employee commitment and high turnover rate.

Chapter 4 will address this issue.

Host-country effects and Institutional Legitimacy

Many different elements of the institutional environment such as culture and legal sys-
tems are often specific of a nation, thus, organizational practices are expected to vary
across countries.

MNEs would like to have a common imported HRM policies and practices across their
foreign subsidiaries, but it may be difficult to achieve due to stringent local customs and
employment regulations (Oppong, 2018).

Institutional theory has been widely used for studying organizational practices among
organizations in different environments. Institutional theory considers the firm as a so-
cial and open system which operates, interacts and competes under the influence of the
external environment (Kostova & Roth, 2002; Cheng & Yu, 2012).

Firms’ practices result from values, norms and beliefs originating in the context of an
environment (i.e., an institution) (Cheng & Yu, 2012). Companies from different coun-
tries operate according to different institutional principles and display different interor-
ganizational structures.

Applying this theory, it is possible to highlight the institutional complexities that organ-
izations face during their growth and the potential opportunities for further develop-
ment. To this concern, the national economic policies play an important role in support-
ing innovation and internationalization. For instance, favourable policies for R&D have
been introduced in France, Germany and Spain, in the last years, such as tax credits on

research expenditure, financing schemes to encourage companies to invest, measures to
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strengthen non-price competition and penetration of international markets (Garofoli,
2013).
Apart from this, it is vital for an international company to achieve and maintain legiti-
macy in all the environments where it is present.
Legitimacy may assume a sociological meaning and it is achieved when

“program, policies and procedures are enforced by public opinion, by important

constituents’ views, by knowledge legitimated through the education system, by
social prestige and by law” (Meyer & Rowan, 1977, p.343).

In their international operations, firms must conform and meet the expectations of most
stakeholders. Get and maintain this legitimacy constitute a challenge that is not always
straightforward to overcome, especially for companies with few international experi-
ences.

Unlike large multinationals, SMEs have fewer tangible and intangible resources and are
thus more vulnerable to challenges and shocks. Besides, SMEs are more susceptible
than large-sized firms to the demands of stakeholders from external environments
(Vachani, 2005; in Cheng & Yu, 2012). For instance, in the manufacturing sector, pro-
duction scheduling and workforce staffing are considered two primary activities that are
generally based on strict legitimate restrictions and social expectations (Roth &
O’Donnel, 1996; in Cheng & Yu, 2012).

Consequently, to comply with the different requests and to face external challenges,

SMEs should have the right capabilities to get legitimacy.

As concerns Sirmax, the firm gives operational autonomy to subsidiaries
about recruitment and selection. One Sirmax’s issue is that its American
subsidiary hires people that are selected by an external consultant and by an
expatriate sales manager. The problem is that there is a tension between the
management of economic resources and human resources and at the end,

without an HR manager, it is likely to put the former first.

Thus, with the increasing complexity it is necessary to know all the legal
and administrative processes, including topics such as security, cultural and

gender discrimination, that prevent the rise of problems.
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Being aware on cross-cultural topics, Sirmax can face issues with employ-
ees through a direct confrontation. In this way, the firm can overcome social
pressures from their stakeholders and avoid satisfying employees with mon-

etary incentives in order to gain legitimacy.

The institutional environment can strongly influence the development of formal struc-
tures in an organization: as organizational practices become institutionalized, they tend
to be accepted and approved by organizational members.

Organizations which share the same environment will employ similar practices and thus
become isomorphic with each other (Cheng & Yu, 2012; Kostova & Roth, 2002; Meyer
& Rowan, 1977).

The adoption of the same or similar practices is explained by the organizations’ con-
formity to institutional pressures driven by legitimacy motives (DiMaggio & Powell,
1983; in Kostova & Roth, 2002), rather than solely and purely efficiency reasons.
Therefore, some practices, after being tested by many early adopters and considered le-
gitimate by key stakeholders, will be broadly imitated by other late adopters (Meyer &
Rowan, 1977).

Certainly, being present in several countries, the organization will experience institu-
tional pressures to adopt different local practices and become isomorphic with each lo-
cal institutional context. The greater the variance of the environments in which the
company operates, in terms of geography, market, technology, and culture, the higher
will be the rate of internal diversity inside the organization that triggers the effective

functioning and coordination of all the processes.

3.3 Balancing the drivers

3.3.1 Institutional Duality

The issue for the company is deciding the extent to which the subsidiary should adopt
internal practices and/or practices deriving from the host-country environment.

It is possible to distinguish two sources of institutional pressures that influence the firm
development. The first is about the “macro environment”: having more than one subsid-
lary located in different countries, the multinational company needs to maintain legiti-

macy within the institutional context of the different host-countries. Firms should fol-
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low the institutional pattern of the host country adopting practices that are common
among competitors and that respect regulations, laws and public opinion.

The second, instead, concerns the “relational context” of the MNE, including relation-
ships with affiliates and “intra-firm relationships” with suppliers, peers, customers, un-
ions and other stakeholders. The subsidiary should conform and comply with the inter-
nally prevalent and standard practices given by the headquarters or the ones collectively
enforced by norms and policies agreed with stakeholders (Cheng & Yu, 2012). There-
fore, it implies that pressures come from direct collaborative relationships with different
entities, not only within the company itself, but also horizontally with other partners.
For instance, customers in a host country may be a source of information to which prac-
tices can be adopted to better serve them or relationships with local suppliers may influ-
ence the adoption of certain production practices (Cheng & Yu, 2012).

As a result, the multinational firm needs to leverage practices on a worldwide basis,
considering all the tensions that lie between the need for a global integration and local
adaptation. Kostova and Roth (2002) call this situation “institutional duality”.
According to the authors, in a large and developed MNE, a subsidiary executive may
unilaterally direct an autonomous subsidiary’s adoption of practices.

The allocation of decision rights from the parent company to the subsidiaries varies in
environmental uncertainty as well as across industries (Kawai & Strange, 2014): for ex-
ample, transportation and public services industries tend to be more decentralized
whereas the mining and construction industries have a more centralized structure. Com-
panies operating in a volatile and uncertain environment tend to allocate more decision
rights to their subsidiaries, given the importance of local information and knowledge in
such situations (Liu et al., 2018). This confirms also what Andersen (2004) as well as
Kawai and Strange (2014) found: in such situation they emphasize a stronger positive
relationship between subsidiary’s autonomy and performance.

According to Cheng & Yu (2012), this idea does not apply in SMEs because of the
lacks in efficient cross-border control and information systems. In this case, indeed,
parent-firm’s executives are deeply involved in subsidiary operations to ensure that their
subsidiary prospers. Since SMEs generally have few foreign affiliates, parents-firms
may lack the willingness and capability to build an intra-firm relational network to in-

fluence subsidiaries operations (Chang & Yu, 2012). In emergent pocket multinationals
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coordination systems are established for those practices that are considered essential for
the strategy. For instance, the priority is given to production and sales functions.

This category is placed in a position in the middle where some forms of control system
are already implemented (e.g. in Sirmax there is a fundamental IT network) and the ex-
ecutives assume a function of consultant of line managers and ultimately are involved in
solving problems, in addition to strategic decisions.

Since relevant issues have not appeared, the coordination of human resources, instead,
Is not yet taken into account and these companies figure as very small enterprises on
this matter.

However, in a growing process, firms should take into consideration not only headquar-
ter-specificities, but also the requirements of the macro-environment and of important
stakeholders. In addition to the country-specificities, some stakeholders exert pressures

at the beginning of the internationalization process as well as at the end.

3.3.2 Transfer of knowledge and practices

Given the evidence that context matters when it comes to transferring knowledge and
practices, Lupton and Beamish (2014) found that knowledge-based practices (related to
innovation) tend to be transferred within MNE via a variety of modes: central admin-
istration, brokering and organic diffusion. The first, central administration is like the
formal HRM control and in fact refers to the transfer of “best practices” initiated and
implemented by the corporate HQ with a highly coordinated assessment structure. The
second, organic diffusion entails a regular communication about practices between
managers and employees of different organizational subunits. Thereby, each subunit is
made aware of the existence and recognize the value of practices implemented in other
subsidiaries. Sharing practices within the MNE network in periodic meetings of specific
departments, helps the firm to align the different subsidiaries on the same path. For in-
stance, boards and councils may be established. Finally, brokering occurs when a third-
party act as a knowledge transfer intermediary from one subsidiary to another. The in-
termediary, sometimes called “international business traveller”, identifies valuable prac-
tices in one subsidiary and attempts to initiate transfer to another facilitating the com-

munication flow between subsidiaries.
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Although traditionally knowledge has flowed from headquarters to subsidiaries, with
globalization, knowledge transfer takes place across multiple dimensions as well as in
multiple directions (forward, backward and lateral) (Jimenéz-Jimenéz et al., 2014).
Obviously, the recipient is likely to adopt that practice if predicts valuable outcomes for
its own organization and consequently it may actively seek advice for the implementa-
tion (Lupton & Beamish, 2014).

As concern the transferring process, Kostova and Roth (2002) conceptualized the pat-
tern of practice adoption with two dimensions, namely implementation and internaliza-
tion. Both vary across foreign subsidiaries according to the institutional environment in
the host country and the relational context within the organization.

The first dimension, implementation, is seen as a behavioural dimension expressed by
the “external and objective behaviours” as well as the “actions required, or implied, by
the practice”. It refers to the extent to which the transferred practice from the headquar-
ters is in use in the subsidiary, and how similar is to the headquarters’ one (Kostova &
Roth, 2002; Ahlvik & Bjdorkman, 2015).

Second, internalization refers to the extent to which subsidiary’ managers value the im-
plemented practice in the unit and attaches symbolic meaning and commitment. This
dimension, instead, is seen as an attitudinal dimension that facilitate the initial adoption
and then the sustainability of the practice over time through the constant motivation of
employees (Kostova & Roth, 2002; Ahlvik & Bjorkman, 2015). Important prerequisites
for practice adoption are the perceived value of knowledge practices, their fit to subsidi-
ary business requirements, path dependencies and availability of resources (Kostova &
Roth, 2002). The adoption of an organizational practice of a subsidiary is thus subject to
the previous development of patterned behaviours and to the consensus of the organiza-
tion members concerning the value of the practice (Tolbert & Zucker, 1996, p. 182; in
Kostova & Roth, 2002, p.217).

When institutional and cultural environments of both home-country and host-country
are similar to each other, the relationship between autonomy and performance is strong-
er because practices’ internalization leads to lower absenteeism levels and higher per-
formances (Lazarova et al., 2017)

A third dimension was later added by Ahlvik & Bjorkman (2015) to describe the degree
to which practices transferred by the headquarter are linked with other HRM practices
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of the subsidiary and it is called “integration”. This dimension is consistent with the
configurational HRM view which consider human resource management as a system
that produce effects or strength (Bowen & Ostroff, 2004; in Ferndale & Sanders, 2017).
It is more difficult to put in practice than implementation because managers need to cre-
ate viable linkages with other parts of the HRM system (Ahlvik & Bjorkman, 2015).

