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Abstract

This study examines the relationship between Human Resource Management (HRM) and the performance of foreign-owned firms operating in India. A positive relation is found between firm performance and (i) the HRM intensity and (ii) the degree to which the HRM practices are globally standardized. Foreign-owned units that have implemented HRM practices similar to those of local firms are more likely to perform poorly. The implementation of a performance appraisal system has the most significant impact on performance.
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INTRODUCTION

During recent year it has become increasingly recognized that a firm’s human resources can be a source of competitive advantage, and a large number of studies examined the effects of the management of human resources on organizational performance.  Some of the initial results in this line of research have been promising (see reviews by Becker and Gerhart, 1996; Guest, 1997; Becker and Huselid, 1998).  However, recent reviews have been considerably more critical (Wood, 1999; Boxall and Purcell, 2000; Wright and Gardner, 2000).  One particular critique is that most scholars have focused on the relationship between human resource management (HRM) practices and measures of the (financial) performance or market value of North American corporations. Much less research has been conducted on other levels of analysis, such as global or local business units or individual plants (Rogers and Wright, 1998). Further, little work has been conducted on whether the proposed effects of HRM are universalistic or contingent on the national context of the organization. Although some studies have been published recently on both local firms (Bae and Lawler, 2000) and MNC subsidiaries located outside of the United States (e.g., Ngo et al., 1998; Fey and Bjorkman, 2001), additional empirical work is needed on the effect of national culture and institutional settings on the HRM-organizational performance relationship.

In the international business literature, the question of whether or not to implement globally standardized and/or locally adapted practices and strategies has been fiercely debated during the last couple of decades.  A number of studies have analyzed the degree of global standardization and/or local adaptation of HRM practices in MNCs (e.g., Nohria and Rosenzweig, 1994; Hannon, Huang and Jaw, 1995).  However, to the best of our knowledge no large-scale research has been published on the relationship between the global standardization/local adaptation of HRM practices and MNC subsidiary performance.  

In an effort to address some of the gaps in the research on HRM and organizational performance, the objective of this study was to examine the relationship between HRM practices and the performance of foreign-investment units in India.  Why conduct this investigation in the Indian context?  As indicated above, most of the existing research in the field has been conducted mainly in developed nations of Western Europe or North America (e.g., Budhwar and Debrah, 2001).  India is now considered as one of the most important emerging markets.  At present there are over 15000 MNCs operating in India, and this number is rapidly increasing.  

To date, only a handful of studies have been published on HRM in foreign investment enterprises in India.  As-Saber et al. (1998) examined the role of efficient people management in ensuring success in joint ventures between Indian and foreign partners, whereas Venkata Ratnam (1998) provided an overview of HRM practices in MNCs in India.  Also other scholars (e.g., Agarwala, 2003; Singh, 2003; Sparrow and Budhwar, 1997) have pointed to the importance of HRM for successful operations in India. However, our research on a sample of 65 foreign-owned enterprises appears to be the first extensive academic study of HRM and foreign firm performance in the Indian context.  Our results indicate that there is a positive relationship between organizational performance and (i) HRM intensity and (ii) the implementation of globally standardized HRM practices. 

LITERATURE REVIEW AND HYPOTHESES

The field of strategic human resource management (SHRM) has grown steadily since the mid- 1980s.  Building on the resource-based view of the firm (Barney, 1991) it has been argued that it is the overall system of HRM practices that may contribute to the firm generating some form of competitive advantage.  Investments in internally consistent HRM practices that aim at the acquisition, development and motivation of the employees of the firm may produce human assets that are valuable and rare (Becker and Huselid, 1998). Furthermore, while other firms may observe and fairly easily imitate individual practices, the whole HRM system is much more difficult to imitate (Barney and Wright, 1998).  Empirically, a number of studies have adopted a systems view where either 'bundles' of HRM practices or the whole system of HRM practices have been hypothesized to impact on organizational performance.  The empirical results published to date have typically showed a positive relationship between high performance HRM practices and organizational performance outcomes or financial performance/market value (e.g., Huselid, 1995; Delaney and Huselid, 1996; Kock and McGrath, 1996; Huselid, Jackson and Schuler, 1997).  Although there is no undisputed list of ‘high performance HRM practices’ (Pfeffer, 1995; Becker and Gerhart, 1996; Guest, 1997), it has been claimed that rigorous recruitment and selection processes, performance-contingent compensation systems, extensive development and training activities and commitment to employee involvement are generally considered parts of high performance work systems (Becker and Huselid, 1998). 

