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This article builds on previous work in international human resource
management by drawing on concepts from the resource-based view
of the firm and resource dependence to develop a theoretical model
of the determinants of strategic international human resource manage-
ment (SIHRM) systems in multinational corporations. The article then
offers propositions concerning the relationships between a number of
key determinants and the multinational corporation’s overall STHRM
approach, the design of a particular affiliate’s HRM system. and the
HRM system for critical groups of employees within the affiliate.

As maultinational corporations (MNCs) and their overseas affiliates
have become increasingly important players in the global economy, inter-
est in and research of the strategies and management practices of these
firms have also grown (e.g., Hamel & Prahalad, 1985; Ohmae, 1990; Porter,
1986; Prahalad & Doz, 1987; Rosenzweig & Singh, 1991). Although research-
ers have explored numerous issues internal and external to the MNC,
there is a growing consensus that a key differentiator between the corpo-
rate winners and losers in the 21st century will be the effectiveness of the
human organization (Bartlett & Ghoshal, 1994, 1995; Pfeffer, 1994; Pucik,
1992; Tichy, Brimm, Charan, & Takeuchi, 1992; Ulrich & Lake, 1390).

In an effort to effectively leverage human resources to implement the
intended strategies of organizations, researchers and practitioners alike
have begun to explore the theoretical and empirical linkages between
human resource management (HRM) and strategy both in the domes-
tic (e.g., Butler, Ferris, & Napier, 1991; Fombrun, Tichy, & Devanna, 1984;
Lengnick-Hall & Lengnick-Hall, 1988; Schuler & Jackson, 1987; Wright &
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McMahan, 1992) and international contexts (e.g., Adler & Ghadar, 1990;
Kobrin, 1992; Milliman, von Glinow, & Nathan, 1991; Schuler, Dowling, &
De Cieri, 1993). In this article, we draw on a number of recent models of
strategic international human resource management (STHRM), which have
greatly furthered our understanding of the factors that influence the design
of an MNC's SIHRM system. Work in the strategy and organizational theory
fields also has generated a number of theoretical perspectives that provide
valuable frameworks for understanding SIHRM. In this article, we draw
on two such frameworks, the resource-based theory of the firm (e.g., Barney,
1991; Conner, 1991; Penrose, 1959; Wernerfelt, 1984) and resource depen-
dence (e.g., Pfeffer & Salancik, 1978) and apply these frameworks to exam-
ine SIHRM at three distinct but interrelated levels of analysis: the MNC
as a whole, the affiliate, and individual groups of employees within the
affiliate. Resource-based theory adds to prior models of SIHRM the funda-
mental notion that in order to provide value to the business, the STHRM
system of global firms should be constructed around specific organiza-
tional competencies that are critical for securing competitive advantage
in a global environment (Pucik, 1992). The resource dependence framework
helps identify those situations in which MNCs will exercise control over
the SIHRM system of their affiliates.

This article begins with a definition of terms and a brief review of
the contributions of prior models of SIHRM to the field. We then describe
a model of STHRM that elaborates a system that examines both the determi-
nants and the evolution of SIHRM systems over time. After laying out the
model, we suggest a number of propositions to guide future research.
Finally, we conclude with suggestions for further development, both theo-
retical and empirical, to expand our understanding in this important area.

DEFINITION OF TERMS

Before proceeding with an overview of current theories of SIHRM, it
is important to distinguish between international human resource man-
agement (IHRM) and strategic international human resource management
(SIHRM). In keeping with Schuler and colleagues’ (1993) and Lado and
Wilson's (1994) work, we define the MNC's IHRM system as the set of
distinct activities, functions, and processes that are directed at attracting,
developing, and maintaining an MNC’s human resources. It is thus the
aggregate of the various HRM systems used to manage people in the
MNC, both at home and overseas. By including headquarters (HQs) in
this definition, we recognize that the parent company can become simply
another one of the units of the MNC (cf. Hedlund, 1986).

Strategic Human Resource Management (SHRM), in contrast, is used
to explicitly link HRM with the strategic management processes of the
organization and to emphasize coordination or congruence among the
various human resource management practices (Schuler & Jackson, 1887;
Wright & McMahan, 1992). Thus, SIHRM is used to explicitly link ITHRM
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with the strategy of the MNC. Following Schuler and colleagues’ work,
(1993: 720), we define SIHRM as “human resource management issues,
functions, and policies and practices that result from the strategic activi-
ties of multinational enterprises and that impact the international con-
cerns and goals of those enterprises.” With these definitions in mind, we
now provide a brief overview of current theories of SIHRM.

OVERVIEW OF CURRENT THEORIES OF STHRM

In recent models of SIHRM (Adler & Bartholomew, 1992; Adler &
Ghadar, 1990; Evans & Lorange, 1989; Kobrin, 1992; Milliman, Von Glinow,
& Nathan, 1991; Schuler et al., 1993), authors adopted a strategic, macro
perspective and focused on the SIHRM system as a way for MNCs to
effectively manage and control their overseas operations. Although still
in its infancy (Laurent, 1986), the recent work in STHRM has been built on
antecedents that are decades old (e.g., Edstrom & Galbraith, 1977; Franko,
1976; Heenan & Perlmutter, 1979; Perlmutter, 1969). Models found in the
current literature have been used explicitly to tie the SITHRM system of
the MNC to either its stage of internationalization (e.g., Adler & Ghadar,
1990; Milliman et al., 1991) or to its international strategy (e.g., Kobrin,
1992). In most of these models, researchers adopted a contingency perspec-
tive and focused primarily on the fit of the SIHRM system with the goals
of the firm.

In this literature (e.g., Milliman et al., 1991), fit is defined as “the degree
to which the needs, goals, objectives, and/or structure of one component
are consistent with the needs, demands, goals, objectives, and/or structure
of another component” (Nadler & Tushman, 1980: 40). As an example, Adler
and Ghadar's (1990) model of SIHRM is based on the central idea that as an
MNC moves through the product life cycle, it will face different pressures to
respond to external and internal cultural diversity. As the authors stated,
“The central issue for MNCs is not to identity the best international HRM
policy per se, but rather to find the best fit between the firm’s external
environment, its overall strategy, and its HRM policy and implementation”
(Adler & Ghadar, 1990: 245).

