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In writing the Preface for the 7th Edition of International Human Resource Management two important
published documents illustrate the context for HRM in International Business in the first quarter of the 21st
Century. One is the Internet document Decent Work and the 2030 Agenda for Sustainable Development
published by the International Labour Organization (ILO) which states that “over 600 million new jobs
need to be created by 2030, just to keep pace with the growth of the working-age population. That is
around 40 million per year. We also need to improve conditions for the 780 million women and men who
are working but not earning enough to lift themselves and their families out of US$2-a-day poverty”.
In addition, we observe the demographic challenges of low birth rates in many industrialized countries and
a lack of qualified talent.

A second document is the Special Report on Companies published by The Economist (17 Sept. 2016)
titled The rise of the superstars. This report notes that “a small group of giant companies (some old, some
new) are once again dominating the global economy” and asks the question “Is that a good or a bad
thing?”. There is also a chart which lists the world’s ten largest listed companies by market capitalization
in billions of US dollars in 2006 and 2016. The 2016 companies are Apple, Alphabet, Microsoft, Berkshire
Hathaway, Exxon Mobil, Amazon, Facebook, Johnson & Johnson, General Electric and China Mobile.
Of this list only Microsoft, Exxon Mobil and General Electric were on the 2006 list, indicating the extent
of change in what The Economist describes as “a virtually new world” (page 3).

We also acknowledge the so-called megatrends highlighted by many authors, mainly from consulting
firms. An important issue they address is the complex and ongoing effect of demographic shifts on global
business practices. In part, many countries are characterized by higher life expectancies and lower birth
rates. This is not only a challenge for the social welfare systems' but also for companies and their human
resource management.

According to this and other studies other challenges include the rise of the individual, the enabling
technology and digitalization, the interconnected global economy, new market and global responsibilities
as well as a rise in entrepreneurship?®. In preparing the 7th Edition the authors have attempted to pay con-
siderable care and attention to this new world of international business.

The world of global business is very different than it was in 1990 when the first edition of this text was
introduced. Our task remains to capture key human issues, those complexities, challenges, and choices faced by
individuals and organizations engaged in global business and exchange. This world remains as compelling and
critical as it was some 27 years ago.

The more significant changes to the Seventh Edition include the following;:

Several of the IHRM in Action cases embedded throughout the chapters have been significantly updated.
These changes will help students grasp the principles and models in the chapter and better apply these
ideas to a range of settings or contexts.

A new case, written particularly for this edition, has been added in the area of career development and
repatriation. The nine in-depth cases at the end of the text have been written by the co-authors or solicited
from global experts to provide a range of in-depth applications for all of the major functional areas of
ITHRM. Extensive teaching notes are provided for adopters of the text. Long time users of the text will find
a more systematic and extensive set of cases, but hopefully our loyal adopters will still find some of their

viii
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favorite cases remain as well. Our feedback on these end-of-text cases was outstandingly positive in the
6th edition and we feel this new edition builds on that strength.

As in previous editions, the challenge of this Seventh Edition has been to organize the complexities
particular to HRM activities in MNEs in such a way that provides teachers (of both undergraduate and
graduate students) real choice as to how they will present the material. We have tried to find a balance that
is meaningful and appropriate to the varying cultures represented by potential adopters and readers, and
across educational traditions, institutions, and forms, while accurately capturing the compelling realities
facing HRM professionals in MNEs. As always, we welcome your comments and suggestions for improve-
ment in this task.

The author team remains an excellent example of collaborative work (across a significant number
of time zones) in the 21st century with tri-continental representation from the Asia Pacific, Europe, and
North America.

ENDNOTES

1. www.kpmg.com/Global/en/IssuesAndinsights/ 2. see also www.rolandberger.com/gallery/
ArticlesPublications/future-state-government/Documents/ trend-compendium/tc2030/content/assets/
future-state-2030-v3.pdf trendcompendium2030.pdf; www.ey.com/Publication/

vwlLUAssets/ey-megatrends-report-2015/$FILE/ey-
megatrends-report-2015.pdf
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CHAPTER
INTRODUCTION

Chapter Objectives

In this introductory chapter, we establish the scope of the book. We:

@ define key terms in international human resource management (IHRM) and consider several
definitions of IHRM

® introduce the historically significant issue of expatriate assignment management and review the
evolution of these assignments to reflect the increasing diversity with regard to what constitutes
international work and the type and length of international assignments

e outline the differences between domestic and international human resource management (HRM)
and detail a model that summarizes the variables that moderate these differences, and

@ present the complexity of IHRM; the increasing potential for challenges to existing IHRM practices
and current models; and the increasing awareness of a wide number of choices within IHRM prac-
tices due to increased transparency and faster and more detailed diffusion of these practices across
organizational units and firms.



