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INSTITUTIONAL CHANGES
IN INTENATIONAL LABOR MARKET
AND HUMAN RESOURCE MANAGEMENT

ABSTRACT. The object of the article is to assess the influence of economic
and political institutions on the situation of international labor market in
European countries. In recent years, the focus shifted towards institutional
solutions of economic processes, including the situation of international labor
market. The analysis shows that the institutional structure has a great impact
on the labor market.

The problem is the balancing of the global trends in human resource
management with the influence of national culture because many aspects of
human resource management (HRM) are affected by differences in national
culture. The article analyses the major challenges arising from international
labor market and affecting human resource management practices in the 21st
century in European countries.

The existence of efficient and well-managed institutions help to reduce
distortions in the allocation of the labor force as well as creating demand for
labor.
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cultural differences, labor market institutions; transformation; unemployment.
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Introduction

The formation of a functional state institution is one of the main
objectives of the transformation of the system in European countries.
This process, however, is not easy, as it involves dismantling of
economic and social structures inherited from a previous regime.
Also, it requires the creation of a new set of values that would be
acceptable for public. It is worth underlining, that at the turn of the
80s and 90s, those countries faced a number of difficult challenges. At
the same time they tried to create market economies with social
aspects as well as democratic rule. For this to be successful, time is
needed for the adoption of adequate institutional solutions.

In today’s global economy, the extent to which HRM activities are
successful across cultures will largely depend on the manager’s
abilities to understand and balance other cultures values and practice
as regards such things as the importance of work, how power and
status are conferred, the perceived value and other fundamental
differences in how people from different cultures view the world.

The goal of the article

The general aim of the article is to analyze the problem of
balancing seemingly opposing forces (international labor market and
the influence of national culture) and to identify trends in HRM across
European countries.

Research methods

The following research methods have been used: system, logic and
comparative analysis of scientific conceptions. Also, empirical studies
carried out in different countries are presented. The primary data from
companies were collected. Other data were derived from printed
papers, books and statistics.

Outcomes of research

The institutions of European countries are faced with new
geopolitical conditions; at the same time, they are undergoing the
effects of three major macroeconomic processes: transformation,
globalization and total integration to the EU together with an access to
Eurozone. These countries are dealing with many problems, mainly
political and economic. Other aspects such as cultural, tradition or
national identity issues should be overlooked either.

Labor market instability, as shown by relatively high
unemployment rates, is one of the most pressing issues of European
markets. Among many determinants of such situation is the
institutional environment of the labor market. Therefore, the question
arises whether labor market institutions affect upon the situation in the
labor market. We will try to answer this question in the analysis of the
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relation between the levels of the minimum wage and the escalation of
the unemployment rate in the countries.

First of all, a country must be ensured to function in conditions of
strong multi-aspect differentiation, and especially in the environment
of massive financial inequalities. The main line of division between
people runs between the rich and the poor, who account for over 80
per cent of the world population. Another major problem that a
country encounters is the process of progressive devaluation of the
notion of national state, as a consequence of stronger international
corporations and capital owners, whose only aim is the optimization
of economic indicators and the maximization of profit.

Globalization requires attention to «more than conducting business
across national borders but also entails expanding competition for
almost every type of organization presenting management with the
challenge to operate in diverse cultural settings» (Edwards, 2006).
O’Keeffe contends that the advent of the global economy has brought
a realization that the only lasting competitive advantage is an
organization’s ability to effectively exploit human resources. HRM
has become a significant factor in the management for organizational
success. The multinational companies (MNCs) and other international
organizations face the challenge: what kind of a new form of «glue»
helps to manage HR worldwide? The idea emerging from
organizational behavior literature in recent years will help to find the
answer. It comes from the work of Paul Evans and Yves Doz from
INSEAD business school in France.

Evans and Doz have described the managerial challenge in
complex international organizations in terms of balancing the
opposing dualities (Evans and Doz, 1999).