Some researchers in SIHRM recently addressed the need for flexibility
as well as fit (e.g., Milliman et al., 1991; Schuler et al., 1993). According to
Milliman and colleagues, flexibility is defined as “the capacity of HRM to
facilitate the organization’s ability to adapt effectively and in a timely
manner to changing or diverse demands from either its environment or
from within the firm itself” (1991: 325). These authors argued that as the
firm becomes increasingly internationalized, the need for flexibility will
increase, and the most flexibility will be required in the most advanced
stage of internationalization.

Schuler and colleagues’ (1993) model is the most recent of the SIHRM
models, and it captures all the important factors identified by the previous
writers. Rather than tying SIHRM directly to either product/organizational
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life cycle or to the MNC's strategy, these authors build on the work of
Prahalad and other strategy writers (Bartlett & Ghoshal, 1989; Prahalad,
1975; Prahalad & Doz, 1987; Prahalad & Hamel, 1990). Schuler and his
colleagues postulated that the fundamental issue users of SIHRM must
address is the tension between the need for interunit linkages (integration)
and the challenges faced by each affiliate in order to operate effectively
in its local environment (differentiation). The dual needs for integration
and differentiation, orginally identified by Lawrence and Lorsch (1967), are
parallel to the concepts of internal and external fit (Milliman et al., 1931).

In addition to the strategic components, Schuler and colleagues (19393)
specified that both exogenous and endogenous factors influence the de-
sign of the SIHRM system of the firm. The exogenous factors these authors
identified include industry characteristics and country/regional character-
istics, whereas the endogenous factors they described include the struc-
ture of international operations, HQs' international orientation, competi-
tive strategy, and experience in managing international operations.

All of the models described previously have helped to advance re-
searchers’ theoretical understanding of the linkages between human re-
sources and strategy in MNCs in a number of ways. First, they have shown
how and why the stage of internationalization or international strategy
of the MNC is tied to its approach to SIHRM, a linkage that has received
some recent empirical support (Kobrin, 1992; Rosenzweig & Nohria, 1994).
Second, they have helped to identify critical variables, in addition to
strategy, that are important in determining the SIHRM of a firm, such as
industry (Kobrin, 1992; Schuler et al., 1893), international experience of the
MNC (Adler & Ghadar, 1990; Milliman et al., 1991; Schuler et al., 1993),
organizational structure (Schuler et al., 1993), headquarters’ (HQ) interna-
tional orientation (Hedlund, 1986; Schuler et al., 1993), and the host country’s
cultural and legal environments (Adler & Ghadar, 1990; Milliman et al.,
1991; Schuler et al., 1993). Third, these models have pointed to the need
for the SIHRM system to address the tension between the dual imperatives
of local responsiveness and global integration. Finally, as both Kobrin
(1992) and Schuler and colleagues (1993) pointed out, the ability to design
the SIHRM system such that it optimally balances these different forces
will have performance implications for both the MNC and the individ-
ual affiliate.

The model of SIHRM presented next is both an extension of and an
addition to previous work. Although incorporating many aspects of SIHRM
proposed in previous models, including a contingency approach, in the
present model, we also draw on resource-based theory and resource de-
pendence. These two frameworks help to identify four critical considera-
tions that were not developed in previous SIHRM models: using the MNC's
home HRM system as a resource for building its global SIHRM system;
using SIHRM differentiation among types of affiliates; using SIHRM differ-
entiation among types of employees; and being more explicit in how
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SIHRM systems evolve over time. The next section describes our model of
SIHRM, which is used to address these critical issues.

THE SIHRM MODEL

How a firm’s systems, among its other attributes, enable it to achieve
success relative to competitors is the central idea of the resource-based
theory of the firm (Barney, 1991; Penrose, 1953; Wernerfelt, 13984). To generate
a competitive advantage, the resource must be valuable, rare, imperfectly
mobile, and inimitable (Barney, 1991; Conner, 1991). Lado and Wilson (1994:
699) described application of this theory to HRM in the following way:
"The resource-based view suggests that human resource systems can
contribute to sustained competitive advantage through facilitating the
development of competencies that are firm specific, produce complex so-
cial relationships, are embedded in a firm’s history and culture, and gener-
ate tacit organizational knowledge.” The HRM function is unique because
both the outputs (the employee behaviors) of the system and the system
itself are potential sources of competence. Following this logic, we define
HRM competence as the tangible (e.g., HR planning systems, international
sales training programs, selection tests) and intangible resources (e.g.,
shared mindset, ability to attract qualified employees to work for the firm,
affiliate managers' experience in negotiating with the local government)
that allow a firm to outperform its competitors.

We can distinguish between resources, including HRM competence,
at three levels within the MNC. First, there are the parent company's
resources that originate from a particular configuration of economic, cul-
tural, human, and other resources in a given country (Porter, 1990); these
resources are not differentiated between firms domestically, but they can
give MNCs an advantage when competing outside their home countries.
For example, because of governmental tax incentives, German firms have
highly developed employee training and development programs (Pleffer,
1994) that result in skilled employees who can give the firm an edge over
competitors from other countries.

The second source of potential competitive advantage for MNCs is at
the parent company level and represents the unique bundle of assets
and capabilities that the MNC has developed over its lifetime. Firms are
idiosyncratic because throughout their unique histories they accumulate
different tangible and intangible assets (Nelson & Winter, 1982). As an
example, 3M's excellence in managing innovators represents a bundle of
assets and capabilities at the parent company level. The combination of
these two levels of resources (national and firm) is parallel to Bartlett and
Ghoshal's (1989) notion of administrative heritage.

Finally, in addition to national- and firm-level resources, resources
at the affiliate level may provide a source of competitive advantage for
the MNC at the local, regional, or global levels. For example, a Japanese
firm'’s Singapore affiliate may develop efficient HRM selection policies to
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deal with the high labor market mobility there. If the policies are not
useful for other affiliates (e.g., those in the United States or for the parent
company), then this resource is useful only at the one affiliate. However,
if the MNC can successtully transfer these policies to other environments
that have high mobility in their labor markets, they may develop into
parent company-level resources.

