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Chapter 18: The International Side of Human Resource Management

Although the U.S. has been a major player in world trade and
investment since the end of World War II, public awareness of that
external role was dim until the 1980s. During the early 1980s, a
substantial increase in the volume of imports, and 1lagging
performance of U.S. exports, raised the level of consciousness
substantially. Consequently, much of the discussion of the need to
be "competitive" which occurred revolved around competition with
other countries. The idea that the economy had been "globalized"

came into vogue, with implications for human resource management.

Similarly, in the 1990s developments abroad heightened
awareness about the implications of American human resource
practices for economic performance. After a decade of high
unemployment, some Western European nations viewed American labor
market "flexibility" as a key to lowering unemployment. On the
other hand, the European Community nations were increasing their
integration, raising fears in the U.S. about being shut out. There
was also concern about whether America was losing out in
opportunities to trade with the former communist countries of
Eastern Europe and the emerging market orientation of (still)
communist China. At the same time, the possibility of integrating
the American economy with Mexico caused nervousness in the U.S.,

and in Mexico, about job displacement.



As 1is often the case when topics become "hot," short term
trends become the focus and apocalyptic visions prevail. It became
fashionable in the U.S. during the mid 1980s to place the blame for
America’s international competitive problems on deficiencies in
management generally and on human resource management in
particular. This chapter will stress that the foreign sector
difficulties which developed in the 1980s and persisted in the
1990s were largely the result of forces beyond the control of
management. But it will also note that over the long term, human
resource management cannot be insulated from international
pressures. Indeed, some of the major changes taking place in the
employment relationship in the U.S. can be linked to the foreign

sector.

I. An Alternative to the Comparative Approach.

There are two ways of looking at the human resource aspects of
the international economy. One is to compare American human
resource practices with those abroad. The insights thus gained
have two values. First, they point to the fact that there are
alternatives to standard American practices. In other countries,
things are done differently. Thus, those human resource
professionals seeking "new" ideas to apply in the U.S. might well
find them abroad. Second, international insights are of use to
American human resource professionals employed by multinational

enterprises who need to know just how human resource matters are



normally handled in particular host countries. Failure to
understand local customs and expectations could produce unfortunate

results.

One approach, therefore, in reviewing the international
aspects of human resources is to take the so-called comparative
view. Some general human resource texts include a chapter which
attempts to take their readers on a world tour, going country by
country and describing the key features of human resource policy in
each. Others go on a topical tour instead; they take up particular
issues, e.g., job security, and then compare in detail how various

countries deal with those questions.

Unfortunately, while the traditional comparative approach has
great value, it cannot be adequately undertaken in a single
chapter. The American system alone has taken up the bulk of this
text; how much justice in coverage could be done to all the human
resource practices found around the whole world in a few pages?
Thus, it is best to leave the comparative approach to separate

texts and courses devoted exclusively to that topic.!

This chapter instead will first take up those aspects of
foreign human resource practice which often differ markedly from
the U.S. However, a detailed country-by-country approach is not

attempted. Following that discussion, the chapter will turn to the



impact of the international sector on U.S. human resource

management .

II. A Checklist of vVariations from American Practices.

Economic forces have been stressed throughout this volume as
explanations of human resource policy. Although these forces exist
universally, the social, legal, and political systems of different
countries have produced variegated responses. A nation’s stage of
economic development is also an important human resource
determinant. Clearly, human resource practice in a third-world
economy with a semi-literate, impoverished population is going to
be quite different from found in a developed economy with a high

standard of living and an educated workforce.

For American-oriented human resource professionals, four areas
of difference in foreign practice are likely to stand out when
compared with the U.S. These are: 1) the role of unions and
collective bargaining, 2) the degree and style of economic
regulation of the 1labor market, 3) the provision of social
insurance and benefits (such as health insurance and pensions) and
4) social expectations about the nature of the employer-employee
relationship. A brief discussion of each is provided below as a
checklist for American managers who may be embarking on
international careers. Listed are human resource areas that need

attention because the foreign responses to them cannot be assumed



to follow American practices. They are thus potential pitfalls for
managers and human resource professionals who have had experience

and training only in the U.S. context.
i. Unions and Collective Bargaining.

As has been discussed in earlier chapters, American unions
have represented a declining fraction of the U.S. workforce since
the mid 1950s. Although dramatic strikes still can provoke
newspaper headlines, the degree of public attention to unions and
collective bargaining issues has generally waned. Yet at earlier
points in American history, especially during the 1930s, union-
management relations were an explosive area, eventually triggering
substantial government intervention in the form of the Wagner Act

of 1935 and its subsequent modifications.

In most developed countries, including Japan, the trend to
lower unionization rates is also apparent, at least in private
employment .? But in some countries at an earlier stage of
development, such as South Korea and Taiwan, unionization is
expanding and indusprial unrest is a concern.® Unions played a
major role in the emergence from communism of at least one country
- Poland. And they are likely to be important in another country
undergoing profound political chaqge: South Africa.

Box A on Solidarity in Poland



Unions and Politics.

In some countries, union-management relations are still a
central arena of social tension and government involvement.
Although American unions involve themselves in politics, it 1is
often the case abroad that the local union movement or movements
are heavily involved with political parties which may sometimes
control the government. Labor parties in Britain, Australia,
Israel, and the Scandinavian countries are examples. The result
may be a governmental climate which actively fosters unions when
the labor-affiliated party is in control. But sharp oscillations
in public policy towards unions can occur when elections bring in
new governments in such countries. Thus, the election of the
Conservative Thatcher government in Britain led to an adverse
climate for unions there in the 1980s, after a period of union

growth in the 1970s.

There can also be tension within "labor" political parties
between the unions which fund them and the professional politicians
which run them. In the 1980s and 1990s, these tensions sometimes
focused on the wave of interest in privatization and deregulation.
Unions in the affected industries typically oppose such moves,
fearing adverse effects on pay and job security. But in countries

such as New Zealand, labor governments have sometimes instituted



Solidarity in Poland

One of the most remarkable episodes in the demise of
communism in Eastern Europe occurred in Poland. Although
communism ideologically was viewed as the creation of a workers’
state, communist Poland experienced periodic labor unrest aimed
at the ruling authorities. 1In 1980, major strikes began at the
Lenin shipyards in Gdansk, which led to the formation of an
independent trade union, Solidarity. The government eventually
reached an agreement with Solidarity, which had come to represent
9.5 million workers. But late the following year, the government
imposed martial law and arrested Solidarity’s leadership,
including Lech Walesa, an electrician who had become leader of
the Solidarity movement.

In 1989, with communism collapsing in other parts of Eastern
Europe - and with the threat of a Soviet invasion removed - an
accord was reached for the formation of a democratic government.
Solidarity-endorsed candidates swept the parliamentary elections,
and Walesa became president of Poland in 1990. However, as the
country began the painful ad)ustment to a market economy,
Solidarity - as a labor union - often opposed government actions
which threatened unemployment or declines in real wages.

Source: "Poland," World Almanac: 1992 (New York: Pharos Books,
1991), p. 794; and other sources.




such market-oriented reforms over the objections of their union

constituents.

Unions abroad often have a more left-wing orientation than
American unions. Despite the fall of communism in Eastern Europe,
foreign unions in non-communist countries such as France may be
affiliated with the local Communist Party or other radical groups.
But foreign unions may also be linked to religious communities,
such as the Catholic Church. Their agenda may encompass wide-
reaching economic, political, and social change, not just current
relations with particular employers. While there have certainly
been radical elements in the American labor movement, on balance
there has been a greater focus on workplace issues and lesser
attention to social transformation in the U.S. than in many other
countries.! These differences in orientation can influence the
quality of the labor-management climate which human resource

professionals must face.

Union Suppression.

In countries where authoritarian regimes prevail, independent
unions are often suppressed or discouraged. Membership in - and
employer recognition of - government-controlled unions may be
encouraged or required. A mix of motivations is involved, or at
least cited, in such circumstances. The government may hope to

prevent independent unions from arising as sources of political



opposition. And it may point to alleged needs of economic
development - especially in the case of third-world countries - as

a rational for keeping tight control on union activity.

For example, strikes or too-high wages might be said by the
authorities to have a potentially adverse effect on exports or the
rate of growth, or on general economic welfare. Such arguments
have been made around the world - often as part of a larger view
that multi-party democracy and other human rights are "luxury
goods" for which the population will have to wait. In some cases,
however, lack of such rights has become an element of trade
friction between the U.S. and its import suppliers. Human rights
activists abroad and in the U.S. see access or non-access to the
American market place as a lever to loosen authoritarian practices.
Import-competing industries in the U.S. see human rights violations

abroad as a tool to obtain protection against foreign competition.

Lack of Exclusive Representation and Contracting.

The American/Canadian system of representation by exclusive
bargaining agents, and of long-term contracts, is not generally
found elsewhere in the world. 1In many nations, more than one union
may represent a group of workers, sometimes leading to rivalry and
competition between the organizations. Craft-based unionization
may be more common than in the U.S. in some countries, so that an

industrial unit is represented by several occupationally-oriented



unions. There may be informal local bargaining through a shop
steward representing the different groups, while the national

unions engage in company or industry-wide bargaining.

In the U.S./Canadian system, the outcome of successful
bargaining is a legally-enforceable written agreement, typically of
2-3 years duration, between the employer and the exclusive
representative. Obtaining such an agreement in countries where
multiple unions are involved can be more difficult. In any case,
American-style long-term agreements are much less common abroad.
And contracts will not necessarily have the same legally-
enforceable status that they do in the U.S. Agreements effectively

come to an end when new unions demands are made.

Systems of Extension.

Unions abroad may directly influence the wages of employers
with whom they have no formal relations. In some countries, once
settlements are reached between major employers and unions, the
agreements are "extended" by law to other employers. The extension
system tends to insulate union workers from competition of nonunion
employees, since the latter’s wage is geared to the union sector
through the extension process. Perhaps the most extreme variant of
extension is to be found in Australia, where a system of compulsory

arbitration through special labor courts sets wages and wage



adjustments for most workers, whether or not their firms are

organized by unions.®

Systems of Worker Representation.

Representation of employees in company decision making is
sometimes required by law through elected plant-level "works
councils" or through worker representatives on company boards ("co-
determination"). In principle, any worker might be elected.
Often, however, unions will run slates of candidates for positions
of representation. Thus, through works councils or co-
determination systems, unions may have an alternative means of
interaction with management. Such arrangements are particularly
advanced in Germany and there is pressure in the European Community
to expand the co-determination/works council idea to EC countries
which do not already have them as part of a wider agenda for a

"Social Europe."®

The closest the U.S. has ever come to government-sponsored or
encouraged representation plans was the stimulus given by federal
authorities to establishment of employee representation plans
during World War 1I. Such arrangements were never mandated,
however; just encouraged. During the 1930s, employer-sponsored
employee representation systems (so-called "company unions") were

outlawed by the Wagner Act.
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Thus, the U.S. moved away from any form of employee
representation, other than through collective bargaining, while
other countries adopted a more mixed approach.’ Only in the 1980s
and 1990s, with the growth of interest in employee involvement, has
alternative representation been discussed in the U.S. And, of
course, such arrangements are neither mandated, nor fostered by,
American law.?! Indeed, as we have noted in an earlier chapter
quality circles and employee involvement teams may in some cases

violate U.S. labor law.

Centralization and Incomes Policy.

Certain countries have evolved systems of highly centralized
bargaining in which national pacts are negotiated by top union and
employer associations - sometimes with government involvement - and
then implemented in a widening pattern at the industry, firm, and
local plant level. Centralized bargaining has often been linked
with attempts by government to hold down wage increases for anti-
inflation motivations. These attempts have often been termed
"incomes policies" (generally a euphemism for "wages policy"). On
occasion they are also known as "social accords," a phrase which
generally implies a government-union-employer deal covering areas
such as taxation and social insurance as well as anti-inflation
wage guidelines.®’ Generally, such approaches tend to recede during

periods of low inflation and resurface when inflation accelerates.
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Centralization of bargaining means more than just having a
central organization of unions such as the AFL-CIO in the U.S. It
also implies that the central body has significant authority over
its constituent unions. Such authority - for example, the right to
represent them in negotiations - has never been given to the AFL-
CIO by its member unions. It has been argued that foreign
centralized wunion federations, which are needed for incomes
policies and accords, are encouraged by economic climates of export
dependency. In such climates, the general need to maintain
competitiveness focuses attention on overall economic welfare and

away from employer-by-employer bargaining.?®

Internationally Coordinated Bargaining?

At the international level, there have been attempts by unions

in different countries to coordinate their negotiations with

multinational corporations, a transnational variation on
centralization of bargaining.!! There are a number of
"international trade secretariats" - confederations of national

unions in particular industrial sectors - which in some cases have
acted as forums for such coordination. An example 1is the
International Metalworkers’ Federation, an organization which

covers such industries as automobile production.

12



The BASF Dispute

In 1984, a lockout of workers represented by the 0il,
Chemical, and Atomic Workers union (OCAW) occurred at a BASF
Wyandotte Corporation chemical facility in Geismar, Louisiana.
The union had rejected an employer offer containing a wage freeze
and other concessions. After the plant continued to operate with
replacement workers, OCAW began a campaign aimed at the company’s
German parent, BASF AG. The campaign included contacts with
German politicians and publicity. Allegations were made about
environmental conditions at the plant to enlist support from
Germany’s Green Party.

Ultimately, a settlement was reached in 1989. However, it
is difficult to sort out the influences of the various tactics
applied by the OCAW. Environmental issues were raised in the
U.S. as well as Germany and litigation arising out of the dispute
was also a factor.

Source: "OCAW Members Ratify Pact at BASF Ending Five-Year-01ld
Labor Dispute," Daily Labor Report, December 20, 1989, p. A7; and
related sources.



In theory, from the union perspective, bargaining strength
could be enhanced vis-a-vis a multinational employer if all unions
around the world who dealt with it coordinated their demands. The
firm would be unable to shift production to non-striking facilities
or to low wage plants. But there are very strong practical
barriers to such international coordination. After all, union are
not always able to coordinate their bargaining effectively within
countries. At the international 1level, there are hurdles to
overcome of divergent interests, ideology, legal systems, and

language.

Thus, claimed successes in achieving true coordinated
international bargaining have often been treated with skepticism.?!?
Union interests and ideologies may diverge across international
boundaries, making coordination very difficult. However, in cases
where countries are in close economic union, e.g., the European
Community, unions may be able to bring pressure on multinational
firms operating in more than one of the member states.!® Indeed,
there has been growing concern among unions in the EC over the need

for stepped up cooperation as national markets are integrated.

Employer Attitudes.

It is often said that in most countries where independent
unions are permitted, aggressive American-style anti-union

campaigns by employers are discouraged by the prevailing social

13



milieu.!* 1In countries with a more radical history of unions and
politics than the U.S., such anti-union tactics are not adopted, in
this view, because employers prefer accommodation to
confrontation.!® These employer attitudes may be changing, but
there is still truth to the notion that harsh conflict over union
representation rights is generally less visible in other western

countries than in the U.S.

Foreign employer attitudes and strategies are not fixed in
concrete. Just as the U.S. sometimes looks to foreign human
resource practices for ideas, so foreigners sometimes follow U.S.
examples. Anti-union resistance by American employers has been
noted with interest abroad, and may spill over into other
countries. U.S.-based multinational firms may in fact be exporting
this aspect of American practice to other countries.!® In any
case, foreign firms operating in the U.S. sometimes follow union-
avoidance practices similar to other American-owned firms in the
U.S. which they may not follow in their home countries.!’” Overall,
the unionization rate in manufacturing for foreign firms in the

U.S. seems roughly in line with the overall American rate.!®

ii. Economic Regulation of the Labor Market.
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The Nissan Election

Japanese "transplant" operations have become an increasing
presence in the American automobile market. These facilities
make "Japanese" cars at plants within the U.S. identical to those
made in Japan. In some cases, the transplants have been joint
ventures with the American "big 3" automobile companies and in
those instances the jointly-owned plants have become unionized.
However, transplants which are wholly Japanese owned have not
become unionized. Executives of Japanese auto transplants have
indicated a desire to remain free of unionization.