For instance, in the Indian joint venture, Sirmax may integrate its practices

with the ones of the Indian partner adapting them to the local context.

In this case, the international transfer of practices does not necessarily entail
a convergence of business systems, but innovations may be assimilated into
a strong pre-existing business culture in which their significance can be sub-
tly changed. (Ferner et al., 2001)

3.3.3 Best-fit model

The main variables at the base of the firm’s trade-off between integration and localiza-
tion, will influence the decision-making process of every function, especially HRM.

On the one hand, there are factor such as strategy structure, firm size and maturity that
support the standardization of practices as well as corporate culture have a considerable
weight. On the other hand, there is a counterbalance provided by cultural and institu-
tional environment, including features of the local entity such as entry mode and subsid-
iary’s role. In Figure 17 there are the main variables that influence the staffing choices

across subsidiaries but determine also who is in charge to take decisions.
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Figure 17  Determinants of staffing choices

Context specificities Company specificities
» Cultural context » MNE structure and strateqy
» |nstitutional context » International expenence
» Staff availability » Corporate governance
* Type of industry » Organizational culture

¢ Ethnocentric
» Polycentric
* Regiocentric
* Geocentric

Staffing choices 'A/\

Local unit specificities IHRM practices

o Establishment method e Selection

» Strategic role and importance » Training and development
» Need for control » Compensation

* Locus of decision & Career management

Source: Dowling et al., 2017, p. 114

In Sirmax the ethnocentric approach prevailed on the others. As already
mentioned, the main reason is its centralized model in which the headquar-
ters controls subsidiaries through formal mechanisms, people and infor-

mation systems.

However, past studies provided conflicting results and thus the relationship between the
degree of subsidiary’s autonomy and performance may vary. Certain processes may
benefit from global integration, whereas others are valuable with independent local de-
cisions (Lazarova et al., 2017).

The use of strict formal control mechanisms by the headquarters may be counter-
productive because it is likely that will not stimulate local workforce’s motivation and
commitment toward organizational practices. So, it can be used to put pressure on sub-
sidiary managers who see it as ceremonial adoption mean rather than a compulsion
(Alhvik et al., 2016; Ahlvik & Bjorkman, 2015; Kostova & Roth, 2002; Meyer & Ro-
wan, 1977).

In managing multinational firms, it is difficult to use the same bundle of HRM practices
in all the plans across the world (Oppong, 2018). In their study, Pudelko and Harzing
(2007) found that given the increasing global competition, companies less and less tend

to implement an ethnocentric approach with the transfer of headquarters’ practices on a
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global level. Having a strictly ethnocentric approach, imposing home-country practices
and policies and in the meanwhile bypassing local constraints, may be possible, but it
has a downside: the firm must invest heavily in doing so because the local business sys-
tem may provide a high bargain power to local employees who demand greater incen-
tives to forego eventual complaints and misconducts (Ferner et al., 2001). So, this ap-
proach is not sustainable anymore. The exclusive dominance given by the parent com-

pany’s control over subsidiaries, cannot overlook to the contextualities.

This implies that a strictly ethnocentric firm like Sirmax should consider

other potential contingencies that may arise when operates globally.

Recent contributions argue that integration and localization are not mutually exclusive:
there are situations in which MNEs can simultaneously pursue both strategies (Belizén
et al., 2016). A third mechanism can be activated by the MNE. Authors calls it different-
ly: coordination (Stiles, 2012) or best-fit model (Oppong, 2018) or hybridisation (Ya-
hiaoui, 2015; in Oppong, 2018). Here, the company will coordinate HRM decisions bal-
ancing all the drivers and will seek an equilibrium that works equally well in both HQ
and subsidiaries. This best-fit model is a way to find HRM synergies and coordination
among the different plants and a way to develop integrative HR practices that embrace
both dominant HR practices, derived from the home-country environment, and host-

country demands (Oppong, 2018).

As the value-creating activities become increasingly diversified and com-
plex, to overcome the continuous pressure, Sirmax’s executives need to con-
figure and coordinate the headquarters-subsidiaries relationships by granting
a certain extent of autonomy in decision making and influence central deci-
sions or the ones of other subsidiaries. Therefore, key internal actors should
jointly determine the appropriate degree of adoption of internal practices to
ensure that the adoption can be still viewed as being “acceptably legitimate”
in the eyes of most stakeholders (Cheng & Yu,.2012).

In decision-making process, companies may use the “decentralized centralization”

model developed by Bartlett and Ghoshal (1989) to overcome the centralization versus
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decentralization dilemma. For example, combining both ethnocentric and polycentric
staffing approaches may help to prevent the risks of subsidiary’s opportunistic behav-
iours or isolation from the global valuable practices defined by the headquarters (Kawai
& Strange, 2014).

Therefore, multinational firms should take into consideration all the HR integration
mechanisms they have at their disposal and determine the right mix of control and coor-
dination. In this case, the headquarters can set strategic guidelines for the HRM practic-
es’ development in which are set broader parameters that subsidiaries must respect (Be-
lizon et al., 2016). Moreover, the headquarters should support local HR managers in
their initiatives as they know better the specific needs and challenges in the host-country
labour market (Tian & Slocum, 2014; in Lazarova et al., 2017). Expatriate managers in
top management teams may help the headquarters in doing so, providing greater intra-
MNE coordination and and reducing agency costs that arise from subsidiary autonomy
(Kawai & Strange, 2014).

However, a hybrid organizational structure may have some drawbacks as higher costs:
In managing expatriates there are higher compensation and relocation costs which can
have a discouraging effect for host-country nationals looking the disparity; it is not easy
to build trusted relationships with HCNs; finally, a hybrid decision-making process is
not easy to manage and may create misunderstandings and mistrust between parent
company (including expatriates) and local workforce (Kawai & Strange, 2014).

To conclude, there will always be advantages and disadvantages for both standardiza-
tion and localization (Dowling et al., 2017), but finding the right balance in a best-fit

model will be firm-specific.

3.4 Conclusion

This chapter analyses the global challenge that a multinational enterprise faces during
its global expansion. Specifically, it analysed the forces that influence international ac-
tivities and the factors and in turn contribute to centralize or decentralize decision-
making.

In its entirety, the international organization should align people, process and infor-
mation systems in order to perform effectively and reduce the likelihood that potential

issues arise.
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The alignment of the organization allowed Sirmax to keep consistently an ethnocentric
approach even without formalizing HR policies and practices. It was shown how formal
control, information technologies and people’s interactions allowed the firm to monitor
international operations.

This approach was very efficient but became recently outdated with the last rapid ex-
pansion’s operations: Sirmax has grown substantially with three diverse operations in
terms of plant-, cultural- and institutional- specificities that hinder the management of
the organization. Thus, the firm cannot sustain such approach anymore. As time goes
on, some important country-specific and/or plant-specific contingencies are likely to
arise. For instance, different labour market conditions and employment rate, different
employees’ cultural values and preferences, different ways of communication, different
corporate cultures and so on, are important influencer of the way in which local em-
ployees should be managed and coordinated with HQ activities and push to go beyond a
simple ethnocentric approach.

As shown in the third paragraph, the firm should address and assign weights to all these
elements in order to be sustainable in the long-term. For this reason, it is widely rec-
ommended to formalize and implement HR policies and practices taking into considera-
tions cross-cultural elements. In this way, these practices will be internalized, too (Kos-
tova & Roth, 2002; Ahlvik & Bjérkman, 2015).

In the next chapter, some of these cross-cultural elements will be explained as well as

how the firm can manage and coordinate a cross-cultural organization.
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4. CHAPTER

CROSS-CULTURAL IMPACT
ON HR PRACTICES

4.1 Introduction

“The greatest thanks go to a man who probably did not know this community up to
twenty-four months ago, but who will now love you all: Massimo. Massimo's
commitment is not only financial, it comes from the trust in the skills of our work-
ers and in our educational institutions like the University of Anderson, but it is also
a declaration of trust towards our entire community (Mike Pence, 2015)”

In June 2015 Mike Pence, at that time Governor of Indiana (now vice-president of Unit-
ed States), thanked Sirmax’s CEO, Mr. Massimo Pavin for investing in Indiana (United

States) and establishing its first American plant.

The willingness of Sirmax is to localize its activities in places characterized
by institutions that support business and where universities provide human
capital. At the same time the location should be close enough to customers

and suppliers.

This strategy is called “smart-shoring”. It seeks to establish activities not only where
inputs or workforce are cheaper, but also where there are other convenient factors which

may give a competitive advantage to the firm.

The production process of Sirmax, for example, is highly automatized and it
is not highly influenced by the labour cost as other manufacturing indus-
tries. Thus, Sirmax looked for locations that provided other relevant and

convenient factors.
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However, Mike Pence wanted to highlight not only the fact that institutions provided
incentives and attractiveness for foreign firms. Openly speaking to the local community,
the new workforce that will be engaged by Sirmax in its local operations, his willing-
ness was to make people understand the closeness in terms of values of Sirmax and its
entrepreneur regardless the strategy pursued.

Similarly, before concluding the 1JV agreement, the Indian partner wanted to meet the
entire family of the entrepreneur in order to understand the organizational culture and
trust the people with whom was going to ally. This means that the cultural values are
very important, especially in alliances.

In terms of business organization, operations like these require the integration of mana-
gerial teams from different cultures and from different backgrounds. This diversity must
be valued within the business model in order to prevent hostile behaviours of the work-
force. The objective is to find synergies in the management of different cultures inside
the diverse units: different managerial styles, knowledges and capabilities can be con-
sistently put together to create value for the organization and nurture an increasingly
evolving organizational culture.

The objective of this chapter is to identify and give value to country-specificities and
plant-specificities in order to find appropriate coordination mechanisms.

The strategic fit or congruency, meaning the internal consistency or match of different
factors, helps the firm to maximize the possibility of international success and avoid po-
tential environmental risks (Cui et al., 2014). In this context, researchers support this
approach emphasizing the importance of taking this complexity into account, rather than
adopting a rigid uniformity (Ahlvik et al., 2016).

The first paragraph stands out the relevant differences in cultural values and how a
cross-cultural team should be managed.

Then, the second paragraph introduce the concept of organizational culture and the pos-
sibility and implications of having different ones inside a unique MNE.