The origin of the resource—national, firm, or affiliate—is likely to
affect its usefulness in other locations (see also Laurent, 1986; Schneider,
1988; Schuler et al., 1993). The usefulness of a particular element of an
HRM competence, like any other resource, may be confined to its place of
origin (it is context specific) or it may be effective across countries (it is
context generalizable). For example, a U.S. MNC with a matrix structure
that produces high-quality decisions may not be able to use this resource
in its affiliate in France, because the French prefer a clear and fairly
stringent hierarchical decision-making system (cf. Hofstede, 1980; Laurent,
1983). Thus, resources, including HRM competence, can be context specific
or context generalizable, depending on their usetulness outside the loca-
tion in which they were developed. This distinction is important in the
choice of SIHEM orientation, as we will describe next.

The Parent Company’s SIHRM System

Our model is used explicitly to examine the SIHRM system at three
levels: the parent company, the affiliate, and specific employee groups
within the affiliate (see Figure 1). The resource-based theory of the firm
enables us to view the determinants of the SIHRM system at each of
these levels and the evolutionary process of change over time from a
new perspective. We begin at the organization level by asking: What
determines the SIHRM system of an MNC? In answering this question, we
present the first part of our model, which is focused on the parent company,
and we discuss the determinants of the SIHRM system at that level.

Prior work on SIHRM (e.g., Rosenzweig & Nohria, 1994; Schuler et al.,
1993; Yuen & Kee, 1993) suggests that there are two key aspects of the
SIHRM system at the parent company level: the parent company's STHRM
orientation and the parent company’s SIHEM functional focus. Because
the SIHRM functional focus is a minor component of the model we present,
it will be discussed only briefly before we examine the SIHRM orientation.

An MNC's SIHRM functional focus is defined as those functional as-
pects {(e.g., selection techniques, compensation schemes) of the parent
company's home HRM system that the firm transfers to its affiliates or
focuses attention on developing within them. SIHRM functional focus is
most strongly influenced by the parent company’s home HRM system. The
parent firm will have developed its greatest resources in the HRM areas
that top management believes are critical to the successful completion of
organizational tasks, and hence these HRM functions will be the focus of
their transfer to affiliates. We do not develop propositions concerning
these relationships because, although the links can be surmised from
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resource-based theory and should be acknowledged (James, Mulaik, &
Brett, 1982), they are beyond the scope of this article.

We define the MNC's SIHRM orientation as the general philosophy or
approach taken by top management of the MNC in the design of its overall
IHRM system, particularly the HRM systems to be used in its overseas
affiliates. This SIHRM approach is important because it determines the
way in which the MNC will manage its IHRM function, including, for
example, whether it will have an IHRM director at headquarters and
whether it will set up mechanisms to share HRM policies and practices
with and between affiliates. The MNC’s SIHRM orientation determines
its overall approach to managing the tension between integration and
the resultant pressure for internal consistency and differentiation and
the pressure for external consistency. Drawing on ideas from prior
work in international management and SIHRM (e.g., Hedlund, 1986;
Perlmutter, 1969; Rosenzweig & Nohria, 1994; Rosenzweig & Singh, 1991),
we can identify three generic SIHRM orientations in MNCs: adaptive, ex-
portive, and integrative.

An adaptive SIHRM orientation is one in which top management of
the MNC attempts to create HRM systems for affiliates that reflect the local
environment (low internal consistency with the rest of the firm and high
external consistency with the local environment). In an adaptive SIHRM
orientation, differentiation is emphasized, and the MNC generally copies
the HRM systems that are being used locally by hiring competent human
resource specialists or managers who have knowledge of local practices.
This approach is consistent with a polycentric approach to MNC manage-
ment as originally defined by Perlmutter (Heenan & Perlmutter, 1979;
Perlmutter, 1969), but it is broader than this term’s current usage in the
literature, which now refers almost exclusively to the staifing of top man-
agement positions of affiliates (Adler, 1991; Dowling, Schuler, & Welch,
1994; Tung, 1988). In MNCs utilizing an adaptive SIHRM orientation, we
would expect to find almost no transter of HRM philosophy, policies, or
practices either from the parent firm to its overseas affiliates or between
overseas affiliates.

An exportive SIHRM orientation is one in which top management of
the MNC prefers a wholesale transfer of the parent firm’s HRM system
to its overseas affiliates (high internal consistency and low external con-
sistency), replicating in its overseas affiliates the HRM policies and prac-
tices used by the MNC in its home country. This orientation emphasizes
high integration of the affiliate’s HRM system with that of the parent
company, and it is consistent with previous literature describing an eth-
nocentric approach to MNC management (Heenan & Perlmutter, 1979;
Perlmutter, 1969); again, it includes all HRM functions, not just the staffing
of top management.

MNCs with an integrative SIHRM orientation attempt to take “the best”
approaches and use them throughout the organization in the creation of
a worldwide system (Bartlett & Ghoshal, 1989). According to this SIHRM
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orientation, the focus is on substantial global integration with an allow-
ance for some local differentiation. This approach is consistent with, but
broader than, what previous authors have described as a geocentric ap-
proach to MNC management (Heenan & Perlmutter, 1979; Perlmutter, 1969).
The integrative SIHRM orientation combines both characteristics of the
parent company's HRM system with those of its overseas affiliates (high
internal consistency and moderate external consistency). Thus, transfer
of HRM policies and practices occurs, but it is just as likely to occur
between overseas affiliates as between the parent company and its affili-
ates. In addition, the transfers can go in any direction; atfiliate practices
can be transferred to the parent company and vice versa.

As these descriptions imply, the SIHRM orientation of an MNC reflects
different roles for the HQs and affiliates in the SIHRM design. Although
an adaptive SIHRM orientation allows for design decisions of the affiliate’s
HRM system at the affiliate level, an exportive SIHRM orientation places
almost all control in the hands of the parent company. An integrative
SIHRM orientation, which allows for an affiliate’s input and adaptation,
represents shared decision-making responsibility between the parent
company and the affiliate for the design of the SIHRM system.

