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INTRODUCTION A large body of research has documented that the way in which a firm’s human resources are managed is important for its competitiveness. This is especially important, as a firm’s employees can provide one of the most important sources of competitive advantage (e.g., Barney & Wright, 1998; Guest, 1997; Lado & Wilson, 1994). However, while the importance of choice of human resource management (HRM) practices is now well accepted, there is insufficient understanding of how the contribution of these practices to multinational enterprise (MNE) subsidiary performance may differ across countries. As Newman and Nollen (1996: 753) stated, ‘‘Until recently, the dominance of American management theory led to a belief that one size fits all y that effective US management practices will be effective elsewhere.’’ This view is now being seriously questioned. Increasing evidence suggests that management theory and practice in the US may not be optimal in other settings (Boyacigiller, Kleinberg, Phillips, & Sackmann, 2004; Hofstede, 1993) because of cultural (Boyacigiller et al., 2004; Hofstede, 1993) and institutional (DiMaggio & Powell,
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1983; North, 1990) differences. Reviews of existing research indicate that our understanding of how location affects which systems of

HRM practices are most effective in different countries has not kept pace with businesses’ international expansion (Paauwe & Farndale, 2006). While there is increasing acceptance that optimal management practices are likely to vary by country because of cultural and institutional differences, there is a lack of cross-national research on the relationship between HRM practices and MNE subsidiary performance. This is due to the fact that most existing studies on the relationship between HRM practices and firm performance have been conducted based on US data. There are some HRM– performance studies that have been conducted in non-US settings, but most of these studies are single-country studies with much variance in the practices studied, making country comparisons difficult. This study seeks to contribute to the literature by making a systematic comparison of the relationship between HRM practices and MNE subsidiary performance in three countries with diverse cultures and institutions: Russia, Finland, and the USA. Most previous literature on the relationship between HRM practices and firm performance has looked at the direct relationship. However, scholars agree that there are probably mediating variables through which HRM practices affect firm performance. As Wright and Gardner (2000: 4) write:
One of the first issues that must be settled in the effort to understand how HR practices impact performance is to theorize the means through which this relationship occurs, in essence specifying the intervening variables between the measure of HR practices and the measure of firm performance.

present the

study’s results, and end with a discussion of the results and conclusions.

Indeed, there have been many calls for scholars to open the black box between HRM practices and firm performance, and this is another challenge that this paper addresses. With the help of theory and the structural equation modeling technique PLS, our study attempts to open the black box between HRM practices and MNE subsidiary performance by investigating the role that employee motivation and ability play as mediating variables. To achieve our goals, we use institutional and cultural theory to develop research hypotheses that explain why HRM practices work differently in varying countries. Subsequently, we explain our sample, variables, and statistical techniques that we used to test the hypotheses on 241 subsidiaries of MNEs in the USA, Russia, and Finland. We then

THEORETICAL BACKGROUND A belief that employees’ performance has critical implications for a firm’s performance has been common among academics and practitioners for many years (Huselid, 1995). However, interest in which HRM practices facilitate maximum employee performance, and thus in turn organization performance, has intensified more recently as scholars have suggested that collectively a firm’s employees can provide a unique source of competitive advantage. The realization that human resources can be a source of competitive advantage and firm performance has led to expanded research in the field of strategic HRM. Wright and McMahan (1992: 298) define strategic HRM as ‘‘the pattern of planned human resource deployments and activities intended to enable

an organization to achieve its goals.’’ Because firm performance stands out as a major organizational goal, developing a better understanding of the relationship between HRM practices and MNE subsidiary performance is an important goal for research in this area. Many studies have been conducted that examine the linkage between investments in human resources and firm performance. The majority of this research reports a positive relationship between so-called ‘‘high performance work practices’’ (Huselid, 1995) and different measures of firm financial performance. Most of the studies in this stream of research have been based on US data (e.g., Arthur, 1994; Delery & Doty, 1996; Huselid, 1995; MacDuffie, 1995), but several studies also have been conducted using data from other countries ¨ (e.g., Bae & Lawler, 1998; Fey & Bjorkman, 2001; Guest, Michie, Conway, & Sheehan, 2003; Ngo, Turban, Lau, & Lui, 1998). Recently this line of research has received some criticism (e.g., Boselie, Dietz, & Boon, 2005; Gerhart, 2005; Guest, 2001; Truss, 2001) concerning the relationships posited and the notion of a universal set of high-performance work practices suitable for all situations and national contexts (Delery & Doty, 1996; Paauwe & Farndale, 2006; Schneider & Barsoux, 2003). Although there may be some areas of universality in HRM, it may well be that geographical settings affect which HRM practices are suitable. Likewise, there is growing agreement in the HRM literature that positing a direct relationship between HRM practices and firm performance is too simplistic, and that mediating
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variables are needed to augment our understanding of how HRM influences firm performance. Both of these issues are explored in this paper.

Model Development We identified 18 articles that have focused on the HRM–performance relationship and were published in major journals over the last decade as a first step in determining which practices to include in our model, as there is no standard set of HRM practices studied in the HRM literature. For each study, we identified the HRM practices that were included (see Table 1). Of the 19 practices identified, we focused on the top six most often studied HR practices. We then decided to exclude recruitment from our study, as we viewed recruitment as an early or initial stage of the employment relationship that does not directly affect a firm’s efforts to make employees an effective asset for the organization. Therefore in this study we examine the effect of five different HRM practices (or sub-bundles of HRM practices) on MNE subsidiary performance: competence/performance appraisal, employee training, performance-based compensation, meritbased promotion, and internal communication.1 Many past studies have analyzed the relationship between the use of specific individual HRM practices and firm performance. However, as Becker and
Table 1

Huselid (1998) noted, it is more appropriate to study the influence of each element of a human resource system on firm performance simultaneously in one model, because when one examines just one element in isolation the effect of the

other HRM practices is not controlled for. Thus this study follows the approach of Becker and Huselid (1998). Indeed, one can clearly imagine that different HRM practices simultaneously may influence MNE subsidiary performance differently in various countries, and thus it is important for our study to consider individual HRM practices. Further, we examine how HRM practices affect MNE subsidiary performance. We assert that, as depicted in our theoretical model in Figure 1 and discussed below, HRM practices affect employee ability and motivation, which in turn affect MNE subsidiary performance. We choose motivation and ability as the mediating variables, as HRM clearly tries to enhance these employee outcomes (Guest, 1997), and substantial evidence supports employees’ need to have both ability and motivation to engage in behaviors that contribute to the achievement of a firm’s goals (e.g., Baldwin, 1959; Heider, 1958; O’Reilly & Chatman, 1994). In his influential study of the impact of highperformance work practices on corporate financial performance, Huselid (1995) factor-analyzed a

Frequency of various HRM practices included in previous studies

Practice name 1 Training Recruitment Compensation Communication Appraisal Promotion Employee participation Teamwork Job security Rewards Job descriptions Career development Decision-making practices Leader development Rotation Quality improvement Organizational culture Job analysis Other (various different practices)
a a

Article coding number 2
a a a

Total 13
a a
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4
a

5
a a a a a

6
a a

7

8
a

9
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a Practice included in previous studies. Shaded practices are those that were included in our study.
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number of HRM practices and categorized practices into two categories, which he called employee skills and employee motivation. He found considerable support for the hypothesis that investment in these HRM practices is associated with improvements in financial performance. While scholars have had difficulty identifying clear bundles of HRM practices, similar results to those obtained by Huselid (1995) have been obtained by other researchers who have also clustered HRM practices in ‘‘bundles,’’ capturing those that influence employees’ ability and those that have an impact on employees’ motivation (e.g., Delaney & Huselid, 1996; MacDuffie, 1995). We build on this logic in developing our model of how HRM practices affect MNE subsidiary performance (see Figure 1). It is worth pointing out that the above studies, including that of Huselid (1995), examine only the direct relationship between the HRM practices and firm performance. Explicitly analyzing a two-stage model with ability and motivation as mediating variables is one way that our study attempts to advance the literature. In this paper, we first develop

hypotheses concerning the relationship between HRM practices, employee ability and motivation, and MNE subsidiary performance. Subsequently, we present hypotheses concerning how cultural and institutional factors are likely to lead to differences in the relationship between HRM and subsidiary performance in Russia, Finland, and the USA.

