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talent development. A new team then sold off or restructured most of its international
acquisitions.

Lincoln’s first failed attempt at international expansion was in part due to the difficulties
of transfer'ring people'managemant practices abroad to different cultural and institutional
contexts. When Lincoln again expanded its international operations years later, it kept
the expensive lessons from its previous internationalization attempt in mind. The com-
pany relied more on joint ventures and other alliances and, when necessary, adapted its
management approach to fit local conditions.? It also graduatly built a cadre of managers
with international experience and transferred them to foreign units. By the mid- -2010s, the
company was enjoying record sales and profzts, with a third of sales from foreign opera~
tions including the acquisition of the global welding business of Air Liquide.
~ Lincoln's core business model of high productivity and flexibility demonstrated its re-

silience even during the COVID-19 pandemic—despite a sales decline of 25 percent, the
‘company remained profitable and continued to generate a strong cash flow.® Yet Lincoln
still struggles to transfer its differentiating capabilities abroad, and profitability from inter-
national operations continues to lag behind the superb results achieved in North America.*

OVERVIEW

Becoming locally responsive involves analyzing and responding to local environments and to
differentiated market needs. The story of Lincoln Electric’s international expansion provides
a vivid example of a firm facing this challenge, as no company can operate abroad without
assessing how its business model is impacted by local conditions.

In this chapter we explore key factors influencing how firms may adapt management and
people practices in diverse international markets, and what capabilities are required to do this
successfully. Firms and managers must know themselves and others. We start with an exami-
nation of two major—and well-researched—sources of diversity in context: cultural diversity
and institutional diversity. Learning about these (and other) sources of international diversity
is key to developing local responsiveness, which is today a critical organizational capability for
many multinational firms.

Because understanding and responding to local contexts is hardly possible without a strong
local management team, the final part of the chapter focuses on attracting and retaining local

managers. Our conclusion emphasizes the paradox that successful localization does not neces-
sarily mean playing by the local rules.

THE IMPORTANCE OF LOCAL RESPONSIVENESS

As we discussed in Chapter 1, a key challenge companies face as they venture abroad is how
to adapt management practices that support business in one country to another context.
Lincoln’s troubled journey overseas shows how difficult it can be to transfer a proven business

model and organizational capabilities to subsidiaries abroad. People practices. underlying
success at home do not necessarily travel well and can fail the test of local responsiveness.

In the broadest sense, local responsiveness represents the capacity of the firm to sense an
answer the varied needs of customers and other stakeholders, and how it handles relatlonshl‘ps
with employees, local suppliers and distributors, as well as host governments, In a past era with
limited cross-border communication and transport, customer prleferences around the wor.ld
varied greatly, and the cost and delay of shipping goods internationally offset the economies
of global mass production for all but a limited range of products. For these reasons, the early
champions of internationalization at the beginning of the twentieth century, such as Nestl¢

and Unilever, started with focus on local responsiveness—adapting to each locd'context
country by country. In contrast, not having products and services that fit local requ.u*emer'lts
and/or not knowing how to manage people in unfamiliar environments put companies at risk
of failure when entering new markets.

Why is local responsiveness important?

Despite public questioning of the benefits of globalization as discussed in Chapter 1—further
intensified during the COVID-19 pandemic—most trade and investment barriers remain low.,
Continuous digitalization has reduced the challenges of geography, while the internet and
travel have globalized customer preferences. Many global companies decided to focus less'on
Jocal market needs, and more on optimizing their supply chain,’ for example by leveraging
differences in input cost and economies of scale. ‘

still, many aspects of local responsiveness remain critically relevant, and, paradoxically,
in a connected world, a lack of appreciation for the local environment and culture may have
global implications. Starbucks learned this lesson when it had to close its store in Beijing’s
Forbidden City under pressure from a local online campaign against “cultural contamination”
that became global front-page news in a matter of days.® And “rescuing the planet” from the
consequence of climate change is an empty slogan without tackling first and foremost the local
environmental concerns and sustainability issues. '

The COVID-19 pandemic further reinforced the need to pay attention to local context.
While a coordinated global approach might have been more effective in controlling, for
example, cross-border travel, the lack of a suitable governance mechanism left countrlf:s to
make their own, often incompatible, rules. Even more importantly, many governments quickly
stepped in to establish control over critical medical materials, disrupting established supply
chains, and exposing the fallacy of “seamless” global markets. And with international tensions
on the rise, countries or regional blocs do not hesitate to take actions in their own immediate
interests. Even in a global era, the concept of distance and its different dlmenslons——cult'ural
institutional, political, and economic—remains important, with implications for international
business.”

From the multinational firm’s point of view, some regions and markets are more distant
than others.® Early research on internationalization provided some evidence that firms m'oving
step-by-step to culturally distant countries, after establishing a presence in more proximate
countries, are more successful than those that expanded by directly entering distant markets.’




Given such findings, decision-makers must pay attention not only to market opportunities but
also to ease of entry in terms of social, cultural, and institutional factors, especially with respect
to their impact on human resources.

With IT advances lowering the cost of centralized control, the tendency in many companies
today is to reduce subsidiary autonomy—headquarters may believe that it has all the informa-
tion necessary to make what before were local decisions. However, data does not always mean
knowledge, and data centralization does not always solve the critical issue of how to enable
responsiveness by tapping into local understanding. Products may be global, but to sell well,
they must take into consideration local preferences. Consider the rapidly growing global video
game business: with ever increasing production costs, reaching a global audience is critical, so
most games are available for download (often for free) in a generic format to gamers around
the world—but a skillful local “culturization” of selected features (the add-ons gamers buy) is
the key to successful monetization.

In summary, there are a number of reasons why local responsiveness remains important—
see some of the market, organizational, and political considerations in the box on “Business
advantages of local responsiveness”). Some are related to the benefits of local presence while
others concern the benefits of doing things differently from at home, although the two dimen-
sions are often related.

BUSINESS ADVANTAGES OF LOCAL RESPONSIVENESS

Customer preferences. Consumer products companies such as Colgate or Danone
have always tended to respond to local preferences. But even businesses with a global
recipe strive to modify their offerings to local expectations. Local dining habits forced
both Disney’s theme park in Paris and McDonald’s European franchises to abandon
no-alcohol policies applied in the home market. And Netflix’s growth in Asia is driven by
availability of local content.!?

Local alternatives. Competition from local products or services with different price/
performance characteristics may lead a company to local adaptation. Nestlé varies its
infant cereal 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 intro-
duced a locally manufactured brand of appliances in Eastern Europe to compete against
low-priced models.

Markets and distribution. National differences in market structure and distribution
channels can have repercussions on expected speed of delivery, pricing, product position-
ing or design, promotion, and advertising. For example, the distribution infrastructure in
the countryside of India may require adjustments to “global” product design or packaging
to cope with the challenges of dust, heat, or bumpy roads.

Industry characteristics. In certain businesses, having local presence is a necessity for
the firm to enter. For Lincoln, welding consumables are a big part of the market, but they
must be made locally. Cement companies, from global giants such as Lafarge and CEMEX
to new players such as Dangote (from West Africa), all engage heavily in local production

because the shipping and tariff costs neutralize any cost advantages of importing con-
struction material.