What determines the choice of SIHRM orientation? According to prior
models (Kobrin, 1992; Schuler et al., 1993}, the choice of STHRM orientation
is affected by the firm's international strategy. In addition, proponents of
resource-based theory and other researchers (e.g., Beechler & Taylor, 1994;
Taylor & Beechler, 1993) suggest that the top management of an MNC must
believe that it has an HRM competence that is context generalizable in
order for it to be transferred outside of the parent company. These relation-
ships are described next and illustrated in Figure 1.

The role of strategy. Consistent with the resource-based theory
of the firm, an MNC can be viewed as a network of resource transactions
among organizational subunits located in different countries (Gupta &
Govindarajan, 1991). In large part, an MNC's strategy will determine
how these resource transactions are structured among the various sub-
units. Following Porter's work (1986), we identily two generic MNC
strategies: multidomestic and global. Within this article, we assume that
a firm has correctly identified the nature of its industry—global or
multidomestic—and has chosen an international strategy appropriate to
this industry.

A multidomestic strategy is one in which the MNC manages its over-
seas affiliates as independent businesses, where the activities of one
overseas affiliate do not affect the activities of another affiliate. MNCs
generally follow a multidomestic strategy when the local market demands
a high degree of adaptation of the firm's products and processes. In this
case, there is little interdependence between the procurement, manufac-
turing, or marketing activities across the MNC, and the ties between
the organizational subunits tend to be primarily financial (Porter, 1986).
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Consequently, resources developed or acquired in one part of the MNC are
generally not usetul in creating competitive advantage in other locations.

MNCs following a global strategy, in contrast, use the resources de-
veloped or acquired in one part of the firm to create competitive advantage
in other parts of the firm (Ohmae, 1990). In MNCs following a global strat-
egy. overseas affiliates are managed as interdependent businesses. A
global strategy requires a high level of integration, which, in turn, de-
mands high levels of coordination and control of activities across the
MNC's overseas affiliates (Gupta & Govindarajan, 1991; Rosenzweig &
Singh, 1991; Roth, Schweiger, & Morrison, 1991). Thus, « critical difference
between a multidomestic and global strategy is the level of interdepen-
dence or resource exchange among the organizational subunits (Collis,
1991; Gupta & Govindarajan, 1991; Porter, 1986). In addition, a multidomes-
tic strategy places demands that are different from those of a global
strategy on the human resources needed to implement the strategy and
on the capacity of the HRM system to help integrate the activities of the
firm (Kobrin, 1992).

As described previously, MNCs that follow a multidomestic strategy
localize their operations and are relatively independent. Because an adap-
tive SIHRM orientation is focused on local adaptation, we predict the fol-
lowing:

Proposition 1: MNCs following a multidomestic strategy
will adopt an adaptive SIHRM orientation rather than
an exportive or integrative SIHRM orientation.

In firms that pursue a global strategy, the higher levels of integration
required between affiliate and parent company operations lead to the
need for higher levels of control, which, in turn, drives demands for internal
consistency. However, as Bartlett and Ghoshal (1989) noted, increasingly,
firms competing in global industries must be simultaneously globally
integrated and locally responsive. Thus, in spite of the drive toward inter-
nal consistency, differences in local environments create the need for
differentiation (Lawrence & Lorsch, 1967). This need to simultaneously
integrate and differentiate leads us to the following proposition:

Proposition 2: MNCs following a global strategy will
adopt an integrative SIHRM orientation rather than an
adaptive or exportive SIHRM orientation.

Even though we believe that this proposition is true generally, we
acknowledge that when firms first adopt a global strategy, some will not
simultaneously adopt an integrative SIHRM orientation at the onset, opting
instead for an exportive SIHRM orientation. For firms that are changing
from a multidomestic to global strategy, the demands for internal consis-
tency will generally outweigh the demands for local responsiveness. In
addition, the high level of uncertainty experienced by newly globalizing
firms may lead them to utilize known systems at the outset (Rosenzweig &
Singh, 1991). For example, when Procter & Gamble entered into the interna-
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tional arena in the postwar erq, its management exported their marketing
strategies wholesale to their overseas operations. Only when this strategy
tailed did they move toward an approach that was more balanced between
integration and local responsiveness (Bartlett & Ghoshal, 1989).

The role of HRM competence and top management’s beliefs. Research-
ers in IHRM (Beechler & Yang, 1994; Schuler et al., 1993) and in international
strategy (Collis, 1991; Roth, 1995) suggest that top management plays a
key role in determining the identification of resources and competences.
By top management we mean the key corporate decision makers whose
views determine the overall international strategy of the firm and its
general approach to implementing that strategy. In some firms this could
be the president or CEO alone, whereas in other firms it may be all of the
senior-level managers, including the director of IHRM. Here we focus on
top management'’s beliefs concerning the existence and context generaliz-
ability of its HRM competence as the other major determining factor that
influences which SIHRM orientation the MNC will adopt. In stating the
following propositions, we assume that (a) the parent company possesses
an HRM competence and (b) top management has accurately perceived
this to be a competence.

Top management’s perception of HRM competence can be defined as
the belief, expressed in corporate as well as personal communications,
that the firm's way of managing its employees gives the company an
advantage over its competitors. In addition to perceived HRM competence,
top management may or may not believe that this competence is useful
beyond its national borders. When top management does not perceive its
HBRM competence to be a resource that can be used in other contexts
outside the home country of the firm, then there will be no incentive to
transter its HRM system across borders. Thus, the MNC will adopt a STHRM
orientation that utilizes the HRM practices in use in each affiliate’s loca-
tion, regardless of the international strategy of the firm. These predictions
are supported by preliminary empirical results from a study of approxi-
mately 200 Japanese and American affiliates in Southeast Asia (Beechler,
Najjar, Ghosh, Dirdjosuparto, & Sieh, 1996), which found that perceived
HRBM competence is a key determinant of the level of similarity between
the parent company’'s and affiliate’s HRM system.

Proposition 3: If top management perceives that the
MNC’s HRM competence is context specific, the MNC will
adopt an adaptive SIHRM orientation rather than an ex-
portive or integrative SIHRM orientation.