Pinder (1998) describes work motivation as the set of internal and external forces that initiate work-related behavior and determine its form, direction, intensity, and duration. This definition recognizes the impact of factors such as organizational incentives or HRM practices as influencing the motivation of employees. The idea that employee motivation should be linked to performance is well documented (e.g., Barrick & Mount, 1993; Locke & Latham, 1990). All things being equal, if employees are highly motivated and thus work harder, this should result in superior performance. Hypothesis 2: Employee motivation is positively related to MNE subsidiary performance. In spite of the theoretical logic of linking employee ability and motivation with firm performance, at times the empirical results for these relationships have not been as strong as might be expected (O’Reilly, 1991). Scholars have at times had difficulty linking ability to performance (e.g., Reder, 1978), perhaps because they did not include motivation in their analyses. Likewise, some studies have failed to find a strong association between motivation and performance, perhaps because ability was not included as a part of their study (Barrick & Mount, 1993). We believe that these weaker results may

be evidence for interacting ability with motivation to affect performance. The idea that motivation and ability together are important determinants of human performance is not new. In fact, some of the earliest models of human performance (e.g., Baldwin, 1959; Heider, 1958) have suggested that there exists an interactive relationship between ability and motivation and human performance. Many scholars (e.g., Campbell, 1976; French, 1957; Heider, 1958; O’Reilly & Chatman, 1994) have developed these ideas further and provided empirical support for this relationship. Even so, most studies of the relationship between HRM practices and firm performance have focused only on the direct relationship. There are also related debates in the psychology literature between cognitive and behaviorist approaches to learning, which distinguish between ‘‘can do’’ and ‘‘will do’’ factors (Dunette, 1976). In defining ability, dictionaries often include human attributes such as prior achievement, initial skills, and aptitude. The ability or ‘‘can do’’ factor usually denotes ‘‘a potential for performing some task

Ability and Motivation Human capital theory focuses on the effects of the variance in employee skills on performance, and has concluded that there is a positive relationship between these two variables (Becker, 1975). Many studies have shown that ability is positively related to performance (Gottfredson, 1986). Applications of human capital theory focus directly on the knowledge, skills, and abilities of human beings in organizations (Flamholtz & Lacey, 1981; McKelvey, 1983). Wright, McMahan, and McWilliams (1994:

315–316) propose that higher levels of human capital lead to greater capabilities to develop more efficient means of accomplishing tasks and greater capability to respond to environmental changes leading to a sustained competitive advantage. HRM practices are levers through which human capital can be developed to increase ability. Thus we hypothesize:
Hypothesis 1: Employees’ abilities are positively related to MNE subsidiary performance.
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which may or may not be utilized’’ (Vroom, 1964: 198), while the motivation or ‘‘will do’’ factor reflects drive. Indeed, an expression that frequently appears in industrial and organizational psychology is that ‘‘the effects of motivation on performance are dependent on the level of ability of the worker, and the relationship of ability to performance is dependent on the motivation of the worker’’ (Vroom, 1964: 203). In the HRM literature, Wright et al. (1994) recognized that employee characteristics alone do not create firm value. These researchers noted that for employee characteristics/abilities to create firm value, they need to result in employee behavior that creates firm value. And employees enact behaviors only when they are motivated to do so. Thus we propose the following hypothesis: Hypothesis 3: The interaction between employee ability and employee motivation is positively related to firm performance.

value to the firm unless they are channeled through employee behaviors, but employees must have the skills/abilities necessary to exhibit

these desired behaviors. Further, investments in training are likely to have a positive impact on the extent to which the firm actually succeeds in developing its employees’ skills/abilities (Guest, 1997). Training has been suggested to be a high-performance HRM practice in research by many scholars, including Delaney and Huselid (1996), Huselid (1995), Koch and McGrath (1996), and MacDuffie (1995). Generally, a positive relationship has been established between employee training and organizational performance (e.g., Delaney & Huselid, 1996; Koch & McGrath, 1996). Training and appraisal are the levers or mechanisms through which employee ability can be developed. Thus we hypothesize: Hypothesis 4: Competence/performance appraisal is positively related to employee abilities. Hypothesis 5: Training is positively related to employee abilities. Recalling the definition of motivation applied earlier, two important issues should be mentioned related to sustainable motivation. First, to obtain sustainable motivation, employees must have expectations that specific behaviors will lead to the attainment of certain desired outcomes. Additionally, a firm that shows trust/support towards its employees is likely to have trust reciprocated by employees, resulting in their active engagement in behavior that supports the fulfillment of firm objectives. Compensation decisions have been suggested to play an important role in motivating employees (Guest, 1997; Lawler, 1981; Milkovich & Newman, 1996). Indeed, the relationship between compensation and performance has attracted significant attention in the literature,

especially relating to CEO compensation (Finkelstein & Hambrick, 1988; Gomez-Mejia & Wiseman, 1997). Studies have produced some evidence that systems that link individual compensation with individual, group, or organizational performance, if correctly designed, may create additional efforts on the part of the focal employee (Becker & Huselid, 1998; GomezMejia & Wiseman, 1997; Lawler, 1981; Milkovich & Newman, 1996). For example, Becker and Huselid (1998) suggest that a one standard deviation increase in their managerial performance-based

HRM Practices As emphasized by Huselid (1995), HRM practices influence employee skills and competencies through the development of a firm’s human capital. Performance appraisal systems help employees obtain feedback on their performance and identify ways to enhance their ability that is useful to the company. Most performance appraisal systems provide feedback and establish objectives for employees by establishing targets for the selfdevelopment and training of each employee. There is a substantial amount of literature that speaks to the benefits of employee competence/performance appraisal systems (Brutus et al., 2006). Indeed, feedback has been shown to enhance an individual’s work performance (Kopelman, 1986; Locke, Cartledge, & Koeppel, 1968). Feedback is useful because it can provide information about the correctness, accuracy, and adequacy of work behaviors. Further, feedback provided by competence/ performance appraisal systems is helpful in creating a sense of competence, accomplishment, and control in workers (Bandura, 1977). Investments in employee 

training are also beneficial in enhancing the human capital of the firm (Becker, 1975). As Becker (1975: 19) writes: ‘‘Most on-the-job training presumably increases the future marginal productivity of workers in the firms providing it.’’ Wright et al. (1994) recognize that the characteristics of individuals do not provide
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compensation index is associated with an increase in the firm’s market value of 19% and in profits by 27%. However, while theory has predicted a very strong relationship such as Becker and Huselid observed, the observed relationships have not always been as strong as expected in all studies (Gomez-Mejia & Wiseman, 1997; Jensen & Murphy, 1990). Although from an expectancy theory point of view it is the existence of a clear linkage between individual effort and reward that matters, from an equity theory (and organizational justice) perspective the main question is whether employees perceive that they receive the rewards that they are entitled to, based on their contribution to the organization (Mowday, 1987). Both perspectives would lead us to expect a positive relationship between performance-based compensation systems and employee efforts. Most HRM studies have included performancebased compensation as a high-performance HRM practice (e.g., Arthur, 1994; Delery & Doty, 1996; Huselid, 1995; MacDuffie, 1995). Incentive systems that elicit the appropriate behavior may include performance-based compensation that promotes the desired behavior, and the use of internal promotion

systems that focus on employee merit and help employees to overcome invisible barriers to their career growth (Huselid, 1995). Indeed, Huselid (1995) has suggested that promoting based on merit is an important part of motivating employees. When an employee understands that his/her results will form the basis of promotion decisions, this understanding provides extra motivation compared with the situation when an employee is not sure how promotion decisions will be made, or when decisions are made based on relationships, organizational tenure, employee age, or other factors. Previous research has suggested the importance of internal communication (e.g., Sonnenberg, 1991). Indeed, previous research has shown that employees are more motivated when they know what is going on in the firm. Sharing of information, for example, on strategy and company performance conveys to the employees that they are trusted and helps them understand management actions. Further, it is important that employees know what is going on in a firm so that they can use the knowledge that resides in the firm to its fullest potential (Pfeffer, 1998). As a result, extensive intra-organizational communication is also likely to contribute to employee motivation. Based

on the above arguments, we suggest the following hypotheses: Hypothesis 6: Performance-based compensation is positively related to employee motivation. Hypothesis 7: Merit-based promotion is positively related to employee motivation. Hypothesis 8: Internal communication is positively related to employee motivation.