Host government regulations. Host government concerns—for national‘developm‘ent
or to protect the environment—may force a business tf’ .be locally resp01.151ve. Chemical
firms must build close relationships with local authorities to be authorllzed to operate.
Local content requirements can force a firm into developmel?t partnerships with suppl.l-
ers. Retail practices that are standard in the US, such as opening 24/7, are not allowed in

many EU countries.

Access to skilled and/or low-cost talent. As discussed further i‘n Chapter 6, 'West.ern
firms, driven by the desire to tap into talent pools with skills in science and engineering,
have built relationships with schools and universities in Asian .markets to secure access
to local talent."” At the same time, Chinese and Indian multinationals ‘are also expanding
their R&D networks abroad, forging linkages with Western educational and research

institutions.

In the process of “rediscovering” the value of local responsiveness, our understandi:ag' of it hés
also changed. The term “local” used to imply “national”, whereas today it means “differenti-
ated”. Nations remain important drivers of differentiated market needs, but they afre by no
means the only ones. In fact, “local” can be viewed as reflecting any market that is distinct from
others. Even Coca-Cola, which for most of its existence constituted the archetype of z'1 firm
pursuing a one world/one market strategy, felt the need to “rediscover” its own mltlltl-local
heritage, triggered by the slow responsiveness of the global headquarters to c‘hangmg lcTcal
market expectations.’? Also, becoming locally responsive is not always a qulestlon of cllxmce;
companies often do not have other options when government bodies require companies to
implement local (country, regional or community) rules.

The multidomestic firm

Companies that focus on responding to local conditions take a multidomestic approach to
international growth. At the core of the multidomestic approach is the argument that tbe capa;
bility of responding in a locally appropriate way helps to overcome the “liability of foreignness
that firms may suffer from when entering new markets.”® This liability comes in part because
foreign companies do not understand the local culture and institutions, and, therefore, do not
know how to manage in the unfamiliar environment.

A multidomestic approach to international growth was favored when most companies had
their own units in most markets, headed by country managers with a high degree of auton-
omy. Today, competing locally is sometimes presented as old-fashioned—a model not cut out
for the rapidly changing “flat world”. Indeed, during recent years, many multinationals have
reduced the number of national subsidiaries and/or narrowed the scope of what earlier were
fully-fledged organizational units to focus mainly on sales and distribution.* .

Frequently, responsibility for country-level service activities has been moved to regional
“headquarters” units.'> However, local context (customer preferences, market structure,




government rules) still heavily impacts business models in many market sectors, such as food
retail (consumer preferences), energy (joint ventures with local champions), and accounting
and legal services (regulation).'s In all these businesses, an awareness of the need for under-
standing the local context and operational semi-independence is still critical, so that building
the relevant local implementation capabilities is indispensable (see the box titled “Ladybug on
the prowl”).

LADYBUG ON THE PROWL

Poland is the fifth largest country in the EU, so it is natural that its retail food market is
of great interest to global players. So, who is the market leader? Carrefour, Tesco, Aldi or
perhaps Walmart? It is a company from Portugal—Jeronymo Martins (JMT), who owns
Biedronka (Ladybug), the supermarket chain that it acquired in 1995 (with 200 stores),
and with its “everyday low price” strategy expanded to over 3000 sites today."”

JMT entered Poland (and Brazil) in 1995 looking for an opportunity to diversify risk
outside of Portugal and leverage its experience in the wholesale food business. On the retail
side, its only exposure was a domestic joint venture with the global retail chain Ahold.
Seeing the challenge of running large-scale stores in a low-to-mid-income environment,
JMT embraced an alternative model which it believed better suited Polish conditions:
smaller stores in smaller cities, and local sourcing for customers needing necessities rather
than a wide range of choices. However, in Brazil, despite the expected cultural proximity
with Portugal, JMT could not find a winning formula and pulled out in 2002.

As the Polish economy developed, Biedronka’s strategy evolved. It upgraded its supply
chain, now offering “top (local) value for money” products, and aggressively moving to
Warsaw and other larger cities. While in other markets, local authorities may bemoan
that customers are abandoning downtowns for large shopping centers in the suburbs, the
Warsaw city planners fret about “biedronkanization” of the city center—with Biedronka
stores in every other corner.

Despite being foreign-owned, the Biedronka brand has become synonymous with
Polish food, and copycat stores catering to the Polish diaspora are now emerging in the
UK and the US - perhaps the best evidence that the JMT strategy of local responsiveness
has succeeded.

Roadblocks in transferring people management practices abroad

Biedronka’s success stands out in a business sector where profitable cross-border ventures
are rare.'® Perhaps JMT’s experience as a partner of Ahold at home taught its executives the
wisdom of listening to the locals—especially when JMT’s capabilities were in the upstream
(wholesale) side of food business, so it had no model (for example of how to manage staff) on
the shelf to impose on its Polish subsidiary. However, successful companies, particularly those
that have operated unchallenged for long periods of time in home markets, sometimes adopt
a universalist approach to people management when they expand internationally. They find
out the hard way that some degree of local adaptation is necessary—which can in turn com-
promise the consistency of people management practices with other elements of the business
model.

In contrast to the JMT experience, the failure to make sensible adaptations to different
ronments may be costly, as the Lincoln case shows. Even though Lincoln’s work practices
were introduced without much adjustment abroad, local managers often disagreed with the
appmpriateness of (for example) worker consultation or autonomy over working hoqrs. At
the same time local employees and unions rejected other practices, and in some countries the

roposed practices were simply illegal. The tension between internal consistency and external
differentiation (two of the guiding principles introduced in the People Management Wheel)
implied in Jocal responsiveness could not be more pronounced.

Lincoln’s mistake was not that it tried to “export” its unique approach to people manage-
ment. When firms go abroad it makes sense to build on what helps the company to be success-
ful at home. However, Lincoln may have misjudged how different its management approach
was from norms in other countries and regions, and how difficult it was to change the behavior
of managers and employees who had no experience of the Lincoln Way.

Another obstacle facing Lincoln comes from the holistic nature of its people management
system. At Lincoln Electric’s home US operations, the different people management practices,
the organizational culture, and the social relationships and trust between workers and the
Jeadership of the firms all fit together. To refer to one of the guiding principles in the People
Management Wheel, internal consistency is strong, For instance, without the trust between
employees and top management that had evolved over decades in the US operations, Lincoln’s
capabilities could easily fall apart. When the disastrous foreign expansion led to large losses
in the 1990s, Lincoln borrowed money to pay bonuses earned by its US workers since these
generous bonuses were a part of the psychological contract between the workforce and the
company.” Such trust must be earned, it cannot be transferred.”

Lincoln may be perceived by some as an “old-world, rust belt” company, so perhaps it was
no surprise that it stumbled badly in its initial attempt to go global. However, the difficulties
experienced by the “millennial” Uber in transferring its business model abroad highlighted
similar challenges; people management issues such as employment status and driver’s pay
structure were very much at the core of its problems.” Therefore, together with the business
arguments for responsiveness, there are often equally compelling arguments for taking a local

envi

orientation in people management.