A closely-watched union representation election occurred in
1989 at the Smyrna, Tennessee plant of Nissan. Although the
United Auto Workers (UAW) union put considerable weight on the
campaign - seeing it as the doorway to winning representation
rights at other transplants - its bid was ultimately rejected
1,662 to 711. That is, only about 30% of the ballots cast
favored UAW representation.

Because wages at Nissan were high - especially in comparison
with other Tennessee factories - the UAW made plant safety a
major issue. However, at the time of the election, the U.S.
economy was already beginning to slide into recession and layoffs
were threatened at the big 3. 1In contrast, Nissan’s Tennessee
operations were expanding. Thus, Nissan workers had reason to be
satisfied with the status quo.

Source: "Nissan, Bridgestone Subsidiaries in U.S. Take Opposite
Views on Dealing with Unions," Daily Labor Report, January 9,
1990, p. Al; "UAW Suffers Resounding Defeat in Union Vote at
Nissan Auto Plant," Daily Labor Report, July 28, 1989, p. AlS5;
and related sources.



There are many types of government regulation of labor market
in the U.S. including minimum wage and overtime requirements,
mandatory provision of workers’ compensation, occupational safety
and health rules, etc. Counterparts of such rules exist in most
developed countries - and (on paper at least) - in many third-world
countries.! 1Indeed, the U.S. has pushed less developed countries
which enjoy special tariff preferences in the American market to
meet certain labor standards.?® Whether in developed or in third-
world countries, however, the forms labor market regulations take,

and their extensiveness can vary widely.

Certain kinds of benefits, which in the U.S. are left to
employer (or employer-union) discretion, are legally mandated in
some countries, notably vacations.? There may be a greater
preference for leisure in Western European countries than in the
U.S. Survey evidence is suggestive of such a tendency.?* Thus,
it is not surprising that the political process responds by

requiring leisure-related benefits.

Public Enterprises.

Government -owned enterprises are more common in many countries
than in the United States. Transportation and utilities are often
government run. But government ownership can also be found of
mines, petroleum producers, automobile and metal manufacturing

plants, broadcasting systems, and financial institutions. Where

15



there is a significant sector of government ownership of commercial
enterprises, human resource policies of the government-as-

owner/employer may be imitated by private firms.

Thus, state influence on human resource practice can extend
beyond formal legal regulation. The government may see itself in
its employer role as setting an example for the private sector.
Political swings between governments of the right and left may
influence both the size of the state-run sector and the degree to
which it is used as a pattern setter for private human resource
practices. However, the trend in the 1980s and 1990s has been
toward privatization, partly because state-owned enterprises may
lose money and require subsidies, open or hidden (such as loan
forgiveness). Within the EC subsidies to government-owned
enterprises can now be challenged as unfair competition.
Typically, government-owned enterprises are much more likely to be

unionized than private firms.

Styles of Requlation.

Even where formal legal regulation applies to the 1labor
market, the method of government-business interaction surrounding
enforcement and interpretation is often different abroad as
compared with the U.S. At the federal 1level, the American
regulatory model is usually based on passage of a statute to be

enforced by a board, commission, or agency with a system of appeals

16



tribunals. Decisions of the enforcement body are also appealable
into the general court system on a variety of grounds, ranging from
proper statutory interpretation to constitutionality. The
relationship between the regulated and the regulator is supposed to
be "arms-length." Cozier relationships are often seen as signs of
undue influence by the latter on the former or even as symptoms of
outright corruption. At the very least, special deals by
government for particular industries - even declining ones - are

viewed as anti-competitive and inappropriate.??

The foreign model of labor market regulation (and economic
regulation more generally) is 1less likely to be arms length.
Indeed, it may be seen as a virtue to have close interaction
between the regulator and the regulated, and there may be a long
history of such relationships.? Deals and understandings may be
reached between unions, employers, and government before new
programs are enacted. Litigation and appeals are less common than
in the U.S. Foreigners often look with wonder and incomprehension
at the American regulatory system with its adversarial, arms-length
approach, and its complex interplay of the executive, legislative,
and judicial branches of government. The heavy use of lawyers in
the U.S. for ordinary business dealings is often seen as surprising

by foreigners.
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Non-Application of U.S8. EEO Standards Abroad

Discrimination on the basis of race, religion, and national
origin was charged against ARAMCO, a corporation incorporated in
Delaware but operating mainly in Saudi Arabia. 1Ironically, given
the strict Muslim regime in Saudi Arabia, some of the charges
involved discrimination against the plaintiff because of his
Muslim beliefs by his (American expatriate) superiors. The
plaintiff, Ali Boureslan, was originally recruited as a cost
engineer in Houston, Texas, before being transferred to Saudi
Arabia. He claimed his supervisor in Saudi Arabia ridiculed his
Muslim beliefs and refused to allow him time off on Muslim
holidays. Boureslan was eventually discharged from his job.

Boureslan filed charges with the Equal Employment
Opportunity Commission (EEOC) and eventually also filed his own
court suit - supported by the EEOC. The major issue became
whether U.S. EEO laws could be applied to a corporation in
connection with its foreign employment practices. In this case,
the U.S. Supreme Court ruled that Title 7 of the Civil Rights Act
could not be applied extraterritorially (outside the U.S.). It
maintained that there was a presumption against extraterritorial
coverage of U.S. laws unless Congress explicitly indicated an
intent to extend such coverage, something the Court did not find
for Title 7. 1Indeed, the Court found evidence in the statute of
"a purely domestic focus."

Source: Equal Employment Opportunity Commission v. Arabian
American 0il Co., 111 S. Ct. 1227 (1991).



Labor Standards and the ILO.

An influence on government regulation in many countries is the
Geneva-based International Labour Organisation (ILO). The ILO was
created immediately after World War I as part of a general effort
to foster international cooperation. After World War II, the ILO
became affiliated with the United Nations. ILO member states are
represented in tripartite fashion by union, management, and
government delegations. The ILO makes recommendations for labor
regulation and passes conventions concerning labor standards which
member states may ratify.?® It has no enforcement powers, but can
conduct embarrassing investigations of abuses.

Box G on U.S. ratification of an ILO convention

iii. Social Insurance and Benefits
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The Right of Foreign Firms in the U.8 to Pick Executives

Three former American executives of Quasar, a division of
Matsushita Electric Corp., charged their firm with discrimination
against them on grounds of age and national origin. Their case
was tried in a federal district court and resulted in an award to
them of $2.5 million plus attorneys’ fees. A key issue when the
judgment was appealed was whether a foreign multinational firm
operating in the U.S., which discriminated in favor of nationals
from its home country (and, therefore, against American
nationals) could be charged under Title 7).

Matsushita used executives from Japan in finance and
marketing on a temporary basis to oversee Quasar’s performance.
When the Japanese executives arrived, they instituted a corporate
restructuring aimed at preventing a recurrence of past financial
losses. Downsizing resulted in job losses and a freeze of
American executive pay, but the expatriate Japanese executives
were themselves retained and received pay increases.

Although the district judge ruled that illegal
discrimination on the basis of (American) national origin had
occurred, an appeals court reversed that decision. Technically,
Quasar was an American firm, forbidden to discriminate under
Title 7 against its employees. But the expatriates were in fact
under the control of the parent company, Matsushita, even though
they were on the Quasar payroll. Under the terms of a U.S.-Japan
treaty governing multinationals, such firms have the right to use
home-country nationals as executives. (Regarding the age
discrimination charge, the court remanded the issue back to
district court on technical grounds for two of the plaintiffs and
dismissed the claim of the third.)

Source: Fortino, Myers, and Schultz v. Quasar, 950 F.2d 389
(1991).



EEO Charges Against Japanese Multinationals

Trade and investment frictions between the U.S. and Japan
have heightened sensitivity toward charges of racial and other
discrimination leveled at Japanese firms operating in the United
States. In one case, a Japanese-owned employment agency (Recruit
USA) was found to have used secret codes indicating race and
national origin in making referrals to employers. However, the
chair of the Equal Employment Opportunity Commission (EEOC)
testified that available data indicate that Japanese-owned firms
are no more likely to discriminate in the U.S. - based on charges
filed with the EEOC - than comparable American employers. He did
note, however, that in 1989 the Japanese-owned firms reporting to
the EEOC had lower representations of blacks and Hispanics than
other foreign-owned or domestic firms, but higher rates of Asian-
origin employment.

Source: "House Hearing Probes Job Discrimination Against

Americans at Japanese-Owned Firms," Daily Labor Report, July 24,
1991, p. A4; and related material.



U.8. Ratifies an ILO Convention

Although the U.S. has generally avoided formal ratification
of ILO labor standards conventions, it did ratify one such
convention dealing with the gathering of labor statistics in
1990. The convention commits the U.S. to the gathering of labor
force data (employment, unemployment, wages, etc.) and other
related information such as consumer price trends.

In the U.S. case, the convention is largely redundant
because such data were routinely collected. However,
ratification of the labor statistics convention could lead
eventually to ratification of others.

Source: George L. Stelluto, "ILO Labor Statistics Convention:
U.S. Accepts New Obligations," Monthly Labor Review, vol. 114
(June 1991), pp. 39-43.



Social insurance systems in some countries are more elaborate
than in the U.S. Health insurance may be provided through a
national medical system, for example. Special monetary allowances
for large families may be paid. These arrangements may be linked
to the workplace through payroll taxes. And their existence may
influence the kinds of voluntary fringe benefits employers offer
(just as the U.S. Social Security system influences the design of
private American pension plans). But there are important
differences between paying payroll taxes and actually administering

benefit programs.

Multinational firms planning to locate abroad generally cannot
maintain a consistent system of employee benefits across
international borders because laws and customs vary so much between
countries. Even investing pension plan assets across borders may
Create problems. Expatriate executives sometimes can be kept under
their home plans for short periods. But generally knowledge of
local practices is necessary to handle benefit policy. A number of
major compensation consulting companies and financial institutions

provide directories of national benefit arrangements.?®

Health Insurance

Private health insurance in the U.S. is most often linked to
the employment relationship. Employers who provide health

insurance typically do more than send a check to some fund; they
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administer their programs and worry a great deal about health care
cost containment. Human resource managers in American firms are
conversant with HMOs, PPOs, managed care, and other devices of cost
containment discussed in an earlier chapter. In contrast, European
employers would not know an HMO from a PPO (and generally are

grateful that they don’t have to know!).

Because the American system of health insurance is so heavily
based on the employment relationship with a particular firm, it
creates anomalies and gaps in coverage. Not all employees are
employed by firms which offer health insurance coverage. And to
hold down costs, employers often seek to deny coverage to new
employees who have (or whose dependents have) pre-existing
illnesses. The result is so-called "job 1lock" which holds
employees with medical problems to their current employer.
Peculiarly, health insurance at the firm level in the U.S. has
become a de facto human resource practice aimed at retaining sick
employees! Another consequence is that much administrative effort
is expended to try and push health care expenses to someone else’s

plan rather than holding down the expenses themselves.

In contrast, although systems vary widely abroad, health
insurance outside the U.S. is typically external to the firm, even
if funded by payroll taxes. Coverage is near-universal and workers
can change jobs (or lose jobs) without losing health care coverage.

Like the U.S., containing health care costs is a problem in all
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countries. However, the decentralized U.S. system has not stood up
well in containing costs and - as Figure 1 shows - has been an
outlier when percentage of GDP devoted to health care is compared
with other countries (or - even more - when per capita health care
expenses are compared). Compared with the ultimate measure of
effectiveness, life expectancy, the U.S. system seems no more

effective than those found elsewhere, but at higher cost.

Health insurance became a major issue in the 1992 presidential
election and it is likely that the U.S. system will be modified in
coming years. However, the most probable outcome is that the role
of the individual employer in administering the system will
decrease as health insurance in the U.S. is supplied in a manner
more similar to other countries. Although payroll taxes and/or
employer-paid premiums may fund the system, over time it is likely
to become externalized from the individual employer-employee
relationship. And it is probable that there will be significant
borrowing from foreign models - the comparative approach - as

proposals for reform evolve.

Retirement Plans

Arrangement for pensions vary considerable across countries.
All developed countries have some form of social security pension.
If that system is generous, as in Italy, there is less scope for

private pensions. Where private pensions exist, they may look
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somewhat like American plans. But there can be considerable

differences.

Britain, for example, has defined benefit pension plans like
the U.S., although its plans are more formally linked to the public
social security system than in the American case. What France
calls "private" pensions are - with a few minor exceptions - more
like social security systems for large sectors of the economy.
Germany has pension plans but these are often not pre-funded along
British and American lines. In effect, they are promises by the
firm to pay but may not have specific assets earmarked to meet the

promise.

As noted in an earlier chapter, defined-benefit plans use
formulas which can become "golden handcuffs"; they make mobility
costly as employees reach middle age. In some countries, however,
attempts are being made to coordinate company pension plans so that
workers can change jobs without 1losing big chunks of their
retirement entitlement. Such arrangements are complicated; they
typically involve a combination of low vesting requirements,
interplan financial transfers when employees change jobs, and
some means to take account of the impact of wage and price

inflation on the eventual pension benefit. As yet, there has been
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S8ex Discrimination and Pensions in the EC

Countries within the European Community (EC) have placed
themselves under the jurisdiction of the European Court of
Justice for certain purposes. In some instances, national
practices regarding retirement incomes have come into question.
For example, Britain’s social security system has a lower age of
eligibility for women than for men. Some private employers
provided "bridging" pensions for those retiring before the
official retirement age under social security. These pensions
were larger for men than women, because of the uneven application
by sex of the social security systen.

In the Barber case, the Court ruled that uneven application
of private pensions to the sexes was a form of sex
discrimination, a decision which appeared to put British bridging
pensions - often designed to ease the pain of downsizing - at
risk. However, the Court’s advocate general later issued an
opinion making an exception for such bridging pension programs.
However, other questions of sex discrimination regarding pensions
remained unsettled. And the growing role of the Court in
domestic social insurance policy highlighted the importance of
EC-wide institutions in determining national policies.

Source: Norma Cohen, "Finance and the Family: When Inequality
Rules," Financial Times, July 17, 1993, p. IV; and related
sources.



little done in the U.S. to facilitate mobility under pensions but
a number of the EC countries are moving to make private pension

rights more portable.

An alternative is to use a defined contribution approach for
private retirement purposes and/or "personal pensions" (tax-favored
savings accounts for employees similar to American Individual
Retirement Accounts). The defined contribution approach is also
possible for social security arrangements although it is 1less
common there. However, Singapore uses a mandated, state-run
defined contribution system as a kind of social security. And it

views the system as a way of encouraging national saving.

iv. Views of the Employer-Employee Relationship.

Throughout this text, the complex nature of the employer-
employee relationship has been stressed. It has been noted that
employee expectations of what the relation entails will condition
the formation of human resource management policies. These
expectations, however, vary from society to society. "Lifetime"
employment contracts at larger firms with company-provided housing
and social benefits in Japan are an expression of a particular set

of expectations in that country. In the American context, Japanese
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Personal Pensions in Britain

Britain has a complicated two-tier social security systenmn.
The basic tier is a flat-rate scheme, paying the same pension
amount to retirees regardless of their prior level of earnings.
A second tier is more like the American model, which gears the
pension amount to prior earnings. However, private employers can
opt out of the second tier - many do - and provide a private
pension at least equal to the public second tier program.

Under the Thatcher government in the 1980s, Britain enlarged
the concept of opting out. Individuals could opt out either of
the second tier of social security or their employer’s private
pension plan, and elect instead to have an employer-paid personal
pensions. Such personal pensions - similar to American
Individual Retirement Accounts - are essentially tax-favored
savings arrangements. They are offered by a variety of financial
institutions.

The popularity of personal pensions was higher than
anticipated, in part because an initial subsidy was offered to
encourage them. By 1990, over 4 million British workers had such
arrangements.