National Patterns of HRM The HRM practices adopted

by MNE subsidiaries have been analyzed empirically in a number of ¨ studies (Beechler & Yang, 1994; Bjorkman & Lu, 2001; Hannon, Huang, & Jaw, 1995; Rosenzweig & Nohria, 1994). Some work has also been conducted on the relationship between HRM practices and the performance of MNE subsidiaries (e.g., Fey & ¨ Bjorkman, 2001; Ngo et al., 1998). An important limitation of the extant works is that they have been based on one-country samples. Thus it has been impossible to identify whether and how the effectiveness of HRM practices differs from country to country. There is reason to suspect that different HRM practices are likely to affect employees differently in varying countries, such as Finland, Russia, and the USA (Boyacigiller & Adler, 1991; Ngo et al., 1998). For example, studies such as Elenkov (1997, 1998) and Ralston, Holt, Terpstra, and Yu (1997) suggest that Russia and the US have fairly different national cultures, and that national culture has a significant impact on personal values. Further, Elenkov (1998) suggests, but does not test, that different personal values present in Russia and the US lead to preferences for and affect different types of HRM practices such as compensation systems. Various theoretical approaches can be utilized to explain patterns of HRM practices in different countries. In this paper we use cultural and institutional approaches to develop our hypotheses by explaining why differences between countries lead to different HRM practices being more effective in various countries (Rowley & Benson, 2002). Country Differences: The Role of Culture and Institutions Most researchers

discussing the choice of HRM practices in international settings have focused on either the national culture or the institutional perspective. The national culture perspective (e.g.,
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Hofstede, 1980) tries to link variance in the way organization practices work to values shared by members of a society. The institutional perspective tries to link the choice of and how organizational practices work in a given country to the institutional environment in which the organization is embedded (Wilkinson, 1996). We suggest that the cultural and institutional perspectives are complementary, and are both useful for developing an understanding of differences in the way management systems work in different countries.

National culture. National culture can be defined as the values, beliefs, and assumptions learned as a child that differ from one country to another – ‘‘the software of the mind’’ (Hofstede, 1997). Members of a society tend to share values – that is, notions of what is important, what is correct, what is right, etc. Such values tend to be deeply embedded in people’s everyday life, and are difficult to change. National culture is important for this study because of its effect on what sorts of HRM practices are effective in a given country (Boyacigiller & Adler, 1991; Boyacigiller et al., 2004; Hofstede, 1993, Newman & Nollen, 1996). Hofstede (1980) argued that organizations are bound by national culture, and that there are no universal answers to the problems of organization and

management, but rather there are distinct ‘‘national economic cultures,’’ and therefore optimal management practices differ by country. While it is difficult to conceptualize culture, and especially to measure fully all of its intricacies, there have been several attempts to measure dimensions of national culture in a wide variety of countries, including Hofstede (1980), Trompenaars (1993), Maznevski, Gomez, DiStefano, Noorderhaven, and Wu (2002), and House, Hanges, Javidan, Dorfman, and Gupta (2004). The most frequently cited of these is Hofstede’s (1980) study of how the organizational value dimensions of uncertainty avoidance, individualism, power distance, and masculinity varied across 40 countries around the world. The more recent GLOBE study by House et al. (2004) reports scores from 62 ‘‘societies’’ on the following dimensions: performance orientation, future orientation, gender egalitarianism, assertiveness, in-group collectivism, institutional collectivism, power distance, human orientation, and uncertainty avoidance. In order to develop hypotheses concerning how HRM practices may have different impacts on firm performance across Russia, Finland, and the USA,

we needed to decide on which cultural dimension(s) to focus this study. In the absence of a consensus in the international HRM literature concerning the dimension on which to focus, we chose power distance, for the following reasons. First, of the four dimensions in Hofstede’s study, the biggest differences between Russia, Finland, and the USA were found in terms of power distance. Clear differences in power distance among these countries

were also reported in the GLOBE study. The considerable differences in power distance between Russia, Finland, and the USA increase the likelihood that we will see differences across the countries also in the effects of HRM practices on MNE subsidiary performance. Second, of Hofstede’s four national cultural dimensions, HR professionals have perceived power distance to have the most significant influence on HRM practices (Budhwar & Sparrow, 2002). Third, power distance is clearly one of the most established national cultural dimensions that has not only been part of several conceptualizations of culture but has also been used in several studies’ conceptualizations and in empirical studies of how national cultural differences impact on HRM practices (e.g., Milliman, Nason, Von Glinow, Lowe, & Gallagher, 1998; Schuler & Rogovsky, 1998). The study by Hofstede (1980) has served as a useful aid in studying the impact of national culture on many different issues, including management practices, and will be used as a point of reference for this study. Although Russia was not part of Hofstede’s original study, Elenkov (1997) has replicated Hofstede’s study in Russia. Hofstede (1980) reports power distance scores of 33 for Finland and 40 for the USA, and Elenkov (1997) reports a score of 89 for Russia. Hofstede’s study does have weaknesses, such as being based on data from one firm, being fairly old, and having some methodological concerns. It is therefore important to corroborate the findings of Hofstede with that of the GLOBE study conducted in the 1990s. In the latter study, the researchers studied

two manifestations of power distance: ‘‘as is,’’ which reveals perceptions concerning current organizational practices; and ‘‘should be,’’ which reveals values with respect to what the respondents believed the organizational practices should be (House et al., 2004). In the GLOBE study Russia had the highest scores for both manifestations of power distance; the USA was clearly higher than Finland concerning ‘‘should be,’’ while the USA and Finland had almost identical scores concerning ‘‘as is’’ power
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distance. Taken together, these studies indicate that power distance is clearly highest in Russia, followed by the USA and Finland.

Institutions. Along with national culture, institutions are likely to have an important effect on which HRM practices are most effective in a particular country. Institutions are shared collective understandings or accepted rules of conduct that are reflected in laws, rules, governance mechanisms, and capital markets (North, 1990; Scott, 2001). Institutional theory argues that traditional values and practices are embedded in a country’s social and economic institutions. It has been argued that it is not desirable to examine separate aspects of a system without locating it in its specific societal context (Morishima, 1995). DiMaggio and Powell (1983) suggest that there are three major types of ‘‘isomorphism’’ that affect organizations: coercive isomorphism, where a powerful constituency such as the government imposes certain patterns on the organization; mimetic

isomorphism, where organizations in situations of uncertainty adopt the pattern exhibited by organizations in their environment that are viewed as successful; and normative isomorphism, where professional organizations act as the disseminators of appropriate organizational patterns, which are then adopted by organizations under the influence of the professional organizations. More recently, Scott (2001) has suggested that there exist three ‘‘pillars’’ of institutional processes: regulatory (corresponding to DiMaggio and Powell’s coercive), cognitive (cf. mimetic), and normative processes. Institutional prescriptions play an important role in influencing economic activity (DiMaggio & Powell, 1983; North, 1990) and in motivating and regulating the behavior of actors in a given environment (Scott, 2001). Institutional theory suggests that firms experience pressure to conform to the norms for that environment to gain and maintain legitimacy in relation to the environment (e.g., Powell & DiMaggio, 1991), and thus different institutions (present in different countries) are likely to produce different pressures. The way foreign and local businesses need to manage their operations to be effective depends on the constraints imposed by the powerful institutions present in the country where the firm is operating. These institutions include both formal organizations – social, economic, and political bodies – and the social norms and rules that those organizations

