


Chapter V

Transnational corporations and
human resource development

Introduction

Human resource development is central to economic growth and development. Although
its precise contribution is difficult to measure, human capital created through investments in
education and the development of skills emerges as one of the most significant determinants in
studies of economic growth (Schultz, 1980; Barro, 1991), High levels of education, the most
important element in human resource development, lead to high productivity through improve-
ments in the ability to adopt sophisticated technology and efficient organization structures.
Education also shapes values, attitudes and behavioural patterns which are instrumental in
influencing the pace and form of social and economic development. Not surprisingly, the most
rapidly growing economies have made considerable investments in education. For example,
between the 1950s and the 1980s, the share of education in government expenditure in the
Republic of Korea rose from 2.5 per cent to 22 per cent; in fact, the latter represented only one-third
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of total educational expenditure when private spending was included. Between 1945 and 1986,
enrolment in tertiary education in the Republic of Korea rose by 150 times (Tan, 1992, p. 52).

Human resource development is a principal determinant not only of economic develop-
ment, but also of international competitiveness (Porter, 1990). Investment in human capital
represents a major form of created assets — assets created from natural resources, particular
climatic conditions and the stock of (untrained) labour — as well as a means to create other assets.
Such assets, tangible (e.g., plant and equipment) or intangible (e.g., technological and organiza-
tional know-how) offer a more sustainable basis for competing because they are more difficult for
competitors to imitate. The very creation of such assets contributes positive externalities in the
form of a growing pool of ideas, information and creative personnel, offering the potential for
ongoing innovation and upgrading.

Building up a stock of human capital generating development and increasing competitive-
ness may require more than simply public investment in education. National education systems
focus on the provision of general training that has applicability in more than one activity or
industry. Industry-specific or specialist training has more limited applications, but is fundamen-
tal to the creation of a sustainable competitive advantage. The development of such skills is also
riskier and may require funding from the private sector. Private sector organizations have closer
links to the market and are in a better position to judge priorities in skill formation. This suggests
that private enterprises, including TNCs, have an important complementary role to play in the
provision of education and training,.

The relationships between TNCs, globalization and the growing significance of created
assets are important. The present trend in technological innovation is towards increasing the
international mobility of created assets that are the basis of competitive advantage. This shows
itself as generic advances in communications and transportation and in the continuing miniatur-
ization of intermediate and final goods. These trends increase the potential for the globalization
of business. At the same time, TNCs provide a major vehicle for the international exchange of
created assets, many of which are intangible. Their proprietary investments in technology and
skill development create a large pool of such assets. The difficulties of trading knowledge-based
assets at arm’s length mean that, in many cases, internal transactions within a corporate network
may be achieved at a relatively lower cost. On the other hand, the rising cost of creating and
upgrading resources is reflected in a variety of new TNC operating forms, a shift towards greater
functional integration within TNCs, the growing regional integration of markets and the shift by
government towards market-oriented policies. In sum, these developments highlight the role of
created assets in determining both corporate competitive advantage and, increasingly, locational
advantage.

The management of production activities within TNC networks implies the possibility of a
mutually beneficial relationship between globalization, upgrading of competitive advantage and
human resource development. This potential interaction is explored in this chapter. The
discussion focuses on two principal issues. The first is the contribution that TNCs can make to
human resource development, particularly within developing nations. The second issue is the
role that the level of human resource development plays in the location decisions of TNCs.
Increasingly, it is the quality — rather than simply the cost of labour resources — that influences
location decisions. The interaction between these two considerations has major implications for
the design of policy and for the encouragement of cooperative relationships between TNCs and
national governments in fostering human resource development.
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A. The role of transnational corporations in human resource development

In the course of their production activities and the formation of sophisticated assets
necessary for maintaining and exploiting their competitive advantages, TNCs have a significant
direct effect on human resource development through the provision of employment opportunities
for skilled labour, the provision of additional training opportunities and the creation of incentives
for employees to augment their skills. They also provide opportunities for informal learning
through contacts with experts and through the creation of a business culture conducive to
economic growth and development. Industries in which TNCs are active, both in manufacturing
and services, are characterized by a marked reliance upon highly skilled labour. Inaddition, TNCs
may be involved in the provision of formal or general education, directly as transnational
educational service providers or indirectly through support of and collaboration with national
educational institutions. Transnational corporations also have important indirect effects on
human resource development, through their impact on educational investments by potential
employees, impact on government programmes and educational institutions and on technical
assistance to enterprises linked to them through backward and forward linkages.

While a broad conception of human resource development includes the contribution of
health and nutrition as well as education and training, and TNCs play an indirect role in the former
two areas through their research and development, production and trade activities in certain
industries, it is mainly in the latter two areas that TNCs have a role to play (UN-TCMD, 1992a,
chapter VII). The discussion below focuses, first, on formal education and then on training and
considers to what extent and how TNCs play a role in human resource development by directly
or indirectly affecting each of these areas.

1. Formal education

Formal education takes place at three principal levels: the primary level (formative
schooling years, typically from age 5 to 11); the secondary level (typically schooling from age 11);
and the tertiary level (post-school education). In most countries, TNCs play a limited role in
primary and secondary education, but may be significant for the tertiary level. Foreign affiliates
do provide opportunities for basic education if local circumstances make it necessary (UN-TCMD,
1992a), as when their production facilities are located in remote or isolated areas and access to
public schooling is limited. This may occur, for example, in the case of some transnational
agricultural or mineral operations. In such cases, TNCs are typically responsible for a range of
services, including, among others, education and health provision.

Transnational corporations may also influence pre-tertiary education in two more general
ways. The firstis through the provision of financial support or specialists to schools. The donation
or subsidization of capital equipment, such as computers, is widespread, even within developed
countries. The second influence is where TNCs offer remedial education opportunities, typically
to those who have been denied or poorly served by the public education system. Poorly qualified
employees may have access to remedial reading, writing and mathematics education at the
workplace. Such education is typically provided through classes organized before or after work
hours. As well asbenefiting the individuals concerned, such education may lead to more effective
internal communication, reduced labour turnover and lower accident rates as employees better
understand instructions and warnings.

However, it is within the tertiary, or post-compulsory schooling stage, that TNCs exercise
their principal influence on formal education. Their most dbvious direct impactis in the provision
of employment opportunities to highly skilled science, engineering and commerce graduates.
While there are no precise estimates of the employment of such graduates within TNCs, their
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clustering within technology-intensive industries as well as the higher skill-intensity observed in
foreign affiliates than in comparable domestic firms, (within both developed and developing
economies),’ are indicative of their importance in employing graduates. Transnational corpora-
tions also play a direct role in the provision of scholarships and the sponsoring of employees for
higher education. This assistance encompasses both formal education and work experience which
may form part of the study programme.

Apart from assisting actual and potential employees, TNCs — partly because they are
among the largest and best endowed firms, partly because they have a special interest — provide,
ina variety of ways, assistance to institutions of higher education. Their demand for highly trained
graduates manifests itself in the form of financial support, particularly to business schools and
science facilities, the provision of assistance and advice through membership of advisory boards,
curriculum review committees, councils and senates. The senior management of many TNCs play
a similar role in training organizations and certification agencies. In a number of countries, as
public funding to higher education has been restricted in recent years, the links between large
businesses and educational establishments have increased significantly. In the United Kingdom,
for example, TNCs have provided considerable funding for the establishment of professional
chairs and the creation of business schools in a number of universities. This has long been true
in the United States. It is increasingly the case that senior appointments made by universities and
polytechnics draw upon a pool including international business leaders.

The links between international business and business school education are particularly
close. Indeed, thelnstitute pour I’Enseignement des Methodes de Direction del’Enterprise IMEDE) and
the International Management Institute (IMI), two of the most prestigious business schools in
Europe, were originally founded as company training centres (of Nestlé and Alcan, respectively).
In large part, they were established to meet specific needs of international business or were a
response to the then limitations of training provided by publicly-funded universities and business
schools.

Mirroring the internationalization of production, an acceleration in the expansion of
transnational educational institutions has also been seen in recent years. A considerable number
of universities have internationalized their operations through the establishment of overseas
facilities, international strategic alliances and by a range of agreements for the exchange of
knowledge. Most of this internationalization has occurred in the field of management education.
An international survey of business schools engaged in teaching international business pro-
grammes reported that 33 per cent of respondents were involved in at least one consortium, of
which 38 per cent were abroad. Twenty-three per cent of respondent schools offered their
programmes in another country (Arpan, et al., 1993). The Belgian-based European University
operates affiliates in sixteen European cities. The Netherlands International Institute for Manage-
ment operates joint ventures with local institutions in a number of European and Asian countries.

Management education has long been exported in the form of distance learning. The British
Henley Management Centre is one of the longest established institutions in this field and offers
its programmes in a number of European, Asian and Pacific rim centres. Business schools are
developing cross-regional alliances; a good example is provided by the Macau-based Asia-Pacific
International University which links students, faculty and employment experiences between
Asia, Western Canada, Australia and the Pacific. United States-European, United States-Japanese
and European-Japanese links are now being forged by anumber of schools. Leading United States
schools, such as Harvard, play an important role in management education in Latin America; MIT
is now linked with a Hong Kong university; and Canadian business schools are active in China
(UN-TCMD, 1992a, p. 174). Eastern Europe represents an important emerging market for Western
management schools.
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These initiatives with respect to formal tertiary education have significance for TNCs as well
as for other firms in that they provide a source of managerial skills and also influence business
culture. The global spread of international business training contributes to local pools of
management talent and facilitates the localization of management, which is important for TNCs
as well as host countries. Among others, the high costs and failure rates of expatriate managers
encourage TNCs to localize management where possible.