When top management perceives the firm’s HRM competence will be
usetul beyond its national borders, it will choose an SIHRM approach that
leads to a sharing of HRM policies and practices—either an exportive or
an integrative orientation. This perception does not necessarily have to
be the result of the MNC's international experience; rather, it can come
from the personal experiences and beliefs of top management or from
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their observation of the experiences of other MNCs. Because integrating
operations through a sharing of practices is not important to firms follow-
ing a multidomestic strategy, an MNC will adopt one of these two ap-
proaches only if it is following a global strategy.

Proposition 4: If top management perceives that the
MNC’s HRM competence is context generalizable, and if
the firm is following a global strategy, the MNC will
adopt either an exportive or integrative SIHRM orienta-
tion rather than an adaptive SIHRM orientation.

Evolution of the parent firm's SIHRM orientation. Once a firm has
chosen an STHRM orientation, it will not necessarily retain that orientation
over its lifespan. First, the beliefs of top management concerning the
context generalizability of its HRM competence change according to the
MNC's overseas experience or top management turnover. Second, the firm
may change its international strategy and, consequently, its SIHRM orien-
tation, in order torespond to changes in industry technology or competitors’
actions (see Figure 2).

Top management’s beliefs regarding the context generalizability of
the MNC's HRM competence can be changed by its experience (either
positive or negative) with its STHRM orientation (Lant, Milliken, & Batra,
1992). Feedback will increase the chances that top management will have
an accurate assessment ol both the organizational resources that are
valuable outside of the MNC’s home country and the limits to their transfer-
ability. Success will confirm the MNC's approach to SIHRM. Failure, in
the form of greater HRM problems in the affiliate than those experienced
by competitors (e.g., higher turnover, higher wages, lower productivity),
will facilitate the learning process as management is confronted with
disconfirming information. Failure can force top management to examine
two aspects of its SIHRM orientation.

First, is top management’s belief about the context generalizability
of its HRM competence accurate? If top management finds through perfor-
mance problems in its overseas affiliates that its HRM competence is in fact
context specific, it will abandon an exportive or an integrative approach.
Alternatively, top managers who originally believed that the firm's HRM
competence was context specific may find over time that it is actually
context generalizable. In addition, the actions of competitors, particularly
successful ones, may indicate to a firm following an adaptive SIHRM
orientation that its approach is not as effective as the approaches of its
competitors. Thus, a competitor may force top management to reexamine
its belief about the context specificity of its HRM competence and to try
an STHRM orientation (e.g., exportive) it had previously rejected.

The appropriateness of the firm’s SIHRM orientation to its interna-
tional strategy may also come under review as the firm’s experience over-
seas increases (see Figure 2). For example, a competitor's success abroad
with a ditferent SIHRM orientation may lead top managers to examine
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FIGURE 2
Evolution of Strategic International Human Resource
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the appropriateness of their SITHRM orientation to its international strategy.
MNCs following a global strategy that initially chose an adaptive STHRM
orientation because top management believed that the MNC’s HRM com-
petence is context specific may, over time, find that the performance of
their overseas affiliates is below that of competitors and, consequently,
move toward an exportive SIHRM orientation. The reason they will move
toward an exportive rather than an integrative SIHRM orientation after
failure is that the mechanisms to identify and transter the best HRM prac-
tices in their overseas affiliates are not in place. Such mechanisms as
having regional or global meetings of affiliate HR directors, transferring
HRM materials (e.g., performance appraisal forms to affiliates) or posting
of the HR director of the affiliates to the HQs of the firm were not developed
when the firm was using an adaptive SIHRM orientation.

In contrast, when MNCs that follow a global strategy and have an
exportive SIHRM orientation encounter problems, the need to maintain
integration will inhibit wholesale abandonment of HRM transter. Although
performance problems can lead top managers to question their beliefs
about the context generalizability of the parent company’s HRM compe-
tence and to initiate a search for practices that can be shared among
affiliates versus those that need local adaptation, some mechanisms for
sharing the HEM competence will exist. As a consequence, these firms
will be able to move more easily toward an integrative SIHRM orientation
than MNCs that originally followed an adaptive SIHRM orientation.

MNCs following a multidomestic strategy that have chosen an export-
ive SIHRM orientation because of top management's belief in the context
generalizability of the firm's HRM competence may find, over time, that
this SIHRM orientation is not appropriate. Top managers may find that
the firm’s HRM competence is actually context specific, or they may find
that the cost of instituting and maintaining an exportive SIHRM is not
warranted, given the low need for integrative mechanisms to sustain a
multidomestic strategy. As a consequence, such an MNC that encounters
performance problems in its affiliates abroad will usually move toward
an adaptive SIHRM orientation over time.

As this discussion has shown, one of the main components of the
corporate-level SIHRM system is the firm’s SIHRM orientation, which is
influenced by the international strategy of the firm as well as top manage-
ment's belief in the context generalizability of its HRM competence. How-
ever, this belief can change over time because of experience, and the time
required for a change is dependent on such factors as managerial inertia
(Snell & Deal, 1994) and competitive pressures.

National origin. Before ending this section, we briefly discuss the
relationship of national origin of the MNC to its SIHRM orientation, al-
though no formal propositions will be offered because this characteristic
does not directly influence the outcome variables in our model. Top man-
agement of MNCs from the same country may share assumptions about
the contest generalizability of HRM competence, because cultural beliefs
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that are prominent in a country influence the values, beliefs, and hence
decisions of top management (Abo, 1994; Florida & Kenney, 1991; Lincoln &
Kallenberg, 1990; Rosenzweig & Nohria, 1994; Rosenzweig & Singh, 1991).
As a consequence, the SIHRM orientations of MNCs based in the same
country are likely to be more similar to each other than to the SIHRM
orientations of MNCs based in other countries.

Moreover, firms from countries in which there are strong institutional
pressures will be even more likely to adopt similar SIHRM orientations
(Lincoln, Hanada, & McBride, 1986). For example, there is evidence that
Japanese firms, which face home environments with strong homogeneous
institutional pressures, often adopt similar STHRM orientations when op-
erating overseas (in this case, an exportive SIHRM orientation) (Putti &
Chong, 1985; Sing, 1991; Thong, 1991; Yeh, 1991). Therefore, we would expect
that MNCs from home environments in which there are strong homoge-
neous institutional pressures will exhibit a greater similarity in SIHRM
orientation with other MNCs from this country than will MNCs from home
environments in which there are either weak or heterogeneous institu-
tional pressures. However, national origin does not help us predict which
of the three SIHRM orientations MNCs from a given country will adopt.

