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Abstract

Corporate Governance (CG) is concerned with the direction and control of
the corporation (Supangco, 2006). This paper has reviewed related literature
to indicate how modern corporations organize their relations with
stakeholders along with issues of ownership and control within the firm. It
has revealed the impacts of CG on the effectiveness of Human Resource
Management (HRM) practices in achieving the productive objectives to
which they have been set. The paper found that the national-level system of
finance and CG also have an influence on labor management within the
firm because of the relative importance national systems assign to such
things as labor interests, time frames, strategy types, financial measures of
performance, the use of market- based instruments to secure commitment
and the extent of employer co- ordination. It has also discussed the linkage
between forms of CG and labor management along with the relative
importance of HRM in relation to CG and organizational performance.
This paper has recognized how agency theory, stewardship theory,
stakeholder theory are dominating the rise of governance in modern
corporations in recent times along with institutional theory and resource
based theory of the firm. Last but not the least, the paper emphasized on
the relationship between CG and HRM after the problems of Enron and
recent financial scandals such as “Madoff Affair”. In a nutshell, the present
paper argues that the most appropriate strategy in HRM research is to
acknowledge the importance of both, internal firm resources and external
features of the business environment, thus, drawing on the connection with

CG.
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Introduction

Without good staff and innovative governance, Corporate Governance
(CG) is a rather empty concept. This is no less true of the public sector than
it is of the private sector, since innovation plays a key role in creating
‘enterprising public services’ that produce public value as well as client
satisfaction (Moore & Hartley, 2008). The study of CG has grown rapidly
during the last decade, stimulated by the crises associated with Enron and
other corporate scandals like “Madoff affair”. More recently, the economic
recession among major world economies, associated with the high risk
lending in America to sub-prime borrowers, the subsequent collapse of
credit and the demise of some of the world’s largest financial institutions,
have brought CG even further up the agenda of businesses, regulatory
authorities and business school academics (Martin & McGoldrick, 2009).
Governance, particularly of the major financial institutions, has become an
everyday news item and the focus of contemporary history books
(Ferguson, 2008; Peston, 2008).

CG describes how modern corporations organize their relations
with stakeholders. In doing so, it is essentially concerned with issues of
ownership and control within the firm (Berle & Means, 1932). CG
therefore, impacts the effectiveness of HRM practices in achieving the
productive objectives to which they have been set. Because the dispersion
of responsibility for production, process improvement and innovation has
been shown to significantly improve organizational performance through
the cooperation of stakeholders in the productive process and their
voluntary contribution of skills, experience and commitment to meet
organizational objectives, CG plays a central role in the ability of firms to
perform effectively over the long term (Black & Lynch, 1997; Huselid,
1995; Ichniowski et al., 1996; Pfetfer, 1998). Thus, conceived of in this way,
it is has major implications for employees and how Human Resource
Management (HRM) is practiced (Konzelmanet al, 2000).

HRM and Otrganizational Commitment

With growing recognition of the increasing returns to greater
worker involvement in the planning and execution of work, as well as
to worker self-regulation and a more democratic style of management,
HRM has become an increasingly important component of organizational
strategy (Appelbaum & Batt, 1994; Blyton & Turnbull, 1992; Guest, 1987).
The widespread adoption of HRM testifies to a shift in labor management
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practice ‘from coetrcion to the attempted production of self-regulated
individuals’ (Hollway, 1991). The field of HRM has evolved substantially
during the past 90-100 years (Wright & Boswell, 2002).

With the intensification of competitive pressures, interest in better
understanding and developing sources of sustainable competitive advantage
has grown in recent years; and firms are placing changeable degrees of
emphasis on strategic competencies in the form of intangible factors such
as technological position, innovation, organizational design and HRM,
depending upon the strategic orientation they adopt (Conant et al., 1990).
In assessing the contribution these might make both to competitiveness and
organizational performance, significant research attention has been focused
on explaining the performance impacts associated with HR systems,
typically referred to as ‘High Performance Work Systems’” (HPWS) (Wright
& Boswell, 2002).