Given the differences in culture and institutional settings between India and the United States, where most previous work on HRM-firm performance has been carried out, are 'high performance HRM practices' as defined by Western academics likely to have positive effects on foreign-investment enterprises also in the Indian setting?  We argue that there is no a priori reason to conjecture that this would not be the case.  While differences are to be expected in how HRM policies are implemented in India as compared with Western settings, and some HRM practices might be particularly important for firms in the Indian context, we see no reason to believe that the use of an HRM system aiming at the acquisition, development and motivation of the employees would not have a positive impact on firm performance also in India.  Hence, the following hypothesis is forwarded:


Hypothesis 1. There will be a positive relationship between the extent to which the firm uses a high performance HRM system and organizational performance.

Becker and Huselid (1998) suggest that researchers may either examine the total HRM system or develop key dimensions of the HRM system. Most past work on HRM in MNCs has focused on the degree to which the total subsidiary HRM system is locally adapted and/or globally standardized (e.g., Rosenzweig and Nohria, 1994; Hannon et al., 1995; Bjorkman and Lu, 2001).  However, it has been noted that significant differences may be found across HRM practices in terms of their degree of MNC standardization/local adaptation (Rosenzweig and Nohria, 1994).   It has also been forcefully argued “that to arbitrarily combine multiple [HRM sub-] dimensions into one measure creates unnecessary reliability problems” (Becker and Huselid, 1998: 63).  Thus, there may be a need to describe and analyse each HRM practice separately, and this is also done in the present study.  

In this research we examine four different HRM practices: employee training, performance-based compensation, competence/performance appraisal, and information sharing.  The range of practices is rather similar to those examined in previous studies on international human resource management.  For instance, Hannon et al. (1995) included promotion and career system, corporate culture, training program, compensation policy, appraisal program, and staffing policy in their study on foreign MNCs in Taiwan.  Rosenzweig and Nohria (1994) studied the following practices in foreign MNC’s operations in the US: time off, benefits, gender composition, training, executive bonus, and participation.  Bae et al. (1998) analyzed HR flow, work systems, reward systems, and employee influence in their study on foreign firms operating in Korea and Taiwan, and Bjorkman and Lu (2001) researched recruitment, training, compensation, and promotion in foreign-owned units in China.  We hypothesize that each of these will be positively related with organizational performance.

Hypothesis 1a. There will be a positive relationship between employee training and organizational performance. 

Hypothesis 1b. There will be a positive relationship between the use of performance appraisal systems and organizational performance. 

Hypothesis 1c. There will be a positive relationship between the use of performance-based pay and organizational performance. 

Hypothesis 1d. There will be a positive relationship between the use of information sharing and organizational performance. 

As extensive comparative research has shown, HRM practices tend to differ across countries.  There are a series of factors which operate at the national level that provide a ‘metalogic’ that guides HRM in a certain country.  A number of scholars have argued that national culture, national institutions, and the business environment are key factors that influence HRM practices in the focal nation (e.g., Budhwar and Sparrow, 2002), and that these factors are likely to influence also how people are managed in foreign investment enterprises (Rosenzweig and Nohria, 1994; Gunnigle et al., 2002).  The arguments for global standardization of HRM practices across MNC subsidiaries are well known; it, among others, facilitates the collaboration and integration of MNC subsidiaries across countries, enhances the internal equity perceived by MNC employees, and enables the MNC to transfer HRM practices that have proven successful in one part of the corporation to other organizational units.  A potential drawback with a globally standardized HRM system is a lack of consideration of the concrete human resources needs of the focal unit.