CHAPTER 1 INTRODUCTION

SCOPE OF THE BOOK

The field of IHRM has been characterized by three broad approaches.! The first approach?
emphasizes cross-cultural management: examining human behavior within organizations from
an international perspective. A second approach developed from the comparative industrial
relations and HRM literature® and seeks to describe, compare, and analyze HRM systems in
various countries. A third approach seeks to focus on aspects of HRM in multinational firms.*
These approaches are depicted in Figure 1.1. In this book, we take the third approach. Our
objective is to explore the implications that the process of internationalization has for the activ-
ities and policies of HRM. In particular, we are interested in how HRM is practiced in multina-
tional enterprises.

FIGURE 1.7 Interrelationships between approaches to the field

IHRM in the Comparative
multinational HR and IR
context systems

S

Cross-cultural
management

As Figure 1.1 demonstrates, there is an inevitable overlap between the three approaches
when one is attempting to provide an accurate view of the global realities of operating in the
international business environment. Obviously, cross-cultural management issues are impor-
tant when dealing with the cultural aspects of foreign operations. Some of these aspects will
be taken up in Chapter 2, where we deal with the cultural context of HRM in the host country
context — indicated by (a) in Figure 1.1. Chapter 9 deals with international industrial relations
and the global institutional context and draws on literature from the comparative industrial
relations field — (b) in the above figure. While the focus of much of this book is on the established
MNE - a firm which owns or controls business activities in more than one foreign country —
we recognize that small, internationalizing firms which are yet to reach multinational firm
status, and family-owned firms, also face IHRM issues and many of these issues are addressed
in Chapter 4.

DEFINING IHRM

Before we can offer a definition of IHRM, we should first define the general field of HRM.
Typically, HRM refers to those activities undertaken by an organization to effectively utilize its
human resources (HR). These activities would include at least the following:

® HR planning

o staffing (recruitment, selection, placement)
e performance management

@ training and development

® compensation (remuneration) and benefits
°

industrial relations.



CHAPTER 1 INTRODUCTION

The question is, of course, which activities change when HRM goes international? An excellent
early model developed by Morgan’® is very helpful in terms of answering this question. Morgan
presents IHRM in three dimensions:

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

2  The national or country categories involved in IHRM activities:

® the host-country where a subsidiary may be located

@ the parent-country where the firm is headquartered, and

® ‘other’ countries that may be the source of labor, finance, and other inputs.
3 The three categories of employees of an international firm:

® host-country nationals (HCNSs)

® parent-country nationals (PCNs), and

e third-country nationals (TCNs).

Thus, for example, the US multinational IBM employs British citizens in its British operations
(HCNs), often sends US citizens (PCNs) to Asia-Pacific countries on assignment, and may send
some of its Singaporean employees on an assignment to its Chinese operations (as TCNs). The
nationality of the employee is a major factor in determining the person’s ‘category’, which in
turn is frequently a major driver of the employee’s compensation and employment contract.

Morgan defines IHRM as the interplay among the three dimensions of human resource
activities, countries of operation, and type of employees. We can see that in broad terms [HRM
involves the same activities as domestic HRM (e.g. procurement refers to HR planning and
staffing). However, domestic HRM is involved with employees within only one national bound-
ary. Increasingly, domestic HRM is taking on some of the flavor of IHRM as it deals more and
more with a multicultural workforce. Thus, some of the current focus of domestic HRM on
issues of managing workforce diversity may prove to be beneficial to the practice of IHRM.
However, it must be remembered that the way in which diversity is managed within a single
national, legal, and cultural context may not necessarily transfer to a multinational context
without some modification.

What is an expatriate”

One obvious difference between domestic and IHRM is that staff are moved across national
boundaries into various roles within the international firm’s foreign operations — these employ-
ees have traditionally been called ‘expatriates’. An expatriate is an employee who is working
and temporarily residing in a foreign country. Many firms prefer to call such employees ‘inter-
national assignees’. While it is clear in the literature that PCNs are always expatriates, it is
often overlooked that TCNs are also expatriates, as are HCNs who are transferred into par-
ent-country operations outside their own home country.® Figure 1.2 illustrates how all three
categories may become expatriates.