The whole challenge of managing across cultures is about
balancing the seemingly opposing values and practices in such a ways
as to create advantages from them.

The research of Evans and Doz is particularly relevant to all areas
of strategic HR across cultures. In addition to recognizing that
dualities exist and must be balanced, it is clear that HRM
requirements become less a matter of having the right people at the
right place at the right time, but more a matter of integrating selection,
reward and appraisal practices within organizational values which will
allow a balanced outcome under a range of cultural conditions.

The key role of labor, and thus HRM, in modern organizations is
emphasized by Sparrow (1999). He concludes that getting the people
issues right is critical. This perspective is reflected in the increased
professionalism of the HRM function in the UK. HRM practices in the
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UK are influenced by increasing levels of regulation arising both from
the UK government and from membership in the EU.

The establishment of more employee supportive legislation is
found in the introduction of the minimum wage. Nevertheless, much
of current UK employment legislation remains restrictive and
controlling labor. Policies emanating from the EU have worked in the
opposite direction and seek to emphasize employee welfare,
involvement and commitment.

The monitoring of equal opportunities on the basis of sex, race and
disability remains a high priority for HRM professionals.

The continued move towards increased use of performance-related
pay presents a particular challenge to the HRM professional, since the
systems, while motivating those receiving the payments, can have a
considerable negative effect on the commitment and motivation of
those who do not receive them. No matter how the system appears to
be, it is unlikely that an organization has sufficient resources to
reward all those meeting their targets, and in the longer term such
schemes may be problematical as there will be strong upward
pressures in salary costs.

Also, international organizations, such as The World Bank (Gelb
A., Gray C., 1991), had similar views and stressed the necessity of a
radical institutional conversion through privatization, dismantling of
monopolies, restructurization, the formation of institutions on the
labor market, the capital market, the banking system, and a reform of
the property law. The state also had a role in restructuring mining,
steel industries and other heavy industries. However, in many sectors
of the economy, such as the labor market, the institutional solutions
are still very conservative or are inexistent. Some economists
highlighted the importance of a careful study of the institutional basis
for the new system before embarking on the path of major economic
reform, especially as far as reforming property laws is concerned.
(Wilkin, 1995). According to Peter Murell (1992) and Mancur Olson
(1992), institutions in well-developed economic systems, though often
regarded as insufficient, are not a symbol of the underdevelopment of
the political system, but rather are an indicator of progress and
democracy. Despite that, governments of developed countries are
always searching for the optimal institutional structure. The analysis
carried out by Murell and Olson reflects well how important
institutional aspects are for governments in order to achieve
macroeconomic stability and microeconomic efficiency.

The issue of the impact of the state on the shape of the institutional
environment in the economic sphere actually comes down to the
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evaluation of the level of the development of institutions on the labor
market, financial institutions, the budget, as we assess the role of the
institutional environment for the economic growth.

New phenomena that appeared on the labor markets in many
countries prompted economists to look at the issue of the institutional
environment. In many studies carried out on this subject, a complete
set of institutional factors was taken into consideration. It caused
numerous deformations on the labor market in the form of an increase
in long-term unemployment and a decrease in the economic activity of
the society.

However, we must also take into account other important elements
such as: very complex problems inherited from the past, lack-of
visibility of this market and low mobility.

The current French HRM practices are the result of several
constraints such as strong and specific regulations, demography
unique in Europe, the acceleration of internationalization of large
organizations, and sociological upheaval. These practices are
converging with those of other countries under pressure from similar
factors. French HR managers are striving to adapt French
organizations to their environment by relying on unique practices or
practices similar to those implemented in other countries. The
demographic and political environment is particularly characterized
by the importance of the baby boomers and the second by the
relationship between the State and the social partners. The French
birth-rate remains consistently higher than in the main bordering
countries (Germany, the UK, Italy and Spain). France displays an age
structure characterized by its relative youth. Indeed, in 2006, 19.4
percent of the population was under the age of 20 compared with a 17.8
percent European average. Another characteristic is the low number of
those between 54 and 65. The potential to infuse young blood into an
organization is high. Moreover, net migration was considerably lower
in comparison with the UK: minus 1407,000 persons in 1998 and
90879,000 persons in 2004 (Eurostat, 2008).