Source: Daniel J.B. Mitchell and Jacques Rojot, "Employee
Benefits in the Single Market" in William Dickens, Lloyd Ulman,
and Barry Eichengreen, eds., Labor and an Integrated Europe
(Washington: Brookings Institution, forthcoming).



practices are often viewed as excessively paternalistic.?” Thus,
Americans seem to vacillate between praising all things Japanese
and publicizing "exposés" of deficiencies in Japanese human

resource management practices.?®

Job Security.

One of the most sensitive issues surrounding the employer-
employee relationship is the question of when that relation may be
terminated by the employer. An earlier chapter has reviewed the
gradual erosion of the "at will" doctrine in the U.S., the legal
doctrine that employees may be terminated for good, bad, or no
reason at all. But many countries place legal restrictions on both
individual terminations and layoffs that go far beyond recent
American court interpretations. And, as Table 1 shows, the
durations of employment with a single employer experienced abroad
are often longer than in the U.S. If it is assumed that the
surveyed workers on the table are roughly half way through their
current spells of employment, then a typical completed spell in
Japan would be well over two decades compared with 13-14 years in

the U.S.
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Since the 1980s, advertisements such as the
composite shown have been widely received
by human resource managers.

TEGM/EI TRAINING, INC.
TOTAL QUALITY MANAGEMENT
AND

EMPLOYEE INVOLVEMENT

One Day Seminars

One Week Training for TGM/EI Leaders

Now Your Company
Can Take Advantage of Proven
Japanese Productivity-Boosting
Techniques!

EMPLOYEE INVOLVEMENT
CONTINUOUS IMPROVEMENT
AUTONOMOUS WORK TEAMS

* % ¥
It doesn’t matter what line of business
your in! Our programs
will motivate your employees,
increase quality,

and raise productivity!

Call us for the Seminar
Schedule in Your Area

1-800-555-1400

O — ————— —————— ———— —— — —— ——— —————— ——— ——— — — —_ — — —— — {—————{———— —— ——————— —



Table 1

Mean Tenure with Current Employer:
Selected Countries, 1989-91
(years)

Average
Length of
Job Tenure
at Current

Country Employer
United States 6.7
Australia 6.8
Holland 7.0
Canada 7.8
Britain 7.9
Switzerland 8.8
Spain 9.8
France 10.1
Germany 10.4
Japan 10.9

Note: The job tenures listed are "interrupted spells," i.e., most
workers will continue in their current employment and, hence,
ultimately experience a 1longer tenure (completed spell) than
reported on the table.

Source: "Musical Chairs: Will a Less Secure, More Mobile Workforce
Be a Less Skilled and Hence Less Productive One?," Economist, July

17, 1993, p.

67, based on OECD data.



Foreign employers may be held to a standard for discharge
similar to the "just cause" notion applied by American arbitrators
in interpreting union-management agreements. There is a long
tradition of specialized labor courts abroad which hear appeals
from terminated employees who allege that the local version of just
cause was not present in their cases.? Monetary damages for, or
possibly reinstatement of, discharged workers may be ordered by

these courts in cases of improper firings.

Restrictions on economic layoffs also can apply.3® Firms may
be required to provide long notices and to award substantial
severance pay before layoffs are permitted. They may be required
to notify their works councils and come to some agreement with the
councils before undertaking mass layoffs. Government policy to
discourage layoffs may operate through both legal restrictions and
through a "frown." That is, employers may be aware that the
government would be unhappy about massive layoffs, even if the
layoffs are technically legal. Foreign-owned multinational firms
must be especially sensitive to the views of host governments - and
local public opinion - and thus are vulnerable to regulation by

frown.

Pressures for Flexibility.
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The Job Vacuum

As economies within the European Community (EC) have become
more integrated, there have been fears expressed of job losses
due to plant relocations. Hoover, the vacuum cleaner
manufacturer, found its decision to close a plant in Longvic,
France and move the jobs to another plant in Dundee, Scotland, to
be a major political issue in France. The French prime minister
accused the firm of "social dumping" and demonstrations were
held.

At the same time, however, workers from a Dundee plant which
was being closed by Timex, and replaced by a French operation,
were holding similar demonstrations. Jobs were moving in both
directions.

Source: "France: Dundee Timex Workers Protest Outside Besancon
Plant," Les Echos (Reuter Textline), July 15, 1993; "France:
First Phase of Redundancies at Hoover’s Longvic Plant," Les Echos
(Reuter Textline), July 2, 1993).



In the face of declining labor demand, an anti-layoff policy
can reduce unemployment initially. But it also tends to protect
the job of "insiders" (those who already have jobs) at the expense
of "outsiders" (new entrants to the labor market) who are seeking
work . 3! In addition, employers may be more reluctant to hire
permanent workers if such hiring entails a potentially-costly
indefinite obligation. Effectively, it has been argued, the job
guarantee may act as a "tax" on new hires and unemployment may

paradoxically result from policies designed to prevent it.

But the net effect of anti-layoff policies is complex. First,
they do keep insiders employed who might otherwise become
unemployed. Second, some of the implicit tax may be absorbed by
workers in the form of lower pay. Third, employers may find ways
to cushion the impact of the restrictions. For example, use of
work sharing, i.e., reduced weekly hours during recessions, can
allow employers to reduce their employment of labor time without

reducing the number of employees.

Certainly, one possible result of tough anti-layoff rules may
be increased use of contingent workers - part timers, temporaries -
who do not receive job security guarantees. Sometimes government
policies may also seek to control use of temporaries, disparagingly
called "atypical" workers in the bureaucratize of the EC. But
employers may also do more subcontracting of WOrk to small

employers or to foreign suppliers who are outside the bounds of
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legal regulation. Increases in "off-the-books" employment, a

hidden economy which escapes rules and taxation, may occur as well.

As unemployment rates rose in many countries during the 1980s,
concern was heightened about the ability of local employers to
adjust to changing patterns of market demand. Often, the debate
fell under the general heading of "flexibility" or "adaptability"
in HRM.?3? Interestingly enough, a political consensus over the
desirability of such flexibility developed, often regardless of the
political coloration of the government in power. As a result, some
restrictions on employer ability to layoff or redeploy resources
were relaxed.?? Governments with a more "liberal" political
orientation (using the American definition of that term) were more
likely to insist that the needed flexibility should be obtained
through retraining of redundant workers (possibly with state

subsidy of the training) than were conservative governments.

iv. Information Sources.

It should be evident to the reader that American human
resource policies and practices cannot uniformly be transplanted to
foreign soil. Successful implementation of human resource policy
requires knowledge of the 1local 1legal, political, and social
system, as well as economic conditions. Human resource
professionals in large, multinational enterprises keep themselves

abreast of national institutions, developments, and economic trends
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in the countries in which their firms have operations. A variety
of data and information sources are readily available as indicated

on the accompanying exhibit.

Official institutions such as the Organisation for Economic
Cooperation and Development (OECD) and the International Labour
Organisation put out publications providing country-level and
comparative reviews of trends relevant to human resource
management. So does Eurostat, the statistical arm of the European
Community.?* The U.S. Department of Labor can be a source of
useful information. American embassies abroad have commercial and
labor attaches who keep up with current events in the human
resource area. Foreign embassies and consulates in the U.S. may be

helpful.

There are also private reporting services which provide useful
information. Noteworthy examples are the quarterly country reports
published by the Economist Intelligence Unit. These reports
contain general information on economic and political trends,
including those affecting the employment relationship. Variations
in national benefit practices are described in various periodic
publications put out by management consulting companies and

financial institutions such as Wyatt, Mercer, and Swiss Life.

28



S8elected Sources of International Human Resource Data

International Labour Office of the International Labour
Organisation:

Yearbook of Labour Statistics

Data on wages, employment, unemployment, work
stoppages, occupational composition of the
workforce, occupational injuries, inflation.
Supplemented by the quarterly Bulletin of Labour
Statistics.

U.S. Bureau of Labor Statistics:

Monthly Labor Review

Data for selected countries on manufacturing
pay, output per hour, and unit labor costs.
Labor force data on employment, unemployment,
and participation based on American definitions.
Historical data appear in the periodic Handbook
of Labor Statistics and the Economic Report of
the President.

U.S. Department of State Indexes of Living Costs Abroad

Estimates of the cost of living relative to
Washington, D.C. in major cities of the world. Data
are used to adjust U.S. government employees
stationed abroad and could be used to adjust pay of
employees stationed abroad by multinational firms.

International Metalworkers’ Federation:

The Purchasing Power of Working Time

Wage comparisons in selected metalworking
industries in terms of purchasing power.

Other Sources: Publications of the International Monetary Fund,
Organisation for Economic Cooperation and Development, United
Nations, and other international organizations. The monthly
European Industrial Relations Review provides comparative
information on legal requirements, e.g., parental leave, as well
as up to date information on developments and trends. Although
it is a general interest magazine, the weekly Economist often
carries articles and data of interest to general managers and
human resource managers. The U.S. Department of Labor issues
periodic profiles of labor conditions abroad for various
countries.



Commercially-provided information is often expensive, but sometimes
is made available for free for public relations purposes. Apart
from commercial sources, foreign universities may have centers of
industrial relations which put out reports on local human resource

practices and developments.

III. The International Impact on Domestic Human Resources.

At an abstract level, it might be argued that the existence of
a foreign trade sector has no particular implication for U.S. human
resource practices. After all, the presence of a foreign sector
just means that there are more markets to sell in, and to buy from.
What difference does it make to a firm if the competition is from

foreign or domestic sources?

But although competition in the product market is similar in
its effects, regardless of source, the international sector does
have a special impact. First, factor market conditions abroad -
especially those related to the labor market - may be substantially
different from those faced by domestic competitors. In particular,
in many parts of the world, wages are only a fraction of American
pay levels, when translated into U.S. dollars. Second, the degree
of foreign competition which is faced can be importantly influenced
by domestic policies - such as tarigfs and quotas. Pure free trade
is an abstraction; all countries follow so-called "commercial

policies" which influence what they buy, and how much they sell,

29



abroad. Generally, however, since the end of World War II, the
world has been moving toward freer trade. The shift of Eastern
Europe away from communism and the widening use of markets in

communist China is continuing that direction.

i. The Economic Analysis of International Trade.

There are numerous textbooks available on international trade
and it would be inappropriate here to attempt to duplicate their
analysis.*® However, the basic highlights of what might be termed
"conventional" international economic analysis can be usefully

summarized below:

1) The economic analysis of international trade usually
begins with the assumptions that countries can trade goods
(exports and imports), but cannot trade factors of
production, i.e., labor and capital. Obviously, these
assumptions are oversimplifications. Labor does flow
across international borders in the form of legal and
illegal immigration. Capital flows internationally, both
in the financial sense (the purchase and sale of financial
assets such as stocks, bonds, and bank accounts) and in
the real sense (export and import of capital goods such as
industrial machinery). Nevertheless, factor mobility -
especially labor mobility - is more restricted across

national borders than it is within them.
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2) Given the factor-immobility assumptions, the pattern or
structure of trade is determined by “"comparative
advantage." In the absence of factor flows, there is no
absolute standard of value. What matters, in determining
who exports what goods, 1is the relative cost of
production. In a two-good, two-country model, if wheat is
relatively cheap in the U.S. as compared with cloth, and
if cloth is relatively cheap in the U.K. as compared with
wheat, the U.S. will export wheat in exchange for cloth
from the U.K. And the U.K. - as the other party to the
transaction - will export cloth to, and import wheat from

- the U.S.

3) Trade according to comparative advantage produces
potential "benefits" for countries by relaxing a
production/consumption constraint. In the absence of
trade, anything a country wants to consume must be
produced domestically. Trade opens up the possibility of
consuming more of some goods than are produced at home
(importing). To pay for the deficit of production the
country produces more of other goods than are consumed and
exports the balance. Countries can specialize in
production according to their international comparative
advantage, while consuming in accordance with their

internal "tastes.®

31



4) The 1lifting of the consume-only-what-you-produce
constraint changes the pattern of production within
countries. Some. industries - those which enjoy a
comparative advantage - find the demand for their products
increased. Others - those with a comparative disadvantage
- face a decline in demand and, possibly, a complete

cessation of production.

5) The existence of international investment flows further
relaxes the constraints in a dynamic sense. Countries can
purchase more than they produce domestically and borrow
abroad to finance their trade deficits. That is, they can
import a greater value of goods than they export for a
time. In exchange, however, they must eventually repay
their debts (plus interest) by running an export surplus

in a later period.

6) Since the possibility of international investment flows
means that countries can run net export surpluses or
deficits in any given period, the size of their foreign
trade sector can vary relative to their domestic sector.
That is, in periods of net export deficits (value of
imports exceeding value of exports), those industries
which produce exports or import-competing goods will
shrink in size relative to those producing goods and

services which cannot be internationally traded, e.g.,
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haircuts. During periods of net export surpluses, the
opposite will occur; the foreign trade sector will expand

relative to other sectors.

7) By changing the pattern of production, trade has
complex effects on internal income distribution. In the
short term, wages, employment, and profits in particular
industries may be increased or reduced by trade. And in
the long run, the general prices of factors of production

- including real wages - may be altered.

In short, although in some sense a country as a whole
may benefit from trade, trade will produce both winners
and losers in the economy. Contrary to the popular
impression, economic theory does not predict that large
subgroups in society - such as the labor force relative to
the owners of capital - will necessarily benefit from
freer trade. Particular interests may or may not benefit,

depending on assumptions.3®

8) Government policies, by modifying trade flows through
tariffs, quotas, subsidies, and other devices, can
influence the domestic structure of production, and,
therefore, the distribution of income and the pattern of

employment. Employers and employees are likely to have an
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economic interest in how the government conducts its trade

policies.

Added to the conventional analysis of international trade, new
approaches arose, especially in the 1980s. Not surprisingly, there
is controversy over the importance and interpretation of the new
approaches. "Strategic trade theory" suggests that in some cases,
especially where there are departures from perfect competition in
the market place (including the labor market), governments may be
able to influence trade flows in ways advantageous to national

” Where there are differentiated products and economies

interests.?
of scale, the general widening of markets through freer trade may
provide benefits by allowing suppliers to achieve their scale
economies. But there are sometimes seen to be "first mover"
advantages; where economies of scale exist, a nétion that starts an

industry can achieve lower costs and come to dominate the world

market.

One of the contentions of recent business research is the
comparative advantage is not ordained, but is something that
countries can make. So-called "competitive advantage" can be
influenced by such things as investment in infrastructure and - in
the human resource area - provision of quality education and
training. Financial markets, according to this view, may produce
short-sighted managers who do not sufficiently invest in their

companies or employees.?® A country with this problem - and the
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U.S. is usually cited - proceeds to lose its competitiveness in

industries which depend on such investments.3°

ii. Trends in International Commerce and Labor Costs.

To understand the forces surrounding the international market
place, the principles of economic analysis must be combined with
knowledge of empirical trends and institutions. In that sense, the
international setting is no different than the domestic. Thus, in
order to provide the necessary background for analyzing the
international impact on American human resource practices, some key

trends are discussed below.

The Importance of Exports and Imports.

Compared with many countries, the U.S. has a relatively small
international sector. Exports of goods and services accounted for
less than 11% of American GDP in 1992. The U.S. import-to-GDP
ratio was just over 11%. Some countries, especially smaller
nations located within large trading areas, have much higher

ratios.

However, the ratio of exports or imports to GDP does not fully
measure the importance of trade to an economy. International
prices, for example, can spill over into the prices of domestically

produced goods. General Motors cannot ignore prices charged by
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Toyota in setting its own prices. Pricing ability, in turn, is
reflected in General Motors’ human resource decisions on wages, new
hires, and layoffs. Much of manufacturing, mining, and agriculture
in the U.S. 1is affected by international trade, directly or
indirectly, because of actual or potential foreign competition.
These sectors accounted for about a fifth of all employeeé in 1992.
Moreover, other sectors were involved in trade as suppliers to the
trading sector or in the transportation and sale of exports and

imports.