Because people management is context-specific, one response is to leave people practices
entirely to the local subsidiaries with a mandate to adapt—an approach that might be charac-
terized as “When in Rome...” Yet, this is too simplistic. If people management is viewed as the
basis of the competitiveness of the firm, the answer cannot be “copy what others are doing”.
Therefore, adjusting people practices to the local context should not be framed as a Hamlet
choice: to adjust or not to adjust. Rather, the challenge is to determine what needs to be locally
adapted, held uniform across the whole organization, or perhaps completely reinvented to
allow for both cohesion and flexibility.

Further, people management is not a monolithic domain; some people practices are more
contextually bound than others. Research on foreign companies in China shows significant
differences in the degree of localization of recruitment, training, compensation, performance
appraisal, and promotion criteria.”? Also, pay practices designed for rank-and-file employees
may need to correspond more to local norms than practices affecting executives.”




Nonetheless, of all the management domains, people management is generally seen ag
the most sensitive to local influence®* Cultural differences (articulated or hidden) are one
reason, but by no means the only one. National regulatory pressures are equally if not more
important—on workplace representation, employee participation, fiscal incentives for train-
ing, acceptable practice when hiring and firing, working hours, and so on. Differences in the
institutional environment add to the complexity companies may encounter. Therefore, appre-
ciating context remains an essential foundation of global people management.

APPRECIATING LOCAL CONTEXT

To capitalize on the advantages of responsiveness, and to avoid roadblocks when transferring
practices, companies must respond to diversity across countries. In this section, we focus on
the sources of diversity across countries and how firms learn to respond to contextual dif-
ferences in the way they manage people. We present and discuss two perspectives that focus
respectively on the differences between the cultural context in which the parent company and
its local subsidiary are embedded (know yourself and others), and on the institutional config-
uration of the respective environments (know where you are).

Know yourself and others: the cultural perspective

The cultural perspective rests on a premise that national culture—the set of shared norms, values,
assumptions, traditions, and practices that exist within a society”—exerts a powerful influence
on individual and organizational behavior. Members of a society internalize certain values,
beliefs, and behavioral norms that become taken for granted. This perspective holds culture as
a core factor that influences and, thus, differentiates management practices across societies.

Scholars and managers using this perspective typically focus 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 parent organization is embedded in the
societal culture of its home country. This cultural embeddedness may affect its international
strategy, how the multinational controls and coordinates its foreign units, and the parent
company executives’ views about effective people management practices. Simply put, before
you try to understand other people as well as the practices and strategies that may be effective
abroad, you had better understand yourself,

Culture is a multi-faceted concept, operating at different levels,s and there are multiple
cultural spheres (societal, organizational, and others) that interact in complex ways to exert
their influence on business practices and organizational behavior. In this chapter we will focus
on societal culture, postponing discussion of organizational culture to Chapter 5,

Research on societal culture has a long history in the fields of anthropology, psychology
and sociology; its use in international management studies also goes back half a century. The
most salient approaches to the use of culture in the international management domain can be
broadly categorized into two camps: (1) the dimensional approach that uses universal models
to explain differences in management practices and organizational outcomes across countries;

© 4 (2) the “distance” approach that includes the use of cultural, institutional, psychological,
an

; Ay
d other types of distance to explain differences in management practices across countries.
and ©

ing cultural differences: dimensional approaches to understar.\dmg culture
MapP'ng. fluential body of literature concerning values in international business relates to
i mOSt‘lfl; unces between countries. Its foundation is Hofstede’s landmark book Culture’s
cultural o ublished more than 40 years ago, which describes research grounded in one of
Consequem:s; P;Dases about workplace values ever analyzed—attitude surveys of 116 000 IBM
. i ) 5a3 countries.”® The study showed that despite IBM’s strong integrative culture,
employeesui:lure layed an important role in differentiating work values.
natiomalcd idenlt)iﬁed four “universal” dimensions along which cultures could be compared:
IL-{o-is,cz_liesm/collectivism, power distance, masculinity/femininity, anFI uncerta'int).r avoid-
e de argued that these dimensions influence the way in which organizations are
g HLoe cei mina ed.® His quantitative measures of culture gave birth to the notion
Strl‘l‘cmred laz‘stance”gbet‘ween countries, influencing other fields of international business
pt Cultur; 1result of his collaboration with scholars from different parts of the world and’
resea.rCh~ S Zw data sets, Hofstede later added two other dimensions, “Confucian dynamism’
- nus lon -terr;l orientation,” and “indulgence versus restraint”, which captures the
e V‘:?Ch eog le gratify or control their basic human desires in their pursuit of goals.”
ethfnltlt’i(\?v'iV:;gla sI;mﬂPa\r line of inquiry, Trompenaars and Hampden-Turner mappffd out .the
i Ortance of opposing values, such as achievement versus ascription, and umversallmm
L icularism.” They identify seven cultural “tensions” (see Tab%e 2.1) that they believe
Vers:ii?ssu:;d manéigers should be aware of, since these could influence the transferability of
com

management practices across borders.

Table2.1 Seven tensions of cultures

Universalism versus particularism: When no code, rule, or law seems fo cove.r an exceptional 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?

isi i th
3. Individualism versus communitarianism: When people reach decisions or make chmces,fsl;loulc.ld e:f
' i i i i ider team
consider their own best interests, or should they base their choices on the considerations of the wi ,

rganization, or community to which they belong?
4. ;Jniir—directed versus outer-directed: Should managers be guided by internal standards, or should they be
flexible and adjust to external signals, demands, and trends? . o N
5. Sequential versus synchronic view of time: Should managers get things done as quu;lkly E{S Ezgfs;rt:,q:)eﬁ;t
less of the negative impact that their actions may have on o.thers, or should they synchroniz s
completion is coordinated, and the negative impact minimized? . . .
6.  Achieved versus ascribed status: Should individuals be judged p'rir.narily or solely by their achievements, o
by their status, as reflected in age, length of service, or other ascriptions? .
7. Equality versus hierarchy: Should subordinates be treated .as equals and allowed to exercise discr
decision-making, or should relationships be delimited by hierarchy?

Source:  Adapted from Hampden-Turner and Trompenaars (2000).
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In a third commonly cited approach, a multinational team of researchers,
GLOBE, conducted another large-scale study of cultural differences,
17 000 managers in 62 societies,??
cultural dimensions, but measuring both cultural practices (“culture as is”
(“culture as it should be”), the GLOBE project identified nine cultural dim
societies and societal clusters can be compared.* Figure 2.1 shows the cu
practices and values—for the Latin European cluster,

France, the French-speaking part of Switzerland, and Israel (see Figure 2.1),%
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Figure 2.1 Dimensions of culture in the Latin Europe cluster

As can be seen, the societal practices in this cluster are characterized by high power distance

and relatively high in-group collectivism, and relatively low gender egalitarianism and future
orientation. However, comparing the societal practices and values scores,
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g with significantly higher performance orien-
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tural profile.”” Such differences between societies within a cluster, although relatively minor,
can be explained by historical, social, and economic factors.
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In their study on the effect of national culture on the choice of entry mode, Kogut and Singh

introduced the concept of cultural distance,* They also launched a stream of research that

was to become the dominant culture-related lens in international business and global strategy
research for the next thirty years. They developed a mathematical formula for calculating the
cultural distance between any two countries using national scores contained in Hofstede’s foy,
original cultural dimensions.*