Local adaptation of HRM practices may allow the MNC to better respond to local socio-economic and institutional considerations.  Nonetheless, to blindly copy the practices of local corporations is not necessarily a recipe for a successful human resources management strategy for an MNC subsidiary with particular strategic and operational requirements.  Due to the absence of clear research-based findings concerning the performance effects of MNC standardization and localization of HRM practices, we formulate the following hypotheses:

Hypothesis 2a. There will be a positive relationship between the extent to which the firm uses globally standardized HRM practices and organizational performance.

Hypothesis 2b. There will be a negative relationship between the extent to which the firm uses globally standardized HRM practices and organizational performance.

Hypothesis 3a. There will be a positive relationship between the extent to which the firm uses locally adapted HRM practices and organizational performance.

Hypothesis 3b. There will be a negative relationship between the extent to which the firm uses locally adapted HRM practices and organizational performance.

Much debate in the SHRM field concerns whether the effectiveness of a HRM system is dependent on how well it fits the business strategy of the firm (Guest, 1997; Boxall and Purcell, 2000).  Proponents of the 'strategic fit' school have persuasively argued that superior organizational performance can be expected when the HRM practices support the strategy of the firm/unit.  Given a certain organizational strategy, HRM practices should be designed so as to produce employee behavior that enables the firm to implement the competitive strategy that has been chosen (Schuler and Jackson, 1987).  In empirical research designed to test the effect of strategic fit, the Miles and Snow (1978; 1984) or Porter (1980) strategic types have often been used to classify firm strategies.  In spite of the compelling theoretical logic of the arguments presented by SHRM scholars, there is only limited empirical support for the hypothesized effect of strategic fit on performance (Guest, 1997; Becker and Huselid, 1998).

The disappointing support for the alleged impact of strategic fit on organizational outcomes should perhaps come as no big surprise.  First, the use of simple classifications of strategy may be too course-grained to account for the strategic differences across firms, even within the same industry.  Secondly, it is very difficult to specify what constitutes good fit in research across firms and industries (Becker and Gerhart, 1996).  Thirdly, to the extent that researchers have examined the effect of strategic fit on firm performance, they have discounted the strategy differences that tend to exist across business units and different geographical units within each corporation.  Viewed from a theoretical point of, it should be noted that the resource-based view of the firm (Barney, 1991) suggests that the appropriate strategic alignment of HRM practices should be idiosyncratic, complex and path dependent, and therefore difficult for other firms to imitate, in order to provide a basis for sustainable competitive advantage.  Furthermore, the whole idea of static ‘fit’ with a certain strategy “seems inappropriate for a world in which there are high levels of dynamic and unpredictable change” (Hiltrop, 1996: 630). 

Therefore, instead of examining the statistical relationship between HRM practices and measures of firm generic strategies as has been done in some previous work, it may be more appropriate to analyze the degree to which companies actively engage in the integration of strategy and HRM (Becker and Huselid, 1998).  This approach enables us to collect data on the process of alignment of HRM policies and practices with firm strategy.  This may be particularly important for foreign-investment enterprises in India because foreign firms are still likely to go through a learning process concerning the efficiency of HRM policies and practices in India.  Therefore, the following hypothesis will be tested:

Hypothesis 4. There will be a positive relationship between the extent to which the firm integrates HRM and strategy, and organizational performance. 

METHODOLOGY

Sample

The results reported in this paper are based on a survey of 65 foreign firms operating in India carried out during late 2001 and early 2002. Access to the foreign investment units was secured through one of the researchers’ previous research undertakings and other contacts, and with snowballing techniques that utilized contacts of contacts. Less than ten percent of the companies that were contacted declined to take part in the research. The foreign investment enterprises were located in several locations in India, with a majority in north India (Delhi and around). Summary statistics of the sample are presented in Table 1.
- Insert Table 1 about here -

