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political context of where you are)
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Cultural models help identify local
needs, but use them with care to avoid
unhealthy stereotypes

Start with the home country as a first step
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contexts influence HRM practices

Step outside the “comfort zone” as

communication quality depends on

diversity of information

° Localization starts at the head office
and requires sustained commitment

* To go local—adapt ... but don’t always

play by the local rules

eBay versus Alibaba in China

In March 1998, Meg Whitman was recruited to become the
CEO of eBay—three years after the French entrepreneur,
Pierre Omidyar, had founded the e-business firm. At the
time, eBay had only 50 employees, US$4.7 million in reve-
nues, and operated only in the US. When she stepped down
as CEO of the California-based firm ten years later, eBay was

present in close to 40 countries and had more than 15,000
employees, approximately 100 million active users, and
about $8 billion in annual revenue.' By any standards, eBay
is a highly successful multinational corporation. However, in
spite of its market dominance in many countries around the
world, it has struggled to grow in some key markets in Asia.?
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eBay’s entry point to Asia was Japan in 2000. Its
business model for Japan, as for all the other interna-
tional markets it had previously entered successfully, was
essentially the same as for the US—notably the user fee
structure and no media advertising. Its local Web site
was also similar to the company’s US version, with no
special features to attract and serve local users. However,
eBay was not the first mover in the Japanese market. Its
US competitor Yahoo had already formed a joint ven-
ture with the Japanese Internet company Softbank and
invested heavily in an aggressive advertising campaign
to promote its services.> By the time eBay went online,
following the lengthy process of building its 100 percent-
owned company from scratch, Yahoo had already built
a loyal customer base that eBay was not able to seduce
away. Two years after its entry to Japan, eBay pulled out.

As the company looked at other opportunities in Asia,
eBay’s management was determined to learn from its
failure in Japan. Rather than starting from zero, eBay
entered Taiwan, Korea, and India through partnerships
and partial acquisitions of local firms. This was also the
strategy chosen in potentially the biggest market oppor-
tunity of all: China. In March 2002, eBay first bought a 33
percent stake and then full control in EachNet, China’s

ing site led by a Shanghai native who had graduated fro
Harvard and developed EachNet with eBay as his
Within a short time, eBay/EachNet had become the
market leader for C2C business in China, with doru‘inant

first and largest online consumer-to-consumer (C2C) traU

85 percent market share. EachNet's st erayChinese,
but since its outset it had been modele eBay.
However, local competition be sh back very

quickly.* The biggest challenge ¢ a start-up formed
by Chinese Internet entreprene@ Ma. Ma already had
a highly successful busi
Alibaba (in which Softbank fsom Japan and later Yahoo
as concerned that eBay/EachNet
would establis ead from which to attack his very
profitable B2B actiyjties. So, in 2003, Ma locked up his team
in his house to set up his own e-commerce
o (“hunt for treasure”) as a direct competitor
to QN 2Bay and Yahoo] are the sharks in the ocean, and
we are the crocodiles in the Yangtze River,” said Ma. “When
they fight in the Yangtze River, they will be in trouble. The
smell of the water is different.”> Its portal was crowded
with multicolored links that appealed to the Chinese user,
contrasted with the clean design of eBay/EachNet.

In China as elsewhere, eBay added fees based on the value
of a deal to the listing fees that EachNet charged. Taobao did
not charge any such fees and Ma promised that his company

-to-business auction site called

were major investqrs

for six me
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would not do so for at least three years.® Faced with the eBay
giant, Taobao’s employees were encouraged to “do a hand-
stand” to see the world differently, finding solutions to the
tough competition. While eBay’s Chinese site had a layout
and features similar to those in rest of the world, Taobao

presented a site full of popular local features (such as horo;
scopes). Critically, Taobao developed a new payment sys\@
er

linked to physical delivery of the goods, as Chinese cu&
did not fully trust the credit card-based systems li ayPal

that eBay was using. Taobao—unlike eBay—al wed the
seller and buyer to interact directly. In a soc@t was still
uncomfortable with the Internet, this w. ive way of
dealing with issues of trust among p @o do not know
each other personally. Finally, to @V omer confidence,
Taobao decided to provide cu sérvice support by tele-
phone, again, not something,supplied by eBay.”

The challenges of ating EachNet and eBay fur-
ther aggravated the lattef's problems. Many members
of the original @‘ Net team left the company, feeling
that they had"beéy sidelined after the acquisition, when
eBay man rom places like Germany and Taiwan
wemught in to help with the integration. In order

to ieve®economies of scale, eBay moved EachNet’s
%et platform to its US-based global server, as it had
systematically when integrating other foreign units.
the process, several locally developed design features
were removed. Once the site was on the global platform,
requests to localize the content of the Chinese site had
to be approved from the US. Local employees felt that
headquarters “did not listen to them."®
Despite following Taobao's example with free product
listing, eBay’s market share was down to 20 percent by
the end of 2006. Although Meg Whitman had promised,
after the failure in Japan, that eBay would do a better job
in adapting its activities to the local market in China, the
company was unable to do so. In December 2006, eBay
announced a fresh start, forming a joint venture with
Tom Online, a wireless Internet company controlled by
Hong Kong tycoon Li Ka Shing.® All eBay/EachNet busi-
ness would be merged into a joint venture managed by
Tom Online; only eBay China’s global trading remained
independent. In 2014, eBay had a 2 percent market share.
In 2014 Alibaba, now the world’s largest Internet
retailer, prepared to enter the US market by recruiting a
former US Treasury chief of staff to help tailor its inter-
national strategy. Rather than taking Amazon and eBay
head-on in their home territory, the more conservative
approach was to allow US retailers such as Nieman Marcus
to sell to Chinese consumers.'® Will Alibaba succeed in the
US or fall into the same traps as eBay in China?
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Chapter 2 Becoming Locally Responsive 39

OVERVIEW

The story of eBay in Asia provides a vivid example of the potential problems
facing multinational corporations that fail to adapt to local demands and com-
petitive conditions. In this chapter we examine how firms respond to the diverse
environments they face in international markets. Local responsiveness involves
responding to differentiated needs in different markets and to the local context. &@

Companies that focus on responding to local conditions take a multidomestic

approach to management.

In this chapter we examine how companies can deal with three sources of 0
diversity. They must know themselves and others (cultural diversity), know @
where they are (institutional diversity), and know whom they talk to (network \
diversity). Then we discuss how they can localize by attracting and retaini
local managers, though surprisingly this all starts at the head office. In co
sion we observe that local responsiveness does not necessarily mean in

by the local rules. \

THE IMPORTANCE O AL RESPONSIVENESS

The managers of subsidiaries in multidomestic firms argets that they
must meet, but they can achieve them in a way that js locally responsive. Local
responsiveness represents the capacity to sense anﬁnquer to the varied needs
of customers and other stakeholders. At the of the multidomestic strat-
egy is the argument that the capability of ¢ %ng in a locally appropriate
way helps to overcome the “liability of for@ss” that firms may suffer from
when entering new markets."! This lia mes because foreign companies
do not understand the local culture, institutions, and networks. As we have
seen in the case of eBay, not knowi hg‘w to manage in the unfamiliar environ-
ment, and /or not having pro sand services that fit local requirements, puts
foreign companies at a disa%tage compared with their local competitors.
Internet companies in pa may fall into the trap of thinking that users all
over the world are th

Local responsiveness)was the route followed early in the international-
ization process by companies such as Nestlé and Unilever at the beginning
of the twentieth, cehtury. In an era when communication and transport were
restricted, @ er preferences around the world were fragmented. Perhaps
more i ntly in those days before modern logistics, the cost and delay of
shipping goods internationally offset the economies of global mass production
ut a limited range of products. However, as trade barriers decreased

hinologies increased our ability to overcome geographic barriers, compa-
piesipegan to feel fewer pressures to be responsive and focused more on capital-
izihg on economies of scale.

More recently, the market leaders have become more evenly matched on
access to capital, know-how, and technology. In a world of increased global
connectivity,'? local responsiveness has acquired additional value as a source of
competitive advantage. Even Coca-Cola, which for most of its existence consti-
tuted the archetype of a firm pursuing a meganational strategy, felt the need to
“rediscover” its own multi-local heritage, triggered by the slow responsiveness
of the global headquarters in Atlanta to changing local markets and to food
safety incidents around the world.”
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40 The Global Challenge: International Human Resource Management

In the process of “rediscovering” local responsiveness, our understand-
ing of it has also changed. The term “local” used to imply “national,” whereas
today it means “differentiated.” Nations remain important drivers of differenti-
ated needs, but they are by no means the only ones. One of the challenges for
multinational companies is to respond to differentiated needs more finely, mar-
ket by market. In fact, “local” refers to any market that is distinct from others.