Insight into the interrelationship between systems of governance
and systems of employment can also be found in the work of Gospel and
Pendleton (2003), who, for example, argue that the incentives and
governance structures found in the Anglo-American shareholder-based
model force managers during hard times to shed labor and avoid
investments that have uncertain returns, such as training (Konzelmann et
al,, 2006). Although the assumption is usually made that the firm’s primary
objective is profit maximization, Gospel and Pendleton (2003) found that
whereas institutional investors may prioritize short term profits, shareholder
value and liquidity, family owners are more likely to consider long-term
organizational viability, control and private benefits to be the more
important objectives. The key equity holders in an organization are
therefore important in shaping HR practices because of the pressure that
different classes of investors are able to exert on management and the
influence this will have on the way that work is organized and labor is
managed (Konzelmann et al., 20006).

The national-level system of finance and CG also have an influence
on labor management within the firm because of the relative importance
national systems assign to such things as labor interests, time frames,
strategy types, financial measures of performance, the use of market- based
instruments to secure commitment and the extent of employer co-
ordination (Gospel & Pendleton, 2005; Konzelmann et al., 2006). In liberal
market-based systems like the US and UK, for example, managers are
required to pursue shareholder interests above those of labor, which often
forces them to break implicit (psychological) contracts with labor in the
interest of short-term shareholder value. Hall and Soskice (2001), too,
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suggest that intensified pressure from investors has shifted the balance
against labor in managerial decision- making because of weaker statutory
protection for labot.

There is evidence that corporate governance and HRM systems are
inter-related at the national level, there are also inter-relationships between
finance, governance and HRM within these systems. For example, some
large listed firms in the UK (such as pharmaceutical companies) have stable
and active relationships with investors and at the same time are committed
to employment security, career opportunities and human capital
development (Konzelmann et al., 2006). The extent to which managerial
discretion is constrained and influenced by investor pressures is likely to be
a function of the identity and activities of shareholders and managers
(Gospel & Pendleton, 2003).

Importance of CG relating HRM Issues in Organizational
Performance

The importance of HRM in gaining competitive advantage has been long
recognized (Tichy et al., 1982; Schuler & Jackson, 1987). Such importance is
enhanced to the extent that HR practices are successful in developing
organizational capabilities that enable an organization to adapt to a
changing environment (Youndt et al., 1996). These practices provide the
infrastructure necessary for the organization to create value (Becker et al.,
1997). Some authors argue that the HR function must be involved not only
in strategy implementation but also, more importantly, in strategy
formulation (Tichy et al., 1982; Schuler, 1990).

However, it appears that focusing HR’s involvement in strategy
formulation and its implementation is not enough for the organization to
create value and sustain its competitive advantage (Supangco, 2000).
Apparently, it cannot be assumed undeniably that managers possess the
vision and managerial skills to lead the organization even as they discharge
their duties with discipline and without external control, still taking into
consideration the concerns of the different stakeholders (Collis &
Montgomery, 1998). HR’s involvement in strategy formulation enhances
the alignment of HR practices with the organization’s strategy; this
argument may be extended to the organization’s CG objectives (Buyens &
De Vos, 2001). There is, thus, a need to take a step backward and look at
CG.
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Having conferred the evidence for hypothesizing the connections between
forms of CG and labor management, we now consider the relative
importance of HRM in relation to CG and organization performance. The
idea that an organization’s Human Resources (HRs) are of critical strategic
importance and that the skills, behaviors and interactions of employees
have the potential to provide both the foundation of strategy and the means
for strategy implementation, has led to the emergence of ‘strategic’ HRM
(SHRM) (Dyer & Kochan, 1995; Lundy, 1994; Schuler et al., 1993; Truss &
Grattan, 1994). Strategic HRM is not merely a subset of HRM or
traditional HRM tagged with the word ‘strategic.” According to Beardwell,
Holden and Claydon (2004) SHRM is differentiated from HRM in a
number of ways, primarily related to movement away from a micro-
perspective on individual HR functions in the direction of a more macro-
perspective (Wright & Boswell, 2002), with an emphasis on vertical
integration (Guest, 1987) and horizontal integration (MacDuffie, 1995).
This strategic orientation has important implications for the inter-
relationship between HRM and governance (Konzelmann et al., 2000).