The internationalization of management education by universities and other institutions
and the introduction of “best-practice” management methods complements the educational
contributions of TNCs engaged in the production of goods and other services. This is because, in
large part, the curricula, faculty experience, and research programmes of transnational schools are
determined by the present and future operational needs of TNCs. This may not be without
drawbacks. For example, one might question the appropriateness of United States dominated
management programmes for Asian managers.’ Asian management, for example, places a
greater emphasis on cooperative approaches; it is, moreover, less concerned with short-term
financial performance than United States business education.

Growing local educational capability means that new training paths are likely to be
developed in the near future, further strengthening the importance of national differences in the
valuation of, and approach towards, education. For example, the United States system places a
high value on formal education, with perhaps 85 per cent of top United States managers holding
university degrees. This investment in education is seen as largely the responsibility of the
individual. Since the return on such investment may be maximized by frequent job moves,
external certification is important. In contrast, while education is also highly valued in Japan, the
approach to management education is quite different. The Japanese view is that management
skills are best acquired through a process of tutelage under the supervision of older, more
experienced colleagues. This focus on internal training, coupled with lifetime employment and
promotion based on service and seniority, reduces the importance of external credentials. There
are probably no more than 3,000 Japanese managers who possess MBAs. In contrast, the United
States produces more than 65,000 each year (Warner, 1992, p. 69).

2. Training of employees

{a) Factors influencing training

The provision of training for their employees is perhaps the most important contribution of
TNCs to human resource development in the countries in which they operate. The amount and
types of training provided by TNCs, as well as their probable impact on local labour markets,
depend on a range of factors. Among others, they include the industry, the size of investment,
duration of commitment to operate in a country, and the nature of activities undertaken; the last
is itself likely to depend upon the size and quality of the existing domestic manpower (including
the skills available) of the country.

Also significant for the amount and nature of training is the mode of entry, with greenfield
investments likely to require greater initial investments in training, in contrast to firms that are
acquired by a TNC. Another factor is the extent to which new technologies are imported and
require new skills: unique technologies reduce the opportunities for TNCs to add to pressures on
local labour markets by poaching fully trained employees from competitors or by increasing the
demand for skilled labour. The location of production facilities (including higher value-added
ones) in the home or host country, and the extent to which the investing firm chooses to tap
completely new sources of labour, are also important because they may require a company to
provide basic training in the early stages of investment. Government policies encouraging the
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promotion of training programmes by TNCs, including provision of incentives or other schemes
for TNCs and workers, as well as the availability of alternative training programmes (for example,
national educational training institutions) also play a role. The type of training provided by TNCs
is also influenced by the values and business culture prevalent in the home country. Some TNCs
tend to emphasize technical, individual training and monetary rewards, while others stress group
training and non-monetary rewards to those undertaking such training. The size of the foreign
affiliate is also a relevant factor with respect to the type of training undertaken: large affiliates are
more likely to have formal and specialized training programmes for their employees, while small
affiliates may rely more on ad hoc training schemes and informal training.

The strategies of TNCs with respect to the functional scope of activities in different locations
have implications for the amount and quality of training and the way in which it is distributed
across the parent company and its various affiliates worldwide:

* In companies pursuing stand alone strategies, the amount and quality of training is most
likely to be determined by the conditions that govern production for thelocal market. Firm-
specific capabilities, such as technological and marketing skills, may be an important factor
for the success of a company operating abroad, and distinctive training efforts may be
required to consolidate such skills in foreign affiliates. Training packages can be developed
on the basis of what has been successfully experienced at home and then exported,
sometimes in an adapted form, to foreign affiliates, but the gist of the training is framed
nationally, and training programmes and human resource management policies are drawn
up primarily at the affiliate level, taking into account local needs and requirements.

* Insimple integration strategies, particularly when they are geared towards taking advan-
tage of a local supply of labour at low cost, employment in foreign affiliates is often mainly
constituted by unskilled and semi-skilled workers. For these workers, training is likely to
be limited to the acquisition of elementary skills. The tasks of the affiliates are circum-
scribed, and training at the managerial and technical levels is correspondingly narrow.

* Complex integration strategies are likely to require greater commitment and coordination
of training because of the greater interdependence they involve between the parent firm
and affiliates, and among affiliates. In an integrated structure, the profitability of the entire
corporate system depends upon achieving satisfactory performance in each unit of the
value chain. Thus, an internationally integrated approach towards human resource
management may be an important element for complex integration strategies to be
successful. Such an approach is more evident for some corporate functions, such as
marketing, accounting, research and development that are more frequently globalized.

International executive development is particularly important for companies that adopt
complex integration strategies. The move to such strategies implies that the human
resources function becomes more significant and more centralized as it is more closely
linked to the overall corporate strategy. Indeed, attention by corporate boards to the
management of key human resources has gradually increased in a number of companies
(Evans, Lank and Farquhar, 1990). Many TNCs have developed mixed human resource
management policies, in the sense that human resource management is global and
centralized for senior executives and those with such potential, while for other employees
a decentralized, country-based approach prevails (Evans and Lorange, 1990). The wider
distribution and deepening of training efforts at the affiliate level are likely to be greater in
those integrated TNCs that adopt new flexible forms of production and best management
practices, such as just-in-time or lean production. Within these new forms, labour tends
to be seen as an innovatory resource whose potential has to be maximized, rather than as
a factor whose cost has to be minimized. Thus, these developments are likely to influence
human resource development by TNCs in several ways. First, training is increasingly
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directed towards production workers. Such training will have to be more intensive if these
workers are to carry out their new tasks. Indeed, the distinction between blue-collar and
white-collar workers is already becoming blurred in some industries, as growing emphasis
is being placed on knowledge workers; TNCs carry such approaches and practices to their
host countries. Second, the recruitment of production workers will have to be more
selective, and recruitment standards generally higher, as basic education is a requisite for
workers to take full advantage of training. Third, training will also include both technical
and motivational or behavioural aspects. Without this, workers” involvement in the new
production methods can decline markedly over time and the expected gains in productiv-
ity may not be achieved. :

Cross-border integration and the interdependence of tasks across affiliates also imply that
inputs of production and services increasingly flow across borders within a firm’s system. Intra-
firm communication at various levels is ceaseless and requires widespread language competence
within the firm. People that participate in these intra-firm networks have to be equipped with the
capacity to understand and manage interpersonal cultural diversities. A similar capacity is also
needed to sustain the galaxy of international inter-firm arrangements that characterize integrated
producers, ranging from international outsourcing to joint-ventures and strategic alliances.

One result of integrated international production may be that the training function becomes
amore specialized function within the firm. Formal corporate training centres may be established
outside the home country in the most convenient locations for the firm from a global or regional
perspective. Formal corporate training would not only allow employees, particularly managers,
to gain cross-cultural expertise rapidly and share cross-border experience, but also to contribute
to shape and disseminate common corporate values. As technical and production workers are
increasingly the target of training efforts, training packages can be developed centrally for
dissemination to foreign affiliates. Training for specific purposes can also be outsourced to
international specialists or business consultants, and links can be developed with local training
institutions and universities.

(b) Extent and pattern of training

Subject to these factors, most TNCs provide facilities and programmes for training their
employees. Often, the extent of training in their foreign affiliates is comparable to that provided
at home. For example, in 6 out of 10 industries, expenditure on education and training in the
foreign affiliates of the largest Swedish manufacturing TNCs was comparable to that provided by
those firms at home (figure V.1). Overall, average training expenditure per worker in Swedish
foreign affiliates was three-fourths of that in the parent firms. Transnational corporations from
Japan have also been observed to undertake significant expenditure on training and retraining of
workers in host countries, comparable to that of their parent firms (Watanabe, 1993).

Transnational corporations often spend more on training in their foreign affiliates than do
similar local firms in the host country. For example, Japanese affiliates in the United States spend
significantly more on training than their domestic counterparts (Campbell and McElrath, 1990, p.
78). The proportion of workers in Japanese-owned plants who received training (24 per cent) in
1985 was almost twice that in comparable indigenous United States plants. The cost of training
per worker was two-and-a-half times as high and the cost of training per newly hired person was
over four-and-a-half times as high as that in United States plants (Mincer and Higuchi, 1987, p.22).
That included not only training for new employees but also continued training. More was spent
on recruitment as well per newly hired person by Japanese-owned plants, although the degree of
newness of Japanese plants may have accounted for some of these higher costs. The purpose of
the training was apparently the building up of specific, rather than general human capital — that
is, the purpose was to develop a workforce with the specific skills and consistent with the affiliates’
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management style. Japanese firms were also less interested in training subsidies offered by states
or in external tuition grants than other foreign investors (Watanabe, 1993).