Recently, research based on the Kogut and Singh index and other cultural distance measureg
has come under intense scrutiny and re-evaluation.* Scholars have pointed out that researcy,
on cultural distance suffers from the “illusion of symmetry”, that is, the erroneous assumptiop

that the cultural distance from country A toward country B is identical to the distance from

country B toward A.”” Also, the cultural distance concept, by its very definition, emphasizeg
the difficulties, costs, and risks associated with conducting business across borders. Although
there is little doubt that cultural distance can make cross-national collaboration and transfer
of practices more difficult, there is also evidence that cultural differences can be a driver of
synergy, innovation and learning, and, thus, a source of competitive advantage. For example,

in Renault-Nissan’s automotive alliance, the collaboration and mutual learning of French anq

Japanese engineers led to better quality and lower cost for the final product.” We will return tq
this topic when discussing global teams in Chapter 9, knowledge creation in Chapter 12, and
post-merger integration in Chapter 13,

The cultural context of people management theories

Building on the assumption that cultural values condition organizational practices, Hofstede
argued that the motivation theories dominating management thinking reflect American cul-
tural values, especially individualism.* They stress achievement and self-actualization as the
ultimate human needs, assumptions that may not hold true in other cultures,

Indeed, one can tease out some of the cultural assumptions underpinning standard people
management practices, from selection and onboarding to performance management.*® For
example, some of the underlying assumptions around performance management have reso-
nance in the US—the idea that goals can be set and reached (assuming control over the envi-
ronment) and that objectives may be given a 6- to 12-month time frame (assuming that time
can be managed). Managers and subordinates are expected to engage in a two-way dialogue to
agree what must 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 begins
with a focus on individual results, Individual appraisal is crucial for linking results to pay.
However, contrast this with the Japanese concept of performance management. Toyota focuses
on kaizen, or continuous improvement, steered by collective action.” Japanese management
efforts are directed at supporting and stimulating the efforts of subordinates to improve the
processes that generate results, and the time horizon for improvement is longer than typically
found in the US. Appraisal focuses on employee skills and efforts (discipline, collaboration,
and involvement) that lead to continuous improvement, rather than on short-term results,

ary, proponents of the cultural perspective often assert that t.he development }(:f

4 Summ‘ i,s based on a set of assumptions that are deeply embedded in one cultu‘re'—t' e
HRM . of the most influential HR scholars and consulting firms are based. This hrn'lts
. 111:1211112: of this template to other cultures. The ultimate expression of this perspective

the 5P/ rable and vivid description of HRM as “a contemporary manifestation of the
mo.
e me
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American Dream .
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mpanies adjust people management practices to the local culture?
hould clearly be aware of the extent to which the home country Cl;(lit:;al colnte)g

its approach to people management. However, to what extent s.hou ecu 'tur
influences its f bsidiary abroad influence its people management practices? Conventional
environment of 2 :;llat national culture matters a great deal. Although we agree that cultural
gedor 5uggefsm'ﬁ.;ance for people management, we also believe that it is important to criti-
g e arfn(i)rflzltg}i: assertion that multinationals must adapt to the local national culture.>
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Figure 2.2 Distribution of individual values in two cultures
@ First, the within-country differences in values turn out to be substantiaill?i lalig:: :1}:2
the differences between countries. Studies show thta\t t'hf: passlz:rt exp.guﬁ e o e
5 percent of the within-country variance between individuals. ('Dont.rl uting dion
intracultural diversity are increased cross-border travel and migration, a gro g
number of individuals who have a multicultural backgrour'ld, and th‘e fact that' in inatr;y
cases national borders are not aligned with ethnic boundaries.* Studies also point (1 ] 2
considerable overlap in values of individuals that can })e foun.d even b.etv:;:en countrie
that are culturally distant (see Figure 2.2 for a graphic illustration .Of this). TR
These findings imply that companies can try to select pe.ople ina I?artlcu ar ¢ -
who fit with the values of their organization rather than with the typical 'Vatlue's -Od 1e:
host nation. For example, in France, Lincoln Electric has been able recru.lt indivi uz; s
whose values fit well with Lincoln’s famous performance-based compensation system. In
fact, Lincoln has successfully operated in France since 1955 with a people man;gerlnen;
system that is more like the one at its Cleveland plant in the US than those found in local

French organizations.®




® Another assumption behind the cultural argument is that a misfit between nationa]
culture and management practice will reduce effectiveness. Indeed, there are numerouyg
stories that show the risk of implementing alien people practices in overseas units. For
example, providing public performance feedback may cause problems in cultures where
maintaining face is extremely important. However, there are also examples of foreign
and, indeed, local firms that have successfully introduced people practices at odds with
local values and practices. In Chapter 7 we discuss the case of consumer appliance man.
ufacturer Haier, whose fully transparent performance management system has become
famous in China; while controversial, it has helped attract ambitious and self-confident
employees.

® While the cultural fit argument would lead us to expect that HR managers of different
nationalities would have different views about the effectiveness of people management
practices, in fact they largely agree on which practices contribute to enhanced firm
performance.” For instance, HR managers in China, Europe, Japan and the US rate the
effectiveness of pay for performance systems almost identically.®

® Local managers often use culture as an alibi not to introduce change, protecting local
fiefdoms against interference from the head office. Because culture is impenetrable, it i
difficult to argue against these explanations. When the local manager in Thailand tells
the head office that “confronting poor performers is not possible here for face saving
reasons”, there is some truth in the excuse—but it is also an exaggeration. Often, it is the
approach, rather than the objective that must be altered.

In conclusion, while many people management concepts are heavily culture-bound—be it
in the US (performance feedback and pay), in Japan (team-based problem solving), or in the
Nordics (work conditions and work-life balance)—and they may have limited applicability
in other countries, other studies indicated that good practices travel well and, in the digital
era, increasingly fast.! Academic research and practical experience show that multinational
tirms have considerable leeway when deciding which people management practices to imple-
ment overseas (see the box titled “A commentary on the cultural perspective”). However, for
companies trying to adapt their people management strategies to local needs, it is not enough
to focus on cultural values. The cultural lens needs to be supplemented by consideration of
institutional factors.

A COMMENTARY ON THE CULTURAL PERSPECTIVE

The cultural differences argument holds intuitive appeal for international managers. It
provides plausible interpretations for the many difficulties of working with people from
different countries. For example, a compelling case can be made for the importance of the
cultural perspective in understanding different attitudes toward authority, teamwork, and
conflict resolution.” However, there are two important caveats. The first concerns the
need to avoid stereotyping, while the second is related to the fact that culture is not static
but fluid and constantly changing,

As discussed above, the cultural perspective tends to overemphasize value differences
and neglect the fact that the cultural traits found in a particular country represent only
a central tendency. While cultural distance can be a barrier to effective cross-cultural

. interaCtion’ another substantial barrier is outsiders’ lack of comprehension about diver-

.. within a given culture. A potential danger of relying on cultural studies (like those of
s1tYfst ede, Trompenaars, and the GLOBE team) is that they create a notion of what ALL
I’f:)ple from a certain country are like. While we now try to avoid stereotyping gender and

e, we need to tackle culture in the same way. S
ra; ’further reason for caution is that cultural stereotypes are mostly rooted in historical
peliefs about people from other countries, and while national cultures seem to change

Iy, cultural values and practices do co-evolve as societies transform themselves.
Sl.o‘-N Z;e society is a case in point. While China has traditionally been a high-power dis-
grlllcne country,® characterized by high in-group collectivism, young urban Chinese exhibit
considerably higher degree of individualism and a more modest level of power d.istance.
?Fhey are also more assertive than the previous generation. Human resource prac"uces tl.lat
were aligned with traditional Chinese values 20 years ago may not be sulFable in (?hl‘na
today. In fact, the World Value Survey that tracki:d atqtudes and values in 81 soc1.et1.es
over more than two decades found evidence of a “massive cultural change” even within
this relatively brief period.® o .