Multinational Enterprises.

Generally, the post-World War II period has seen a substantial
expansion of trade and investment by virtually any measure. Of
particular interest has been the growth of "direct investment,"
i.e., the establishment of subsidiaries of multinational firms
around the world, as well as in the United States. U.S.-based
multinational firms employed 18.5 million persons in the U.S. in
1992, and another 6.7 million abroad. Foreign-based nonbank
multinationals employed 4.7 million, almost half of which were in

manufacturing.*°

The extension of multinational firms across national
boundaries creates a channel of communication of human resource
practices and strategies. While national differences in the human

resource area are very important - as stressed in the previous
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section - the fact that single corporate entities operate in the
face of different national systems creates potential for
consideration of alternatives. It is always possible for a country
to resist international pressures for conformity and uniformity -
as the U.S. has resisted adoption of the metric system - but the

pressure is present nonetheless.

Although studies of multinational firms generally do not
indicate that they automatically import the human resource
practices of their "mother" country, over the long run they may act
as a transmitter of human resource techniques. Research on
multinationals indicates that they often staff jobs which have a
heavy "cultural content" - such as human resource management
professional positions - with persons from the host country.! But
even so, at the most general level, employers around the world face
common problems of recruitment, screening, evaluation, training,

pay setting, grievance handling, and productivity management.

If an human resource management approach appears to be
effective in one country, there is reason to try that approach
elsewhere. Perhaps the most prominent experiment in the U.S. along
these lines has been the joint General Motors-Toyota automobile
assembly operation in northern California which blends Japanese and
American practices.*? However, sometimes an attempt to export

human resource practices meets with resistance, as the case of
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Federal Express - found in the appendix to this chapter -

illustrates.

The existence of multinational firms can sometimes be used by
third parties to influence labor practices in foreign countries.
Most notable were pressures on U.S.-based multinationals to adopt
the "Sullivan Principles" with regard to their treatment of black
employees in South Africa, before white rule in that country began
to unravel. These principles were designed to assure as much
opportunity for blacks as possible under the South African
apartheid system. Suppression of student demonstrations in China
led to general concerns about human rights in that country. The
expansion of trade with China in the 1990s may eventually channel

those concerns specifically into labor practices.

Host countries may sometimes pressure multinational firms to
adopt certain human resource policies as a condition for doing
business. All countries expect multinationals to comply with local
labor laws and regulations pertaining to the labor market and the

employment relationship. However, especially in third-world
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Dressing for Euro Disney

When Euro Disneyland began to hire for its new facility in
France, it included a personal hygiene code in its hiring
standards. Specifications were included for male haircuts and
beards and mustaches were forbidden. Women were told not to use
hair dye and "appropriate undergarments" were required. A video
for job applicants suggested a daily shower or bath.

Although such standards are not unusual in the U.S., in
France they were viewed as an infringement on personal liberty
and sparked a debate in the press. The possibility of a conflict
with French law which protects individual rights was raised. 1In
the background was an ambiguous attitude about importing an
American institution of popular culture into France, despite its
favorable economic impact.

Source: "A Disney Dress Code Chafes in the Land of Haute
Couture," New York Times, December 25, 1991, pp. 1, 48.



MFN S8tatus for China

Despite the name, most countries enjoy "most favored nation"
(MFN) status with regard to American import tariffs. A most
favored nation is one that agrees to grant the U.S. any tariff
reductions it grants to other countries (with certain exceptions)
in exchange for similar treatment by the U.S. As a result of a
long history of tariff reductions since the 1930s, American MFN
tariff rates are much lower than those in the schedule applicable
to countries without MFN status. In the period after World War
II, the countries without MFN status were mainly communist
nations; grant of MFN status to those countries came to be based
on their political relationship with the U.S. and was often
conditioned on human rights.

Communist China was granted MFN status but on a provisional
basis. One of the early decisions of the Clinton administration
was whether such status should be renewed, a matter of great
concern with China whose exports to the U.S. market were growing
rapidly. In May 1993, President Clinton extended China’s MFN
status for one year conditioned on human rights progress and
other matters such as use of prison labor. It appeared that each
such renewal was bound to be controversial, partly because China
added more low-wage import competition to that already
experienced by the U.S.

Source: Sheryl WuDunn, "China Denounces Terms of Clinton’s Trade
Deal," New York Times, May 30, 1993, Section 1, p. 12.



countries, host governments may encourage the promotion of
nationals into key management roles. They may also seek training

and skill acquisition for the nonsupervisory workforce.

Exchange Rate Fluctuations.

One of the sharp differences between the domestic and the
international setting is the presence of nationally-based monetary
systems. American firms, operating within the U.S., utilize a
common dollar standard. They have no need to worry about
fluctuations of, say, the "California dollar" versus the "Ohio
dollar." Only one currency is used in all parts of the U.S. Firms
operating across international boundaries, however, face very

different monetary conditions.

At the international 1level, separate currencies are in
employed in almost every country. From the end of World War II
until the early 1970s, most countries maintained fixed exchange
rates relative to one another, under the so-called Bretton Woods
system.*® The exchange rate between, say, the U.S. dollar and the
British pound was not allowed to deviate, except in a very narrow
range, from an agreed-upon par value. Changes in the official par

values of currencies occurred only at infrequent intervals.
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Japanese Practices in a British Firm

Unipart, a company in Oxford, England, produced automobile
parts but seemed to be suffering from outmoded plant and
production techniques. The company’s management might have
simply closed the Oxford plant and concentrated on selling parts
made by other suppliers. Instead, utilizing an indirect 1link
with Honda, it sent some of its workers to Japan to observe
production methods at a Japanese parts manufacturers.

When the workers returned, they pushed for a Japanese-style
emphasis on quality, waste reduction, and team production.
Initially, the returned workers were met with hostility by other
employees and supervisors. However, they were permitted to set
up a separate workshop in a corner of the plant and eventually
acted in missionary style to convert the rest of the plant to the
new approach. The firm reported cost reductions from employee
suggestions and appeared to have improved its overall economic
performance.

Source: "Unipartners," Economist, April 11, 1992, p. 67.



During the fixed exchange rate era, exchange rates were
maintained at their official values by government intervention in
the currency market. When a country'’s currency was in excess
supply, and therefore tending to depreciate (fall in value)
relative to its par value with the dollar, its monetary authorities
would buy up the excess supply, using its own dollar reserves or by
borrowing dollars externally.* Similarly, when a country’s
currency was in excess demand, and therefore tending to appreciate
(rise in value), its monetary authorities would buy up the excess

by selling dollars.

Although firms had to consider the possibility of occasional
currency value changes, the fixed exchange rate system made trading
in the international arena more like domestic trade. If currency
values were fixed, then trade could occur almost as if there were
one world currency. However, the fixed exchange rate system
established after World War II broke down in 1971.% An attempt
to resuscitate the system ended unsuccessfully in early 1973.
Thereafter, no single international exchange rate system has
developed. Exchange rates between currencies have generally been

much more flexible since the early 1970s than before.

Since the breakdown of fixed exchange rates, some countries
have attempted to "peg" their currencies’ values to the dollar or
another currency wunilaterally. Attempts have been made to

coordinate the exchange rates of some of the European Community
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countries (the European Monetary System) with the possible goal of
creating a single currency within much of the EC. Some countries
have followed a policy of pegging their currencies’ values relative
to a "basket" or average of other currencies, rather than to any
one currency. Some have intervened in currency markets in an
attempt to smooth out currency fluctuations. And others have left
it largely to demand and supply in the currency market to determine
their exchange rates; the U.S. has generally followed such a
laisser-faire strategy, with occasional episodes of intervention.
In all 1likelihood, these diverse exchange rate policies will
continue to characterize the international monetary system

indefinitely.*

The result of greater exchange rate fluctuations is a
complicating of managerial decision making on where to produce,
where to invest, and how to evaluate relative national labor costs.
Many economists would argue that over long periods of time, the
particular exchange rate system in use is irrelevant. According to
this view, international trade and investment will be governed

eventually by the "fundamentals" of comparative cost.

However, this view is naive;the long run may be a long time in
coming. In the meantime, exchange rates are likely to be of
concern to firms operating in the international market place.
Indeed, a significant part of future pressure for labor market

flexibility in the U.S. and elsewhere is likely to be the result of
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exchange rate changes. Even before the dollar reached its peak and
then declined in the mid 1980s, there was evidence that the foreign
exchange market is vulnerable to speculative swings and other

instabilities.?” The 1980s reinforced that conclusion.

Labor Costs and Exchange Rates.

In what in retrospect appears to have been partly a
speculative bubble, the dollar began appreciating relative to other
currencies after 1980. Economists have attributed the initial
spark for this appreciation to federal tax cuts and resulting
budget deficits.*® The federal budget deficit was a form of
national dissaving, which resulted in a sucking into the U.S. of
net foreign saving. That is, Americans invested less abroad and
foreigners invested more in the U.S. Net demand for the dollar (to
acquire claims on the U.S.) rose, causing dollar appreciation,
thereby putting American exporters and import-competing firms at a
substantial disadvantage. But after a time, it appeared that the
dollar was rising because past appreciation led the market to

expect that more appreciation was to come.

When the dollar appreciated, American export prices - as seen
by foreigners in terms of their currencies - rose. U.S. exports
became less competitive on world markets and export performance
deteriorated. From the American viewpoint, the prices of foreign

imports fell - measured in dollars - stimulating a switch from
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American products to foreign supplies. These trends can be seen on
Figure 2, which illustrates the movements of real exports, real

imports, and the real dollar exchange rate.?®

Although the dollar reversed its upward course in early 1985,
it had already sparked an ongoing debate concerning declining U.S.
competitiveness and its human resource implications. Imports rose
rapidly, and continued doing so even after the dollars appreciation
reversed. Exports stagnated during the dollar’s rise, then began

to increase again as the dollar’s real exchange value fell.

Table 2 illustrates the impact of the appreciation of the U.S.
dollar on foreign manufacturing wages in seven countries relative
to American wages. During 1979-85, American wages on a total
compensation basis rose at 6.9% per annum, slower than the rate of
wage inflation in five of the seven other countries as measured in
their own currencies. But the appreciation of the U.S. dollar

caused foreign wages, when translated into dollars, to rise more

slowly than U.S. wages in all cases.®® 1In fact, in three out of

the seven cases, foreign wages actually declined in dollar terms.

This situation dramatically reversed when the dollar declined
in value during 1985-91. The depreciating dollar pushed foreign
wages measured in dollars up substantially. Wage inflation in the
U.S. was quite moderate during this period, but the exchange rate

dominated the relationship between U.S. and foreign wages.

43



180

Indax 1380

Figure 2

Real Exchange Rate, Exports, Imports

I L] L] l ] v l L) L] |
1973 197 1979 1982 1985 1988 1991

0 Exchange Rate +  Exports ©  Imports
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exchange rates of 10 currencies relative to the
U.S. dollar, each adjusted by national trends in
consumer prices. Exports and imports refer to
goods: and“services in 1987 dollars.

Source: National income accounts; U.S. President, Economic

Report of the President, January 1993 (Washington:
GPO, 1993)’ p- 470.




Exchange Rate Movements and Rates of Pay Change,

Table 2

Manufacturing, 1980-91,
Eight Developed Countries

Annualized Rate of Change, 1979-85

Wages in [U.S. Dollar Wages in

Local Per Local U.Ss.
Country Currency |Currency Unit |Dollars
United States 6.9% -- 6.9%
Canada 8.7 -2.6% 5.9
Japan 4.7 -1.6 3.1
France 12.9 -13.2 -0.3
Germany, West 5.9 -8.1 -2.1
Italy 16.7 -14.9 1.6
Sweden 9.4 -12.1 -2.5
United Kingdom 11.2 -8.5 2.5

Annualized Rate of Change, 1985-91

Wages in

U.S. Dollar Wages in
Local Per Local U.S.

Country Currency |Currency Unit |Dollars
United States 4.0% - 4.0%
Canada 4.9 2.8% 8.0
Japan 4.9 9.1 15.4
France 4.1 7.5 12.5
Germany, West 5.3 9.1 15.8
Italy 7.5 6.9 15.5
Sweden 8.0 5.7 14.5
United Kingdom 8.0 5.0 13.7

Note:

Wages refer to hourly compensation of production workers

including wages, benefits, and payroll taxes.

Source: U.S. Bureau of Labor Statistics, press release USDL: 92-
752, December 2,

1992.



Wage movements by themselves do not give a complete picture of
shifts in competitiveness. Costs other than wages also are
relevant, although, of course, such costs also will be influenced
by exchange rates. Even when the focus is on labor costs, wages
must be adjusted for productivity - as described in an earlier
chapter - to calculate unit labor costs. However, as Table 3
shows, during 1979-85 unit labor costs (the ratio of the wage rate
to productivity) fell in all but one of the countries listed when
measured in U.S. dollars. The dollar appreciation is again the
principal explanation of this development. Similarly, during 1985-
91, foreign unit labor costs rose rapidly relative to those in the

U.S. because of dollar depreciation.

It is clear from Tables 2 and 3 that the loss of American
competitiveness during 1979-85 cannot be attributed to some failure
of U.S. human resource practices. Despite all of the breast
beating about loss of the American work ethic, lack of 1labor-
management cooperation, top-heavy supervision, and excessive
American pay levels, the loss of U.S. competitiveness in that
period was due primarily to macroeconomic forces: dollar
appreciation and federal budget deficits. To burden American human
resource managers and practices with the blame for rising import
competition, is unfair and misleading. Similarly, it would be
wrong to credit the increased competitiveness that appeared after

1985 to some startling human resource innovations.
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Table 3

Trends Manufacturing Unit Labor Costs, 1979-91,
Eight Developed Countries
(U.S. Dollars)

Annualized Percent Change
in Unit Labor Costs

Country 1979-1985 1985-1991
United States ( 4.9% 1.1%
Canada 3.4 7.8
Japan -0.8 10.4
France -3.4 9.3
Germany, West -4.0 13.8
Italy -3.3 12.2
Sweden -5.3 12.9
United Kingdom -2.0 9.3

Note: Figures refer to manufacturing production workers.

Source: U.S. Bureau of Labor Statistics, press release USDL: 92-
752, December 2, 1992.



Overemphasis of short-term phenomena related to exchange rates
diverts attention from longer range competitive issues which do
have human resource implications.®® For example, problems in the
quality of educational output of America’s high schools ultimately
affect U.S. comparative advantage. But the impact is gradual.
Those who are anxious to foster educational reform may be tempted,
whenever the dollar appreciates, to point to their reforms as the
remedy for the resulting competitiveness decline. But the problem
with that approach is that what goes up comes down; the dollar can
reverse direction as it did in the late 1980s and leave those who

confused fundamentals with erratic swings looking foolish.

Relative Wages in the Long Run.

One of the long term issues which arises in the international
area is the ability of American firms to compete when wages are
substantially below U.S. levels in much of the world. Will
American wages be forced down to foreign levels by international
competition? This Question can be viewed from both an analytical

and empirical perspective.

Economic analysis of international commerce sees trade in
goods and trade in factors of production as potentially equivalent.
If labor and capital did flow costlessly across international
borders, there would be a tendency for factor prices to equalize

around the world. 1In particular, as labor moved from low wage to
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high wage countries, the average level of wages would be bid down
in the latter and up in the former. Indeed, high wage countries
often restrict in-migration to protect the wages of their resident

labor forces from such direct competition.