However, the HR function, which took over the task of innovation
in the reforms of working hours, and negotiation and implementation
of the new measures, gained more influence. The HR function took
over measurement and financial tools in order to optimize choices and
control the costs related to the 35-hour workweek.

In France, career management is often based on the division of
employees, especially between those who have and those who do not
have the status of «cadre». Human resource managers pay great
attention to the careers of the first category, among them the high
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potential employees, since qualitative flexibility is expected from
them because they make up the central core of the organization as
defined by the model of the flexible firm.

The use of the Internet as a recruitment tool is on the rise in
France, particularly for large companies. Genera-list and institutional
Web sites stream the recruitment market out. The most common
screening process remains the traditional employment interview. On
average, the recruitment process requires three interviews, and the
final hiring decision is made by the manager who will be responsible
for the new employee’s performance. French labor laws strongly
impact the training practices in France. French organizations with ten
or more people on the payroll face a mandatory financial contribution
of 1.5 percent of the wage bill for training or face financial penalties.
With fewer employees, the contribution is 0.15 percent of the wage
bill. On average, organizations spend more than the legal minimum
required, with a training contribution of around 3 percent of the wage
bill. The access rate to training, i.e. the percentage of employees who
participate in training programs during one year, is on average 38
percent and is over 60 percent for large organizations. This rate also
varies with the level of qualification, from 10 percent for unskilled
workers to 60 percent for technicians and executive. The trend in
training is for organizations to tailor their programs to their direct needs.

The French are champions of the individualization of
compensation. Recognition of competencies constitutes an essential
determinant of individualization. Nevertheless, an increasing
individualization may give rise to a diminishing interest in the aims of
the organization as a whole. Variable compensation concerns both
collective and individual performance. At the collective level, gain
sharing is on the rise. At the individual level, the widespread use of
bonuses and exceptional premiums enables organizations to reward
individual performance, yet keep a security margin in case the
economy deteriorates. Nevertheless, as the variable part of
compensation increases, this raises security and equity issues for the
employee. The emphasis on individualization turns equity into a key
issue. Trying to achieve equity furthers the expansion of flexible
compensation through cafeteria plans which increase employee
satisfaction regarding the benefits offered by the organization.

To sum it up, HRM is more than ever dedicated to the necessity of
productivity within both the HR function and the organization as a
whole. In order to make an impact, add value, and create a
competitive advantage for the organization, HR professionals and line
managers can no longer overlook the differing values of the employees.
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The most important institutions of the labor market: the level of
minimum wage. In this analysis, seven countries of Europe were
compared: Bulgaria, The Czech Republic, Poland, Romania, Slovakia,
Slovenia and Hungary. Variations in the minimum wage were shown
in relation to the level of the unemployment rate, whereby the analysis
was carried out assuming that we will convert the minimum wage
from national currency to EURO according to the purchasing power
parity (PPP) and the exchange rate.

The data in terms of minimum wage in EURO according to the
purchasing power parity (PPP) and the exchange rate, for the ten
countries, is presented in table 1.

Among European countries, big differences in the level of
minimum wage both according to the purchasing power parity (PPP),
and also according to the exchange rate, are visible. The highest level
of minimum wage according to the purchasing power parity (PPP)
amounts to 679,1 EURO in 2006 in Slovenia, whereas the lowest level
in the same period of time, was noted in Romania — 164,3 EURO
(table 1). This difference was quite significant, as the wage was over
four times higher in Slovenia than in Romania.