Finally, in the third paragraph, analysing the overall strategy and the organization of
Sirmax, it is possible to propose some organizational solutions and how people can be

managed adequately with the formalization of HR policies and practices.
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4.2 Managing culture and diversity

4.2.1 Culture and dimensions
In the process of transferring HR systems and know-how, the role of people is critical
(Dowling et al., 2017). The globalization era is not characterized by a uniform global
culture, but rather by the shape of diverse cultural practices, institutions and identities.
International businesses involve the interaction and movement of people across national
boundaries which entails the encounter of important cultural differences.
In the IHRM context some environmental issues may emerge when a company operates
in a new foreign country. Doing an environmental analysis would be useful to compare
the different aspects related not only to the mere organizational structure and organiza-
tional practices, but also to identify differences in the people behaviour. Countries like
Switzerland, Belgium and India embrace several linguistic, religious and national dif-
ferences in their inhabitants (Brewster, 2012). The main reason stems from the culture
of the individual.
The management of people is probably the most culture-bound capability that faces a
high level of complexity because of the diverse cultural environment (Dowling et al.,
2017).
Over time culture has seen many definitions provided by different authors. The most
accepted definition contains all the main features and is provided by Kluckhohn and
Kroeber (1952; in Dowling et al., 2017):
“Culture consists in patterned ways of thinking, feeling and reacting, acquired and
transmitted mainly by symbols, constituting the distinctive achievements of human

groups [...] including their embodiments in artefacts; the essential core of culture
consists of traditional [...] ideas and especially their attached values [...]” (p. 181).

This concept was broadly used and developed with additional facets and constitute the
base of cross-cultural management studies and organizational behaviours studies.

The main discussions on this topic emerge after the publication of the cross-cultural
management studies of Hofstede (1980; 1984) and of the GLOBE study (House et al.,
2004).

Researches on HRM system were considered as universalistic studies that were possible
to assume relevant and apply effectively regardless of the geographical location and of
the social context. This is not always true because although every organization utilises

and manage similarly both individual and bundles of HRM practices, there is evidence

97



International HRM: Developing HR Practices in an Italian Pocket Multinational: Sirmax Case Study

that HRM systems vary across the world and these are seen and conceptualized differ-
ently (Brewster, 2012; Ferndale & Sanders, 2017).

As already mentioned in the previous chapters, there is not an optimal and universal ap-
proach because employees and organizations are affected by internal and external fac-
tors. It is crucial to address institutional factors that influence the decision-making pro-
cess. Indeed, decision makers strive to align the organizational goals with the external
environment conditions to achieve strategic fit and good performances.

In the international management field, the society incorporates national cultural values
which are defined as “a set of beliefs and norms that are often anchored in the morals,
laws, customs, and practices of a society” (Hofstede, 1980; Ferndale & Sanders, 2017).
Obviously, cultural differences come to the fore when it is time to manage people with-
in an organization (Brewster, 2012). For example, when Sirmax established a greenfield
investment in the US, it found that, even though the managers’ values and attitudes are
similar, the employees’ habits and behaviours were very different from the Italian ones and
vary from company to company

National cultural values can play a significant role in determining how managers and
employees interpret communication flows, information, messages, signals concerning
HRM (Ferndale & Sanders, 2017). Leadership styles and negotiation strategies vary as
well in the different contexts.

Culturally insensitive and inappropriate attitudes and behaviours stemming from igno-
rance or wrong mindsets like “my way is the best” or “in the home market I do so”, can
lead to international business failures (Dowling et al., 2017).

Increasing evidence confirms that despite the robustness of HRM practices’ effects on
organizational performance across cultural settings (Rabl et al., 2014), these effects may
be different in diverse cultural settings (Ferndale & Sanders, 2017). This deviation oc-
curs because values, motivations and emotions that are rooted in national culture values,
influences inevitably the attitudes and behaviours of managers and employees (Hof-
stede, 1980; Ferndale & Sanders, 2017). Being aware of cultural differences is essential
for the HR manager at both corporate and subsidiary levels (Dowling et al., 2017).

As already mentioned, organizational HR practices can vary according to the organiza-
tional settings in a subsidiary: hiring, promoting, rewarding and dismissal are activities

that are determined by the legal context, but are based on the country’s cultural value
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system. On the one hand, HR practices refer to “what to do” and represent the contents
of the HR system that are delivered to employees. The message makes them develop an
understanding of what is valued, expected and rewarded. On the other hand, the HR
process refers to “how carry out” the HR system (i.e. mechanisms) to deliver the mes-
sage in an unambiguous manner. Thus, a strong HRM system includes process mecha-
nisms that make the set of practices coherent, salient and distinctive. The objective is to
build consensus among employees about the practices and to have shared perceptions
about workplace climate (Ferndale & Sanders, 2017).

The Hofstede’s studies (1984) identified four main cultural dimension of country cul-
ture based on preliminary theoretical considerations and statistical analysis: power dis-
tance, uncertainty avoidance, masculinity vs. femininity and individualism vs collectiv-
ism. Later were added by the author other two dimensions, namely long-term orienta-
tion (derived from Confucianism) and indulgence, and other studies were carried out on
and integrate this topic (e.g. GLOBE studies, Trompenaars dimensions).

Employees may perceive differently HRM practices and may not understand their im-
portance and their value. Cultural values play a relevant role in determining employees’
perception (Ferndale & Sanders, 2017). For instance, the HRM system’s effect on em-
ployees’ innovative behaviour is likely to vary by country due to the cultural dimen-
sions described by Hofstede (Sanders et al., 2015; in Ferndale & Sanders, 2017).

On the one hand, HR practices aims to send communications and signals to employees
about developing an understanding of what is valued, expected, and rewarded in the or-
ganization. On the other hand, HR process represents the means through which this
message can be delivered to make it unambiguous.

In addition to the implementation process, the MNE should emphasize the development
of voluntary adherence to corporate behavioural norms and expectations through a pro-
cess of internalization of corporate values and beliefs (Dowling et al., 2017; Ahlvik &
Bjorkman, 2015). It is crucial that practices are understood and well-perceived by all the
employees. Thus, both HRM system and national culture should create and ensure con-
sistency within norms: organization should send coherent messages to employees who
share them and follow rules and practices with an appropriate behaviour (Ferndale &
Sanders, 2017).
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As concerns Sirmax, the countries where the firm operates (i.e. Brazil, In-
dia, Italy, Poland and United States) are culturally different and its employ-

ees tend to behave differently in the diverse subsidiaries.

Next, the Hofstede’s dimensions will be analysed taking into consideration
also the differences between the countries where Sirmax is present (Figure
18). Moreover, Table 5 reports how HR practices should be approximately

designed in these countries to fit cultural requirements.

Figure 18 Hofstede's cultural dimensions in Italy, Brazil, India, Poland and United States
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Source: Adapted from https://www.hofstede-insights.com/country-comparison/brazil,india,poland,the-usa/

Power Distance

Power distance, mainly measured through an index, represents the extent to which
members of a culture accept that power is not equally distributed in institutions (Hof-
stede, 1980; Ferndale & Sanders, 2017). In other words, in high power distance socie-
ties like for example China, Mexico and Malaysia, the less powerful members of institu-
tions and organizations expect and accept that power is distributed unequally (Dowling
et al., 2017). On the contrary, when power distance is low, for example in Scandinavian

countries, Ireland and Israel, these members demand explanations for any instance of
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formalized power inequality, employees expect to be consulted and managers rely on
the experience of their team members?.

This dimension is reflected in the relationship between managers and employees where
these latter in high power distance societies expect more, and are more receptive to,
one-way, top-down direction (House et al., 2004; in Ferndale & Sanders, 2017) and
communication than those from low power distance cultures. Indeed, they tend to be
submissive to managers avoiding disagreements (Hofstede, 1980). For example, this is
the case of India where hierarchy and centralized power is appreciated and respected in
the organizations and employees obey to the managers’ orders.

A strong HRM system ensures consistency and clarity in rules, practices and behaviours
and employees should understand what is expected from them. This relationship be-
tween employee perceived HRM system and employees’ attitudes and behaviours is
stronger in low power distance societies rather than the high ones (Ferndale & Sanders,
2017). For instance, within American organisations, hierarchy is established for conven-
ience, meaning that superiors are accessible, and managers rely on individual employees
and teams for their expertise. Since communication is informal, direct and participative,

both managers and employees expect to be consulted and informed.

Uncertainty avoidance

The second dimension, uncertainty avoidance, represents the way in which people face
the fact that the future is unknown and have different time-pressures. Indeed, it is de-
fined as the extent to which the members of a society or organization feel threatened by
uncertain, ambiguous, unknown and/or unstructured situations and try to avoid them
(Hofstede, 1980; Dowling et al., 2017) by relying on social norms, rituals and bureau-
cratic practices (House et al.,2004; in Ferndale & Sanders, 2017). High uncertainty
avoidance characterizes countries like Poland, Spain and Greece where rigid codes of
belief and behaviour are maintained, and people do not tolerate other deviant ideas and
behaviours. So, there is an emotional need for detailed rules, security, punctuality and
traditions (ibidem).

On the contrary, having low uncertainty avoidance, countries like India or United King-

dom, are comfortable in ambiguous situations, when planning is not detail oriented and

2 https:/imww. hofstede-insights.com/country-comparison

101



International HRM: Developing HR Practices in an Italian Pocket Multinational: Sirmax Case Study

when practice’s significance exceeds the principles’ significance allowing deviation
(Dowling et al., 2017). In India is often used the word “adjust” referring to the possibil-
ity to find a unique and inventive solution to a problem, to circumvent structures and
rules.

Therefore, in the workplace, communication to employees should be consistent, distinc-
tive and result in consensus in order to reduce the uncomfortable feeling of uncertainty.
Thus, HRM system has a greater influence on the behaviours and attitudes of these peo-
ple (Ferndale & Sanders, 2017).

Masculinity vs Femininity

Masculinity means that the society will be driven by competition, achievement and suc-
cess. This include the orientation to pursuit financial success, heroism and strong per-
formance. For instance, Americans show their masculine behaviour in the work envi-
ronment striving to achieve the best results in order to obtain monetary rewards and
consequently attain to and display a higher status based on successes. In high masculine
societies women are expected to stay at home and raise a family.

On the other hand, femininity (low masculinity) comprises preferences for what the
member is doing in the institution or society, including life quality, modesty, role flexi-
bility and interpersonal relationships (Dowling et al., 2017). So, dominant values in
feminine societies are caring for others and life quality as a sign of success, while stand-
ing out from the crowd is not admirable.

It is fundamental to address the social roles attributed to gender by societies which re-

sult also in managing diversity.

Individualism vs collectivism

The cultural dimension of individualism vs collectivism describes the degree of interde-
pendence a society maintains among its members. It has to do with whether people’s
self-image is defined in terms of “I” or “We™.

In individualistic societies like Australia, United States and United Kingdom, people are

supposed to look after themselves and their direct family. At work, relationships be-

3 https://www.hofstede-insights.com/country-comparison
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tween the superior and employees are usually based on a relatively neutral, impersonal
contractual foundation (Dowling et al., 2017). For instance, Americans in doing busi-
ness are not shy to take initiative, to work with unknown people or to approach counter-
parts asking information. Moreover, hiring, promotion and decisions are based on merit
or evidence of what the individual has done or can do.

In collectivist societies like China, Turkey and Mexico, members that belong to an or-
ganization as a group (“in-group”), in exchange of their care, the members develop and
express pride, cohesiveness and an unquestioning sense of loyalty (Hofstede website;
House et al., 2004; in Ferndale & Sanders, 2017). In Brazilian workplaces, for example,
powerful members of a family are expected to “help” other younger family members to
be hired for a job in his own company*.