Most models of SHRM highlight the importance of ‘flexibility” and
‘fit.” ‘Flexibility” represents the organization’s capability of recognizing and
adapting to changes in environmental pressures, opportunities and
constraints (Snell et al., 1996). The concept of ‘fit’ assumes that meticulous
types of business strategy are best supported by meticulous sets of
employee behaviors and attitudes, which themselves are produced by
meticulous ‘bundles’ of HRM approaches and policies (Capelli & Singh,
1992). ‘Fit’ has both vertical and horizontal proportions, where vertical fit
involves alignment of HRM practices with the firm’s strategic business
approach (Schuler & Jackson, 1987) and horizontal fit involves consistency
within bundles of HRM practices (Baird & Meshoulam, 1988). There are
however conflicting views as to the meaning of strategic HRM and a
number of approaches adopted from which to explore HRM which this
paper does not allow us to go into; but from the point of view of this paper
what is important is that strategic HRM is about enhanced organizational
performance, whether this is in the ‘hard’ sense through cost reduction and
efficiency driven practices, or through ‘soft’ high commitment and
involvement-driven value added practices, and the decision about which
model to adopt or which mix of models is likely to be driven by the form of
governance of the organization and the business strategy adopted
(Konzelmann et al., 20006).

It is essential to note that hard and soft models of HRM are not
inevitably opposing or mutually exclusive; rather they form parts of a whole
HRM strategy that may be more heavily subjective by aspects of one or the
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other. Regardless of the relative emphasis on hard and soft approaches,
models of HRM assign central importance to commitment to the objectives
of the organization (Guest, 1987; Legge, 1995; Walton, 1985), where
commitment implies ‘dentification with the goals and values of the
organization, a desire to belong to the organization and a willingness to
display effort on behalf of the organization’” (Mowday et al., 1982; Guest,
1987).  Organizational commitment is important because it is seen to
motivate workers to work harder and go ‘beyond contract;’ to self-monitor
and control, eliminating the need for supervisory and inspection personnel;
to persist with the organization, thereby increasing the returns to
investments in selection, training and development; and to avoid collective
activities that might lower the quality and quantity of individual
contributions to the organization (Guest, 1987).

The objective of HRM is therefore to create a satisfying work
environment while also rewarding the development of skills and creativity,
thereby gaining competitive advantage (Handel & Gittlemann, 2004). The
benefits are claimed to enlarge to both the organization and the individuals
working for it. However, how and to whom the benefits enlarge has been a
source of considerable debate. There is evidence to suggest that high
performance work systems may bring benefits to the organization and its
shareholders but not necessarily to employees. In fact, many studies show
that these work systems disadvantage employees because ‘performance
gains from new management practices [give| rise instead [to] work
intensification, offloading of task controls, and increased job strain’
(Ramsay et al.; 2000). In this, CG may be a key contributing factor.