Figure V.1. Training expenditure by Swedish transnational manufacturing corporations
at home and abroad, by industry, 1990

Industry

Transport

Electronics

Machinery

Metal products

Chemicals E3Abroad .
Iron and steel O Sweden
Paper and pulp
Paper products [
Textiles
Food

0 2 4 6 8 10

Expenditure on training on education per employee (thousands of Swedish kroners)

Source: based on data obtained from the Industrial Institute for Social and Economic Research, Stockholm.

a The data are based on a questionnaire survey of all Swedish TNCs in manufacturing; the response
rate exceeded 80 per cent but with a number of large TNCs missing.

Studies on training activities of TNCs in other host areas, such as Scotland (Scottish
Development Agency, 1986), Thailand (Sibunruang and Brimble, 1988), Malaysia (Yong, 1988),
Nigeria (Iyanda and Bello, 1979) and Turkey (Erden, 1988), also confirm that foreign affiliates often
spend more on training than their local counterparts. However, there are variations depending,
among others, on firm size and industry. For example, among the relatively large non-oil
manufacturing firms promoted by the Board of Investments in Thailand, a higher proportion of
employees was trained locally by Thai-owned firms and affiliates of TNC's from developing
economies than affiliates of TNCs from developed countries in 1990, but there were wide
variations according to size and industry, making it impossible to reject the hypothesis of identical
ratios at the industry-level. However, training provided abroad was greater in the case of TNCs
from developed countries.’ In Kenya, although TNCs provided an appreciable quantity of
training for Kenyan management, the average number of weeks of training per year provided to
managers by joint ventures as well as national public enterprises was greater than that provided
by other foreign affiliates, according to a survey of 72 top- and middle-level managers from 41
firms conducted in 1982-1983 (Gershenberg, 1987, p. 935). Where comparable levels of training
expenditure are found it is important to note that some of the training provided by TNCs may be
undertaken outside the host country, perhaps at headquarters, and may be financed by the parent
company (Gongalves, 1986).

As mentioned earlier, training opportunities in TNCs vary according to the industry, as well
as types of workers involved. For example, training by Swedish manufacturing TNCs (figure V.1)
tended, by and large, to be positively related to the research-and-development intensity of TNCs
by industry (figure V.2). Data for Japanese foreign affiliates also show considerable variation, with
affiliates in electrical, machinery and chemical industries providing training to a larger proportion
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of workers than those in other manufacturing industries or services (table V.1). In Malaysia,
considerable differences were found in the frequency of training among industries and among
types of workers in 31 foreign affiliates that responded to a questionnaire survey in 1988 (Yong,
1988). While 18 per cent of employees attended training of one kind or another, training was
concentrated in the managerial and professional staff; about 45 per cent of the managerial
employees and over 40 per cent of professional and technical employees received training, but
only 16 per cent of sales employees, and less than 2 per cent of others, including clerical,
production and service workers (table V.2). Clearly, the investment in training was directed
mainly to higher-level staff. However, while training was heavily concentrated in the managerial
and professional/technical categories, it was not concentrated in the higher-technology indus-
tries, according to the survey mentioned above. The proportion of employees given training was
highest in non-metallic minerals and beverages, where almost all the managerial and profession-
al/technical employees benefited from it (table V.2). More technologically-oriented industries,
such as chemicals and electrical machinery, were about average in the extent of training, and the
chemicals industry was below average in the proportion of managerial and professional and
technical workers trained. This is related, of course, to the kind of employment placed in the host
country. In the case of electrical machinery, 90 per cent of the employment placed in Malaysia at
the time was clerical and production work that apparently required little in the way of training of
the labour force (Yong, 1988).

Figure V.2. Research-and-development intensity in Swedish manufacturing transnational
corporations, at home and abroad by industry

Industry

s —I
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Metal products
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Paper products EAbroad
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Food §
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Ratio of expenditure on R&D to value of output (Per cent)

Source: based on data obtained from the Industrial Institute for Economic and Social Research, Stockholm.

The amount of training varies not only according to the category of worker and industry but
also according to the entry strategy and the nature of technology or management methods used
by an affiliate. For example, when Ford Motor Company established a greenfield plant in
Hermosillo, Northern Mexico, it invested heavily in training for the new just-in-time production
system. Allnew workers received nearly 700 intensive classroom hours before starting work, and
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the 300 technical and supervisory workers spent between one and three months in training abroad
(Shaiken, 1990). A study of the introduction of new production methods within Brazilian
manufacturing reported similar levels of investment in training for quality management and just-
in-time (Fleury and Humphrey, 1992). In Malaysia, electronics TNCs have more recently
introduced new production concepts with implications for the quality of production workers
hired as well as training provided to them. According to an empirical study of 12 electronics TNCs
in Malaysian export processing zones conducted in 1990, the qualifications for operators entering
employment had been upgraded to 12 years of schooling, and training provided had significantly
increased (Liebau and Wahnschaffe, 1992, p. 192).

Transnational corporations may also provide training opportunities for certain specific
groups, such as rural migrants and women workers, who may find themselves disadvantaged in
gaining access to training and promotion. Forexample, Japanese electronics TNCs have preferred
to employ women with limited work experience (Oliver and Wilkinson, 1989). Although the
majority of women and migrant workers are likely to be employed in unskilled and semi-skilled
jobs in labour-intensive industries, when compared with alternative employment opportunities,
such as agriculture or domestic service, TNCs offer above average wages and conditions and the
opportunity for acquiring some skills. In some countries, such as Singapore, the entry of foreign
firms — by accentuating labour shortages — has increased the employment opportunities of those
from non-traditional groups, including women in white-collar occupations (Lim, 1985).

(¢) Nature and types of training activities

The training provided by TNCs may be formal or non-formal. Formal training involves
classroom instruction, courses of specific duration or structured apprenticeship programmes, and
may be provided either in-house or by external experts. Non-formal trammg takes many forms
and is largely within the employing organization and on the job.
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Table V.1. Proportion of employees trained by foreign affiliates of Japanese transnational corporations, by region and industry, 1989

(Percentage)
Manufacturing
All
Region/firea industries Total Textiles Chemicals Metals Machinery  Electrical Services
All countries 4.1 4.3 0.9 1.0 6.9 34 7.1 3.6
Developed countries
North America 2.7 29 - 0.3 9.1 35 3.8 2.1
United States 28 3 - 0.3 9.2 3.7 3.9 22
Europe 5.9 6.4 1.2 0.2 1.6 0.3 111 4.7
European Community 6.1 6.6 1.2 04 1.6 0.3 11.1 5.0
Australia, New Zealand
and the Pacific Islands? 2.7 0.2 - - - - - 9.7
Developing countries
Africa 3.2 5.7 - - 30.9 - - 0.1
South, East and South-East Asia 49 5.0 1.0 1.5 9.6 28 6.7 4.6
ASEAN 3.8 3.9 0.9 1.3 9.5 0.9 3.4 4.4
Newly industrializing economies 6.1 6.6 1.0 1.8 6.4 3.1 9.6 3.6
Latin America and the Caribbean 4.2 4.8 1.0 25 0.4 8.2 16.0 1.0

Source: Japan, Ministry of International Trade and Industry (1992a).

a Including, also, developing Pacific islamd economies.
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Table V.2. Training provided to employees by selected transnational corporations
in Malaysia, by industry, 1988

Percentage of employees provided training
Number of
firms

Industry in sample Total Managerial | Professional | Sales Other*
Food 5 16.3 43 11 33 1
Beverages 1 26.3 100 100 0 3
Tobacco 1 17.1 59 61 13 1
Printing and publishing 1 10.4 33 25 . 0
Rubber products 1 12.3 27 20 " 3
Chemicals 5 19.4 23 21 46 8
Non-metallic minerals 5 36.0 100 81 47 3
Basic metals 1 194 75 100 0 0
Electrical machinery 9 16.1 40 41 20 1
Transport equipment 2 28 3 14 3 0

Total 31 17.7 46 44 16 2

Source: based on Yong (1988), pp. 59 and 63.

2 Clerical, production and service workers.

Training of production workers is undertaken mainly to satisfy the staffing requirements
essential for the functioning of the enterprise. However, an important secondary objective may
be for workers to adjust to the culture of the corporation or the type of corporation. The latter
factor, in particular, leads to greater emphasis on the use of on-the-job or in-house training, as, for
example, in the case of Japanese TNCs (Watanabe, 1993).

Systematic vocational training programmes are implemented by many large TNCs (box
V.1), particularly for skilled workers who usually get a significant share of TNCs’ training budgets
(ILO, 1980b). These may be established at or close to the production facility or local or regional
training centres. However, on-the-job training for varying durations is the most common avenue
for training production workers. In Malaysia, new production employees in 12 electronics foreign
affiliates studied in 1990 were first put on a training programme lasting from three days to a week,
which finished with a test that they had to pass in order to be given a permanent job. This was
then followed in all of the firms by on-the-job training lasting up to three months. The
management systematically aimed at expanding and raising the qualifications of the production
workers by offering further both internal and external, training courses, and corresponding
opportunities to rise within the company. Multi-tasking with multi-skilled workers was the
principal goal of the firms’ educational and training policy. Each company had its own
educational and training department with anumber of full-timeteachers. One of the United States
affiliates, with 200 employees, had 40 full-time teachers, and an annual expenditure on education
and training of $750,000 or one per cent of total wage costs. Another United States firm reported
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spending 2.5 per cent of its total wage costs annually on education and training (Liebau and
Wahnschaffe, 1992, p. 192).