articulate (North, 1990). Taken together, they represent established institutions and ideological frameworks that govern the way individuals and

firms behave. At the societal level, institutions may create opportunities for specialization around diverse economic ‘‘logics,’’ and thereby yield comparative institutional advantages for different business systems (Whitley, 1999). In a similar vein, institutional factors such as the quality of the educational system may help explain the competitiveness of a certain society. Taking this argument a step further, we argue that certain HRM practices may create a larger advantage or, put differently, are more important for enhancing performance – in particular institutional contexts/countries. HRM practices that fit particularly well with important parts of the institutional environment of that country are likely to exhibit a stronger positive relationship with MNE subsidiary performance in the focal country than in other contexts. Conversely, we would also expect the relationship between certain HRM practices and MNE subsidiary performance to be stronger in countries where institutional factors have produced labor market ‘‘failures’’ that firms can compensate for through the HRM practices in question. In the hypotheses development section below we will discuss how institutional factors in the Russian, Finnish, and US context are likely to lead to different relationships between HRM practices and MNE subsidiary performance across these societies. We now turn to developing hypotheses related to how the effect of HRM practices will differ across countries with the help of the cultural and institutional theory introduced above.

Training. Societies differ in terms of their institutions related to labor

skills formation. Thus HRM practices that address any shortages that may exist in the focal country can be expected to exhibit a particularly strong effect on MNE subsidiary performance. Training is one important HRM practice that is affected by such national institutional differences. Scholars studying the transition from the Soviet communist system to the emerging market system in Russia have commented on how the historical educational system and the experience from Soviet-style organizations produced an enormous need for training and development (Shekshnia, 1998; Shekshnia, McCarthy, & Puffer, 2007). Many
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Russians still lack basic business skills because of the historical absence of capitalist-style businesses in Russia, and research has shown that foreign MNEs view employee training as being crucial for the competitiveness of their operations in Russia (Shekshnia, 1998). In addition, a study of 101 Western firms operating in Russia showed that the amount of technical and non-technical training offered to employees was positively associated with MNE subsidiary performance (Fey & ¨ Bjorkman, 2001). While Russia has a long history of extensive and well-developed higher education institutions, academic institutions in Russia tend to be more theoretically oriented, perhaps in part because most of Russia’s business schools are built on the base of former economics departments that only 15 years ago were specializing in Marxist economics. Today in Russia business education by universities

often leaves a considerable gap between the skills demanded by firms and the actual training provided. This gap is due in part to the fact that sometimes good basic or theoretical knowledge is provided in the training, but it is not supplemented by the specific or applied knowledge needed when working for a particular firm (Shekshnia, 2003). As a result of the above, it has been suggested that MNEs rather than local universities have been the principal source of innovation in management training in Russia since perestroika (Shekshnia, McCarthy, & Puffer, 2007). In contrast, in developed countries such as the US and Finland, universities that grant practically oriented business degrees such as an MBA are plentiful. Indeed, there is a long history of investments in developing institutions offering management training, where students are taught theory as well as applied cases showing how these theories play out in corporate settings. While the US has a large number of internationally accredited business schools, and even geographically smaller Finland has a handful, no Russian organization has obtained any of the international AACSB and EQUIS accreditations (AACSB, 2007; EQUIS, 2007). Further, the majority of people in Finland and the US work in jobs related to the area they studied. In contrast, in Russia, because of changes in the types of jobs required for Russia’s post-Soviet economy, many people are working in areas for which they were not formally trained. For example, it is not uncommon to meet a nuclear physicist who is working as a furniture salesman.

It is also worth noting that some studies

have found that many Russians value training and are ¨ motivated by it. For example, Fey, Engstrom, and ¨ Bjorkman (1999) found that Russian managers preferred the opportunity to attend a one-week training program abroad than to receive a cash bonus of $2000 equivalent to 1–2 months of salary. However, it is also important to point out that several studies have highlighted that there are some challenges to transferring knowledge to Russia (e.g., May, Puffer, & McCarthy, 2005; Michailova & Husted, 2003). Based on the above, and making the assumption that the content and methods used in the training are appropriate for the local context (see May et al. (2005), who discuss the importance of culturally adapted training), additional training can reap especially high benefits in Russia, where people often lack formal training relevant for their jobs. Thus we arrive at our next hypothesis: Hypothesis 9: Training is likely to have a greater positive effect on employee abilities in Russia than in the USA or Finland.

Performance appraisal. Performance appraisal is a business practice that allows employees and managers to discuss goals and results, leading to a dialogue or an exchange of ideas. Scholars have argued persuasively that the level of power distance of a society influences how performance appraisal systems work (Cascio, 2006; Milliman et al., 1998). Performance appraisal tends to work better in low power distance contexts such as the US and Finland, where subordinates are more likely to express their views openly in appraisal reviews, and to participate actively in goal setting and discussions

concerning how to develop their own capabilities. The high power distance in Russia is likely to make it more difficult to use performance appraisal interviews for the open discussion about skills development and performance improvement that is an integral part of a successful performance appraisal system. Indeed, House et al. (2004) suggest that in high power distance countries there tends to be a higher degree of information control than in lower power distance countries. Thus the cultural features of the Russian society will make a successful implementation of a performance appraisal system riddled with difficulties, and positive impacts on employee abilities uncertain. The high power distance in Russia is consistent with societal norms concerning performance
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appraisal systems. In Russia, employees are not accustomed to receiving much feedback on their work. In-depth performance appraisals, where analyses of an employee’s performance are conducted, are uncommon, especially for lower-level employees. In Soviet times the focus was on the amount of work accomplished, and not on the quality of the work (Fey, Pavlovskaya, & Tang, 2004). Within the institutional context found in the Soviet Union era Russians were severely punished for making mistakes at work, and thus it is still difficult to get people to be open about weaknesses or mistakes (Shekshnia, 2003). Often people try to hide their foibles, and are defensive when their work and results are discussed, rather than looking at appraisal

sessions as being beneficial to their development. In addition, because managers have had little practice in conducting performance appraisals, those that do engage in such evaluation are often less effective with the process than their Western counterparts. Thus we suspect that performance appraisal sessions will work less well in Russia than in lower power distance countries such as the US and Finland, where normative institutional processes have led to a situation where people expect performance appraisals and are likely to understand how to benefit from them. Hypothesis 10: Competence/performance appraisal is likely to have a greater effect on employee abilities in Finland and in the USA than in Russia.

Performance-based compensation. Past research has suggested that, because of differences between countries in terms of cultures and the institutions in which organizations are embedded, people in different countries are affected and motivated differently by compensation decisions (e.g., Chen, 1995; Giacobbe-Miller, Miller, Zhang, & Victorov, 2003; Leventhal, Karuza, & Fry, 1980; Meindl, 1989; Zhou & Martocchio, 2001). As Hofstede (1980: 65) writes about power distance: ‘‘The basic issue involved, to which different societies have found different solutions, is human inequality. Inequality can occur in areas such as prestige, wealth, and powery.’’ Likewise Hofstede (1993: 89) defines power distance as ‘‘the degree of inequality among people which the population of a country considers as normal from relatively equal (that is, small power distance) to extremely unequal (large power distance).’’