Operationalizing the analysis of CG and HRM

As a result of radical changes in employment legislation during the
1980s, it is arguable that UK managers are no longer constrained to a
significant degree by regulative pressures or labor unions
(Gooderham et al.; 1999). They are therefore free to adopt a mix of
calculative and collaborative HR  practices with different
configurations and emphases relating to the form of CG. Various
attempts have been made to identify ‘best practices,” ‘high
commitment work practices’ or ‘high performance work systems’
(Becker & Gerhart, 1996). In this study, those contributing to
organizational performance that might be related to CG include
information sharing and consultation (Huselid, 1995; Pfeffer, 1998),
incentive systems (Arthur, 1994; Huselid, 1995; MacDuffie, 1995;
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Delery& Doty, 1996; Pfeffer, 1998), training (Arthur, 1994; Huselid,
1995; MacDuffie, 1995; Pfeffer, 1998), organization of work
including job design and working in teams (Arthur, 1994; MacDuffie,
1995; Pfeffer, 1998). Items relating to managerial commitment to
HRM are included because the level of managerial commitment is
influenced by form of CG and the degree to which managers are
forced to prioritize the interests of others ahead of employees.

Guest et al. (2000)found that HR practices were still not
embedded in most workplaces with few organizations having in place
a coherent range of practices of the sort that would be associated
with ‘high commitment’ or ‘high performance’ HRM (Marchington &
Wilkinson, 2002). But it has not been shown whether the practices
that are utilized have a relationship with the organization’s system of
CG. In examining the relationship between CG and HRM, it is also
important to understand the meaning of performance and how it is
measured. Many attempts have been made to identify a linkage
between HRM and organizational performance; but these have
largely been based on the common sense that improving the way
people work and are managed leads to improved performance (Truss,
2001). One such attempt was made by Guest (1997), who sought to
explain the intermediary linkage between HRM practices and HR
outcomes such as productivity, organizational commitment and job
satisfaction. His model proposed that high performance at the
individual level (which ostensibly leads to improved performance at
the organizational level) depends upon high motivation, possession
of the necessary skills and abilities and an appropriate role and
understanding of that role.

The Rise of Governance as an Issue in Modern Corporations

According to Clarke (2004; 2007) three theories of CG stand out: agency
theory, stewardship theory and stakeholder theory. While the first of these,
sometimes in a revised form, has dominated the agenda in recent times, the
global financial crisis, which began in 2006/7 has brought the other two
back into prominence as theories of regulating corporations to protect the
wealth of stakeholders, especially where governments have had to increase
the public’s stake through taxpayer contributions. Apart from these three
theories, in this paper we will discuss on institutional theory and resource
based theory of the firm.
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Stewardship theory argues that managers are stewards and act in the
principals’ best interest (Donaldson & Davis, 1991). It assumes pro-
organizational and collectivistic behavior of the manager (Davis et al,
1997). Such an assumption implies a governance structure that facilitates
and empowers the manager as a steward. On the other hand, agency theory
assumes self-interested behavior, bounded rationality, and risk aversion on
the part of the manager (Eisenhardt, 1989). Two problems can occur in
agency relationship: agency problem resulting from divergence of goals of
the principal and agent and the difficulty or cost implications of monitoring
agent behavior; and risk sharing problem arising from diverging risk
preferences (Supangco, 2000). The implication of this theory is to engage in
incentives that align agent and principal interests and in monitoring
activities of the agent.

Stewardship theory and its progenitor, stakeholder theory, seek to
explain how governance works in practice and how it should work in the
future. As we have seen, agency theory proposes a self-interested model of
management and in-built conflict with shareholders; stewardship theory
proposes no such conflict of interests because good managers by dint of
both will and skill are deemed to be naturally inclined to act in the interests
of shareholders since their interests, and those of other stakeholders in the
firm, are broadly similar and contingent on the long-term wealth creation of
the organization.

According to the stakeholder theory view, firms are not merely
bundles of assets that belong to sharcholders, nor can they be in a modern
world when the key assets are largely intangible and under the control of
knowledgeable employees (Kay, 2004). Instead, governance structures and
the work of senior managers are aimed at maximizing the total wealth of
the organization for the benefits of those inside it that contribute firm-
specific assets, 1l.e. their knowledge and skills, as well as those outside it.
This theory fits in well with the assumptions of reputation management,
which recognizes the importance of constituencies including customers,
suppliers, employees, business partners, government, the press, investors
and, increasingly, society at large. Like stewardship theory, this approach is
closer to the models of governance found in continental Europe and Asia-
Pacific countries than the Anglo- Saxon external focus on shareholder value
model assumed by agency theory. It is also more consistent with insider
control and newer forms of organizations discussed under stewardship
theories that are a feature of continental Europe and Asia-Pacific.