More recently, a longitudinal meta-analysis of Hofstede’s dimensions uncovered draJ-
matic shifts in cultural values when compared with the original data reported in Culture’s
Consequences.* Looking at three decades of research (1980s to 20005),'the. a'utho‘rs fm?nd
that, for example, South Korea, one of the lowest scoring countries on individualism (i.e.,
a score of 18) in Hofstede’s (1980) original study had a score of 61 in 2900, one 9f the
biggest shifts in the entire dataset. Conversely, the US had moved from being the highest
scoring country in the world on individualism (i.e., 91) to roughly the same level as South
Korea (i.e., 60).

When cultural values change, so do consequences,

Know where you are: the institutional perspective

Management has some discretion in whether to adapt to cultural differences but less so
to institutional differences between countries.® As noted earlier, working practices that
are acceptable under some conditions in one country (like working a 50-hour week in the
US), may be questionable in another country, and illegal in a third (as would be the case in
Germany, for instance). This reflects social, legal, and political differences that are captured
by the institutional perspective on the diversity of management practices around the world.””

Consider the institutional environment for people management in two European countries:
Denmark, with its reputation as a favorable business environment, including its employee
relations,® and France, with its heritage of adversarial relations between firm and employee.

In Denmark, there are few restrictions on hiring a new worker, considerable flexibility about
working hours, and few constraints on firing someone (for example, there is no obligatory
legal settlement)—in an environment where most employees are unionized. For more than
100 years unions have favored working through agreements with top management rather than
strikes, with proactive labor market policies introduced by a government that supports reskill-
ing when technology and markets change. Responsibility for people management lies with line
managers, with the HR function in a weaker advisory role.




By contrast, in France, newly hired employees must be given a permanent contract by
law after an initial trial period; this makes it expensive and difficult to fire people. When the
working week was reduced to 35 hours in 2000, employees could not work longer even if they
wished to, though measures were later introduced allowing staff to work longer hours for
supplementary pay. The French union environment has a long adversarial heritage, and the
HR function has, by law and by tradition, a more powerful role in deciding who is hired and ip
determining employment conditions.

According to the institutional perspective, there are alternative ways of organizing eco.
nomic activity, reflected in configurations of economic, educational, financial, legal, ang
political systems as well as historic legacy. As viewed by sociologists,
economic approach. There are at least six successful configurations o
guished not only by distinctive differences in ownership patterns an

also by different employment practices that shape and constrain the
conduct business—see the box titled

f capitalism, each distin.
d business objectives byt

way in which companieg
Six successful configurations of capitalism”.®

SIX SUCCESSFUL CONFIGURATIONS OF CAPITALISM

1. The main purpose of the Anglo-Saxon individualist Jorm, 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 drive people management practices; employ-

ment security is relatively limited, and firms rely on fluid labor markets to recruit
managers and professionals externally as needed.

2. The stakeholder perspective characterizes the mor
in large organizations. Here social contracts and
German firms have, for instance, been characterized as having patient capital, with
HR practices based on co-determination of employees and management, long-term
employment security, and a high reliance on internal promotions.”

3. The European industrial district Jform of networked enterprise, based on family own-
ership (but also involving skilled employees committed to the firm), is found in Italy
and Scandinavia. Its aim is to optimize the interests and values of the family owners
and senior professional managers associated with the firm.

e communitarian European form
obligations are more important:

4. The prime purpose of the Japanese form of capitalism, with its institutional
cross-shareholding and lack of strong owners, is the stability of the organization.
Lifetime employment of core employees and slow promotions are its most visible
people management manifestation.

5.

The Korean chaebol is simultaneously oriented toward retaining the influence of the
entrepreneurs and their family successors as well as
national economic development. While labor relatio
emphasis until recently has been on lifetime employm
top Korean universities.”

6. The Chinese capitalist form is re
Southeast Asian diaspora,
China. It exists primarily to

growth strategies supporting
ns are often contentious, the
ent of managers recruited from

presented by family businesses throughout the
and even in many privately-owned firms in mainland
support the vision and ambitions of owners, with trusted

long-term employees playing important roles in the firm but with relatively few
efforts to build formal HR systems.

capitalism is not a single

i institutional context
ing the institutiona T
AsseSSf Stors clearly influence issues at the core of people management, such a ; 12 N
focict! ¥ ing, job design, the role of the HR function relative to- management, in ush r
mng, >
tramd gby extension, company performance. However, a number of researchers have
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that insufficient attention is paid to the institutional corlltext. ' 1
he widest attempt to capture the contextual factors influencing people manage-
i tdies from CRANET—an academic network that, for over thirty years, has 'organ-
. Sctiu surveys of people management practices, originally in European cvour‘ltnes and
. ;Cd further worldwide.”> Among the early comparative research studies in Europe
g eANET data is an influential investigation into the different con?epté of t%le HR
B> - ically, HR in the UK and Germany played a technical role with little linkage
the f}”:’rm that of a “professional mechanic”. This contrasts with its “pivotal
. Sweden and Switzerland where line management led HR land llnked“ it todst(;-ategy,
role in SW d France have a heritage where the HR function is as policeman .or gu::r -Td strat;
Nor‘razlarslel linked to strategy but not devolved to line management; while thel- wi V(;Ie;:
b ;1 (;) in);)enmark with strong devolvement of people-related issues to the line and the
vaile g :
[ tion playing an advisory role, as mentioned above. 1 e
b . o the last decade, with the increased focus on the role of technology a !
During ic growth, the studies of institutional factors have shifted to t.he fievelopmentt od
7 ecoriomthose with the biggest impact on the performance of the orgamzatxon—suplior t;
] - « » 75 nt ] e
btalenttream of research and publications on “macro talent management”. . C(;l;./steq;lle ica}II he
i itati lysis of institutional factors related to vocational/techn
for an authoritative analysis o s mirksd
- erial/creative talent led to the development of an annual assessment callc?d e o
m;nafCompetitiveness Index (GTCI).”s In 2020 the GTCI compared 132 count‘ruta; 0; e
Tble ; 7 One of the pillars in GTCL’s underlying model of competing for t?lenlt 1st ih nat traCg
- ich its institutional structure facilitates the attrac-
i hich its institutional s
of a country or city, the extent tow : ; et
contfixi/elopment Z]d retention of the human capital that contributes to its prosperity.” Table
tion, de 1e .
2.2 shows the ranking for 19 countries, including the top lten.‘ . . R
: As the table shows, all the Nordic countries have institutional enwro;m e
; it is an Asian nation—Singapore, wi
favorable to human resource management, althm;gh t111t 1;‘ e o, Syl Eitocar
B e o headsth :e ;s ; clear relationship between talent
i i i tion, and the
two nations that also rate high on innovation, e
i i i institutional level.”” In contrast, much of Latin
and innovation at the national institutiona : T
i icularly when it comes to the
Sub-Saharan Africa rank poorly on talent enabling, particularly

and Business Landscape.