Training programmes for professional employees in management as well as technical fields
are generally the most important part of TNCs’ training activities. Here, again, the objective is
generally to provide training in job-related skills, as well as (frequently) to imbue staff with the
corporate culture that many firms consider essential for effective management. Some TNCs — for
example, Citibank, Pepsi Cola and IBM — implement global human resource and training
strategies. In others, such as Glaxo, the United Kingdom'’s largest pharmaceuticals company,
personnel and human resource policies and programmes are completely decentralized, with each
affiliate having its own human resources director reporting to the local managing director,
although these policies and programmes take their general direction from a broad framework of
corporate values developed centrally.* In still others, such as Nissan, centralized programmes are
combined with a significant amount of foreign affiliate autonomy (box V.2).

A distinct advantage enjoyed by TNCs in their training is the ability to utilize international
networks of facilities and expertise in employee development (UNCTAD-DTCI, 1994h; ILO,
1991a; Foley et al., 1993). For example, a study of foreign-owned firms in the Republic of Ireland
showed that almost 90 per cent of respondent firms had sent employees abroad on training visits
to the parent company (Whelan, 1980, p. 39). Another example is that of Japanese affiliates in
Germany, which show a high propensity to send qualified staff for training and exchange visits
to Japan. Overseas assignments are widely used for key executives and technical staff. In
developing countries, too, the most popular mode of training for foreign affiliate employees is to
send them to the parent firm for training (UNCTAD-DTCI, 1993c, p. 125). In some developing
countries the provision of such training may have increased over time. A study of foreign firms
in Indonesia in the early 1980s found that TNCs were more likely to attract managers from local
firms than to provide their own training (Okada, 1983). On the other hand, a more recent study
concludes that most local managers and technical personnel obtained their expertise mainly
through on-the-job training and additional training by working for a certain period at the TNC’s
plant in the home country or other foreign locations (Thee, 1990, p. 232).

The growing globalization and functional integration within TNCs and the spread of
international strategic alliances further broaden both the scope of training opportunities and the
diffusion of skills. For instance, Ford (United States) and Mazda (Japan) have sent production
workers from their jointly operated factory in Hermosillo, Mexico, to Japan and to Ford factories
in Europe for training. The engineering team that set up the production line for Ford’s Mondeo
in Belgium performs the same function in the United States, and trains local engineers in the
process. Motorola (United States), as part of its expansion in China, has sent Chinese engineering
recruits to Motorola facilities in Hong Kong, Singapore and the United States for training, and
rotates top management trainees for its Chinese affiliate through almost all of its semiconductor
manufacturing operations worldwide (UNCTAD-DTCI, 1993a, p. 125). Philips (Netherlands) has
operated a systematic management development programme for more than a decade. As the
global scope of Philips has expanded, it has attempted to increase both the general and the
international experience of its managers. One way in which this has been achieved has been to
extend job rotation to involve ventures with other companies. As well as contributing to
management development, this programme has extended considerably the diffusion of Philip’s
training investment (van Houten, 1989). In some cases this ability to arbitrage experience may
allow a TNC to introduce genuinely innovatory approaches, including those related to new
organizational procedures and “best practice” and provide the training necessary (box V.3). The
experience of TNCs in a range of cultures and environments also provides exposure to alternative
training approaches and an enhanced sensitivity to the learning process. Their experience of
cultural gaps may assist in determining the optimal amount and type of training (box V.4).
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Transnational corporations that are large in size and scope can achieve considerable
economies in training through the development of global or regional training centres. One
example is Motorola University, which trains in-house personnel and operates a number of
cooperative arrangements with both private and public university business schools around the
world. The University hasestablished, among others, a branch in Beijing which provides training
for Motorola employees, customers, partners and suppliers in management practices and
technology.® Another prominent example is Nestle’s Rive-Reine training centre near its headquar-
ters in Switzerland which, in 1993, held seminars attended by over 1,200 participants drawn from
its staff in 60 different countries (Nestlé SA, 1994). Similarly, Nestle’s professional training centre
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INDEC, located in Mexico, provides training for employees within the entire Latin American
region. McDonald’s Hamburger Universities are global training centres for management trainees
in the final phase of their training operations. Many transnational banks have also established
training centres, some in host countries. One of the few consulting firms to have a training centre
is Andersen Consulting which has its own college at St. Charles, Illinois, intended to ensure a
consistent approach and methodology to problem-solving (UNCTAD-DTCI, 1993, p. 16). In a
number of Asian economies, TNCs, sometimes as the result of government request or with
government collaboration, have established technical training schools serving not only their
needs, but also those of other firms (Watanabe, 1993; p. 142; chapter X).

While TNCs that are large in size and scope are best-placed to provide training and other
activities contributing to human resource development, small and medium-sized enterprises also
undertake similar activities (table V.3). There are, however, some differences in the extent and
nature of their training programmes, in comparison with large TNCs. According to survey data,
formal technical training (other than on-the-job training) was undertaken in 44 per cent of
developing-country affiliates of small and medium-sized TNCs, compared to 73 per cent of those
of large TNCs (table V.3). Affiliates of large TNCs were also more involved in other forms of
technical training. For example, in-plant or in-office training by technical personnel from parent
firms was undertaken in more than one-half of affiliates of small- and medium-sized TNCs, but
at a higher rate of about four-fifths of large TNCs (UNCTAD-DTCI, 1993c, p. 125). Training of
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affiliate employees in parent firms of TNCs was carried out in 80 per cent and 93 per cent of
affiliates of small- and medium-sized TNCs and large TNCs, respectively. However, for affiliates
of small- and medium-sized TNCs, this form of training is by far the most popular method.
Inviting foreign affiliates’ employees to parent firms is a channel likely to be chosen if the technical
experts are based at the parent firms and involved in another job, there are no training facilities
in host countries, or parent firms wish local employees to feel directly the rigour of management
and establish relations with home-country employees. However, the national origin of small and
medium-sized TNCs as well as the type of affiliates has abearing in this respect. For example, most
Japanese small- and medium-sized TNCs tend to provide training at their headquarters (more
than four-fifths of the affiliates) rather than on site (51 per cent), but affiliates of United States small
and medium-sized TNCs use on-site training to a greater degree (85 per cent of affiliates, as
opposed to 90 per cent for training at headquarters) (UNCTAD-DTCI, 1993c, p. 125).

Formal and non-formal training and professional development, as well as the informal
transmission of values, attitudes and behavioural patterns through contacts with expatriates are
particularly important in the economies that are in the process of transition to a market-oriented
system. In Central and Eastern Europe, entrepreneurial, technological and managerial capabil-
ities required for a market-oriented economic system were largely unavailable, due to the
centrally-planned production and the administrative nature of management under the previous
economic system. Furthermore, the earlier isolation of the region had greatly reduced the access
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Table V.3. Training of employees in foreign affiliates in developing countries, by region
(Percentage of affiliates that provide training)

Affiliates of small- and

Type of training medium-sized Affiliates of large
and host region TNCs TNCs
On-the-job training
South, East and South-East Asia 61 75
Latin America 60 69
All developing countries 61 ; 73

Technical training (other than
on-the-job training)

South, East and South-East Asia 46 71
Latin America 35 74
All developing countries 44 73

Source: UNCTAD-DTCI (1993c), p- 110, based on a survey conducted in 1991-1992.

to modern product and process technologies. After their opening up to FDI, to a large extent,
therefore, the operations of foreign affiliates in the countries of the region required an adjustment
of the workforce to the requirements of the world market through training and education. This
situation was characterized as follows in a statement of a director of ABB in Poland: “From the
beginning, our approach was to transfer the software first, the hardware second. We began with
alot of training, for instance in marketing and sales. Then we started the technological transfer” ¢

Human resource development has thus become a main feature of all major FDI projects in
the region. A great number of major foreign investors in both manufacturing and services sectors
establish some kind of employee training scheme. Fiat Auto (Poland), for example, trained all of
its 19,000 employees in schools in one or more of its various operations in courses of six weeks
duration, during which employees were placed on a so-called “training line”, cutting by half their
normal workload. This enabled the introduction of technology that resulted in productivity as
measured by cars per employee per year rising from 5 in 1991 to 19 by the end of 1993.” Similar
training efforts have contributed to ABB Zamech achieving rapid productivity increases and
winning export orders of some $150 million. It expects that with the injection of new management
skills and technology, the Polish operations will generate 4 to 5 per cent of ABB'’s global revenues
by 1996.%

Similarly, local managers and business leaders in the economies in transition — who had
been trained under a centrally-planned system — were largely unable to conduct managerial
functions required for a competitive market environment. Marketing, price-based procurement,
“hard” budgeting etc., were largely unknown, since these were unnecessary functions under the
centrally-planned system. Apart from training in these new principles of business conduct,
adherence to old management practices had to be overcome throughout management and factory
levels. To deal with these problems, ABB Zamech, for example, created a “mini MBA programme”
in Warsaw in order to introduce the top management to basic business concepts and to enable
them to transfer these concepts to the staff. The courses covered five key modules — business
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strategy, marketing, finance, manufacturing, human resources — and were taught by faculty
members of INSEAD (Taylor, 1991, p. 103).