Even higher was the difference in terms of minimum wage
according to the exchange rate. The lowest level was noted in
Bulgaria in 2006, — 92 Euros, while the highest level was noted in
Slovenia — 521.8 Euros. Taking into consideration the purchasing
power, all these countries raised the level of minimum wage between
2001 and 2006, but this level was considerably different.

Table 1

THE LEVEL OF MINIMUM WAGE IN EURO ACCORDING TO THE PURCHASING
POWER PARITY (PPP) IN EUROPEAN COUNTRIES, BETWEEN 2001 AND 2006

Comry Change e 201
2001 2002 2003 2004 2005 2006

Bulgaria 112,9 | 123,3 | 132,4 | 1429 | 177,4 | 182,7 61,8

Czech — 338,1 | 350,8 | 381,9 | 417,7 | 456,6 35.0
Republic ’

Poland 329,0 | 331,4 | 340,8 | 347,3 | 354,2 | 371,6 12,9
Romania — 1359 | 160,4 | 1599 | 161,3 | 164,3 20,9
Slovakia — 292,5 | 266,1 | 276,8 | 2924 | 317,9 8,7
Slovenia 5292 | 595,6 | 569,0 | 615,1 | 642,4 | 679,1 28,3
Hungary — 361,8 | 334,1 | 340,1 | 361,2 | 394,1 8,9
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The strongest increase in the wage was observed in Bulgaria (by
61,8 %), whereas the weakest increase was observed in Slovakia (by
8,7 %) and in Hungary (by 8,9 %).

Conclusions

The institutional environment shows a definite influence on the
labor market situation, as proven by the correlation between the
minimum wage and the unemployment rate in European countries.

In European countries, there is a negative relation between
unemployment rates and the level of the minimum wage. In other
words, when the unemployment rate decreases, there is an increase in
the lowest levels of remuneration for work in the economy both in
terms of relative value of these wages according to the purchasing
power parity (PPP) and the exchange rate. It confirms an impact of a
higher (lower) unemployment rate on a decrease (increase) in the level
of the minimum wage.

Firms are likely to continue experimenting with variable compen-
sation and high performance work systems to enhance productivity.

A stronger relation between the level of unemployment and the
level of the minimum wage was noted in case of the minimum wage
according to the purchasing power parity (PPP) than the minimum
wage according to the exchange rate.

The general context within which HRM changes have taken place
in the UK is a reflection, primarily, of changing regulation arising
both from the UK government and from membership in the EU,
globalization and strong pressures to drive costs downwards.

The current French HRM practices are the result of several
constraints such as strong and specific state regulations, a demography
unique in Europe, the acceleration of internationalization of large
organizations, and sociological upheaval.

The modification of institutional environment is worth underlining
during the period of changes in political, social and economic
conditions.

References

1. Blanchard O., Wolters J. (1999). The Role of Shocks and Institutions
in the Rise of European Unemployment: The Aggregate Evidence, National
Bureau of Economic Research, Working Paper nr w7282, August.

2. Boeri T., Terrell K. (2002), Institutional Determinants of Labor
Reallocation in Transition. «Journal of Economic Perspectives», nr 1.

3. Clague C. (1992), The Emergence of Market Economies in Eastern
Europe, red. C. Clague. G.C. Rausser. Blackwell. Cambridge.

4. Elmeskov J., Martin J.P., Scarpetta S. (1998), Key Lessons for
Labour Market Reforms: Evidence from OECD Countries ¢ Experiences,
«Swedish Economic Policy Review», nr 5(2).

167



5. FUROSTAT (www. cc.curopa.eu/eurostat).

6. Jackman R., Layard R., Nickeli S. (1991). Unemployment: Macroeco-
nomic Performance und the Labor Market. Oxford University Press, Oxford.