Further, Schwartz (1999: 27)

writes about the culture value he calls hierarchy (similar to Hofstede’s power distance) as ‘‘a cultural emphasis on the legitimacy of an unequal distribution of power, roles, and resources (social power, authority, humility, and wealth).’’ Indeed, Hofstede (1997: 37) suggests that a large power distance is associated with a wide salary range in an organization, and a small power distance is associated with a narrow salary range. Thus we can expect that performance-based compensation systems, which increase pay inequality, will be more accepted and thus more motivating in high power distance countries such as Russia than in lower power distance countries such as the USA and Finland. There is extensive research on cross-national differences in the characteristics of national labor markets, an institutional factor that is likely to influence the efficiency of certain HRM practices across borders. Average salary level is one aspect of the labor market that may have important implications. Indeed, the standard of living one has, which is influenced by salary level, may influence how motivated one is by bonuses. For example, the average Russian makes less money than the average American or Finn. Indeed, money obtained from a bonus in Russia might be used for totally different purposes than would be the case in the USA or Finland and thus have different motivational effects. In Russia bonus money might be used for more basic purchases, such as to buy more meat to eat as opposed to cheaper foods, whereas in the USA or Finland bonus money might just be put in a savings account.

The fact that the bonus money is needed to fulfill more basic needs in Russia is likely to contribute to bonuses having a greater motivational effect in Russia than in the USA or Finland. The fluidity of a labor market is also a dimension that is useful to differentiate countries. Fluid labor markets (labor markets where people voluntarily and involuntarily change jobs more often) tend to be associated with compensation containing a high proportion of variable pay (Baker, Jensen, & Murphy, 1988; Stroh, Brett, Baumann, & Reilly, 1996). In Finland people have a greater tendency to work for a company for many years than in the USA and Russia. This is because of the small size of Finland resulting in fewer alternative companies for which to work and in part to employment laws that make it more difficult to fire employees than in the US or Russia. Compared with Finland, the labor turnover for professionals and managers is higher in the US and Russia. Russia is at the extreme end of
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the spectrum, with people changing companies as frequently as every 1 or 2 years. A manager who has worked at three companies in the last 4 years is often considered an attractive ‘‘up and coming’’ star in Russia, as opposed to a disloyal employee or an unsatisfactory performer, as would often be perceived elsewhere. As a result of the challenges to retain top performers, performance-based incentives have been increasingly common and expected in Russia. Thus we expect the effect of aggressive performance-based

compensation systems to be stronger in Russia than in the USA and Finland. Taking all of the above arguments into account, we suggest: Hypothesis 11: Performance-based compensation is likely to have a greater positive effect on employee motivation in Russia than in the USA or Finland.

with one firm, leading to internal promotion being crucial for career progress. The US is somewhere in the middle. Thus we hypothesize, based on the institutional arguments above: Hypothesis 12: Merit-based promotion is likely to have a greater positive effect on employee motivation in Finland than in Russia or the USA.

Merit-based promotion. Career patterns reflect complex incentives and opportunities for employee mobility. Closed and open labor markets differ substantially in their career patterns (Sorensen, 1977), with careers being determined largely by the nature and stability of organizational opportunity structures (Rosenfeld, 1992). In a more closed labor market such as Finland, vacancies tend to be filled through internal promotion of existing staff (Dore, 2000), and people are more likely to spend their entire careers in one firm. Internal promotion is especially important for people in closed labor market countries because people there are less externally mobile. The emphasis on internal labor markets is exacerbated in Finland because of legislation (a regulatory institution) that discourages firing of employees. These laws, and an environment where the use of labor in general is rigid because of labor legislation (Vanhala, 1995), contribute to employees taking a long-term approach towards working for

a firm where internal promotion is a strong motivator for employees. In contrast, in more open labor markets, people expect to be employed by quite a few different firms over the course of their careers and thus, while they are keen to have internal promotion opportunities, they are less concerned about them, since they can always find employment opportunities in other firms. Thus Russia is at one extreme, with high rates of people switching firms, and Finland is at the other extreme, with employees staying for a longer time

Communication. A firm’s internal communication practice can be expected to be highly correlated with power distance: the higher the power distance, the less employees expect to know what is going on in other parts of the firm, or why they should do the tasks they have been asked to perform (House et al., 2004). Results from Hofstede (1980) and Elenkov (1998) show that Russia has one of the largest power distances in the world, Finland has a very low power distance, and the USA is somewhere in the middle. Hence Finns are most likely to respond positively to extensive internal communication. In addition, Russians tend to be very secretive, in part because of the history of spying in Russia, problems with an erratic tax police as evidenced by recent actions against Yukos, and a legal environment that may encourage companies in Russia to have a set of ‘‘internal’’ books and a set of ‘‘official’’ books. Institutional factors also suggest that internal communication is important in the Finnish context. There is a long history of employee participation in Finland, including work 

councils in firm decision-making, and today there is even legislation (an institution) that supports employee participation (Vanhala, 1995). As a result, clear expectations exist on the part of the workforce that they will be provided with information about corporate issues. As a result, we hypothesize:
Hypothesis 13: Internal communication is likely to have a greater effect on employee motivation in Finland than in the USA or Russia. Our conceptual model is presented in Figure 1.

METHODOLOGY
Sample and Data Selection This research examines 100% foreign-owned subsidiaries located in three host countries: Russia, the USA, and Finland. These countries are different in terms of national culture, market institutions, and competitive context, making them a good sample
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Training H5, H9
Competence and performance appraisal

Employees’ ability

H1

H4, H10 Merit-based promotion H7, H12 Performancebased compensation H6, H11 Internal communication H8, H13
Figure 1

Controls: Home country, Size, Age, % Manufacturing, & Int. experience

H3

Firm performance

Employees’ motivation

H2 Controls: Home country, Size, Age, % Manufacturing, & Int. experience

Host country: Russia, USA, and Finland

Conceptual model.

for testing hypotheses about the influence of culture and institutions on the types of HRM practice that are most effective in a given country. The subsidiaries in our sample have their MNE headquarters located in five home countries – Sweden, Germany, Japan, the USA,

and Finland – and home country is controlled for in the analysis. We chose these countries because they were among the more active investors in Russia, while still representing a reasonably diverse sample, including countries from each of the triad regions of North America, Europe, and Asia. To develop a base list of subsidiaries in the USA from which to draw our sample, lists of subsidiaries of firms with headquarters in Japan, Germany, Sweden, Finland, and the USA were obtained from the foreign commercial sections of each country’s embassy in the USA. In the USA, 320 subsidiaries were randomly selected from the lists, and firms were contacted to determine whether the subsidiaries met our sampling requirements of needing to be at least 2.5 years old. Twenty-eight firms did not meet our sampling criteria and were thus excluded, resulting in a base sampling frame of 292 firms in the USA. When contacting the firms we also tried to confirm contact information, and contact the general manager or HRM manager and solicit oral

agreement from the manager to take part in the study. Forty-five firms did not agree to take part in the study. Also, in 55 cases we were not able after three tries to reach the manager at a target firm, but the firm was still retained in the sample and sent a questionnaire. Non-respondents to the questionnaire were contacted three times in 2-week increments, resulting in 79 responses or a 27% response rate (79/292). In Finland, 188 firms that met the size and age sampling requirements were contacted and a similar procedure to that employed in the USA was followed, resulting in

62 responses reflecting a 33% response rate (to be more specific, of the 188 firms meeting sampling conditions, 31 firms did not agree to take part in the study and 95 firms did not respond to the questionnaire). In Russia past experience has shown the authors that mail or e-mail surveys will normally result in extremely low response rates (less than 5%) owing to a lack of experience of completing questionnaires and much worry about disclosing company information. As a result, interviews were set up with the managers, and the managers were asked to complete the questionnaires during the interviews. In a few cases, at the manager’s request, the questionnaire was left with the manager and collected a few days later. In Russia, 100 of the 357 contacted firms that met the
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size and age sampling conditions agreed to take part in the study, resulting in a 28% response rate. Thus the resulting data set consists of 100 subsidiaries operating in Russia, 79 subsidiaries operating in the USA, and 62 subsidiaries operating in Finland, for a total of 241 participating subsidiaries. On average, the subsidiaries were 15 years old, employing 173 people including seven expatriates. Seventy percent of our respondents were general managers or deputy general managers, and 30% of our respondents were HR managers. No significant differences in responses were found between these subgroups, and thus, following Guest (2001), who used similar respondents for an HRM study, the two groups were combined into one data

set for analysis. A careful process was used to develop the questionnaire for this study, drawing on established research (Huselid, 1995; Wright, McCormick, Sherman, & McMahan, 1999). In addition, five experts were asked to review the questionnaire and provide feedback. The questionnaire was then administered to 10 managers (not part of the sampling frame) to obtain their feedback before development of the final questionnaire. The questionnaire was administered in English in the USA and Finland. Respondents in Russia had the option of using an English or a Russian version. The Russian version was validated for accuracy using an extensive translation back-translation procedure. Following Podsakoff and Organ (1986), we used Harman’s one-factor test to examine the extent of common method bias in our data. The presence of several distinct factors combined with the relatively low amount of variance explained by the first and second factors indicates that the data do not suffer from common method variance (Podsakoff & Organ, 1986).