t elations,
suggCSted

function.”* Histor
to the strategy of

ent relations vary greatly with context . ‘
IEfcf ::Zlnf‘rom talent to unskilled labor, the role of labor unions v.arles markec'lly vnglst:i;)ci
institutional context, and this can influence a company’s international operatxcl)ns. N Ch[iJna
nies such as Walmart often have a strong anti-union stance at home, but emp ?ifess ;relation
work under government-regulated union contracts, creating yet another k;wer'o z gEO o
challenges.® The restructuring of Pfizer Japan ran into severe problems, forcing s
nation under pressure from the company union, which was headed by company
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Table2.2 Talent competitiveness ranking (for selected components and countries)

Country Talent Enabling Regulatory Market Labor & Busin;-
Competitiveness Context Landscape Landscape Landscape
Singapore 3 1 1 4 1 i
Switzerland 1 2 3 8 3
United States 2 3 18 3 2
Sweden 4 4 6 5 8
Netherlands 6 5 7 10 5
Germany 11 7 12 7 4
Japan 19 8 15 2 9
France 21 23 21 13 30
China 42 45 70 35 41
Indonesia 65 54 80 66 37
India 72 63 78 84 42
South Africa 70 64 60 56 93
Russia 48 65 103 40 65
Brazil 80 79 85 47 91

Source:  Lanvin and Monteiro (2020).

The degree to which workers are represented b

Yy unions varies greatly from one country to
another. In the Nordic countries,

Switzerland and Singapore, there is a heritage of consulta-
tion with employees. More than three-quarters of Scandinavian workers are union members,
and even more are covered by collective bargaining agreements; unions are one leg in a social
partnership tripod with government and business that negotiates most aspects of life affecting
work and employment. In contrast, in the US, only 11 percent of employees are unionized, and

12 percent are covered by collective bargaining agreements, although recently there has been
an increase in public and political support for unions.*

Worldwide, trade unions have lost membership during the last 40 years,
in South Korea, with its heritage of confrontational labor relations, union membership is less
than 10 percent today. As unions have lost membership, international organization such as
the ILO and OECD argue that the role of unions is to help
than simply defend worker pay and rights.

Just as the degree of union representation varies from one country to another,
the degree of cooperation or tension between unions and management. There is more tension
between business and labor in the US than in Nordic Europe, and relationships have been
mostly adversarial in France and Spain, as well as in emerging economies such as Brazil, India,
and in South Africa, which has the highest degree of unionization in Africa, along with hostile,
uncooperative relationships between labor and employers.

The structure and role of the unions also differs significantly from one region to another.
In many European countries as well as in the US, unions are formed mainly around industry
sectors and/or professions, In Japan it has been common to have separate unions for each cor-
poration. In some countries, the government only recognizes one union, such as the All-China

including in Asia—

improve working conditions rather

s0, too, does

DECUNMING LUCALLT RCOrUiNgive w

ion of Trade Unions (ACFTU) in China. All companies there are ex.pected to have
Federatl{‘) and even foreign firms that usually resist unionization have unions (and often
- unlonsr;ist arty cells) in their Chinese units. Recently, ACFTU has become much more
e COml:nu oFiations about collective contracts and issues related to layoffs and dispute set-
invo}ved(ljrz)nse.fTU the Confederation of South African Trade Unions, was born in the struggle
ﬂerr-le;:partheid ;aut it acts today as a social movement promoting a working-class agenda,
k. , i mployees.
gt a;‘;“éfl}:g;i::‘?:gra‘;diig Zmployee consultation. In Europe, works councils are
rl.qh:ﬁe 2;1: uired in all but the smallest firms, and the European Works Council Pirective
A Yl N anies established in the EU member states, Corporate decisions that influence
e C(')msI; nificant ways must be discussed with the works councils. Although councils
emplo‘Ye‘eS ilndegision-making powet, they often serve as important communication channels
b 11mlteu.nding body for employees. However, from a management perspective, the obliga-
a..nd W 2zltS(::uss decisions in works councils may lead to delays in the decision-making.
- t'Oh :}Sm ever-increasing impact of digitalization, robotics, and Al on work, labor market
;{Vis can help unemployed people or people whose jobs are threatened to reskill and find
i loyment.** Educational systems, training and employee development need to .be
HC‘W en;pt 0}llifelon.g learning, Proactive labor market policies (reskilling, retraining, and skills
Ol’len:_’ 0etc ) have been common in the smaller economies of Denmark and Singapore, pr'o-
mzt:l 11;i;(,)del; for other countries. However, such policies are completely ab'sen;in countries
::itix 1gnore adversarial legacies of labor relations such as Brazil and South Africa.

Responding to institutional “voids” . T
The institutional perspective is also helpful in understandmg the pro 1 ems ‘ ﬁti}t)i gy
of emerging economies.® The lack of mechanisms (regfllanons, r<legu atory ins e “h;stitu_
tract enforcement) to facilitate stable employment relations contributes to io:[ca S e
tional voids™® characterized by inefficient capital, labor, and proc-luci markets—s

titled “Institutional voids in South Africa and the Sub-Saharan Region™.

INSTITUTIONAL VOIDS IN SOUTH AFRICA AND THE SUB-SAHARAN REGION

Institutional structures in Sub-Saharan African countries are weak‘, w1th widespread };Cl)el;tlt
ical instability, corruption and cronyism (including “state caitllmn% V\;hert? gclv]\;;r;ition
i i itical leaders), along with low levels of co .
agencies become piggy banks for poli ‘
uieven IT and communication infrastructures, and generally an absence of px;l)‘fesmc;:)l;l
management.”” The informal and agricultural economy predominates across t 15; lregmS s
while the proportion of people in formal employment is lowfer tharjlx (1):111 oth;r iﬁ: 12;}1 Ciéﬂ
i i in South Africa. oug
The informal economy dominates even in ‘ . ‘
pre-COVID unemployment rate was 26 percent, unofficially this ;Nas f;stlmate‘d t.oZ etzle
ica’ lic sector, 70 percent of staff are unionized,
more than 60 percent. In South Africa’s pub
but only 24 percent in private firms. There is a legacy of low trust F:etween empilc;)}::is
and employees, also reflected in union militance and highly adversarial scores on la
employer cooperation.®® :
Vl\aﬁtlz the wI:)rld’s highest population increase projected for the future, prospects for

i its
economic growth in Africa are often linked to homegrown entrepreneurship among i




young, tech-oriented population in cities.® Indeed, to the surprise of some, there are
already 400 companies with more than a billion dollars in revenues on this continent of
1.2 billion people—though half are based in the Johannesburg region of South Africa. The
richness and power of informal and non-mark

et institutions in shaping local economic
activity is the other side of “institutional voids”.