7. Celia de Anca. Vazquesz A. (2007). Managing Diversity in the Global
Organizations. Palgrave Macmillan. 238 p.

8. Dowling P., Welch D., (2005). IHRM: Managing People in a Multina-
tional Context. Thomson Learning. 333 p.

9. Evans P., Doz Y., (1999). HRM on edge: A Duality Perspective.
http://wvvw.qucstia.coni/googleScholar.

10. Edwards T., Rees Ch., (2006). IHRM: Gloabalization. National Systems

and Multinational Companies. Prentice Hall. 310 p.

Crarrs Hagiiduuia go peaakuii 15.05.2010 p.

E. H. 3yx6a, KaH/. 5KOH. HayK, [OIIEHT,
JoHelKH HAaITMOHAABPHBIN TEXHUYECKUN YHUBEPCUTET

HHCTHUHTYIIHOHAABHBIE KOHTYPBI
PACIIPEAEAEHHS JOXO0O40B TOMOXO3sgAHCTBA

AHHOTAUUNA. B cmambe nokaszaHo, Ymo ¢byHKyuu rnompebneHusi u cbepe-
JKeHUsi 00OMOX035UCme HOCSIM HesluHeUHbIU xapakmep. Ha eenuyuHy ypoeHsi
rnompebrieHUs1 Kak CHU3Y, maK U C8epXy OKa3sblearom e/usiHue UHCmumyuyuo-
HarbHble oepaHu4YeHusi. AbekgamHasi oueHka aghgpekmusHocmu pacripederie-
Husi 0x0008 Mo oMAesibHbIM HarpaseHUsiM 803MOXHa Yepe3 PbIHOYHbIU Me-
xaHusm. [lpuHsmue peweHul OOMaWHUM X034UCMEOM 8 YyCrI08UsIX
HeorpedenieHHOCMU 8HewHel cpedbl, MHOXECM8EHHOCMU U MO08UXHOCMU
ee napamempos mpebyem obpauweHusi K creyuasnbHbIM 3KCIEPMHbIM opaa-
HaMm, a pearnu3ayusi X03saUCMEeHHbIX peweHul npedrnonazaem Hanuyue cre-
yuanuauposaHHbIx uHcmumymos. Onmumu3ayusi pacripedenumeribHbIX pe-
weHul domMoxo3sticme B03MOXHa MOJIbKO Mpu 00CMamoYHOM passumuu
coomeemcmayrouieli pbIHOYHOU UHGhpacmpyKmypebi.

KNKOYEBBLIE CIOBA. [1oMOX035IMCTBO, [0X0A4, NoTpebneHue, cbepexeHun,e
3KOHOMUYECKME MHCTUTYThI, YEINOBEYECKUI KanuTarn

[Torpebutensckuii BRIOOP W CTPYKTYpa paclpeneeHus Mmoydae-
MBIX J0XOJIOB JOMOXO3SICTB ONpEACSACTCS LEIbIM CHEKTPOM pas-
JTUYHBIX (akTopoB. CeroaHs MHOTHE W3 HHX HCCIIEIOBAHBI IOCTATOY-
HO TJTyOOKO SKOHOMHCTaMH, COLMOJIOTaMH, JAeMorpadamMu, OTCIIeKH-
BAIOTCSI CTATUCTUYECKMMHU opraHamu . lllkonma mapkuHanm3Ma 3aio-
XKHJIa OCHOBBI TEOPUH MOTPEOUTENLCKOTO BBIOOpa Ha 0Oa3ze aHanmm3a

! ViazauubiM npoGiieMaM mocBsimens! Tpyasl T. Anmnmosoii, B. Byesa, IT. Bakyposa [1],
M. Baiirepeesa [2], A. bananggs! [3], E. banaukoro [4], C. }O. Bapcykogoii [5], A. I'. Barpako-
Boii [6], C. A. Benoseposa [7, 8, 9], . bobyxa [10], M.M. Baramantoka [11], A. BroBuuenko
[12], A. B. Bepuukosa [13], maTepuabl cTaTUCTHYECKHX opraHoB [14, 17, 18].
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