Training efforts often go beyond the transmission of technological skills needed in the
modern world. In general, basic “market” concepts and production philosophies (and, most
importantly, language skills needed for basic communication between Western management and
the local labour force and management) usually form part of the educational process. Apart from
basic technological skills, Fiat (Italy), for example, also tried to instill in its Polish workers concepts
of competition and quality as well as cooperation and team-work.” These training and profession-
al development activities and the informal transmission of values, attitudes and behavioural
patterns are important features of TNC affiliates’ activities in Central and Eastern Europe, with
direct consequences for efficiency and productivity.

The upgrading of the workforce through training is an important aspect of foreign affiliates
in China as well. Despite the fact that the educational system in China provides substantial and
diversified vocational training and technical education, the demand for skilled technicians and,
in particular, managers exceeds the supply, given the country’s rapid growth and market-oriented
economic reform. Most foreign affiliates have organized their own training programmes. Some,
particularly those in tourism, electronics and chemical industries, have established their own staff
training centres. Motorola, for example, has set up two centres in China for its Chinese employees.
On-the-job training for Chinese managers and employees is also widely practised (Zhan, 1993).

3. Training and the transfer of soft technology in services

Training in TNCs is closely related to the transfer of technology. Training of production staff
in manufacturing is generally intended to provide know-how on how to use the machinery and
equipment in which technology is embodied. In manufacturing as well as services, however, the
principal channel for the transfer of soft technology, such as management systems, marketing
know-how and quality control is training itself, supplemented by knowledge embodied in
manuals, blueprints and the like. In service industries, which are generally customer-specific and
involve the application of knowledge and know-how by each service provider, most technology
is of this latter kind.

Because of their intangible and customer-specific nature, many services are not tradable at
arm’s length across borders. Transnational service corporations cannot, therefore split up their
production process to take advantage of differences in labour and skill availability that may exist
between developed and developed countries. Thus, they tend to reproduce in host countries the
technologies used by their parent companies. To some extent, this is reflected in the smaller
differentials between home and host country compensation levels in service TNCs as compared
with those in manufacturing TNCs (chapter IV); this suggests that average skill levels in service
affiliates are closer to those of their parent companies than is the case with skill levels in
manufacturing affiliates relative to those in their parent firms. In other words, unlike in the case
of manufacturing TNCs, the skills required for the production of services do not tend to be
centralized in parent companies; rather, they are spread to host-country operations, primarily
through training.

Indeed, training practices in transnational banks and financial institutions, for instance,
suggest that training, particularly of management personnel, is given considerable importance
(ILO, 1991a). Such training is intended to provide managers with both the technical skills and the
wider knowledge required to direct an enterprise. As opposed to the earlier approach of focusing
on particular jobs, the emphasis of management and supervisory programmes is increasingly
placed on modern management skills, such as setting goals, defining tasks and building teams.
Such training is provided either through internal courses, which most banks run at residential or
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non-residential training establishments, or through external courses, whereby the management-
development department selects managers to attend courses at a business school or management
department of a university. Another focus for training is that of senior managers, who, as
occupants of leading positions, have to be able to articulate the long-term goals of the corporation,
based on a global market perspective, to manage large-scale changes in strategy, organizational
structure and management practices, while at the same time being responsible for building and
maintaining public credibility. While the extent and variety of training is largest inhome countries
and developed host countries, transnational banks also make a useful contribution by training
their management staff in host developing countries. The most common form is on-the-job
training, provided in the bank itself (ILO, 1991a). Some banks, however, establish special training
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Table V.4. Training activities and related aspects of foreign affiliates in
selected service industries in Latin America

Item Advertising  Banking Consulting®  Hotels Software
Number of firms 14 16 17 10 16
Average number of

employees 142 172 245 658 138
Ratio of officers to staff
(percentage) 91 83 25 6 20
Officers training
(days per year) 15 11 23 10° 19
Staff training ‘
(days per year) 11 7 20 2° 16
Principal sources of in-house, local, on in-house,  in-house in-house,
training: officers mainly the job & home mainly local and
local univer- and local home
sity local home
Principal sources of local, local, local, local,
training: staff in-house,  in-house & local, in-house, in-house,
on-the-job univer- in-house  on-the-job on-the-job
sity
Visits per year by
home office experts 10 10 18 21 18
Number of expatriates in _
local affiliate 2 2 2 15 2
Annual turnover of
officers (number) © 4 5 1 2 1
Annual turnover of staff
(number) © 9 5 12 126 3

Source: United Nations-DTCI, 1994h, based on information obtained through interviews affiliates of selected
transnational service firms in seven Latin American countries, 1991.

a Almost half of the consulting firms operated as partnerships.
b This figure ignores two hotels that provided much more training than the others.
¢ Turnover averages are modes, not means.

courses for their foreign-affiliate staff, as illustrated by Citibank’s training programme for its
affiliates in Asia and the Pacific (box V.5).

In Latin America, according to a study of technology transfer by transnational corporations
in five service industries, training activities were common in foreign affiliates in all five industries,
(table V.4). The firms studied included a majority of fully-owned affiliates but other forms of
association as well, such as partnership or association agreements in the case of consulting, locally-
owned franchises in the case of hotel chains, and joint ventures in the case of advertlsmg In all
cases, training occupied each employee for an average of at least 9 days per year, ranging upward
to anaverage of 22 days per year for hotel workers and 23 days per year for consulting firm officers.
Most training was done in-house in the host country, although a good deal of training was
provided at the home office to officers in all of the industries. Visits by home-office experts for
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training purposes were common across all services, though most frequent in the software and
consulting firms (United Nations-DTCI, 1994h).

The soft technologies required by service industries are by no means static, but rather
undergo continuous change, owing to forces such as increased competition and the growing use
of data technologies. For example, the skill structure of banks and insurance companies is
changing rapidly towards more sophisticated and flexible tasks than used to be the case a decade
or so ago (Bertrand and Noyelle, 1988, p. 8). The quality of human resources of service firms has
become a major factor determining the rate at which new technology can be introduced and
productivity increases can be achieved. This not only creates increased demand for better
educational preparation by institutions of formal education, but has also led to the development
of in-house training systems for employees by many service companies. This is particularly the
case where firms, including foreign affiliates, must compensate for deficiencies in national
educational systems (UNCTC, 1989a). This has particular relevance for developing countries and
economies in transition to a market-oriented system. For example, Citibank’s affiliate operations
in Poland, providing foreign trade and cash-management services and electronic banking services
for large foreign investors, such as International Paper or McDonald’s, are conducted with a
workforce comprising 120 locally recruited staff and several expatriates. Training young Polish
staff (for one in three it is their first job) in electronic banking has become a priority for the
company, which claims to spend $400,000 per year on training.?
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In addition to equity investment, arrangements such as licensing and franchising offer scope
for the transfer of soft technology and skills (box V.6). Inrecent years there hasbeen a rapid growth
in international franchising, particularly business-format franchising (Welch, 1992). Business-
format franchising is of particular importance in contributing to human resource development,
because it requires the establishment of an ongoing relationship between the franchiser and
franchisee as the total business system is transferred. In addition to the rights to relevant products,
patents or trademarks, this type of franchising provides training in business management. The
use of a standard package ensures comparability and adherence to high quality standards. This
is achieved through a careful selection of franchisees, a detailed operations manual, thorough
training and continuous supervision. Franchisers are prepared to make considerable investments
to maintain standards. Other kinds of non-equity arrangements with TNCs also provide scope
for training and human resource development. For example, management contracts with hotel
chains incorporate training (and localization) as a contractual obligation. Transnational hotels are
in a position to perform the training function very well, as they have established procedures,
manuals and training programmes that have been revised over the years in accordance with their
experience (UNCTC, 1990d, p. 20). Such training can benefit not only employees of affiliates with
equity participation (table V.4 above) but also those of non-equity associates, especially if the
training requirement is incorporated into the agreement. Management, licensing and technical
assistance contracts with TNCs in other industries offer similar opportunities for training and
human resource development.
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4. Research and development

Research-and-development (R&D) activities are both an indicator of human resource
development in a country and a channel by which TNCs may upgrade human resource
capabilities. Before any meaningful R&D can be undertaken, it is necessary to have a minimum,
fairly high, level of skills. At the same time, in carrying out R&D, skills are further upgraded.
Transnational corporations are key actors in the development of technology and devote signifi-
cant resources to R&D. Thus, companies with the highest R&D expenditures in Germany, Japan,
Sweden, Switzerland and the United States spent 5 to 6 per cent of their total sales revenue on R&D
in the late 1980s (UN-TCMD, 1992a, p. 136). Research and development by TNCs provide
opportunities for scientific and professional personnel to become involved in activities related to
technology innovation, development and adaptation in new areas and on a larger scale and scope
than might otherwise be possible, thereby offering opportunities for applying existing skills as
well as improving them. These may be particularly important in countries where there is a
shortage of such opportunities. '

Historically, R&D by TNCs has been concentrated in their home countries. There are signs,
however, that the internationalization of R&D activities is increasing. For instance, the share of
R&D undertaken by United States TNCs outside their home country increased from 7 per cent in
1966 to 10 per cent in 1989 (UN-TCMD, 1992a, p. 137). Transnational corporations from European
countries such as Germany and Sweden have reached a much higher degree of internationaliza-
tion of their R&D activities. The trend towards increased R&D abroad seems, moreover, to be
accelerating (Pearce, 1990). Two-thirds of all R&D facilities established by the world’s leading
TNCs since 1980 have been located outside the home country, as compared with only one-third
prior to that date (Pearce and Singh, 1992).