The Affiliate’s HRM System

As shown in Figure 1, the model depicts relationships between the
corporate-level SIHRM orientation and the affiliate’s HRM system. The two
main components of the affiliate’s HRM system are (a) the degree to which
the HRM system is similar to that of the parent company and (b) the
HRM functions that are similar to those of the parent company (focus of
similarity). Because focus of similarity, like SIHRM functional focus, is
not central to our model, it is not included in Figure 1 and will not be
discussed further.

Degree of similarity of affiliate’s HRM system. As mentioned pre-
viously, the MNC's SIHRM orientation is a key determinant of the level
of transfer of the MNC's HRM system to its affiliates. One outcome of
this transfer is consistency of systems (Rosenzweig & Nohria, 1994;
Rosenzweig & Singh, 1991; Westney, 1990), which facilitates a high level
of integration and control. For example, in a firm with an exportive STHRM
orientation, there is a high degree of control by the parent company over
an affiliate’s HRM system through the high level of transfer of HRM policies
and practices. At the other end of the continuum, an MNC with an adaptive
SIHRM orientation has the lowest level of control over an affiliate’s HRM
system because there is no transfer of HRM policies or practices. An inte-
grative SIHRM orientation indicates moderate control by the parent com-
pany over the affiliate’s HRM system. Users of this orientation utilize poli-
cies and practices found throughout the MNC system, including HQs, but
they focus on the best practices, some of which may be local. Based on
the above discussion, we offer the following proposition, using similarity
of HRM as an indicator of control by the parent company:
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Proposition 5: The highest degree of similarity between
the parent company’s HRM system and the affiliate’s
HRM system will be found in MNCs following an export-
ive SIHRM orientation. A moderate degree of similarity
will be found in MNCs following an integrative SIHRM
orientation. The lowest degree of similarity will be found
in MNCs following an adaptive SIHRM orientation.

Recent work in the international strategy literature (e.g., Bartlett &
Ghoshal, 1989; Gupta & Govindarajan, 1991; Rosenzweig & Singh, 1991;
Roth & Nigh, 1992; Westney, 1990) suggests that the SIHRM orientation will
not be applied uniformly to all affiliates, leading us to one of four variables
that influence degree of similarity of affiliate’'s HRM: the affiliate’s strategic
role. The logic linking the importance of the affiliate’s strategic role in
determining the degree of similarity (and hence control) is based on con-
cepts from resource dependence. This logic has been supported by empiri-
cal research in SIHRM showing that the greater the dependence of the
affiliate on the parent company, the more the affiliate’s HRM system is
controlled by HQs (Martinez & Ricks, 1989).

The resource-dependence approach (Aldrich, 1976, 1979; Pletfer &
Salancik, 1978) is based on the premise that an organization is unable to
generate all the resources necessary to maintain itself, and therefore it
is dependent on other actors. Organizational stakeholders will attempt to
initiate control over the actors with whom they have exchanges, in order
to ensure that the resources necessary to achieve organizational objectives
are obtained in an effective and efficient manner (Anthony, 1965; Green
& Welsh, 1988). There are three key factors that determine the depen-
dence of one actor on another. First is the importance or criticality of the
resource to the continued operation and survival of the operation (Blau,
1964; Thompson, 1967). Second is the extent to which an interest group (or
individual) has discretion over the resource’s allocation and use (Pfetfer &
Salancik, 1978). Third is the extent to which there are alternatives to the
resource (Blau, 1964; Pfeffer & Salancik, 1978; Thompson, 1967). Because
the parent company relies on its foreign affiliates for certain essential
resources, the parent company is dependent, to varying degrees, upon its
affiliates and affiliate employees (Ghoshal & Nohria, 1989). As the parent
company's dependence on the resources controlled by an overseas atfiliate
grows, the more control the parent company will want to exercise over
the affiliate (Ghoshal & Nohria, 1989).

The degree of dependence of the MNC on a particular affiliate, and
hence the degree of control it will exert over the affiliate’'s HRM system,
is determined in large part by the affiliate’s strategic role. The strategic
role of an affiliate can be defined by the amount and direction of the
resource flows between the parent company and the overseas affiliate
(Gupta & Govindarajan, 1991). Gupta and Govindarajan’'s framework,
which is based on resource-dependence assumptions, specifies four kinds
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of affiliate roles, based on knowledge flows: (a) global innovator, with high
outflow of resources to the parent company and low inflow of resources to
the affiliate; (b) integrated player, with high outflow and high inflow; (c)
implementor, with low outflow and high inflow; and (d) local innovator,
with low outflow and low inflow. Gupta and Govindarajan focused on
two dimensions of resource flows: volume and direction. They made the
unstated assumption that these dimensions are determinants of the criti-
cality of the resource, but they did not explicitly address the importance
of criticality or substitutability of a resource to an MNC's control over
the affiliate.

As the resource flows between the affiliate and the parent company
increase, the resource dependence and, hence, the need for control will
increase (Pfeffer & Salancik, 1978). The resource dependence of the parent
company on its affiliates is highest for those affiliates with the greatest
outflows of resources to the rest of the organization: global innovators and
integrated players. At the same time, however, greater reliance by the
parent company on the affiliate will increase the power of the affiliate
over the parent company (Gupta & Govindarajan, 1991).

With regard to the global innovator, because there is a low inflow of
resources, the affiliate is not highly dependent on the parent company for
resources, whereas the parent company is highly dependent on the affili-
ate. Hence, the parent company will attempt to exercise high levels of
control over their global innovators, but these affiliates will simultane-
ously have the power to resist these control efforts. In the case of integrated
players, a high inflow and outflow of resources creates reciprocal interde-
pendence between the parent company and the affiliate. Consequently,
the parent company will attempt to exert high levels of control over these
affiliates, and they will have less power than global innovators to resist
this control. The parent company will not attempt to exert high levels of
control over either implementors or local innovators, because the parent
company's resource dependence on these affiliates is low. At the same
time, we would expect to find higher control of the parent company over
implementors than over the local innovators, because implementors are
characterized by a high inflow of resources, but local innovators have low
levels of both resource inflows and outflows.