In-group collectivism’s values are closely aligned with a strong and consistent HRM
system because both attempts to give to employees a common and shared understanding
of what is expected from them and how appropriately behave (Bowen & Ostroff, 2004;
in Ferndale & Sanders, 2017). The objective is to create trustworthy and long-lasting re-
lationships.

4 https://www.hofstede-insights.com/country-comparison
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Table 5 Potential HR policies in Sirmax's subsidiaries
HR PRACTICES ITALY PoLAND BRAZIL UNITED STATES INDIA
Staffing Clear job descriptions; Select for a specific and e Select for specific job Select for career ¢ No job description, but the
Clear career paths; clear job description and level and for a clear job progression; boss provides general
Specific rules and desire to develop a description; Joint placemet and career career guidelines;
policies; career; e Boss places and plans decisions; e Having the ability to do
Selection for individual Boss places and plans clearly employees’ No job descriptions job, they take personal
contributions: clear career paths and careers; General career responsibility
Desire to develop own set specific rules and e Selection for team guidelines;
career; pohugs, o players; Selection for individual
Take personal Selectllon.for individual e Willingness to contribute contributions:
responsibility; con.tr|but|on, B to f'r_”_‘? . Desire to develop own
Ability to do job. Having the ability to do e Specific rules and policies career:
Jr?a% ?ﬁ;gﬁfe personal Take personal
P Y. responsibility
Perfomrance Set organizational and Set and assign easy goals | ¢ Set and assign easy goals Joint problem solving; e Set and assign difficult
appraisals personal goals with low with low risk-taking; with low risk-taking; Personal initiative in work goals with high risk-

risk-taking;
Job tasks & goals;
Work action plans;
Performance feedback.

One-way communication;

Set personal goals and
accomplishment of
individual task;

Work action plans;
Performance feedback

One-way communication;

Not focus on task
accomplischment as
much as group
membership and loyalty;

action plans and
execution;

360° feedback;

Individual task
accomplishment;

Set personal goals;

Set of difficult and specific
goals which involve hish
risk-taking;

taking;
One-way communication;
Job tasks & goals
Work action plans
Performance feedback
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HR PRACTICES

ITALY

PoLAND

BRAZIL

UNITED STATES

INDIA

Compensation Individual-based Little/no employee Little/no employee Employee participation No employee
contingent rewards; participation; participation; and involvement in participation;
Individual praise & Status distinctions Status distinctions reward techniques; Status distinctions
recognition; accepted accepted; Profit-sharing and gain- accepted;
Partial use of Partial use of Group-based contingent sharing; Use performance-pay
performance-based pay performance-based (at rewards and individual Individual-based Competitive pay,
Predictability: pay risk) pay; non-economic rewards contingent rewards; promotion and
consistency; Predictability: partial pay that satisfy recognition Individual-praise and recognition;
Competitive pay, consistency needs recognition; External equity
promotion and Individual-based Limited use of Use performance-pay and Flexibility
recognition. contingent rewards; performance-based (at competitive pay, Broad banding
Individual praise & risk) pay; promotion and
recognition Predictability: pay recognition;
consistency External equity, flexibility
and broad banding.
Training and Skills’ improvements for Improvement of skills for Improvement of skills for Skills” improvement for Develop task skills for
leadership self improvement; self improvement and for the actual job in order to advancement and present job;
Task specific training; the actual job; contribute to the personal reasons; General application;
Structure and direction Task specific training organization; Autonomy; General General direction;
Autonomy Task specific training application and direction; Participative;
Structure and direction Structure and direction, Participative; Initiating structure.
Initiating structure
Work design Simple job design with the Simple job structure and Job structure that facilitate Provides freedom, Challenging job structure,

use of task identity and
important content;
Limited scope of
responsibility;
Enable group interaction;

Autonomy and task
accomplishment

Feedback from the job.

design with important
content;
Limited scope of
responsibility;
Enable group interaction;
Challenge and task
accomplishment
Feedback and direction
by boss;

work design (including,
teamwork and task
significance);
Feedback and direction
by boss
Verbal communication

discretion and
participation;

Use of task identity,
autonomy and feedback
from job;

Challenge

Job enrichment

Important job content

Personal intrinsic gains.

feedback and direction
by boss

Job enrichemnt;
Personal intrinsic gain.

Written and codified
communication

Source: Personal elaboration; adapted from Schuler & Tarique, 2012a, pp. 402-403; see also https://www.hofstede-insights.com/country-comparison/brazil,india,poland,the-usa/
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4.2.2 Diversity management
The basic premise of contingency theory is that performance is a function of the con-
gruence of different factors related to the firm such as the nature of the environment
with which it relates, the strategy pursued and firm characteristics (Cui et al., 2014).
MNEs may employ managers and employees of several nationalities and ethnic groups:
while multi-domestic organizations are likely to employ mainly local staff, except for
top management positions, transnational and global MNEs are likely to employ a multi-
national and multi-ethnic workforce or organize multi-cultural teams that favour the in-
tercultural knowledge sharing (Maimone, 2018).
Although cultural values are meaningful at the societal level, researchers have found
that in organizations these values may vary even between individuals (e.g. subcultures)
and there may be other factors that make the workforce heterogeneous such as gender
equality, religious, political and sexual orientations and other potential discriminatory
factors.
Diversity management aims to manage potential consequences, including risk of con-
flicts, that stem from having a diverse workforce. The HRM system has a crucial role in
making the diverse factors co-exist within the organization.
Diversity management is defined as

“the voluntary organizational actions that are designed to create greater inclusion

of employees from various backgrounds into the formal and informal organization-

al structures through deliberate policies and programs” (Mor Barak, 2010, p. 235;
in Dietz et al. 2012)

Theory and researches have proved cultural differences are source of problems, misun-
derstanding and conflicts in cross-cultural management so much so the idea of cultural
distance was developed (Stahl et al., 2017).

Multinational and multicultural teams include groups of people with diverse functional,
geographic, ethnic, and cultural backgrounds. For instance, in the USA, the proportion
of Latino and Asian employees has grown substantially and in most industrialized coun-
tries women are increasingly represented in the workplace.

Clearly, both benefits and problems inherent in HRM system come to the fore when

managing these teams.
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This kind of approach can be an efficient and effective vehicle for tackling increasingly
multidimensional business problems, but at the same time it may cause a lack of cohe-
sion in taking concerted action and in being productive (Luthans & Doh, 2012).

Issues arise when people from different cultures work together having diverse mindsets
and attitudes. For instance, some way of doing things like talking with other compatriots
in native language can create situation of mistrust. Moreover, problems arise for inaccu-
rate way to communicate, for wrong perceptions and inaccurate biases. For example,
stereotypes can result in wrong-expectations and wrong actions, or in decision-making
people may act with different time-urgency or may have an individual or collective
thinking style (Luthans & Doh, 2012). As already mentioned above, individualistic
people tend to perceive themselves as independent of the social context as well as their
information. Collective people tend to perceive themselves as inter-dependent with their
close social context and look for cues from their social environment.

Cultural differences have a double-edged sword nature: although diversity may be asso-
ciated to negative biases and negative attributions leading to mistrust, dislike and re-
sentment, the firm may obtain benefits from it such as enhanced creativity, superior de-
cision-making quality, different perspectives and knowledge basis (Stahl et al., 2017).
Diversity, in fact, can contribute to improve organizational performance by motivating
people to adopt desired attitudes and behaviours which help to achieve strategic goals
(Bowen & Ostroff, 2004; in Ferndale & Sanders, 2017).

Working in diverse team is likely to produce benefits such as the joint development of
strategic capabilities, better decisions, the creation of synergies and knowledge sharing
from cross-border alliances (Stahl et al., 2017) that result in a more productive and ef-
fective performance (27). These benefits are developed through the provision of better
ideas and diverse thoughts that prevent conformity pressures created by groupthink (Lu-
thans & Doh, 2012).

Briefly, multicultural diverse teams can be highly effective if managed properly, other-
wise, they are likely to hurt the firm. Thus, the objective for the MNE is to create and
foster an inclusive and knowledge-friendly environment (Maimone, 2018) that facili-
tates the generation of benefits and knowledge.

Finding a good cultural mix will allow Sirmax to learn from other cultures and it will help

them in forming a bond that may improve the sense of reciprocity. Besides, a compatible
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culture helps to reduce information asymmetries, as the parties are more willing to cooper-
ate and communicate with less misunderstandings.

Building a multicultural diverse workforce is sometimes subject to formal institutions
such as local legislation about antidiscrimination, gender equality and other types of di-
versities (Mullins, 2018) and to informal institutions such as imposed restrictions to or-
ganizational managers (Alhejji et al., 2018).

Formal institutions have been already discussed in the previous chapter. Informal insti-
tutions, instead, are cultural constraints rooted in the shared norms, values and beliefs of
a society that are not formally codified (North, 1990; in Alhejji et al., 2018). Even if
norms and regulations claim what organization should or should not do, cognitive dis-
tance indicates on the base of managers interpretation of the environment, what the or-
ganization could or could not do (Alhejji et al., 2018). For instance, in high power dis-
tance societies like Saudi Arabia, despite the pressures to integrate women into the
workforce, stakeholders, customers and business partners jointly offer resistance and
exert pressure to prevent women from being hired and especially from taking leadership
(ibidem).

Mullins (2018) proposes that shareholders may consider the possibility to include the
HR expertise in the board of directors so as to highlight stakeholder diversity and hu-
man capital. When the MNE is sensitive and strategically dependent on human capital,
meaning that it needs to acquire and retain human resources to survive, it will put much
more emphasis on internal development and on stakeholder diversity.

When an MNE operates in countries with large cultural distance, it is likely to decentral-
ize decision-making and implementation of HR practices to local managers because it is
difficult for outsiders to code and interpret local cultural norms and attitudes (Steer &
Sen, 2010; in Alhejji et al., 2018) and to maintain a pleasant organizational climate
(Maimone, 2018).

To conclude, it is widely suggested to adopt an inclusive approach that truly values di-
versity considering it as an opportunity rather than a problem (Dietz et al., 2012). Obvi-
ously, this initiative should be tailor-made according to the specific characteristics and
needs of the people involved. A multicultural workplace is placed at the hearth of the
organizational culture that values human dignity and respects the others (Maimone,
2018).
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4.3 Organizational culture

IHRM’s activities play a crucial role in fostering organizational culture and to control
its development within the multinational enterprise (Dowling et al., 2017).

Many authors attempted to describe organizational culture (alternatively called “corpo-
rate culture”), but, essentially, it refers to “a system of shared values and beliefs that
enable members to understand their roles in and the norms of the organization” (Lu-
thans & Doh, 2012) giving a sense of common identity and purpose across the whole
organization (Dowling et al., 2017). Values and beliefs influence the way employees
think, feel and behave toward one another and toward people outside the organization.
Although it is heavily influenced by national culture, sometimes even imposed, it is a
separated concept (Harrison & Bazzy, 2017; Dowling et al., 2017) that is well-
established and influences HRM activities inside the organization (De Cieri & Dowling,
2012). This social process shapes the behaviours and perspectives of people and defines
structures and control systems (Dowling et al., 2017; Chow, 2012).