There is a growing recognition of the role of institutions in HR
practices. It was noted that some HR practices are adopted not necessarily
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for reasons of efficiency or impact on the bottom line (Martell & Carroll,
1995). The weak to moderate support for the positive relationship between
HR involvement in strategy formulation and various measures of
performance (Martell & Carroll, 1995; Bennett et al.,, 1998; Wright et al,,
1998) seems to reinforce the idea that practices are continued to be adopted
regardless of their impact on performance. Indeed, Huselid et al. (1997)
found indications of institutionalization of HR practices through the
moderate correlation between perceived strategic and technical HRM
effectiveness, and concluded that technical HRM activities have become
ineffective in gaining competitive advantage. This paper looks particularly at
the coercive pressures. Publicly-listed corporations are strictly monitored to
comply with rules established by the government. Moreover, because
ownership of these organizations is open to anyone willing and able to buy
their stocks, they invite attention from media, analysts, government, and
other actors in the network. This increases their need to engage in actions
considered legitimate (Oliver, 1991). A similar argument may be extended
to multinational corporations. Because of their global presence, they attract
attention from media, government, and other actors (Supangco, 20006). In
addition, MNCs wanting to expand authenticity in the local market
experience the pressure to engage in actions considered reasonable.

Institutional theory argues that an organization operates in a
network of social relationships. It is thus important that for an organization
to gain legitimacy, it is accepted by actors in its network (DiMaggio &
Powell, 1983). The significance placed on legitimacy lies in its potential to
increase an organization’s chances for survival. Because organizations
operate in social networks, there is a tendency towards isomorphism —
organizations resembling each other. Such increases legitimacy (Deephouse,
1996; Di Maggio & Powell, 1983). There are different ways in which
institutional pressures present themselves — coercive, mimetic, and
normative forces (Di Maggio & Powell, 1983). Government regulations or
cultural expectations constitute coercive forces. Compliance to government
rules or conformity to cultural norms impacts on organizations such that
they become isomorphic to one another (Supangco, 2006). On the other
hand, mimetic pressures are introduced by uncertainty. Under conditions of
extreme uncertainty organizations mimic the practices of organizations that
are successful in their network. Moreover, normative pressures evolve from
the diffusion of practices coming from professional networks.
Professionalism, and training received from universities also introduce
normative pressures (Di Maggio & Powell, 1983).

Moreover, the resource-based view of the firm advances that firm
resources — physical, human, and organizational capital — that are unique
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and difficult to imitate can be sources of competitive advantage (Batrney,
1991). Organizations gain competitive advantage when they develop
strategies and practices idiosyncratic to the organization and where
competitors are unable to reap the benefits even as they replicate such
strategies and practices (Supangco, 2006). However, to gain sustained
advantage, the organization’s resource must be such that it is of value and
without substitutes, rare, and imperfectly imitable (Barney, 1991). The
quality of implementation of policies and practices supporting CG can be a
complex process. It becomes embedded in the organization’s social
structure, which facilitates the development of policies and practices
idiosyncratic to the firm making it a source of competitive advantage.

The concern for CG has become critical with the threat of agency
problems, which arise when managers are not the owners of the
corporation. Agency problems occur because the manager has more
information than the owners or shareholders about his characteristics and
the decisions and actions he pursues, that it becomes convenient for him to
act in his own interests at the expense of the shareholders (Fama & Jensen,
1983). Fama and Jensen (1983) suggested that control (ratifying and
monitoring) of decisions be separated from its management (initiation and
implementation) to mitigate agency problem. This is reflected in the
structure of modern corporations where the board of directors, which
represents the shareholders, provides checks and balances on corporate
executives. On the other hand, judicious use of incentives, including
consideration of risk, may enhance the alighment of interests (Beatty &
Zajac, 1994; Zajac & Westphal, 1994). Undoubtedly, we can say that
monitoring and incentives involve human concerns. However, the essence
of sound governance is that employees emulate the actions of the corporate
governors and, hence, develop a culture cognizant of the requirements and
consequences of sound CG (Supangco, 2000).