However, there is large variation by industry in the propensity to internationalize R&D and
overseas facilities are concentrated in a few developed countries possessing distinct innovative
capability. Differences by industry are evident, for example, in the pattern of R&D intensity at
home and abroad by Swedish manufacturing TNCs (figure V.2). As mentioned earlier, a
somewhat similar pattern of distribution of training expenditure per employee prevails for
Swedish manufacturing TNCs, although the gap between training in foreign affiliates and training
at home was much smaller in each industry than the R&D intensity of home and host country
operations.

Although the overwhelming proportion of R&D by TNCs islocated in developed countries,
the R&D activities of TNCs can be quite significant from the perspective of some developing host
countries. In countries such as India, the Republic of Korea and Singapore, the share of aggregate
R&D expenditure attributable to foreign firms exceeded 15 per cent in the 1970s (UN-TCMD,
1992a, p. 146). Accordingto survey data, afairlylarge proportion of foreign affiliates in developing
countries — 55 per cent of affiliates of large TNCs and 45 per cent of affiliates of small and medium-
sized TNCs-—were involved in R&D activities (as compared with 60 per cent of indigenous firms)
(UNCTAD-DTCI, 1993c, pp. 125-126). Judging by data on foreign affiliates of United States TNCs,
moreover, it seems that the proportion of R&D scientists and engineers in total employment in
foreign affiliates overall, and in particular, in developed and some developing countries, including
countries in the Asian region, is increasing.” '

Little is known of the type of research undertaken by foreign affiliates in developing
countries. Much of it is likely to be related to the adaptation of technology transferred from the
parent firm to local needs (UN-TCMD, 1992a). While such activity is unlikely to form the basis
for strengthening capabilities for technology development, it could nevertheless contribute to the
development of human resources, not only by providing a broader market for existing skills but
also through spillovers resulting from the movement of personnel.
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Table V.5. Expatriates as a percentage of skilled workers in a sample of non-oil manufacturing
firms in Thailand, by ownership, 1990

Technicians and All

Item Executives engineers skilled workers *
Local firms 1.5 0.9 0.7
Affiliates of Japanese TNCs 18.5 3.6 5.8
Affiliates of TNCs

from other developed countries 8.4 2.1 2.7
Affiliates of TNCs from developing

countries 26.1 11.8 9.9

Source: UNCTAD, Division on Transnational Corporations and Investment, based on information for 732
BOI promoted firms obtained from the Board of Investments (BOI), Thailand, and other sources.

a Includes executives, technicians and engineers and clerical workers.

5. Expatriate staff and the localization of management

Transnational corporations rely, to some extent, on expatriates, especially from their home
countries for staffing their foreign affiliate operations. In aggregate terms, the number and
proportion of expatriates working in foreign affiliates is not large. For TNCs based in Japan and
the United States, for which comprehensive figures are available, expatriates from the home
country accounted for 3 and 0.4 per cent respectively of total employment in foreign affiliates in
1989 (UN-TCMD, 1992a, p. 178). Furthermore, in the case of United States TNCs, the percentage
had declined by half since 1982.

The relatively small proportion of expatriates in TNCs is largely concentrated in senior
management positions or in key technical and engineering jobs to execute sophisticated or
specialized production tasks. Reliance on expatriate personnel is greater in the case of foreign
affiliates in developing countries than in those in developed host countries: forexample, according
to a sample survey of the largest United States TNCs (Tung, 1988, pp. 6-7), 40 per cent of the
positions at the senior management level in the European affiliates of United States TNCs were
staffed by home country nationals (33 per cent) or third country nationals (7 per cent), as compared
with 53 per cent (44 per centhome country nationals and 9 per cent third country nationals) of such
staff in United States TNCs’ affiliates in Latin America. In affiliates of the largest Japanese TNCs,
the proportion of expatriates in senior management positions was 77 per cent in European
affiliates and 83 per cent in Latin American affiliates, comprising, in both cases, only expatriates
from the home country (Tung, 1988, pp. 6-7). The global average ratio of Japanese nationals filling
directors’ posts in foreign affiliates was 45 per cent in the late 1980s, while the proportion of
Japanese nationals occupying the post of chief executive officer ranged from 82 per cent in North
America to 63 per cent in Asia, broadly corresponding to the proportion of wholly owned affiliates
(Watanabe, 1993, p. 150). Data from a survey of firms in the non-oil manufacturing industry in
Thailand in 1990 also show that expatriates accounted for a relatively large share of executive staff
in foreign affiliates , reaching 18 per cent in local affiliates of Japanese TNCs and 26 per cent in
affiliates of TNCs based in other developing countries (table V.5).

A high share of expatriates can be explained, at least partly, by the age of the investment.
In general, reliance on expatriate managers and technicians is higher for new investments but
tends to decline as affiliates get rooted in the local market and their local workers gain experience
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and can make more operating decisions themselves.”? In addition to their role in organizing
enterprises in their early phase, main reasons for employing managers and professionals from the
home country include ensuring the availability of technical expertise and developing the
international management expertise that TNCs require (Tung, 1988, p. 10). Other factors may also
be important; for example, in the case of Japanese TNCs, these are likely to include language
barriers, the need for highly experienced and trained managers to implement lean production
methods and maintain high company-wide quality control standards, and the particular
management style, in which “human networks” based on informal rules and mutual understand-
ing are important elements in establishing connections within the corporate system. In fact,
Japanese TNCs tend to entrust to compatriots those units where close and accurate communica-
tion and understanding with head office are required (Dunning, 1986a).

Aside from country-specific differences in management style, administering the develop-
ment and mobility of expatriates and senior executives in particular, as well as replacing them by
host country nationals on the basis of cost or other considerations, is a major challenge for most
TNCs. Following the evolution in the strategies and structures of international production, the
reasons for relying on expatriate managers have changed over time. Originally, the need for
international transfers of personnel within TNCs was for specific skills that the local labour
markets did not supply, supplemented by the need to ensure control over affiliates (Evans, Lank
and Farquhar, 1990, p.122). While these remain important factors, a further objective has
developed that the best executives ought to get international experience in different cultures if
they are to manage an international organization successfully. The fact that TNCs operate in a
growing number of countries under a variety of complex forms, including joint-ventures and
strategic alliances, means that international managerial capacities are of growing importance for
TNCs. Thus the restricted number of expatriates usually entrusted with high level management
positions and hired directly by parent companies has evolved towards the creation of a larger and
more mobile pool of regional and international teams. For example, more than 80 per cent of top
managers at Xerox (United States) had had international assignments in 1989; in the case of IBM,
which operates in over 130 countries, the number of expatriates is on average 3,500 out of a total
of some 300,000 employees (Buckley and Brooke, 1992, p. 526).

In building up their international management teams, TNCs can draw upon the variety of
human resources that they find in the different labour markets in which they operate. Internation-
al experience within the corporate system becomes relatively more important than being a
national of the parent company, and opens the possibility to nationals from other countries to
reach top management positions in TNCs. Selective recruitment policies and management
mobility schemes are a main tool utilized by TNCs in building their international management
teams, but the development of tailored training facilities is also essential. Asintegration atvarious
levels across the geographically dispersed affiliates of a TNC increases, the need to provide
affiliate managers with a more thorough knowledge of the corporate system is likely to increase.

Aside from these trends towards developing teams of international managers comprising
home, host and third country personnel linked to the spread of internationally integrated
production systems, a number of factors lead to the localization of staff, including management
and key technical employees, in foreign affiliates. These are both internal and external to the TNC:

® The relative cost of expatriate staff is generally high compared to local staff, especially in
developing countries.

® The costs of building a pool of internationally qualified staff are also very high, and the
process can be lengthy when the company is engaged in a substantial expansion of its
overseas activities.

* Aside from the relatively lower salary costs, the employment of host country staff carries
advantages in terms of familiarity with host country culture and language.
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e Pressures are often exerted by host country governments on TNCs to employ and promote
local personnel, particularly in developing countries, as a way to nurture the creation of
indigenous management and professional expertise.