Again, using similarity of HRM systems as an indicator of the control of
the parent company over the affiliate, we offer the following propositions:

Proposition 6: There will be the highest degree of similar-
ity between the parent company’s HRM system and the
affiliate’s HRM system in affiliates that are integrated
players.

Proposition 7: There will be the lowest degree of similar-
ity between the parent company’s HRM system and the
affiliate’s HRM system in affiliates that are local inno-
vators.
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Proposition 8: There will be a moderate degree of similar-
ity between the parent company’s HRM system and the
affiliate’s HRM system in affiliates that are global inno-
vators and implementors, although there will be more
similarity for global innovators than for implementors.

In addition to the strategic role of the affiliate, the degree of similarity
between the parent company’s and affiliate’s HRM systems also will be
influenced by three other factors that constrain the exercise of the control
of the parent company: method of affiliate establishment (Rosenzweig &
Nohria, 1994) and the cultural and legal distances of the affiliate from
the parent company (Milliman et al., 1991; Rosenzweig & Nohria, 1994;
Rosenzweig & Singh, 1991; Schuler et al., 1993).

Researchers have found that the type of investment used to establish
the affiliate will aifect the degree of similarity between the parent com-
pany's and the affiliate’'s HRM systems (Rosenzweig & Nohria, 1994), a
relationship suggested by previous theory (Schuler et al., 1993). An affiliate
that is established as a greentfield (brand new) operation is likely to have
a higher level of HRM similarity with its parent company for several
reasons. First, expatriates who establish the affiliate are likely to utilize
HEM policies and practices that they know, leading to organizational
imprinting (Bartlett & Ghoshal, 1989; Stinchcombe, 1968). Second, a green-
field operation does not have to contend with employee resistance to
changes in the systems already in place, making it easier to institute the
parent company's HRM policies and practices. In contrast, an MNC that
establishes an overseas affiliate in partnership with a local firm, or one
that buys a preexisting firm, will experience greater institutional pressures
to utilize local HRM practices, because the local operation, prior to the
arrival of the MNC, had functioned under a local HRM system.

Proposition 9: The degree of similarity between a parent
company’s HRM system and an affiliate’s HRM system
will be greater in affiliates established as greenfield op-
erations than in those acquired or established as shared
partnerships.

The final influence on the affiliate’s HRM system is the host country’s
environment (Rosenzweig & Nohria, 1994; Schuler et al., 1993). This includes
the legal environment, particularly with regard to labor issues, as well
as the cultural environment in which the affiliate must operate. These two
variables both influence the degree to which the MNC is able to transfer its
parent company's HRM system overseas to achieve internal consistency.

Culture has a strong influence on the viability of using management
systems in one country that were developed in another country (Hofstede,
1993). All other things being equal, the more similar the host country’s
culture is to that of the home country, the easier it is for an MNC to achieve
internally consistent HRM practices, because greater similarity of cultural
values and norms reduces the barriers to utilizing HRM policies and prac-
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tices developed at HQs. Although cultural similarity or dissimilarity will
probably not greatly atfect an MNC that has an adaptive SIHRM orienta-
tion because the HRM system is adapted from local practices, in general,
the more dissimilar the cultural environment of an affiliate to the cultural
environment of the home country of the parent company, the more difficult
it will be for the MNC to transter its HRM system abroad. Thus, we predict
the following:

Proposition 10: The greater the cultural distance between
the host country of the affiliate and the home country of
the MNC, the less similarity between the parent com-
pany’s HRM system and the affiliate’s HRM system.

The legal environment surrounding the affiliate also can constrain
the transifer of HRM practices abroad (Rosenzweig & Nohria, 1994). For
example, the legal structure in China restricts managers with regard
to such essential HRM functions as hiring and firing (Von Glinow &
Teagarden, 1988). Consequently, we can expect that greater similarity
of legal environments will allow the MNC to achieve greater similarity
between the affiliate’'s HRM system and the parent company’'s HRM system,
whereas dissimilarity of legal environments will have the opposite effect.

Proposition 11: The greater the legal distance between
the host country of the affiliate and the home country of
the MNC, the lower the degree of similarity between the
MNC parent company’s HRM system and the affiliate’s
HRM system.

Evolution of the affiliate’s HRM system. Similar to the parent com-
pany's SIHRM orientation, the affiliate’s HRM system does not remain
static. In addition to the effects of experience, there can be a change in
either the degree of control desired by the parent company over the affiliate
because of a change in its strategic role, or there can be a change in focus
brought about by a change in the parent company’s own HRM system.

As an affiliate’s strategic role changes within an MNC, the MNC may
need to exert more or less control over the affiliate's HRM system. In
addition, if the roles of a significant number of affiliates change, then the
SIHRM orientation of the firm may need to change. For example, an MNC
with an adaptive SIHRM orientation and primarily local innovator affili-
ates may find that over time it must integrate them more tightly into the
MNC, as Ford is now doing under its new chairman Alex Trotman (Business
Week, 1994). Environmental change may make a once successful adaptive
SIHRM orientation inappropriate, reducing the overall performance of the
MNC if it is not changed.

Affiliate Employee Group’s HRM System

The final part of our model of STHRM focuses on the HRM system that
is applied to particular groups of employees within an affiliate. We again
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use the resource-dependence perspective to analyze the forces that shape
how any one group of employees is managed. Just as MNCs are more or
less dependent on a particular affiliate, at the individual level, particular
employees may have specialized skills and knowledge that are more or
less important to the functioning of the affiliate and to the MNC as a whole
(Edstrom & Lorange, 1984). To the extent that employees have discretionary
power over their resources and to the extent that this knowledge is com-
pany specific and situation specific, the MNC is dependent on these em-
ployees and will want to exercise control over them (Pleffer & Salancik,
1978). For the MNC, the SIHRM system represents an important control
mechanism by which it can ensure that overseas employees will act in
the best interests of the firm, because statfing, appraisal, compensation,
and development can be used to direct and control individual behavior.