Agency theory was the response of neoclassical economists to the
question of controlling senior managers and executive boards in positing a
contractual view of the firm (Martin & McGoldrick, 2009). Agency theorists
pointed to a legal and symbolic contract between owners (the financiers of
the business and thus the principals) and senior managers (their agents).
Managers raised funds from financiers to operate the business; financiers, in
turn, needed managers to generate returns on their investments. In essence
the contract that ensued specified what managers would do with the funds
and what the division of returns would be between the principals and
agents. The main problem laid in the unforeseeable future incidents, leaving
open the question of residual control rights - the rights to make decisions
not foreseen by the contract. In reality, many neoclassical economists
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claimed that managers had significant control over these residual rights and
could exercise great diplomacy over how to allocate funds. So, agency
theory concerned itself with the central problem of how to confine
managers from misallocating funds and acting in their own interests rather
than those of the principal (Roberts, 2004; Khurana, 2002; Martin &
McGoldrick, 2009).

Such thinking, especially following the global financial crisis in
recent times, has been especially controversial among many politicians,
academics, lawyers and some business people, leading to alternative theories
of CG and the principles of which to run organizations in which the public
has such obvious interests in ensuring they act responsibly and prudently.
In summary, governance mechanisms include goals and strategies that
provide framework for employee action, and behavioral control practices
that provide the necessary tools to monitor and control behavior.

Is there a possibility of merging?

The success of the US economy during the 1990s, coupled with problems
in Asia and continental Europe during the same period, provided a great
impulse for outsider, Anglo-Saxon market-based sharcholder value models
of governance, and the assumptions underpinning those (Martin &
McGoldrick, 2009). In countries such as Germany, Sweden and France,
there were fervent calls by certain sections of the business and financial
community and supporting political parties to embrace shareholder value
principles and to liberate themselves of stakeholder constraints. However,
as we are all aware, the problems of Enron and recent financial scandals
such as the ‘Madoff affair’, ‘Dynegy’, ‘Schlecker’ have brought about a re-
think over models of governance among American and British companies
and attempts by the OECD to set world standards on corporate disclosure
and governance.

One solution proposed by financial economists and lawyers who
remain wedded to the core principals and benefits of agency theory is an
enlightened shareholder value model, balancing the interests of investors
with those of other stakeholders to ensure that the long-term interests of
shareholders are achieved (Martin & McGoldrick, 2009). However, as
Clarke (2004) and others point out, the ‘sharpest skirmish’ has been over
the idea of shareholder value in any form following the scandals of Enron
and other examples of corporate malfeasance (Gordon, 2004).
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Given these examples of the system breaking down, (Coffee, 2004;
Ferguson, 2008; Kay, 2004) critics believed the ability of directors to
monitor executive behavior and the temptations of making enormous gains
by cashing in the huge stock options that form the basis of many executive
pay packets have created an unworkable system (Bebchuk & Fried, 2003;
Gordon, 2004). Moreover, as recent work by Tervio (2008) has indicated,
the money invested by large organizations in attracting celebrity CEOs has
not paid off in market returns relative to less ‘talented’ ones.