In addition, cultural distance remains important in our global era. From
the multinational firm’s point of view, some regions and markets may b @
distant than others."* For example, research on foreign companies i&ra
revealed that those coming from countries with strong ties to Bra% tetms

of language and institutional similarity, geographical proximit al his-
tory, and immigration) were usually more successful than fir countries
with weaker ties to the country.” Also, there is some evid n& tirms mov-

ing step-by-step to culturally distant countries, after est. g a presence in
more proximate countries, are more successful than e that expanded by
directly entering distant markets.'® Given such fin%one might urge man-
agers to pay careful attention not just to market nities but also to ease
of entry in terms of social, cultural, and insti factors, especially with
respect to their impact on human resource

Business Advantages of Local @ siveness
A locally responsive company is likely to be more receptive to local trends,

emerging needs, and product d%patterns—and therefore less likely to miss
subtle market opportunities%r enting a local face and acting like a domes-
tic firm, the foreign fir ch a wider customer base and compete more

r‘@ket& Responsiveness also includes a firm’s busi-

effectively in local labo
ness practices, suChQ\e ay it handles relationships with suppliers, distribu-
tors, and local government, and the approach it takes to people management.
The dimensions,of local responsiveness come from a mix of market, orga-
nizational, litical considerations (see the box “Business Dimensions of

Local Res u’ i ”

Business Dimeiisions of
Local Responsiveness

N

Industry chare
In certainess sectors, there is little competitive
advaptagestosbe gained from standardizing or coordi-

natioss different subsidiaries. For example, non-
brandedfoods and small household appliances face weak

forces for global integration because of an absence of

scale economies. Cement companies, such as Lafarge
and CEMEX, engage heavily in local production in every
country they have entered. This is largely because the
shipping and tariff costs neutralize any cost advantages
of centralized sourcing.

Customer needs

Historically, branded packaged goods companies, such
as Danone (foods) or Unilever (nondurable goods), have
tended to respond to different customer expectations,
preferences, or requirements. But even businesses with
global formulae, such as McDonald’s or Disney, may be
forced to modify their offerings to cater to local tradi-
tions or expectations. For example, European dining
habits forced both Disney’s theme park in Paris and
McDonald’s European franchises to abandon cherished
no-alcohol policies applied in the home market.
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Local substitutes

Competition from local products or services with differ-
ent price/performance characteristics may lead a com-

Chapter 2 Becoming Locally Responsive

example, the distribution infrastructure, particularly in
emerging markets, may require adjustments to product
design or packaging in order to cope with the challenges
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pany to local adaptation. Nestlé varies its infant cereal 0 G, e 007 Ly el

recipes according to local raw materials—in Europe they
are made with wheat, in Latin America with maize and
sorghum, and in Asia with soy. Whirlpool, contrary to its
worldwide policies, introduced a locally manufactured

Host government regulations

Host government concerns—for national dewv€lopment

or national security—may force a businessgto cally
responsive. Petrochemical firms have to build close relation-

ships with national authorities control

brand of appliances in Eastern Europe to compete against
low-priced competition.

Markets and distribution

National differences in market structure and distribu-
tion channels can have repercussions on pricing, product
positioning or design, promotion, and advertising. For

ayesource that
is critical for economic developme ntent require-
ments can force a firm into deve partnerships with

suppliers. Retail practices tha @ ahdard in the US, such

as opening 24/7, or refu& the price difference on any
item sold for less else%re, e illegal in Germany.

Conforming to local business practices and developing ties @43] authorities
are especially important. If a firm becomes a local insidgf;%it is more likely to
have a say in the shaping of new policies and regulatio %u to be invited to
play a significant role in industry or trade associatiens. In this way it can gain
valuable information and have a better chance of icipating in local deals. As
global oil companies like Shell and Exxon rec , 1t is important to interact
closely with local authorities in the regulateds of petroleum exploration
and marketing. However, there are als @ al dangers. Being too close to
the authorities can create its own ris@r example, if the local government
comes under attack for questionable practices."”

Another example is from the Intesnet search industry. For several years
Google had a Chinese-languageyversion of its search engine (google.com) that
operated outside of China ever, the Chinese government closely moni-
tored the search engine, @ ously using a firewall to block access to sites
blacklisted by the gov and slowing down the search in general. In 2006,
Google decided to op& a new Chinese-speaking version in China (google.
cn), and the co&\y agreed to adhere to Chinese self-censorship laws and
regulations.'® ever, the decision by Google to follow Yahoo and Microsoft

in accepti ensorship in China was heavily criticized in the US.” When
Google course in 2010 in response to a hacking attack originating in
China, anni@uncing that it would no longer censor searches there, the Chinese

es retaliated. Access to most Google products has been essentially
d’ (including Gmail and Google Scholar); whereas a third of all searches
ina were on Google in 2009, it had less than 2 percent market share in 2014.

People Challenges of Local Responsiveness

Alongside the business arguments for local responsiveness, there are equally
compelling arguments for taking a local orientation in people management.
Of all the management domains, people management is generally seen as the
most sensitive to local context.?® Cultural differences are one reason, but by
no means the only one. National regulatory pressures are equally if not more
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42 The Global Challenge: International Human Resource Management

important—on workplace representation, employee participation, fiscal incen-
tives for training, acceptable practice when hiring and firing, working hours,
and so on.

Some countries regulate employment practices closely, whereas others
leave more discretion to the employer. For example, firms in the US can set their
own overtime policies and seldom pay professionals for overtime. In Japan
such practices are nominally illegal yet not uncommon, but in Germany they
would land the company in court. Moreover, HR practices are typically sitbjeCt
to scrutiny by labor unions, whose strength and attitudes to managemeént vary
by nation and industry (more about this later in the chapter).

These characteristics make people management more context=specific than
accounting, marketing, or manufacturing, which tend to adheregnore closely
to parent company norms. Because people managements/tools, are context-
specific, one response is simply to delegate HR practices ‘edtifély to the local
subsidiaries—an approach that might be characterized as,”When in Rome, do
as the Romans.” Yet this is too simplistic.

The adjustment of HR practices to the local centext is often framed as a
Hamlet choice: to adjust or not to adjust, that is €he question. In fact, people man-
agement is not a monolithic domain. For examplefresearch on foreign compa-
nies in China shows significant difference§ in‘the degree of local responsiveness
of recruitment, training, compensatiow, perfermance appraisal, and promotion
criteria,” and we explore reasons for these’differences in this chapter. Also, HR
practices for rank-and-file emplo§ees may correspond more to local norms than
practices affecting executives,?

Some HR practices are fnere contextually bound than others. Some can be
regarded as high contexf, Gthers as low context, to borrow from Hall’s termi-
nology.? Low-contextsptractices are more explicit, based on clear frameworks
and applied in a similar fashion across cultures—such as job design criteria
and objectives, and measures of employee performance. High-context practices
have a stronger tlependence on local norms and values, such as conflict resolu-
tion, and héw objectives are set and performance appraisals conducted.

UNDERSTANDING DIVERSITY

To capitalize on the advantages of responsiveness companies must respond to
diversity across countries. In this section, we focus on the sources of diversity
across countries and how international firms respond to this diversity in the
way they manage people.

We present and discuss three perspectives for understanding diversity.
They relate to the cultural differences between the context in which the parent
company and its local subsidiary are embedded (know yourself and others), to
the institutional configuration of the environment (know where you are), and to
the company’s way of networking (know whom you talk to).

Know Yourself and Others: The Cultural Perspective

This perspective maintains that the values (i.e., notions of what is desirable)
shared by people or members of a social group are at least to some extent shaped
by collective beliefs, behavior, and artifacts.** Members of a society internalize
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certain values, beliefs, and behavioral norms that become more or less taken for
granted. Culture is believed to influence and thus differentiate management
practices across societies as well as other collective groups such as industries
and organizations.

From the cultural perspective, attention typically focuses on how the local
culture influences the management practices of foreign firms in the country. But
the starting point for sensible local responsiveness is recognizing that the par-
ent organization is embedded in the societal culture of its home country. This
cultural embeddedness may have an effect on its international strategy, on how
the multinational controls and coordinates its foreign units, and on the views
held by parent company executives about effective management practices. Sim-
ply put, before you try to understand other people as well as the practices and
strategies that may be effective abroad, you had better understand yourselfs
In this chapter we will focus on societal culture, postponing our discussionrof
organizational culture to Chapter 5.

Mapping Cultural Differences

The most influential body of literature concerning values in4ntegndtional
business relates to cultural differences between countries. Its foumdation is
Hofstede’s landmark book Culture’s Consequences, which €@eseribes research
conducted 40 years ago grounded in one of the largest databases about work-
place values ever analyzed—attitude surveys of 116,000_IBM employees in
53 countries.” The study showed that despite IBM s’strong integrative culture,
national culture played an important role in diffefentiating work values.

Hofstede identified five “universal” dimemsions along which cultures
could be compared: individualism/collectiviSms=power distance, uncertainty
avoidance, masculinity/femininity, and=long./versus short-term orientation.
Hofstede argued that these five dimerisighs influence the way in which orga-
nizations are structured and managed.” His quantitative measures of culture
gave birth to the notion of “cultural distance” between home and host country
and allowed the cultural perspéctive to infiltrate other fields of international
business research. Others shewéd that there were bigger differences in manage-
rial beliefs among people wotking for the same company in different nations
than among people workingfor different companies within one nation.”

Following a similarJine of inquiry, Trompenaars and Hampden-Turner
showed the impértance of opposing values, such as achievement versus ascrip-
tion and univétSalisth versus particularism.? They identify seven cultural “ten-
sions” (seex]lable/2-1) that they believe companies (and managers) should be
aware ofgsinge these could influence the transferability of management prac-
tices,across\borders.