Measures The following are brief descriptions of the independent and dependent variables used in this study (internal consistency of the scales is discussed in the results section under the heading ‘‘Reliability and validity’’). Independent variables

 Training: The extent to which subsidiaries used training is measured through two items assessing the number of days of formal training annually received by managerial and non-managerial




employees, respectively. We are measuring the amount and not the quality of training, since it is much easier for managers

to judge amount than quality. Competence and performance appraisal: Three items were used to measure the extent to which competence and performance appraisals were used in the firm. One item measures the proportion of the workforce that regularly received a formal evaluation of their performance (in percent), another item measures the proportion of jobs where a formal job analysis was conducted (in percent), and the final item measures the proportion of new jobs for which a formal analysis of the desired personal skills/competencies/characteristics was carried out prior to making a selection decision (in percent). Merit-based promotion: The importance of internal promotion schemes is measured by an index composed of three five-point Likert-type scale items. The first item measures whether qualified employees had the opportunity to be promoted to positions of greater pay and/or responsibility within the subsidiary (1¼no opportunities and 5¼many opportunities), the second item measures whether the subsidiary placed a great deal of importance on merit for promotion decisions (1¼not at all and 5¼to a large extent), and the third item measures the extent to which upperlevel vacancies are filled from within (1¼not at all and 5¼to a large extent). Performance-based compensation: This three-item scale captures the extent to which compensation is performance-based. One item measures the proportion of employees who had the opportunity to earn individual, group, or companywide bonuses (in percent), and two items ask the respondents to indicate whether the company used performance-based compensation (1¼not

at all and 5¼to a large extent) and whether the compensation systems were closely connected to the financial results of the firm (1¼not at all and 5¼to a large extent). Internal communication: The extent to which exchange of information is promoted within the firm is measured through a scale composed of three items (all on five-point scales ranging from 1¼not at all to 5¼to a large extent). The items capture communication flows between: (1) employees in different departments; (2) nonmanagerial employees and managerial employees; and (3) the HR department and the top management team.
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Mediating variables

 Employee ability: This construct captures employees’ ability. It is not a measure of individual ability, but a measure of the overall ability of a subsidiary’s employees. This construct was measured by asking respondents to assess the quality of the firm’s employees relative to that of its competitors in overall ability, job related skills, and educational level. Respondents indicated this on seven-point Likert-type scales (1¼far below average and 7¼far above average). 
 Employee motivation: This construct consists of five items. In the same vein as employee ability, this is a measure of the overall motivation of a firm’s employees, not individual motivation. Two items asked respondents to assess the quality of the firm’s employees relative to that of its competitors on motivation and work effort, using a seven-point Likert-type scale (1¼far below average and 7¼far above average). An

additional three items were measured using a five-point scale (1¼strongly disagree and 5¼strongly agree): (1) the extent to which employees behave in ways that help firm performance; (2) the extent to which employees contribute in a positive way to firm performance; and (3) the extent to which the subsidiary, compared with the parent company, has a highly motivated group of employees.

industry-based subjective measurement of financial results allows managers to take into account short-term firm objectives in the assessment of the financial results. While there are potential reporting biases in such measures, research has shown that self-reported subjective performance data are generally reliable (e.g., Dess & Robinson, 1984). Also, similar research has shown positive experiences with the use of subjective performance assessments (Delaney & Huselid, 1996; Youndt, Snell, Dean, & Lepack, 1996). Moreover, it has been shown that subjective measurements of firm performance correlate highly with objective measurements of firm performance (Geringer & Hebert, 1991). Our performance construct is composed of five items using five-point Likerttype scales measuring profitability, sales, service, operating efficiency, and quality relative to other firms in the same industry.

Control variables

 Home country: Home country is the country where the MNE is headquartered. Home country culture and institutions may affect the type and effectiveness of HRM practices used in the MNE’s subsidiaries. Home country dummy variables were included in the analysis for Finland, Germany, Japan, and Sweden. The USA is the excluded

base case, ensuring that the model is not overdetermined. 
 Subsidiary age: The number of years that a foreign corporation has operated in a host country (e.g., Russia, Finland, or the USA) may influence HRM outcomes and MNE subsidiary performance. Companies with more experience in the host country are likely to have gone through a learning process concerning how to operate in the host country, and a positive relationship may exist between firm experience and HRM outcomes as well as MNE subsidiary performance. Therefore the age of the subsidiary, measured as the number of years the subsidiary has been established, is included as a control variable. 
 Subsidiary size: Firm size was also controlled for, since larger firms may have more resources to devote to the business. The log of the number of employees in the subsidiary was taken so that a few extremely large firms would not affect the results disproportionately. Industry: The percentage of a subsidiary’s activity that occurred in manufacturing was included as an industry control. MNE international experience: Firms are

Dependent variable

 MNE subsidiary performance: This construct was measured using a subjective assessment of a MNE’s performance relative to other firms in the same industry. This approach was chosen for several reasons. First, our firms were all subsidiaries, and financial information about subsidiaries (as opposed to the entire MNE) is normally not publicly available, and is often not accurate because of transfer pricing. Second, the standards of accounting are not identical in different countries, making it impossible

to receive comparable financial information. Third, firms have varied objectives (e.g., gain market share, study the market, maximization of a short-term profit), which make it very difficult to conduct a meaningful comparison of short-term financial results of the firms. Conceptually, it is the firm’s ability to generate superior performance relative to its industry that is viewed as most relevant, rather than absolute measures of performance. The

Journal of International Business Studies

HRM practices and firm performance

Carl F Fey et al

704

likely to benefit from two types of experience: country-specific experience, and experience working in foreign countries in general. This measure focuses on the latter of these types of learning (subsidiary age captures country-specific experience). The logic is that, for example, if a company has experience starting subsidiaries in 20 different countries, during the 21st time through the process they can leverage their accumulated learning and thus be more effective. MNE international experience is operationalized as the number of subsidiaries the MNE has in different countries.