The Relationship between Corporate Governance and HRM in
Post-Merger Integration Processes

Two broad visions of CG co-exist: the shareholder and the stakeholder
view. Tirole (2001) describes the essence of CG from a shareholder view as
how to make sure that managers, who decide for the benefit of
shareholders, internalize the external effects of their decisions in the welfare
of shareholders. In the same layer, Shleifer and Vishny (1997) define it as
the protection of the interests of shareholders as residual applicants and the
mechanisms for this purpose. O’Donovan (2003), by disparity, describes
CG from a stakeholder perspective as a system of structuring, operating and
controlling a firm with a view to achieve long-term strategic goals to satisfy
shareholders, employees, customers, creditors and suppliers, and complying
with the legal and regulatory requirements, apart from meeting
environmental and local community needs.

Though long dominant in the literature, the shareholder view is
increasingly on the retreat. While some scholars maintain that no major
change is needed in its conception of CG (Holmstom & Kaplan, 2001), for
many critics the need for change has become urgent following scandals in
large public corporations, which went too far in their pursuit of share value
maximization (Fumas, 2006). The focus of the firm, they argue, must shift
towards more balanced objectives, corporate social responsibility and
ethical behavior (Matten & Crane, 2005). Others see a more fundamental
economic reason, the shift from physical capital to knowledge as the critical
resource for wealth creation (Rajan & Zingales, 2000; Zingales, 2000). This
corresponds with a shift from blue-collar to white-collar and from
manufacturing and extractive to service sector activity in developed
economies. Thus, the shareholder view was useful when the priority was to
accumulate physical resources, but a positive, normative and instrumental
analysis of the modern firm requires a theory adequate for the new reality
(Fumas, 20006).



Role of Human Resource Management in Corporate Governance: 33
A Critical Literature Review

A key issue to firms engaged in these processes is to shape employees’
identification and sense of involvement across national borders (Sparrow et
al., 2004). To this end, patrtnership employee relations are being built and
managerial skills profiled internationally, challenging some national
education systems. This corresponds with the trends toward regional
institutionalization and global formation of like-minded cadres discussed in
the globalization literature (Rugman & Verbeke, 1998, 2005). However,
most of the eatly international HRM literature saw a focus on expatriates
(Ivancevich, 1969; Torbiorn, 1982; Mendenhall & Oddou, 1985), rather
than on this key issue. Kochan et al. (1992), thus, criticize the field for its
narrow preoccupation with the functional activities of HR managers and
lack of appropriate theoretical structures, arguing that international HRM
should be built around a broader set of issues. More recent works subscribe
to this broader view, explicitly including employee relations (Tayeb, 2005).
It is noteworthy; however, that few attempts have been made to apply
insights from the expatriate literature to these broader issues. At least two
applications would be thinkable in the realm of employee relations.
Expatriates, usually in senior positions, spread the acquiring corporations’
culture and management style in acquired companies. On the one hand,
expatriate managers can, thus, practice and spread home-country ideas of
employee involvement in CG. On the other, senior employee
representatives can perform the same function among their acquired-
company peers.

Meanwhile, the theoretical models developed explicitly to explain
the broader issues in international HRM, can generally be divided into those
that imagine convergence towards one set of assumed best practices and
those that do not. The first approach assumes that there is a direct
relationship between particular HR practices and firm performance (Becker
et al.,, 1997), and one best way to organize labor (Williamson, 1985). It goes
back to the first half of the 20th century when management theorists
attempted to establish universal best practices of work organization across
business systems (Taylor, 1911; Urwick, 1943; Mooney, 1947; Fayol, 1949).
Thus, firms pursuing similar strategies are assumed to converge toward
similar organizational structures (Chandler, 1962), and HRM practices flow
from the need to accommodate those structures. More recent work has
found that bundles of mutually supportive HRM practices are more
effective than individual practices in isolation (Arthur, 1994; Pfeffer, 1994;
Huselid, 1995). Despite solid empirical footing, their findings in what
constitutes bundles of best practices vary significantly. Among the few
common issues are employee empowerment and participative solutions
(Youndt et al. 1996).