A multinational team of researchers (GLOBE) conducted another large-
gcale“study of cultural differences, based on data from over 17,000 managers
In 62 societies.” Partly overlapping with Hofstede’s conceptualization of cul-
tural dimensions, the GLOBE project identified nine cultural dimensions along
which societies can be ranked.* Table 2-2 shows the scores for a number of
countries.

GLOBE dimensions, like differences around assertiveness, allow us to
understand the problems of interpersonal relations and teamwork when work-
ing across cultures. When there is a conflict or a problem that arouses strong
feelings, people from some cultures (Israel and the Netherlands, for example)
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44 The Global Challenge: International Human Resource Management

TABLE 2-1 . 1. Universalism versus particularism: When no code, rule, or law seems to cover an exceptional
Seven Cultural Tensions case, should the most relevant rule be imposed, or should the case be considered on its merits?
2. Analyzing versus integrating: Are managers more effective when they break up a problem or

situation into parts or integrate the parts into a whole?

3. Individualism versus communitarianism: When people reach decisions or make choices,
should they consider their own best interests, or should they base their choices on the consider-
ations of the wider team, organization, collectivity, or community to which they belong?

4. Inner-directed versus outer-directed: Should managers be guided by internal standafds,%er
should they be flexible and adjust to external signals, demands, and trends?

5. Sequential versus synchronic view of time: Should managers get things done@kly as
possible, regardless of the negative impact that their actions may have on oth r Id they
synchronize efforts so that completion is coordinated and the negative imp ized?

6. Achieved versus ascribed status: Should individuals be judged pri Xsolely by their
achievements, or by their status, as reflected in age, length of servic ascriptions?

7. Equality versus hierarchy: Should subordinates be treated as nd allowed to exercise
discretion in decision-making, or should relationships be delimite hierarchy?

Source: Adapted from C. Hampden-Turner and A. Trompenaars, Bui N -Cultural Competence (New

York: Wiley, 2000).

TABLE 2-2 °
The GLOBE Study on
Cultural Practices . . c
Dimension [
(Scale 1-7) i}
2
(7]

Power distance: Extent Q ich

members of a collective exXpgct power 49 53 52 49 55 50 51 53 49

to be distributed equally.

Uncertainty idange: Degree

to which a y, organization, or

group NoMmsocial norms, rules, 42 52 44 53 29 49 41 36 41

and \@ es to alleviate the

unipredigtability of future events.

So collectivism: Degree to which

organizational and societal institutional

actices encourage and reward 42 38 39 52 45 48 52 38 45
collective distribution of resources and

collective action.

In-group collectivism: Degree to which

individuals express pride, loyalty. and 3 4 44 37 55 58 46 52 56

cohesiveness in their organizations or

Q families.
Performance orientation: Degree to

which a collective encourages and
rewards group members for perfor-
mance improvement and excellence.

45 43 41 37 34 45 42 40 43

Assertiveness: Extent to which
individuals are assertive, confrontational,
and aggressive in their relationships
with others.
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Future orientation: Extent to which
individuals engage in future-oriented
behaviors, such as delaying gratification,
planning, and investing in the future.

43 35 44 29 38 43 38 39

Humane orientation: Degree to which
a collective encourages and rewards
individuals for being fair, altruistic,
generous, caring, and kind to others.

42 32 34 41 39 44 43 37 47

Gender egalitarianism: Degree to
which a collective minimizes gender 33 31 36 38 41 30 32 33 28
inequality.

A Refers to West Germany (former Federal Republic of Germany)

Source: R. House, P.J. Hanges, M. Javidan, P.W. Dorfman, and V. Gupta (eds.), Culture, Leadership and Organi-
zations: The GLOBE Study of 62 Societies (Thousand Oaks, CA: Sage; 2004).

will tend to be direct and assertive in confronting what they see as_thedsSue;
others will find this distressingly aggressive, to the point of loss 6f fage (Japan
and China). In low-context cultures such as the US, words like “Ye§” have a
clear meaning, indicating assent. But in high context cultutesfike Japan, the
meaning of a word depends on the context in which it raSyexpressed. When
used as a response to a question from an angry superior, ¥Yes” may mean that
“the circumstances give me no choice except to regpond in this way.” Indeed,
as both GLOBE and Hofstede suggest, there are diftésences from one culture to
another in the extent to which subordinates feglfree to challenge their bosses
(power distance). Without such understanding, eenflict can split the team and
undermine performance.*

The Cultural Context of Motivational and HRM Theories

The proponents of the cultural perspective on organizations argue that cultural
values condition organizationdl'‘practices. Consider the case of people manage-
ment. Hofstede argued thatth€ motivation theories dominating management
thinking reflect American cultural values, especially individualism.*> They
stress achievement anfd selffactualization as the ultimate human needs. These
assumptions may pot held true in other cultures.

Indeed, onesan tease out some of the cultural assumptions underpinning
standard HR¢practices, from selection to socialization.* For example, some of
the underlying agsumptions in the area of performance management have par-
ticular régenance in the US—the idea that goals can be set and reached (assum-
ing centroNover the environment) and that objectives may be given a 6- to
18-month time frame (assuming that time can be managed). Managers and sub-
érdinates are expected to engage in a two-way dialogue to agree what has to be
done, by when, and how. Again, this assumes that power differences allow this
to happen— that employees have the right to input in determining their goals
and that they are eager to take responsibility.

Does performance mean the same thing to everyone? Is there an objective
best approach to performance management? In the US-influenced rhetoric,
performance management is focused on results delivered by the individual.
The American advice is: “Begin with an absolute focus on results.”** Individual
appraisal is crucial for linking results to pay. Contrast this with the Japanese
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concept of performance management. Toyota focuses on Kaizen, or continuous
improvement, steered by collective action. Kaizen is an umbrella for a variety
of processes oriented toward continuous improvement—including statistical
tools, total quality management (TQM), suggestion schemes, and small group
consultation. Japanese management efforts are directed at supporting and
stimulating the efforts of subordinates to improve the processes that gener-
ate results, and the time horizon for improvement is longer than in the West.
Appraisal focuses on employee skills and efforts (discipline, collaboratio %
involvement) that lead to continuous improvement, rather than on sh&te
results.

In summary, culturists suggest that the development of H ries is
based on a set of assumptions that are deeply embedded in ture—the
US, where many of the most influential HR scholars and &1 g firms are
based. This limits the applicability of this template to o %’fﬂ:res. The ulti-
mate expression of this cultural perspective is the m able description of
HRM as “a contemporary manifestation of the Ame Dream.”®

Should Companies Adjust HRM to the Loc@l re?
So far we have focused on the influence of the fitafi’s home cultural context on
HRM. However, to what extent should léigdtural environment of a subsid-
iary abroad influence local HR practi % nventional wisdom suggests that
national culture matters a great dealNAlthough we agree that cultural issues
are of significance for internatigfial HRM, we also believe that it is important
to examine critically the ass &h&‘l‘t multinationals must adapt to the local
national culture.®
First, the within-in ifferences in values turn out to be substantially
larger than the diffe tween countries. Studies show that the passport
explains less than SQent of the global variance between individuals.”
Second, thegse studies also point to the considerable overlap in values by
individual mg%ers,of society that can be found even between countries that
are cultur, distant (see Figure 2-1 for a graphic illustration of this).?® This
mpanies can try to select people in a particular culture who fit
with @ lues of their organization rather than with the typical values of
[“Hation. For example, in France, Lincoln Electric can recruit and select
als whose values fit well with Lincoln’s famous performance-based

Distribution of In |

Values in T@) ies

FIGURE 2-1 E
u e

N

>

Low USA China High
Power Power
Distance Distance
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compensation system. In fact, Lincoln has successfully operated in France since
1955 with an HR system that is more like the one it has in its Cleveland plant in
the US than those found in local French organizations. This example points to
the importance of selection (we discuss this further in Chapter 6).

Third, another assumption behind the culturist argument is that a misfit
between national culture and management practice will reduce effectiveness.
For example, providing performance feedback that is public will not work in a
Chinese culture where maintaining face is extremely important. Indeed, there
are numerous stories that testify to the risk of implementing alien HR practices
in overseas units. However, there are also examples of foreign and indeed local
firms that have successfully introduced HR practices at odds with local values
and practices. In Chapter 7 we discuss the case of consumer appliance manu- @
facturer Haier, whose fully transparent performance management system ha \
become famous in China; while controversial, it has helped attract many yo Q‘
employees to join the company.

While the cultural fit argument would lead us to expect that HR% -
ers of different nationalities would have different views about t % e-
ness of HR practices, in fact they largely agree on which practicei ute to
enhanced firm performance.* For instance, HR managers in Japan,¢hina, the
US, and the regions of Europe have rated the effectivenes for perfor-
mance systems almost identically.

Research shows that multinational firms have cons le leeway when
deciding which HR practices to implement oversea$. It is perhaps more effec-
tive to present the HR practices in a way that i afible with what people
perceive to be important in their local culture, osed to aligning practices
with that culture’s average values (see the ‘ArCommentary on the Cultur-
ist Perspective”). For companies tryin;gQ@t their HRM strategies to local

needs, it is not enough to focus on cult values. The cultural lens needs to be
supplemented by consideration of jnstitutional factors.
4 4

A Commentaiy on the

Culturist Perspective

ns hold intuitive appeal for interna- Successful people management requires knowledge

Cultural

tional és. They supply multiple plausible interpre-

tati forsthe many difficulties of working with people

f@ﬁerent countries. That is both the strength and
akness of the cultural perspective.