A basic assumption of ours is that, just as in the case of affiliates, not
all employee groups are created equal. Some groups will be more critical
to the implementation of an affiliate’s strategic role and to the MNC's
competitiveness. For example, scientists in an overseas R&D laboratory
have arguably more potential impact on the overall competitiveness of
the MNC than the administrative staff in the same affiliate. Thus, even
though the overall level of control over the affiliate’s HRM system will be
determined primarily by the MNC's SIHRM orientation, not all employees
in the affiliate will experience the same level of control. Consequently,
similarity between the parent company's system and the affiliate’s HRM
system will be highest for employees of the affiliate who are crucial to
the implementation of the affiliate’s strategic role.

This differentiation in HRM systems among types of employees has
been recognized by Rosenzweig and Nohria (1994) and Evans and Lorange
(1989). Although in most models there is a distinction between white-
collar and blue-collar employees, the main emphasis is on white-collar
employees; however, in our present model, we explicitly recognize that
nonmanagerial employees may be more critical than executives to the
implementation of the affiliate’s role. For example, many Japanese firms
consider shop-floor workers to be crucial to the affiliate’s performance,
and they export HRM policies from the parent company to govern these
groups of employees while simultaneously allowing HRM policies for for-
eign managers to be largely localized (e.g., Fucini & Fucini, 1990). This
notion leads us to the following proposition:

Proposition 12: The highest degree of similarity between
a parent company’s HRM system and an affiliate’s HRM
system will be vis-a-vis the groups of employees who are
most critical to the MNC’s performance.

Evolution of the HRM system vis-&-vis a group of employees. Similar
to the SIHRM orientation of the firm and the HRM system of the affiliate,
the HRM system used vis-a-vis a particular group of employees will not
necessarily remain static. Over time, a particular group of employees
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may acquire greater importance to achieving the goals of the MNC. For
example, although design engineers in the U.S. affiliates of Japanese car
makers were initially only utilized for modifications to products for the
local market, the increasing importance of non-Japanese markets led some
Japanese car makers to rely more on these design engineers for original
design work, which is reflected in products for both U.S. and non-U.S.
markets.

CONCLUSIONS AND IMPLICATIONS

This article builds upon recent work in international human resource
management (e.g., Adler & Ghadar, 1990; Milliman et al., 1991; Schuler et
al., 1993) by integrating concepts from the resource-based view of the firm
(e.g., Barney, 1991; Conner, 1991; Wernerfelt, 1984) and resource depen-
dence (e.g., Pleffer & Salancik, 1978) to develop a theoretical model of the
determinants of SIHRM systems in MNCs. Even though there is still much
theoretical and empirical work to be done in this critical area of interna-
tional competitiveness, this model represents an important step forward in
thinking about the determinants of STHRM systems in multinational firms.

There are a number of important contributions of this model. First,
through it we acknowledge the critical role that the HRM competence of
the parent firm, as perceived by top management, plays in the transfer of
HREM policies to affiliates in other countries. HRM competence, like any
context-generalizable resource the firm possesses, has the potential to
give the MNC a competitive advantage in the global marketplace. Identi-
fication of perceived HRM competence as a critical factor in global integra-
tion shifts research attention to elements within the firm that can influence
the design of the SIHRM system and opens up an important avenue for
further research.

A second contribution is that through this model we recognize that
the role of top management is pivotal in STHRM design. Top management
is crucial in determining both whether the MNC possesses an HRM compe-
tence and whether this competence is useful outside of its home country.
An area for further development that could not be fully explored in this
article is an analysis of the factors that influence the ability of top manage-
ment to perceive an MNC’s HRM competence and those factors that lead
management to decide whether the firm's HRM competence is context
specific or context generalizable and, hence, transferable. For example,
the international experience of the top management team at HQs or the
MNC's capacity to learn from the success and failures of its competitors
in transferring HRM to a host country may be critical determinants of the
transfer of an HRM system and the integrative capabilities within the MNC.

The third contribution of this model, based on the resource-
dependence framework, is that through it we distinguish between both
affiliates and groups of employees within those affiliates based on how

Reproduced with permission of the copyrightowner. Further reproduction prohibited without permissionypy



980 Academy of Management Review October

critical they are to the successtful implementation of the MNC's strategy.
Because resources are rare and valuable (e.g., Barney, 1991), a key strategic
design decision revolves around determining who will receive the limited
resources within the firm and who will be involved in making those re-
source allocation decisions. Although many researchers (and HRM manag-
ers) have focused their primary attention on expatriates or white-collar
workers because of their often implicit assumption that these employees
were most important to the MNC's success, this assumption may not reflect
the realities of today’s global business.

In addition to its contributions to the STHRM field, the model described
in this article also has implications for the more general field of interna-
tional management. For example, regarding application of the resource-
based view of the firm to international strategy formulation and implemen-
tation, one important issue raised in this article is that of level of analysis.
As we indicated in our model, because the MNC is a complex organiza-
tional network consisting of many subunits, resources can exist at multiple
levels within the firm and may or may not be useful outside a given level
or context. This argument implies that in extensions of resource-based
theory to MNCs, researchers and practitioners should be careful to distin-
guish between resources at these different levels. In addition, the determi-
nants of the context generalizability of a resource and the ways in which
managers can judge whether a particular resource is useful beyond the
context in which it was created are important areas for further study.
These distinctions are useful not only regarding the relationships between
parent companies and their atfiliates, but also regarding other organiza-
tional forms, such as international joint ventures, cooperative agreements,
and so on. Finally, in the model presented in this article, we emphasize
the dynamic nature of the SIHRM system of MNCs. This focus provides a
link between traditional models of international management and recent
work on the learning organization (Cohen & Levinthal, 1990; Levitt & March,
1988; Pucik, 1988).

In conclusion, although the human organization has been cited by
writers in all fields of international business as a key differentiator be-
tween the corporate winners and losers in the next century, the field of
international strategic human resource management is in its early stages
of development. The model and propositions developed in this article
represent an important step in providing theoretical and empirical re-
search guidelines that may oifer researchers a better understanding of
the determinants of SIHRM. They also offer practitioners, both those in
top management as well as those in HRM, a way to conceptualize their
SIHRM system from a perspective that emphasizes the unique configura-
tion of resources their firm possesses; the model and proportions can
help to explain how those resources can be mobilized to meet the unique
challenges international management offers.
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