Data for the hypotheses testing were obtained through questionnaires completed by one respondent per unit. The questionnaires were filled in during a personal visit of one of the researchers to the focal company. During the visits, the respondents also provided qualitative data on the firm’s HRM practices and their experiences with these practices. In most cases, the data were collected from top HR specialist of the unit or someone who had good understanding of the HR functions. The most commonly used job designations of the respondents are HR manager, general manager and HR director. They had an average work experience of 12.4 years. Most of the respondents have a work experience in the MNC and some of these managers are non-resident Indians who were working in some other affiliate of the MNC. The HR manager in the sample firms is given training of an average of 13 days per year.
Measures

Questionnaire construction

Based on a review of the HRM literature, a list of items was compiled to describe HRM practices that firms used. The questionnaire was to a large extent drawing on the questions in the 1996 survey reported by Brian Becker and Mark Huselid (1998), two of the leading scholars in the field who for a number of years have been collecting data on HRM practices in U.S. firms. 

Independent variables

HRM system: The ‘high performance HRM system’ construct refers to the extent to which a firm uses a variety of ‘high performance’ HRM practices. Following Becker and Huselid (1998), an important feature in our design of the questionnaire was to obtain a continuous measure of the intensity of HRM practices in use rather than to rely on a dichotomy to indicate the presence or absence of a certain practices. In our study, the construct consisted of 16 different items. The mean standardized value for the questions was included in the HRM system index. The Cronbach’s alpha for this scale is .66.

Employee training: The construct consisted of two items: (i) How many days of formal training are typically received by a new employee in the first year of employment? (ii) How many days of formal training are typically received by an experienced employee (i.e. someone who has worked for more than one year)? The Cronbach’s alpha for this scale is .69.

Performance appraisal: The performance appraisal construct was comprised by the following two items: (i) What proportion of the workforce regularly receive a formal individual performance appraisal? (ii) What proportion of the workforce has a training and development plan which is renewed at least once a year? The Cronbach’s alpha of this construct is .60.

Performance-based compensation: Performance-based pay consisted of these items: What percentage merit increase or bonus (per year) could a typical employee normally expect as a result of an individual performance review? What percentage bonus (per year) could a typical employee normally expect based on a review of the performance of the whole company? Cronbach’s alpha for this scale is .71.
Information sharing: The respondents were asked the following question: What proportion of the workforce is included in a formal information sharing program (e.g. a newsletter or regular meetings) that provide information on a range of topics relevant to the business and its operations?
HRM MNC standardization and HRM local adaptation: During the interviews, the respondents were asked to answer the following questions concerning the degree to which the unit’s HRM practices resembled those of the (main) foreign parent organization: ‘compared to the MNC’s home country operations, the [joint ventures HRM practices] are very similar (1) …… very different (7)’. The same question was asked concerning the degree of similarity with the operations of local companies. The questions are roughly similar to that used in previous studies (Rosenzweig and Nohria 1994; Hannon et al. 1995). This technique is also in accordance with the technique suggested by Prahalad and Doz (1987). The same question was asked for the seven different HRM practices below:

- (1) the methods, and (2) the criteria used when recruiting new local managers and professionals, 

- (3) the amount, and (4) the content of management and professional training,

- (5) the methods, and (6) the criteria used to appraise managers’ and professionals’ performance, and

- (7) the criteria used to select people for promotion within the joint venture.

For the statistical analyses, overall measures of the unit’s MNC standardization and local adaptation were computed as the average of the respondents’ estimate of the seven different HRM practices mentioned above. In other words, the dependent variables were measured with seven-item, seven-point scales from 1 (very similar) to 7 (very different). The reliability measures for both constructs were satisfactory. 

HRM-strategy integration: The construct consisted of the following three items adapted from Becker and Huselid (1998): To what extent does your company make an explicit (conscious) effort to align business and HR/Personnel strategies? To what extent is the HR/Personnel department involved in strategic planning processes? To what extent are HR/Personnel managers viewed by those outside the function as partners in the management of the business and agents for change?  Cronbach’s alpha for this scale is .65.