Primarily, corporate culture is outlined and affected by three aspects of organizational

structure:

e The relationship between employees and their organization;
e The hierarchical system of authority that defines roles and positions;
e Views and perception of employees regarding MNE’s vision and goals and their

place in them (Trompenaars & Hampden-Turner, 2011).

These three aspects are critical because organizational culture and its specific values
should be the base of the acceptance and support of the overall implementation of the
MNE strategy (Harrison & Bazzy, 2017).

Sometimes, dealing with diverse individuals entails that it is not enough to build bu-
reaucratic and structural control systems, but MNEs need also to establish other infor-
mal means of control.

A significant contribution to control systems is given by HR activities that reinforce the
value structure of the company and allow to control employees’ behaviour (Figure 19):
for instance, firms tend to hire individuals who seem to hold similar values or to adopt
training programs and reward systems to stimulate commitment and productivity of em-

ployees (Dowling et al., 2017).
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At the same time, the MNE can foster the development of informal social processes fa-
vouring informal communication, network relationships and personal ties. For instance,
employees can work in cross-functional and/or cross-cultural teams (ibidem) or can be
trained in one location (e.g. at the headquarter).

In this way, the need for formal control mechanisms is reduced thanks to other (infor-

mal) forms of control.

Figure 19  Cultural-informal control
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Source: Adapted from Dowling et al., 2017, p. 70

In Sirmax, informal relationships contribute to create a pleasant and trust-
worthy environment and make local employees feel closer to the headquar-
ters when they come upon issues. The HQ manager should be the glue that

holds both parent and subsidiary’s employees together.

One of the major problems related to this topic is the fact that sometimes organizational
culture differs across countries.
Organizational actors may share common attitudes, values and behaviours within the

same organizational system, but at the same time, they may show very different traits
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assembling sub-cultures and counter-cultures or may generate a fragmented picture in
which people find difficulties in perceiving and interpreting a common cultural ground
(Maimone, 2018). It is reflected in the possibility that managers’ activities can be effec-
tive in one country, but ineffective in another. Thus, dealing with multiculturalism with-
in an international organization represents a challenge (Luthans & Doh, 2012).

On the base of entry strategy, the firm must find the right coordination mechanisms with
the diverse subsidiaries in order to avoid cultural problems. This is more accentuated in
alliances when two companies bring together two organizational cultures that must co-
exist or must be combined. The objective is to narrow the distance between the two firms,
so that they could be able to manage uncertainty reducing asymmetries of information. This
means that both firms should bring their best respective characteristics, that arose from the
environment in which they operate, to create new customs and practices which should re-
flect both side

During an organizational change, the alignment of strategy, structures and cultures with-
in an organization may not be desirable if corporate intentions do not agree with the cul-
ture and a strong organizational culture does not always support corporate strategy (Har-
rison & Bazzy, 2017; Maheshwari & Vohra, 2015).

Neglecting its importance can create change-resistant group of people and it can be a
self-destructive behaviour. Being aware of its current culture(s), the firm can work to-
ward the removal of unwanted and unforeseen behaviours and it can create positive em-
ployees’ perceptions working toward the desired future (Maheshwari & Vohra, 2015).
The organizational alignment works when the combination of strategy, structures and
culture creates synergies for the accomplishment of goals (Harrison & Bazzy, 2017,
Chow, 2012). In addition to the external adaptation (i.e. reaching goals though certain
tasks and methods), the function of organizational culture is to create a collective identi-
ty through shared ways of working and living together (internal integration).

Even in the same cultural context a company can face organizational change
problems. In this case, Sirmax’s organizational culture was subject to social
pressures deriving from plant-specificities rather than national culture val-
ues: after the acquisition of NordColor, an Italian company, Sirmax had the

difficult task to integrate two strong and different organizational cultures.
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High-end products, people and practices from NordColor had to fit inside
the new organization and some managers were resistant to change and left

the company.

HR managers need to take a more proactive role and should focus on the consistency
between intended and implemented HR policies (Chow, 2012).

Having different cultures in the workplace may create issues that overshadow the long-
term success of the newly formed entity. Indeed, operating in different countries, in
MNEs are formed many subcultures located throughout various divisions and/or geo-
graphic regions. Even if they can keep the firm aligned with stakeholders’ needs, these
may create internal conflicts and dissent among employees (i.e. countercultures).
However, managing properly the organization with managers that create, maintain and
support a diverse environment is possible and contribute to the cross-border alliance’s
success (Luthans & Doh, 2012).

According to Harrison and Bazzy (2017), organizational culture is a moderating varia-
ble between the selected strategy and the strategic HRM (Table 6). In crafting an organ-
izational strategy and in setting the related goals, the firm should evaluate their cultural
fit (alignment or misalignment). Strategies will be translated in effective and consistent
(or inconsistent) HRM strategies and actions. In turn, HR managers should design a
comprehensive set of HR practices that give their sustenance to the future development
of supportive organizational culture and give its contribution to the overall organiza-
tional performance (Harrison & Bazzy, 2017). Appropriate practices like hiring, training
and rewards are going to affect positively the employees’ perceptions (Maheshwari &

Vohra, 2015).

Sirmax operates in a niche market where its strategy aims to provide a supe-
rior customer service to its customers. Thus, managers and employees must
be extensively trained to satisfy clients for their needs and to communicate
with suppliers. It is important that during negotiation with them, managers
know the best tactics to bring to the firm the best agreement’s value. Differ-
ent geographical areas may imply different negotiation strategies as well as

different needs.
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The best managers may be rewarded for their quality and contribution in

enhancing firm reputation towards customers.

Table 6 Supportive organizational culture and SHRM

STRATEGY SUPPORTIVE ORGANIZATIONAL STRATEGIC HR PRACTICES
CULTURE AND VALUES
Low cost leadership | ¢ Following rules; e Administrative/cost orientation;
e Employement security; e Hire from within;
o Efficiency and productivity e Internal training.
Differentiation | e Flexibility; e Creative orientation;
e Risk-taking; e Hire from outside;
e Innovation. e Less training.
Superior customer service | ¢ Customer experience; e Service-quality orientation;
e Quality; e Extensive training;
e Reputation. ¢ Rewards for service.
Innovation | e« Entrepreneurial behaviours; e Learning orientation;
o Knowledge workforce e Creativity coaching;
¢ Risk-taking rewards.

Source: Adapted from Harrison & Bazzy, 2017, p. 1265

Corporate culture’s dimensions

Trompenaars & Hampden-Turner (2011) attempted to describe organizational culture
along two axes, namely equality versus hierarchy and people- versus task-orientation
and identified four “ideal types” of organizational cultures (Figure 20): incubator, guid-
ed missile, family, Eiffel tower. This categorization is useful to explore why and how
employees learn, change, resolve conflicts, reward, motivate and so on (Trompenaars &
Hampden-Turner, 2011).

The first organizational culture identified by the authors, the incubator culture, is char-
acterized by a strong emphasis on equality and personal orientation. It is typical of start-
ups. Indeed, all participants work together toward the achievement of the same objec-
tive. Since this culture has little formal structure, leadership is achieved and not gained
by the position.

So, people perform their roles for self-expression and self-fulfilment and help each oth-
er to complete projects.

Second, the guided missile culture is characterized by a strong emphasis on equality in
the workplace and orientation to task’s accomplishment. Tasks are usually performed
by teams or project groups and all members strive together to get the job completed.
Their relative contributions are not very important and are not yet known, given the fact

that they are treated equally and as a group. Different teams respect each other and can
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ask for assistance when they need. This culture is typical of Anglo-Saxon countries such
as United States and United Kingdom.

Third, family culture is characterized by a strong emphasis on hierarchy and orientation
to the person. This means that leaders are respected for their power by employees and
they figure as paternal guides from which members need approval. In exchange the
leaders take care of them providing good policies and systems. Traditions, customs and
associations that characterize this kind of corporate culture allow to establish binding re-
lationships and strong ties. It is typical of Turkey, Venezuela, China, Hong Kong, and

Singapore.
Figure 20 Organizational culture's dimesions

INCUBATOR GUIDED MISSILE

Egalitarian
e Person oriented e Task orientation
* Power of the individual ¢ Power of knowledge
e Self-realization e Commitment to tasks
e Commitment to oneself ¢ Management by objectives
¢ Professional recognition e Pay for performance
*USA
Person Task
* ltaly
« Brazil * Poland
Germany

FAMILY » Spainf France EIFFEL TOWER
* Power-orientation *India shidie oo
e Personal relationships * Power of position
e Entrepreneurial * Job description
* Affinity ¢ Rules and procedures
* Power of person Hierarchical e Order and predictability

Source: Adapted from Trompenaars & Hampden-Turner 2011; see also Luthan & Doh, 2012, p. 179

Lastly, the Eiffel Tower, like the name itself, is characterized by steep, narrow at the top,
and broad at the base form. There is a strong emphasis on hierarchy and on task’s ac-
complishment. Therefore, people holding top positions can be replaced at any time
without changing the organizational structure and the roles played the other members to
achieve objectives. It is a formal, impersonal and efficient organizational culture in
which each role is clearly outlined for responsibility, complexity and reward. The HR

department will adopt rational measures: for instance, during the selection process, it
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will treat everyone equally and neutrally, and will select the person that match skills and
attitudes required by the job. So, it is considered the best person-job fit (Krishnan &
Scullion, 2017); furthermore, it employs appraisal systems, training and development
programs, and job rotation in managing its human resources. This is typical of countries
such as Denmark, Germany, and the Netherlands (Trompenaars & Hampden-Turner,
2011; Luthans & Doh, 2012).

Sirmax’ organization can be assimilated to both the “Family” and the “Incu-
bator” models. Considering the former configuration, Sirmax is people-
oriented and it gives relevance to the company’s values and to the relation-
ships among the people inside the company. It is not characterized, instead,
by the presence of a leader which is regarded as a caring father and the dif-
ferential status and powers are not seen as “natural”, but they depend on the

skills and abilities of the people.

Regarding the “Incubator” features, the most important characteristic is that
leadership is achieved, not ascribed as in the family culture. Sirmax is an in-
novative company which gives opportunity to young people to develop their
skills and to grow up inside the company. For example, the company hired
18 newly graduated in the last couple of years and the manager of the plant
in US is a young thirty-year-old man; moreover, the company often collabo-

rates with universities to find out talented students to hire.