The cost and difficulties of adaptation to the institu
sive lack of skills in many emerging countries, the bureaucracy or corruption of the loca] o
national government, and labor market practices that are branded as exploitative and uneth;.
cal back at home—are such that multinational corporations find these markets difficult and
expensive to penetrate. On top of this, the conditions in the employment markets are changing
rapidly, requiring continuous adjustment of people strategies. Keeping up with the changeg
requires a strong local sensing capability.

India is a country with many such voids. While many traditional multinationals find it diffj.
cult to operate in this very complex country, locally grown information technology companies
such as Tata Consultancy Services, Infosys, and Wipro have become leading global players
in providing software services, in part because they mastered the challenge of how to recruit,
train, and retain IT professionals from a complex web of schools of varying quality,

locally-attractive compensation and careers at a cost which their global competitors
match.*

providing
could not

Convergence or divergence?

Some regard the influence of national business systems as declining, pointing to the individy-
alization of people management practices in Japan, changes in the Korean chaebol, and what
Nobel Prize economist Joseph Stiglitz called the Anglo-Saxonization of management.” Indeed,
there has undoubtedly been some convergence of multinationals from different countries on
an “Anglo-Saxon” model for people and organizational management.” For example, with
respect to performance management practices, one recent study found very little difference
between US and multinationals from six European countries.?

However, this convergence may be more nuanced than it often appears, since compensation
and wage bargaining are more institutionally constrained than contingent employment or
training practices.” Also, an earlier study revealed that though French and German multina-
tionals are indeed adopting Anglo-Saxon practices in the domains of executive compensation,
job restructuring, and corporate governance, 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, 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 constrained by their local
environments. But, again, there are dangers in relying excessively on this view (see the
box titled “A commentary on the institutional perspective”), [rrespective of institutional
constraints, in an increasingly professional and knowledge-based world, employees and

managers are more and more aware of management practices in firms from other countries.
Executives everywhere are bombarded daily by press reports on the latest global business and
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MENTARY ON THE INSTITUTIONAL PERSPECTIVE

e et when thinking o1 Torelgn covniien
& v s ctive when thinking of foreign "
We apply t};f En Stlttl;uo: a;l I;e;:s};(eof being blind to the extent to which the
inati irm ther ] '
put for the multmj:)lgr;uts its mark on people management issues, just as home couﬁltr});
con FAEE ; ;
home Couslltreys do. As a company internationalizes, it Should. reflect on the way 1r;1 Zlvh ocW
cultural v til(l)nal c(;ntext of its own home country has shaped its people strategies a
institu )
ttlﬁfslﬁ‘ﬂuences its approach to pfeopl(ei r;!la_na%;f:teig;jg;aeiuresw from the parent organ-
: idiaries, in fact, face dual ins e
e Sljl?ESIdl‘?liefocal environment—that they need to balance.”” Executives 1111 tllws'e%
m o s : H
iari :nd especially HR managers, need strong Reghtiation Sklus’(famcturzrnza
sub51d1ar165r,s executives are unaware of local institutional constralrllts. Heab fﬁlarb{; t Sud};
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Learning about (and adjusting to) local context

s abili t the local
Cultural diversity, institutional factors, and the CQMIPANY'S ability t(:3 ()leit;'nP?::t?ce i
context shape the ways in which multinational corporations man;lge ptexltaua.l i i
on the context, and all these factors constitute different source.s o1 con el i
internal consistency pushes the multinational toward a partﬁcu ?r c;(l)]n c;gifferent bk
work systems and practices, it is subject to the pushes an.d pulls }? mn 3 et hatogy of
As Lincoln gained experience in operating overseas, it has ¢ osef itsp e g
“flexible adaptation”, implementing at least some core elements of its p




model (piece-rate, bonus, merit rating, employee consultations, etc.) wherever possible. The
results have shown that increased internal consistency of subsidiary management practiceg
improved business performance.

A good way of summarizing the challenges of responding to global sources of diversity is tq
point out the main influences on international people management practices (see the box titleq
“Six sources of influence on the multinational”).*

SIX SOURCES OF INFLUENCE ON THE MULTINATIONAL

Country-of-origin effect: People and other corporate management practices reflect
cultural and institutional conditions in the home country, and these practices then
impact foreign units. The time perspective of the parent company is a case in point. US
firms, where tenure of top managers often depends on annual results, are likely to have

a shorter-term perspective than German firms, where employee representatives may have
a strong influence on company boards.!®

Company-of-origin effect: Companies develop distinctive HR practices that are success-
ful at home and then transfer these to foreign environments. When Cisco recruits a native
Brazilian engineer for its local operations, it is looking for an engineer who deviates from
the Brazilian norms of organizational hierarchy, someone who is likely to thrive in its
competitive globally networked culture.

Host country effect: Some firms adopt local practices or norms as a strategy—“Strategy
may be global, but everything else is local implementation”. Companies that expand inter-
nationally through acquisition and alliance are more likely to experience the pressures of
local adaptation than those that grow by setting up greenfield sites.

Foreign firm network effect: In situations of uncertainty about what constitutes best
practice, organizations often look at others and then mimic what they do or collectively
develop a consensus about what to do. We often see that the networks to which foreign
firms belong produce common notions about appropriate HR practices.

Global convergence effect: Knowledge today flows easily from one region of the globe
to another. International companies compare themselves with others with international
experience and model their practices on these. Diffusion of technology and management

practices means that national effects become less important than the global “best-practice”
effect.

Global governance effect: In response to increased stakeholder activism and regulatory
scrutiny, companies have taken steps to align their activities with needs of a diverse
set of stakeholders spread across the world. The aim is to achieve positive outcomes
in economic, environmental, and social domains, such as improving working condi-

tions along the global supply chain, reducing the carbon footprint, or increasing social
contributions,

Global trends—and fads

firms can also look outside their immediate networks for ideas ke;bzutfw:::otlzz
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in Singapore, GoTo/Gojek (car hire/Indonesia), or Zomato (food delivery/India), that still

operate largely below the radar of the Western business press, although closely followed on
local social media,

IMPLEMENTING LOCALIZATION

As discussed in Chapter 1, companies typically internationalize by sending key people
abroad—through expatriation. If their task is to follow the golden rule of “When in Rome,
do as the Romans do”, building local operations may not be difficult. However, executing
a unique business model and doing things differently (but successfully) requires “knowing
Rome better than the Romans do”, a task hardly possible to master without a strong local
management team. Responsiveness typically goes hand in hand with localizing management—
smartly staffing overseas units and empowering local managers to make key decisions. Indeed,
understanding the variations in a local context is essential for any company involved in

cross-border operations, even including those aiming to build a global platform (see the box
titled “Responsiveness at Mercado Libre”

RESPONSIVENESS AT MERCADO LIBRE ¢

Mercado Libre is the largest e-commerce company in Latin America, operating in 16
countries, with over 175 million users. From its early days two decades ago in Argentina,
Mercado Libre executives thought about the organizational approach that would best
support their strategy of becoming a dominant player in each of the countries in which
they wanted to do business. They assumed that the best approach would be to build their
company from the ground up, adapting to user feedback as they gradually expanded the
user base.