Statistical Method Our hypotheses may be summarized in three basic equations:
Employees ability ¼ Training þ Competence and performance appraisal þ Error ð1Þ Employees motivation ¼ Merit-based promotion þ Performance-based compensation þ Internal communication þ Error MNE subsidiary performance ¼ Employees ability þ Employees motivation þ Employees ability ÂEmployees motivation and behavior þ Error ð3Þ To estimate the paths between the constructs shown in Figure

1, and to test our hypotheses, we use a multivariate statistical technique known as partial least squares (PLS) (see Fornell & Bookstein (1982), for a complete description). PLS belongs to a family of statistical techniques called structural equation modeling that also includes the betterknown LISREL (Lohmoller, 1988). A key advantage of PLS over LISREL is that it works with much smaller sample sizes. Indeed, PLS is most appropriate when the assumptions of multivariate normality and interval scaled data do not hold, and sample sizes are small (Fornell & Bookstein, 1982). ð2Þ

While we could test our hypotheses using bivariate analysis, this would not be fully correct, given that the model in Figure 1 involves equations that are not totally independent and thus need to be estimated simultaneously. Another key advantage of PLS is that it simultaneously estimates (1) the path coefficients between the items and the constructs they are measuring and (2) the paths between the constructs. Two sets of linear equations, called the inner model and the outer model, define PLS models. The inner model specifies the relationships between unobserved variables called latent variables, and the outer model specifies the relationships between latent variables and their associated observed variables (called manifest variables). The PLS estimation procedure proceeds in two steps. In the first step latent variables are interactively estimated as a linear combination of their associated manifest variables (essentially, a series of OLS regressions are performed). In the second step the inner and outer model coefficients

are estimated in a noniterative manner. The path coefficients resulting from a PLS analysis are essentially standardized regression coefficients, and the item loadings on individual constructs are essentially factor loadings. Thus PLS results can be interpreted in a similar fashion to regression and factor analysis. It is advantageous to use PLS compared with regression analysis for two key reasons: (1) PLS estimates the individual item weightings based on a theoretical model rather than doing so in isolation; and (2) PLS considers all path coefficients simultaneously in order to facilitate the analysis of direct, indirect, and spurious relationships.

RESULTS It is traditional to present PLS results in two steps. First, the researcher ensures that the measures to operationalize the underlying constructs (measurement model) are valid and reliable. Once satisfied with the measurement model, the resulting inner model coefficients can be interpreted (the path coefficients between latent variables or constructs).
Validity and Reliability of Measures We assess the measurement model used here by looking at the reliability of individual items, the internal consistency between items expected to measure the same construct, and the discriminant validity between constructs. Individual item
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reliability was determined by examining the loadings of measures on their corresponding constructs. In all cases, individual factor loadings were greater than 0.6, with most being greater than 0.7, indicating

a high degree of individual item reliability. Internal consistency was assessed using a measure suggested by Fornell and Larcker (1981) that is similar to Cronbach’s alpha. Nunnally (1978) suggests that an internal consistency of 0.7 or greater is suggested as acceptable. The internal consistency values for all constructs in our study exceeded the 0.7 guideline, which indicates good internal consistency (see Table 2). Fornell and Larcker (1981) highlight the importance of evaluating the discriminant validity of the constructs used in the model. We did this assessment in two ways. First, the diagonal elements of the correlation matrix shown in Table 3 show the square root of the average variance extracted. Each diagonal element of the matrix should be greater than all other entries in the corresponding row and column of which the diagonal element is a part if discriminant validity is sufficient. Our results meet this requirement. Second, for good discriminant validity no item should load more highly on another construct than on the construct to which it is supposed to belong. Our results also meet this

requirement. Since our data fulfill both of these requirements, we can be confident that the discriminant validity of the constructs used in our model is more than adequate.

Table 2

Measurement model

Construct Training Appraisal Promotion Compensation Communication Ability Motivation Performance

Number of items 2 3 3 3 3 3 3 5

Internal consistency 0.940 0.810 0.860 0.790 0.850 0.910 0.860 0.930

Comparison with Alternative Models While we have shown theoretical justification above

for why we have chosen our particular model, one could of course envision slightly different models. As a result, in this section we try to show that other variations on our model (e.g., adding an additional path) would not significantly improve the statistical power of the model using the four-step procedure presented below developed by Saris, Stronkhorst, and Satorra (Saris & Stronkhorst, 1984; Satorra & Saris, 1985). Five alternative models were developed for analysis of statistical power. Each alternative model includes one additional path between one of the HRM practices and ability or motivation that was not included in the basic focal model. Table 4 provides a description of the different alternative models tested and the statistical power results. For example, in alternative model 1 an additional path was included between training and motivation. The results reveal that for all five alternative models the null hypothesis (that the difference between the basic and alternative model is non-significant) was rejected at least at the p¼0.05 level. In addition, the basic model was recognized as significant at the p¼0.05 level. As a result, we can say that our base model is at least as good as the alternative models. Hypothesis Testing We used the total database, including country dummies and country interaction terms, to estimate the differences in the effect of HRM practices across countries. Since the US was considered as the base case, we include country dummies and

Table 3

Correlations and discriminant validitya

Correlation between constructs Training Training Appraisal Promotion Compensation

Communication
a

Appraisal

Promotion

Compensation

Communication

0.884 0.205 0.188 0.242 0.207

0.591 0.254 0.374 0.237

0.683 0.287 0.313

0.567 0.182

0.650

The diagonal elements in this matrix show the square root of the average variance extracted.
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Table 4

Significance of including additional paths in the model

Number of alternative model 1 2 3 4 5

Added path

p–value

Significance of difference between basic and alternative model No No No No No

Training-Motivation Appraisal-Motivation Compensation-Ability Promotion-Ability Communication-Ability

0.26 0.19 0.54 0.37 0.41

Table 5

Partial least-square estimation

Variable Host country: Russia Home country: Finland Subsidiary size Subsidiary age Industry MNE international experience Home country: Finland Home country: Germany Home country: Japan Home country: Sweden Training RUS Â Training FIN Â Training Appraisal RUS Â Appraisal FIN Â Appraisal Promotion RUS Â Promotion FIN Â Promotion Compensation RUS Â Compensation FIN Â Compensation Communication RUS Â Communication FIN Â Communication Employees’ ability Employees’ motivation and behavior Interaction: Motivation Â Ability R2 Observations
w

Employees’ ability 0.001 0.000 À0.023 0.013 0.000 0.000 0.020 À0.214 À0.416* À0.063 0.101* 0.110** À0.013 0.194** À0.087w 0.102*

Employees’ motivation 0.000 À0.001 À0.074 0.001 0.000 0.000 À0.057 À0.007 À0.110 0.065

Firm performance À0.001 0.000 0.103 À0.016 0.003 0.014* À0.002 

0.113 À0.064 À0.045

0.061** 0.039 0.128** 0.074** 0.025w À0.007 0.430*** À0.124** 0.064* 0.087w 0.068* 0.201*** 0.17 226 0.29 226 0.16 226

po0.10; *po0.05; **po0.01; ***po0.001.

country interactions for only Russia and Finland so that the model is not overdetermined. All variables were standardized (mean¼0 and standard deviation¼1) before analysis. Table 5 shows the

results of the analysis of our conceptual model. Overall, the results indicate that the model worked well, with most hypothesized coefficients significant.
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Table 6

Summary of hypotheses and support received

Hypothesis H1. Employees’ abilities are positively related to firm performance. H2. Employee motivation is positively related to firm performance. H3. The interaction between employee ability and employee motivation is positively related to firm performance. H4. Competence/performance appraisal is positively related to employee abilities. H5. Training is positively related to employee abilities. H6. Performance-based compensation is positively related to employee motivation. H7. Merit-based promotion is positively related to employee motivation. H8. Internal communication is positively related to employee motivation. H9. Training is likely to have a greater positive effect on employee abilities in Russia than in the USA or Finland. H10. Compensation/performance appraisal is likely to have a greater positive effect on employee abilities in Finland and in the USA than in Russia. H11. Performance-based compensation

is likely to have a greater positive effect on employee motivation in Russia than in the USA or Finland. H12. Merit-based promotion is likely to have a greater positive effect on employee motivation in Finland than in Russia or the USA. H13. Internal communication is likely to have a greater effect on employee motivation in Finland than in the USA or Russia.