Less obvious is the possibility that even without factor
mobility, trade in goods could have much the same equalizing
effect. If high wage countries import goods from low wage
countries, labor from the low wage countries is "embodied" in the
imports. The imports displace labor that might have been used in
the high wage country to produce those goods in the absence of the
imports. Thus, receiving goods from low wage countries is similar
to receiving labor from them, in terms of the impact on the labor

market .52

Consider, for example, the inflow of cheap Mexican labor into
the U.S. Attempts by the U.S. to impede this flow have provided a
stimulus for firms to set up assembly plants just inside the
Mexican border, and then import the assembled products into the
U.S.®®* 1In effect, if the people cannot come to the plant, the
plant comes to the people. And if the people cannot be imported,
the products that incorporate their labor can be. Of course, the
reverse is also true; exports of U.S. goods can be viewed as an

embodied export of U.S. labor.
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Just as the Mexican border plant, or magquiladora program,

substituted goods movement for people movement, the enlarged
concept - the proposed North American Free Trade Agreement (NAFTA)
between the U.S., Canada, and Mexico - has been viewed in part as
a way of holding down illegal immigration from Mexico into the U.S.
Indeed, the move in Mexico away from trade barriers and towards an
open economy may produce that result, with or without a NAFTA. The
concern in the U.S. has been that since trade with Mexico
indirectly joins the U.S. and Mexican labor markets, the result
could be a reduced demand for unskilled and semi-skilled labor in

the U.S., since Mexico has such labor in abundance.

Although the argument is usually phrased in terms of lost jobs
in the U.S., the long term result might be a reduced wage at the
bottom of the American income distribution and a widening of
inequality. That is, increased U.S.-Mexico trade might pull up
Mexican wages at the lower-skill range, but lower such wages in the
U.S. However, expanded trade with Mexico to some extent would
substitute for trade from other low wage areas, mainly in Asia.
Thus, downward pressure on the American unskilled wage could be
felt whether or not the U.S. more fully integrates its economy with

that of Mexico.

Some data do point to a tendency for foreign and U.S. wages to
equalize. Table 4 shows manufacturing wages in the seven countries

featured on previous tables as a percentage of U.S. wages. Foreign
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Table 4

Foreign Wages as Percent of American,
Manufacturing Sector, 1980-91,
Eight Developed Countries

Total Hourly Compensation as Percent

of U.S. Level:
Country 1960 1970 1980 1990 1991
United States 100% 100% 100% 100% 100%
Canada 80 83 85 108 112
Japan 10 24 57 85 93
France 31 41 91 102 99
Germany, West 32 56 125 145 143
Italy 24 42 81 110 111
Sweden 45 70 127 140 141
United Kingdom 32 36 75 84 87

Note: Total compensation includes wages, benefits, and payroll
taxes. Figures refer to production workers.

Source: Calculated from data appearing in U.S. Bureau of Labor
Statistics, Handbook of Labor Statistics, bulletin 2217
(Washington: GPO, 1987), Table 133, and Bureau of National Affairs,
Inc., "Labor Costs in Japan, Canada Reached New High Relative to
U.S. Costs in 1991," Daily Labor Report, July 27, 1992, p. B3.



wages rose relative to American wages during the 1960s and 1970s.
Although with the end of fixed exchange rates in the early 1970s,
year-to-year figures will jump around, it is nonetheless clear that
a long-term wage convergence with the U.S. among developed

countries has occurred.

During most of the period shown, this phenomenon did not come
about because real wages in the U.S. were falling towards world
levels. American real wages moved generally in line with American
productivity during 1960-80. During those years, the tendency
toward wage equalization in the developed world seemed to stem
mainly from the faster rate of productivity growth abroad relative
to the U.S. The faster foreign productivity growth, in turn, was

associated with rising foreign capital/labor ratios.5*

In the 1980s, as the dollar substantially appreciated, U.S.
real wage growth did lag behind productivity. As discussed in a
previous chapter, this period was an era of concessionary wage
bargaining and a downward shift in American wage norms. Studies of
earlier periods suggest that relative wage slippage in trade-

impacted industries can result from foreign competition.SS

However, the wage lag during the period of dollar appreciation
was not concentrated in manufacturing - the center of import
competition - suggesting that product market pressure from the

international sector was not the sole explanation. And concession
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bargaining was not disproportionately found in the trade sector.
In fact, trade-sensitive industries were less prone to
concessionary wage bargaining than others.®® Changing technology -
which favored some occupations and displaced others - certainly
was a factor in the wage slippage of America’s blue-collar workers
and may well have been more important than international trade in
changing the U.S. wage structure. In any case, it appears that the
same type of wage slippage experienced in the U.S. has occurred in
other developed countries, too, including countries which were
probably more insulated than the U.S. from low-wage foreign
competition. Thus, technology is likely to be an important cause

since technology is easily spread in the modern world.®’

Good wage data are less readily available for third-world
countries than for developed countries. However, the picture of
world wage convergence with the U.S. among the developed countries
does not necessarily apply elsewhere. It is possible for less
deVeloped countries to show marked wage growth relative to the U.S.
even if they start from low bases. Note that on Table 4, Japan’s
relative manufacturing wage went from only 10% of the U.S. level in
1960 to 93% of the U.S. level by 1991. But starting from a low
base does mean that wage catch up will take a long time to occur --
if it occurs at all. Some low wage countries have featured wage
growth faster than the U.S.; others have not. The Asian "tigers" -

Hong Kong, South Korea, Taiwan, and Singapore - seem to be

following the Japanese path of rapid economic growth and rising
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wages. But other countries have not always been able to duplicate

Japanese success.

The gaps between U.S. and third-world wages are quite large in
absolute terms, as Table 5 illustrates.®® Obviously, if a firm can
obtain its capital abroad at the same cost as in the U.S., and if
all non-labor production costs (adjusted for the cost of
transportation) are the same as in the U.S., the markedly lower
wage in the third world will give production there a clear cost
advantage. For certain kinds of "assembly-intensive" products,
such as home electronic equipment, lower wages abroad have given

the edge to foreign suppliers.

Yet, it is often the case that non-labor costs are not the
same abroad as in the U.S. In 1992, 58% of U.S. imports came from
developed countries - not from low-wage third-world countries.®®
In many of these countries, wage levels were comparable to the U.S.
Clearly, therefore, wage levels alone are not the explanation for
much of what the U.S. buys abroad. On the other hand, the rapid
growth of imports from the Asian tigers, combined with the rise of
China as a significant source of imports, suggests that low wages,
combined with relatively open access to the American market, can be
a path for sustained rapid growth. This path is the one Mexico,
with its added advantage of proximity to the U.S. market place,

hopes to follow.
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Table S5

Hourly Compensation Relative to the U.S.
in Selected Third-World and Rapidly-Industrializing Countries,
Manufacturing, 1975-91

Hourly Compensation as Percent of U.S.
Country 1975 1980 1990 1991
Brazil 14% 14% 18% 17%
Mexico 31 30 12 14
Hong Kong 12 15 22 23
South Korea 5 10 26 28
Singapore 13 15 25 28
Taiwan 6 10 27 29

Note: Figures refer to manufacturing production workers.

Source: Bureau of National Affairs, Inc., "Labor Costs in Japan,
Canada Reached New High Relative to U.S. Costs in 1991," Daily
Labor Report, July 27, 1992, p. B3.



Protection and Real Wages.

While the notion of U.S. wages dropping to third-world levels
is not plausible, it is possible that trade could have a retarding
effect on real wage growth. Economic theory has long featured
models in which trade could 1lower real wages (and trade
restrictions - such as tariffs and quotas - could raise them.®°
There is evidence that the U.S. has tended to provide tariff
protection to industries intensive in the use of unskilled labor.*!
This tendency suggests an effort to protect the wages and
employment of those most vulnerable to foreign competition.®
However, the long term effect of protection on wages generally is
difficult to pin down empirically. Nonetheless, the proposition

that protection could raise some people’s wages is more definite.

Limits on foreign competition make possible higher domestic
prices for protected items than would otherwise prevail. The
greater profitability protection permits is not necessarily going
to be passed along to workers as higher wages. Protection directly
affects the product market, not the labor market, and protected
employers will not necessarily see any need for raising pay.
However, if workers in a protected industry are represented by a
collective bargaining agent, they may be able to obtain some of the
"rents" afforded by protection in terms of higher wages. Indeed,
the union involved may be a vocal proponent of the import

restricting policy.
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Tariffs, Quotas, and Wage Bargaining.

There are two basic kinds of explicit protective devices in
use.®® Tariffs are taxes on imports collected at the time of
entry. The tariff/tax raises the landed price of foreign goods,
making them less price competitive with domestic substitutes.
Quotas, in contrast, place an absolute limit on the number of
imported items that will be permitted to enter the domestic market.
Once the quota is sold out, domestic suppliers no longer face
foreign competition and are therefore free to increase their own
prices. Tariffs are administered by the importing country, whose
government collects the resulting revenue. Quotas may be
administered by the importing country, but are sometimes handled by
foreign exporting countries under the terms of "orderly marketing

agreements. "%

Even though tariffs restrict foreign competition, they do not
eliminate it. Domestic producers are limited in how much they can
raise prices by the potential attraction of more imports. As the
domestic price is raised, the alternative foreign price - even with
the added tariff - looks more and more attractive to consumers.
The absolute quantitative restriction under a quota, in contrast,
eliminates such competition. Once the quota is exhausted, domestic

consumers cannot buy the foreign alternative at any price.
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To the extent that unions can bargain for a share of the gains
from protection in terms of higher pay, they will probably prefer
quotas to tariffs. The passing along of wage increases into prices
will be easier if the volume of foreign sales is absolutely
limited. And, indeed, American unions have generally pushed for

quota-like quantitative limits on imports rather than tariffs.®

Usually, the union motivation in seeking protection is a mix
of both pay and employment objectives. The union seeks to prevent
job loss of its members from import competition as well as to
protect its bargaining position. In principle, job protecting
could be done as well by tariffs as by quotas. However, job
protection via tariffs is more complex, since foreign sales will be
determined by (unknown) demand elasticities and the (uncertain)
reaction of domestic pricing to the tariff. Quotas, in contrast,
fix the number of foreign units sold, making their effects more
definite. Thus, unions are likely to prefer quotas to tariffs,

regardless of the mix of their pay vs. employment motivations.

Often unions and management - even if they have trouble
agreeing on other issues - see eye-to-eye on the need for
protection from imports. But this agreement is not always total;
sometimes their views diverge. For example, the firms involved may
be multinationals and may be in a position to import themselves.
Or, because they have operations abroad, they may be fearful of

triggering a "trade war" between the U.S. and other countries which
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could hurt their affiliates.®® Firms are tied to a domestic
industry by capital investments; unions and workers have stakes in
the industry which have been stressed in previous chapters.
Sometimes the tie embodied in the latter stake is stronger than
that engendered by past capital investments. Thus, unions may
sometimes be stronger advocates of protection for particular
products than the firms which make them. Indeed, they may be the

only advocate in some cases.

IV. Human Resource Management and International Competitiveness.

Human resource management practices in the U.S. cannot be held
responsible for the effects of volatile exchange rates, federal
budget deficits, interest rates, etc., all of which can affect the
American balance of exports and imports. However, over the long
run, American human resource practices - both at the firm level and
in terms of public policy - can influence competitiveness. Despite
the temptation to put the issue in terms of jobs, in the long run
the issue is more the kind of jobs, and the industries in which
those jobs will be found, rather than the number of Jjobs.
Ultimately, the competitiveness issue is a major element in

determining the American standard of living.

Under a flexible exchange rate system, exchange rate
adjustments occur to equate supply and demand for the U.S. dollar.

If at the prevailing exchange rate, American exports fall short of
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imports, and if foreigners are unwilling to hold the resulting
increments of claims on the U.S., the exchange value of the dollar
will fall until demand and supply for it are again equated. Thus,
equilibrium of a sort is guaranteed, even if U.S. competitiveness
declines. However, falling real exchange rates tend to reduce
American living standards in two ways. First, such depreciations
are usually accompanied by declines in the "terms of trade," the
ratio of export prices to import prices.®” Such terms of trade
deteriorations mean that - with a unit of exports worth less in
relative terms - it takes more American resources to buy a unit of
imports. Seen from the viewpoint of the typical employee, this
means declining real wages measured in terms of imports and import-

competing goods, at least in the short run.

Second, long term declines in U.S. competitiveness are likely
to show up as problems for the manufacturing sector. If the
manufacturing sector weakens - both as a source of exports and of
import-competing goods - the U.S. overall pattern of production
will shift toward agriculture and primary products (to pay for
imports and interest on America’s net debt to foreigners).
Manufacturing employment opportunities will be reduced and
employment will thus tilt toward the lower-wage sectors of the

economy .

Were such a process to continue indefinitely, it would act as

a long-term retardant on real wage growth and - therefore - on
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overall living standards. Rising anger over foreign competition
and import displacement could trigger a protectionist move in
Congress. Sliding American competitiveness on world markets could
thus have unfortunate consequences in the area of international

relations and foreign policy, as well as on the domestic economy.

i. Trade Adjustment Assistance: Background.

Even in the best of circumstances, some industries will be
losers in the international market place. As already noted, there
are certain industries in which labor costs are the main element of
cost competition. Third-world countries, with labor costs ranging
from a tenth to a third of American levels, are going to have an
advantage in such cases that will be very hard to overcome. Some

U.S. workers will be displaced as a result.

The U.S. has had a program of trade adjustment assistance
(TAA) for workers and firms injured by foreign competition since
the early 1960s. Originally, this program - adopted when U.S.
manufacturing was heavily export oriented - was enacted to obtain
labor support for wide ranging trade legislation. The Trade
Expansion Act of 1962, a bill strongly supported by the Kennedy
administration, provided for Presidential negotiation of tariff
reductions with the recently-formed European Common Market and with

other countries. At the time, the AFL-CIO generally supported the
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bill, but needed a provision to assist those affiliates

experiencing import problems.®®

Under the Trade Expansion Act, the worker component of trade
adjustment assistance was supposed to provide supplements to
unemployment compensation and funds for retraining to displaced
workers who could show that their displacement was due to imports.
The imports, in turn, had to be attributable to a concession, e.g.,
a tariff reduction, made by the U.S. However, proving the cause-
and-effect relationships proved exceedingly difficult and no TAA

petitions were approved until the early 1970s.%

Congress again considered the adjustment assistance issue in
1974. At that time, the President again sought legislative
authority to negotiate with foreign countries for further
reductions in international trade barriers. By then, imports were
perceived as a threat to important elements of manufacturing, and -

in particular - by organized labor which had heavy concentrations
of members in that sector. A liberalized TAA program was included
in the authorization bill, mainly in the hope of blunting labor’s

opposition, rather than of gaining its support.”°

The new TAA provision eased the requirements for proving
cause-and-effect 1links between imports and displacement, and
dropped the requirement that the imports had to be due to a trade

concession by the U.S. As a result, a substantial increase in
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approvals of petitions for TAA occurred. TAA became a major factor

in government policy toward displaced workers by the early 1980s.

In fiscal year 1980, almost 685,000 workers were certified by
the U.S. Department of Labor as eligible for benefits at a cost of
over $1.6 billion.”* But thereafter, substantial restrictions were
placed on the program by the Reagan administration, which initially
hoped to do away with TAA entirely. Congress balked at a complete
elimination, and the program was kept alive until the mid 1980s,

when it was again expanded.

Legislation enacted in early 1986 extended the program through
1991 and it was continued thereafter. Indeed, amendments in 1988
extended the program to oil and gas field workers who had been
previously been excluded on a technicality. As a result, there was
a significant jump in workers certified from that sector. However,
the program has never approached the activity levels of the Carter
years and was running at about $75 million a year in the early
1990s. The incoming Clinton administration signaled that it wanted
to fold TAA into a larger program for displaced workers in its
first budget.’”? However, opposition to ending the program in

Congress remained strong.
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TAA Standards

Under the Trade Act of 1974 the U.S. Department of Labor was
charged with determining the eligibility of workers for trade
adjustment assistance (TAA). The standards set forth in the Act
(section 223) were:

1) That a significant number or proportion of the workers in
the workers’ firm, or an appropriate subdivision thereof, have
become totally or partially separated;

2) That sales or production, or both, of the firm or
subdivision have decreased absolutely, and

3) That increases of imports or articles like or directly
competitive with articles produced by the firm or appropriate
subdivision have contributed importantly to the separations, or
threat thereof, and to the absolute decline in sales or
production.

Source: Trade Act of 1974 (19 U.S.C. 2273).



ii. Issues Surrounding Trade Adjustment Assistance.