The interaction of these factors tends to encourage the replacement of expatriates by host country
nationals through professional development and advancement within a foreign affiliate. Mention
has already been made of the significant reduction in expatriate staff in United States foreign
affiliates during the 1980s. A decline in the relative use of home country staff in management
positions has also been observed in recent years for Japanese TNCs (Watanabe, 1993, p. 150).
Increasingly, TNC policies with respect to training and use of expatriates are oriented towards the
gradual localization of management in affiliates (box V.7). This applies to developed and
developing economies as well as economies in transition to market-oriented systems. For
example, for some large TNCs, such as Toshiba, Pepsi Cola and Hewlett-Packard, one of the basic
strategies with respect to their operations in China is to promote localization of the company’s
management. During its first five years of operation in China, Hewlett-Packard adopted a
“reverse development strategy”, i.e., all its profits earned were reinvested; a substantial portion
was devoted to human resource development. During 1985-1990, Hewlett-Packard (China) spent
$2.5 million to train its Chinese employees overseas. As a result, the proportion of foreign
employees declined from 20 per cent in 1986 to 4 per cent in 1990, and operating costs have
decreased considerably as well.”® It should be noted that there are situations where the
opportunities for skill acquisition and upward mobility for host country nationals within foreign
affiliates may be constrained by the personnel strategies or the desire of TNCs to control their
technological assets (Salt and Findlay, 1991, p. 171-172). Increasingly, however, the movement
of expatriates within the organizational structures of TNCs represents, on the one hand, an
opportunity for highly skilled individuals in home as well as host countries to become part of an
international management team whose members might be located at any place where the firm has
operations and, on the other, a means for upgrading skills and assisting in the process of
localization of management.

240



TNCs, employment and the workplace Chapter vV

B. Maximizing and diffusing the contributions of transnational
corporations to human resource development

Irrespective of the particular operating mode, the maximization of the contribution of TNCs
to human resource development in a given host country requires that a number of conditions be
satisfied:

« TNCsmustadd to the total stock of training by offering opportunities that would not have
been forthcoming in their absence. This is most likely to occur where employees would
have been unemployed or confined to unskilled tasks in the absence of foreign investment,
and/or where TNCs bring with them new or different skills and management methods that
enhance productivity in the host economy. Developing countries with abundant supply
of educated labour generally fit both aspects of this description, while economies in
transition to the market system are likely to be particularly in need of the new and different
business skills that TNCs provide.

« Training costs should be borne by TNCs and not by employees in the form of trainee wages
or the taxpayer in the form of training subsidies. While trainees in TNCs generally do not
appear to receive apprentice wage rates, instances have been observed of employees of
TNC affiliates in Brazil and Mexico being encouraged to obtain training in their own time
by, for example, practising otherjobs (Miller and Zaidi, 1982). Furthermore, evidence from
export processing zones suggests that training costs can be held down by the extreme
fragmentation of tasks and the widespread employment of women, who may earn one-
fifth to one-half of comparable male employees.

« Benefits are not totally lost through the international movement of production or staff. The
mobility of TNCs means that, in a situation of rapid technological and environmental
change, production facilities may be relocated, or staff reassigned. Where comparative
advantageis declining and production is closed, or where facilities are attracted to locations
enjoying increasing comparative advantage, this mobility contributes to economic restruc-
turing. Transnational corporations are accelerating the global movement of employees in
other ways. These include their use of expatriates as well as a certain tendency to recruit
from global labour pools, certainly for managerial, professional and technical staff. Such
movement of personnel within TNCs could be detrimental to a country if there is an
excessive loss of highly trained employees who are in demand but who are unlikely to
return in the foreseeable future.

s For an economy to capture the full benefits of TNC-financed human capital investment
there must also be some mechanism for the diffusion of skills, for example through labour
turnover or membership in trade associations. Diffusion is likely to be limited where TNC
skills are firm-specific, that is, of productive value within only one organization, or where
the underdevelopment of indigenous enterprises means that the acquired skills cannot be
employed outside the foreign-controlled sector. Concern regarding truncated production
and the transfer of highly specific training relates to plants located in developing countries
as well as less developed regions within industrialized economies. In the extreme —
perhaps where limited training is provided within highly specialized export processing-
zone affiliates — the benefits to a host country could be minimal. In general, the training
provided by TNCs within developing host countries must be considered in the light of
broader skills that may be displaced through the transfer of a technology package and
increased dependence on parent or related operations for higher order activities (research
and development, marketing etc.). '

However, the specific training provided within TNCs can also be a strong and desirable
complement to the training provided by a nation’s educational system. The most significant and
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durable forms of competitive advantage are those built upon the specialized and advanced skills
that result from human capital formation within a firm or narrow industry group. Attempts to
develop such factor skills through the public education system are less likely to succeed, because
governments lack the commercial pressure and proximity to markets that ensure appropriate skill
investment. This suggests a complementarity of general education and the more specialized
training offered within TNCs.

Employee turnover is essential for the diffusion of skills and knowledge. According to
earlier research on labour turnover within TNCs, wage rates are important determinants of
turnover. Turnover rates are much lower when TNC wages are particularly attractive (Cohen,
1973;Gershenberg, 1987b) and much higher, approaching 50 per cent or more in export processing
zones, where conditions of work are less attractive (Jenkins, 1987, p. 128). However, inmany cases
the turnover of export processing-zone labour does not assist in the diffusion of skills, among other
reasons, because it involves typically low-skilled labour that is in plentiful supply. This suggests
that the potential for training externalities from export processing zones and similar arrangements
may be quite low. Turnover rates also depend upon factors other than wages, which may, in turn,
vary among TNCs from different home countries. For example, in the United States, annual
turnover rates were much lower for Japanese-owned plants than for US-owned plants (Mincer and
Higuchi, 1987, p. 23).

Evidence for several developing countries suggests that there are positive effects in terms
of diffusion of skills and know-how. For example, according to a study of Latin American
manufacturing, many managerial personnel in locally-owned firms started their careers in foreign
companies, bringing important spillovers to the host countries (Katz, 1987). According to another
study, in Mexico, many management positions in locally-owned firms generally were held by
persons with earlier experience in foreign firms (Blomstrdm, 1989). Training in foreign affiliates
has been identified as an important element in the development of local firms in South-East Asia
as well (Yoshihara, 1988; Hill, 1993b, p. 212). Transnational corporations are reported to have
played an important role in the dissemination of managerial know-how in Kenya, although
turnover rates in TNCs were lower in foreign affiliates than in locally owned firms (Gershenberg,
1987a). The movement of trained employees to other firms was identified as one of the main ways
in which insurance-industry technology was transferred from the American Insurance Group.
For instance, in the Philippines, that company was known as the training ground for the insurance
industry (Shelp, 1984). Thus, the available evidence from developing countries suggests that
positive spillovers exist from the training of employees by TNCs. Although TNCs may have
smaller training effects in the more developed countries, they may still have an incubator effect
(i.e., incubating new spin-off local businesses) (Blomstrom, 1994).

The training and human resource development activities of TNCs have also had various
spillover effects in the economies of Central and Eastern Europe. Western business culture is
diffused through the interaction of employees with their colleagues in other local firms and with
their families; expatriate employees do not confine their experience and expertise to their
company alone; the TNC trainees are hired away to affiliates of other foreign firms or even local
companies. GE Tungsram, for example, provided company finance courses in the United States
for some of its local managers who, upon their return to Hungary, left the company.

C. Human resource development through linkages with transnational
corporations

Some of the most significant channels through which TNCs add to human resource
development are the links they develop with suppliers and customers. The sourcing decisions of
TNCs, particularly whether to import or procure locally, are critical in determining this impact.
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The decision of TNCs to produce their own intermediate products or to source them externally
depends, among other things, upon the relative costs of integrating production, the strategy of the
TNC, the extent to which technology is proprietary and specialized and the degree to which
quality variations can be tolerated. The maturity of a plant is also an important consideration.
Local sourcing tends to be much lower in the early years of establishment and may increase over
time. For example, Japanese affiliates in Europe imported 37 per cent of their components by value
in 1988. This compares with an average foreign procurement ratio of over 50 per cent when
operations first commenced (JETRO, 1990). Nationality differences in the organization of
production are also important. japanese TNCs apparently tend to source externally to a greater
extent than European or United States TNCs, although this may be a reflection of the relatively late
entry of TNCs from Japan into host countries.

Transnational corporations contribute to skill development in their suppliers in a number
of ways. They specify quality and performance standards that may exceed suppliers’ norms. In
many cases, as illustrated by Nissan and Toyota in the United Kingdom, the buying firm will work
with suppliers to help raise their standards and assist in lowering costs (Dunning, 1986b). This
is also the case with some TNCs that enter into subcontracting arrangements (box IV.7).
Transnational corporations forge critical linkages with local suppliers through the provision of
information (on markets, investment plans, competitors), technical assistance (product design,
production processes, total quality management, staff development), financial assistance (soft
loans, pre-financing of investment, prepayment of orders) and managerial assistance. In Mexico,
for example, more than 86 per cent of foreign affiliates provided training in quality management
to their suppliers. More than two-thirds provided technical assistance (UNCTC, 1992¢). In China,
TNCs such as Motorola, Siemens and Xerox have provided training not only to their employees,
but to their customers, partners and suppliers (as well as industry-related education in general).™*

There are marked differences between TNCs from different home countries in their
management of supplier relationships and the extent to which such relationships represent
opportunities for effective knowledge transfer. Traditionally, United States TNCs have tended to
deal with a larger number of suppliers, often on short-term contracts, and with a strong
expectation of achieving cost savings. Japanese TNCs seem to work with fewer suppliers, judging
from Japanese automobile TNCs (Asanuma, 1992). However, the Japanese approach to subcon-
tracting and backward linkages appears to offer greater potential for the transfer of knowledge
and skills. Suppliers benefit from an early involvement in product development and carry
considerable responsibility for the successful development of components. While suppliers are
under pressure to contain costs, this is achieved through close cooperation between the suppliers’
and the foreign affiliate. Suppliers have every incentive to cooperate within such a system as they
are likely to benefit financially from any cost savings achieved. There are also strong incentives
for them to achieve the highest possible quality levels. This is because, in Japan at least, suppliers’
responsibility for defective work extends into the market for the final product. This means that
they could be liable for recall and replacement costs. While many Japanese TNCs operate multiple
sourcing (typically two to three) with their first-tier suppliers, the competitive nature of the
relationship is different. Japanese TNCs seek to develop competitive, but cooperative long-term
relationships. Supply is assured over the life of the model, but may not be renewed for successive
models.