In contrast to Amazon’s global template, this approach meant that Mercado Libre
would need to localize and customize their service and marketing efforts. Hiring local
country managers, the plan was to build local e-commerce companies, each with their

sales and marketing organization, doing business according to customer expectations in
that country.

Our concept of localization goes beyond people management, equating it with the degree of
local responsibility for decision-making. A subsidiary may have only one expatriate, but if that
individual makes all important decisions, the subsidiary’s degree of localization will be low.
This will also be the case if a local general manager must check out every decision with regional
or corporate headquarters. In contrast, a high degree of localization is not synonymous with
complete subsidiary autonomy; it simply implies that the local subsidiary managers are
responsible for their decisions and live with the consequences of their actions.

Attracting and developing local talent

Local responsiveness does not always imply localization, Experienced international managers
can often be effective representatives of the local voice toward the corporate center, but it is

o

It to sustain a local orientation in the long term by relying on expe}triates.'The difﬁcult}ies
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Building local management team .

While th%re are no silver bullets for how to localize operations abroad successfully, tl‘lere ag;
initiatives that many companies can implement, starting with a focus on the attraction a
development of local talent (this is discussed further in Chapters 6 and 8).

® Establish a visible presence: In many emerging markets, thc'are mey bea genu{:e scia:c&ltz
of talent with specific functional or managerial competel?cles, Whllle co;npetl. 1ct)lrllat i
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as those developed by the energy-services leader Schlumberger (enllp asm;;i ga o
diversity in a traditional male-dominated industry) or Danone (focusing on being a p
of a purpose-led business).




® Adjust selection criteria: Developing a generic set of recruiting criteria is often difficult,

For example, we will see in Chapter 8 how KONE, a global elevator company based in

Finland, was obliged to modify its global criteria for evaluating potential when facing
rapid expansion in China. Selecting based on “competencies” may not work in emerging
markets. Instead, recruiters may prioritize candidates with the right attitude since func.
tional skills can be developed through on-the-job and off-the-job training,

® Sell careers, not just jobs: When talking to prospective recruits, the company shoulg
communicate its localization objectives and connect those plans to the career prospects
of local managers, When Schlumberger recruits engineers in Eastern Europe or Latip
America, the candidates know that they will have the same career prospects as those
recruited in France or the US and that the performance criteria are the same, A rep-

utation 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. 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 training and coaching as well as in international assignments. In large markets this may
even involve building local training institutions. And with many local companies also growing
rapidly and advancing abroad, the market for talent is heating up.

Recruiting students who have graduated abroad (in particular, in the home country of
the multinational) is another popular strategy to address the talent gap.'” However, in some
markets, such as China or Eastern Europe, tensions between locals and returnees with freshly
minted foreign MBAs, commanding salaries well above local rates, may produce the same
resentment that used to be provoked by the lavish packages granted to expatriates.

Retaining local talent

Given the length of time that is often needed to develop qualified local managers, which may
include investing in skills education that the local system has not provided, retention can be
a real challenge. A large number of local managers trained to take over expatriate leadership
positions never actually fill those posts or only do so briefly. The terms and conditions may not
measure up to what the external market offers to ambitious, well-trained individuals, While
the company expects a return on its training investment, competitors poach the most talented
individuals. US automobile companies and German carmakers with US manufacturing sites
systematically raid Japanese transplants to capture local talent, weakening the latter’s ability to
localize. Foreign firms operating in Chine have experienced similar problems. Yet investing in
training may be a price worth paying if the company is still able to attract and retain the best, 110
Inevitably, compensation features prominently among the mechanisms to retain local talent.
Paying above market rates is typical, but market rates are less than transparent in emerging
countries. This partly explains the curious fact that most multinationals claim to pay in the
top quartile of the comparable market. However, cash is only one part of the compensation
package. Today, retention bonuses, stock options, and restricted shares are just as common
in Shanghai as in New York, if not more so. Some companies have introduced even more
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Companies that fail to take localization seriously right from the start can find themselves
caught up in a fruitless process of serial localization. If, for whatever reason, the newly
appointed local managers cannot do the job after 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 efforts must start again from scratch, but by this time in an atmosphere of increased loca]
cynicism 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 are bound to suffer.

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. And
when the company is over-localized so that opportunities for horizontal cross-border mobility
are limited, it becomes difficult to develop managers with broad global experience. Put simply,
if everyone is local, who is global? Indeed, localization should be viewed as a step on the
journey toward cross-border organizational development and not as an end point.

THE LIMITS OF RESPONSIVENESS

We started this chapter by describing challenges facing Lincoln in implementing people
management outside of the US, attributing them largely to a failure to respond to local circum-
stances. However, a local responsiveness strategy also has its limits. Indeed, when localization
of staff is combined with a decentralized structure, it can lead to local fiefdoms and inhibit col-
laboration. This often results in lost opportunities for the multinational to share best practices
and learn across units. It can generate other inefficiencies as well, such as duplication of effort
(reinventing the wheel) and resistance to external ideas—the “handmaidens of decentraliza-
tion”, as they have been dubbed.!s
In many countries, developing ties to local authorities is essential for doing business. If
a firm becomes a local insider, it is more likely to have a say in shaping new policies and
regulations and to be invited to play a role in industry or trade associations. In this way it can
gain valuable information and have a better chance of participating in local deals. However,
there are also potential dangers. Being too close to the authorities can create its own risks, for
example, if the host government practices come under attack elsewhere, 116
Finally, too much emphasis on local adaptation in people practices can make it difficult to
reap the benefits of differentiation. Recruitment, development, and performance management
have a great potential for creating competitive advantage through people, but unless the firm is
able to stand out distinctively in the labor market, it is unlikely to attract and retain employees
with the required skills and attitudes—as Lincoln Electric has learned on its global quest.

Local responsiveness does not necessarily mean playing by local rules
itical out of successful localization is the recognition that local rc?spgnsi\'zeness
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TAKEAWAYS

1. Local responsiveness helps the firm overcome the disadvantages of being an outsider in

10.

a country or market with distinctive needs, and it is valuable as a source of innovation and
competitive differentiation,

People management practices are more sensitive to local context than finance, marketing,
and other organizational routines. Some people practices are more dependent on cultura]
and institutional contexts than others.

The cultural perspective on people management in a local context—reflecting shared
norms, values and practices within a society—is mainly focused on understanding differ-
ent attitudes toward authority, teamwork, and conflict resolution.

The fact that cultural values influence people practices does not mean that companies must
always adapt to local cultures. In any country, there are wide variances in values held by
individuals, and some local employees may find practices that deviate from national norms
to be attractive,

People practices of multinationals are shaped by six forces including host and home
country institutional contexts and also global “best practices”.

In many emerging markets, multinationals must 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.

Academic research and practical experience show that multinational firms have consider-
able leeway when deciding on the people practices to implement in their subsidiaries.
Localization means local influence on decision-making, with local managers playing key
roles while drawing on input from expatriates as well as from headquarters and other
subsidiaries.

Localization of management requires a long-term strategy with commitment at all levels,

especially among expatriates, to the development of local management,

Local responsiveness does not necessarily imply playing by local rules, though it does
require knowing which rules can be broken and how.
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