Support received Not supported at po0.05 Supported at po0.05 Supported at po0.001 Supported Supported Supported Supported Supported Supported at at at at at at po0.01 po0.05 po0.01 po0.01 po0.001 po0.01

Not supported at po0.05 Not supported at po0.05 Supported at po0.01 Supported at po0.05

The purpose of this study was to analyze the effect of HRM practices on MNE subsidiary performance, and to uncover whether and, if so, how these relationships differed in different countries. Table 6 presents the path coefficients for the model, and a summary of which hypotheses were supported and the significance level at which they received support. The empirical results provide evidence to support the majority (all but three) of the research hypotheses as shown in Table 6. Thus it is shown that differences in employee ability development, employee motivation, and performance between MNE subsidiaries can be partly explained by the types of HRM practice implemented. The three hypotheses that were not supported were: Hypothesis 1, that employees’ abilities are positively related to MNE subsidiary performance; Hypothesis 10, that compensation/performance appraisal is likely to have a greater positive effect on employee abilities in Finland and 

in the USA than in Russia; and Hypothesis 11, that performance-based compensation is likely to have a greater positive effect on employee motivation in Russia than in the USA and Finland. It is worth noting that while these hypotheses were not significant at the commonly accepted po0.05 level, they were at the po0.10 level. In the case of Hypothesis 1 the results are not particularly surprising, since the highly significant

interaction effect of ability and motivation is included in the model. Further, some reasonable explanations exist for the weaker results we obtained for Hypothesis 10 about appraisal. In this study we measure the extent to which an appraisal system is present in each company. It is beyond the scope of this study to get into the extent to which employees take part in appraisal systems without much thought or really embracing them because it is a system they should follow as opposed to being a system they really believe in and embrace. However, one could expect that in the latter case appraisal systems might be more effective. Further, it may be that employees who are newer to using appraisal systems may embrace them more seriously, since they are not tired of this tool yet. Thus the exuberance with which an appraisal system is embraced may introduce some noise into our results and be an explanation for our weaker results. It is somewhat surprising that Hypothesis 11, about how country differences in the way performance-based compensation affects motivation, was not supported. However, we must remember that we developed our hypotheses using institutional arguments and arguments

relating to only one key dimension of national culture – power distance. While, as was explained in the national culture section in detail, we chose to focus on power distance to be consistent, because it is the most
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used in past studies, and because HR professionals felt it was the dimension of national culture that had the greatest effect on HR practice effectiveness (Budhwar & Sparrow, 2002), it may well be that other dimensions of national culture also play an important role here and counteract the effects of power distance and are thus responsible for our observed results. While this study focuses primarily on the role of host country in affecting which HRM practices are most effective, some may also wonder what role the subsidiary’s home country plays in determining which HRM practices are most effective. We do control for home country to some degree by including the different home countries as dummy variables in our model, and none was significant. We also ran a separate mode where we included home country interactions with the various HR practices. None of the home country interactions was significant. Thus to preserve degrees of freedom, especially since none of the home country interactions was significant, we report only the model with host country interactions. Christensen and Gordon (1999) suggest that industry is an important contingency in the relationship between organizational culture and performance, resulting in what they call industry culture. However, other studies,

such as Fey and Denison (2003), have not found industry effects, and Phillips (1994) obtained inconsistent results. Likewise, studies investigating the relationship between HRM and MNE subsidiary performance have found inconsistent results in terms of the role of industry as an important contingency variable (Becker & Huselid, 1998). However, given the inconsistent results in previous studies, we explored possible industry effects by adding both six and 10 industry dummies to our regression models, and in both cases all industry dummies were non-significant. As a result, because of a need to preserve degrees of freedom in our model, we have included only one variable to capture industry – the percentage of manufacturing activity in which the firm engages.

DISCUSSION AND CONCLUSIONS This study makes several important contributions to the field of management research. First, it contributes to opening up the black box between HRM practices and MNE subsidiary performance. While there have been many calls to do this previously, most scholars have avoided tackling this problem, and instead focused on the direct

relationship between HRM practices and MNE subsidiary performance. With the help of theory and the structural equation modeling technique PLS, we show that there are important mediating variables (ability and motivation) that are useful to consider when trying to understand how HRM practices affect MNE subsidiary performance. We demonstrate that HRM practices are levers through which employee ability and motivation can be increased, and these practices in turn increase MNE subsidiary performance

in a sample composed of MNE subsidiaries located in different countries. Second, the study shows that neither motivation nor ability alone is enough to achieve maximum performance. We demonstrate that there is an interaction effect between motivation and ability. In other words, when a firm is able to create conditions where its employees are skilled and motivated, these conditions result in a positive effect on performance that is greater than the sum of the individual effects. In practice, this means that employees need to have both ability and motivation for a firm to achieve maximum performance. This result makes good intuitive sense. An unmotivated employee who has great abilities will not make much of a contribution to the firm. Likewise, an employee who is very motivated but has little ability will try hard but will not be capable of contributing much to the firm. This result helps explain why some studies of only the relationship between motivation and performance or only ability and performance have not always received strong support. Third, results uncover that different HRM practices are more important in different countries because of cultural and institutional differences. For example, communication is especially important for facilitating employee motivation in Finland, a country characterized by low power distance, but not as important in Russia, a country with high power distance and used to authoritarian leadership, where employees have little chance for input. The importance of communication in the US is some place in the middle. Training is most important in Russia, a country

where many people have been trained in areas other than those they are now working in because of the transition from communism to a market economy, and the need for a different distribution of jobs due to the economic transition. Hence institutional factors help shed light on why the effects of training on MNE subsidiary performance are greater in Russia than in the US or Finland (see Table 5 for other
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country differences). These specific results, as to which HRM practices work best in a given country, can be helpful to companies in designing their HRM systems. For theory, the important point is that cultural and institutional differences between countries result in different HRM practices being more effective in different countries. Our study also shows the important complementary roles that institutional and cultural theory can play in analyzing cross-national differences in work practices. Past studies investigating cross-national differences have used either cultural or institutional theory to frame their studies. This study shows that these two theories have complementary roles to play. As a result we encourage scholars to embrace the possibilities that both theoretical perspectives have to contribute. It is also important to emphasize that different HRM practices interacted differently with the host country. This result speaks for the importance of the analysis of multiple HRM practices rather than grouping all HRM practices together into a single highperformance HRM practices bundle

in the international context. There has been considerable debate about the importance of fit between the context in which a firm is operating and its HRM practices. Some scholars (e.g., Pfeffer, 1994) have suggested that a uniform set of best HRM practices may exist, while others (e.g., Huselid, 1995; Youndt et al., 1996) have suggested that, depending on context, different systems of HRM practices are optimal. However, most studies that have investigated this question empirically have focused only on a firm’s strategy when considering context (Dyer & Reeves, 1995; Guest, 1997). Our paper presents powerful evidence that context affects which HRM practices are most effective, and that the host country is an important part of the context that needs to be considered. Like all studies, this study has some limitations, which are important to keep in mind. The analysis is based on single respondents, although it would have been ideal to have multiple organizational respondents. The study is strengthened by having general managers and human resource managers as the respondents, the most appropriate respondents one could have for the questions asked in this study. Further, given resource limitations, the question was really whether we should get one respondent from 241 firms, two respondents from

120 firms, or 10 respondents from 24 firms. One can make cases for each of these approaches, with each study having a role as to what it contributes. However, considering our focus on comparisons across countries, we believe that our choice to maximize the number of firms represented is a defensible one. We 

must also acknowledge that the accuracy of judgment of the respondents is always a question in studies like ours, which was partly based on perceptual assessments. For many constructs (such as employee ability and motivation) it is difficult to develop objective measures, but we nonetheless urge scholars to supplement perceptual data with more objective data whenever possible. No study can investigate everything, and thus it was not possible for this study to include all possible contingencies that may influence which HRM practices are most effective. Thus future studies are urged to investigate the role of organizational culture (Den Hartog & Verburg, 2004) and firm strategy in the HRM–performance relationship. It is also unfortunate that we do not have time series data, since this type of data is needed to truly address issues of causality. Hopefully future studies can move in this direction. With the above limitations acknowledged, we are confident that this study makes an important contribution to opening up the black box between HRM and MNE subsidiary performance, and to understanding how the relationship between HRM practices and MNE subsidiary performance varies across different countries.
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NOTES In another review of empirical studies on HRM and firm performance, Boselie et al. (2005) found that employee training, involvement in decision-making,

reward and compensation, and communication and information sharing were the most commonly studied HRM practices.
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