The term ‘inpatriate’ has come into vogue to signify the transfer of subsidiary staff into the
parent-country (headquarters) operations.” For many managers this term has added a level of
confusion surrounding the definition of an expatriate. The (US) Society for Human Resource
Management defines an inpatriate as a ‘foreign manager in the US’. Thus, an inpatriate is also
defined as an expatriate. A further indication of the confusion created by the use of the term
‘inpatriate’ is that some writers in international management define all HCN employees as
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inpatriates. HCNs only become inpatriates when they are transferred into the parent-country
operations as expatriates, as illustrated in Figure 1.2.

Given the substantial amount of jargon in IHRM, it is questionable as to whether the term
‘inpatriate’ adds enough value to justify its use. However, some firms now use the term ‘inpatri-
ate’ for all staff transferred into a country. For clarity, we will use the term ‘expatriate’ through-
out this text to refer to employees who are transferred out of their home base/parent country
into some other area of the firm’s international operations. In doing so, we recognize that there
is increasing diversity with regard to 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 expatriate roles.

FIGURE 1.2 International assignments create expatriates
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Stahl, Bjorkman, and Morris have recognized this expansion in the scope of the field of
IHRM in their Handbook of Research in International Human Resource Management, where
they define the field of IHRM as follows:

We define the field of IHRM broadly to cover all issues related to managing the global workforce and
its contribution to firm outcomes. Hence, our definition of IHRM covers a wide range of HR issues
facing MINEs in different parts of their organizations. Additionally we include comparative analyses of
HRM in different countries.®

We believe that this broad definition accurately captures the expanding scope of the IHRM
field and we will use this definition in this book.

DIFFERENCES BETWEEN DOMESTIC
AND INTERNATIONAL HRM

In our view, the complexity of operating in different countries and employing different national
categories of workers is a key variable that differentiates domestic and international HRM,
rather than any major differences between the HRM activities performed. Dowling’ argues that
the complexity of international HR can be attributed to six factors:

1 more HR activities

2 the need for a broader perspective
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more involvement in employees’ personal lives
changes in emphasis as the workforce mix of expatriates and locals varies

risk exposure

o a0 A~ O

broader external influences.

Each of these factors is now discussed in detail to illustrate its characteristics.

More HR activities

To operate in an international environment, a HR department must engage in a number of
activities that would not be necessary in a domestic environment. Examples of required inter-
national activities are:

international taxation

international relocation and orientation

administrative services for expatriates

host-government relations

language translation services.

Expatriates are subject to international taxation, and often have both domestic (i.e. their
home-country) and host-country tax liabilities. Therefore, tax equalization policies must be
designed to ensure that there is no tax incentive or disincentive associated with any particu-
lar international assignment.'® The administration of tax equalization policies is complicated
by the wide variations in tax laws across host countries and by the possible time lag between
the completion of an expatriate assignment and the settlement of domestic and international
tax liabilities. In recognition of these difficulties, many MNEs retain the services of a major
accounting firm for international taxation advice.
International relocation and orientation involves the following activities:

@ arranging for pre-departure training

@ providing immigration and travel details

® providing housing, shopping, medical care, recreation, and schooling information
°

finalizing compensation details such as delivery of salary overseas, determination of various over-
seas allowances and taxation treatment.

The issues involved when expatriates return to their home-country (‘repatriation’) are covered
in detail in Chapter 7. Many of these factors may be a source of anxiety for the expatriate and
require considerable time and attention to successfully resolve potential problems — certainly
much more time than would be involved in a domestic transfer/relocation such as London to
Manchester, Frankfurt to Munich, New York to Dallas, Sydney to Melbourne, or Beijing to
Shanghai.

An MNE also needs to provide administrative services for expatriates in the host countries in
which it operates.! Providing these services can often be a time-consuming and complex activ-
ity because policies and procedures are not always clear-cut and may conflict with local condi-
tions. Ethical questions can arise when a practice that is legal and accepted in the host country
may be at best unethical and at worst illegal in the home country. For example, a situation may
arise in which a host country requires an AIDS test for a work permit for an employee whose
parent firm is headquartered in the USA, where employment-related AIDS testing remains a
controversial issue. How does the corporate HR manager deal with the potential expatriate
employee who refuses to meet this requirement for an AIDS test, and the overseas affiliate