34 AIUB Journal of Business and Economics, Volume 12, Number 1, Nov 2015

The second approach instead holds that any quest for one best way must be
tutile, since corporate strategy cannot be analyzed in isolation from the
business environment (Dacin et al. 1999) and differences in the social
context result in different HRM strategies (Doremus et al. 1999).
Performance criteria, at any point in time, are socially rather than
economically or technologically selected (Maurice et al. 1986). Thus, firms
in different business systems are exposed to different social influences,
which circumscribe the resources they can acquire and deploy. The primary
determinant of success then becomes managing the social context of their
resources and capabilities (Oliver, 1997). Hendry and Pettigrew (1992)
argue that HRM processes cannot be explained solely through an internal
focus on the resources of a firm, but are also driven by factors in the in the
firm network and environment. Wright and McMahan (1992) further hold
that strategic determinants of HRM practices co-exist with non-strategic
determinants, which arise as a result of social pressures exerted on the
organization from external as well as internal sources.

With Foss (1996), the present paper argues that the most
appropriate strategy in HRM research is to acknowledge the importance of
both, internal firm resources and external features of the business
environment, thus, drawing on the nexus with CG. This notion has been
affirmed by a number of important contributions to the field, which are
reviewed in due course. Hendry and Pettigrew (1992) find that firms pursue
different HRM policies to achieve the same results, as a number of linkages
between the external environmental and the internal organizational context
determine the content of HRM. Amit and Belcourt (1999) explain HRM
processes as dynamic routines by which firms motivate, socialize and
evaluate their staff, and which are transferred and institutionalized
throughout an organization. Drawing on past experience, these processes
are continuously refined so as to meet changing internal and external
demands. Brewster (1995) shows how the HRM strategies of European-
based firms are both, constrained and facilitated by formal and informal
institutions in the area of employee relations. While criticizing the best-
practice approach for its treatment of employees as an expense rather than
the only resource capable of turning inanimate factors of production into
wealth, they stress the centrality of employee involvement in creating a pro-
active spirit of trust and collaboration. Following a thorough theoretical
review of the nexus between CG and HRM, this paper undertakes the
construction of an explanatory model, consistent with process-oriented
approaches to management research (Pettigrew, 1990). Drawing on the
important work by Hedlund (1986), the model secks to explain how
relationship management with the important stakeholder group of
employees in post-merger integration (PMI) processes can be successful.
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Recognizing that successful stakeholder management in PMI is strongly
dependent on the management of knowledge flows and cognitive change
(Vermeulen & Barkema, 2001), the model employs Martin and Salomon'‘s
(2003) concept of “knowledge transfer capacity”. The concept is used to
account for knowledge transfer through the HR practice of employee
involvement in CG as well as for the transfer of the practice itself where it
may not pre- exist.

Conclusion

CG requirements can often be satisfied when it comes to the letter of the
law, but the spirit of the law is another matter altogether. Much has been
said and written about cultural change of late. After the CG disasters of
companies such as HIH and Enron, a strong correlation was found
between a failure to embrace the spirit of CG and deep-seated
organizational culture problems.

It is widely accepted that CEO and executive behavior, attitudes
and values determine organizational culture — no matter how many mission
or value statements HR plasters on the walls. If we mention cultural change
to the leaders of such organizations, we will be met with blank stares,
folded arms or rolling eyes. This resistance to change is probably the biggest
gap in an organization’s CG armor. CG is an issue that covers an entire
organization, but without a supportive executive, HR will most likely be
unimportant.

HR leaders need to ‘step up to the plate’ in thinking in governance
terms and in understanding the links among the different forms of
governance, especially if they are to become effective members of Boards.
HR has a critical role to play in working on board development and
performance management, and in helping develop more effective leadership
branding in organizations.

Corporate strategy and its various elements such as mission and
corporate values statements provide framework for employee actions
including those supportive of CG. It enhances organizational performance
to the extent that it reduces the uncertainty and ambiguity that are part of
strategic decisions (Wilkins & Ouchi, 1983).
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