4.4 Industry, strategy and human capital

4.4.1 Human capital management in international organizations

Over the past decades, MNEs have become much more international (or better, “glob-
al”) and dependent on a global workforce that is highly talented, tightly coordinated, in-
tegrated and willing to share knowledge across borders (Schuler & Tarique, 2012b).
Over time the global talent management topic has become more popular among re-
searchers, but also within the organizations. The academic literature was mostly focused
on the management of talent by large multinational enterprises, rather than international
SME (Krishnan & Scullion, 2017; Stokes et al., 2016).
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Generally, this topic refers to the planning and anticipating how the firm meets human
capital (Cappelli, 2008; in Krishnan & Scullion, 2017). It entails to find the best way to
attract, retain and develop employees in strategic roles in order to help the MNE to ef-
fectively leverage its worldwide workforce and to better serve its multiple stakeholders
(Schuler & Tarique, 2012b). While IHRM focuses on a broader range of employees,
global talent management focuses on high-level managers, high-potential individuals
and those with rare knowledge and skills. So, these figures are high-potential people
who make valuable contributions to organizational objectives (Morris et al., 2016;
Schuler & Tarique, 2012b).

In MNEs, including pocket-multinationals, there is a common philosophy and approach
towards the attraction, development and retention of talent which include the adoption
of complementary and consistent HR practices (Krishnan & Scullion, 2017).

Moreover, the implementation of such practices is more critical in smaller enterprises
than larger ones because the effects of poor selection decisions regarding the quality of
the managers are amplified and are likely to influence the organizational performance
(ibidem). Thus, senior managers and line manager should put much more commitment
and leadership in designing and operationalizing TM activities in order to select the
right people who add the best value for the organization (ibidem).

It is crucial for a multinational enterprise to have both line and senior managers who are
reliable and are able to manage tasks independently.

Obviously, SMEs’ organizations are different from the ones of large MNC and using
the same approach of these latter would not automatically and appropriately fit inside a
smaller organization (Krishnan & Scullion, 2017; Stokes et al., 2016;). For instance,
some functions inside the SME’s organization become relevant at a certain point of the
organizational life stage. Often the first focus of top managers concerns production and
sales activities to run the business and they allocate there most of resources. At certain
point other strategic activities are likely to arise like human resource management.
Therefore, strategic jobs are identified and perceived as long as the organizational struc-
ture evolves (ibidem).

Differently from MNC-style, international SMEs do not generally establish complex,
hierarchical and expansive organizational structures and this is a very important impli-

cation for talent management (Stokes et al., 2016).
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If MNEs do not pay explicit attention to their talent architecture along their path, their
human capital portfolio may develop inconsistently (Morris et al., 2016): initially, some
small enterprises may remain flexible adopting informal work practices and centralised
control over decision-making (Stokes et al., 2016); whereas larger firms, although sig-
nificant investments are required, can count on formalised and sometimes more sophis-
ticated HR practices (Krishnan & Scullion, 2017).

The HR organization of Sirmax can be considered as the one of a small en-
terprise because it is unstructured and has not implemented some important

HR practices yet.

For instance, there is not a designed career path for managers or a perfor-

mance appraisal system for the entire workforce.

In the absence of such systems people may feel like having no personal objectives in
order to enhance the own career opportunities and consequently may be more willing to
leave the company. This is particularly relevant in the United States where people give
value on their individual feedback.

Another drawback is that to retain managers and employees the firm needs to provide
financial incentives to remain, but these do not ensure the company to come upon this
situation again.

It is not just a matter of size, but employment relations are the result of the combination
of size, industry and other contextual factors (Krishnan & Scullion, 2017). For instance,
globalization and demographics increasingly affect the value of talented individuals and
the complexity in obtaining and retaining them (Meyskens et al., 2009; in Stokes et al.,
2016). This implies that any firm encounters considerable impediments toward talent
management, especially SMEs that not commonly possess great economic resources

and organizational operations to attract them (Krishnan & Scullion, 2017).

Difficulties in finding workforce stem from the low unemployment rate in
countries such as United States and Poland, and the selection process of

Sirmax is likely to be affected by these conditions. Indeed, the firm may be
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forced to select people that are not skilled enough under a high wage pres-

sion.

In this scenario, people are likely to prefer companies that provide a clean environment,
better working-hours, benefits such as pension plan, health insurance and more vacation
days payed,

In a growing phase, it is crucial to find new people willing to join the company, but also
skilled people that teach the ways of doing things to these new entrants.

Moreover, operating in another country with a cross-border alliance entails that practic-
es are likely to be more complex and variegated and consequently necessitate innovative
management responses, especially in emerging countries (Stokes et al., 2016).
According to Krishnan & Scullion (2017), firms vary widely in terms of size and com-
plexity, even in the SME’s category, and thus the management of talents depends on
their fit with the context and on organizational life stage of the firm.

Generally, small enterprises prefer to adopt an informal approach to TM that better fit in
a more egalitarian teamwork structure typical of this firm category. In pocket multina-
tional enterprises is still difficult to identify practices for talent management because of
the relative smaller organizational structure than large MNEs. However, differently from
smaller SME, the authors consider talent the individuals that fit in the job (“Person-Job
Fit”) rather than in mere organization (“Person-Organization Fit”). This stems from the
fact that as an organization becomes larger, employees and managers are not engaged in
a multitude of roles anymore, but in a formal and specialized role defined by the related

job description (Krishnan & Scullion, 2017).

For instance, in 2006, Sirmax hired some sales manager for the sales offices
in Germany and France that fitted in the organization, but not in their jobs:
indeed, they were not able to give the right and required customer service to
their clients and their contribution to performance was very low. In that
case, Sirmax understood that it was better assign that job to an expatriate

with a flexible mindset able to satisfy all the customer’s needs.

Within each internal function different forms of human capital can be de-

veloped and integrated across multiple levels through HR management.
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Morris, Snell and Bjérkman (2016) developed a framework that shows the overall archi-
tecture (or theoretical structure) of the MNE’s global portfolio of human capital (HC).
Within the MNE there are mainly the firm context (firm-specificity) and the local con-
text (country-specificity) that constitute the axes of the framework. The authors identi-
fied four types of human capital along the two axes: local, subsidiary, corporate and in-
ternational human capital can be developed at the individual, unit and/or firm level

(Figure 21).

Figure 21  Global talent portfolio
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Source: Morris et al., 2016, p. 725

The first dimension, the local human capital, describes knowledge, skills, abilities and
other attributes that reflect the location-specific experiences of employees in a specific

country or market. In this scenario, the employee develops an understanding of custom-
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er needs, cultural traditions, institutional barriers, and political processes that may differ
across countries (Doz & Santos, 1997; in Morris et al., 2016).

Individuals gain local human capital when they interact with local institutions and
stakeholders. Consequently, individual human capital become strategically valuable and
not easily transferable to other country context. However, it is potentially transferable to
other firms within the same context.

Moreover, when individuals in a unit interact, they combine knowledge and experiences
that represent a more robust and socially complex, path-dependent form of human capi-
tal. In MNEs there may be various stocks of local human capital across the diverse units
in different areas. These represent points of connection with and learning about the dif-
ferent local environments that can be transmitted using expatriates.

Second, the subsidiary human capital describes the knowledge relevant to the company
in a specific country-context. For instance, in case of local responsiveness, such
knowledge helps to adapt practices to the local environment respecting the firm’s goals.
Subsidiary HC is developed through bidirectional process that includes the reconcilia-
tion of local knowledge with the corporate requirements (bottom-up) and the adaptation
of firm-specific knowledge to their local environment (top-down).

International assignees are very important because they help to combine home and host
country knowledge that is effectively leveraged by the company when crafts its strategy.
At unit level, it constitutes a source of competitive advantage because collective
knowledge is aggregated through experiences, databases, communities of practice, after-
action reviews and so on, and become embedded in the unit.

MNEs may let subsidiaries develop talents through HR practices and work methods that
are adapted to local culture, while placing constraints on other ones.

Third, corporate human capital represents the shared value of firm-specific knowledge,
skills and abilities regardless of the location. Individuals are informed about local expe-
rience and global concerns acquiring knowledge from the social and organization con-
text. This knowledge is extracted from each unit and then tested in others. The firm ob-
tains a knowledge set from which provides specific guidelines for action and/or leader-
ship-development programs in order to make individuals contextualize best practices.
Lastly, the international human capital even if it provides no sustainable advantage for

the firm (rivals can obtain it), it is essential because the firm can learn about global best
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practices, global industry standards, international trade laws, modular systems and pro-
cesses, cross-border industry networks and other forms of knowledge embedded in the
individuals.

These individuals can develop international human capital through meaningful interac-
tions with international experts and professional associations, closely observing global
standards and new technologies, recognizing context-specificities. In this way, the firm
learns and integrates knowledge coming from outside.

International assignments allow individual to acquire a strong international human capi-
tal because they make experience in different locations, subsidiaries and contexts and
consequently understand how things work. These people may demand and negotiate a
greater compensation and retention bonuses to not leave the company.

In the next section, human capital management will be linked to the corporate strategy

pursued by Sirmax.

4.4.2 Transnational strategy and human capital management

The context in which Sirmax currently operates is characterized by a high
degree of concentration of firms which is increasing every year due to con-
tinuous M&As performed by largest players. These players are usually high-
ly integrated firms operating in the petrol-chemical industry, and thus they
have less flexibility towards their customers.

Sirmax bases its competitive advantage on providing flexibility to its cli-
ents: usually, customers need products from both independent and integrat-
ed compounders and Sirmax provides respectively taylor-made and stand-

ardized products.

Working with a just-in-time logic, clients require a distribution channel
which has to be very close to their own factories. Roberto Pavin, one of the
three brothers that founded the company, describes in an interview the

Sirmax’s strategy with few words:

“We go where our clients go. If they go everywhere in the world, we are go-

ing, too, everywhere in the world!” (Corriere Imprese NordEst, 2018).
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For instance, this was what happened in summer 2014 when Whirlpool, af-
ter a dismissal, needed one supplier in United States and Sirmax proposes it-

self to move there.

The goal for Sirmax is to increase efficiency and satisfy as soon as possible
the needs of its clients becoming a strategic and reliable partner in terms of

technologies, production and business organization.

To realize that Sirmax needs to have a flexible organizational structure that favours
knowledge management between units. Effectively, new idea from local managers in
subsidiaries may act as sources of creativity, best practice and global solutions that cre-
ate value for clients (Morris et al., 2016).

Knowledge management has been showed as a crucial process for majority of compa-
nies since it is required for the transmission and replication of knowledge and the adop-
tion of right strategies and practices in specific contexts (Jimenéz-Jimenéz et al., 2014).
SMESs’ international success depends, to a large extent, on the strategic fit between the
organizational strategy pursued by the firm, namely exploration or exploitation strate-
gies, and the market selection decisions. Broadly, exploitation strategy uses and refines
existing knowledge, routines and capabilities in order to maximize efficiency (Levinthal
& March, 1993; in Garaus et al., 2016). Moreover, with this strategy firms learn via lo-
cal search and experiential improvements (Cui et al., 2014). Exploration strategy refers
to activities that aim to pursue new potential knowledge and capabilities useful to en-
hance flexibility (Garaus et al., 2016). In this case, the learning process stems from
combined changes and planned experimentations (Cui et al., 2014).