A compelling case can be made for the importance of

of differences within a culture as well as across cultures.
While cultural distance can be a barrier to effective cross-
cultural interaction, another substantial barrier is outsid-
ers’ lack of comprehension about diversity within a given
culture. A potential danger of relying on cultural studies

the cultural perspective in understanding different atti-
tudes toward authority, teamwork, and conflict resolu-
tion.*® However, as discussed above, the cultural perspec-
tive tends to overemphasize value differences and neglect
the fact that the cultural traits found in a particular
country represent only a central tendency.

(like those of Hofstede, Trompenaars, and the GLOBE
team) is that they create a notion of what all people from
a certain country are like. We may have stopped stereo-
typing gender and race; we need to tackle culture with
the same determination.

(Continued)
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A further reason for caution is that cultural stereo-
types are mostly rooted in historical beliefs about people
from other countries, and while national cultures seem to
change slowly, cultural values and practices do co-evolve
as societies are transformed. Mainland Chinese society is
a case in point. While China has traditionally been a high
power distance country,*' characterized by high in-group

The Global Challenge: International Human Resource Management

aligned with traditional Chinese values 20 years ago may
not be suitable in China today.

Local managers often use culture as an alibi for failing
to introduce change, protecting local fiefdoms against
interference from the head office. Because culture is

impenetrable, it is difficult to argue against these expla
nations. When the local manager in Thailand tells %
head office that “confronting poor performers 48, no
possible here for face saving reasons,” there is someg tr

in the excuse—but it is also an exaggeratio ten), the
approach, rather than the objective, has tered.

collectivism, young urban Chinese exhibit a considerably
higher degree of individualism and a more modest level
of power distance. They are also more assertive than the
previous generation. Human resource practices that were

Know Where You Are: The Institutional Pers%,f%e

Management have some discretion in whether o \% adapt to cultural dif-
ferences but less so to institutional differenc en countries.”? As noted
earlier, working practices that are acceptable if\éne country (like working a
50-hour week in the US) may be questi in another country and illegal
in a third (as a 50-hour week would rmany, for instance). This reflects
social, legal, and political differences re captured by the institutional per-
spective on diversity of management practices around the world.*

index,'developed by the World Bank, expresses
erspective, Singapore is currently seen as the
it'ls straightforward to start a new business there,

easiest country to do bu ;
register property, geQ ay taxes, have a contract enforced, and hire and fire
t

this well. From an instituti

employees. Near th tom of the table is Venezuela. See Table 2-3 for details.
Let us look at contrasting institutional environments for human
resources in urg@pean countries: Denmark (ranked 10th for Ease of Employ-
ing Work nd*France (ranked 148 on the same scale). In Denmark, there are
few restrictions on hiring a new worker, considerable flexibility about working
hours,ew constraints on firing someone (for example, there is no obliga-
tony legal"settlement). This is combined with a union environment, which, for
0 an 100 years, has favored working through agreements with top man-
gg:‘:ment rather than strikes. Denmark has a favorable institutional environment
ere the responsibility for HRM lies with line managers, with the HR func-
O tion in a weaker advisory role. By contrast, in France, newly hired employees
% have by law to be given a permanent contract after an initial trial period; this
makes it expensive and difficult to fire people. The working week was reduced
O to 35 hours in 2000, and after that date, employees could not be made to work
longer if they did not wish to do so.** The French union environment has a long
Q adversary heritage, and the HR function has by law and by tradition a more

powerful role in who is hired and in determining employment conditions.

According to the institutional perspective, there are alternative ways of orga-
nizing economic activity (for one well-known example of institutionalist reasoning,
see the box “Six Successful Configurations of Capitalism”). The key to understand-
ing business behavior in different countries lies in the interrelationships between
economic, educational, financial, legal, and political systems. Societal factors
strongly influence issues at the core of people management, such as compensation,
training, job design, industrial relations, and by extension company performance.
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TABLE 2-3
E;:;‘;f Rigidity of Firing Costs Ease of E:r;::g :: ;Zﬁougtrifes
Country Business Employment (weeks of Employing 9 L‘lsmess
R Index® salary) Workers® and Ease of Employing
Workers
Singapore 1 0 1
Denmark 4 10 0 10
Korea 5 45 91 152 &
United States 7 0 0 1 0
United Kingdom 8 14 22 28
Germany 14 44 69 142 %

United Arab Emirates 22 13 84 47 Q}
Netherlands 27 42 17 98 &
Japan 29 17 4 %
France 31 56 32 \g
Spain 3 56 56 Q
Italy 56 38 n 75
China 90 27 91 Q‘ 159
na 40 100 157

Indonesia
Brazil 120 46 3 121
India 142 30 5§ 89

Venezuela 182 79 ao ossible 180

A This overall index averages indicators on 11 topics such as stattin siness, getting credit, enforcing
contracts, and paying taxes, though Ease of Employing Woot included.

B This averages three sub-indices on a 0-100 scale: diffi ofthiring, rigidity of hours, and difficulty of
firing.

© Overall ranking, averaging the rigidity of employment firing costs indices.

Source: Doing Business 2015 Report, World Bank Group (www.doingbusiness.org). Data for the Labor Market
(the three last columns) is from the Doing B 2009 Report. Ranking reported from 17 out of 189 countries.

Six Successful Configurations

of Capitalism

As vie sociologists, capitalism is not a single eco- drive HR practices; employment security is relatively

nomic appgoach. Researchers suggest that there are at limited and firms rely on fluid labor markets to recruit
successful configurations of capitalism, each managers and professionals externally as needed.

ished not only by distinctive differences in owner- 2. The stakeholder perspective characterizes the more

p patterns and business objectives but also by different communitarian European form in large organizations.

employment practices that shape and constrain the way Here social contracts and obligations are important:

in which companies conduct business.* German firms have, for instance, been characterized

as having patient capital, with HR practices based on
1. The main purpose of the Anglo-Saxon individualist e - g

form, dominant in North America and the UK, is to
provide returns to shareholders (shareholder value).
The focus on short- to medium-term returns tends to

co-determination of employees and management,
long-term employment security, and a fairly high reli-
ance on internal promotions.*

(Continued)
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3. The European industrial district form of networked relations are often contentious, the emphasis until
enterprise, based on family ownership (but also recently has been on lifetime employment of manag-
involving skilled employees committed to the firm), is ers recruited from top Korean universities.*
found in Italy and Scandinavia. Its aim is to optimize 6. The Chinese capitalist form is represented by family
the interests and values of the family owners and businesses throughout the Southeast Asian diaspora,
senior professional managers associated with the firm. and increasingly in mainland China. It exists primar:

4. The prime purpose of the Japanese form of capital- ily to serve the ambitions of owners, with trus
ism, with its institutional cross-shareholding and lack long-term employees playing important roleszn, th
of strong owners, is the stability of the organization. firm but with relatively few efforts to build\formal
Lifetime employment of core employees and slow HR systems.
promotions are its most visible HR manifestations. . .

L. . This is a reminder that although ther en some

5. The Korean chaebol is simultaneously oriented toward L

. . . convergence toward the Anglo-Saxo dehof capitalism
retaining the influence of the entrepreneurs and their o :
. . in recent decades, we can still identify differences across
family successors as well as growth strategies sup- . . . 3
firms in different institutional,envirepments.

porting national economic development. While labor

The Institutional “Voids” in Emerging‘Markets

The institutional perspective is helpfulin‘nderstanding the problems and
opportunities of emerging markets,\ingluding the so-called BRIC nations
(Brazil, Russia, India, and Chind). In developed markets, companies rely on
an institutional structure thatis Semetimes taken for granted—highways and
roads to distribute goods to €omsumers; vocational schools and universities that
supply skilled techniciafis,Nengineers, and managers; and legal systems that
protect property andsallewfor the resolution of disputes. In many emerging
countries, this infraStmicture is poor, indeed sometimes entirely lacking. There
is an “institutiopal void.”*

The cost and difficulties of adaptation to these institutional voids—the lack
of skills thats pervasive in many emerging countries, the bureaucracy or cor-
ruptionsef ‘the local or national government, and labor market practices that
are brandegd as exploitative and unethical back at home—are such that multi-
national*€orporations find these markets difficult and expensive to penetrate.

India is a country with many such voids. The strong information technol-
ogy industry in India exploits these institutional voids. Tata Consultancy Ser-
vices, Infosys, and Wipro have become global players in providing software
services in part because they know how to select, recruit, and train technicians
at low cost from a complex web of schools of varying quality, offering salaries
that are lower than multinationals would have to provide.