There is, however, one drawback to this system. The tiers of suppliers form a pyramid in
terms of preference and importance. Successful suppliers gradually move up the pyramid as they
prove their ability and improve their capabilities with assistance from the TNC in upgrading their
activities. This makes its difficult for indigenous suppliers to break into this process and helps to
explain why so many Japanese TNCs have drawn their suppliers overseas with them. It
underscores, moreover, the attractiveness of supply joint ventures between local firms and
leading Japanese suppliers or the TNC itself.
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D. Human resource development as a factor inducing foreign direct
investment

The relationship between human resource development and the production activities of
TNCs runs both ways; TNCs tend to be attracted to those locations that offer them access to the
created assets that they need. Since such assets are created by highly skilled labour, the presence
of such labour is critical in determining location decisions of TNCs, particularly in certain
industries. In other words, the skill and education level of a population determines, to a
considerable extent, the volume of FDI inflows and activities that TNCs undertake in a country.

Indeed, the dominant direction of influence is likely to be from the level of skills to the
composition of TNC investment. Skill and education levels are largely determined by the
countries themselves through the amount and type of investment they make in education and
training. The training activities of TNCs can strengthen a country’s stock of skills, but only to a
limited extent. The interaction of the two factors often results in a virtuous circle, where the
domestic availability of skills not only contributes to attracting FDI but is also upgraded in tum
by the employment and training opportunities that TNCs, especially in sophisticated industries,
provide (box V.8).
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A country seeking to attract equity or non-equity participation must at least meet TNC
expectations with regard to a minimal educational and competence level within the labour force.
If a country seeks investment in sophisticated activities or higher value-adding functions in
international production, its human resources must possess the necessary specialist skills. Some
of these factors can be illustrated by the experience of host countries in South-East Asia, which is
one of the major host areas for FDI in the developing world. Transnational corporations were
drawn to Singapore by the high skill level of the labour force as well as the quality of infrastructure
and incentives offered (Natarajan and Miang, 1992). When they expanded operations to Malaysia
or Thailand, they tended to allocate relatively low-skill and labour-intensive operations to those
countries, retaining higher skill, more technical operations in Singapore and also using Singapore
staff and Singapore operations for the training of staff in the other countries. However, over time,
foreign affiliates in Malaysia and Thailand tended to become more sophisticated. The relationship
between the type of investment and the skill level of the labour force operated not only across these
countries, but also within each country over time. Thus, TNCs that established operations in
Singapore in the 1960s, when there was a large pool of unemployed workers, were labour-
intensive and in low-technology industries, matching the low skills of the labour force of that
period. The companies that began operations in the 1970s were more capital-intensive and in
higher-technology industries, and those established in the 1980s were mainly in high-technology
areas (Natarajan and Miang, 1992, p. 17). As individual firms shifted their labour-intensive
operations to Malaysia or Thailand, their employment in Singapore also continued to grow,
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although clearly changing with respect to the type of activity. Singapore has been able to attract
higher technology TNC operations over time as a result of large investments in education,
including a significant expansion in enrolment in engineering programmes (almost nine-fold
between 1970 and 1989) and in technician training programmes (more than 18-fold between 1960
and 1989). In addition, the Government has set up, in cooperation with TNCs, special technical
training institutes geared to the needs of particular industries (chapter X).

Despite increases in the output of engineers, Malaysia continued to experience a shortage
of trained technicians in the early 1990s. Transnational corporations had to undertake a
considerable amount of on-the-job training and allow time for workers to become productive on
the job. In Thailand, even though investment by TNCs was largely labour- intensive and in
relatively low-technology industries, the rapid expansion of FDI during the 1980s has apparently
created a shortage of technical personnel. This demand for high skills, in turn, has caused the
Government of Thailand to expand engineering training at home and subsidize overseas study
for students to become teachers of technical subjects. Thus, even if TNCs do not train workers
themselves, they may induce the government to invest more heavily in training. In Thailand, the
turnover of engineers was high, with one or two years at the first job resulting in an increase in
market value of their services of between 50 and 200 per cent. This increase in remuneration
suggests that, during these few years in a TNCjob, a considerable amount of investment in human
capital must have taken place (Natarajan and Miang, 1992, p. 29).

Key locational determinants of FDI have changed markedly over time. In the immediate
post-war years, the strong demand for natural resources and the adoption of import substitution
strategies were important factors influencing the location of international production. Market size
and growth rates were increasingly important in determining the geographical pattern of
investment during the 1960s and 1970s. More recently, TNC production and marketing strategies
have been driven by innovations in information and communications technologies; the accelerat-
ed pace of technological change; growing market competition; and policy liberalization, to move
towards internationally integrated production systems characterized by increasing locational
differentiation as specialist value-adding functions are dispersed in an optimum fashion from the
viewpoint of the firms as a whole. Locational decisions are now more likely to be influenced by
the presence of sophisticated, created assets, including human resources with innovatory
capabilities and marketing, planning and management skills, rather than by plentiful supplies of
low-cost labour or natural resources. At the same time, the competitive success of TNCs is
increasingly based on their ability to create and coordinate complex transactional networks.

Host countries, for their part, increasingly evaluate international investment in terms of its
contribution to the goals of upgrading capabilities and integration into the world economy. It is
complex, created factors that unite these objectives. They can only be realized through the services
of highly skilled and creative individuals. The presence of such people is now perhaps the key
competitive resource for firms as well as for countries. Governments, aware of the importance
of providing such skills can do much to increase the locational advantage of their countries in this
respect (chapter X).

Conclusions

The relationships between TNCs and human resource development are complex and multi-
faceted. On the one hand, the operations of TNCs have the potential to make a considerable
contribution to human resource development, particularly in developing countries. On the other
hand, and perhaps of greater importance, investments by TNCs depend increasingly on the
presence of created assets within a local economy. Such assets, which form the basis for economic
development and the creation of competitive advantage, are the result of the application of highly
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skilled and creative human capital. The interaction between these effects can be important. An
economy that is successful in attracting TNCs and achieving a consequent upgrading of labour
skills can strengthen its locational position for obtaining further investments.

The contributions of TNCs to human resource development lie mainly in the areas of
education and training. In education, their role is largely confined to direct or indirect investment
in the provision of tertiary-level education, especially in business management. The major role
of TNCs in the development of human resources stems from the training and other learning
opportunities they provide to their staff in various forms. Such training may be valuable for
workers in developing countries and others in which opportunities for acquiring vocational,
technical and management skills are limited. ‘

Training and other forms of learning provided by TNCs are directed towards all categories
of workers, although the main focus is on managerial and technical personnel. Evidence suggests
that the size and scope of TNCs enable them to provide substantial formal and informal learning
opportunities for employees. Moreover, the learning provided by TNCs often relates to new or
different production and management methods. Under appropriate conditions, the contributions
of TNCs to knowledge, skills and management expertise of their employees can be disseminated
more widely in the host economy and complement domestic human resource development in
promoting growth and strengthening competitiveness.

As the tendency of TNCs to pursue complex integration strategies proceeds and the links
between parent companies and their affiliates increase, the training requirements that are needed
to manage successfully the corporate production system and its geographically dispersed
segments are likely to increase and become more sophisticated. Foreign affiliates may be
progressively involved in higher value-added and more specialized activities, and more training
needed to improve the quality of local personnel. The commitment to training in affiliates could
be considerably reinforced by the growing interdependence between operations at home and in
the various affiliates. This may lead to a wider distribution of training packages throughout the
TNC.

The trend towards complex integration strategies and the increasing competition for FDI
make it more important than ever for developing countries to build up their own human resource
capabilities. In addition to providing the basis for the development of the domesticeconomy, such
capabilities would allow labour and national enterprises to interact more effectively with TNCs,
They would contribute to increasing the volume and raising the quality and sophistication of the
FDI that a country could attract, thereby strengthening the prospects for further human resource
development. At present, only a limited number of developing countries attract sizeable shares
of FDI, particularly in areas that are technologically sophisticated. While these countries have the
greatest potential and hold promise for significant human resource development by TNCs. For
those countries, foreign affiliates linked to TNCs’ value chains are an important complement to
national programmes for upgrading human resources. However, other developing countries that
do not offer similar locational advantages may also benefit, in terms of improving their human
research development from FDI and the emerging integrated international production system.
They need to consider how to formulate and coordinate policies so as to maximize the benefits to
their human resource capabilities. Issues relevant to the formulation of appropriate policies are
discussed in chapter X.

Notes

1 See, for developed countries, ILO, 1981a; Buckley and Enderwick, 1985; and Simoes, 1985. For
developing countries, see Hughes and Seng, 1969; Willmore, 1986; Kumar, 1990.
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