From a managerial point of view, pursuing an exploration strategy seems to be the most
appropriate for SMEs that are more adept at adopting new processes as well as new
products and services. Thus, these firms should look for and select host countries that
are dissimilar from their home market, thereby enabling them to maximize their com-
petitive advantage in terms of seeking new knowledge, exploring unknown and under-
served markets and seizing overlooked opportunities (Cui et al., 2014).

Equally, exploitation strategy should be adopted by SMEs that are capable of continu-
ously improving their resources and processes when they approach the international

market. Selecting host countries that are similar to their home market, allows the firm to
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maximize their existing knowledge and achieve economies of scale from the extension
of their current products/services to foreign markets (Cui et al., 2014). The process is
more effective when the knowledge provider and recipient share similar cultural sys-
tems. For instance, knowledge sharing is more difficult between individuals involved in
the process that do not speak the same language (Maimone, 2018).

As corporate strategy, Sirmax adopted a transnational model in which it exploited and
refined its existing knowledge and capabilities.

The transnational strategy enables the company to transfer and share resources, includ-
ing human resources, and capabilities across borders. Furthermore, with a transnational
strategy the company incorporates the “think-global, act-local” approach, addressing
local customers’ requirements in an efficient and adaptive manner.

This approach is possible through the adoption of a governance structure that is both
flexible and tightly integrated and that partially allows subsidiary discretion and auton-
omy to adapt and customize locally (Morris et al., 2016).

Pocket multinationals are neither large enough to consists of highly diversified explora-
tory and exploitative business units, nor small enough to establish a context where ac-
tors are supposed to perform exploratory and exploitative tasks concurrently (Garaus et
al., 2016).

Thus, if with this strategy a company attempts to benefit from both local responsiveness
and global integration, it has to deal with the tensions, showed in Chapter 3, that lies be
on the trade-off integration-localization.

At a certain point, indeed, even a company operating in a niche market will face some
challenges linked to this trade-off: on the one hand, in addition to simply transfer and
share knowledge and practices in its affiliates, Sirmax should go beyond and ensure that
this knowledge is well-integrated and creates more value for each location and for its
customers; on the other hand, the firm should differentiate its human capital portfolio to
address country-specificities and ensure at the same time global integration.

Adapting the framework of Morris et al. (2016) to Sirmax, it is possible to state that the
company may adopt a multi-pronged approach towards human capital development.
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Figure 22 Human Capital Management in Sirmax
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As exhibited in Figure 22, the company should place emphasis on all four types of hu-
man capital described by the authors, albeit in different proportions for each country.
Apart from Italy where there is exclusively corporate human capital due to no country
specificities, the other plants encounter some local requirements as showed in the previ-
ous paragraph. Therefore, while Poland is more similar to the Italian context given the
shorter geographical distance and the similar European culture, countries like United
States, India, Brazil require a deep knowledge of the local context and local ways of do-
ing things. For instance, United States are characterized by a different labour market in
which young talents are firstly attracted by American MNEs and the rest of potential
employees demands benefits and career path to not leave the company.

In Brazil, there is a different way of managing administrative and financial tasks that
requires a specific knowledge of the system. Sometimes, to fill knowledge gaps, the
company outsources the management of some practices to external consultants.

In India there is still a strong hierarchical system (“Caste System”) that influences busi-

ness attitudes that differentiate people for social rights and privileges. Even working
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daily aspects are subject to the hierarchy as for example different food-courts for em-
ployees and managers.
As a result, Figure 23 shows the overall transnational strategy of the company towards

human capital management.

Figure 23  Sirmax's transnational strategy and human capital
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Since both exploration and exploitation strategies are not mutually exclusive, they re-
quire the organizational capability to continuously pursue and integrate both. This or-
ganization’s capability is called “ambidexterity” and needs to be combined with the HR
practices in order to increase flexibility and efficiency (Garaus et al., 2016).
Organizational ambidexterity allows to reconcile the global-local tension, inherent to
the transnational strategy, with the achievement of alignment and adaptability (Morris et
al., 2016)

Although this may seem idealistic to realize, the firm should use a specific combination
of HR practices: key actors are challenged with the development of a human capital pro-
files that work to simultaneously establish external ties that connect them to country- or

plant-specificities as well as internal ties that connect them to the parent company.
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In the transnational strategy subsidiary and corporate human capitals are the most criti-
cal because they are firm-specific, and their combination is both informed and contextu-
alized by local and international human capitals.

As concerns decision-making, in the transnational model, Sirmax should grant a certain
degree of autonomy to the units: they have the possibility to adapt practices to local
conditions, but at the same time, the parent company still hold them accountable for
sharing information through IT system and integrating knowledge through frequent in-
teractions.

To ensure a higher degree of integration of practices, Sirmax may initially maintain its
ethnocentric approach reinforcing coordination mechanisms analysed in Chapter 3.
Expatriates can still help local managers to implement the new HR practices and coach
HCNSs.

Similar to the multidomestic approach, HR systems tend to differ more across subsidiar-
ies, reflecting local adaptation. The headquarters should provide broad HR policy direc-
tives and practices that are consistent across the whole MNE and should demonstrate
enough resource flexibility. This latter refers to the extent to which HR practices or em-
ployees are adaptive to a larger range of alternative contexts.

Some firm-specific human capital or HR practice may apply and are valuable exclusive-
ly within one unit (country-specific). Others are more flexible and can be transferred
and adapted more easily in other units (subsidiary human capital at firm level).

In other words, having connections with global policies or principles shared within the
entire MNE, the knowledge developed in one location can be transferred and adapted in
other contexts as local practice.

Furthermore, the firm’s ability to configure its portfolio of flexible resources and to de-
ploy them rapidly to alternative purposes constitutes the firm’s coordination flexibility.
In this way, it is possible to integrate local and international human capital develop-
ment.

Garaus and colleagues (2016), studying how HRM helps companies to attain organiza-
tional ambidexterity, suggest in their framework (Figure 24) to consider an integration
of work practices and employment practices in order to balance the two strategies. In

this way, the company strengthens its ability to adapt to changes in the environment.
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Figure 24  Ambidextrous HRM system
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On the one hand, the framework describes the role of integrative employment practices
in enabling the company to create a common frame of reference. This is possible foster-
ing social integration, meaning that the overall identification with shared values and a
common understanding can facilitate a trustful knowledge exchange. Employees should
recognize themselves in the overall organizational culture (Garaus et al., 2016).

Useful HR tools may be specific recruitment, selection and onboarding practices which

may favour collaboration and cooperation within the firm.

Sirmax should attempt to adopt a geocentric approach for as concern staff-
ing positions worldwide. This result may come from the development of

human resources that will be able to work in a certain context regardless ge-

127



International HRM: Developing HR Practices in an Italian Pocket Multinational: Sirmax Case Study

ographical location. Thus, the firm should put emphasis on recruiting both

PCNs and HCNs whose values are congruent with the ones of firm.

It is important to continuously hire young talents that are innovative team players and
critical thinkers. Complementary competencies and soft skills are important, too.
However, candidates should have clear that Sirmax, in addition to be one of the top in-
novative company of the industry, gives value to deserving people offering technical
and managerial competences in a dynamic and pleasant work environment.

In the recruitment process, establishing relationships with local universities can help to
increase the chance to have more potential candidates and to find the right person that
fit in both organization and job. Additionally, the firm can offer to master students the
possibility to participate to business games or projects in order to find solutions for
business challenges. Alternatively, it can collaborate with R&D institutes to find inno-
vative solutions to satisfy evolving customer’s needs.

Once they are selected, new entrants should be introduced inside the organization
through social and technical training (e.g. mentoring, job rotation, welcome days) and
they may spend a training period inside the corporate headquarters.

Training should not be provided just at the beginning of the working relationship but
should be expected on an ongoing basis in which the managers or specialized employ-
ees further develop their capabilities. For instance, regular team competence training
and management development may allow staff from various units to get to know and
work with each other. Concurrently, marketing and sales managers (and other depart-

ments) may be trained on product development or sales negotiation.

To formalize training-systems, Sirmax may create an internal structure such
as Sirmax Academy or Sirmax Corporate University in which employees
and managers periodically have a training-space to enhance their knowledge

and capabilities.

Furthermore, foreign managers may rotate across international locations to develop
(corporate) human capital inferentially since they accumulate experience iteratively and

learn which set of practices are generalizable to other locations (Morris et al., 2016).
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In cross-cultural environments international assignees can improve negotiations capabil-
ity integrating local market knowledge and regulations with the knowledge of firm’s
products.

On the other hand, formal integration mechanisms, that is the exchange and coordina-
tion of knowledge, is favoured by integrative work practices: interaction-oriented struc-
tures, projects, meetings, networks, job design and task allocation enable to strengthen
the frame of reference integrating the knowledge generated in different departments
(Garaus et al., 2016). For instance, the company may organize cross-functional and/or
cross-cultural team-works for product development, coordination meetings, industry
meetings and/or meetings with clients in order to understand their needs. Similarly, it
can provide a specialized pool of technician that support sales and customer service.

At the same time, it can foster the development of informal ties between employees
providing spare-time facilities.

The underlying objective of implementing integrative work practices is to create and
build upon networks in order to combine information and knowledge coming from dif-
ferent sources. This would support the organization in generating new ideas which are
evaluated for making decisions.

As a result, differently from large firms where HRM systems are highly differentiated
and connected via top management teams, in pocket multinationals a strong common
frame of reference is useful to enhance both efficiency (short-term performance) and
flexibility (long-term performance) (Garaus et al., 2016).

The role of the headquarters is to enable, encourage and facilitate the exchange of
knowledge and information in order to activate a mutual-learning process based on gen-
eral principles (Morris et al., 2016). The means are for example the transfer of employ-
ees, sharing knowledge via social networks, shared portals, information systems or doc-
umented processes and best practices.

The transnational orientation requires a multitude of local knowledges that contributes
in developing subsidiary human capital and the consistent mutual learning help the firm

to learn from its subsidiaries and to leverage factors across the corporation.

Future HR Practices

The Sirmax Group’s goal is to be prepared to become a multinational enterprise charac-

terized by a more and more flexible organization and by a solid corporate culture.
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Organizations seek to build high performance through HRM practices. Thus, they
should provide job security, ongoing training, information and knowledge platforms to
create a pleasant workplace in which skilled people work.

Moreover, to attract, motivate and retain these people, the company should conduct de-
velopmental performance appraisals that are the base of potential rewards: compensa-
tion, benefits and career opportunities are important means to reduce job turnover.
Having employees that are not motivated in what they are doing is like having not-valid
or un-skilled employees. So, the ability to retain employees depends significantly on the
ability to manage them.

An HR manager will help to find appropriate solutions in each context and will have the
duty to constantly communicate with all the functional managers about team members
and how to organize them in their activities.