Multinational companies sometimes have to partner up with local govern-
ments and educational institutions to create an ecosystem that fills such a void.
An example is Rolls Royce who wanted to build an advanced manufacturing
and research facility in Asia to produce aero engines and fan blades. Con-
fronted with the lack of skilled aerospace technicians, they built a partnership
with the Singapore Workforce Development Agency, the National Trade Union
Employment Agency in Singapore, and local polytechnics to develop the neces-
sary training and qualifications programs. This resulted in a steady stream of
recruits with the skills for aerospace manufacturing, providing 500 jobs in 2012,
the first year of operations.*
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Labor Relations Varies with the Context

The role of labor unions is a notable example of how the local institutional context
can influence a company’s international operations. Wal-Mart is well-known for its
strong antiunion stance at home in the US, but its employees in China work under
a union contract as required by law and enforced by various administrative prac-
tices.™ Restructuring of Pfizer Japan ran into severe problems, forcing a CEO resig-
nation under pressure from the company union—headed by company managers.>

Countries differ radically not only in trade union membership but also in
collective bargaining coverage and in union involvement in collective consul-
tation and company communications. In some countries like France, unions
have an influence that goes far beyond their formal membership; only 7 percent
of employees are union members but 90 percent of enterprises are obliged to
adhere to collective agreements where unions have a strong role. In the US, only
11 percent of employees are unionized and 15 percent are covered by colleck
tive bargaining agreements, whereas more than three quarters of Scandindvian
workers are union members and even more are covered by collective Bargain-
ing agreements. In Korea with its confrontational heritage, union membership
is less than 10 percent today. In Singapore and Japan 18 percent €f employees
are covered by collective bargaining, but 80 percent in Australia. Wérldwide,
trade unions have lost membership during the last 30 yearsfiné¢luding in Asia,
although they have become stronger in China.

The structure of the unions differs significantly. In many European coun-
tries as well as in the US, unions are formed mainly around industry sectors
and/or professions. However, in Japan it has beén‘¢omimon to have separate
unions for each corporation. In some countries, like’China, the government only
recognizes one union, the All China Federation ofTrade Unions (ACFTU). All
companies there are expected to have trade'unions, and even foreign firms that
usually resist unionization—such as Wal/Mart—have unions (and sometimes
communist party cells) in their Chinese units. The role of ACFTU has tradition-
ally concentrated on welfare issues, but recently the trade union has become
much more involved in nego#idtions about collective contracts for employees
and issues related to layoffs-and dispute settlement.

In Europe, works councils are typically required in all but the smallest
firms, and the Europegan Wotks Council Directive covers all companies estab-
lished in the EU membersstates. Corporate decisions that influence employees
in significant wa¥ysymust be discussed with the works councils. Although these
have limited detisioh-making power, they often serve as important communi-
cation channels and as a sounding body for employees. However, from a man-
agementiperspective, the obligation to discuss decisions in works councils may
lead te,deldys in the decision-making process.

Sonie regard the influence of national business systems as declining, point-
ingtothe individualization of HRM practices in Japan, to changes in the Korean
chaebol, and to what Nobel-Prize economist Joseph Stiglitz called the Anglo-
Saxonization of management.” Indeed, there has undoubtedly been some con-
vergence of multinationals from different countries on an “Anglo-Saxon” model
for people and organizational management.”® However, this convergence may
be more nuanced than it often appears. One investigation into the Anglo-Saxon
influence on European multinationals reveals important variations.>* Though
French and German multinationals are adopting Anglo-Saxon practices in the
fields of executive compensation, job restructuring, and corporate governance,
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they do so in a local manner. For example, German preoccupations with long-
term orientation and social responsibility have been merged with new concerns
for shareholder value and responsiveness, leading to distinctly German ways of
responding to the latter. Layoffs through restructuring are more moderate than
in Anglo-Saxon countries, accompanied by an emphasis on partnerships and

cooperation with the workforce.”

Overall, the institutional perspective emphasizes that firms are constrai
by their local environments. But again there are dangers in relying excess

of management practices in firms from other countries. Executi
are bombarded daily by press reports on the latest global
agement trends in the US and elsewhere. The idea of ¢ a
cocoons where firms are prisoners of their own nationa
true. It all depends on whom you talk to and whom
and this leads us to the network perspective on

A Commentary on the
Institutional Perspective

Government regulations, educational systems, and politi-
cal norms vary from one country to another. We app
the institutional perspective when thinking of forgi
countries, but for the multinational firm there i
of being blind to the extent to which the home country
context puts its mark on people managemgnti’ssuq just

mpany inter-
in which the

institutional context of its own ho ntry has shaped
its HR strategy and how this @ its approach to

as home country cultural values do. As
nationalizes, it should reflect on the

people management abroad.

fact face dual institutional
at organization and from the local
eed to balance.>® Executives in
and particularly HR managers, need

Foreign subsidiaries
pressures—from the pa

environment—whi
these subsidiari
strong negatiatiomgkills, particularly if headquarter execu-
are of these local institutional constraints.
ay take a decision to cut headcount or to

ew work practices globally, and such actions

tives are

are strongly constrained by the local environment. Local
managers cannot simply refuse to comply; they have to be
objective about what is feasible and argue cogently for it.>’

One of the dangers of the institutional perspective is
to exaggerate the strength of local institutional pressures.
While labor laws and regulations may indeed restrict the

of possible HR actions, local managers often have

a
%—for-granted views about what works and what does

ot with respect to the management of people. There
may be strong local professional norms concerning what
constitutes appropriate corporate practices. For example,
many foreign firms regarded the German market as off
limits to takeovers until the British mobile phone opera-
tor Vodafone shattered the perception of impenetrability
by acquiring Mannesmann. German firms such as Daimler
and E.ON have eagerly embraced “shareholder value,”
reorienting their accounting systems to Anglo-Saxon stan-
dards as they entered the US stock exchange. We can also
observe an increasing number of Japanese corporations
divesting unprofitable units and even laying off employ-
ees as they restructure their operations.

In this respect, a number of observers foresee a grad-
ual global shift toward the more market-oriented institu-
tional mechanisms prevailing in the US business system.
American commentators, in particular, often feel strongly
about the virtues of the free market open economy,
resenting the degree of state intervention and regulation
that prevails in many parts of Europe and Asia. On the
other hand, the 2008/9 global financial crisis, ascribed
by many to under-regulation (or poor regulation), has
further fueled this debate.
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Know Whom You Talk To: The Network Perspective

Beyond similarities in cultural values or institutional context, organizations
define themselves by the company they keep. Business is conducted through
networks and learning or adaptation is guided by connections. Through their
networks, multinational organizations face pressures to conform to so-called
best practice, and this is particularly relevant to the HR/personnel domain

since professional associations have long played an important role in prescrib-
ing what is “best” in people management.

The networks to which a company belongs can make a big difference to &
what it views as important, as demonstrated in a study on HRM in foreign 0

between multinationals and local firms. Managers in local Ecuadorian firms
compared themselves to other local firms, and the multinationals compar
themselves to other multinationals operating in the country. They consti

two separate networks with virtually no overlap—and no transfer ofzkno
how.* Indeed, one of the clearest findings in network theory is that p\ et-

and local firms in Ecuador. The study showed little transfer of HR techniques @

work with others who are similar to them.

It is understandable that multinationals do not learn from 0 irms in
countries where local firms are smaller and perceived as sophisticated
than their own subsidiaries. Why would multinationals ¢ e Contacts with
lower-status players? What could they learn from then@ t"a similar phe-
nomenon is also visible in Japan, where one would expeet€xchange between
Japanese multinationals and locally based foreiga,subsidiaries. In fact, they
are two separate worlds. Foreign companies i ah pay higher wages than
local firms, since their salary surveys compa only with other foreign
firms. Most are not even aware that they arg this gaijin tax (foreigner tax)
because they would never think of n g with an indigenous Japanese
corporation. Some Japanese managers Working for foreign subsidiaries even
have their own union, the Foreigii Affiliated Managers Association (FAMA).

These managers seldom cross ]a‘panese multinationals or vice versa.
Learning from Friends Abroad
Managers working abfoa ve a particular incentive to build networks with

practices will fitifito the local context. Expatriates who are responsible for intro-
ducing practi abmay be risky, expensive, and hard to reverse are naturally

keen to diE e benefits, or frustrations, that others may have experienced

those from other&?ﬂ onals since they are not sure about how specific HR

when i nting similar changes. As one network expert puts it: “Adopting
innoyatiomentails a risk, an uncertain balance of costs and benefits, and people
ma hat uncertainty by drawing on others to define a socially acceptable
Station of the risk.”* And there is evidence that firms tend to imitate
fges previously adopted by network peers.®
All this suggests that local adaptation of HR policies and practices may
be influenced as much by what other foreign subsidiaries are doing, or what
regionally based consultants recommend, as by the experience of local firms
or best practices back home. A study of foreign firms operating in Russia high-
lights this three-way tension. It showed that the HR practices of foreign firms
“were more similar to their parent firm’s practices and those of other foreign firms
operating in Russia than to HR practices in local Russian firms” (our italics).®!
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Similarly, in China, while some HR managers we interviewed in multinational
firms complained about constantly being contacted by local firms interested in
learning more about their approach to HRM, foreign firms seemed to be much
less interested in learning about HRM in local Chinese companies.®

Sharing the same clubs, sending their children to the same schools, living
in the same areas, expatriates from different multinationals quickly develop
strong ties, especially in developing countries. Such relationships provide
natural channels for sharing useful information about what works and, What
does not. A firm’s choice of HR practices therefore also reflects the infofmatioh
received from networks to which its employees belong.