Dependent variable

The primary performance measures of subsidiary performance were two five-point subjective managerial assessments of the foreign parent company’s satisfaction with the firm’s overall performance, and the overall performance compared with other foreign-owned firms in the same industry in India.  This measure was used since foreign companies operating in India have diverse goals (e.g., gain market share, learn about the market, make short-term profit, etc.) and it is therefore inappropriate to compare the short-term financial performance of firms with differing goals.  A subjective measure of firm performance enables the managers to factor the firm’s goals in when assessing the firm’s performance.  While it is true that perceptual data may introduce limitations through increased measurement error and the potential for common method bias, the benefits outweigh the risks.  Further, there is precedence for using such measures in similar research (e.g., Delaney and Huselid, 1996; Youndt et al., 1996).  Additionally, prior research has shown that subjective measures of firm performance correlate well with objective measures of firm performance (Geringer and Hebert, 1991; Powell, 1992).  The Cronbach alpha for this scale is .55.

Control variables

In the regression analyses reported below, we control for firm size, operationalized as the log of the number of employees. Separate variance analyses with the sample divided into 10 different industry sectors revealed no significant differences for the main constructs, and data on firms in all sectors were therefore combined. Additional analyses were also made to control for whether or not MNC ownership (joint venture or wholly owned subsidiary) or home country (Asian or non-Asian MNCs) would have an impact on firm performance. As both the latter control variables were non-significant and in order to save degrees of freedom (an important consideration given the limited sample size), they are not included in the analyses report in this paper. 

RESULTS

A correlation matrix (Table 2) indicates no risk of multicollinearity.  Table 3 shows the results of OLS regressions analyses, model 1 with HRM system intensity and model 2 with each of the four HRM practices as independent variables.
- Insert Table 2 and Table 3 about here -

Overall, the results indicate that the models work quite well, with both models being significant.  The adjusted R2 scores for the models are .22 and .23. In model 1, HRM system intensity was positively related at p<.05 with firm performance, supporting hypothesis 1. Whereas MNC standardization was positively related with subsidiary performance, local adaptation of HRM practices was negatively associated with firm performance.  Hence, hypotheses 2a and 3b received support while hypotheses 2b and 3a have to be rejected. HRM-strategy was not found to be significantly related with firm performance, and hypothesis 4 thus failed to receive support.

In Model 2, HRM system intensity was substituted for employee training, performance appraisal, performance-based compensation, and the use of attitude surveys.  MNC standardization remained positively and HRM localization negatively related with subsidiary performance.  The relationship between HRM-strategy and firm performance remained unchanged.  There was a strong positive relationship between the use of performance appraisal and organizational performance, and the use of attitude surveys was marginally positively related with performance.  Neither employee training nor performance-based compensation was significantly related with the performance of the organization.

CONCLUSIONS AND DISCUSSION

This paper adds to previous work in the human resource management field by testing in an international context the proposed positive effect of HRM practices and HRM-strategy integration on organizational performance.  To the best of our knowledge, this is the first large-scale study on the relationship between HRM and foreign-investment enterprise performance in India.  Another unique contribution of this study is the analysis of the relationship between the degree of MNC standardization as well as local adaptation of HRM practices and MNC subsidiary performance.  The study offered support for the hypothesized positive effects of HRM practices on organizational performance.  Together with previous research on HRM and firm performance our results indicate that extensive use of a system of ‘high performance HRM practices’ pay off in terms of their effect on firm performance. 

Our analysis of different HRM practices revealed that the use of performance appraisal was a strong predictor of MNC subsidiary performance in India, while the use of attitude surveys was marginally related with organizational performance.  Hence, it appears that a system whereby specific individual goals are set and subsequently followed up may constitute an important part of how successful foreign investment enterprises ensure a performance- and development focused orientation among their work force.
Among the Indian MNC subsidiaries in this study, those that had implemented HRM practices similar to those of the MNC in its home country exhibited superior performance.  Our results indicate that a high degree of local adaptation of HRM practices in India leads to substandard performance on the part of foreign subsidiaries.  The extent to which these results hold in other contexts must obviously be examined in future studies.  In the Indian context, of interest would be to compare our results to the findings in a study of domestic Indian companies.