Table 7 lists some potential HR practices that may be implemented by Sirmax, firstly in
the headquarters and then its subsidiaries around the world with some local adaptation
(see Table 5). The final goal is to find a strategic and organizational fit that balances the

need for global integration with the need for local adaptation.
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Table 7 Future potential HR practices

HR PRACTICE

POTENTIAL HR SOLUTIONS

UNDERLYING OBJECTIVE

Staffing: recruitment
and selection

Merit is rewarded through managerial and technical
competences

e Focus on apprentices and local recruits whose
values are similar to the organizational’'ones.

e Establish and strenghthen relationships with
universities and R&D centres

e Balance gender equality in management positions

Relationships with universities bring more potential candidates willing to work for the
company and they are an important source of knowledge. They may have
complementary competencies and soft-skills are useful to enhance organizational
flexibility.

Recruiting innovative and critical-thinkers individuals prevent groupthinking and foster
new ways of doing things. Remind to shape staff according to the company’s norms and
values that are congruent with the ones of the organization.

Diversity management related to gender equality may increase employer’s reputation

Onboarding practice

o Evaluate if the organizational structure and the
operations are able to support the potential
increase of turnover;

e Mentoring and job rotation for new entrants

e Creation of a business intranet platform in which
employees can continuously find news;

e Establish an employee survey (every 2/3 years)

e Establish organizational ceremonies for important
business events (e.g. anniversaries, financial
results, successful product development) and
welcome days for new entrants

e Possibility to develop an ethical statement in which
are reported all the energy, water, material savings
(evaluation of the B corp certification).

Introduce new entrants to the company and make them feel comfortable

Providing basic understanding of tasks and functions through job rotation, encourages the
acquisition of new skills and enables staff to absorb and understand organizational
processes and values accumulating experience iteratively

The intranet platform enables staff to be updated on the latest news about products,
organization and market trends.

The employee survey measures workforce’s satisfaction and the overall environment
climate. It simplifies the way to understand employees and allows to build organizational
commitment (promoting staff retention)

Environmental sustainability and clean workplace enhance workplace’s reputation and
help to retain employees. B Corp certification enhance firm’s reputation through the
promotion of positive impacts genereated by sustainable products, safe workplace,
environmental sustainability, governance and community.

Job security must be ensured also to increase job satisfaction

Training and
development

Sirmax Accademy or Sirmax University

e Cross-functional training

e Team competence training

e Cross-cultural training for managers and for
international assignments’ candidates

e Language training

Enable employees to understand the business and to grasp the “overall picture”.
Basically, training prepare people for future job assignments and evelops commitment to
the market and to the product

Increase motivation and ability to collaborate and cooperate through team building.
Managers may enhance their leadership capabilities, they are more willing to assume
responsabilities and to take risks. Need to create a team of expertise.

Learn which set of practices are generalizable to other locations
Learning opportunities help attract and retain individuals
Reduce the communication barriers through language courses (especially English)
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HR PRACTICE POTENTIAL HR SOLUTIONS UNDERLYING OBJECTIVE
Performance | e« Evaluate if the MBO system is aligned with the e Make staff aware of what is expected in terms of behaviours and performance and which
appraisal actual Sirmax’s organizational life stage and the are the yardstick to measure and evalueate them

future one (not implemented for administration and
ICT).

Classic performance management system based on
KPI of each function.

Assessments for managers and high-potential
employees.

Enable the company to evaluate what employees need and what they deserve
Feedback encourage further managers’ and employees’ development

Rewards and career
advancements

The ability to retain employees depends significantly on
the ability to manage them

Creation of a long-term incentive linked to the
industrial plan

Cross-functional career opportunities
Employees’s participation in decision-making
process (quality circles, autonomous teams, wok
councils, consultative commitees)

Simplifying the ways of building organizational commitment and promoting staff retention
not throgh financial incentives, but clear career opportunities

People are no longer promoted on the basis of their level, position, or status, but rather
on their actual or potential contribution to the firm

In participative DM, employees may identify and solve problems sooner and feel trusted.
Participation provides opportunities and encourage individuals to extend discretionary
effort and to acquire appropriate skills.

Rewards (both financial and non-financial) must be fair and must promote and support
organizational goals, cooperation and teamwork and should be structured in a way that
the size of job and individual performance are evaluated.

Compensation &
Benefits

Social benefits (e.g. health insurance, pension fund,
laundry for employees)

Establish spare-time facilities

Work-life balance

Introduction of a badge for manager and employees
Evaluate the introduction of pension plans, health
insurance, more paid vacations

Contribute to increase the employee’s work environment satisfaction

Spare-time facilities offer the possibility to get to know people from other function and/or
units and to reinforce the concept of Sirmax community

Work-life balance make the firm closer to employee’s needs and promote employee’s
welfare

Calculation of the base salaries looking at the monthly hours worked by the employees

Benefits help to reduce social pressures and to attract and retain employees (especially in
the USA)

Source: Personal elaboration
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4.4.3 Institutional interaction

Once the company has found the right bundle of practices, some authors argue that
HRM practices can converge into uniform way of doing things around the world and
can be transferred as exactly they are in different countries (Oppong, 2018). Unless cul-
ture imposes strong constraints, standardization is possible for those practices that are
considered as “best practices” and can come from either headquarters and subsidiaries
(Pudelko & Harzing, 2007). Other authors claim in addition that potential change of
context and time may alter the extent to which subsidiaries are able to make the best use
of HR autonomy (Lazarova et al., 2017).

However, MNEs should act as a two-way vector of dynamic change within national
business systems: both PCNs and HCNs will bring their own nationally distinctive ways
of doing things within the diverse units and will realize how to adopt that practice in
their respective country (Ferner et al., 2001).

Differently from the extant literature, according to Cheng & Yu (2012), instead of di-
rectly impose commands to the subsidiary, parent-firm executives should previously in-
volve also subsidiary executives in the decision-making process: in addition to the envi-
ronmental concerns’ assessments and messages from the familiar home-country, parent-
firm executives supported by the subsidiary’s executives, should consider as an indirect
reference point also the messages from the host-country to adjust their actions. Collec-
tively, the adoption of practices of an international SMEs is partially a result of the
evaluation of overlapping institutional effects in the host-country and home-country
(Chang & Yu, 2012).

On the one hand, if institutional pressures come from just one side, it is necessary to
centralize (if home-country pressures are higher) decision-making, or grant autonomy
(if host-country pressures are higher), as showed in the previous chapter.

On the contrary, in case both parent and subsidiary executives assess high competing
institutional pressures in both countries, there is a so-called “institutional interaction”
(Cheng & Yu, 2012). If the host-country institutional pressures assessed are high, it is
likely that subsidiary executives avoid to completely adopt internal practices. In this
typical intra-organisational dynamic, the firm should find a compromise in decision-

making.
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Building on the Kostova and Roth’s (2002) findings, to satisfy the different institutional
interests, Cheng and Yu (2012) propose two alternative approaches for international
SMEs: the subsidiary can either “implement all internal practices in a sufficient level”
or “internalise only few internal practices”.

In the first approach, SME’s executives at a subsidiary and parent level will mutually
tolerate each individual institutional interest by implementing a sufficient but limited
level of overall internal practices in the subsidiary (e.g. about a half) (Cheng & Yu,
2012). It occurs when the subsidiary formally complies with the request of the parent
but does not view the practice as valuable and does not form positive attitudes toward it
(Kostova & Roth, 2002). The partial implementation of overall internal practices re-
flects an easy tool utilised by a subsidiary to cope with the internal controls from its
parent firm. This is similar to the idea of “ceremonial adoption” proposed by Meyer and
Rowan (1977): it is the formal adoption of a practice on the part of a recipient unit’s
employees for legitimacy reasons, without their believing in its real value for the organ-
ization.

The second approach in case of institutional interaction concerns the internalisation of
only few types of internal practices by a subsidiary as exchange to the parent firm.
Having relatively higher pressures in the host-country, the subsidiary may select few in-
ternal practices to satisfy the parent firm and refuse to adopt the others. When the sub-
sidiary decides to not implement most internal practices, it must profoundly internalise
in the few selected internal practices to display its loyalty to the parent firm with the
aim to satisfy their executives. For instance, as concern internal control mechanisms
within an MNE, the subsidiary may accept HR practices such as administrative hierar-
chy designs, recruitment policies, staff compensation in order to receive support from
the parent firm (Kostova & Roth, 2002). This applies to a greater extent to firm that de-
localize labour-intensive production activities in developing countries where many peo-
ple are employed (Cheng & Yu, 2012).

MNE affiliates face a broader range of choices concerning which practices to adopt and
to what extent they should respond to each institution (Kostova et al., 2008; in Cheng &
Yu, 2012). Anyway, it is likely that the subsidiary adopts certain types of internal prac-
tices that heavily rely on the knowledge and resources from the parent firm (Cheng &
Yu, 2012).
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The institutionalization creates in this way more internal inconsistency and thus leads to
diversity among affiliates rather than similarity and isomorphism (Chan & Holbert,
2001; in Cheng & Yu, 2012). Thus, institutional interaction enables subsidiaries to
adopt diversified practices and crates different practice’s profiles among units within the
MNE (Cheng & Yu, 2012).

For the parent firm, evaluating internalisation in a subsidiary is more difficult than do-
ing so for implementation. Unlike implementation, the internalisation requires the sub-
sidiary to spend much more energy in doing that.

The parent-firm’s top managers will judge the type-by-type adoption commitment of
each subsidiary comparing it with the average situation among MNE affiliates.

As a result, a subsidiary may present a partial isomorphism to more than one institution
and create a combination of diversified practices (Cheng & Yu, 2012).

4.5 Conclusion

This chapter presented some cross-cultural elements that needed to be addressed by
companies operating abroad. Given the rapid growth, Sirmax has not recognized and di-
rectly faced cultural differences during practices’ implementation. Gradually, cultural
differences will be more and more evident and Sirmax will need to be prepared. In the
second paragraph some cultural differences in the firm’s subsidiaries were identified
and it was proposed how to deal with them.

Organizational HR practices must be designed and formalized in order to prevent the
risk of hostile behaviours, dissatisfaction and, ultimately, staff turnover. Operating in
diverse environment Sirmax should manage this complexity working on different styles
of communication, leadership and motivation. It is important to establish an integrated
corporate culture in which diversity is managed adequately.

In the fourth paragraph, the concept of talent was introduced. There is evidence that in-
side an organization people make the difference and the ability to manage them is a
source of competitive advantage. Therefore, it was proposed how emerging pocket mul-
tinational can organize these talents and can develop a strong firm’s human capital.
Sirmax’s strategy was drawn and adapted on Morris et al. (2016)’s framework and it
was proposed to foster the relationship between corporate HC and subsidiary HC sup-

ported by the local and international ones.
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As aresult, in a transnational strategy it is crucial to achieve organizational ambidexteri-
ty through the implementation of a strong HRM system. Once evaluated the institutional

influences, HR practices can be entirely or in part transferred to each subsidiary.
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