Global Trends—and Fashions

Of course, firms can also look outside their immediate netwefks forideas about
what they should do and what may work. Increasingly,“efgdhizations have
access to a kind of surrogate network in the form of cases gleartied from business
professors, consultants, management gurus, and journadists. These fashion set-
ters carry best practices and benchmark informatiofwaeréss borders, geographi-
cal or industrial.®® Each proposes new exempldr companies and organizational
innovations. Companies are exposed to thesoutinés and practices of key inter-
national competitors. What self-respectinginttesnational manager has not heard
of GE’s Workout or Toyota’s Production'gystem? In a broad sense these com-
panies and practices become part of\an/organization’s extended network—
legitimate sources of comparison’

In the 1980s and early 1990sYapanese management was the rage, only to
be replaced by global worshipof General Electric and its CEO Jack Welch, and
then by Apple and Stevg”Johs=Through the business media, new leading edge
practices reach a broad\audience and converge on a company’s executives
from several pointstat/once. This can create intense pressure to follow suit in
order to maintain the appearance of a “legitimate,” “modern,” or “progressive”
organizationeasl defined by the reference network. This is plain bandwagon
imitation.%

Access\o what is “in” has been spurred by the rapid rise of social
medial Executives in Africa, Asia, or South America may be just as familiar
as fheir Etiropean or North American counterparts with the latest innovative
praetiges—or raging controversies. Accenture’s decision to abolish annual
performance reviews drew instant commentaries from HRM experts around
the world. When the New York Times published an article critical of Amazon’s
employment practices in its Seattle headquarters,® within hours, hundreds of
Chinese bloggers commented on its implications for employment practices in
China.

International networks may rapidly spread concepts such as value innova-
tion or 360-degree feedback, but successful adoption means that they have to
be worked coherently into the fabric of the firm. Indeed a detailed study on the
transfer of Japanese TQM (total quality management) practices to five firms in
the US showed that while simplified rhetoric may be necessary to kick-start the
process of transfer, successful implementation requires detailed technical atten-
tion and adaptation to the specific circumstances of the enterprise.®® Despite
initial skepticism, 360-degree feedback can work well in Asian environments
but only if attention is paid to issues like respondent anonymity or the impact
of guanxi. There may be generic ideas, but there are no generic solutions.
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As employees around the world have ever-expanding
access to a variety of information sources (they are
also more mobile and some get part of their education
abroad), the network perspective will gain even more
importance. Broader networks tend to produce more new
ideas. As shown by a survey of 25 innovative entrepre-
neurs and 3,000 executives who have good track records
of managerial innovation, innovators carefully maintain
broad networks and take every opportunity to seek out
the views of others.” We will discuss in Chapter 11 how
future innovations are less likely to come from the R&D
labs of the home country and more likely to spring from
combining knowledge through networks of contacts
across the world—and the same could be the case for
future HRM practices.

In this context, being connected only to those who
think like us may foster blindness to how one can take

markets, still operating below the radar of the global

business press but already well-known on social
media.

Most large companies today are sti& gitally
aware than the average teenager, byt this will change,

as today’s teenagers become tomo employees.
However, with the rapid sprea %native communi-
cation platforms, there is a d& at the fascination
with the tool may get a

increasing number of
bosses) investing e

e content. We see an
fessionals (prodded by their

in chasing the latest apps to
pond to inputs from the virtual

connect, monitg
world. While esponse to a critical social-media
message jmay credte long-lasting damage, overreaction
can be <%Aarmful.

@ emto remain alert to new opportunities to access
infohm

atfon, but at the same time to avoid flash-in-the-pan

advantage of new opportunities—especially in emer&ashions and preserve consistency and a healthy balance of
|

ing markets. There, the trendsetters in organizationa
practices are often local multinationals—for exa%

Infosys for talent management, Huawei for .ﬁ‘
excellence, Lenovo for M&A execution, op=Xiaomi’ for
business model innovation. And there is ole range

of up-and-coming innovative compagies in ny other
.Y

ieﬁs, we need to be aware of the ways in which our net-
works shape our perceptions of reality. Homogenization
of perspectives leads to impoverished choices. We need to
network widely and not just with those that are similar to
us. Interacting with external networks is quickly emerging
as an important organizational capability.

X

Five Influences or@ision-Making in the Multinational

Enterprise

Cultural div &stitutional factors, and the company’s informal networks

shape the
depend
i nce.

which multinational corporations manage people. Practice
context, and all these factors constitute different sources of con-

od way of summarizing the challenges of responding to the diversity
obal world is to point out that there are at least five different influences
ternational HR practices: the mother country; the mother company and its dis-
tinctive culture and institutionalized practices; the local cultural and institutional
context; other foreign firms in the country; and other global companies (see the box
“Five Sources of Influence on the Multinational).®® Earlier in this chapter, we
emphasized two in particular: the mother country and the local cultural/insti-
tutional context. While internal consistency pushes the multinational toward a
particular configuration of policies, work systems, and practices, it is subject to
the pushes and pulls of many different forces.
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Five Sources of Influence

On the Multinational

Country-of-origin effect Host country effect

HR and other corporate management practices reflect Some firms adopt local isomorphism as a strateg
cultural and institutional conditions in the home country,  “Strategy may be global, but everything else isgloc
and these practices are then transferred to foreign units.  implementation.” Companies that expand internationally
The time perspective of the parent company is a case through acquisition and alliance are more likely,to experi-
in point. US firms, where the tenure of top managers ence the pressures of local isomorphism e that

depends on annual if not quarterly results reported to  grow by setting up greenfield sites.

shareholders, are likely to have a shorter-term perspec- . .
. " i Foreign firm network effe
tive than traditional German firms, where bankers and

employee representatives may have a strong influence on [N situations of uncertainty% hat constitutes best

the board of directors. practice, organizations oft k at others and then

mimic what they do ogs€0 ly develop a consensus
Company'Of'origin effect about what to do. Ased earlier, we often see that
Companies develop distinctive HR practices that are the networks to which for€ign firms belong produce com-
successful at home and then transfer these to foreign  mon notions ab ropriate HR practices.

environments. Lincoln Electric’s story in the late 1980s
) . Global co rgence effect
illustrates this, though the transfer abroad was less suc-

Knowledge today flows easily from one region of the
eNto @nother. International companies compare
elves with others with international experience and
| their practices on these. Diffusion of technology

cessful. When Cisco recruits a native Brazilian engineer
for its operations in that country, it is looking for an gl
engineer who deviates from the hierarchic Brazilian
norms, someone who is likely to thrive in its competiti

aerad @ulliime, d management practices means that national effects
Q become less important than the globalization effect.

4

The deba%out whether management practices around the world, includ-
ing HRPractices, are converging or diverging is not new. Different forces or
“ef w ist simultaneously and will continue to do so in the years ahead.
While scholars may continue to debate which is more important, companies
like"Bérlin-based Rocket Internet are built on the capability of exploiting all

ive forces. Rocket International is a tech incubator firm founded in 2007 that

O launches and grows tech companies at astonishing speed—with 2015 revenues

E of $5 billion across 110 countries and 35,000 employees. With a culture of shar-

ing knowledge, it spots successful Internet business and replicates them in new
O markets, often in emerging countries.

IMPLEMENTING LOCALIZATION

As discussed in Chapter 1, companies typically internationalize by sending key
people abroad—through expatriates. To be locally responsive, HR practices
need to be appropriately adapted to local conditions, but this is not sufficient.
Responsiveness typically goes hand in hand with localizing management—
how top positions are staffed in overseas units and also the influence of local
managers on key decisions.
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Our concept of localization goes beyond staffing and retention, equating it
with the degree of local responsibility for decision-making. A subsidiary may
have only one expatriate, but if that individual takes all decisions of impor-
tance, the subsidiary’s degree of localization will be low. This will also be the
case if a local general manager has to check out every decision with corporate
headquarters. On the other hand, a high degree of localization is not synony-
mous with complete subsidiary autonomy. A high degree of localization simply
implies that the local subsidiary managers are responsible for their decisions
and live with the consequences of their actions.

Although local responsiveness does not always imply localization—
experienced international managers can often be effective representatives
of the local voice toward the corporate center; local responsiveness through
expatriates is difficult to sustain in the long term. The difficulties facing
eBay in China were partly associated with the fact that the company was sot
able to retain talented Chinese managers. Note that Alibaba recruited & tep
US executive, a Treasury chief of staff, onto its senior management team to
help steer its entry into the US market. Rather than do what observersshad
expected, taking on Amazon and eBay head-on in their homeémarket, Ali-
baba’s US strategy is to help smaller American businesses toentertand sell in
the Chinese market.

Attracting and Developing Local Managers

One key aspect of localization is systematic jmvestment in the recruitment,
development, and retention of local employees*who can take over the running
of local operations. Unilever provides one gf the earliest documented examples
of this policy in action. Sensitive to thefidtionel aspirations of newly indepen-
dent countries, the company started to{replace expatriates with indigenous
managers. Known internally as thd “ization” policy, it started in the 1930s and
1940s with “Indianization” and “Adricanization” of local subsidiaries.”