TAA raises an issue of equity. Under its provisions, a worker
displaced by foreign competition is eligible for special government
assistance.”? But an identical worker displaced by domestic
competition is not.’ This peculiarity results from the political
motivation of TAA; it has been viewed as a device to foster
adoption by Congress of trade liberalizing bills - or to fend off
protectionist legislation. 1In effect, it has been a tool to "buy
off" opposition to trade liberalization from adversely affected

groups.

Usually, the political motivation behind TAA has not been
stated so baldly. Arguments have been made that since "society"
has determined that a liberal trade policy is generally beneficial,
a kind of social contract is established whereby those who are hurt
- so that others may gain - should be compensated. It has also
been noted that trade-dislocated workers tend to be older than
average with low levels of education and skill. They have been
characterized as having greater difficulties in finding new
employment after displacement than other workers.’” Thus, trade-
displaced workers have been portrayed as more deserving of

assistance than others.

If - despite these rationales - TAA is viewed primarily as a

political device, concerns about its actual effectiveness in aiding
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the displaced are not likely to receive substantial attention.
And, indeed, TAA - as actually implemented - has been criticized as
featuring slow processing of applications and delays in providing
training to those who receive eligibility certifications. Even
when the program was at its height, it was found lacking in
actually helping displaced workers to readjust and in targeting

those workers who most needed assistance.’®

TAA has also been criticized for weakening, rather than
strengthening, the motivation for trade-displaced workers to adjust
to available opportunities. By extending unemployment insurance
benefit payments, it is said, TAA creates an incentive to delay the
inevitable, i.e., to prolong the period of unemployment.’’ Since
individuals whose employments are displaced by imports have
empirically been prone to long durations of joblessness,’® further
delays in adjustment can compound the problem. One suggestion has
been to condition TAA on receipt of a new job, and then make the
payment according to a formula which compensates for any reduction
of wages which has occurred.” Such a system would not preclude
provision of a training or mobility allowance to assist in finding
employment. However, particularly during periods of high
unemployment, Congress may be reluctant to eliminate ongoing income

support payments from TAA.

iii. Employment Security.
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One criticism of American business practices in the face of
international competition is that U.S. firms are too quick to
retreat. Consider the comments of economist Lester C. Thurow, dean

of the Sloan School of Management at M.I.T.:

"Every country has a comparative advantage -- the thing it
does best... What American firms do best is go out of
business... No one goes out of business faster or with

less regret, than American firms."®°

Thurow argues that in other countries, employers are less free
to lay off workers, either by law or custom, as we have discussed
earlier in this chapter. Going out of a line of business because
of foreign competition involves costly payments to employees or
costly placement of them in other jobs. As a result, they continue
seeking competitive strategies aimed at world markets rather than
retreat from the field. Thurow views Japanese firms as taking an
offensive strategy; they seek to regain leadership in markets in
which they are slipping or threatening to slip. He sees European
firms as adopting defensive postures, seeking to hold on to their

market shares, but not necessarily striving for leadership.

American firms, Thurow suggests, face relatively low costs of
layoff. Even if employees have economic stakes in their jobs, the
implicit contracts involved are not legally enforceable. Mbreover,
Thurow argues, American firms know that their European and Japanese
competitors are unlikely to drop out of a market because of their
employment commitments. This knowledge makes it all the more
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likely that the American firm will withdraw. Finally, Thurow
proposes, if for some reason the current management of an American
firm is reluctant to abandon a market, "takeover artists" will
assume control of the firm and do the job for them, probably

ridding themselves of the incumbent managers along the way.

How valid is the Thurow critique? Experts would undoubtedly
want to make many qualifications, and would consider Thurow
position overstated or incomplete. Foreign firms do not literally
protect every job. Indeed, the economic slump of the early 1980s,
and subsequent employment stagnation in Europe, triggered a greater
willingness to "restructure" industry abroad than had previous

existed.®

However, the asymmetric reaction of the U.S. balance of trade
to the appreciation and then depreciation of the dollar is
supportive of Thurow’s view. When the dollar appreciated after
1980, the U.S. trade balance quickly and markedly deteriorated (as
would be expected); imports increased substantially relative to
exports. But when the dollar depreciated after early 1985, the
reverse did not occur; the U.S. trade balance did not quickly
return to its pre-appreciation level. Although exports did pick
up, it appeared nevertheless that U.S. firms were not standing by,
ready quickly to recoup 1lost markets, when the opportunity

reappeared.*®

62



The interrelationship between a company’s policies regarding
the human resource area and its basic business strategy is
highlighted by the Thurow proposition. Internal policies with
regard to employment security constrain and condition the degree
to which the firm is tied to particular lines of production. The
more employment security is offered, the more labor becomes like
a fixed cost. The more labor is like a fixed cost, the cheaper it
is to continue production - even in the face of adverse market
conditions. Using labor that would otherwise remain idle on the

payroll involves a very low marginal cost.

iv. Compensation Systems and Other Practices.

In an earlier chapter, it was noted that the form of
compensation can be an important element in defining the employer-
employee relationship. A flexible compensation arrangement, such
as profit sharing, can make it easier for firms to provide
employment security in the face of fluctuating product market
conditions. If the expansion of the international market place
poses more uncertainty for firms, then consideration of the

compensation system is clearly warranted.

Share arrangements shift some of the risks of the product
market into the labor market, i.e., on to the employees. A
willingness to remain in the product market - even in the event of

adverse competitive conditions - becomes less costly for the firm.
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That willingness is linked to 3job security. Share systems
recognize that although the employees have an investment stake in
the firm, the value of their stake, 1like that of ordinary
investors, depends on the economic conditions facing the firm.
There is evidence that where capital market de-regulation occurs,
and a greater focus is placed on short-term profitability, wage

flexibility is forced to increase.®

Considerable western interest has been expressed in the
Japanese semi-annual bonus payment system for employees. As
illustrated on Table 6, Japan has exhibited very low unemployment
rates, even in recession, and relatively little fluctuation in
unemployment.® It has been argued that the bonus system - which
has elements of profit sharing - is one factor which permits
Japanese firms (and therefore the Japanese economy) to absorb
external demand shocks more easily than firms elsewhere. In
addition, Japanese employers tend to make greater use of
adjustments in hours per worker and there is a pool of women just
outside the official 1labor market which absorbs economic
fluctuations.®”® And the Japanese unemployment insurance system
provides a cash incentive to workers who find new jobs before their

benefits expire.®

Japan is not the only country to show a low unemployment rate
on Table 6, however. Sweden, a country which does not have a

Japanese-style bonus system, also stands out. Sweden had a long
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Table 6

Civilian Unemployment Rates in Eight Developed Countries,
1979-91

Rate of Unemployment

Country 1979 1982 1989 1991
United States 5.8% 9.7% 5.3% 6.7%
Canada 7.4 11.0 7.5 10.3
Japan 2.1 2.4 2.3 2.1
France 6.0 8.3 9.6 9.6
Germany, West 3.0 5.8 5.7 4.4
Italy 4.4 5.4 7.8 6.9
Sweden 2.1 3.1 1.3 2.6
United Kingdom 5.4 11.3 7.1 8.8

Note: Unemployment data have been adjusted to American definitions.

Source: Monthly Labor Review, vol. 116 (May 1993), p. 120.



history of welfare state programs aimed at holding down
unemployment through retraining, subsidies to encourage mobility,
etc. But such programs can be expensive. After 1991, the Swedes

began restructuring their economy and unemployment soared.

Based on the Japanese example, and the unwillingness of the
Swedes to continue their activist approach, it appears that a
system of self-imposed reluctance to 1layoff, combined with a
flexible, share-type pay system, and surrounded by a peripheral
contingent workforce seems best able to hold down core
unemployment. Workers have a stake in the firm, which is
recognized, but the value of that stake is not rigidly set and
reflects prevailing economic circumstances. The entrepreneurial
element of compensation for ordinary employees is in keeping with
an aggressive stance in the product market rather than a defensive

posture or a willingness to drop out in hard times.

v. Productivity: The International Setting.

Productivity is a key variable in determining competitiveness.
In absolute terms, a productivity advantage can offset the cost
disadvantage of a higher wage, by bringing down unit labor costs.
And in terms of trends, higher rates of productivity improvement
can make possible rising real wages without eroding a country’s

competitive position.
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Absolute Productivity Differentials.

It 1is extremely difficult to obtain data on absolute
productivity differentials by industrial sector across countries.
A very crude all-sector measure is simply gross national product
(GNP) per employee.®” In the late 1980s, GNP per employee in
northern Europe and Japan generally was comparable to the American
level. British GNP per employee was about 70% of the U.S. level.
South Korea’s GNP per employee was about one fourth the American

level and Mexico’s less than one fifth.

Thus, in absolute terms, the U.S. has been able to offset its
higher wages - when its wages are higher compared with other
countries - with higher productivity. But its ability to enjoy
such an offset has fallen over the long term, as other nations
catch up in productivity levels. As Table 7 shows, the U.S.’s
long-run rate of productivity growth in manufacturing was generally
slower than those of its developed competitors until the 1980s;
thereafter it fell somewhere in the mid range. Thus, absolute
differentials narrowed until the 1980s and were still narrowing,

even in the 1980s relative to Japan.

ductivi ch Up.

That there should be a catch up in productivity in the decades

after World War II is not surprising. Before World War 1II,
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Table 7

Trends in Manufacturing Output Per Hour
in Eight Developed Countries, 1960-91

Annualized Percent Change
Output Per Hour

Country 1960-73 1973-79 1979-91
United States 3.2% 1.4% 2.4%
Canada 4.5 2.1 1.3
Japan 10.3 5.5 4.3
France 6.5 4.8 3.1
Germany, West 5.8 4.3 1.9
Italy 7.5 3.3 4.0
Sweden 6.4 2.6 2.2
United Kingdom 4.2 1.2 4.3

Source: U.S. Bureau of Labor Statistics, press release USDL: 92-
752, December 2, 1992; and earlier data.



American productivity was substantially higher than that of other
developed countries, due to heavier capitalization and the
application of the most modern technology. For example, a study
of American vs. British productivity as of the late 1930s revealed
that U.S. output per worker was more than twice the British level
in such products as radio equipment, automobiles, glass containers,
and paper. It was 1.4 - 2 times higher in cotton goods,
cigarettes, hosiery, footwear, and beer production.® Damage to
European and Japanese industrial plants during World War II added

to the American productivity advantage.

But the effects of wartime damage were not permanent. The
damage was eventually repaired, and newer-vintage capital equipment
(embodying the latest technological advances) replaced what was
lost in the war. Rates of investment abroad moved foreign capital-
to-labor ratios up towards American levels. And, even though the
U.S. emerged in the postwar period as a principal source of
technological innovation, the technology could be - and was -

transmitted to other countries.

In the first half of 1980s, the rising dollar and resulting
international competition put special pressure on the U.S. to
improve its productivity performance. General recession during the
first two years of that period added to the pressure to restructure

and raise productivity. U.S. productivity in manufacturing rose
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relative to the American service sector (which was not as directly

affected by foreign competition).®

Une ined Slippage.

Issues related to U.S. productivity performance have already
been discussed in an earlier chapter. All countries, not just the
U.S., experienced a productivity slowdown after 1973. It appears
that the slowdown abroad - as in the U.S. - cannot be fully
explained by measuring changes in capital and labor inputs.
However, the available evidence suggests that in the U.S., the
unexplained element in the slowdown was larger than those of

western Europe and Japan.®

It would be unfair - especially since the cause of the
slowdown is not fully known - to blame human resource practices in
the U.S. for the American slippage after 1973, since other
countries experienced similar erosion of their past productivity
growth rates. But, on the other hand, the possibility of
improvements in human resource approaches as a way of accelerating
the American productivity trend, relative to other countries, ought
not to be neglected. The most positive approach is to look at the
record of past productivity performance as both a challenge to

human resource professionals and an opportunity.

Alt tive m Strategies.
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Competition from the foreign sector is going to be a
continuing factor in transforming the American industrial scene.
In theory, the U.S. could insuylate itself from the external economy
through tariffs, quotas, and similar arrangements. But although
particular international treaties come and go, and particular
industries are sometimes successful in obtaining protection, the
U.S. will not wall itself off from the rest of the world. Thus,
just as firms are forced by foreign competition to re-examine their
strategies in marketing, production, and product development, so

must they re-consider their human resource management policies.

Although the next chapter will deal with human resource
futures, the international experience does suggest some alternative
models. One approach - the Japanese model - is to maintain long-
term stable employment relations with core employees aimed at
producing multi-skilled workers who can be redeployed as market
demands change. 1In effect, the flexibility needed - and much of
the risk entailed in meeting competition - is internally managed
by the firm. Although pay for ordinary employees is somewhat
contingent on company performance (which helps provide job
security), executive rewards are tied to long term promotion within

the enterprise rather than to short term profits.”

Another approach - at the other end of the spectrum - is the

contingent employment model. Employment relationships are not
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guaranteed and the labor market functions on a spot basis: a day’s
work for a day’s pay. Individuals (or the external school system)
are responsible for their own training.’”? Rewards are short term,
since the employment relationship is not guaranteed to last. The

risks of economic adjustment are borne largely by employees.

It is interesting to note that there are examples of successes
with both models in the world economy. Certainly, Japanese success
in manufacturing exports has garnered the major share of attention
by management experts. But one of the most successful U.S.
exporting industries - motion picture and television production -

has been run for years on the contingent model. Employees are
hired for projects, not for long term relations. A variety of deal
makers put together ideas, financing, and talent for particular
projects. Compensation for professional employees (writers,
actors, etc.) is often contingent on the success of the project.

When production is over, employees must find themselves new work.

There is no single answer for all industries. In some cases,
the hire/fire model, combined with use of temporaries, part-timers,
and other 1loosely-linked employees may prove to be the best
approach, from the employer viewpoint. These will be industries
in which a heavy training commitment is not required for
production. Note, however, that such industries are likely to be

characterized by low wage and low skill workers.
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Industries of that variety, if they are exposed to
international trade, are extremely vulnerable to 1low wage
competition from developing countries. In the U.S., such
industries will at best be import-competing, not export leaders.
At worst, even with the flexibility inherent in a hire/fire
approach, they may nevertheless be uneconomic. Thus, the search
for human resource innovations which foster international
competitiveness is unlikely to produce fruitful results in these

sectors.

V. Conclusions.

Until the 1980s, many of the topics discussed in this chapter
- exchange rates, international comparative 1labor costs and
productivity - would not have been thought appropriate for an human
resource management text. To the extent that an international
component entered the discussion, it would simply be a comparison
of how similar human resource functions were carried out in various
countries. But with the greater integration of the world economy,
human resources cannot stand apart from international market

trends.

Although international human resource management can no longer
be confined solely to variations in practice from country to
country, there is still much to be said for the international

comparative approach. The fact that practices do vary - that the
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same function can be carried out in many different ways - is
important. It is a reminder not to take national characteristics
as given. Perhaps that is the most crucialtlesson to be learned:;
there is a menu of human resource management practices available.
No one country has a permanent lock on the best approach to human
resource problems. While national traditions and culture may limit
the choice on the menu, there are always options and alternatives

available.
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EXERCISE FOR THE STUDENT

Select a country in which you have an interest. Draw up an
human resource profile, statistical and descriptive, from the
international sources described in this chapter. Compare the long
run trends in productivity growth and labor costs in your selected
country with those of the U.S.  What factors explain the
differences between the U.S. and your chosen country? If you have
an interest in a particular industry, repeat this process
(obtaining as much information as you can) for the industry in your
selected country and in the U.S.

KEY QUESTIONS AND PHRASES

1. What key differences can be cited between foreign and U.S.
practices with regard to union-management relations?

2. Employers abroad have called for greater "flexibility" in the
labor market. What types of flexibility are being sought?

3. What important differences can be cited between U.S. and foreign
practices with regard to determination of employee benefits and
working conditions?