The managerial implications of our study are clear: introduce a system of high performance HRM practices, especially a formal employee appraisal (or ‘management’) system.  One of the tasks ahead for both HRM scholars and practitioners is to develop our understanding of how to best structure and implement such systems in the Indian context.  Our knowledge of how to do this is still largely missing. 

When considering the results of the present study, some limitations should be noted.  First, the research was based on a relatively small sample.  Second, the Cronbach alphas of some of the constructs were lower than ideal.  Third, the study may have suffered from some common-method error problems as the same respondent provided data on HRM practices and firm performance.  Hence, the positive relationships that were observed between HRM system intensity & MNC standardization and organizational performance may at least to some extent reflect the implicit theories held by the respondent.  Conducting longitudinal research and/or gathering data from multiple informants would help researchers avoiding this common method bias problem.  Fourth, as the study is based on cross-sectional data, the direction of causality is a problematic issue.  Fifth, the analysis is based on data on HRM practices and firm performance, not on the mechanisms through which these are linked.  A remaining task for international HRM scholars is to shed additional light how HRM is related with organizational performance.  Although it has been recognized that research is needed on the intervening variables between HRM practices and firm performance, only few such studies exist (Guest, 1997; Wood, 1999; Hitt et al., 2001).  
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Table 1: Sample profile

_____________________________________________________________________



Categories
# units

_____________________________________________________________________

Parent nationality
US
29



European
20



Other non-Asian
2



Asian
14

Ownership of the
<50%
27.7

(main) Western
50-95%
12.3



>95%
60

Location in India
Delhi and around (90%)



Other locations (5% each in Mumbai and Chennai)

Employees
<100
6.2%



100<500
30.7%



500<1000
32.3%



1000-
30.8%

Industry

	Name
	%

	Transport and industrial equipment
	3.1

	Chemical & pharmaceuticals
	13.8

	Wood, pulp and paper
	4.6

	Electrical equipment
	9.2

	Automobiles
	10.8

	Food, tobacco and textile
	12.3

	Metal, rubber, stone, glass & leather
	3.1

	Others (services, information technology, telecommunications)
	43.1


_____________________________________________________________________

Table 2: Correlation matrix

_____________________________________________________________________


1
2
3
4
5
6
7
8
9
10
11
_____________________________________________________________________

1 MNC-standard. of HRM
1

2 establishment mode
.64***
1


3 year of establishment
-.20
.03
1

4 US MNC
.32**
.12
.06
1

5 HR man. from local org.
-.22
-.33**
.25
-.09
1


6 no. of expatriates
.39**
.17
.06
.20
-.18
1

7 MNC dependence
.61***
.49***
-.30*
.17
-.25
.31*
1


8 MNC ownership
.57***
.30*
-.40**
.21
-.25*
.15
.39**
1

9 global industry
-.08
-.10
-.04
-.04
.06
.07
.06
-.18
1

10 no. of employees
-.16
-.25*
-.37**
.18
.18
.39**
-.10
-.19
-.09
1

11 no. of MNC FIEs in PRC
.12
-.00
-.12
-.19
-.03
-.06
.13
.02
.03
-.08
1

_____________________________________________________________________

Significance in two-tailed tests:

* p<=0.05

** p<=0.01

*** p<=0.001



Table 3: Regressions on Firm Performance

	 Independent variables
	Model 1
	Model 2

	
	
	

	HRM system
	.331*
	

	HRM MNC standardization
	.395**
	.427**

	HRM Local adaptation
	-.425**
	-.366**

	HRM-strategy alignment
	.139
	.109

	Subsidiary size
	-.174
	-.157

	Training
	
	.050

	Performance appraisal
	
	.303*

	Performance-based pay
	
	.101

	Attitude surveys
	
	.184#

	R²
	.295
	.343

	Adjusted R²
	.220
	.231

	F
	
	

	N
	52
	55


#p<.1, *p<.05, **p<.01, in one-tailed tests

� Standardized regression coefficients are shown.
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