Since then, localization h@sbecome part of the corporate mantra for mul-
tinational enterprises aroufiththe world. Local employees nearly always have
a better understanding,.ofithe Vernacular—the cultural, institutional, and busi-
ness environment in which the company operates—and they are usually bet-
ter at managing alocal*Wworkforce. Localization helps foreign multinationals
penetrate the nétwerk of personal and business contacts needed to build and
consolidate a(presence in the country.

Authorities=6ften evaluate foreign firms by their degree of localization,
while thexniédia, politicians, and trade union officials also tend to stress the
impeftance’of local talent development. Some governments—for example,
most ofthe Gulf states—impose quotas, restrict work permits, or impose fis-
cal dontrols on expatriate salaries. Therefore most companies with a long-term
commitment to a particular local market will see localization as a necessary step
to gain social acceptance and avoid a colonial or ethnocentric image.

Employee commitment and motivation are also influenced by the degree
of localization. Unless senior managers can convince local employees that they
understand and honestly represent local interests to headquarters so that local
employee concerns are given due consideration, they may have difficulty elic-
iting commitment. Employee commitment is also likely to suffer if decision-
making is centralized at corporate headquarters. This was demonstrated in the
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negative reactions of local managers toward the way eBay integrated the newly
acquired EachNet and transferred decision-making authority for many areas to
its US headquarters.

Opportunities for growth and advancement are important concerns for
local employees—and dissatisfaction with those opportunities is one of the
most frequently cited reasons for turnover. Heavy reliance on expatriates is
often perceived as blocking promotional avenues for local managers and a sign
of the company’s lack of trust in them. In contrast, the presence of influéntial
local executives in a subsidiary supplies role models for younger employees
and improves recruitment and retention.

Two interrelated problems continue systematically to plagueNcorporate
efforts to localize. First, because of high demand and limited suppl¥, gompetent
local managers are often hard to find. Second, once founds/theymay be hard
to retain. These two problems sometimes create a “catch£22#dilemma. If good
local managers are going to leave us in any case, why bother to invest time and
money in developing them?

Building Local Management

While there are no silver bullets to solvethgse problems, there are initiatives
that many companies can implement, startidg With a focus on the attraction and
development of local talent (this is discussed further in Chapters 6-8).

1. Establish a visible presence’In many emerging markets, there may
be a genuine scarcity of talentwith specific functional or managerial
competences, while competition in the labor market is keen. The
challenge even for wellsknéwn international firms is that they do not
enjoy the reputatienal advantage over their peers that they may have at
home.

2. Adjust selection ctiteria Developing a generic set of recruiting criteria is
often diffieult. For example, we will see in Chapter 8 how KONE, a global
elevaor gompany based in Finland, was obliged to modify its global
criterig¥for evaluating potential when facing rapid expansion in China.
Selecting on “competencies” may not work in emerging markets. Instead,
regruiters may look for candidates with above all the right attitude since
functional skills can be developed through on-the-job and off-the-job
training.

3. Sell careers, not just jobs When talking to prospective recruits, the
company should communicate its localization objectives and connect
those plans to the career prospects of local managers. When Schlumberger
recruits engineers in Russia, they know that they have the same career
prospects as those recruited in France or the US and that the performance
criteria are the same. A reputation for thorough training and skill
development can enhance the outcome of the recruitment efforts.

Because of the difficulties of attracting and retaining experienced managers,
some companies choose to “grow their own timber.” They take on young
recruits, placing more emphasis on their future potential than on their current
professional or technical skills. This entails large investments in their training
and coaching as well as in international assignments. It may even involve build-
ing local training institutions, as many multinational firms have done in China.
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Recruiting locals who have graduated abroad is another popular strategy
to address the talent gap. However, in some emerging markets such as China,
tensions between locals and “pseudo-locals”—returnees with freshly minted
foreign MBAs commanding salaries well above market rates—produce the
same resentment that used to be provoked by the lavish packages granted to
expatriates.

In mature markets, attracting talent is more likely to be a problem of access-
ing the appropriate labor pool. For example, the number of top-class Japanese
managers who can be lured from local corporations to foreign firms is still rela-
tively small (though growing). Many headhunters who service multinationals
in Japan find it difficult to spot or access high performers in local firms and
therefore limit themselves to searching among executives already in the gaishi-
kei (foreign-affiliate) world.

Retaining Local Talent

A disproportionate number of local managers trained to take over expatriate
positions never actually fill those posts or only do so briefly. The terms‘ands¢on-
ditions after training may not measure up to what the external marketjoffers to
ambitious and well-trained individuals.” While the company,expects a return
on its training investment, competitors poach the most talentedfindividuals.

Given the length of time that is often needed to déveleps qualified local
managers, which may include investing in basic educationthat the local system
has not provided, retention can be a real challenge? Some multinational firms
are obliged to hire at least two local trainees for‘eaeh former expatriate posi-
tion.”? Inevitably, this drives up costs and car greate a temporary surplus of
skilled managers, allowing rival firms to bghefit$rom the company’s develop-
ment efforts. US automobile companies and\German carmakers with US manu-
facturing sites systematically raid Japdhese transplants to capture local talent,
weakening the latter’s ability to localize. On the other hand, that may be a price
worth paying if the company is still able to attract and retain the very best.

Inevitably, compensationAeatures prominently among the mechanisms to
retain local talent. Paying,abofe market rates is typical, but market rates are
less than transparent in @merging countries. This partly explains the curious
fact that the vast majofity of€ompanies claim to pay in the top market quartile.
However, cash is only‘ene part of the compensation package. Today, retention
bonuses, stock options, and restricted shares are just as common in Shanghai as
in New Yorkgif gt more so. Some companies have introduced even more com-
prehensivespackages, including private health programs, interest free loans, or
housing @ssistance.

As,a résult, salary costs for capable local staff are high around the world.
Thellament of a general manager of a Japanese bank in London 15 years ago, as
Re'struggled to retain qualified specialists wooed by European and US institu-
tigns in the City—"for us localization is no longer a cheap alternative””?—can
be heard today nearly in any location where multinationals have a significant
presence.

An attractive compensation package is necessary but not enough; there are
always other companies that can offer more.” The decisive factors may have
more to do with career development and involvement in decision-making. The
multinational firm has to be prepared to develop and promote talented people
more rapidly than it traditionally does at home and to support them with the
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necessary training and coaching. Mapping the career paths of high potential
local candidates is an important signal of the company’s commitment to them.”
Social climate may also be important. Company atmosphere, friendship ties,
and social activities, combined with the promise of a stable future in a firm with
high local growth prospects, have been observed to be decisive factors in local
employee retention.”

Localization Starts at the Head Office %
1€

Localization is unlikely to be successful if it is only a faddish whim of l&%
expatriate general managers or regional directors. Systematic recr%ﬂ nd
development of local managers requires a long-term organizati ide effort
that transcends the good intentions of individual managers %ﬂs means
durable corporate commitment from the top. While the %@ or negative
outcomes of localization efforts are most visible withinghe¢subsidiary opera-
tions involved, the core of the problem may actually &away in the corpo-
rate center.

The fundamental bottleneck of localization i
headquarters to interact effectively with local
in last 20 years we have observed several
sively recruited capable local staff, reco g
local management was an obstacle to global growth. However, within a
relatively short period the newly appeinted local managers left in frustration
because they could not get the job done. What was going on?

Historically, the intern?;’g:%& g‘i‘owth of Japanese multinationals was

e capacity of corporate
executives. For example,
anes€ multinationals that aggres-

g correctly that the weakness of

coordinated through an i 1 network of Japanese executives, carefully
orchestrated from the @b at controlled the critical resources. Although
nominally in positio stantial authority, the newly hired local execu-
tives were simply n%ble to secure the resources necessary to drive the local
business forwagd. They did not have the personal connections or even the lan-
guage abilitydq%rmnunicate with the head office, which was generally staffed
by mana ithout much, if any, international experience. Only when more
global-se executives replaced these headquarters managers, as for instance
hap et Matsushita during the early 2000s, did localization efforts begin
to <Eom esults.

panies that fail to take localization seriously right from the start can
%'rlljd themselves caught up in a fruitless process of serial localization. If, for
atever reason, the newly appointed local managers cannot do the job after

so the expatriates pull out, the subsidiary’s performance will inevitably decline.

Then expensive troubleshooters from the outside are sent in to fix the problems,

followed by a second wave of managers with a new mandate to localize. The

O efforts have to start again from scratch but by this time in an atmosphere of

Q increased cynicism locally about the company’s commitment (or ability) to get
it done.

Similarly, when turnover of local managers is high, companies often
become reluctant to invest enough in developing local employees, preferring
instead expatriates with a proven commitment to the company; this merely
confirms suspicions of a glass ceiling for locals. Expatriate-heavy structures
restrict career opportunities for local managers, making it even harder to attract
or retain local talent. If this continues through several rounds, the morale and
motivation of local employees is bound to suffer.
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Building a capable local management team does not happen overnight. It
needs preparation.” Although the corporate or regional HR function is usu-
ally in charge of developing plans for the localization of management, most of
the day-to-day responsibility for successful localization rests with expatriates in
senior management positions within the subsidiary. This means paying as much
attention to the role of the expatriates as to the locals, as it is expatriates who
ultimately carry out the localization strategy. When assigning this responsibil-
ity to expatriates, three areas require close attention: (1) the link to expatriate
selection, (2) mandate and timing, and (3) measurements and rewards. These
challenges are discussed further in Chapter 9 on steering global mobility.