4. Why are exchange rates of concern to human resource managers?
How might movements in exchange rates be relevant to the choice of
compensation system?

5. What are the areas of common and divergent interests of
employees and employers with regard to protective measures such as
tariffs and quotas?

6. Why have unions been more likely to prefer quotas over tariffs
as a form of protection?

Phrases:

co-determination, employee involvement, European Community,
European Monetary System, extension of labor agreements, incomes
policy, International Labour Organisation, international trade
secretariats, national health insurance systems, North American
Free Trade Agreement, personal pensions, productivity, quality
circles, strategic trade theory, trade adjustment assistance, unit
labor costs, works councils, world trends in unionization
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Appendix
INTERNATIONAL HUMAN RESOURCES AT FEDERAL EXPRESS

Prepared by David Lewin, Professor, UCLA; Debra Dralle, MBA
student, UCLA; Charles W. Thomson, Vice-President, International
Personnel, Federal Express Corporation. Copyright 1992. Used by
permission. The material below is an edited version of three
sequential cases: A, B, and C. For further information on
obtaining the full texts of these cases and accompanying exhibits,
write to Prof. David Lewin, Anderson Graduate School of Management,
UCLA, Los Angeles, Calif. 90024-1481.

Introduction.

In December 1988, Fred Smith, Chief Executive Officer of
Federal Express, Inc. (FEDEX), faced a decision which would
dramatically increase the size and scope of his company. Tiger
International, the parent company of the world’s largest
international freight company, Flying Tigers, had approached Smith
with an offer to sell the whole company to FEDEX. Through the
acquisition, FEDEX would become the largest international cargo
company in the world and would gain access to the coveted Asian
market, where scarce landing rights were difficult to obtain.

However, FEDEX would have to absorb 6,500 Tiger employees,
most of whom were unionized, into its own nonunion organization;
the number of foreign countries served would triple; and the number
of foreign employees would double, straining FEDEX’s administrative
staff and challenging the company’s centralized organization.
Moreover, none of FEDEX’s foreign acquisitions had yet become
profitable.

Smith needed to make his decision quickly, because other
companies, including the industry’s largest, United Parcel Service
(UPS), also found Flying Tigers attractive. Acquisition of Flying
Tigers by UPS almost certainly would mean that FEDEX would never
be able to get the routes necessary to becoming a viable force in
the international market.

Company History.

On April 1, 1973, FEDEX picked up its first packages for
overnight delivery; there were six packages in all, four of them
test packages. Three years passed before FEDEX achieved
profitability. That initial struggle was instrumental in creating
the strong corporate culture that continued to exist at FEDEX.
Smith and his company emphasized people and service, and that
commitment led to the company’s startling growth in the decade
following its creation. By 1989, it employed 80,000 people and
earned gross revenues in excess of $5 billion. FEDEX has been
especially aggressive in the adoption and development of
"progressive" human resource policies.
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While at Yale, Smith wrote a term paper which outlined his
belief that there was an underserved market for a timely and
efficient high priority package delivery system. Though he
received a "C" grade on that paper, Smith felt that his core idea
was valid. At that time, the small package delivery business was
shared by the industry leader, UPS, which transported items that
were not time-sensitive; Emery Air Freight, which specialized in
overnight deliveries; the Parcel Post service offered by the U.S.
Post Office; and several airlines, each of which accepted small
packages for next-plane-out delivery. Overnight delivery services
were expensive and virtually unknown to small businesses and
individual consumers.

Smith conceived of FEDEX primarily as a service company, and
only secondarily as a transportation company; that is, customers
would primarily be buying a service. The central components of the
new system were as follows:

Ownership of airplanes. In 1973, when FEDEX was established, there
were no companies with aircraft dedicated to small package
deliveries. Ownership of airplanes allowed Smith to develop a hub
and spoke system, making it far easier to control the operation from
beginning to end. However, this feature also meant that volume was
critical.

Computerized tracking of packages. No other delivery service was
able to tell its customers exactly where a package was located at

any point in the delivery process.

100% quality. Smith realized early in the development of the
company that 98% or even 99% accuracy would leave thousands of
customers dissatisfied. For employees, the commitment to 100%
quality means that every individual action is important. Employees
are responsible for their parts of the 100% quality goal.

Commitment to employees. Smith believed that FEDEX’s primary sales
force was its couriers, since they had the most contact with
customers. FEDEX recruited and trained its employees based on the
premise that their individual efforts were critical to the success
of the company, and with the promise that those efforts would be
rewarded by attractive compensation packages, substantial
opportunities for promotion, and lifetime employment. FEDEX rarely
used contract employees and consequently was better able to control
the image and performance of its workforce. This high commitment to
employees also provided Smith with a strong defense against
unionization which he felt would limit flexibility.

The company’s motto, "“absolutely, positively, overnight!,"
began to catch on with the public and, in 1976, the company posted
its first profit. By 1988, FEDEX achieved a 50% share of the
overnight mail and package delivery market and experienced its most
profitable year. Also by 1988, FEDEX employed 70,000 people,
roughly 10% of whom worked outside of the U.S.
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Operations.

FEDEX offers express delivery of packages up to 70 pounds in
weight to most of the world. In the U.S., such packages will be
delivered by 10:30 a.m. the next day. Throughout the operation,
packages are tracked by the bar-codes imprinted on their labels.
Individual couriers carry bar-code readers with which they check
packages in and out as they are transferred. These bar-codes are
connected by computers to customer service representatives. In
addition to delivering packages, couriers carry FEDEX shipping
materials and labels pre-printed with customer names, addresses,
and account numbers to ensure efficient package handling.

Employees are encouraged to offer suggestions for improving
their jobs and, more broadly, operating processes. Individual
customer service representatives and couriers are given autonomy
to make on-the-spot decisions to deal with operating problems and
customer concerns. However, FEDEX’s corporate office in Memphis,
Tennessee makes all policy decisions and provides for standardized
employee training programs, performance evaluation procedures, and
operating processes. The company slogan, "Make It Purple!," (a
reference to FEDEX’s unusual purple and orange color scheme)
exemplifies FEDEX’s emphasis on company-wide adherence to
standardized operating policies and practices. FEDEX was built on
its commitment to the motto, "“People - Service - Profits."

Human Resource Policies.

The strong emphasis placed on human resources at FEDEX is one
of the company’s most notable features, and the Personnel function,
is one of only four staff functions that report directly to the
CEO. FEDEX continually evaluates and revises its human resource
policies, yet these policies continue to reflect the strong culture
which Fred Smith imparted to the company on its founding in 1973.

Virtually every FEDEX statement of company policy, list of
instructions, and explanation of operations begins with a reference
to people. Rather than selecting one or two "progressive" human
resource policies, such as management by objectives (MBO) or
employee involvement and participation (EI/P), as touchstones of
the company’s human resource strategy, FEDEX employs a portfolio
of human resource policies which it believes fit closely with it’s
overall business strategy. Among these human resource policies are
the following:

Employee Recruitment and Training. FEDEX searches the labor market
for energetic recruits who possess entrepreneurial spirit. This is
true for all types of new hires, ranging from couriers to pilots.
Most new employees are given 3 months of orientation training, which
includes job-specific skills as well as immersion in company
policies and procedures. Training is continuous, though dependent
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in part on an employee’s career goals. Most employees receive
several weeks of formal training each year. Leadership training for
supervisors, managers and executives is provided on a regular basis
and is regarded as one of the key components of the company’s
portfolio of training programs.

No Lay-Off Policy. Lifetime employment is an unusual practice in
U.S. companies, but FEDEX follows a no-layoff policy in order to
retain its experienced workforce, increase employee loyalty, and
reduce the incentives for employees to become unionized. This
policy was severely tested during the economic recession of the
early 1980s, but no layoffs took place. However, there is some
flexibility in that FEDEX also employs temporary as well as casual
"on-call" employees who do not have lifetime employment.

Promotion From Within. At FEDEX, most supervisory and managerial
positions are filled from within the existing workforce. This
feature of the company’s internal labor market is used by FEDEX to
recruit job applicants, and the company believes that it is
especially helpful in attracting high quality recruits. Those who
are promoted to supervisory and managerial positions understand the
problems of their subordinates and are familiar company culture.

Grievance Procedures and Voice. The "Guaranteed Fair Treatment"
(GFT) procedure and the "Survey-Feedback- Action" (SFA) plan are two
formal mechanisms through which employees can express their concerns
and dissatisfaction to the management of FEDEX. GFT is a
progressive three-step process through which employees can file
written appeals and is open to any employee who feels that he or she
has been treated unfairly; this includes supervisory and management
personnel. Most written complaints are resolved at the first level,
but approximately 650 complaints annually go to the next two higher
levels for settlement. SFA is an annual survey of employee opinions
about workplace and organizational practices which requires
managerial responses in the form of action plans to address employee
concerns. In addition, FEDEX has an "open door" philosophy which
encourages employee communication with management. A1l of these
policies are designed in part to obviate the need for unionized
grievance procedures.

Compensation and Financial Participation. FEDEX’s compensation
levels are competitive with those of other firms in its industry,

though it attempts to stay a bit ahead of median pay rates in the
labor markets and communities in which it operates. Annual
compensation incorporates both fixed and variable components. Pay
increases are based in part on changes in labor market rates and in
part on individual merit, as determined through annual performance
appraisals. A1l full-time employees are eligible to participate in
the company’s profit-sharing plan.

Performan isal. At FEDEX, each employee’s job performance
is evaluated twice annually by his or her supervisor. An employee
who receives a negative performance evaluation or who has violated
company policies must follow a "performance improvement" program,
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which is jointly agreed to by the employee and his or her manager.
The last stage of this process consists of a one day paid leave
during which time the employee stays home and considers whether or
not to remain with the company. If the employee decides to stay
with FEDEX, he or she must present a plan to the appropriate
supervisor outlining the steps to be taken to improve job
performance. FEDEX also maintains a Leadership Evaluation Awareness
Process to identify candidates for management positions.

Recognition. In addition to maintaining certain incentive
compensation programs, FEDEX recognizes outstanding employees
through such programs as the "Bravo Zulu" award. Based on a Navy
flag which means "well done", this award is given to employees in
recognition of their special efforts, especially in the areas of
teamwork and cooperation. The awards include "Bravo Zulu"
certificates, small cash payments, and vouchers that can be used for
restaurants and tickets to theatrical and sporting events.
Supervisors may confer such awards whenever they feel that certain
employees have rendered exceptional performance.

Communications. FEDEX employees are distributed throughout numerous
locations in the U.S. The company’s communications programs are
designed to promote a feeling among employees that they are part of
a unified team even while being geographically separated. FEDEX
maintains its own television network and transmits daily broadcasts
to each of its distribution centers in the U.S. These broadcasts
are also videotaped and played back in employee cafeterias during
work breaks. Broadcast messages include the previous night’s
service record, the company’s stock performance, workplace safety
updates, and other items. In this way, employees are made to feel
that they get most of their information about the company from
internal rather than external media sources.

Expansion Opportunities and Issues.

Although FEDEX grew rapidly in the U.S. during the 1970s and
1980s to the point where it became a major business success story,
a critical question facing the company in late 1988 was whether or
not it could rapidly expand internationally while preserving its
impressive service record. Arnetta Green, Manager of International
Personnel at FEDEX, expressed her concern about this matter:

"We are still learning how to work with the different countries in
which we already have offices; I can’t imagine how we will cope with
double the non-U.S. employees we already have. And, we have had very
little exposure to Asian countries. I don’t know how we can
translate our training materials into Asian languages without at
least a year’s lead time, and it doesn’t look like we will get more
than a few months."

Charles Thomson, at that time Vice-President for Human

Resources of Flying Tigers, expressed concern about how unionized
pilots in his company, who were accustomed to exercising
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considerable autonomy, might react to the more highly structured
and centralized FEDEX organization. "By and large, the pilots of
Flying Tigers were angry at the prospect of the merger. The
company had just enjoyed its most profitable year, and many pilots
felt that instead of rewarding the employees management was selling
them off."* Despite these concerns, Fred Smith was convinced that
FEDEX should pursue additional acquisitions in order to launch the
next phase of the company’s development. Smith believed that if
FEDEX chose not to become a major global business player, the
company’s share of the international market would erode and its
core domestic business would increasingly be threatened by
stronger, global competitors.

Merger and International Expansion.

On August 7, 1989, FEDEX completed a long-awaited merger with
Flying Tigers. FEDEX executives expected the merger to go
smoothly. Their company was one of the great success stories in
American business whose very name had become synonymous with
overnight delivery. Flying Tiger employees should be grateful to
become part of a strong, high-profile company. However, FEDEX
turned out to be wrong; only two years after the acquisition of
Flying Tigers, FEDEX’s stock price fell for the first time in its
history and the company’s declining earnings were primarily
attributed to the acquisition of Flying Tigers and to subsequent
international expansion. It appeared that FEDEX had failed to
assess the complexity of its new organizational arrangements.

FEDEX began its expansion into the overseas delivery market in
1984 with the purchase of Gelco Express, a courier firm based in
Minneapolis which served 84 countries. Other acquisitions
followed, primarily in Europe and Asia, although the worldwide
shortage of 1landing slots restricted FEDEX’s access to the
international market. The acquisition of Flying Tigers increased
FEDEX'’s cargo fleet by 25% and vastly enhanced the company’s access
to foreign markets, especially in Asia, which had provided Flying
Tigers with two thirds of its revenue.

Before the acquisition of Flying Tigers, FEDEX operated in 27
countries where it employed 14,000 people; following the
acquisition of Flying Tigers and subsequent purchases of several
local delivery companies, the number of countries served by FEDEX
increased to 108 and the number of employees working abroad
increased to 20,000. Although FEDEX’s revenues from international
operations doubled in the two years following the merger, operating
losses from foreign operations increased to more than $200 million
annually by 1991. FEDEX’s net earnings declined from $184.5
million in fiscal 1989 to $5.8 million in fiscal 1991. Further,
FEDEX’s profit projections for the early 1990s were revised
downward; senior FEDEX executives were uncertain about when, if at

*Note to the reader: In 1992, FEDEX pilots voted for union representation.
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all, international profitability would be achieved.

Foreign Operations.

With the acquisition of Flying Tigers’ landing rights, FEDEX
was able to create an international hub and spoke network based on
the system that had proven successful in the U.S. FEDEX has hubs
in Brussels, Frankfurt, Anchorage and, perhaps most important,
Tokyo. Nevertheless, it is more difficult to implement a hub and
spoke system globally than in the U.S. because geographical
distances abroad are too great to allow every package to go through
a single hub. The number of possible routes through which a
package may go increases dramatically with additional service
areas. FEDEX had limited operations and facilities in many areas
of the world, so that a single courier has to cover a wider area
than is typically necessary in the U.S. In addition, holidays
abroad occur at different times than in the U.S., other countries
often celebrate many more official holidays than does the U.S., and
business hours vary widely.

In the U.S., FEDEX’s culture, human resource policies, and
operations were closely integrated. With international expansion,
full employee cooperation became more difficult to achieve and
efficiency and quality of service suffered. FEDEX’s international
strategy was based on the acquisition of existing companies and the
exportation of domestic policies to foreign locations. But
exporting policies proved difficult.

Despite the acquisition of Flying Tigers, FEDEX had neither
sufficient aircraft nor landing rights in foreign locations to
enable it to transport packages using only its own carriers. 1In
countries where the market is small, FEDEX used local couriers and
leases space on existing air carriers, which made the
standardization of operating procedures and methods more difficult
to manage. Although FEDEX attempted to train employees of local
couriers in the company’s operating procedures, there was no
guarantee that only employees who underwent such training would
pick up and deliver packages. g

Psyc (o) erger.

When FEDEX acquired a company, there was an understandable
tension between the two sets of employees involved in any
acquisition. FEDEX found that its own employees viewed themselves
as "better" than the employees of acquired companies, while the
employees of acquired companies often resented the fact of their
having been taken over. Further, employees of acquired companies
often worried about the continued existence of their jobs and their
"fit" with the new organization.