Localization is important, but anything taken to an extreme can create a
pathology. Excessive localization can lead to empire-building and ultimately
loss of control by the head office. Put simply, if everyone is local, who is global?
Indeed, localization should be viewed as a step on the journey toward transna®
tional management development and not as an end in itself. On the contraty,
when the corporation is so local around the world that opportunities fOordori-
zontal cross-border mobility are limited, it becomes difficult to developynanag-
ers with broad global experience.

THEILIMITS OF RESPONSIVENESS

We started this chapter by describing eBay’s ppéblems in Asia, attributing
them largely to a failure to respond to local cireumstances. However, a local
responsiveness strategy also has its limits. Indéed, vhen localization of staff is
combined with a decentralized federal strfictute, it can lead to local fiefdoms
and inhibit collaboration. This often restilfs\in’lost opportunities for the mul-
tinational to share best practices and leafn across units. It can generate other
inefficiencies as well, such as duplication of effort (reinventing the wheel) and
resistance to external ideas—th®*“handmaidens of decentralization,” as they
have been dubbed.”

Just as firms following’@meganational strategy (discussed in the next chap-
ter) may fail by blindly,applying home strategies and practices to the new envi-
ronment, so may the multidomestic firm fail by focusing too closely on its local
playing field. The’ ultra=fesponsive firm may be unable to leverage globally
derived knowledge,and to lower its costs through global economies of scale.
The road to explaiting global economies of scale while trying to maintain local
responsiveness=“going from a multidomestic to a transnational organization—
is a tortuouspath involving swings of the pendulum between decentralization
ands@ntralization, as perceived by employees.

The Spiral Path to Transnational Organization

Although there is little research on the topic, our experience is that the route
from multidomestic to transnational organization, capturing global economies
of scale and scope while retaining local responsiveness, is a spiraling and rocky
road that typically takes at least ten years.” Why does it take so long? Formal
structures may change quickly, but changing processes takes more time, and
even longer to change the skill sets of key people and mindsets. The route is
tortuous, with what managers perceive as swings between global and local.
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Spiraling paths lead to swings gh the pendulum. The route is not a linear
path from multidomestic t &ﬂn‘ational but a spiral path as shown in
Figure 2-2.%° The multidmn% company needs global integration to ward
off low-cost rivals; sma anufacturing or engineering facilities around
the world need to b idated, also to speed up responsiveness to tech-
nology change; proeesses need to be standardized to lower costs and avoid
duplication. Eijy to spell out on paper, but the process of implementation is

difficult. 2N

The gers of the most successful units resist what they see as a loss
of autopeny and a dangerous swing to centralized bureaucracy, led by home
count cutives who have little understanding of the local business. These
log gers may at best understand with their heads the need for change,

u otionally they feel less commitment. So they proceed with implementa-
ion at a snail’s pace.

This creates the swings of the pendulum. Parent company executives get

EO frustrated with the slow progress of integration and global cost reduction,

resorting to heavy guns and confirming the fears of local managers. The rumor

mill spreads nightmare stories from other companies about the problems of
O introducing global IT systems and of frustrating customers. These get cited as a
reason for putting off collaboration on the new global IT system (which would
indeed cut out most local IT departments). When under pressure, people prefer

to exploit the processes they know well rather than venture into the uncertainty
of developing new ones. Some of the best local entrepreneurs leave. New local
executives may be recruited, but it takes them time to understand the business.

Changes in managerial roles There are also significant changes in managerial
roles as the firm moves from multidomestic to transnational. In a multidomes-
tic organization a key role is that of the country manager, who often has full
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general management responsibility within the bounds of targets and a strategy
negotiated with headquarters. However, the country manager’s role changes
with transnational development.® The general management responsibility
disappears, and it is replaced by more complex coordination demands that
require sophisticated leadership skills rather than simply the ability to exercise
authority. This is often experienced as a demotion from general manager to a
local functional role, for example as head of sales, or to an ambiguous role as
country “host” manager.

In the multidomestic firm, the career structure for local managers is rela-
tively straightforward; people become a bigger king or queen as they move up.
But the leadership career structure in transnational firms involves significant
transitions, as we will see in Chapter 8; the role of a country or regional man-
ager requires quite different skills from those of a local business unit managers
For example, new competencies are needed in coordinating without authopity
and in structuring important but ambiguous strategic tasks.

Some corporations believe that you cannot teach old country managers
new tricks, and the more successful they are, the more likely they are toyesiSt—
so new people must be brought in. The evidence is not clear. We{remember a
discussion with an Asian country manager in a multinational.corpopdtion that
was trying to build more global integration. This change Meantsthat his role
had shifted from being the P&L boss to becoming in effectavslocal sales and
marketing manager. Our man experienced the change as\a_demeaning demo-
tion rather than an opportunity to develop new cgordination and leadership
skills. “Is this change permanent?” he asked. “Oxr’1s'it just one of those tempo-
rary organizational fads that will blow away?” Hawing been convinced that the
change was real and permanent, he becam¢ ohe*ef a small minority of Asians
in the firm who set out to adapt and dewelop/hew skills. Five years later, he
was promoted to corporate vice president, heading up all front-end marketing
operations across Southeast Asia.

The inpatriation of local managersito the regional or global headquarters
is another big step toward trafiSnational organization. To ensure international
mobility, Unilever has longshada policy of reserving at least one slot on all man-
agement teams in both ererging and developed countries for an expatriate—a
European in Asia and an ASian or Latin American in Europe. Traditionally,
the risk of local empirebtiilding is attenuated at 3M by an informal rule that
executives cannét\become managing directors in their own country. Promis-
ing local map@dgers are appointed as heads of subsidiaries in other countries.
This reduces the danger of indigenous managers becoming fixtures for several
decades‘and=glogging the career pipeline, and it ensures that local stars gain
international exposure.

Regiomdlization On this spiral path, it is often most practical to find econo-
mies of scale first at a regional level, grouping small units into larger units (or
regions) so as to improve coordination.®> The regional headquarters usually
assume two roles, strategy development and implementation and providing com-
mon administrative services.® In the HR arena, the regional staff often assumes
responsibility for leadership development.

It has been argued that the world’s major corporations are in fact region-
ally oriented rather than global in their scope.** Competition takes place prin-
cipally within these regions rather than across the globe. Some suggest that the
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TAKEAWAYS

concept of “transnational” only applies to a small percentage of firms, the vast
proportion of multinationals being predominately focused on a region or even
a country.

Local Responsiveness Does Not Necessarily Mean Playing by
Local Rules

One somewhat paradoxical outcome of successful localization is the reco

that local responsiveness does not always mean playing by local rules/lnde
one of the benefits of localization is that indigenous managers havena better
sense of which local rules they can break. Local managers have a nse of
intracultural variation—tolerance for differences within a natio % also tend
to have a better awareness of the strengths of cultural val orms, and
the likely effects of breaking them. They also know ho lee national and
local institutional structures are.

The transnational ideal is local managers who j\%{fe exposed to global
methods and practices through their networks and*i ent in lead countries,
perhaps working with expatriates who are in Q subsidiary to gain inter-
national experience. Rather than embracing the logdl way, they can redefine the
boundaries of what is considered ”local’%@ving smart disrespect. Finding
ways to operate that neither mimic logal*irms nor copy the way multinational
corporations do things in other parts@e world may be the seed of innova-
tions that can subsequently ber&’tthe corporation as a whole.

4

>

1. Local responsivss helps the firm overcome the disadvantages of being
an outsiderfin a country or market with distinctive needs. With increased
globalizatien, 15eal responsiveness is valuable as a source of innovation

and etitive differentiation.
2. ices are more sensitive to local context than finance, marketing,
in\ O

er organizational routines. Within HRM, some practices are more
sefisitive to context than others.

&3. The fact that cultural values influence HR practices does not necessarily

oéo
Q

mean that companies have to adapt to local cultures. There are wide
variances in values within any nation, and a number of local employees
may indeed find practices that deviate from those of local firms to be
attractive.

4. The HR practices of multinationals are shaped by their home country
institutional context, and these practices may need adjustment when
firms operate in different environments.

5. In many emerging markets, multinationals have to deal with institutional
voids—the absence of an institutional infrastructure that supplies firms
with qualified personnel and provides a structure for dealing with
people-related issues.

6. Networking is important for learning how to adjust and solve local
problems, as well as to be aware of emerging trends. Managers skilled in
building wide networks can use them to guide how to adapt abroad.
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7. Localization means local influence on decision-making, with local
managers playing key roles while drawing on inputs from expatriates as
well as headquarters and other subsidiaries.

8. Localization of management requires a long-term strategy with
commitment at all levels, especially among expatriates, to the
development of local successors.

9. The route from a multidomestic to a transnational organization is
typically a spiral path that involves swings of the pendulum between
decentralization and centralization. Regional organization is often set to
mediate the tension. 0

10. Local responsiveness does not necessarily imply playing by local @
rules though it does require knowing which rules can be broken, and \
how. Excessive local responsiveness tends to inhibit collaboration Q~
across boundaries, and may be as harmful to performance as excessi\&

centralization. %
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