Although, FEDEX faced these problems all around the world, with
numerous local variations, they were initially evident in the
acquisition of Flying Tigers. Flying Tigers’ management and
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employees were proud of their company and unhappy that the business
was sold. Flying Tigers got its name from the group of pilots who
founded the company after World War II. The company’s culture was
based on a strong sense of individualism. Additionally, employees
not only lost their company identity after Flying Tigers was
acquired by FEDEX, but also their union representation. Even though
FEDEX’s human resource policies include grievance procedures and
employee opinion surveys, the formerly unionized Flying Tigers’
employees were suspicious of policies set down by management rather
than agreed to through collective bargaining.

At the same time, FEDEX’s management and employees were equally
proud of their company and, understandably perhaps, tried to
overlay FEDEX values, systems, and processes on Flying Tigers’
personnel. In the opinion of Charles Thomson, then Vice President
of International Personnel for FEDEX, this was a mistake.
According to Thomson:

"In the early days of the merger, FEDEX badly misjudged the heavy
freight market and customer base, and that initially cost the
company a great deal of business. FEDEX lost many key Flying Tigers
employees who chose not to join FEDEX because they felt that no one
would listen to them or take advantage of their expertise. FEDEX
also initially imposed many personnel policies and procedures in the
international area that were unworkable because of local customs.
After a rough first year, FEDEX recognized its mistakes and took
actions to correct them."

Because business operations had to be modified to reflect
customary practices, rules, and laws prevailing in regions of the
world into which FEDEX had expanded, many of the company’s human
resource policies also had to be modified. Given the considerable
heterogeneity among countries of the world in which FEDEX operates,
each country presented certain distinct problems.

Employee Recruitment and Training.

FEDEX was generally considered to be an attractive employer by
job applicants in the U.S., and the company was usually been able
to attract high quality applicants for domestic jobs. However,
employee recruitment abroad has proved to be far more difficult for
FEDEX. 1In Hong Kong, for example, the unemployment level was so
low that most companies, especially service companies, had major
difficulties in filling entry level positions. In Japan, where
there was considerable enthusiasm about the services which FEDEX
provides, there was little cultural respect for the kinds of jobs
which FEDEX offers. As an example, the job of courier is not
viewed in the same positive 1light in Japan as in the U.S.
Employment of women continues to be restricted to certain job, such
as office/clerical, and this cultural feature serves to restrict
the labor supplies available to FEDEX in filling operating and
delivery jobs in its Japanese operations.
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Employee training is not a traditional human resource practice
in several of the foreign countries in which FEDEX acquired
delivery companies. In these countries, moreover, local managers
are often not well educated or formally trained, and the expatriate
managers brought to these countries from the U.S. by FEDEX were
typically not provided multilingual or multicultural training.
Even if appropriate training programs for foreign nationals and
expatriate managers had been established by FEDEX, the speed with
which the company expanded its business to these foreign locations
made it extremely difficult for the training programs to be
translated into local languages, carried out, and coordinated with
the rate of business expansion. Furthermore, in some foreign
locations, new employees were frequently obtained through
employment contractors on an as-needed basis. In those locations,
different people often show up for work each day, thereby making
systematic training impossible.

No Lay-Off Policy.

Employment-at-will is a far more prevalent practice in the U.S.
than in most other countries, so that FEDEX’s no-layoff policy is
relatively attractive to job applicants in U.S. labor markets.
However, lifetime or continuous employment is common in Japan and
many European nations, and in these countries employers also
traditionally have greater (customary or 1legal) obligations to
their employees than is the case in the U.S. For management
employees, mandated severance pay can be even more burdensome. To
illustrate, one of FEDEX’s Italian managers chose to leave the
company after three years of employment. Although FEDEX wanted
this manager to stay with the company, FEDEX was nevertheless
compelled to pay him $130,000 in severance pay. Not only was
FEDEX’s no lay-off policy a weaker labor market incentive abroad
than in the U.S., the policy has sometimes created a financial
burden for FEDEX. This occurred where FEDEX acquired a company and
found that it did not need all of the acquired company’s employees.

FEDEX’s acquisition of Flying Tigers resulted in a surplus of
pilots which the company nevertheless was obligated to absorb
because of its no lay-off policy. It also created a serious
challenge to FEDEX’s preference for remaining a nonunion company,
given that Flying Tigers’ pilots were fully unionized. Though
FEDEX was not required to recognize or bargain with the Flying
Tigers’ pilots’ union, it was necessary to merge its own pilot
seniority list with that of Flying Tigers. As a result of this
decision, some FEDEX pilots fell hundreds of places in the combined
seniority list, with consequent loss of status, assignments to new
equipment, and reductions of pay rates and certain fringe benefits
which were linked to pilot seniority.

Promotion From Within.

The policy of promotion from within has been applied
consistently by FEDEX in the U.S., except to certain functional
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specialties, such as finance and legal affairs, which demand
specialized expertise obtained externally. Further, most
managerial positions at FEDEX are filled from within the company,
usually by people who began their careers in entry-level positions.
While FEDEX attempted to follow this policy abroad, it often found
it necessary to staff key managerial positions with U.S. personnel.

Criteria for selecting employees for ©promotion vary
considerably among countries. In the U.S., most promotion
decisions are based on individual ability and merit, and FEDEX has
formalized these criteria through its Leadership Evaluation
Assessment Process. By contrast, in many Asian countries, age and
length of service are the main criteria used to make promotion
decisions. Moreover, in Asia, lateral (as distinct from vertical)
"promotions" and transfers are more common and important than in
the U.S. FEDEX faced the seniority-in-promotion issue immediately
upon its acquisition of local delivery companies in Asia, whose
employees had been hired long before FEDEX came on the scene.
Expatriate managers employed by FEDEX in Asia were often younger
than many of the employees they manage, and this has created
employee relations tensions. Recognizing such tension, FEDEX
planned to reduce its use of expatriate managers and increase its
use of local personnel in Asian countries. But FEDEX’s ability to
respond to local customs in this regard depended in part on the
rate of business expansion and on the successful implementation of
employee training and management development programs.

Grievance Procedures and Voice.

The "Guaranteed Fair Treatment" procedure and the "Survey-
Feedback-Action" plan are conflict resolution mechanisms which were
developed and refined by FEDEX in response to the needs of U.S.
employees and managers. Inherent in these policies is an American
value system which prizes equality and individual rights. However,
FEDEX had difficulty in exporting these procedures because the
value systems prevailing abroad were often very different.

For example, the three-step GFT procedure allows an employee
with a grievance initially to file the written complaint with his
or her supervisor or manager. If the employee was unhappy with the
disposition of the grievance at this stage, the grievance is
presented to the next level of the procedure, a management
committee. If the employee remained unsatisfied with the
disposition of the grievance, an International Appeals Board would
hear and rule on the grievance; decisions rendered at this level
of the GFT were final and binding. Most grievances filed by U.S.
employees of FEDEX are resolved at the first step of the GFT.

However, the GFT proved to be unworkable in Asian countries
and in Italy. In these countries, supervisors and managers believe
that they will lose the respect of their employees if they make
decisions which are overturned by their superiors - that is, they
will lose "face." Recognizing this issue, FEDEX instituted a
two-step grievance resolution process in these countries in which
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the employee’s supervisor or manager and the manager’s superior
serve as the first step and the International Appeals Board serves
as the second step. Supervisors and managers in these countries
apparently believed that their authority was not threatened by this
process, largely because their decisions could not be overturned
by their immediate supervisor or manager.

The SFA plan also needed to be modified for use in certain
foreign countries. In Germany, for example, where work rules and
other business matters are subject to consultation with
legally-mandated works councils, the SFA was viewed with great
suspicion. Even though the surveys initiated under this plan were
anonymous, the works council at FEDEX-Germany was concerned that
the company had a method of identifying employee-respondents and
that "complaining" employees would receive unfavorable treatment.
In Asian countries, every survey question is typically answered
with a check in the middle column ("sometimes agree, sometimes
disagree"). Asian employees are especially uncomfortable about
criticizing their supervisors and managers, and they also doubt
that the confidentiality of their responses will be preserved.
FEDEX responded to these concerns with extensive training in the
purposes and uses of the SFA, and it worked with local employees
to revise and reword survey questions so as to promote respondent
understanding and useful survey responses. Significant improvement
in foreign employees’ acceptance of the SFA plan occurred as a
result of these efforts.

The open door policy maintained in the U.S. by FEDEX, although
available to all employees worldwide, was not widely used abroad.
In the U.S., the company established a casual atmosphere; employees
are on a first-name basis, and executives regularly mingle with
employees and solicit their opinions and suggestions. Managers and
workers in European and Asian countries are often uncomfortable
with this type and level of informality.

To illustrate, when Charles Thomson visited a newly-acquired
company in Brussels, he behaved as he would in the U.S. He arrived
early, took off his coat, walked around the facility, and chatted
with employees. Later, Thomson discovered that his behavior had
damaged his image among managers in Brussels; he had spoken to
employees who were not his direct reports and without their
managers being present, and his casual manner and attire offended
these managers. When Thomson subsequently apologized for these
offenses and remarked that he had merely been attempting to earn
employees’ respect, a local Brussels manager responded by saying
"of course they respect you, you’re a Vice President from America".
In other words, respect in the Brussels culture (and in certain
other local and national cultures in which FEDEX operates) was
associated with a title, not the person who holds the title.

- £ 1 Fi ial Participation.

FEDEX has a stated policy of paying competitive compensation
rates, and its financial participation policies reflect the
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company’s strategy of motivating employees to work hard for the
success of the company. As FEDEX expanded abroad, it found it
necessary to modify existing compensation packages so that they
would be in accord with the company’s compensation policy. In many
countries, this adjustment resulted in the raising of pay rates and
levels beyond those that prevailed previously (in acquired
companies). To illustrate, FEDEX'’s salaries were about 30% higher
than those paid by Flying Tigers for comparable positions, 35%
higher than those of equivalent positions in Japan, and 40% higher
than those of equivalent positions in Mexico.

Although newly acquired employees were generally pleased to
receive pay raises, some employees resented the implications,
contained in the fact of pay raises, that the companies which they
previously worked for had not treated them "fairly" in so far as
compensation was concerned. This practice also significantly
increased the fixed costs of these acquired companies and sometimes
turned a profitable operation into an unprofitable one.

In certain foreign countries, moreover, legislation sometimes
forces FEDEX to pay more for employees in certain job specialties
than it does for similar employees in the U.S. For example,
Canadian legislation requires companies to follow a policy of
comparable worth, that is, equal pay for work of equal value. 1In
practice, this means that jobs which are judged to have the same
or similar value based on assessments along several internal job
dimensions (factors) must be classified at the same level and paid
the same wage or salary. The effect of this policy is to raise
labor costs and reduce pay flexibility.

To illustrate, if secretaries and couriers are judged to occupy
jobs of the same internal value, Canadian law requires FEDEX to
compensate occupants of these jobs at the same rates. This results
in higher pay for secretaries employed by FEDEX in Canada than for
secretaries employed by FEDEX in the U.S. - and also in lower pay
for couriers employed in Canada by FEDEX than for couriers employed
by FEDEX in the U.S. If shortages of one or another occupational
specialty occur in Canada, FEDEX and other companies cannot
selectively raise the pay for the occupational specialty in
question without raising the pay for other jobs judged to be of
comparable value - jobs for which shortages may not exist and which
are therefore relatively easier to fill.

Financial participation and incentive compensation programs
practiced by FEDEX in the U.S. also proved to be less successful

abroad. For example, in Singapore an incentive program which
offered a holiday abroad to the salesperson with the highest dollar
volume of sales failed to attract any interest. Upon

investigation, it was discovered that the sales personnel viewed
the program as having one winner and many 1losers, and that
employees were so averse to losing that the single prize offered
by FEDEX did not serve as an incentive to achieve high sales. 1In
fact, employees in many of the countries in which FEDEX operates
prefer group rewards over individual rewards, and FEDEX has
recently established group incentive plans in those countries.
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Indeed, these plans were so successful that FEDEX decided to
introduce them in the U.S.

FEDEX relied more heavily on variable pay as part of total
employee compensation in order to tie compensation more closely to
the performance of the business. Its overall goal was
approximately 25% variable and 75% fixed compensation for
employees. While there are some countries and cultures in which
a relatively large proportion of compensation in the form variable
pay is acceptable, in other countries it is not only distasteful
but unworkable. 1In Italy and Brazil, for example, the Doctrine of
Acquired Rights states that an employer cannot lower an employee’s
pay. Implicit in the policy of variable compensation is the notion
that an individual employee’s pay may vary year to year, based on
both individual and company performance. Since Italian and
Brazilian laws allow pay to go up, but not down, FEDEX’s variable
pay plan was unworkable in those countries.

In Germany, FEDEX discovered that employees valued leisure time
over increased income. FEDEX often used overtime in the U.S. to
insure that packages were handled expeditiously and delivered on
time. FEDEX’s U.S. employees looked favorably on such overtime
work, which is compensated at a 50 percent pay premium. By
contrast, FEDEX’s German employees consistently refused to stay on
past their "normal" work hours, shifts and days, declining overtime
pay in favor of leisure. This resistance reduced FEDEX's
operational flexibility and increased its costs of doing business
in Germany because sufficient numbers of employees have to be hired
to meet maximum, rather than average, capacity in order to
guarantee package delivery times.

Employee Evaluation.

In countries which have stronger group values and weaker
individual values than those that prevail in the U.S., resistance
to individually-oriented pay, incentive compensation, performance
appraisal, attitude surveys, and conflict resolution programs is
often observed. This attitude was found by FEDEX in many of the
countries into which it expanded, including several in Asia and
Western Europe. Indeed, individual initiative, which is so highly
prized in the U.S., was regarded as insubordination in India, where
the most important characteristic of that nation’s culture is to
please one’s superior. A human resource strategy, policy, or
practice mounted by FEDEX or any other U.S.-based company which
does recognize this and other cultural and value differences is
likely to result in negative consequences for the business - as
FEDEX discovered.

The F {zation.

Oon March 16, 1992, Federal Express announced a reorganization
of its European operations. FEDEX planned to sell many of the
local delivery companies it had acquired. The number of
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FEDEX-owned facilities was to be reduced from 125 to 19, and its
European workforce was to be reduced from 9,200 to 2,600.
Essentially, FEDEX had decided to give up on the domestic European
market and retain only a presence sufficient to maintain its
international delivery service to and from Europe. In a major
departure from its previous strategy, FEDEX planned to contract
with independent couriers to make ground deliveries in Europe.

The announcement was the second, and more drastic, step in a
new international strategy introduced on December 1, 1991. At that
time, FEDEX changed its organizational structure in an attempt to
decentralize and give more authority to 1local and regional
managers. Those managers had been complaining about the
bureaucracy in Memphis, Tennessee, the U.S. headquarters location
of FEDEX. They felt unable to respond sufficiently quickly to
local and national market conditions, customer demands, and
competitors’ actions because all business decisions had to go FEDEX
through corporate headquarters.

FEDEX new organization was to be divided into three divisions:
(1) the Americas, (2) Europe and Africa, and (3) Asia and the
Middle East. Each division was to have its own finance, sales and
marketing, and personnel support services. These functions
continued to report to FEDEX’s Memphis headquarters, but more
decision-making responsibility was given to regional and local
managers. Some human resource management responsibilities were
retained by the corporate office, including such 1leadership
training programs, grievance procedures, and labor relations.
Under the new structure, however, regional managers were given
authority to determine employee compensation and incentive
programs, and local human resource executives and professionals
have more responsibility for advising line managers in these
respects.

The reorganization of FEDEX raises many questions for other
companies, especially service companies, that are attempting to
expand abroad. How important are local employees to a company’s
foreign operations? To what extent can a company’s human resource
management policies and practices be adapted to local conditions,
yet still be coordinated and harnessed to overall business
strategy. How much of a company’s organizational culture can be
exported internationally? What are the risks in changing from a
centralized to a decentralized company in order to adapt to
regional differences in laws, customs, and practices?
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